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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 (March - May 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. The data on the growth of the economy
of the euro area indicate further trend of a moderate recovery also in the first quarter of 2014.
However, the analysis of the sources of growth further highlights the risks about the
sustainability of the recovery. The latest ECB's estimations for growth are not much changed,
i.e. indicate gradual recovery by the end of 2016. The data on inflation in the euro area in May
has further emphasized the risks of deflation. Annual inflation slowed in May from 0.7% down to
0.5%, with incomplete capacity utilization, reduced inflation expectations and appreciation of the
Euro. Estimates of the ECB for the next period point to low inflation rate within a longer period,
with estimations for the inflation being revised downwards. In such conditions of weak growth
and significant risks of deflation, in June, the ECB decided to lower the policy rate by 0.1
percentage point, the interest on loan facility by 0.35 percentage points, and the interest on
deposits facility by 0.1 percentage point, which means negative interest rate of -0.1%.
Furthermore, the ECB took additional measures by introducing targeted long-term refinancing
operations to support lending to the private sector. In its communication to the public, the ECB
stressed again the readiness to conduct adjustable monetary policy and to take measures to
improve the functionality of the transmission mechanism. 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 assessments for the global oil prices indicate a reduction of the price of this energy
source in 2014 and 2015, as expected in the April projections. However, for 2015 the latest
estimations indicate smaller decline than expected. The new estimations for the metal prices
point to more favorable developments in terms of trade for this sector, in comparison with the
April projections. This movement is especially evident 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, the
changes are going in opposite direction, expecting larger increase in the wheat prices, while
there are no larger changes in the price of maize. However, there are upward risks connected
with these projections for the food prices associated with the Ukrainian-Russian conflict, as well.
In addition, source of upward risks for these prices are the floods that hit the region, and mean
lower supply of cereals and possibility for upward pressures on their prices.

The comparison of the recent macroeconomic indicators with their
projected dynamics within the April cycle projections does not signalize larger
deviation. From the aspect of individual indicators relevant for the monetary
policy, in April 2014 the inflation stagnated on a monthly basis, while in terms of high base
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effect, the annual dynamics was negative. The fall in the inflationary pressures is evident
also through the core inflation, the increase of which decelerated for the seventh
consecutive month and in April, it reduced to 0.8%. The April changes in the prices point to
smaller inflationary pressures than expected in the April cycle projections, and mean lower
initial conditions. These deviations are mainly due to the food component and to a lesser
extent, to the energy component and core inflation. Hence, there are downward risks for the
inflation projection related to the latest performances and the revisions of the external input
assumptions. On the other hand, the food and energy prices are associated with upward
risks, which are related to the conflict in Ukraine. New upward risk threatens from the
unfavorable weather conditions in the region, as well as the possible unfavorable effects of
the weather conditions in the domestic economy. However, according to the estimations,
the downward risks still dominate in the balance of risks related to the inflation
projection for 2014 of about 1%.

According to the latest available data, in the period April - June 2014, the
foreign reserves (adjusted for price and exchange rate differences and securities
price changes) decreased, with intensity similar to the projected one for the
second quarter. In terms of limited available data on the external sector, it is hard to
identify the factors of change of reserves. The available data so far indicate possible smaller
negative gap in the trade of goods, caused by lower import demand than expected. On the
other hand, recent performance on currency exchange market indicates net inflows of
private transfers close to the projected. The analysis of the indicators of the adequacy of the
foreign reserves shows that they are still within the safe zone. Regarding the real sector,
the high frequency indicators for the economic activity suggest further positive
trends during the first quarter of 2014. In line with the estimations, it is expected that this
growth dynamics will be a result of the sound performances with the key economic sectors,
industry and construction, with favorable movements being also registered with trade.
Within monetary sector, according to the preliminary data as of end of May 2014, the
amount of total loans is above the April projection for the second quarter, and the annual
growth rate equals about 7.6% (compared to the projected 7.3%). According to the latest
data, after the fall in April, the balance of the total deposits in May augmented on monthly
basis, but less than expected for the second quarter, with their level being below the
projection. The latest assessments for the level of EURIBOR interest rate indicate
unchanged level in 2014 compared to the April projection, while for 2015 the
expectations are revised downwards.

The recent macroeconomic indicators and assessments do not indicate
major changes in the perceptions for the environment and the risks given in the
April projections. Foreign exchange reserves registered a decrease, which is within the
projection for the second quarter, however there are indications for improved balance of
payments flows than expected. The total inflation in April is lower than projected, and the
risks to the projection are still perceived as mostly downward. At the same time, there is a
further slowdown of the core inflation. The geopolitical tensions related to the conflict
between Ukraine and Russia remains a factor that can cause instability and lead to a larger
price shocks that would reflect on future inflation. Meanwhile, the region is faced with
flooding, which can lead to upward pressure in food prices in the region, as well as
pressures in energy prices. The indicators of the economic activity suggest that the economy
will register growth in the first quarter of 2014, which would not cause imbalances. The
credit growth in May exceeds the projection, although it still takes time to assess the
durability of these movements.
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EXTERNAL SURROUNDING

According to new estimations, the
increase in the foreign effective
demand for 2014 has been
minimally revised upwards

compared to the April projection ...
Foreign effective demand P pril proj

ino,
(annual rates of change in%) ... i.e. it is estimated that the increase

2.5 1 will equal 1.3%, compared to 1.2% in
2.0 4 the April projection ...
1.5 -
1.0 - ... mostly due to the upward revision of
05 - the growth of the German economy.
0.0 The current growth expectations for the
' Greek economy, as opposed to the April
051 projection for its further fall, have
-1.0 1 additional positive contribution to the
-1.5 - revision.
2.0 -
Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 On the other hand, no changes in
2011 2012 2013 2014 2015 the projection of the foreign
= CF March 2014 — CF May 2014 effective demand for 2015 were
made, i.e. as in April, its increase of
1.8% is expected...
... amid further expectations of positive
economic developments in all countries.
Foreign effective inflation The new assessment of the foreign
(annual rates of change in %) effective inflation is minimally
4 7 lower in 2014 ...
. how expecting rise in the foreign
37 prices of 0.9%, compared to the April
projection of 1% ...
2 which is mostly due to lower
estimations on the inflation for Bulgaria,
1 Slovenia and Germany.
For 2015, the projection of foreign
0 Y inflation is at the same level as in
QL Q3 QI Q3 Q Q3 Qi Q3 QI Q3 April ...
2011 2012 2013 2014 2015

e CF March 2014 = CF May 2014
... i.e. it is still expected to equal 1.8%.
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EXTERNAL SURROUNDING

Brent oil
(quarterly average, EUR/Barrel)
: The latest assessment of the price

of crude oil in 2014 has not
changed compared to the April
projection...

90 -
= April 2014

June 2014

85 -
...i.e. moderate annual decrease in the

price of oil of -3.2% is expected again,
in conditions of sufficient oil supply®.

\/1 For 2015, it is expected that the
fall in the oil price will continue,
but less than expected in April (-

75 - 0.2°/ocomparedto-1.6°/o).
Q1-2011 Q3 Q1-2012 Q3 Q1-2013 Q3 Q1-2014 Q3 Q1-2015 Q3

80 -

Source: IMF, "Bloomberg" and NBRM estimates.
The latest assessment of the
movement of prices of copper for
2014 has been revised upwards
minimally compared to the April

Nickel and copper prices in EUR projection...
(annual changes in %)

...given the expected smaller annual
40 - = Copper-April 2014 decrease of -8.2% (compared to -8.5%
~— Copper-June 2014 in April), which is associated with the
30 - = = = Nickel - April 2014 economic performance of the Chinese
e Nickel - June 2014 economy.
20 -
10 On the other hand, the price of nickel
has been revised upwards substantially,
0 i.e. an annual growth of 17% is
expected (as opposed to 1.7% in
10 A April)...
20 - ...as a result of the ban on exports
imposed by Indonesia and concerns of
30 - a possible reduction of supply by
Q- Q3 Q1- Q3 Qi- Q3 Q- Q3 Q1-20 Q3 Russia’.
2011 2012 2013 2014 15
Source: IMF, "Bloomberg" and NBRM estimates. The latest assessment for 2015

predicts higher growth in metals
prices compared to the April
projection, mainly due to
expectations for stabilization on
the metals market®.

! IMF Commodity Price Outlook & Risks, 21 May, http://www.imf.org/external/np/res/commod/pdf/cpor/2014/cpor0514.pdf
2 IMF Commodity Market Monthly, 13 May, http://www.imf.org/external/np/res/commod/pdf/monthly/050114.pdf
3 Consensus Forecast Energy and metals, April 2014.
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EXTERNAL SURROUNDING

The recent estimations of the
movements in the prices of cereal

Wheat and corn prices in EUR products for 2014 indicate a
(annual changes in %) decline, rather than increase in the
80 - price of wheat and deeper fall in
-~ e Wheat - April 2014 the price of maize compared to the
60 1 | Wheat - June 2014 April projection...
——— Corn-April 2014 o _ o
40 - - = S — . which is associated with improved

prospects for global supply and positive
expectations for the next harvest yields.

20 -
However, there is an upward risk of
0 - cereal product prices due to geopolitical
tensions between Ukraine and Russia,
20 and the effects of drought in parts of
the United States”.
-40

i i i i i According to the latest
2%111 @ 2%112 @ 2%113 @ 2%114 © 2%115 @ assessments, for 2015 higher
growth in prices of wheat is
expected, while no major changes
in the maize prices compared with
the April projection were made.

Source: IMF, "Bloomberg" and NBRM estimates.

The latest estimations about the
short-term interest rate EURIBOR

1M Euribor for 2014 are on par with the April
1.4 - (in %) projection...
1.2 1 T i ...i.e. it is estimated that one-month
1.0 - ====June 2014 EURIBOR will equal 0.23%, on average.
0.8 1 The latest expectations for 2015

indicate significant reduction in the
rate of EURIBOR, in comparison

0.4 - / with the April projection, i.e. an
average level of 0.23% is

0.6

0.2 1 envisaged (0.34% in April)...
0.0 ——r—r—t+—+—+—+— ¥+
Q1-2011 Q3 Q1-2012 Q3 Q1-2013 Q3 Q1-2014 Q3 Q1-2015 Q3 .argely as a result the ECB

announcements for holding the interest

Source: "Consensus Forecast" and NBRM estimates. . . 5
rates low for a longer period of time”.

* IMF Commodity Price Outlook & Risks, 21 May, http://www.imf.org/external/np/res/commod/pdf/cpor/2014/cpor0514.pdf
® Introductory statement to the press conference (with Q&A), Mario Draghi, President of the ECB, Brussels, 8 May 2014
http://www.ecb.europa.eu/press/pressconf/2014/html/is140508.en.html
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REAL SECTOR

Inflation and volatility of food and energy

(annual growth rates, in %)
Inflation

eeeeee Inflation excl. food and energy (core inflation)
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In April 2014, the consumer prices
remained unchanged relative to the
previous month, given small price
movements with almost all categories.

On an annual basis, the inflation
moved further in a downward
trajectory and entered the zone of
negative change for the first time
since December 2009°. The actual

inflation is significantly lower than
expected within the April cycle
projections...

... given larger downward deviation of
the realized from the projected inflation
in food and energy component, while
the deviation with the core inflation is
smaller.

After the decrease in the first three
months of the year, in April the core
inflation stagnated on a monthly basis

...while on annual basis, it decelerated
again, and thus from 1.2% in March,
the core inflation reduced to 0.8% in
April, as a result of slower growth in
prices of tobacco and telephone devices
and services.

Thus, the annual growth in the core
inflation decelerates for seven
consecutive months.

¢ Given high comparison base, as a result of the high increase in the prices on these products in April 2013 due to flooding in
the Strumica region in February 2013, which caused significant damage to agricultural land planted with early vegetables and

crops.
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REAL SECTOR

Foreign effective food prices* and domestic
food prices
= Foreign effective food prices

The external input assumptions for
2014, which are included in the
projection of inflation, are mainly

1:2 | — Domesticfood prices revised downwards.

ig Thus, the prices of internationally traded
primary food products indicate a slightly

120 1 larger fall in the aggregate price of

115 1 cereal products in 2014, in comparison

110 1 with the signals obtained during the

105 1 April cycle projections.

100 -

95 T T Also, the expectations for the foreign

effective inflation until the end of the

: current year show a slight downward
* Foreign effective food prices are calculated as weighted sum of food prices :

in countries that are major trade partners with Macedonia. correction.

Source: State statistical office, Eurostat and NBRM calculations.

1.2005
1.2006
1.2007
1.2008
1.2009
1.2010
1.2011
1.2012
1.2013
1.2014

Although there are upward and
downward risks in the balance of
risks, regarding the projected price
movement, the downward risks are
still assessed as dominant.

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

On the other hand, the floods that hit
the region can cause upward pressures
on the domestic food prices’...

. with the uncertainty associated with
the delivery of the Russian gas being
also an upward risk®, as well as the
possible problems related to the import
of electricity from Serbia due to the
problems with electrical infrastructure
after the flooding’.

7 Considering the reduced export potential of food products from Serbia (cereals and cereal products, meat and meat products,
oil and fats), it is possible to come to some upward price pressures as a result of reduced supply from Serbia on regional
markets. Source: FAO GIEWS Country Brief on Serbia, http://www.fao.org/giews/countrybrief/country.jsp?code=SRB, May
28,2014.

81t refers to the delivery of Russian natural gas that transits Bulgaria and completely compromise the supply on the domestic
market.

% Source: "World Bank: Floods could disrupt Balkans' power supplies for at least six months",
http://www.reuters.com/article/2014/05/26/us-balkans-flood-worldbank-idUSBREA4P0AH20140526, May 26, 2014.
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REAL SECTOR

Average net-wage After the constant increase in the past

(annual changes, in %) year and a half, in March 2014, the
5 - average net nominal wage registers
annual decrease of 1.3%...

... mostly as a result of the annual drop
in the wages in ‘'information and
h communication"  sector, at high
YN, AN 4 M comparison base ...

[ Vo vo=/

——— Nominal net-wage ...a decrease is registered with catering
-7 - === Real net-wage and water supply, while more significant
XRRXQAEBE>E X wage growth is realized in mining,
construction, trade and other services.

1.2011
111

\Y

VII

IX

XI
1.2012
111

Vv

VII
1.2013
1.2014
111

Source: SSO.

Thus the wages in the first quarter
of 2014 were lower by 0.2% on
average, which deviates from the
April forecast when growth of
0.9% was expected.

In conditions of annual inflation of
0.2%, the decrease in real wages in
March 2014 equals 1.5% (real decline of
0.4% in the previous month). In the
first quarter of 2014, the real wages
register an annual decrease of 0.7%,
compared to the April projection for a
small real growth of 0.2%.

The available data on the

movement of the economic activity

in the first quarter of 2014 suggest

Economic activities maintenance of the growth trend of

(real annual changes, in %) the economy also in the first

ITurnover value in retail trade quarterl with a similar intenSity as

™ Tumover value in wholesales trade Q1 projection  in the previous quarter. Positive
& Transport and communication* . .

® Industrial production** changes were registered with the

& Value of completed construction works (right axis) [ 100 key economic sectors.

25 A 4 GDP

' 5 The industrial output recorded an
annual growth of 3.4% in the first
o quarter of the year ...

15 5o ---Mostly as a result of the growth in the
QL Q2 Q@3 Q4 QI Q2 Q3 Q4 QT Q2 Q3 Q4 Q1 Apr. manufacture of rubber and plastic
2011 2012 2013 2014 2014 products, construction materials, and

:igr;ﬂ:eeg:gﬁrg:rizggglgromhratsofthediﬁerenttypesoftrarsport machinery and equipment and eleCtricaI

oo SR e e e 20 equipment  (largely  reflecting the

increasingly growing production capacity
in technological industrial development
zones).
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REAL SECTOR

The pace of annual growth in industry is
faster compared to the performance in
the previous two quarters...

... due to the accelerated growth of the
manufacture of both food and clothing,
as well as the faster growth in the
production of rubber and plastic
products.

The activity in construction grew at
double-digit growth rate in the first
quarter of 2014, but it is slower
compared to the previous quarter ...

...the transport registered stronger
upward movement, after the low growth
rates in the previous two quarters...

....with the developments in the trade
sector being also favorable, contrary to
the decline in the previous quarter.
Given the annual fall in the retail trade,
this change is fully explained by growth
in wholesale.

The available indicators of
aggregate demand point to
increased demand in the first
quarter of 2014, which is
consistent with the expectations in
the April projection.

200 I"d'cat“('feg,a;r';g;fz:gvrvt';"r‘a'?:; f::,'/os;' mption The high frequency data on private

consumption in the first quarter

emit different signals.

20.0

Thus, the enhanced lending to

households and the new increase in the

pensions (though slower), indicate

positive trends...

0.0 +

Disposable in e
Counsumer credits
-10.0 4 Retail trade

BVAT revenues
EImports of consumption goods
ODomestic production of consumptioh go
# Private consumption

...along with the growth of net income

from VAT and increase in the import of

consumer goods after the fall in the
Q1 projection  previous two quarters.

-20.0

-30.0 -
Ql Q2 Q3 M QI Q2 Q3 Q4 QI Q2 Q3 Q4 Q1 Apr
2011 2012 2013 2014 2014  On the other hand, adverse trends have

Source: SSO and NBRM calculations. . .
been observed in real wages, retail
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REAL SECTOR

trade and private transfers, whose
decrease accelerates in the first quarter
of the year...

...and more, there is a fall in domestic
production and consumer goods.

The latest indicators of investment
activity indicate significant growth in
the first quarter ...

..under the influence of further high
increase in construction...

...strong growth in imports of capital
goods and further high rise in the
domestic production of capital goods ...

Indicative variables for investments ...as well as r_eaI annual increase i_n
100.0 - (real annual growth rates, in %) ot projection long-term lending to the domestic
. jecti . .
®Imports od captal goods corporate sector, despite the fall in the
m Completed construction works . .
previous six quarters...

Domestic production of caplal goods
B Government investments
M Long term credits to enterpfises
DOFinal product stocks
¢ Gross investment

*

80.0 -

60.0 - . .
...with favorable movements being also

registered in the expenditures of the

40.0
Government for investments and inflows
200 - based on foreign direct investment.
001 Despite the contraction in the previous
200 1 four quarters, in the first quarter of
2014 the deficit in foreign trade
-40.0 - registers slight annual expansion, as
o, ¢ e e @ e @ et 9 opposed to the April expectations for
Source: SSO and NBRM calculations. minor nominal narrowing_

The budget performance in the first
quarter of 2014 indicates a small
increase in public consumption,
contrary to the April projection for its
reduction.

The data for April 2014 indicate
continuing growth of economic
activity.

The industrial production in April
increases at an annual rate of 2.2%...

...mostly due to the higher manufacture
of motor vehicles, machinery and
equipment  (associated with  the
production capacity of TIR-zones) and

11/23



REAL SECTOR

wood processing...

...given higher level of capacity
utilization.

High frequency data on private
consumption in April, as well as in
the first quarter of the year, still
give various signals regarding the
movement of the private
consumption in the second quarter
of 2014...

...in conditions of enhanced increase in
the household loans...

...slower increase in pensions and VAT-
based income...

...and decrease in the production of
consumer goods.

The indicators for investments in
April suggest further growth...

...given the high increase in the
domestic production of capital goods...

...new acceleration of the increase in
the loans to enterprises...

...given fall in the government capital
investments.

The data on foreign trade for April
2014 point to a narrowing of the
deficit, given increase in the export and
decrease in the import of goods.

The budget realization as of April
indicates increased public spending as
a result of higher costs of goods and
services, which is consistent with the
expectations in the April projection.
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20.0 1

10.0 A

5.0 1

0.0 1

-5.0 1

-15.0 -

Q12012 Q2 Q3 Q4 Q12013 Q2 Q3 Q4

EXTERNAL SECTOR

Exports by components
(contributions to the annual change, in p.p.)

&= [ron and steel and it's products
Energy
10res

=== Tobacco

. Clothing and textile
S Chemical products*
[ Other exports

e EXPORT, %

Q12014

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

20.0

15.0

10.0

5.0

Imports by components
(contributions to the annual chnage, in p.p.)

&= Iron and steel and it's products . Vehicles
Equipment ! Ores
B Import of non-ferous metals* Energy
=== Consumption goods &= Food and tobacco
=i Textile fi===i Otherimports
e [MPORT, %
Q12012 Q2 Q3 Q4 Q12013 Q2 Q3 Q4 Q12014  april

Source: NBRM.
* The following data depict the overall exports of onemajor export capacity in the free industrial zone.

The decrease in import of goods, with
simultaneous continuous annual growth of
exports led to a narrowed deficit in the
foreign trade of goods in April to
11.8%, on an annual basis.

For the second quarter, the April projection
indicates widening of the trade deficit.

In April, the export of goods registered
an annual growth of 2.8%, primarily
influenced by increased export activity of
new export-oriented facilities. Also, the
intensified exports in the food industry had
small positive contribution to the annual
growth...

...while all other categories acted
adversely, with particularly high annual
decrease being recorded in the export of
iron and steel.

In comparison with the April projection for
the second quarter of 2014, the exports in
April  mainly s in line with the
expectations. The  most  significant
downward deviations are observed in the
export of tobacco, iron and steel, while the
realization in food and energy prices is
higher than expected in the April
projection.

After the three-month growth, the import
of goods registered annual decrease of
3% in April, which is mainly due to the fall
in the import of ores and energy, and less

to the reduced food imports and
investment import of equipment and
machinery ...

...while significant growth was recorded in
the import of raw materials for new export
capacities.

The import in April suggests somewhat
lower import than expected for the second
qguarter of the year, given the lower import
of equipment and machinery, ore and with
part of the import of raw materials.
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EXTERNAL SECTOR

Share of the export and import in April compared to Q2
projection

e Export in April, % of Q2
e Import in April, % of Q2
® e o o o Average exportin April (2007-2013), %of Q2
e e e e e Averageimportin April (2007-2013), % of Q2

Q22007 Q22008

Q22009 Q22010 Q22011

Source: NBRM.
*Share of the export/import in Aprilin the projected export/import for Q2 2014, projectionApril
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The movements in export and import
of goods in April indicate possible
lower trade deficit in April, compared
to the projected for the second
quarter of the year.

The recent assessments of the trend of the
global stock metals prices (copper and
nickel prices) indicate favorable trends in
the current and next year, compared to
the April projection. In terms of the
movement of the price of crude oil in
Euros, it is further expected to fall, which
for 2014 is within the projections, while for
2015 the changes are less favorable, i.e.
the annual decline was smaller than
expected in the last projection.

In April 2014 the price
competitiveness indicators of the
domestic economy deteriorated on
annual basis. In comparison with the
same period of the previous year, both
indices register small rates of appreciation.
Regarding the REER index!?, deflated by
the consumer prices, the trend of annual
appreciation decelerated and reduced to
0.2%. Simultaneously, REER deflated by
the prices of the producers of industrial
products in April appreciated by 0.3%.

Such performances entirely derive from
the appreciation of the nominal effective
exchange rate, which had an annual
growth of 3%, primarily due to the
depreciation of the Turkish Lira, Russian
Ruble and Ukrainian Hryvnia relative to the
Denar. On the other hand, the changes in
the relative prices acted in the opposite
direction, with slower growth in domestic
consumer prices relative to the foreign
ones (2.8%) and lower domestic prices of
manufactured goods relative to foreign
prices by 2.6%.

1 The data on REER index, calculated on the basis of two deflators (consumer prices and the prices of the producers of
industrial products) are calculated under the new methodology for calculating the REER. More detailed information on the
changes in the current methodology for calculating the REER can be found at this link:

http://nbrm.mk/WBStorage/Files/Statistika REER Information on the changes to the methodology for calculating the real

effective_exchange rate of the Denar ang.pdf
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EXTERNAL SECTOR

Main components of the current account In the first quarter of 2014, the
600 - (in EUR million) current account deficit of the balance
400 - of payments amounted to Euro 123
200 - million (or 1.5% of GDP), which is
slightly higher deficit than

-200 - anticipated for the first quarter of the

-400 - year, according to the April
-600 - projection.
-800 -
S & 8 & 2 8 B3 & % : o
R R R There are small negative deviations in all
c M Currenttransfers ®Income O ® Services 7 Components of the current account
HTradebalance @ Currentaccount excluding services, which registered a
Source: NBRM. larger surplus than expected.
) ) In the first three months of the year,
F'“a“C'a:iﬁCECU°F;':1t“ﬁgr']')‘P°“e“ts net inflows of Euro 48.6 million (or
® Durectinvestment, net 0.6% of GDP) were registered on the
400.0 u Portfolio investment, net - - - -
B Tradecralis e capital and financial account, which

9 Loans, net corresponds to the projected flows
® Currency and depositis, net

| Other for this period in accordance with the
April projection.

300.0 4

200.0 . .
4 Financial account

100.0
Better performance has been registered

with both direct investments and long-term
loans, which registered significantly lower
net outflows than planned on a net basis.

0.0

-100.0

-200.0

On the other hand, in the first quarter, net
outflows based on commercial loans were
registered, contrary to expectations in the
April projection, when this category was a
source of additional financing of the trade
transactions.

-300.0 -

Q2
Q3
Q4
Q2
Q3
Q4

?ZUQI 2012
Q12013
Q12014

=2
@

Source:

Recent data on the currency

exchange operations, as of May 2014

show new increase in the demand for

Cash exchange market foreign currency after the fall

4000 1 (40 registered in the preceding month,

while the supply of foreign exchange

on the currency exchange market
continues to decrease.

The realized net purchase on the currency
exchange market in the period from April
to May totaled Euro 171 million, which is
an annual drop of 5.3%.

Q12012

— —
— —
o =]
~ N
— o~
o o

* Latest available data as of === Net-purchase (in EUR million) The IateSt |nf0rmat|0n from the Currency
31.05.2014.  ceeee

Source: NBRM. supply ofcash exchange (annual changes, in%) rightscale @ change market suggest the possibility of

Q32011
Q42011
Q22012
Q32012
Q42012
Q12013
Q22013
Q32013
Q42013
Q12014

Q2 2014*

e «» ® Demand of cash exchange (annual changes, in %) - right scale

realizing net inflows of private transfers for
the second quarter of 2014 to be in line
with the expected, according to the April
projection.
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EXTERNAL SECTOR

Foreign exchange reserves
(stock, in EUR million)

2,600 -
2,400 -
2,200 -
2,000 - 1,921
1,800 -
1,600 -
1,400 -
1,200 -
1,000 - : .
Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2*
2011 2012 2013 2014
* Latest data as of 31.05.2014.
Source: NBRM.
Factors of change of the foreign reserves in the
period of april-may of 2014 (in EUR million)
-0.7 Other transactions
2.5 Returns from FX reserves
0.4 Exchange rate differentials and changes
in the price of gold
1.9 Banks reserverequirement
0.0 IMF (SDR holdings)
0.0  Domestic banks deposits with NBRM
-2.7 Transactions on behalf of the government
-22.5

Net interventions on the market

r T T T T T 1

25 -20 -15 -10 -5 0 5

Source: NBRM.

Forex market
1000.0 - (in EUR million) - 400
800.0 20.0
600.0 0.0
4000 20,0
2000 -40.0
0.0
2000 -60.0
-400.0 -80.0
-600.0 -100.0
-800.0 -120.0
-1000.0 - - -140.0

Q
a3
Q4
Q2
a3
Q4
V4V

~
~
o
~
b
g

Source: NBRM.

Q12013
Q12014

led Total purchase of forex (left scale)
=== Total sales of forex (left scale)
e \et-sales of forex (right scale)

The latest stock of the gross foreign
reserves, on May 31, 2014 equals
Euro 1,920.1 million, which is a
decrease of Euro 21.1 million relative
to the end of March 2014. The negative
changes in the foreign reserves are mostly
due to the net sale of foreign exchange by
the NBRM on the foreign exchange market
and the transactions for the account of the
Government.

In the period April - May 2014, on the
foreign exchange market, the banks
realized net sale of Euro of 84.6 million,
which is an annual decrease in the net
sales of 7.1%. This annual change arises
from the stronger fall in the demand than
in the supply of foreign currency (6.4%
and 6.2%, respectively).

Analysis by individual components shows
that the reduced net sale of foreign
currency is mainly due to the net purchase
with non-residents compared to the net
sale with this category, registered in the
same period of the last year.

16/ 23



MONETARY SECTOR

Monetary policy instruments, in MKD million The preliminary data as of May
45,000 - 31,2014 show liquidity withdrawal

40,000 - . .a2 through monetary i_nstruments relgtive
35000 1 ged to the end of the first quarter, with a
' g & @ similar intensity to the expected...
30,000 - -
25,000 1 ...in conditions of a quarterly decrease
20,000 1 in the net foreign assets of the NBRM,
15,000 - but stronger than expected according
10,000 - to the April projection ...
5,000 - o . .
| . and liquidity creation by reducing
0 N8I INTLNNTLTNNTLT the total Government deposits with
8 I Q 8 Q= the NBRM, but less intensive than
Source: NGRM. o o o o expected in the second quarter.
Oustanding amount of Government
75,000 - securities, in MKD million
65,000 -
55,000 -
45,000 - As of May 31,2014, the stock of

government  securities on  the
35,000 - domestic market totals Denar 69,339
million, which is a decrease of Denar

25,000 - e
1,740 million compared to the March

15,000 - 2014.
5,000 -

onN M I~ - N O T N AN MO T AN mMm T g+ T

S 0000 g o000 goOo0O00gooogsg

~ ~ ~ ~ N N

o o o o o8

oy

Source: NBRM.

Interest rates of treasury bills, treasury bonds and central

bank bills, in %
6.00

L] L] - L]
550 | 0 eeeee [ ]
N\
\h-
500 e e oo \\\
”©~° R - -
450 S o o P tems s The interest rates on government

securities market remained stable also
- in May. The interest rates realized at
_______________ the auctions in May ranged from

oo 3.1% on 6-month bills with foreign
300 — = currency clause, to 4.8% on 5-year
N == > g5 EH X X% N = =g SgoEEXxXXg0-ag >
gHEaZSEEAXRagTERACSEEANRGT AR bonds.
N N N
=4 <
o= 3 months t-bills === 6 months t-bills
= == 12months t-bills 3months t-bills with fec
== 6 months t-bills with fec ©® 12 months t-bills with fec
2years treasury bond == 3years treasury bond
®m  Syears treasurybond 10years treasury bond
2 years treasury bond with fec < 3years treasury bond with fec
= == 5years treasury bond with fec 10years treasury bond with fec

Central bank bills
Source: NBRM
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MONETARY SECTOR

Liquidity of the banking system*

14,000 - (quarterly change , in Denar million)
12,000 - T
10,000 -
8,000 -
6,000 -
4,000 -
2,000 -
0 .
-2,000 -
-4,000 -
-6,000 -
-8,000 -
-10,000 -
-12,000 -
S 9332883383333 1
o o o o N
~ ~ ~ N O
- - - —
o4 o4 o4 o
=== Transactions of the government
<<l NBRM interventions on the F/X market with banks
<=4 Monetary instruments
ESS4 Currency incirculation
e Banks'liquidity
*Positive change- liquidity creation, negative change- liquidity withdrawal .
**april and may
Source: NBRM.
Total deposits
16.0 1 15.2 r 290,000
13.6
14.0 - 270,000
12.0 7 - 250,000
10.0
- 230,000
8.0 A
i} 210,000
6.0 :
40 ir 190,000
20 {170,000
0.0 . +—+ 150,000
o N M YT A NMT N NOMST ON®MS $ TS
S ooo0oZgooQ0ZoQQ0g Qo000 g.g 8
~ N N ~ N N 3‘
3 3 5 3 58 %
== Annual rate of growth, in % “ o>

k== Annual rate of growth of total deposits, excl. denar transferable
deposits within NBRM, in %
==Total deposits, in milions of denars (right scale)

*Includes demand money
Source: NBRM.

As of May 31,2014, the reserve
money is almost at the level projected
for the second quarter...

...in conditions of quarterly increase in
the currency in circulation and the
total liquid assets, which matches the
expectations in the April projection.

According to preliminary data as of
May, the total deposits of the banking
system remained almost unchanged
compared to the previous month,
despite their reduction observed in
April (mainly as an effect of the
payment of the dividend by a
company). These  developments
emanate from the monthly increase in
the corporate deposits, while the
household deposits contributed to the
reduction of the total deposits.

As of May 31,2014, the annual
growth rate of the total deposits
equals 8.5%?*! and it is below the
growth of 9.5% as projected for
the second quarter. On a quarterly
basis, the total deposits fell by Denar
716 million, as opposed to the
increase planned for the second
quarter of 2014, as projected in April.

11 Tt refers to total deposits including transferable Denar deposits of other financial institutions with the NBRM.
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MONETARY SECTOR

Contribution of Denar and foreign currency deposits
to the growth in total deposits (in %)
*Includes demand deposit

140.0 - -
120.0 - ¥
The realized annual increase in
1000 B BEEEEHES ¥ i B H § the total deposits is mainly a
800 - v result of the rise in the Denar
' T deposits given intensification of the
60.0 ‘B R-B contribution of the foreign currency
v : _ deposits, which, still, is due to the
40018 base effect'?. Thus after longer period
20.0 - ' of minor contribution to the total
increase in the deposit potential, the
0.0 THE S E iU S R U foreign currency deposits account for
200 | & M- R § B-1 R 23% of the annual growth. The new
e o) o) 5 54 deposit growth in May is fully caused
-40.0 b by the Denar deposits.
-60.0 -

& contribution of denar deposits

B contribution of foreign-currency deposits
Source: NBRM.

Share of Denar and foreign currency deposits in
the total Deposits (in %)
*Includes demand deposit

100.0 -
90.0 -
80.0
70.0 -
60.0 . -
500 A ERRERRER According to preliminary data as of
"M MMM NN May, the currency structure of total
40.0 - deposits was still stable compared to
30.0 1 the previous quarter, with the Denar
20.0 - deposits still dominating in the total
10.0 deposits.
0.0 -
o N M & A N O T N N OO T MmN MM T O E
§ o o0 § o o0 § o o 0 § o o o0 § 8
— — — — — N
o (o4 (o4 (@4 o <
bo

B shareof denardeposits M share of foreign currency deposits

Source: NBRM.

12 High outflows of foreign currency deposits of companies in April 2013 have been registered, mainly due to the payment of
dividend by one company. In 2014, a smaller amount of dividend was paid (again in April), mainly through the enterprises'
Denar deposits.
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MONETARY SECTOR

Share of M4 in denars of total M4 (in %)

61.0 % 60.4 60.5

60.0 -
59.0 -
58.0 -
57.0 -| Share of M4 indenars of total
56.0 | M4

55.0
54.0 -
53.0 -
52.0 -

51.0 r — —

S 0O0Q0Zg o000z Qo000 ZO0QCQ0 g
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— — — — —

o o o o o <

i

™M

Source: NBRM.

Share of Denar and foreign currency deposits in
the total Deposits (in %)
*Includes demand deposit

55.0 n%
a1 00505 Denar deposits in May decreased on a

50.0 1 s Mmonthly basis as opposed to their

constant increase since June 2013 ...

45.0 -

...s0 their share in the total deposits

40.0 - has stabilized at the level of 50.5%.

The foreign currency deposits register

35.0 - moderate increase compared to the

previous month.

300 +—4/—7mm—m™m—m—m——m——m———""—TT——TT—TT—TTTT1
NAaNMYToNMmMTFTaaTNMFTONMOET—ANMOSTNNOSTMONO S - S
gooogooogooogoocogooogjoocoZooozZg
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Source: NBRM. b
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MONETARY SECTOR

Interest rates on Denar and foreign currency deposits, in %

. r 4.5
> - 4.0
§ ] F 3.5
.9
282.8282.8272727,5, 2727 [ 39
. 7275627 2. 2-72.62.62.62_52.52525
325,45 42.424
- 2.5
4.0
- 2.0
3.0
F 1.5
- - 1.0

1.0 0.5 .
oo 00 The interest rates on Denar and
"5 g g =25z x3z5=2s5z = == foreign currency deposits in April
N 8 R remained  virtually  unchanged
W nteres rateof denerdepods compared to the previous month,
BN Interest rate of foreign currency deposits . . . .- . R
cource: NBRM — nterest rate spread indicating stabilization of the interest
rate spread between the Denar and
Interest rates on newly received Denar and foreign foreign exchange savings. On the
currency deposits, in % other hand, there is a significant
6.0 . - 40 narrowing of the interest rate spread
,; between the interest rate on newly
5.0 " received Denar and foreign currency
| A - 3.0 deposits as a result of declining yields
401 : X e 2P, . _,s on Denar deposits”® (by 0,5 p.p.
v 20 20 20t 20 18,07 lative to M h
Lo Lo 1819 201919 relative to March).
3.0 “18 18 L 20
1.5
2.0
1.0
1.0
- 0.5
0.0 NOOOHANHHES>S>SEHE XX EMEE>> D E X X oS oo 0.0
SEEEERE RS- R
=4 Interest rate of newly received denar deposits
. Interest rate of newly received foreign currency deposits
Source: NBRM. e [nterest rate spread

13 The reduction of interest on newly received Denar deposits is due to temporary factors whose effects are likely to exhaust in
the following month (depositing of a larger amount of money at a very low interest rate in April, with one-month maturity).
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MONETARY SECTOR

Broad money, M4
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=== Annual rate of growth, in % =====Total credits, in milions of denars (right scale)

Source: NBRM.

According to preliminary data as of
May, there is a lower monetary
growth relative to the projected
situation...

..as a result of the weaker
performance in the total deposits,
given higher growth in currency in
circulation, compared to the April
projection.

According to preliminary data,
as of May 31,2014, there is
significant  acceleration of
lending to the private sector on
the credit market, compared to
the decrease in the total loans
recorded in April. Thus, the credit
flows registered at the end of May,
represent the strongest monthly
growth since the beginning of the
crisis'®, as a result of the higher rise
in the corporate loans relative to the
one intended for the "households"
sector.

At the end of May, the annual
growth rate of the total loans
equals 7.6% and exceeds the
annual growth of 7.3%
projected for the second
quarter of 2014, according to
the April projection. On a
quarterly  basis, the realized
increase of Denar 3,589 million
represents 92% of the growth
planned for the second quarter of
2014.

* The monthly credit growth registered in May is a bit higher than the growth rate of the total loans made in December 2013.
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MONETARY SECTOR

Contribution of Denar and foreign currency loans to
total loans, in %

165.0 -
115.0 -
65.0 1 The realized annual rise in the total
loans stems fully from the increase
15.0 - ‘ in the Denar loans, given the
o - ~ < - further fall in the foreign currency
-350 1 & S S o S §  loans.
— — — — — LN
(o4 (o4 o (o4 o <
b=
-85.0 -

H contribution of denar credits ™ contribution of foreign-currency credits
Source:NBRM.

Share of non-performing claims in total loans, in%

250,000 - 21 r 13.0
12,112 12.0

100000 - 7y.611.738 \i-sl.si} ¢.31.3l_4l l_;- 12.0

W NEE | 110
150,000 - 100 As a result of the moderate growth
in  non-performing  loans to
100,000 - %% enterprises, in April there was an
80 increase in the share of doubtful
50,000 - ,o and contested claims in the total
loans, compared to the decrease

0 -

~60  which was observed at the end of

B82S ENQNFEZE>SEERXREEAER
SRRIRRERE e ~§ March.
== Total loans (in millions of Denars)
=4 Doubtful and contested claims (in millions of Denars)
== Share of doubtful and contested claimsin total loans in % (right scale)
Source: NBRM.
Total loan-deposit ratio, in% In May, there is higher utilization of
590 923 the deposit potential in lending to

the private sector, than it was
realized in the previous quarter...

...as a cumulative effect of the
stronger rise in loans to the private
sector and moderate quarterly
decrease of the deposit base.

Such developments contribute to
higher utilization of deposits to
finance the  private  sector,
compared to the expected level
within the projection.
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