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IV. Monetary Developments in the Republic of Macedonia

4.1. Money Supply Creation and Withdrawal

In 2000, the Denar exchange rate against the Deutsche mark maintained the stable
level, hence NBRM met the intermediate target of the monetary policy. In addition, in terms
of conducting the monetary strategy of the exchange rate targeting, the favorable movements
at the foreign exchange market determined the changes in the monetary aggregates that have
an endogenous character.

In the first half of 2000, the money supply registered high annual growth rates, while
in the second half of the year its annual growth decelerated, due to the high comparison base
from the previous year. In addition, the increment in the monetary aggregates is primarily a
result of enhanced monetary multiplication process, in accordance with the increased deposit
potential of the banks.

Monetary aggregate by the narrowest definition - M1 (which includes currency in
circulation and demand deposits) as of December 31, 2000 amounted to Denar 22,388
million, which is by Denar 2,694 million, or by 13.7% more compared to the end of 1999.
The average annual growth rate of money supply M1 equals 16.0% in 2000.

Table 6
Money supply M1 creation and withdrawal1

(in Denar million)
Balance as of Balance as of
31.12.1999 I II III IV Total 31.12.2000

Money Supply M1 ������ ���� ���� ��� ����� ����� ������

Net foreign assets2
������ ����� ����� ����� ����� ������ ������

Net domestic assets ����� ������ ������ ������ ��� ������� ������

  Domestic credits ������ ���� ������ ���� ����� ������ ������

   out of which: 

    Social and private sector credit3
������ ����� ����� ����� ��� ����� ������

    - in Denars ������ ��� ����� ����� ����� ����� ������

    - in foreign currency2 ����� ��� ���� ��� ���� ������ �����

  NBRM claims on Government, net ������ ������ ������ ������ ��� ������ �������

  Other items, net ������� ������ ������ ������ ������ ������ �������

Quasi- and non-monetary deposits4 

(non-government sector) ������ ����� ��� ����� ����� ����� ������

Government deposits4
����� ���� �� ��� ����� ����� �����

 - demand deposits ��� ���� �� ��� ����� ����� �����

 - quasi- and non-monetary deposits ����� ��� �� �� �� ��� �����

Changes by quarters

1/ (+) Creation of money supply M1; (-) withdrawal of money supply M1.
2/ Stocks are valued at a constant rate; flows are valued at a current rate.
3/ Accounting balances of banks’ credits to non-Government sector.
4/ Positive change reflects withdrawal of money supply, negative change reflects creation of money supply.

With respect to dynamics, in the first two quarters of 2000, money supply M1
registered annual average increase of 29.0% and 22.0%, respectively. Due to the high
comparison base from the previous year, in the second half of 2000 the annual growth rate of
money supply M1 decreased, and in the third quarter it equaled 7.4%, while in the fourth
quarter it equaled 5.4%, on average. It is important to mention that the movements of the
money supply completely correspond with the dynamics of the economic activity, which was
growing more intensively in the first half of the year. This indicates that in 2000 the money
supply was dimensioned in accordance with the necessity for normal execution of transactions
in the economy.
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In 2000, the components of money supply M1 significantly increased. In addition,
currency in circulation increased by Denar 1,352 million, or by 16.5%, while demand deposits
increased by Denar 1,342 million, or by 11.6%. In the structure of money supply M1, a
further decline of the share of currency in circulation was registered. Namely, in 2000 its
share equaled 39.5%, on average, and relative to 1999 it was lower by 3.3 percentage points.
Simultaneously, the average share of demand deposits in money supply M1 equaled 60.5%,
which is by 3.3 percentage points more relative to the last-year average.

Chart 11
Demand deposits by sectors
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The analysis of demand deposits by sectors shows that their increase in 2000 is
primarily due to increased enterprises’ deposits. Namely, in 2000 the demand deposits of the
enterprises increased by Denar 1,117 million, or by 14.7%. In addition, in the first half of
2000, enterprises’ demand deposits registered exceptionally high annual growth rates (53.3%,
on average), as a result of the increased number of transactions in the economy. In the second
half of 2000, they mainly registered negative annual growth rates. Despite the high
comparison base (intensive increase in enterprises’ demand deposits was registered in the
second half of 1999), it is also due to the stunted economic activity in this period of the year.
However, the significant increase in the enterprises’ demand deposits in the first half of the
year determined the increase in their share of 1.8 percentage points in 2000, and as of
December 31, 2000 it reached 67.5%.

Chart 12
Demand deposits of enterprises and households
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Households’ demand deposits at the end of 2000, relative to the end of 1999,
registered slight increase of Denar 8 million, or 0.5%, due to the high comparison base from
the previous year. Thus, the average annual growth rate of enterprises’ demand deposits
equals 12.9% in 2000. Increased demand of the households for transaction deposits in 2000 is
due to the increased interest in usage of financial instruments for non-cash payments (credit
and debit cards, etc.) in 2000. Relatively lower increase in the households’ demand deposits
compared to the enterprises’ demand deposits, determined decreased share of households’
demand deposits in the structure of the total demand deposits. Namely, at the end of 2000 it
equaled 11.7% and was lower by 1.3 percentage points relative to the end of 1999.

Table 7
Monetary aggregates

(in Denar million)
   Balance as of Changes by quarters

31.12.1999 31.03.2000 30.06.2000 30.09.2000 31.12.2000 I II III IV Total

Currency in circulation ����� ����� ����� ����� ����� ������ �� ��� ����� �����

Demand deposits ������ ������ ������ ������ ������ ��� ���� ���� ����� �����

Money Supply M1 ������ ������ ������ ������ ������ ���� ���� ��� ����� �����

Quasi-Denar deposits ����� ����� ����� ����� ����� ��� ���� ��� ��� �����

Quasi-foreign currency deposits* ����� ����� ����� ����� ����� ��� ��� ����� ��� �����

Money Supply M2 ������ ������ ������ ������ ������ ��� ���� ����� ����� �����

Non-monetary Denar deposits ����� ����� ����� ����� ����� ���� ��� ��� ���� ����

Non-monetary foreign currency deposits* ����� ����� ����� ����� ����� ��� ���� ���� ��� ���

Money Supply M4 ������ ������ ������ ������ ������ ����� ���� ����� ����� �����

*/ Stocks are valued at constant rate; flows are valued at current rate.

The increase in deposits, that reflects the continuos strengthening of the confidence in
the banking system, enabled more intensive increase in the broader monetary aggregates in
2000. Thus, money supply M2 (which comprises the money supply M1, sight deposits and
time deposits up to one year) at the end of 2000, compared to the end of 1999, increased by
Denar 8,025 million, or by 24.4%. In addition, its Denar component increased by Denar 4,646
million, or by 17.5% on December basis. Compared to the projected level for the end of 2000,
money supply M2 – Denar is lower by Denar 421 million, or by 1.3%. The monetary
aggregate by the broadest definition – M4 (which besides the money supply M2, includes the
restricted and long-term time deposits) at the end of 2000, relative to the end of 1999, is
higher by Denar 8,258 million, or by 21.7%.

4.1.1. Total Deposits

Increased disposable income in 2000, complemented with the continuos strengthening
of the economic agents’ confidence in the banking system, resulted in significantly increased
non-Government deposits with the banks. In 2000, the increased deposits were a base for
increased monetary multiplication, which resulted in adequate increase in money supply.
Simultaneously, the increased domestic saving was very important precondition for
intensification of the banks’ credit support to the economy and for achieving more dynamic
economic development. In addition, the preference of the economic agents to deposit their
assets in foreign currency and in short-term was maintained in 2000.

Total deposits of the non-Government sector (sight deposits, time and restricted
deposits, denominated in Denars and in foreign currency) increased by Denar 5,564 million,
or by 30.2% in 2000. In real terms, total non-Government deposits at the end of 2000, relative
to the end of 1999, increased by Denar 4,562 million, or by 25.1%, due to the relatively
higher annual inflation rate in 2000.
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Table 8
Total deposits

(in Denar million)
   Balance as of Changes by quarters

31.12.1999 31.03.2000 30.06.2000 30.09.2000 31.12.2000 I II III IV Total
Total deposits of the non-
government sector ������ ������ ������ ������ ������ ����� ��� ����� ����� �����

 - Denar ������ ������ ������ ������ ������ ��� ��� ��� ��� �����

 - foreign currency/1 ����� ����� ����� ������ ������ ����� ��� ����� ��� �����

I. Short-term deposits/2
������ ������ ������ ������ ������ ����� ��� ����� ����� �����

 - Denar ����� ����� ����� ����� ����� ��� ���� ��� ��� �����

 - foreign currency/1 ����� ����� ����� ����� ����� ��� ��� ����� ��� �����

II.Long-term deposits/3 ����� ����� ����� ����� ����� ��� ��� ���� ��� ���

 - Denar ����� ����� ����� ����� ����� ���� ��� ��� ���� ����

 - foreign currency/1 ����� ����� ����� ����� ����� ��� ���� ���� ��� ���

1/ Stocks are valued at constant rate; flows are valued at current rate.
2/ Short-term deposits include sight deposits and time deposits up to one year.
3/ Long-term deposits include time deposits over one year and restricted deposits.

With respect to dynamics, in 2000 total deposits grew continuously. Thus, in the first
quarter of 2000 they increased by Denar 1,596 million, while their increase in the second
quarter was moderate and equaled Denar 431 million. The non-Government deposits
registered the highest increase of Denar 1,994 million in the third quarter of 2000, while in the
last quarter of the year they increased by Denar 1,543 million. In real terms, except in the
second quarter, in the other quarters of 2000, the total deposits registered an increment (in the
first quarter by Denar 1,314 million, in the third – by Denar 2,037 million and in the fourth
quarter by Denar 1,704 million). In the second quarter of the year, the total deposits of the
non-Government sector decreased by Denar 493 million, due to the relatively high inflation
rate registered in this period.

With respect to maturity, the increment in total deposits in 2000 is primarily a result
of the significant increase in short-term deposits (sight deposits in Denars and in foreign
currency and time deposits up to one year). Namely, at the end of 2000, compared to the end
of 1999, they were higher by Denar 5,331 million, or by 40.6%. At the same time, long-term
deposits (time deposits over one year and restricted deposits) increased by Denar 233 million,
or by 4.4%. In addition, in real terms, short-term deposits increased by Denar 4,601 million,
or by 35.4%, while long-term deposits decreased by Denar 38 million, or by 0.7%. These
movements confirm the preferences of the economic agents to use instruments with higher
liquidity.

Regarding the currency structure, the foreign currency deposits registered more
intensive growth compared to the Denar deposits. Thus, total foreign currency deposits at the
end of 2000, relative to the end of 1999, increased by Denar 3,822 million, or by 49.1%. It is
mainly due to the increased short-term foreign currency deposits by Denar 3,379 million, or
by 53.4%, while long-term foreign currency deposits increased by Denar 443 million, or by
30.5%. In real terms, in 2000, the foreign currency deposits increased by Denar 3,787 million,
where short-term foreign currency deposits increased by Denar 3,350 million, or by 52.9%,
while long-term foreign currency deposits by Denar 437 million, or by 30.1%.

Total Denar deposits increased by Denar 1,742 million, or by 16.4% in 2000. With
respect to maturity, it is due to the short-term Denar deposits’ increment of Denar 1,952
million, or by 28.6%, while the long-term Denar deposits in the same period decreased by
Denar 210 million, or by 5.5%. Having in mind that the long-term deposits are the source for
financing long-term financial projects, these movements are unfavorable regarding the
intentions for achieving more intensive investment activity and accelerated economic growth.
In real terms, in 2000 the short-term Denar deposits increased by Denar 1,251 million, or by
18.8%, while the long-term Denar deposits are lower by Denar 476 million, or by 12.7%.
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Chart 13
Deposits by sectors
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The sector-by-sector analysis of total deposits' structure13 in 2000 shows increased
share of households' deposits and decreased share of enterprises' deposits. Thus, as of
December 31, 2000, the households' deposits had the most significant share in the structure of
total deposits of 48.3%, which compared to the end of the last year is higher by 5.8 percentage
points. Simultaneously, enterprises' deposits participated with 45.8%, and their share was
lower by 5.4 percentage points relative to the end of 1999.

In addition, households' deposits were continuously increasing during the year, and on
December basis (December 2000 / December 1999) they increased by Denar 3,954 million, or
by 47.6%. At the same time, enterprises' deposits registered moderate increase by Denar
1,621 million, or by 16.2%. These movements confirm the gradual revitalization of domestic
saving, and represent the continuous strengthening of the economic agencies' confidence in
the banking system. Expressed in real terms, in 2000, the households' deposits increased by
Denar 2,946 million, or by 36.3%, while enterprises' deposits by Denar 713 million, or by
7.3%.

4.1.2. Banks' Placements14

In 2000, the significant expansion of banks' credit activity was registered, so the total
placements were directed towards a money supply creation. The intensified credit activity of
the banks is due to the following factors: a/ increased deposit potential of the banks; b/
permanently high liquidity level of the banking system, and c/ abolishment of the credit
ceilings for Denar placements, as a direct and non-market instrument for monetary regulation.
In addition, in 2000 the banks' placements were an important support for the economic sector
and had an important contribution for achieved economic growth.

                                                          
13 When analyzing the structure of deposits by sectors, they are presented at current rate, while for monetary
aggregates the flows are presented at current rate, and stocks at constant rate.
14 Banks’ placements are shown in accordance with their actual balance. The actual balance differs from the
accounting balance because it includes the claim of one bank in 1997 in the amount of Denar 4,144 million, the
claims of banks on the basis of overdue principal in the June 1998 – December 2000 period in the amount of Denar
3,912 million, as well as claims based on swap transaction of a bank with the State in amount of Denar 1,686
million in December 1999, while it excludes the increase in credits due to the consolidation of accounts in
December 1998 in the amount of Denar 6,270 million. Foreign currency placements include the accounting re-
recordings in December 1998 in the amount of Denar 774 million and claims based on the above-mentioned swap
transaction and re-recordings with a bank in December 1999 in the amount of Denar 1,041 million.
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Total banks’ placements to the non-Government sector in 2000 increased by Denar
6,042 million, or by 17.2% and as of December 31, 2000 reached Denar 41,149 million. With
respect to dynamics, during 2000 total placements were continuously increasing, and their
average annual growth rate equaled 15.7%.

Regarding the currency structure, the increase in total banks’ placements in 2000 is
completely a result of the increased Denar placements, while foreign currency placements
registered a decline. Thus, banks’ Denar placements to the non-Government sector as of
December 31, 2000 amounted to Denar 34,322 million, which compared to the end of 1999
represents a significant increase of Denar 7,463 million, or by 27.8%. In addition, banks’
Denar placements in 2000 registered an average annual growth rate of 20.3%.

Table 9
Deposit money banks’ domestic credits

(in Denar million)
   Balance as of Changes by quarters

31.12.1999 31.03.2000 30.06.2000 30.09.2000 31.12.2000 I II III IV Total

Domestic credits1 ������ ������ ������ ������ ������ ����� ����� ����� ��� �����

Domestic credits2 ������ ������ ������ ������ ������ ����� ����� ����� ��� �����

 1. Credits to the Government ����� ����� ����� ����� ����� ��� ���� ���� ���� ������

  - Denar credits ����� ����� ��� ��� ��� ��� ���� ���� ��� ����

 -  Foreign currency credits3
����� ����� ����� ����� ����� � � � ���� ����

  - overdue interest �� �� �� �� �� � ��� � � ��

 2. Social and private sector credit1
������ ������ ������ ������ ������ ����� ����� ����� ��� �����

  - Denar credits ������ ������ ������ ������ ������ ��� ����� ����� ����� �����

  - Foreign currency credits3
����� ����� ����� ����� ����� ��� ���� ��� ���� ������

  - overdue interest ����� ����� ����� ����� ����� ��� ���� ��� �� ���

 2a. Social and private sector credit2
������ ������ ������ ������ ������ ��� ����� ����� ����� �����

  - Denar credits ������ ������ ������ ������ ������ ��� ����� ����� ����� �����

  - Foreign currency credits3
����� ����� ����� ����� ����� ��� ���� ��� ���� ������

1/ Accounting balance.
2/ Actual balance.
3/ Stocks are valued at constant rate; flows are valued at current rate.

Analyzed by quarters, banks’ Denar placements registered continuous increase in
2000, whereas the highest increment was registered in the second quarter of 2000. Namely, in
the first quarter, banks’ Denar placements increased by Denar 720 million, while the
increment in the second quarter equaled Denar 3,474 million. Significantly intensified credit
activity of the banks in the second quarter of 2000 is mainly due to abolishment of credit
ceilings for banks’ Denar placements, which was done at the end of March 2000. Relatively
high increase of banks’ Denar placements was also registered in the third and fourth quarter
of 2000, by Denar 1,341 million, and by Denar 1,928 million, respectively. This corresponds
with the increased banks’ deposit potential and with the permanently high liquidity of the
banking sector in the second half of 2000.
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Chart 14
Banks’ placements
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The maturity structure15 of banks’ Denar placements to the non-Government sector
remained unfavorable in 2000, regarding the dominant share of the short-term Denar
placements. Namely, their share in total banks’ Denar placements at the end of 2000 equaled
69.1% and was by 1.4 percentage points higher relative to the end of 1999. Increase in the
long-term credits’ share in the Denar placements’ structure is an elementary precondition for
accelerated investment activity and intensified economic growth in middle and long term.

 Analyzed by sectors16, in 2000, banks’ Denar placements to the enterprises increased
by Denar 5,560 million, or by 26.9%, while banks’ Denar placements to the non-Government
sector rose by Denar 1,189 million, or by 45.1%. In addition, the dominant share in the
structure of banks’ Denar placements in 2000 had the placements to the enterprises, which as
of December 31, 2000 equaled 86.7%. Compared to the end of 1999, the share of the
placements to the enterprises was lower by 1.4 percentage points. Simultaneously, the share
of Denar placements to the non-Government sector increased by 1.3 percentage points, and as
of December 31, 2000 reached 12.4%. Changes in the structure of Denar placements in 2000
are due to the more intensive growth of banks’ Denar placements to the non-Government
sector relative to the increase of placements to the enterprises.

Chart 15
Structure of Denar placements by sectors
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15 When analyzing by term structure, banks’ Denar placements are presented according to their accounting balance.
16 When analyzing by sectors, banks’ Denar placements are presented according to their accounting balance.
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Contrary to the increase of banks’ Denar placements, the banks’ foreign currency
placements to the non-Government sector in 2000 registered a decline. Namely, at the end of
2000, they equaled Denar 6,287 million, and were by Denar 1,421 million, or by 17.2% lower
compared to the end of 1999. Their decline is due to lowered interest of the banks for foreign
credit lines. Namely, in terms of high and inflexible credit demand, banks prefer to extend a
Denar credits, having in mind the higher interest rates on these placements.

Dynamically observed, in 2000, except in the first quarter, the foreign currency
placements to the non-Government sector registered continuous decline. Namely, in the fist
quarter they increased by Denar 260 million, while in the other three quarters of 2000 they
declined, i.e. in the second quarter they decreased by Denar 726 million, in the third quarter
by Denar 47 million, and in the last quarter by Denar 908 million.

In 2000, the maturity structure of the bank’s foreign currency placements to the non-
Government sector registered positive changes. Namely, the share of the long-term foreign
currency placements in total foreign currency placements increased by 5.9 percentage points
in 2000 and as of December 31, 2000 reached 49.9%. Herewith, in 2000 the foreign currency
placements had a more favorable term structure compared to the Denar placements. In
addition, these changes are not a result of increased long-term banks’ placements, but to the
lower decline in the long-term placements relative to the short-term banks’ placements.

Analyzing by sectors, the foreign currency placements to the enterprises at the end of
2000, relative to the end of 1999, decreased by Denar 1,095 million, or by 13.6%. Besides,
this sector has further dominant share in the structure of total foreign currency placements,
which as of December 31, 2000 equaled 96.8%. Compared to the end of 1999, the share of the
foreign currency placements to the enterprises was lower by 2.4 percentage points.

4.1.3. Net Foreign Assets of the Monetary System

Net foreign assets of the monetary system, which include transactions of the banking
system with the non-residents, registered high increase in 2000, thus representing the most
significant flow for money supply creation. Namely, the net foreign assets of the monetary
system increased by Denar 21,369 million, or by 65.8% in 2000, and as of December 31,
2000 it amounted to Denar 53,851 million. In addition, both its components registered an
increase: the net foreign assets of NBRM and the net foreign assets of deposit money banks.

Table 10
Net foreign assets of the monetary system*

(in Denar million)
Balance as of Balance as of
31.12.1999 I II III IV Total 31.12.2000

Net foreign assets of the monetary system ������ ����� ����� ����� ����� ������ ������

 Net foreign assets of NBRM ������ ����� ����� ����� ����� ������ ������

  Foreign assets ������ ����� ����� ����� ����� ������ ������

  Foreign liabilities ����� ���� ��� ���� �� ��� �����

 Net foreign assets of the deposit money banks ����� ��� ����� ����� ���� ����� ������

  Foreign assets ������ �� ��� ����� ��� ����� ������

  Foreign liabilities ������ ���� ���� ���� ��� ������ ������

Changes by quarters

*/ Stocks are valued at constant rate; flows are valued at current rate.

Net foreign assets of NBRM at the end of 2000, relative to the end of 1999, increased
by Denar 17,184 million, or by 68.6%. It is due to the high increase in foreign assets of
NBRM, in terms of decline in its foreign liabilities. Thus, the foreign assets in 2000 increased
by Denar 17,144 million, or by 57.1%, while the foreign liabilities registered a decline by
Denar 70 million, or by 1.4%.
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Regarding its components, the increase of net foreign assets of NBRM in 2000 is a
result of: a/ net purchase of foreign exchange at the foreign exchange market in total amount
of US Dollar 190.1 million; b/ net inflow on the Government’s external account in the amount
of US Dollar 25.5 million, and c/ net inflow of foreign exchange of US Dollar 22,2 million,
based on interest.

Net foreign assets of deposit money banks increased by Denar 4,185 million or by
56.4% in 2000, whereas the foreign assets and foreign liabilities registered divergent
movements. Namely, foreign assets of the banks increased by Denar 3,016 million, or by
14.6%, which is primarily due to the high increase in the foreign assets of the banks at their
accounts abroad. On the other hand, foreign liabilities of deposit money banks decreased by
Denar 1,170 million, mainly due to the withdrawal of sight deposits in foreign currency by the
non-residents, as well as to the decreased short-term and long-term foreign currency credits
from foreign banks and other financial institutions.

With respect to dynamics, net foreign assets of the monetary system during 2000
registered continuos increase. In addition, the increase in the first quarter of 2000 was
primarily a result of increased net foreign assets of NBRM, mainly determined by the high
increase of the re-deposited foreign currency deposits of the Government sector with NBRM
(by US Dollar 46 million). Favorable movements at the foreign exchange market in the rest of
the year resulted in large purchase of foreign exchange at the foreign exchange market, thus
determining high increase of the foreign assets of NBRM, and consequently, the increase of
net foreign assets of the monetary system. Simultaneously, except in the last quarter of 2000,
the growth in net foreign assets of the monetary system was also supported by the significant
growth in net foreign assets of deposit money banks. In addition, in the last quarter of the
year, net foreign assets of the monetary system registered the highest increase, determined by
increased net foreign assets of NBRM. This was mainly due to purchased foreign exchange in
the amount of US Dollar 55.2 million at the foreign exchange market, changed balance of
Government’s external account with NBRM in the amount of US Dollar 25.8 million, and
increased Government deposits with NBRM in foreign currency (US Dollar 13.4 million). At
the same time, net foreign assets of deposit money banks registered a decline, whereas their
foreign assets decreased, while their foreign liabilities registered high growth (due to
increased giro-accounts of foreign banks in foreign currency).

4.2. Reserve Money

             The reserve money dynamics in 2000 was determined by the movements at the
foreign exchange market and the government deposits with NBRM. At the end of 2000 the
reserve money reached Denar 12,089 million and relative to the end of 1999 registered
significant increase of Denar 3,574 million, or by 42.0%. Its high increase at the end of the
year is due to the conducted reserve money issuance on the basis of the decreased government
deposits with NBRM, according to the budget supplement and the budget supplement funds
utilization program. It determined overshooting of the reserve money projected level at the
end of 2000 by Denar 1,846 million, or by 18.0%.

Table 11
Reserve money by the narrowest definition

(in Denar million)
Balance as of Balance as of
31.12.1999 I II III IV Total 31.12.2000

Reserve money
(narrowest definition) ����� ���� � ��� ����� ����� ������

 - currency in circulation ����� ������ �� ��� ����� ����� �����

 - giro-accounts and cash in vaults ��� ��� ��� ���� ����� ����� �����

Changes by quarters
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  Dynamically observed, the reserve money movement in the first half of 2000
registered decrease by Denar 681million, or by 8.0%. It is due to the offset demand for
currency in circulation in the first quarter of the year, after the seasonally determined increase
at the end of the year, as well as to the changed preferences of the economic agents in
direction of decreased demand for currency in circulation. In the second half of 2000 the
reserve money was continuously increasing, in accordance with the foreign exchange market
movements. Namely, in the second half of the year, high repurchase of foreign currency at the
foreign exchange market was registered, as a result of the higher foreign currency supply
relative to the foreign currency demand. This was complemented by the seasonally increased
demand for the currency in circulation, prior to the New Year and Christmas holidays, as well
as by the disbursements of funds from the budget surplus at the end of December 2000.  It
resulted in high reserve money increase in the second half of the year by Denar 4,255 million,
or by 54.3%.

         At the end of 2000, the currency in circulation reached Denar 9,521 million, by which
on December basis they registered an increase of Denar 1,352 million, or by 16.6%. In
addition, the currency in circulation had dominant share in the reserve money of 78.7%,
which relative to the end of 1999 decreased by 17.2 percentage points. It is due to the
increased giro accounts funds of the banks at the end of the year, due to the inflow of budget
funds at the giro accounts of the banks which remained nonsterilized. Thus, the share of the
banks' and saving houses' giro accounts in the reserve money structure at the end of the year
reached 18.5%, which compared to the end of the previous year represents an increase of 15.6
percentage points.

Chart 16
Dynamics of the reserve money and its components
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 Dynamically, during the year, tight correlation between the reserve money and the
currency in circulation was registered. Thus, in the first quarter of 2000, the currency in
circulation decreased by Denar 1,021 million. During the rest of the year, the currency in
circulation were registering gradual and continual increase (Denar 34 million, Denar 798
million and Denar 1,541 million, respectively by quarters). The uncommon high increase of
the currency in circulation at the end of 2000, besides the seasonal effect of the increased
demand for currency in circulation prior to the New Year and Christmas holidays, also
reflects the budget surplus funds spending.
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Table 12
Flows of reserve money creation and withdrawal1

(in Denar million)
Balance as of Balance as of
31.12.1999 I II III IV Total 31.12.2000

Reserve money ����� ���� � ��� ����� ����� ������

Net foreign assets/2
������ ����� ����� ����� ����� ������ ������

Net domestic assets ������� ������ ������ ������ ������ ������� �������

 - Domestic credits ������ ������ ������ ������ ��� ������ �������

 - Other items, net ������� ������ ����� ���� ���� ���� �������

 - Instruments ������ ����� ��� ���� ������ ������ ������

Changes by quarters

1/ (+) reserve money creation; (-) reserve money withdrawal
2/ The stocks valued at constant exchange rate; flows valued at current exchange rate

        Regarding the Central Bank balance sheet's components, the reserve money increase is
completely due to the net foreign assets increment in amount of Denar 17,184 million, or by
68.6%. On the other hand, the net domestic assets represented a flow of reserve money
withdrawal. Namely, in 2000 its level was reduced by Denar 13,610 million, which is mainly
due to the increased government deposits with NBRM.

4.2.1. Liquidity of Banks

          In 2000, significant improvement and more equivalent liquidity dispersion of the
banking system was registered. The high liquidity is due to the relatively low level of
currency in circulation, the high amount of created reserve money on the basis of the Central
Bank's foreign exchange transactions, as well as to the increasing tendency of the deposits
within the banks as a reflection of the gradual enhancement of the economic agents'
confidence in the banking sector.

           The average level of banks' daily liquidity (funds in giro accounts and cash in vaults) in
2000 reached Denar 631 million, which compared to the average of 1999 represents a
significant increase of Denar 187 million, i.e. by 42.1%. Dynamically observed, the liquid
assets of the banks were increasing permanently during the year, with more intensive
dynamics in the second half of 2000, when the average level of banks' daily liquidity
registered increase by 51.5% relative to the same period of 1999. This was also a result of the
favorable movements at the foreign exchange market, which enabled high net-purchase of
foreign currency by the Central Bank and significant issuance of reserve money on that basis.
In addition, the highest level of banks' average daily liquidity is registered in December 2000,
when it reached Denar 1,120 million (annual increase by 135.7%). It is due to the high
amount of funds, which in accordance to the budget supplement, at the end of December 2000
were transferred from the government deposits with NBRM to the banks. The funds
transferred in the last days of the year, remained unsterilized and they caused increment in the
banks' giro accounts level.
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Chart 17
Average daily level of banks' liquidity
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Consequently, as of 31.12.2000, high level of giro accounts' funds and cash in vaults
was registered in amount of Denar 2,568 million, which in comparison with the level at the
end of 1999 represents an increase of Denar 2,222 million, or 7.4 times. Dynamically
observed, the liquidity of the banks considerably increased in the first three months of the
year by Denar 332 million, or by 95.9%. However, in the second and the third quarter of the
year, it registered decrease by Denar 26 million, i.e. by Denar 144 million. In the last quarter
of  2000, its level increased by Denar 2,060 million, or even 5 times.

As a result of the high liquidity during the 2000, the bills auction instrument (which
main function is reserve money withdrawal) has become the most significant instrument for
regulation of the liquidity level in the banking system, whereas the credit auctions and the last
resort facilities were of marginal importance in the process of monetary regulation. Thus, in
2000, the regular implementation of the credit auction was ceased, with implementation of
this instrument only in March, April and October. Namely, in the last days of March auction
of credits with maturity of one and three days was conducted. In April two credits auctions
were conducted with maturity of one and seven days, while in October two credits auctions
with maturity of seven days were conducted.

In 2000, the NBRM intervened through the last resort facilities (lombard credits and
Swap transactions), in order to overcome the short – term liquidity problems of the banks.
The utilization of the lombard credits is registered only in the February-June 2000 period,
when 15 lombard credits were allowed, and only two banks were credit – beneficiaries. The
average monthly amount of the used lombard credits, in 2000, amounted Denar 78 million,
which represents relatively low level of implementation of this instrument and it is due to the
high level of the average liquidity of the banking sector. In 2000, the banks showed higher
interest in using the Swap transactions, primarily due to the lack of adequate collateral for
lombard credits utilization. It resulted in more frequent implementation of this instrument
relative to the lombard credits and with higher average monthly amount of contracted Swap
transactions as a last resort facility in 2000 (Denar 111 million).

In order to achieve more efficient and more flexible liquid assets management by the
banks, in 2000, the NBRM made  changes within the average system of compulsory reserves,
by increasing the limit for compulsory reserves utilization from 40% to 60%. In addition, in
2000, the banks in the Republic of Macedonia had excess of compulsory reserves by 10.3%
on average monthly basis, which is by 5.6 percentage points more compared to the respective
average in 1999. The higher amount of excess of the compulsory reserves is a reflection of the
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high banks' liquidity and their preference to keep the excess of liquidity funds at the
compulsory reserves account.

The money market also has important role in the cash-flow management of the banks,
where the banks had opportunity to place the excess of the liquidity funds, i.e. to provide the
funds needed. In accordance with the high liquidity level, in 2000, higher supply relative to
the demand for liquid funds at the money market was registered, which enabled decrement in
the interest rates.

In 2000, the activities regarding the payment system reforms in the Republic of
Macedonia continued. As a component of the reform, in 1998 the “ large value” payments
(over Denar 5 million) were transferred to the banks. In 2000, this decision was subjected to
certain modifications, and all payments over Denar 3 million were treated as a “large value”
payments. This change was made in order to put the largest part of the payments under banks'
control, which had positive reflection on the cash-flow management of the banks.

4.2.2. NBRM Placements

Central Banks' credits which include Denar credits to banks and net claims on
Government, at the end of 2000, had a negative sign and equaled Denar 11,605 million.
Relative to the end of the previous year, the total domestic credits of NBRM in 2000 were
decreased by Denar 9,992 million and acted towards reserve money withdrawal. It is due to
the significantly decreased amount of the credits extended to banks in 2000, as well as to the
permanent increase in the net liabilities to the government.

Table 13
Placements of NBRM

(in Denar million)
Balance as of Changes by quarters Balance as of
31.12.1999 I II III IV Total 31.12.2000

Domestic claims ������ ������ ������ ������ ��� ������ �������

 I.  Credits to banks ��� ���� ��� �� ���� ���� ���

       - credit auctions ��� ���� ���� � � ���� �

       - lombard credits � �� ��� � � � �

       - other credits ��� �� �� �� ���� �� ���

 II. Government, net ������ ������ ������ ������ ��� ������ �������

      - Claims from the Government ����� �� ���� ��� ���� ���� �����

      - Government deposits/1
������ ������ ������ ������ ����� ������ �������

         a) for monetary policy support ������ ���� ���� ���� ������ ������ ������

         b) giro-account ������ ������ ������ ������ ����� ������ ������

         v) other deposits ������ ���� ���� ���� ���� ������ ������

      - External financing ����� ��� ������ ����� ������ ������ ���

1/ Since these accounts are part of the liabilities, but are shown within the assets side of the balance sheet, the
balances as of 31.12.1999 and 31.12.2000 are presented with a negative sign. Within the quarter by quarter
changes, a change with a negative sign represents increase of the deposits, while a change with a positive sign
represents a decrease of the deposits.

 The total Central Bank's credits extended to banks in 2000 decreased by Denar 522
million, or by 53.0%. This is due mainly to the credits auctions movements. Namely, in
accordance with the high liquidity level of the banking system, in 2000, through the credit
auctions reserve in amount of Denar 534 million was withdrawn. Dynamically observed, in
the first quarter of 2000, the amount of credits extended at auctions decreased by Denar 434
million, or by 81.3%. This decrease represents normalization of their level after the increase
at the end of the previous year, when the banks usually face with deficit of liquid funds. In the
second quarter of the year, the level of credits extended at auctions was reduced by additional
Denar 100 million, by which in May 2000, their level was reduced to zero. The successive
decrease in the amount of credits extended at auction was in function of sterilizing the effects
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of the Central Bank's transactions at the foreign exchange market. In the second half of 2000,
NBRM was using this instrument only during the October, when during the days of more
significant reserve money withdrawal on the basis of government deposits increment, through
the credit auctions, Denar 500 million were created. During the same month, their level was
again reduced to zero.

 In 2000, in order to outrun the short-term liquidity problems of the banks, NBRM
was extending lombard credits. In addition, the Central Bank has used this last resort facility
solely in February-June 2000 period. The average monthly amount of lombard credits utilized
in this period equals Denar 294 million, with the highest amounts of lombard credits extended
in April and May. In accordance with the high average liquidity of the banking sector, in the
second half of 2000, there was no need of using this instrument.

The net-position of Government presents on net basis: credits to Government,
Government deposits with the Central Bank and Government external account balance. At the
end of 2000, the net-position of the Government had a negative sign and equaled Denar
12,067 million, which indicates the existence of net liabilities of the Central Bank to the
government. The registered decrease of the NBRM net claims  to government by Denar 9,470
million indicates that in 2000 they represented a flow of reserve money withdrawal.

Structurally observed, the increment in the NBRM net liabilities to government is due
to the decreased amount of the claims to the government, with simultaneous high increase of
the government deposits and the net inflow on the government's external account.  The claims
to government in 2000 were reduced by Denar 822 million, or by 15.8%, which is due to the
repayment of the foreign credits by the government, as well as the payment of part of the
government bonds issued during the rehabilitation process of the banks in accordance with the
budget supplement.

The higher budget inflows relative to the budget outflows in 2000, resulted in
significant increase in the government deposits with NBRM. Namely, their level at the end of
2000 was higher by Denar 7,016 million, or by 72.4%. With respect to the structure, this
increase is a result of the government deposit for monetary policy support increment in total
amount of Denar 3,147 million, the increment in the government giro accounts funds by
Denar 2,772 million, as well as to the increment in the rest of the deposits by Denar 1,097
million.

Chart 18
Dynamics of the government giro account funds
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The NBRM claims on government which are induced by the external account, at the
end of 2000 were lower by Denar 1,632 million, or by 86.7%. It indicates that the inflows in
the government external account registered in the second and in the fourth quarter of 2000
were above the payments, which the Central Bank registered on the basis of government
foreign debt repayment in the first and the third quarter of 2000.

4.2.3. Instruments for Reserve Money Withdrawal

The compulsory reserves and the bills auctions are the main instruments that are used
by the NBRM for reserve money withdrawal. At the end of 2000 the total amount of reserve
money withdrawn through these instruments reached Denar 6,740 million. In comparison
with the end of 1999, the withdrawn amount is higher by Denar 2,898 million, i.e. by 75.4%,
which is due to the significantly increased liquidity of the banking system in 2000.

Table 14
Instruments of reserve money withdrawal1

(in Denar million)
Balance as of Changes by quarters Balance as of
31.12.1999 I II III IV Total 31.12.2000

Compulsory reserve ������ ��� ��� ���� ���� ���� ������

Central Bank bills sold at auction ������ ��� ��� ���� ������ ������ ������

Total amount withdrawn ������ ����� ��� ���� ������ ������ ������

1/ (-) Reserve money withdrawal; (+) Reserve money creation

The largest part, i.e. around 96.0% of the reserve money was withdrawn through the
auction sale of CB' bills. At the end of 2000, the total amount of bills sold equaled Denar
4,822 million and relative to the level at 31.12.1999 was higher by Denar 2,775 million, or by
2.4 times. However, dynamically observed in the first half of 2000 this instrument acted
towards reserve money creation by Denar 1,203 million, caused by the following reasons: a/
with reserve money withdrawal through the credits auctions, the settlement of the bills due for
payment represented the most significant source of banks' liquidity; b/ the introduction of the
credit auctions based on collateral in April 2000 (where the CB' bills were used as collateral)
has made the terms for acquiring funds at the credit auctions more severe, which has
motivated the banks to cover their need for liquid assets by reducing the quantity of the CB'
bills; and c/ by the abolishment of the credit limits in April 2000, the available assets were
redirected from the  CB' bills into credits. In the second half of 2000, an increase of the
amount of sold CB' was registered, which resulted into significant reserve money withdrawal
in amount of Denar 3,978 million, withdrawn mainly in the last quarter of the year. It
corresponds with the high level of liquidity in the banking system, in accordance with the
high net-purchase of foreign currency at the foreign exchange market by the NBRM in the
second half of 2000 (in amount of USD 120 million). The high amount of sold CB' bills in the
last quarter of the year reflects the sterilization of the funds transferred from the government
within the banks, for repayment of the old foreign savings bonds in December 2000.
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Table 15
Review of the CB' bills auctions in 2000

Average amount of CB 
bills (in Denar million)

Average number 
of participants

Maturity of realized 
CB bills (in days)

Weighted 
interest rate

January ����� �� ����� ���������

February ����� �� �� ����

March ����� �� �� ����

April ����� �� �� ����

May ����� �� �� ����

June ��� �� �� ����

July ����� �� �� ����

August ����� �� �� ����

September ����� �� �� ����

October ����� �� �� ����

November ����� �� �� ����

December ����� �� �� ����

* Since May 2000, the interest rates at the “ interest rate tender” CB' bill auction type are presented

In April 2000 NBRM conducted certain reforms within the existing monetary
instruments, in purpose of their modernization. Thus, as of April 2000, two alternative types
of CB' bills auction (“interest rate tender” and “ volume tender”) were introduced. Also,
weekly dynamics regarding their conduction and standardized maturity of 28 days was
introduced. In addition, the interest rate at the “interest rate tender” type of CB' bills auction is
formed on a market basis and it was fluctuating between 6.8% (in December) and 9.8% (in
May). Regarding the “volume tender” auction type the interest rate is set by the NBRM and
until October 2000 inclusive, it was fixed and equaled 9.5%. However, starting from
November 2000 a more flexible approach in the interest rate setting was applied, in order to
adjust it with the market based interest rates.

Significantly smaller amount of reserve money was withdrawn through the
compulsory reserve instrument in 2000. Namely, the net compulsory reserve in 2000
increased by Denar 123 million and as of 31.12.2000, they reached the level of Denar 1,918
million. The increased amount of net compulsory reserves in 2000 represents a reflection of
the increased banks' deposit potential. The dynamic analysis indicates identical dynamics as
the reserve money withdrawal through the bills auctions. Namely, in the first and the second
quarter of 2000, the net compulsory acted towards reserve money creation in amount of Denar
360 million, i.e. Denar 227 million, respectively. However, as a result of the increased
amounts of the compulsory reserves, in the third and the fourth quarter, this instrument acted
towards reserve money withdrawal, with the largest amount (Denar 600 million) withdrawn in
the last quarter.
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Chart19
Effects of the instruments for reserve money withdrawal
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    Within the permanent activities of the Central Bank for modernizing the monetary
instruments and for more efficient monetary regulation, in August 2000 the currency Swap
was introduced (for buying and selling), as an instrument for the so called “fine tuning”. In
2000, the Central Bank intervened through the currency Swap in only three cases (once in
October, November and December). Thus, the Swap transactions in October and November
acted towards reserve money creation (repurchase of foreign currency in value of Denar 601
million), whereas through the transaction in December NBRM conducted reserve money
withdrawal in amount of Denar 238 million (sale of foreign currency). On net basis, in 2000,
this instrument acted towards reserve money creation in amount of Denar 363 million.


