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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 (December 2020 - February 2021) and to make a comparison
with the latest macroeconomic forecasts (October 2020). This will determine the
extent to which the current situation in the economy corresponds to the expected
movements of the variables in the latest round of forecasts. The review focuses on
the changes in external assumptions and performances of domestic variables and
the effect of these changes on the environment for monetary policy conduct.

The latest estimates of the international organizations and expectations of the
market participants for the future global growth are more favorable, mainly as a result of
the favorable prospects for approval of the voluminous fiscal stimulus in the USA, the favorable
information about the vaccination process and their effects, especially in the developed countries
and the larger developing countries, as well as the better performance in some of the indicators for
the euro area and the United States than expected. However, the high uncertainty is still
present, and the risks are mainly related to the development of the pandemic and the
prospects for dealing with it. The upward risks for the global growth are associated with the
more successful pandemic management, including the faster vaccination process, which wil enable
faster relaxation of the restrictive measures and faster economic recovery, as well as the possibly
greater fiscal stimulus than expected. In contrast, the downward risks include the new accelerated
spread of the infection due to mutations of the virus and the possible longer duration or introduction
of significantly tougher measures for dealing with the virus than expected, the slower progress in
the medical treatment against the virus, including the slower vaccination which wil slow down the
recovery in the short term. Also, the premature interruption of the policies for economic support
may lead to an adverse effect on the labor market and on the companies' solvency and reduce the
long-term growth, and the tightening of the financing terms may increase the defaul risk in some of
the countries. Regarding the economic developments in the euro area, the latest household
and corporate surveys for the first quarter of 2021 indicate a small increase in the economy on a
quarterly basis, i.e. a small decline on an annual basis. The expectations for the industry are more
favorable and primarily result from the postive estimates for the German industrial sector, mainly
under the influence of the solid foreign demand, while the estimates for the services sector remain
unfavorable, when restrictive measures for prevention of the spread of the pandemic are stil
implemented. The unemployment rate in the euro area in January 2021 is stable and equals 8.1%,
as is in the previous two months. The annual rate of inflation in the euro area in February 2021 is
the same as in January and amounts to 0.9%. Moreover, the deceleration of the fall in the prices of
the energy component relative to January has been offset by the slower growth of core inflation.
The forecasts for the one-month EURIBOR for the period 2021-2022 have been revised
downwards, with expectations for maintenance of the accommodative monetary policy despite the
expectations for inflationary pressures throughout the year, which have been assessed as
temporary.

In terms of the individual quantitative indicators of the external environment of
the Macedonian economy, the estimates of the foreign effective demand have been
revised upwards for 2020 and 2022, and downwards for 2021 relative to the October forecasts,
while the foreign effective inflation has been slightly adjusted downwards for 2021 and 2022.
The latest forecasts for the US dollar against the euro for 2021 and 2022 suggest stronger
depreciation of the US dollar relative to the October expectations. Regarding the prices of primary
commodities in world
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markets, the latest forecasts suggest synchronized movements, expecting strong growth in 2021
and fall in 2022, which is a revision upwards for 2021, and downwards for 2022 compared to the
October assessments. However, the movements and the assessments of the prices of primary
commodities are extremely volatie and are currently under the strong influence of the
developments related to the pandemic, which creates greater uncertainty about their future
dynamics and effects on the domestic economy, in both the short and the longer term.

The comparison of the latest macroeconomic indicators of the domestic economy
with their forecast dynamics within the October forecasting round does not indicate
significant deviations in the individual segments of the economy. According to the
published estimated GDP data, in the last quarter of 2020, the real GDP decreased by 0.7% on an
annual basis, which is a further deceleration compared to the fall in the previous quarter (of 3.3%).
The deceleration of the fall in the economic activity is in line with the expectations of the October
forecast, whereby the fall is slightly lower than expected. Such performance in the last quarter
mainly reflects the relatively fast recovery of the production and exports included in the global value
chains, the gradual adjustment of the behavior and habits of entities to the new situation, the
implementation of target and less restrictive measures for dealing with the second COVID-19 wave,
as well as the measures taken to support the economy. Regarding the forecast of the components,
domestic demand makes a more negative contribution to GDP than expected, mainly due to the
larger decline than that expected in private consumption, and to a lesser extent in investment
demand, amid faster growth of public consumption. On the other hand, net exports registered a
more positive contribution than expected, which results from the more favorable movements in
exports, as well as from the larger downward adjustment of imports than expected. Observed for
the whole of 2020, the real economic fall is mainly within the expectations and amounts to 4.5%
(forecasted real fall of 4.9%). The currently available high-frequency data for the first quarter of
2021 are limited to fuly grasp the situation. Namely, January data show a significant slowdown in
the real annual fall in total trade turnover (after the substantial fall in the previous quarter), whike
the industrial production registered a decline. Regarding the changes in consumer prices, the
annual inflation rate registered in February 2021 of 1.9% is very close to the October
forecast. On average, the price changes in the period January-February are in line with the
expectations according to the October forecasting round. However, amid revisions mainly in an
upward direction in the external input assumptions, there is stil pronounced uncertainty arising from
the movement in the world prices of primary products in the next period and their impact on
domestic prices, which is especially pronounced with the occurrence of a new wave of the COVID-19
pandemic, the mutations of the coronavirus and the problems with the production and distribution
of the vaccine.

The analysis of foreign reserves adequacy indicators shows that they are still
within the safe zone. As of February 2021, compared to the end of 2020, the change in the
foreign reserves (adjusted for the price and exchange rate differentials and securities price changes)
was primarily due to the transactions on behalf of the government and the interventions of the
National Bank on the foreign exchange market. The available data for January 2021 point to a trade
deficit that is lower than expected for the first quarter of the year, but the assessment period is
short for making reliable conclusions. Currency exchange operations data as of February 2021 point
to net inflows of private transfers which are currently slightly lower than expected for the first
quarter of 2021. The balance of payments for the whole of 2020 suggests a moderately lower
current account deficit than forecasted in October (3.5% of GDP, versus the forecasted deficit of
3.7% of GDP), amid simultaneously better financial account position (net inflows of 4.2% of GDP,
compared to the forecast of 3.2% of GDP).
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As for the monetary sector developments, final data as of January show a monthly decrease
in total deposits of 0.5%, compared to the growth of 2.9% in December, typical for this period. The
reduction of deposits is mostly due to the monthly fall in corporate deposits, amid small growth of
household and other sectors deposits. Analyzing the currency, the reduction of total deposits is due
to the fall in denar deposits (entirely as a result of demand deposits), amid moderate growth of
foreign currency deposits. On an annual basis, total deposits in January increased by 6.1%, amid
forecasted growth for the first quarter of 2021 of 5.2%. In January, total private sector loans
minimally decreased by 0.1% compared to the previous month, which is a significantly more
moderate decrease than usual (after the monthly growth of 1.1% in December). Observed by
sector, the monthly change in total loans is a result of the small decline in corporate loans, amid
almost unchanged household loans. Analyzing the currency structure, loans in domestic currency
registered no major changes, while foreign currency loans minimally decreased compared to the
previous month. On an annual basis, total loans in January increased by 4.6%, amid forecasted
growth for the first quarter of the year of 5.5%, according to the October forecast.

In January 2021, the Budget of the Republic of North Macedonia registered a deficit of
Denar 2,695 milion. The budget deficit is mostly financed by government borrowing on the
domestic market, and to a lesser extent by using government deposits with the National Bank. The
budget deficit constitutes 7.7% of the defict envisaged in the Budget for 2021.

The latest macroeconomic indicators and assessments do not suggest significant
deviations from the forecast dynamics, which together with the stable economic flows
creates a favorable environment for conducting the monetary policy. The performance in
the foreign reserves from the beginning of 2021 suggests that they are still at an appropriate level
and are maintained in the safe zone. In the last quarter of 2020, the fall in the gross domestic
product continued to slow down, according to the expectations, and the economic fall for the entire
2020 is mainly within the October forecasts. Available high frequency data for the first quarter of
2021 are limited and for the time being it is difficult to draw clear signals for the economic activity in
this period. Regarding the inflation, the performances in the first two months of 2021 are close to
the forecasts, but the upward revisions in the external input assumptions continue to create
uncertainty regarding the inflation movement in the period ahead. Observing the monetary sector,
the movements are still similar to the end of 2020, so that the annual deposit growth in January is
above that forecasted for the first quarter of 2021 according to the October forecast, while the
annual growth of loans is more moderate than forecasted.

4 of 37



Further deceleration of the fall in the economic activity in the last quarter of 2020

The relatively faster recovery of the production and exports included in the global value chains, the
implementation of target and less restrictive measures for dealing with the second COVID-19 wave,
as well as the measures taken to support the economy contributed to further deceleration of the
decline in GDP, which reduced to 0.7% in the last quarter of the year. The fall in the economic
activity is still widely dispersed, but with a significant slowdown in the decline in value added with
important activities. An exception is the agriculture, which, after the postive contribution in the
previous quarters, registered a decline in the last quarter, and thus the largest contribution to the
decline in GDP. Observed from the expenditure side of the GDP, the fal is entirely due to the
negative contribution of domestic demand, amid substantial fall in gross investments and further
decline in private consumption, while public consumption continues to register growth. On the other
hand, net exports make a positive contribution, given the transttion of exports to the positive zone
amid deepening of the fall in the import of goods and services. Observed for the whole of 2020, the
real economic fall is mainly within the expectations and amounts to 4.5% (forecasted real fall of
4.9%), triggered by the negative contribution of domestic demand and the posttive contribution of
net exports, under the influence of the COVID-19 pandemic.
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i /1 2019 2020 2021
2016 2017 2018 Q1 Q Q3 Qu 2019 Jan. Feb. Mar. Q1 Apr. May Jun. Q Jul. Aug. Sep. B oct. Nov. Dec. Q4 2020 Jan. Feb.
L. Real sector indicators
Gross domestic product (real growth rate, y-o-y) /2 2.8 11 29 1.4 4.3 3.6 3.3 3.2 0.9 -14.9 -3.3 -0.7 -4.5
Industrial production /3
y-o-y 3.4 0.2 5.4 8.8 11 7.1 =il 37 0.3 35 -13.4 -33.5 -27.0 -15.1 -25.0 -9.5 -9.1 -4.1 7.5 -5.2 -4.0 2.5 it} -9.5 -13.5
cumulative average 3.4 0.2 5.4 8.8 4.8 5.6 37 37 0.3 1.9 -3.7 -11.2 -14.4 -14.6 -14.6 -13.8 -13.2 -12.1 -12.1 -11.3 -10.6 -9.5 L5 -9.5 -13.5
Inflation /*
CPIInflation (y-0-y) -0.2 2.4 0.9 12 1.2 0.6 0.0 0.4 0.6 0.7 0.5 0.6 0.1 -0.2 1.7 0.5 13 14 1.9 13 2.1 2.2 2.3 2.2 23 1.9 1.9
CPI Inflation (cumulative average) -0.2 14 15 1.2 1.2 1.0 0.8 0.8 0.6 0.7 0.6 0.6 0.4 0.3 0.5 0.5 0.6 0.7 0.9 0.9 1.0 11 12 12 1.2 1.9 1.9
Core inflation (cumulative average) 13 2.3 15 0.9 0.9 0.8 0.5 0.5 0.3 0.5 0.7 0.7 0.7 0.6 0.6 0.6 0.6 0.6 0.7 0.7 0.7 0.8 0.9 0.9 0.9 1.8 17
Core inflation (y-o-y) * 1.0 28 1.4 0.9 1.0 0.6 -0.4 -0.3 0.3 0.8 1.0 0.7 0.7 0.4 0.4 0.5 0.6 0.8 11 0.8 13 15 1.9 1.6 1.9 1.8 1.6
Labor force
Unemployment rate 237 24 20.7 17.8 17.5 17.1 16.6 173 16.2 167 165 16.1 16.4
II. Fiscal IndicatorsC]
(Central Budget and Budgets of Funds)
Total budget revenues 169,356 179,673 188,505 46,042 50,076 50,986 56,718 203,822 | 15599 15727 15158 | 46,484 | 14,241 12,660 14,050 | 40,951 | 17,897 14,217 16,486 | 48,600 | 18,526 15553 19,656 | 53,735 | 189,770 | 14,808
Total budget expenditures 185,407 196,561 200,071 49,243 53,915 52,085 62,202 217,445 | 16,806 18,824 18,264 | 53,894 | 18,969 19,420 21,095 | 59,484 | 24,018 17,066 17,443 | 58,527 | 17,479 20,787 33,465 | 71,731 | 243,636 | 17,503
Overall balance (cash) -16,051 -16,888 -11,566 3,201 -3,839 -1,099 -5,484 13,623 | -1,207  -3,097  -3,106 | -7,410 | -4728  -6,760 7,045 | -18,533 | -6,121  -2,849 957 9,927 1,047 5,234 -13,809 | -17,996 | -53,866 | -2,695
Overall balance (in % of GDP)"* 2.7 2.7 -1.8 -0.5 -0.6 -0.2 -0.8 -2.0 -0.2 -0.5 -0.5 il -0.7 -1.0 -1.1 -2.8 -0.9 -0.4 -0.1 I3 0.2 -0.8 2.1 2.7 -8.1 -0.4
III. Financial indicators /¢
Broad money (M4), y-o-y growth rate 6.2 5.1 11.8 11.7 10.5 10.8 9.3 9.3 8.9 8.2 8.9 8.9 7.5 2.4 9.8 9.8 9.1 6.6 6.9 6.9 6.6 7.7 6.9 6.9 6.9 7.7
Total credits, y-o-y growth rate -0.1 5.4 7.3 9.0 8.1 5.6 6.0 6.0 6.8 6.9 5.8 58 5.5 5.9 6.6 6.6 8.2 6.9 7.3 7.3 6.7 5.4 4.7 4.7 4.7 4.6
Total credits - households 7.0 9.2 103 9.7 9.9 9.5 10.5 10.5 10.6 11.1 10.1 10.1 9.4 8.6 8.8 8.8 9.4 9.0 9.5 9.5 9.0 8.3 8.0 8.0 8.0 7.4
Total credits - enterprises -5.3 2.3 4.5 8.2 6.4 17 1.9 1.9 3.2 2.8 1.8 1.8 2.0 33 4.6 4.6 7.1 4.8 5.2 522 4.4 2.5 11 11 11 1.6
Total deposits (incl. demand deposits), y-o-y growth rate/” 6.1 5.0 12.1 11.9 10.6 11.0 9.0 9.0 8.8 7.8 7.9 7.9 6.0 7.8 8.4 8.4 8.0 53 5.4 5.4 4.9 6.3 5.7 5.7 5.7 6.1
Total deposits - households 2.5 6.1 9.5 8.7 9.0 £ 7.9 7.9 8.5 8.7 8.6 8.6 7.8 8.2 8.7 8.7 8.4 57 6.1 6.1 5.6 5.4 4.6 4.6 4.6 4.7
Total deposits - enterprises 134 21 9.5 121 10.1 1.1 14.6 14.6 12.2 10.2 12.5 12.5 6.5 9.8 1.2 11.2 9.0 5.8 8.0 8.0 6.9 10.2 10.1 10.1 10.1 12.0
Interest rates /®
Interst rates of CBBills (end of month/quarter/year) 3.75 3.25 2.50 2.25 2.25 2.25 225 2.25 2.00 2.00 175 175 1.75 1.50 1.50 1.50 15 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50
Lending rates
denar rates 7.0 6.6 6.1 5.8 5.7 5.6 S 5.6 5.4 5.3 5.3 53 53 5.3 5.2 53 5.1 5.1 5.1 Fil 5.1 5.1 5.0 5.1 5.2 5.0
f/x rates (aggregated, incl. f/x and denar with f/x clause) 57 53 4.9 4.7 4.7 4.6 4.5 4.6 4.4 4.4 4.4 4.4 4.4 43 43 L] 4.3 4.3 4.2 G 4.2 4.2 4.2 4.2 4.3 4.2
Deposit rates
denar rates 2.5 2.2 2.0 2.0 1.9 1.9 1.7 1.9 1.6 1.6 1.5 1.6 15 1.5 1.5 i3 15 14 1.4 i 14 14 13 14 1.5 13
f/x rates (aggregated, incl. f/x and denar with f/x clause) 1.0 0.9 0.8 0.8 0.8 0.8 0.8 0.8 0.7 0.7 0.6 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.5
IV. External sector indicators
Current account balance (millions of EUR) -275.5 -102.9 -175.0 -65.6 1622 | -2939 | -3723 -04  -725  -83.2 -789  -113 -17 919 | -228 06 -292 | -527 | -47.4 309  -559 | -724 | -373.0
Current account balance (% of GDP) 29 -1.0 16 0.6 1.4 26 33 0.0 -0.7 -0.8 -0.7 0.1 0.0 0.9 0.2 0.0 03 0.5 0.4 03 0.5 0.7 35
Trade balance (millions of EUR)’® -1,786.2 -1,816.2 -456.3 -474.5 -437.1 -646.8 -2,014.8 | -1344 -199.9 -176.8 -162.5 -116.1 -105.7 | -384.3 | -198.9 -102.2 -89.5 -390.6 -167.2 -116.5 -247.0 -530.7 -1,816.6 -95.5
Trade balance (% og GDP) -18.0 -18.1 -4.1 -4.2 = -5.8 -18.0 -1.2 -1.9 -1.6 -1.5 -1.1 -1.0 -3.6 -1.8 -0.9 -0.8 -3.6 -1.6 -1.1 -2.3 =) -16.7 -0.9
import (millions of EUR) -6,176.5 -6,834.9 -1,990.4 -2,095.7 -2,066.0 -2284.2 -8,436.3 -591.4 -719.8 -607.6 -373.8 -455.5 -597.7 -1426.9 -717.3 -603.4 -676.1 -1996.8 -764.5 -695.2 <7924 | -2,252.0 | -7,594.5 -622.8
export (millions of EUR) 4,390.3 5,018.7 1,534.0 1,621.2 1,628.9 1637.4 6,421.6 457.0 519.9 430.8 2113 339.4 492.0 1042.6 518.4 501.2 586.6 1606.2 597.3 578.7 545.3 1,721.4 5,777.9 527.3
rate of growth of import (y-0-y) 6.5 10.7 11.6 10.9 11.9 59 9.9 37 5.9 -18.0 -50.9 -36.4 -3.4 -31.9 -4.1 -9.2 35 =k 0.1 -5.9 14 =) -10.0 5.3
rate of growth of export (y-o-y) 7.4 14.3 17.1 1.1 10.8 0.2 9.4 10.0 -1.9 -26.8 -60.3 -39.3 7.3 =57 -8.1 0.1 4.0 = 5.6 2.0 8.2 5.1 -10.0 15.4
Foreign Direct Investment (millions of EUR) 316.9 180.0 59.3 29.2 823 192.5 363.3 -24.3 50.5 109.6 45.1 -33.3 -18.5 -6.7 0.7 7.0 -15.5 -7.8 286 16.7 39.0 84.3 205.7
External debt
Gross external debt (in milllions of EUR) 7,216.6 7,372.5 7,843.7 8238.5 8324.7 8568.6 8,154.4 8,154.4 8,311.7 8,787.1 9,086.6
public sector 3,445.3 3,461.8 3,756.2 4095.2 4035.1 4074.2 3,836.6 3,836.6 3,816.5 4,460.3 4,642.3
public sector/GDP (in %) 357 345 351 36.1 356 359 338 33.8 35.0 40.9 42.6
private sector 3,771.2 3,910.7 4,087.5 4143.3 4289.6 4494.4 4,317.8 4,317.8 4,495.2 4,326.8 4,444.3
Gross external debt/GDP (in %) 74.7 73.4 73.3 72.6 T 75.6 71.9 719 76.3 80.6 83.4
Gross official reserves (millions of EUR)'* 2,613.4 2,336.3 2,867.1 2,866.4 2,928.2 3,127.5 3,262.6 3,262.6 | 3,100.6 3,084.5 3,017.3 | 3,017.3 | 3,159.6 3,079.1 3,639.7 | 3,639.7 | 3,512.4 3,406.4 3,480.2 | 3,480.2 | 3,540.9 3,368.7 3,359.8 | 3,359.8 | 3,359.8 | 3,335.8 3,298.4

/1 In calculating the relative indicators, until 2020 the annual GDP from the official announcement of SO is used. For 2021, the projected level from NBRNM's last forecasting round is used.
/2 The quarterly data for 2019 are preliminary, while for 2020 are estimated (Press release for quarterly data on GDP as of 02.03.2021). The annual data for 2018 is final data (Announcement for annual data for GDP from 30.09.2020).

/3 The changes of Index of industrial production are according to base year 2015=100.

/4 CPI calculated according to COICOP 2020=100.

/5 The rate on annual basis corresponds to end-year inflation (December current year/December previous year)
/6 The calculations are based on the New Methodology for compiling standard forms of the monetary balance sheets and surveys and the new accounting plan (in force since June 2018).

7t the deposits from non-g

/9 Trade balance according to foreign trade statistics (on c.if. base).

/10 The data from 2008 include accrued interest. The latest available data on gross official reserves are preliminary data.

sector at Banks and Saving Houses, transferable deposits from Other Financial Corporations in denars and transferable deposits from state and local government in denars.
/8 As of June 2018 data for active and passive interest rates are compiled according to the new methodology of NBRNM.

6 of 37




EXTERNAL ENVIRONMENT

Foreign effective demand According to the Ilatest estimates, the

(annual changes in %) foreign effective demand has been revised

14.0 1 upwards for 2020 and 2022, and
10.0 downwards for 2021. Moreover, t is currently
60 assessed that the fall in the foreign effective
' demand in 2020 wil equal -5.4% (-6.3% in
2.0 - October), while the growth in 2021 and 2022
2.0 will equal 3.6% and 4%, respectively (4.6% and

Q1 Q@ Q1 Q3 Q1
2017 2018 2019

2022 3% in October, respectively). Such revisions are

-6.0 largely a result of the revised estimates for the
10.0 - = == October 2020 economic activity in Germany: and Italy.
140 ——March 2021 Namely, in these countries there are significantly

better performances in the second half of 2020
relative to the October expectations, while the
Source: Consensus forecasts and NBRNM calculations. current estimates indicate their slower grOVVth in
2021, and faster in 2022.

Foreign effective inflation
(annual rates in %)

3.0 -
25 - =~ October 2020 The Ilatest estimates for the foreign
T e 2l effective inflation resulted in a minor

2.0 A downward revision for the entire period of

15 - forecasts and it is expected that it wil amount
to 1.3% and 1.5% in 2021 and 2022,

1.0 1 respectively, versus 1.4% and 1.7% in October.

05 - The downward revision is due to the
expectations for lower price growth in most

0.0 T+ N/ o o e countriesincluded in the index.

QL Q3 Q1 Q3 Q1 Q3 Q1 Q3¥Ql Q3 QI Q3
-0.5 2017 2018 2019 2020 2021 2022

-1.0 -
Source: Consensus forecasts and NBRNM clculations.

EUR/USD exchange rate

Regarding the euro/US dollar exchange

1.00 - rate, the Ilatest estimates suggest a
=== October 2020 downward revision for 2021 and 2022,

0.95 1 —March 2021 expecting that the US dollar wil register
stronger depreciation against the euro,

0.90 - especially in 2021. Such adjustment is largely
due to the expectations for smaller interest of

0.85 - investors in the dolar amid more favorable
prospects for the global economy with the

0.80 - beginning of the vaccination against COVID-19
and the announcements by the Fed for

0.75 +—+—+—+—+—+—+—+—+—+—+—+—+—+—++++++—++++1 maintenance of the low interest rates also in the

Ql Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 next years, despite the currently increased
2016 2017 2018 =~ 2019 = 2020 2021 inflation expectations in the USA.

Source: Consensus forecasts and NBRNM calculations.

1Forecasted fall in Germany of 4.9% in 2020, versus5.7% in October and growth of 3.4% and 3.8% in 2021 and 2022 respectively,
versus4.4% and 2.5% in October.
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EXTERNAL ENVIRONMENT

Brent oil According to the latest estimates for 2021,
75 - (quarterly average, EUR/Barrel) the price of oil: registered a major upward
70 | === October 2020 revision, currently expecting significantly faster
65 - price growth relative to October. The upward
60 revision reflects the investors’ expectations for a
55 - deficit on the supply side, as a result of the
50 A reduced oil production by the OPEC+ countriess
45 | and the expectations for growth of the global
40 - demand for oil, driven by the more postive
35 | prospects for the global economy due to the
30 - immunization process in an increasing number
S R (P S S ofcountries.Qntheotherhand,for2022_a
QL 03 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 downward adjustment was made, forecasting
2017 2018 2019 2020 2021 2022 fal, instead of the small growth forecasted in

Source: IMF and NBRNM calculations. OCtOber.
Also, metal prices were subject to a major
Nickel and copper prices in EUR upward revision for 2021, currently
(annual changes in %) expecting a double-digit growth of the price of
55 1 nickel and copper, instead of the small growth
forecasted in October. The upward revisions
35 - reflect the expectations for growth of the global
demand, largely caused by the demandl]
15 | from China and the industry of electric cars, as
‘ well as by the gradual recovery of aviation. In
\ , , . 2022, the changes in metal prices have been
E ;(3117 Q3 2(3118 o 220 e o revised downwards, expecting stabilization of
o e G the nike priceand Sty erger decke i the

e Nickel - March 2021 :
===-Copper - October 2020
Copper - March 2021

-45 -
Source: IMF and NBRNM calculations.

2The analysis of pricesof oil, metals and primary food commodities, uses various reportsof the IMF, World Bank, FAO, OPEC, the ECB and the
specialized international economic portals.

30n 5 January 2021, apart from the decision of the OPEC+ countries to extend the measure to limit oil production, Saudi Arabia made a decision to
voluntarily reduceits oil production in February and March 2021 by additional 1 million barrels of oil per day. Consequently, in thefirst three months
of 2021, the quotas for limiting production will average 7.8 million barrels per day, as opposed to the previous 7.1 million barrels per day (on
average) for these three months.
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EXTERNAL ENVIRONMENT

Wheat and corn prices in EUR According to the Ilatest estimates, the

(annual changes in %) prices of primary food products for 2021
have been significantly revised upwards
compared to the October forecasting
round. Moreover, double-digit growth of the
prices of corn and wheat is currently expected in
2021, instead of the small growth forecasted in
October. The upward revision of the wheat price
is largely due to the introduction of export tax

Q ; on wheat by Russia4 and the increased demand,
017 while in the corn price, the growth is due to the
===-Wheat - October 2020 ; ;
-25 - increased demand by China. On the other hand,
e \\/heat - March 2021 . .
—==-Corn - October 2020 for 2022, the movements in the price of wheat
a5 | = Corn - March 2021 and corn have been revised downwards, now
Source: IMF and NBRNM calculations. expecting a decline, more Signiﬁcant in the corn,

instead of the growth forecasted in October.

1-month Euribor

(quarterly average, in % ) Regarding the one-month EURIBOR, for

0.6 7 — — — October 2020 2021 and 2022 a minor downward revision
04 - was made in relation to the October
—March 2021 forecasts. Namely, the latest estimates are that

0.2 1 the one-month EURIBOR this and the next year
0.0 +—+—+—+—+—+—+—+—+—+—+—+++++++++++++1 wil be around -0.5% (-0.47% and -0.44% in

0.2 QL Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 2021 and 2022, respectively, in October). Such
© 017 2018 2019 2020 Azl A expectations  largely reflect the ECB's

0.4 4 Lom====== perceptions for the future price pressures as

0.6 - = temporary and accordingly maintenance of the
accommodative monetary policy for a longer

0.8 1 period.

-1.0 -

Source: Consensus forecasts and NBRNM calculations.

4+More information can be found on the following Internet-link.
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Inflation rate In February 2021, domestic consumer prices
(annual contribution to inflation, in p.p.) minima"y increased by 0.1% on a month|y
Other (in p.p.) basis, after their decrease of 0.2% in the

mmmmmm Energy (in p.p.) . . .
s Fod (i p.p) previous month. Namely, the increase in the
3 | Total inflation (in %) prices in the categories from the food and
""" Total inflation (in %, October profection) energy component was almost entirely offset by

the negative contribution of core inflations.

The annual inflation rate in February
amounts to 1.9% (the same rate as in the
previous month) and mainly results from the
growth of the prices of the core and food
component, and to a smal extent from the
energy components. The annual inflation rate in

2 February is in line with the forecasted inflation
éﬁz = E%: = %: = % = % = % rate according to the October forecasting round,
Source: S50 and NBRNM. amid an upward deviation in the energy

component, and to a lesser extent in the core
component, while a small downward deviation is

Inflation and volatility of food and energy registered in food prices.
(annual growth rates, in %)
e ] flation i i i i
e« 000 Inflation excl. food and energy (core inflation) The monthly rate Of core |nﬂat|0n n February 5
Energy (regulated prices) negative and amounts to 0.2% (after the
== == == » Food (right axi . . .
| o0d (right axts) - ¢4 unchangeabilty ona monthly basis in
12 - i - #3 January), whie on an annual basis, the core
10 4 L . .
8 " 1% inflation rate slows down and equals 1.6% (1.8%
¢ Ié% in the previous month). The structure of the
g Lo\ %} etees % -..oMr: 6 annual rate of core inflation in February is
‘2} f.“.R,,' \ ! “ .,.\, ,r.., 2 similar to the previous month, i.e. the prices of
6 - " 2 tobacco’ continue to make the highest postive
e " & contribution. Also, a positive contribution this
E 5838 292 UQWeN® 3L A month de by the pri f rest t and
g8 888833888838 38 8 8 onth was made by the prices of restaurant an

hotel services. On the other hand, the prices of
air traffic, audiovisual and computer equipment,
as well as the prices of clothing and footwear
continue to make a negative contribution.

Source: State statistical office and NBRNM calculations.

s Observed by group of products, the largest positive contribution on a monthly basis was made by the increase in the prices of oil derivatives, the
prices of vehicles, then the prices of oil and grease, fruit, vegetables, as well as the prices of bread and cereals. On the other hand, the greatest
negative contribution was made by the lower prices of air traffic, footwear and by the prices of accommodation services.

6 In conditions of an annual fall in the prices of liquid fuels and lubricants according to the world movements of the price of oil, the annual growth of
energy prices is a result of the increase in electricity prices in August, pursuant to the decision of the Energy Regulatory Commission. Starting from 1
August 2020, the price of electricity is higher by 7.4%, i.e. for a high tariff it is 5.95 den/kWh, for a low tariff it is 2.99 den/kWh, while for one-tariff
measurement it is 4.77 den/kWh (https://www.erc.org.mk/pages.aspx?id=153).

7 The annual growth of tobacco price in December reflects the increase in the prices of cigarettes in March and July 2020, in consistence with the
annual planned increase in excise duties on cigarettes by Denar 0.20 per piece as of 1 July 2023. The same effect was that of the changes in the Law
on Tobacco, tobacco products and related products, which requires all packs of cigarettes to have by 20 cigarettes by November 2020 (previously
there were packs by 19 cigarettes), which together with the increased amount for the excise collected by cigarette, contributed to the increase in
producer costs.
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PEAJIEH CEKTOP

Regarding the expected price movements
of the external input assumptions in the
‘.‘ inflation forecast, the revisions are mainly
\, in an upward direction.

Contributions to the annual inflation rate (in p.p.)
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mmsms Food and non-alcoholic beverages
mmmmm Aloholic beverages, tobacco
s Clothing and footwear
mmmm Housing, water, eledtridty, gas and other fuels
mm— Fyrnishi HH i and mai
m— Health
mmm— Transport
= Communication
mmmmm Recreation and aulture
Education
Restaurants and hotels
Source: SSO and NBRNM. Miscellaneous goods and services

Foreign effective fﬁd'ﬂgigusi';;’n;’“'“es“‘: food prices In such circumstances, there is still

highlighted uncertainty arising from the

ise . Foreign cffective food prces  —mm Domestcfood prices movement in the world prices of primary

products in the next period and their impact on
145 | domestic prices, according to the uncertain
economic effects related to the new wave of the
135 1 pandemic and the mutations of the virus, as
05 | well as to the production and distribution of the
vaccines.
115 4
105 A
a5
22 5 8 g S NNy Lng N e gy
S S S § S 38 8833 83 3 88 ] 8

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

Average net-wage In December 2020, the nominal annual
(annual changes, in %) growth of the average net wage slowed
18 - down and amounted to 5.4% (7% in the

previous month). The wage growth, as before,
is partly a spillover effect of the increase in the
wages in the public sectors, the effect of the
measure for subsidizing contributions due to
wage increases, coupled with the effect of this
year's adjustment of the growth of the legaly

Nominal net-wage determined minimum wage (increase of 3% in

7 = = = Real net-wage July10). Also, a fiscal measure for financial help

AT ERRSETERRGETERRRETERRIETERR]ETERR to the employers hit by the health crisis for

. SSSO o o o o o wage payment was implemented in the fourth
urce:

quarter.

sIn January 2020, the wages in education wereincreased by 10%, and from February 2020, the wages of employees in health were increased (growth
of 25% for specialists, 15% for general practitioners, 10% for nurses and by 5% for health associates and ancillary -technical staff).

9 According to the Law on subsidizing contributions from compulsory social insurance due to wage increase, w hich started to be enforced with the
pay mentof the wage from November 2019 (Official Gazette of the Republic of North Macedonia No. 239/19), whereby the subsidizing of contributions
is approved if the increase in the net wage is in the amount of at least Denar 600 up to Denar 6000 per month by insuree (Official Gazette of the
Republic of North Macedonia No. 239/19, Articles 2 and 3). 11 of 37
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Average monthly net wage paid by sectors
(nominal annual changes, in %)
— Agriculture
= [ndustry (w/o construction)
200 5ttt Construction
— Services
h ]

15.0 -
10.0 :
50 f
0.0 - N
-5.0 - bl

-10.0 -

e =g g g a—a-

Source: S50.

Annual wage growth was registered in most of
the activities, with the most prominent one
being registered in the activities related to
“information and communication”, “mining and
quarrying”, “health and social work”, “financial
and insurance activities”, “arts, entertainment
and recreation”, as well as in “education”11.

Amid increase in the consumer prices on an
annual level, the real annual growth of the

net wage in December was 3.1%.

The annual wage growth in the fourth quarter
(6.9% nominal and 4.7% real growth) is fully in
ine with the expectations for wage growth
within the October forecast. For the whole of
2020, the nominal and real annual growth in
wages of 7.8%, i.e. 6.6%, respectively, is also
in ine with the forecasts.

10 According to the announcement of the Ministry of Labor and Social Policy, published in the Official Gazette of the Republic of North Macedonia No.
75/20 and the Decree with legal force on the enforcement of the Law on Minimum Wage in the Republic of Macedonia Official Gazette of the Republic
of North Macedonia No. 88/20, the minimum net wage increased by 3%, i.e. by Denar 434. The minimum wage in gross amount, starting from July
2020 to March 2021 is Denar 21,776 (previously Denar 21,107), i.e. the minimum wage in net amount is Denar 14,934 (previously Denar 14,500). The
regular adjustment for increasing the minimum wage (with the increase for the previous year of the average wage paid in the RNM, the co nsumer
priceindex and the real GDP growth - onethird of the growth of each indicator, respectively) was made even before the crisis caused by the COVID-
19 pandemic, butwith a Decree, the Government putit under moratorium until the end of the state of emergency (i.e. for the period April-June 2020).
Previously, in addition to the regular adjustment in April 2019, the minimum wage was extraordinarily increased in December 2019 (by about Denar

2000, net) and amounted to Denar 14,500, net (Law on Minimum Wage,
Official Gazette of the Republic of North Macedonia No. 239/19).

1 A decrease in wages in December 2020 is registered only in the activities related to “transportand storage”.
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Gross domestic product In the fourth quarter of 2020, the GDP

w0 - (real annual growth rates, in %) dropped by 0.7% on an annual basis,
~ which is a further deceleration of the

5 - \ annual fall (- 3.3% in the previous

quarter). Such performance in the fourth
quarter mainly reflects the relatively fast
recovery of the production and exports included
in the global value chains, the gradual
adjustment of the behavior and habits of
entities to the new situation, implementation of
target and less restrictive measures for dealing
with the second COVID-19 wave, as well as the

== GDP actual

-10 A

= = = projection October
2020

-15 4

-20 - measures taken to support the economy12. The

FIEIP ISP ISP FE deceleration of the fall in the economic activity
& & & 4 in the fourth quarter is in lne with the
The diferenceen the seien the reaized period are du fo eqular revisons f the SS0. expectations of the October forecast, whereby

the fall is slghtly lower than expected.
Observed for the whole of 2020, the real
economic fall is mainly within the expectations
and amounts to 4.5% (forecasted real fall of
4.9%).

Observed from the expenditure side of the GDP,
the fall in the fourth quarter is entirely due to
the negative contribution of domestic demand,
amid substantial fall in gross investments
(folowing the growth in the previous quarter)
and further decline in private consumption,
while public consumption continues to register
growth. On the other hand, net exports make a
posttive contribution, in circumstances of growth
in the export (1.3%, for the first time in the
year) and deepening of the fall in the import of
goods and services (-7.2%).

Regarding the forecast of the GDP components
in the fourth quarter of the year, there are
certain deviations, stemming mainly from the
intensity of the change. Thus, domestic demand
makes a more negative contribution to GDP
than expected, mainly due to the larger decline
than that expected in private consumption, and
to a lesser extent in investment demand, amid
faster growth of public consumption than
expected for the last quarter of the year. On the
other hand, net exports made a more positive
contribution than expected, which

12 For more information about the adopted economic measures visit: https://vlada.mk/ekonomski-merki-covid19 and http://nbrm.mk /kovid-19-
odgovor-na-narodnata-banka.nspx
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REAL SECTOR

results from the more favorable movements in
exports, as well as from the larger downward
adjustment of imports than expected.

Observed from the production side, the fall in
the fourth quarter is still widely dispersed, but
with a significant slowdown in the decline in
value added with important activities. An
exception is the agriculture, which, after the
positive contribution in the previous quarters,
registered a decline in the last quarter, and thus
the largest contribution to the decline in GDP. In
the last quarter, growth was registered in the
activities related to real estate, the financial and
the insurance activties.

Economic sentiment indicator and GDP Having a limited scope of available data, it

120 iy is difficult to get accurate estimations of
100 -6 the overall condition of the economy in
4 the first quarter of 2021. When it comes to

80 - 0 the economic agents’ perceptions for the
60 I ;2; economic situationis, the results of the surveys
-6 for the period January - February 2021 indicate

40 [ a significant improvement compared to the
20 ——Composite ESI A fourth quarter of 2020. The increased optimism
. ——Real GDP (y-o-y changes, %, right axis ) F -ig among ecopomic agents indicates a

) T continuation of the gradual economic recovery,

Eb @ 28113 @ 23119 @ 23210 @ el which is largely due? to the stabilization of trl'zle

Source: State statistical office and European Commission.

second wave of the pandemic in this period and
the started immunization in the country.

As for the high frequency data on the
supply side, the data on trade and
industry are available for January 2021.

In January 2021, the turnover in total trade
registered a slight annual decline, contrary to the
substantial fall that was

slt refers to the surveys conducted by the European Commission to measure the economic confidence of agents in an economy. The composite
indicator of economic confidence is a weighted average of the consumer confidence indicators and economic sectors confidence indicators
(construction, industry, retail trade and services). Starting from January 2019, the European Commission revised the structur e of consumer confidence
indicator, and accordingly, the composite indicator of economic confidence. For more information on the new methodological changes visit:
https://ec.europa.eu/info/files/revised-consumer-confidence-indicator _en
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Economic activities

(real annual changes, in %)

uTurnover value in retail trade
mTurnover value in wholesales trade

®Industrial production

#@Transport and communication* (right axis)
@Value of completed construction works (right axis)

20 #GDP

REAL SECTOR

Q1 projection

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Jan.21
2019 2020 2020 2021 2022
*Simple average of annual growth rates of the different types of transport and the telecommunications.
Source: SSO and NBRNM calculations.
INDUSTRIAL OUTPUT AND OTHER ECONOMIC ACTIVITIES
2019 2020 2021
Q1 Q2 Q3 Q4 | Q1 Q2 Q3 Q4 Nov Dec Jan
real annual changes in %
Gross domestic product 14 43 36 33| 09 -149 -33 -0.7
Industrial output* 88 11 71 -13|-37 -250 -7.5 -23 -3.9 2.5 -13.5
Construction 151 -33 3.0 53 6.3 5.1 3.0 2.3 18.7 -14.1
Building 93 51 237 -11|-85 -204 179 -86 | -11.6 -0.8
Civil Engineerings 583 -8.0 -67 11.1|213 47 -62 111 41.6 -25.6
Retail and wholesale trade 139 128 153 15.5|-16.7 -30.6 -26.1 -24.3| -243 -24.7 -1.0
Retail trade 76 88 120 138| 1.0 -18.6 -157 -155]| -17.1 -15.9 -4.3

Wholesale trade

18.0

16.0 18.1

17.3

-27.8 -40.1 -38.7 -36.3

-37.5

33.8

2.1

* Real growth rates are calculated by the NBRNM, by dividing nominal growth rates with annual inflation, measured by CPI. The data regarding trade
in 2020 and 2021 is previous data, whereas data regarding GDP in 2019 is previous data, while in 2020 it is estimated data.

Source: SSO and NBRNM staff calculations.

Indicative variables for private consumption
(real annual growth rates, in %)

m Disposable income
® Counsumer credits
Retail trade

= Imports of consumption goods
0 Domestic production of consumption goods

+ Private consumption
20.0

15.0 -
10.0 4
5.0
0.0 +
5.0 -
-10.0 4
-15.0 4

-20.0 -

-25.0 -
Qt Q
2019

Source: SSO and NBRNM calculations.

Q3

Q4

Q1
2020

Q Q3

Q4

Q1 projection

Jan.21

registered throughout 2020. Moreover, in
January, the fall in total trade is entirely due to
the fall in retail trade (but with significant
slowdown in the fal compared to the last
quarter), as wel as the small decline in the
trade in motor vehicles (despite the high growth
in the last quarter). On the other hand, in
January, the turnover in wholesale trade
recorded a small growth, for the first time after
the continuing fall in the past year.

Following the growth in December, in January,
industrial output registered an annual fall of
13.5%, amid decline in the production in all
three main sectors of activities. Within the
manufacturing industry, from where most of the
negative contribution results, the fal is widely
dispersed, and the largest negative contribution
is made by the production of motor vehicles (an
activty that made the highest positive
contribution in the last quarter), but also by
several traditional activities such as the
production of clothing and textie, the
production of food products and other non-
metal mineral products. On the other hand, a
high positive contribution was made by the
production of machines and devices, as well as
by the production of metals and by the
production of electrical equipment.

The avaiable aggregate demand indicators
are also relatively limited, which hinders the
establishment of a more accurate assessment of
the movement of the individual components of
demand.

The available data for the movements in
private consumption for January suggest
movements in different directions. Thus, in
January, retail trade registered a moderate
annual fall, but significantly smaller compared to
the fourth quarter of 2020, and a moderate
deceleration of the annual fal was also
registered in domestic production of consumer
goods, while a deepening of the fall compared
to the fourth quarter of 2020 was registered in
import of consumer goods and gross revenues
from VAT. On the other hand, when it comes to
the sources of financing of private consumption,
the available data as of January
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indicate a further, but slightly slower growth in
some of the components of disposable income
(available data only for pensions), and a slight
slowdown in growth is also registered in
household loans. As for the consumer
confidence indicatoris, it suggests an increase in
the optimism in the period January-February
compared to the fourth quarter (more favorable,
i.e. less negative perceptions for the financial
situation, the general economic situation and

their spendings in the forthcoming period).

Indicative variables for investments

(real annual growth rates, in %) _ Also, the high-frequency data on the gross
200 . aproecin | o INVestments in January currently indicate
different signals. Thus, in January there is a
slight acceleration in the growth of long-term
corporate loans, and growth is also registered in
-0 government capital investments (as opposed to
-200  the fall in the fourth quarter). On the other
L 2200 hand, in January, the domestic production of
capital goods, the import of means of work and
the income from corporate tax registered an

- 80.0

F -20.0

- -420.0

-50.0 - - -520.0

Q1 Q2 Q3 o} QL Q2 Q3 Q4 Jan.21 annual faII, as opposed to their grOWth in the
2019 . A .
= Imports od capital goods = Completed construction works prev Dus q uarter' . for the . perceptlons Of
gpometeradctonof cptal gocs e ) corporate managers in industry in January, they

+ Gross investment

mainly indicate slightly higher optimism
compared to the previous quarter, whie the
perceptions of corporate managers from
construction in the period January - February
analyzed through the confidence indicator are
unchanged compared to the last quarter.

Source: SSO and NBRNM calculations.

Foreign trade data in January 2021 indicate
potential deficit narrowing in the first quarter of
the year compared to the same period last year,
amid higher growth of the export than the
import of goods.

According to the fiscal data as of January 2021,
the budget performances suggest a moderate
annual fall in public consumption in the first
quarter. Thus, from the main categories of
public consumption, the expenditures on goods
and services registered a significant fal, with
slower growth in the

14 According to the surveysconducted by the European Commission.
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health care transfers (after the high growth in
the previous quarters), in the expenditures on
salaries and in the transfers to the local

authorities.
oo .  Employment a“?ir:‘;e)“‘l"w"‘e“t rate The unfavorable situation related to the COVID-
° 19 pandemic continues to have a negative
500 - impact on the labor market developments, but

ﬁ

some of the indicators show a limited impact in
this segment of the economy. Thus, the
30.0 number of employees registered an
\— annual fall of 2.2%:5 in the last quarter of
200 1 the year, which caused a reduction of the
employment rate of 1.1 percentage point
 tnemployment rate (ot seasonaly adjuste) compared to the same quarter last year (from
00 e ey e P e 47.9% to 46.8%). On the other hand, the
g unemployment rate registered further
decrease and reduced to 16.1% in the
fourth quarter of the year, which, amid
reduction of the number of employees, is
completely a result of the further increase in the

inactive population.

40.0 4

s cmployment rate (not seasonaly adjusted)

Source:SSO, LFS

Productivity and Unit labour cost After the fall in the first three quarters of the
(annual changes, in %) year, labor productivityie in the fourth
quarter of 2020 increased by 1.4% (fall of
Productivity ~ ====Unit labour cost 0.2% in the previous quarter). Productivity
growth is a result of the further slowdown of
the fall in the economic activity, amid a smaller
decline in the economic activity compared to the
reduction in employment.

25.0
20.0
15.0
10.0
5.0
0.0
-5.0
-10.0
-15.0 In the fourth quarter, the growth of unit
8352506 % labor costs continues to slow down, which
reduced to 4.8% on
Source: S50 and NBRNM calculations. an annual basis (9.3% in the previous quarter),
in conditions of a further solid growth of gross
wages, but also growth of productivity. The
slowdown of the annual growth of labor costs is
largely due to the positive developments in
productivity, and to a lesser extent to the
slowdown of growth in wages.

Q2
Q3
Q4
Q2
Q3
Q4

Q2
Q3
Q4
Q2
03

Q1 2015
Q1 2016
Q1 2017
Q1 2018
Q1 2019
Q1 2020

15 The largest contribution to the decline in employment was made by the activities related to “agriculture, forestry and fishing”, then by
“administrative and support service activities”, “transport and storage”, “financial and insurance activities”, “activities related to real estate”,
“manufacturing industry”, and activities related to “information and communication”.

16 Total productivity is a weighted sum of productivity of each sector. Sector productivity is the ratio of the sector’s value added to the number of
employees.
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Export by components
(contribution to the annual change, in p.p. )
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In January 2021, the foreign trade deficit
narrowed by 29% on an annual basis, in
condttions of higher growth of the export than
the growth of the import of goods. The total

| foreign trade is higher compared to the same

period last year, whereby the recovery from the
initial strong shock caused by the COVID-19
pandemic continues also in 2021.

In January 2020, the export of goods grew
by 15.4% on an annual basis. The exports
growth is almost entirely due to the accelerated
export activity in some of the export-oriented
capacities from the automotive industry, and to a
smaller extent to the better performances in the
export of iron and steel. On the other hand, the
other export categories made a moderate
negative contribution to the total exports,
primarily the export of clothing and textile and of
tobacco.

Compared to the October forecast, the
performances in January 2021 are better than
expected for the first quarter. Significant
upward deviations were registered in the export
of the production facilties in foreign ownership,
coupled with the higher export of iron and steel.

Imports of goods in January 2021
registered a moderate growth of 5.3% on
an annual basis. The largest contribution to the
growth of the import of goods was registered in
the higher import of raw materials of some of the
export facilties in foreign ownership. On the
other hand, almost all other import components
registered weaker annual performances. A faster
annual decrease was registered in energy imports
(as a combined effect of the lower import
volumes and the lower price of crude oil on world
markets), as wel as in the import of iron and
steel and of food.

The performance of the import of goods in
January 2021 i slightly higher than expected
for the first quarter according to the October
forecasts, amid higher import in some of the
production facilities in foreign ownership, as well
as higher import of equipment and machinery.
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According to the larger upward deviation of
exports than imports, the trade deficit registered
in January 2021 is lower than expected according
to the October forecast, but the assessment
period is too short for making reliable

conclusions.
REER )
(2010=100) In January 2021, the REER index deflated by
110.0 consumer prices appreciated by 5.3%, while the
105.0 - REER index deflated by producer prices
1000 1" NN registered a slightly lower appreciation of 4.9%.

The largest contribution to such change is made
by the NEER, which appreciates by 4.8%, which

%0.0 l depreciation is largely due to the depreciation of the Turkish

6.0 | lra and the Russian ruble. At the same time, the

600 Lo RERCPL | REERPPL s relative consumer prices went up by 0.4%, whie
s 3 z % 9 g = g 5 =z g g g therelative producer prices rose by 0.1%.

Source: NBRM.
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ices, as measured using weights basec
on the foreign trade without primary
commodities, in January 2021, also appreciated
on an annual basis. Thus, the REER index

REER, excluding primary commodities
106.0 - (2010=100)

104.0 -

102.0 -

1000 " . deflated by consumer prices appreciated by
98.0 - . 3.3%, while the REER deflated by producer prices
96.0 -

depreciation

appreciated by 3.2%. Moreover, the relative
consumer prices increased by 0.5%, and the
ONMNT e relative producer prices rose by 0.4%, and the
00 largest contribution was made by the nominal
effective exchange rate which appreciated by 2.8
% on an annual basis.
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Main components of the current account
' in EUR o) u In the fourth_ q_uarter of 2020, the current
1000 account deficit in the balance of payments
800 was Euro 72.4 million, or 0.7% of GDP,

which is a lower deficit than expected for the last
quarter according to the October forecast.

The positive deviation in this period results from
the higher surplus in the balance of services (as a
a0 result of the better performances on the basis of
1000 other services and travels) and in the secondary
income. On the other hand, the primary income

woods  mSewices  mPrimaryincome  wSecondary income o Current acount and the balance of goods registered a higher
Source: NERNM. deficit than expected.
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EXTERNAL SECTOR

Main components of the current account
3000 (in EUR million)

The current account deficit in 2020 is moderately
lower than expected in the October forecast.
Moreover, the improved performances in the
secondary income and the balance of services
were largely offset by the higher outflows on the
basis of the primary income and the slightly
higher trade deficit.
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-1000
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-3000
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
® Goods | Services ® Primary income u Secondary income 4 Current account

Source: NBRNM.

Financial account components In the fourth quarter of 2020, the financial
800 1 (in EUR million) account registered net outflowsi7 of Euro
g 32.3 million (or 0.3% of GDP), i.e. lower net

200

outflows than expected for the fourth quarter in

200 | the October forecast.

-400 -
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-800

The more favorable movements in the financial
account are almost entirely due to the higher net
infows based on long-term loans (larger
withdrawals in the other sectors, mainly the non-
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Q3
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Q
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o7
Q
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Q1 2015
Q12016
Q12017
Q1 2018
Q1 2019
Q1 2020

Direct investment, net wPortfolio investment, net banking private sector and to a lesser extent in
® Trade credits, net ®Loans, net o
source: NBRNM =Currency and deposits,net  Other the government) and on trade credits. On the
g . @ Financial account . - g -
other hand, negative deviations were registered
. in currency and deposits (higher net outflows
1000 - Financial account components

(in EUR million) were registered) and in direct investments
(smaler net inflows than expected). The
remaining financial flows are mainly as expected
in the October forecast.

500 -

E 0=‘

-500 -

Annually, the financial account in 2020 registered

-1000 higher net inflows than expected in the October
forecasts. Positive deviations were registered in
00T ot 2012 2013 201 2015 2016 2017 2018 2019 200 long-term loans, direct investments and trade
H Direct investment, net u Portfolio investment, net ! .
uTrede credis, net’ Loans, et loans, as opposed to the weaker performances in
source: NBRNM. o Finandl account currency and depostts.

17 According to the new methodology for compiling the balance of pay ments (BPM6), the terms net inflows and net outflowsdenote net incurrence
of liabilities and net acquisition of financial assets, respectively.
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EXTERNAL SECTOR

500.0 Cash exchange market 60.0

450.0
400.0
350.0
300.0
250.0
200.0
150.0
100.0
50.0
0.0

WL WLLWY VYOO NKNNNRO®®B®BO®DONIDNDNDNDO OO O X
~~~~~~~~~~~~~~~~~~~~ 8§ 8 8 8§ o
S 9O 99000 o0O o0 o909 909 9 99 9 9 9909 99 oo
SR R 88 AANNANQARIQIQRQIQIRIIR’RVTINTNCA S
5388339338953 39333833583 &N
o oo (e oo e die e die e dlo oo fie e e aNed (e e Ny 8,

=== Net-purchase (in EUR million)
Supply of cash exchange (annual changes, in %) - right scale
== == «Demand of cash exchange (annual changes, in %) - right scale

*As of 28.02.2021
Source: NBRNM.

Foreign exchange reserves
(stock, in EUR million)

4,000

3,500

3,000

2,500

2,000

1,500

1,000
158352335 0832885238838 883%
o o o o o =] o o~
I3 a4 « S « « o
- - - — - - N
(o (e o4 (o o o >

Source: NBRNM.

*As of 28.02.2021

Factors of change of the foreign reserves January-February
2021
(in EUR million)

Exchange rate differentials and changes in the price
of gold and securities

67.0 Other transactions

Changes in domestic banks deposits with NBRNM
-31.7 Changes in banks reserve requirement
Return on FX reserve investmentst

-42.4 Transactions on behalf of government

-33.2 Interventions on the FX market

60  -40 -20 0 20 40 60 80

Source: NBRNM.

The net purchase on the currency exchange
market registered in the period January-
February 2021 equaled Euro 125.5 million,
which is an annual decrease of 20.7%. Such
performances result from the simultaneous fall in
the supply of and in the demand for foreign
currency (by 22.5% and 26.9% respectively).

As of 28 February 2021, the gross foreign
reserves stood at Euro 3,298 million.
Observed by growth factors, the regular servicing
of external liabilties of the public sector, the
interventions of the National Bank on the foreign
exchange market, as wel as the price and
exchange rate differentials contributed to the
change in the foreign reserves. The remaining
fows had a moderate impact on the shifts in
foreign reserves in the analyzed period.
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20 Foreign exchange market
15 (in EUR million)
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In the period January-February 2021, the banks’
foreign exchange market reported a higher net
sale of foreign currency compared to the same
period last year. This change is a result of the
more substantial fall in the supply of relative to
the fall in the demand for foreign currency.

Sector-by-sector analysis shows that such shifts
result from the lower net purchase of exchange
offices and natural persons.
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MONETARY SECTOR

Monetary policy instruments
(stocks, end of month data, in million of denars)

FX deposits @ Standing deposit facilities #NBRNM bills = MP instruments, total

60,000 -
40,000 -
20,000 H

0 4

60,000 -
50,000 -
40,000 -
30,000 -
20,000 -
10,000 -

I
111
v

Vv

=
>

IX
X
XI
XII

VIL
VIII

2020 |2021|

(stocks, end of month data, in million of denars)

0 -
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: NBRNM

At the end of January, the stock of
monetary instruments decreased
compared to the previous month, due to
the reduced amount of banks’ assets placed in
deposits with the National Bank, amid
unchanged stock of CB billsis. The stock of
monetary instruments at the end of January
was higher than forecasted for the end of the
first quarter of 2021 19.

The net foreign assets of the National Bank at
the end of January are slightly lower than
forecasted for the end of the first quarter of
2021.

In January, the total government deposits with
the National Bank registered a monthly
decrease, but their stock at the end of January
is higher than forecasted for the end of the
first quarter of 2021.

Reserve money in January remained at almost
the same level as in the previous month, in
condtions of a small increase in the banks'
total reserves with the National Bank, amid
simultaneous reduction of currency in
circulation. Moreover, the reserve money
stock at the end of January is lower than the
level forecasted for the first quarter of 2021.

18 Atthe CB bills auction of the National Bank held on 13 January 2021, Denar 10,000 million of CB bills was offered and sold at an interest rate
of 1.5% and maturity of 28 days.
19 The performance comparisonsare against the October forecasts of the National Bank.
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MONETARY SECTOR

Banks liquidity*
monthly changes, in million of denars
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In February, the liquid assets of the banking
system registered a monthly growth. Monetary
instruments contributed to creating liquidity,
whereby the change results from the lower
amount of banks' placements in short-term
deposits, ie. in overnight deposits, amid
unchanged stock of CB billso. The
autonomous factors, net, also contributed to
supporting liquidity through the change in
government[d transactions, as well as in the
other autonomous factors.

20 Atthe CB bills auction of the National Bank held on 10 February 2021, Denar 10,000 million of CB bills was offered and sold at an interest rate

of 1.5% and maturity of 28 days.
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MONETARY SECTOR

Total Deposits
(contributions in p.p., monthly changes) Total deposits21 in the financial system in
January registered monthly drop of
0.5%, despite the growth of 2.9% in the
previous month, typical for this period.
Observed by sector, the reduction of total
deposits is a result of the decrease in
corporate deposits, amid small growth of
household and other sectors deposits.
Analyzing the currency, the monthly fall in
total deposits is a result of the reduction of
denar deposits (entirely as a result of the fall
in demand deposits), amid moderate growth
of foreign currency deposits. Total deposits in

' '
W = = W u
L L L )

20 1
15 4
10 4

Composition by sector Composition by currency ‘ Janual’y decreased compared to the end of
u Other institutions Deposits* 4 Domestic Currency Deposits .
. . 4 December 2020, amid expected growth for
H Foreign Currency Deposits HDemand Deposits .
E—— aHousehold Deposits the first quarter of the year, according to the
@Deposits, monthly/annual changes, in % @Deposits, annual changes, in % OCtOber fO recast.

* The Other Institutions Deposits include the deposits of other financial institutions, deposits
of local government and deposits of nonprofit insitutions serving householda at the banks

and also the domestic currency transferable deposits of other financial institutions and local In January, the annual growth rate of

government at the National bank: total deposits equals 6.1% and is higher
than the annual growth forecasted for
the end of the first quarter of 2021 (of
5.2%). Observed by sector, the growth
equally results from the growth of household
and corporate deposits. Analyzing the
currency, the growth is primarily a result of
foreign currency deposits, amid solid growth
of deposits in domestic currency (including
demand deposits).

2 Data refer to non-government deposits in banks and savings houses, funds of other financial institutions on the accounts with the National Bank
and funds of local government authorities on the accounts with the National Bank. The data are consistent with the methodolog ical changes of the
National Bank from June 2018. For more information on the methodological changes visit:
http://www.nbrm.mk/monetarna_statistika i statistika na kamatni_stapki.nspx.
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MONETARY SECTOR

Household Deposits
(contributions in p.p., monthly changes)

1 2.3 2.3

21 PN . a >, In January, household deposits
0 = ! = Q registered a small monthly growth of
£ RO, - SOV c o xxgugl- 0-2%, which arises entirely from the increase
- =57 Xl { e =57 Xl in foreign currency deposits, amid decline in
2020 % 2020 % total denar depostts, i.e. in demand deposits.
Analyzing the maturity, the growth is due to
. (contributions in p.p., annual changes) short-term deposits, amid almost unchanged
15 E e m o o ~ long-term deposits. The annual increase in
2] 9 g!g uﬁlﬁ'& * = household deposits in January was

0 - 4.7%.
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(contributions in p.p., monthly changes)
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In January, broad money, measured
through M4, registered a monthly
decrease of 0.5%, as opposed to the
growth in the previous month. The
reduction is usualy a result of the most liquid
money supply components, primarily of the
decrease in demand deposits, amid decline in
currency in circulation. In terms of maturity,
short-term deposits registered moderate
growth, amid almost unchanged long-term
depostts. Analyzing the currency, the
reduction is due to the fall in denar deposits
(entirely as a result of demand deposits), amid
moderate growth of foreign currency depostts.
In January, broad money increased by
7.7% annually, amid forecasted annual
growth of 5.8% for the first quarter of
2021.

At the end of January, the denar share in total
broad money M4 was 63.9% (64.4% in the
previous month).
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MONETARY SECTOR

Total loans Total loans in January minimally
(contributions in p.p., monthly changes) decreased by 0.10/0’ compared to the
increase in the previous month. The
reduction of total loans is significantly more
moderate than usual and entirely results from
the small decline in corporate loans, amid
almost unchanged household loans. Analyzing

\ \ \ \ the currency structure, a small monthly
2020 2021 2020 2021 decline was registered in foreign currency
loans, whie loans in domestic currency
registered no major changes. In January, total
loans registered a monthly fal, amid expected
growth for the first quarter of 2021, according
to the October forecast.
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Composition by sector ‘ Composition by currency ‘ In Janual‘yl the annual gl'OV\_Ith rate of
total loans equals 4.6% and is currently
® Foreign Currency Loans 4 Domestic Currency Loans more moderate than the annual gl‘OWth
H Enterprise Loans & Household Loans of 5.59p forecasted for the first quarter
@Loans, monthly/annual changes, in %  @Loans, annual changes, in % H
ource: NaRNM, ° ° of 2021, according to the October
forecast. Observed by sector, the growth is
largely driven by the household loans, with a
positive contribution of corporate loans.
Regarding the currency structure, a larger
Household Loans* contribution to the annual credit growth was
20 ~ (contributions in annual changes, in p.p.) made by loans in domestic currency, with a
5 81 74 positive contribution of foreign currency loans
101 - - “ ﬁé (including denar loans with currency clause).
5 4
0 ——]
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>
2020 21|  The annual growth of household loans22

in January amounted to 7.4%, amid
20 - (contributions in p.p., annual changes) growth of housing and consumer loans.
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* Self-employed individuals are not included.
Source: NBRNM.

2 Excluding loans of self-employed individuals.
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MONETARY SECTOR

Doubtful and contested claims
(composition by sector and share in total loans)

15,000 The share of doubtful and contested
10,000 * caims in total loans in January
' registered a minimal monthly increase of
5000 2 0.1 percentage point and amounted to
3.4%. In terms of the sector structure, most
0 o Oof the total amount of non-performing loans
still results from the corporate sector, while
2020 2021 the share of non-performing loans of the
household sector is significantly lower.
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Source: NBRNM.
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MONETARY SECTOR

Total deposits interest rates
(monthly data, in percentages)
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The spread of interest rates on total
deposits (denar and foreign currency)zs
is stil stable at the level of 0.8 percentage
points, amid almost unchanged interest rates
on denar and foreign currency deposits. In
total newly accepted deposits:4, the
interest rate spread increased and amounted
to 0.4 percentage points as a result of the
increase in the interest rate on denar depostts
of 0.1 percentage point, with a decline in the
interest rate on foreign currency deposits of
0.2 percentage points.

Regarding the interest rates on
household deposits, the spread between
the interest rates on denar and foreign
currency deposits is still 0.8 percentage
points, amid unchanged interest rates on
denar and foreign currency deposits. The
interest rate spread of the newly
accepted household deposits narrowed by
0.1 percentage point, as a result of the
reduction of the interest rate on denar and
foreign currency deposits of 0.3 and 0.1
percentage points, respectively.

23 Data on interest rates are in accordance with the methodological changes of the National Bank from June 2018. For moreinformation on the
methodological changesvisit: http://www.nbrm.mk/monetarna statistika i statistika na kamatni stapki.nspx. 24« Oneshould havein mind that the

interest rates on the newly accepted deposits are volatile. Volatility of interest rate on newly accepted deposits results from the fact that they are
determined by the volume of newly accepted deposits (which variesfrom month to month) and their interest rate.
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MONETARY SECTOR

Total loans interest rates
(monthly data, in percentages)
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TEEZ>SEEXXRETTAERTSEERARE” Regarding the interest rates on total loans,
2020 2021 2020 in January, there was a small decline in the

interest rate on household loans of 0.1
percentage point, amounting to 5.4%, while

(end of year data, in percentages)

9 9 the interest rate on corporate loans remained
6 M N 6 at the level of the previous month, of 3.7%.
3 3 In the newly approved loans>s in January,
0 o the interest rates on household and corporate
SE2Z2:EE2:522828E52858285888 loans increased by 0.2 percentage points
Total loans Newly approved loans compared to the previous month and equaled

4.6% and 3.6%, respectively.

—@— Interest rate of denar loans —&— Interest rate of foreign currency loans

Source: NBRNM.

25 Regarding the interest rates on newly approved loans, oneshould havein mind that they are characterized with variable movements. Volatility of
interest rate on newly approved loansresults from the fact that they are determined by the volume of newly approved loans (w hich can vary from
month to month) and their interest rate.
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FISCAL SECTOR

Budget revenues and expenditures
(contibutions in annual change, in p.p.)
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In the Budget of the Republic of North
Macedonia (central budget and budgets of
funds), in January 2021, total budget
revenues continue to decline on an annual
basis, at a similar pace. On the other hand,
there is a slower annual growth of total
budget expenditures. The reduction of budget
revenues of 5.1% is mostly due to tax revenues,
amid a simultaneous negative contribution of
other revenueszs, non-tax revenues and
contributions. Namely, tax revenues went down
by 3.4% on an annual basis, as a result of the
reduction of al components. The growth of
budget expenditures of 4.1% on an annual
basis entirely results from the higher capital
expenditures (higher captal transfers). In January
2021, current expenditures decreased by 2.1% an
an annual level, mostly due to the lower interest
payments and the expenditures on goods and
services.

26 Other revenuesinclude capital revenues, donationsfrom abroad and revenuesfrom recovered loans.
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Compared to the annual plan of the Budget for
2021, the budget revenues and expenditures in
the first month of the year amounted to 7.0%
and 7.1%, respectively. The budget deficit in the
amount of Denar 2,695 milion accounts for 7.7%
of the planned deficit.

In January 2021, the budget defict amounts to
Denar 2,695 milion (or 0.4% of the nominal GDP)
and is mostly financed by government borrowing
on the domestic market, and to a lesser extent by
using government deposits with the National
Bank.
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In February 2021, the stock of issued
government securities2z in the primary
market increased on a monthly basis by
Denar 79 millon and at the end of the
month amounted to Denar 129,087 million.
The increase results from the fifteen-year
government bonds. Compared to the end of
2020, the stock of government securities at the
end of February increased by Denar 1,222
milion.

The new issues of government securities in
Februaryzs 2021 were with twelve-month, three-
year and fifteen-year maturity, whereby the
market participants’ interest was almost the same
to the offered amount. Amid issue of government
securities in a higher amount than the amount
due, their stock increased at the end of February.

27 The Budget plans a net domestic borrowing (continuous government securities) of the governmentof Denar 18,448 miillion for 2021, i.e. increase in

the stock of government securities to Denar 146,313 million.

28 In February 2021, the twelve-month treasury bills and the three-year governmentbondsfell due.
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In February, at the regular auction, the Ministry of
Finance kept the interest rates on the newly
issued twelve-month, three-year and fifteen-year
government securities without currency clause at
the same level (0.4%, 0.8% and 2.5%,
respectively).
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Box 1: Indicative private consumption and gross capital formation categories

INDICATIVE VARIABLES FOR PRIVATE CONSUMPTION

2018 2019 2020 2021
Q1 Q2 Q3 Q4 [Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Lvembecemb January
real annual growth rates in %
Retail trade* 5.8 8.9 9.4 105 | 76 88 120 13.8 1.0 -18.6 -15.7 -15.5|-17.1 -15.9 -4.3
VAT revenues* 39 65 7.5 69 | 35 14 75 6.6 1.8 -20.0 -108 42| 43 21 -11.8
Imports of consumption goods* 8.0 26 3.0 11.0| 28 59 97 47 6.8 -124 -3.7 95| -59 -8.2 -12.9
Domestic production of consumption goods 6.1 -1.0 -0.1 56 [ 0.5 -1.0 24 -20 |-0.5 -224 -93 -12.1|-17.2 -4.6 -9.6
Counsumer credits* 7.7 8.2 8.5 9.3 82 96 93 10.1 9.7 6.3 6.2 45 4.8 4.5 4.2
Average net wage* 34 47 3.9 5.4 22 24 35 42 (100 46 7.0 47| 47 3.1 -
Private net transfers* 56 9.2 4.3 21 | -22 -47 57 22 | -27 -40.1 -36.6 -11.6| -44 -13.7 -
Pensions* 2.1 3.4 2.6 4.4 4.1 22 39 2.1 5.7 6.2 53 54 6.0 5.5 5.1
* real growth rates are calculated by the NBRNM, by dividing the nominal growth rates with the annual CPI inflation.
Source: State Statistical Office, Ministry of Finance and NBRNM calculations.
INDICATIVE VARIABLES FOR INVESTMENTS
2018 2019 2020 2021
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 |Iovembebecembe January
real annual growth rates in %, except for FDI in million denars

Imports od capital goods* 19.1 20.2 10.5 11.6 1.9 4.8 12.5 6.4 0.9 -34.6 -2.9 4.5 -1.1 14.9 -7.7
Completed construction works** -39.6 0.9 -10.0 14.6 15.1 -3.3 3.0 53 6.3 -5.1 3.0 2.3 18.7 -14.1 -
Domestic production of capital goods 19.3 24.2 16.0 5.7 12.3 -2.9 10.7 7.1 -5.7 -46.0 -9.0 1.0 0.8 1.0 -18.0
Government investments* -65.0 -39.5 -10.7 -34.1 -11.1 62.7 26.3 66.5 23.8 -34.4 26.0 -20.7 -19.6  -22.3 255.5
Direct Investments*** 8572.0 5779.6 3761.2 83369 [-11081.9 -2571.9 5347.7 -6986.1 | 4746.0 -2203.6 -5586.9 -6856.1 -7802.9 -253.1 -
Long term credits to enterprises* 2.0 4.7 6.6 5.9 4.9 4.8 2.6 6.4 4.1 8.2 11.5 5.8 6.2 5.8 6.3

* real growth rates are calculated by the NBRNM, by dividing the nominal growth rates with the annual CPI inflation.

** real growth rates are obtained using the rate of growth of the construction costs for new housing facilities deflator.

*** real amounts are calculated by NBRNM, by dividing the nominal amounts with the level of the CPI index (base year: 2020=100).

Source: State Statistical Office, Ministry of Finance and NBRNM calculations.
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