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Growth is strengthening and broadenlng Region is following gradual recovery after the crisis
across Europe Slowdown in growth in 2017 due to weaker growth in
2017 marked by widest dispersed growth Macedonia (prolonged political crisis) and Serbia (extreme
between countries since 2010 weather conditions — severe winter and summer drought)
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Headline inflation has picked up, reflecting Monetary policy remains accommodative in
stronger fuel prices, but core inflation support to economic growth...
remains soft ...aS currencies appreciate in inflation targeting
Inflation rose in most of the region led by countries
food and energy prices
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..Supported by shrinking external Capital inflows continued, albelt at
imbalances following GFC, with some decelerated pace across the region

economies replacing large CA deficit Low yields in EA enable capital inflows
with small surpluses in 2016-2017
Current account balance Financing gap
(in % of GDP) (in % of GDP)
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Net financial flows, in % of GDP
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By creditor, significant reliance on EU developments, as EU creditors are largest

Significant share of external liabilities denominated in euros, which posses risk when ECB starts
to reduce the extent of monetary accommodation

Composition of external liabilities
(% of GDP, end 2015)
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Source: IMF, CESEE REI Spring 2017
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Eurobonds issued

Ultra loose monetary policy of major central

onc SR beginning from 2009 BT S
banks enabled favorable conditions for
Government borrowing on international Albania 2015 - 450 EUR mil. 2020 5.750%
markets 2011 - 2.000 USD mil. 2021 7.250%
Serbia
2013 - 1.000 USD mil. and 2018 and 2020, 5.875% and 4.875%,
Yield spreads on Eurobonds* 1.500 USD mil. respectively respectively
in p.p.
( P-P ) 2009 - 1.500 USD mil. 2019 6.750%
6
2010 - 1.250 USD mil. 2020 6.625%
> 2011 - 750 EUR mil. and 2018 and 2021, 5.875% and 6.375%,
1.150 USD mil. respectively respectively
4 A A
w
2013 - 1.500 USD mil. and 2023 and 2024, 5.5% and 6.0%,
Croatia 1.750 USD mil. respectively respectively
3 "
N w\,\’\\ 2014 - 1.250 EUR mil. 2022 3.875%
2 2015 - 1.150 EUR mil. 2025 3.000%
o AT .
"\-\\ - 2017 - 1.250 EUR mil. and 2027 and 2030, 3.00% and 2.75%,
1 n 1.275 EUR mil. respectively respectively
2018 - 750 EUR mil. 2028 2.700%

0 ! ! ! ! ! ! ! ! ! ! ! ! ! ! 2014 - 280 EUR mil. 2019 5.375%
SR T - R T R B B R e s i ;
© 6 6 6 66 660 6 6 & o & & o Montenegro 2015 - 500 EUR mil. 2020 3.875%
N N N Y 2016 - 300 EUR mil. 2021 5.750%

L= - -
o g g B 8 - O g g B 8 - O 8 g 2018 - 500 EUR mil. 2025 3.375%
o i 0,
ALB SRB CRO MNE MKD 2014 - 500 EUR mil. 2021 3.975%
2015 - 270 EUR mil. 2020 4.875%
Macedonia X
* Spreads are calculated in regard to German government bonds with similar maturity, 2016 - 450 EUR mil. 2023 5.625%
except for Serbia that issues securities in US dollar, so spread is made in regard to US 2018 - 500 EUR mil. 2025 2.750%
government securities
Source: Bloomberg
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Fiscal consolidation is broadly on the way § Public debt growth sustained at a slower
across the region pace in recent period
Gradual winding down of fiscal stimulus as Still, the level of public debt remains
economies recover elevated in some countries
4.0 1 Fiscal balance, in % of GDP 100 - Gross public debt, change in pp of GDP
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Source: IMF WEO data base, April 2018, MoF’s and central banks’ web sites.
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Banking systems broadly stable across the region, but still reeling from the boom-

bust cycle

«Ample foreign parent banks financing pre crisis that fueled credit boom

*Sudden stop in foreign financing post crisis with credit entering a bust cycle

Foreign bank funding to all sectors (% of GDP)

To Peak Post crisis
- W —NB B -1 |4 T Leveraging and Deleveraging
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Source: IMF, Regional Economic Outlook: Europe, Nov. 2017 ® Increase in foregin bank funding, all sectors, % of GDP)

*Western Balkans refers to: Albania, Bosnia and Herzegovina, Kosovo, Macedonia, Montenegro and Serbia.
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EU-owned banks experienced the sharpest falls
Gradual stabilization in foreign funding flows in recent years, but still far below pre-crisis
levels

. Banking sector developments
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NPL ratios are declining and NPL coverage ratios are improving
« All countries in the region are witnessing drop in NPL in recent years
« In 2017 no country recorded NPL ratio above 15%

NPL ratio, coverage ratio and volume (%, EUR bn, September 2017)
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Source: NPL Monitor for the CESEE region — H1 2018
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NPLs improvement comes after the peak in the burst of the crisis
« GFC resulted in drop in profitability, which is also improving in recent times
« Capital positions remained sound and broadly stable

NPLs in % of total credit ROA, in % CAR, in %
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Reduction in NPLs was supported by NPL resolution measures and strategies implemented in the

7Y nking sector developments

Albania and Serbia implemented comprehensive strategies covering banking supervision, tax issues, court

procedures and legal aspects

Macedonia with relatively lower NPLs in regional comparison — measure for mandatory write-off of loans
that were fully provisioned for more than 2 years; Draft NPL resolution strategy

Albania- NPL, in % of total loans
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Credit growth has improved in recent years, but still remains timid across the region
Credit to GDP ratios still below levels predicted by fundamentals
Financial intermediation levels in the region are relatively low compared to other CESEE countries

Credit growth, y-o-y, in % Estimated credit gaps in 2016
100 - (Actual minus fundamentals — consistent level of private credit in % of GDP)
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Source: IMF, Regional Economic Outlook: Europe, Nov. 2017 and central bank web sites.

Emerging Europe: Financial Depth, in % of GDP, 2016
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Foreign banks see limited prospects in the region
Region is under significant indirect effects from EU regulatory changes via dominance of foreign subsidiaries
Stable deposit growth has mitigated decline in foreign funding post crisis — however, further growth is constrained

by region’s low savings level and low interest rates

ing sector developments

Going forward, expanding the funding base is important factor for bolstering credit intermediation

A

Group level response of long term
strategies in CESEE (in %)
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Source: CESEE deleveraging and credit monitor, June 2018, IMF WEO data base, April 2018 and central banks web sites..
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The latest EIB Survey points to some positive developments
« Total exposure to the region is trending positively over the past six months, for the first time since starting the survey (2013) -

fifth of banking groups have reduced their exposure and 30% have increased their exposure to CESEE resulting in positive
aggregate net balance

Groups total exposure to CESEE : Cross border operations involving CESEE countries

m Expand exposure m Maintain the same level of exposure Reduce exposure

Intra- Fundi,
Groups" Total Exposure to CESEE fira-grodp runding

43%

Last & Months . Mext & Months
Capital

14%

Last & Months Mext & Manths Last & Months Mext 6 Months
Sowurce: EIB, CESEE Bank Lending Survey.

Comprehensive NPL strategies in countries with still high NPL levels and structural reforms (sound bankruptcy and
insolvency regimes, strengthening property rights protection and judiciary systems) could also support faster recovery in
credit growth in the period ahead



IMF role in the region

Shielding
against

potential risks
and
vulnerabilities
Supporting Safeguarding
structural e, macroeconomic
reforming e and financial
programs stability

Improving
fiscal health
and public
debt
sustainability

Supporting
economic
growth
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Abania 2014
2016
Bosnia and Herzegovina 2012
2009
2015

Kosovo
2012
2010
Macedonia 2011
2015

Serbia
\ 2009
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IMF arrangements in the region following GFC

Type of

Extended Fund
Fadlity
Extended Fund
Fadlity
Stand -By
Arrangement
Stand-By
Arrangement

Stand By
Arrangement

Stand By
Arrangement
Stand By
Arrangement
Precautionary Credit
Line Arrangement

Stand By
Arrangement

Stand By

EUR 330.9 million

EUR 553.3 million

EUR 631.6 million

USD 1.57 billion

EUR 184 million

EUR 106.6 million

EUR 108.9 million

EUR 475.6 million

EUR 1.2 billion

EUR 402.5 million

Restore economic growth and control rapidly risin.
public debt

Support country’s reform agenda

Support Government economic program

Support Government economic program to
mitigate negative effects from GFC

Preserve low public debt; lifting economic potential
by removing key structural impediments to
growth; catalyzing support from other multilatera
and bilateral creditors

Support Government's economic program

Restore fiscal sustainability and safequard financial
sector stability

Mitigate against potential risks that may rise needs
of financing

Restoring public finances’ health; increasing the
stability and resilience of the financial sector; and
implementing comprehensive structural reforms,
to form a solid foundation for job creation and
return to sustained high growth.

Safeguarding macroeconomic and financial

N Arranﬁment stability in view of the global financial turmoil
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MoU for cooperation and
exchange of information

 Study visits in the area of
payment systems, statistics,
banking regulation, supervision « MoU for business

+ Study visits in the and research cooperation
area of accounting-
IFRS, numismatic
collections
acquisitions, curating

+ Study visits in the area
of supervision, IT,
library and archiving,
public procurement,
security

MoU for business cooperation
+ Study visits in the area
of FX reserves . » Study visits in the area of monetary
management and SAA * Mo for cooperation operations and FX reserves
L management, accounting,
* Study visits in the area documenting and archiving, public

of IT, public relations procurement and security

and EU financed

projects
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« Externally, main risks related to EU recovery and developments with rising protectionism

« Domestically, political uncertainty may cloud growth prospects if upcoming elections in several countries
lead to a slower pace of structural reforms

« Low and stagnant productivity may hamper region’s growth potential

6 Economic growth outlook, GDP, y-o0-y, in % Productivity
Real labor productivity in constant 2010 euro and its growth
54 rate, percent, 2014
]
me
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0 : 0
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Real labor productivity

Source: World Bank Western Balkans RER, Spring 2018.

Fiscal consolidations will reduce fiscal risks and ensure fiscal space to support growth enhancing
reforms and investments

Advancement in structural reforms to reduce labor market rigidities and promote private sector
development
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THANK YOU FOR YOUR ATTENTION!

http://www.nbrm.mk

'i https://www.facebook.com/nbrmkd

g https://twitter.com/narodna_banka



