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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 (September - November 2018) and to make a comparison with the
latest macroeconomic forecasts (October 2018). This will determine the extent to which
the current situation in the economy corresponds to the expected movements of the
variables in the previous 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.

Within October - November period, the international organizations rounded up
new projections for the global economy, within which downward revisions to global
economic growth were made. In addition, the negative risks for the global economy in this period
are similar to those highlighted in the October projection cycle, with the main risk still arising from
the possible further escalation of trade protectionism on a global scale, despite the agreement
reached between the United States and China for the temporary delay of the planned increase in
trade tariffs at the beginning of 2019. Other risks relate to the possible faster tightening of global
financial conditions, and the effects particularly on emerging economies, as well as increased political
risks in some EU countries and the potential escalation of geopolitical risks in some parts of the world.
In terms of the economic developments in the euro area, as our most significant economic partner,
the preliminary GDP projections for the third quarter of 2018 show an annual growth of 1.7%, which
is moderate deceleration compared to the second quarter of 2017 (2.2%). On the other hand, the
latest high-frequency data and surveys of households and enterprises indicate similar, or higher
economic growth in the last quarter of the year. At the euro area's labor market, favorable conditions
still prevail, with the unemployment rate declining to 8.1% in the third quarter (8.3% in the previous
quarter), while staying at that level also in the first month of the fourth quarter. Regarding inflation in
the euro area, the estimated data for November point to its further deceleration to 2% (from 2.2% in
October), as a result of the lower growth in all components. The biggest slowdown was observed in
energy inflation, while the changes were smaller in food and core inflation. According to the latest
estimates, the EURIBOR interest rate in 2018 and 2019 is expected to be the same or similar to
the one in the October projection, while a significant downward revision was made for 2020, when it
is expected that it will remain in the negative zone, as opposed to the assessments for a positive rate
in the October cycle.

Analyzing the quantitative external environment indicators of the Macedonian
economy, the foreign effective demand forecast was minimally revised downwards for 2018
and 2019, while for 2020 it was minimally revised upwards compared to the October forecast. On the
other hand, foreign effective inflation forecasts were revised upwards minimally for the entire
projection cycle. Compared to October it is expected that the US dollar will register a somewhat
smaller depreciation in 2018, appreciation instead of the unchanged value in 2019 and a similar
depreciation rate in 2020 of the one expected in October. Forecasts for primary commodities
prices on the world markets for 2018 and 2019 were generally revised downwards in
relation to the October forecasts, while for 2020, most prices were revised upwards.
Observed by individual products, the latest assessments of world oil prices point to downward
corrections, given lower expected price growth in 2018 and decline, instead of increase, in 2019. On
the other hand, the revision of the changes in oil prices in 2020 is upward, thus now expecting lower
prices relative to October. Metal prices in 2018 and 2019 were revised downwards relative to the
October forecasts, with expectations for lower rise in the prices of nickel and copper this year and
larger decrease in the following year. On the other hand, estimates of a drop in 2020 for the prices of
these metals remain, envisaging smaller drop in the price of nickel and a larger decrease in the price
of copper. Regarding the prices of primary food products, revisions are in opposite directions for
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the projection period. Thus, in 2018 and 2019, a lower growth in the price of wheat and a higher
increase in the price of corn is envisaged, while for 2020 the expectations for growth of the prices of
these products remain, although it is now higher in the price of wheat, and lower in the price of corn.
However, considering that price estimations for these commaodities are extremely volatile, this creates
uncertainty about the assessment of their future dynamics and effects on the domestic economy,
especially in the long-term.

The comparison of the latest macroeconomic indicators with their forecast
dynamics within the October forecast round does not indicate major deviations in the
individual segments of the economy. According to the published estimates for GDP, economic
activity in the third quarter registered solid growth (3.0%), slightly higher than the projected rate in
the October projections (2.5%). This upward deviation is mainly explained by the higher export
growth and, consequently, the more favorable net export demand, as well as the higher growth of
public and private consumption relative to the expectations in the October projections, while the fall
in gross investments is higher than expected. For the fourth quarter, given a limited scope of
available data, the situation in the economy can hardly be assessed precisely, although part of the
data point to continuation of the favorable movements in the economy in this quarter of the year
)intensified increase in the activities in industry and trade in October). Regarding changes in
consumer prices, the inflation rate in November was 1.2%, and is slightly lower than the forecasted.
However, cumulatively, the registered annual inflation rate of 1.5% in the period January-November
2018 is in line with the October forecast. Amid current inflation lower than the one forecasted in
October, as well as announcements for increase in the domestic bread prices, as well as external
input assumptions revised in divergent directions, the risks regarding the inflation forecast for 2018
are currently assessed as balanced. The uncertainty related to the expected future movement of the
world prices of primary products, remains.

Recent available data on changes in foreign reserves (adjusted for the effects of
price and exchange rate differentials and price changes of securities) in the period
October - November 2018 indicate to a growth. Analyzed by the factors of change, the growth
was mainly driven by the NBRM interventions towards net purchase on the foreign exchange market,
while the servicing of the government liabilities on the basis of external debt acted in the opposite
direction. Analyzing the available data in the external sector for the last quarter of the year, the data
on the currency exchange market as of November point to a possibility for private transfers in line
with the forecasted performance in October. The performances in the foreign trade statistics in
October also point to a trade deficit that is within the forecasts. Regarding the performances in the
balance of payments, the data on the third quarter of 2018 indicate a higher surplus in the current
account compared to the October projection, as well as somewhat higher net financial outflows than
expected for this period. The analysis of foreign reserves adequacy indicators shows that they remain
in a safe zone.

As for the monetary sector developments, the final data as of October show a monthly
increase in total deposits (of 0.9%), unlike the decrease in the previous month (of 0.3%).
Analyzing by sector, the monthly increase in total deposits is mostly a result of the growth of
corporate deposits, amid simultaneous growth of household deposits, as well. Analyzing the currency
structure, the increase in total deposits was mostly due to the foreign currency deposits, given
significant contribution also of denar deposits (including demand deposits). On an annual basis, total
deposits in October grew by 12.2%, given the forecasted growth of 10.2% for the fourth quarter of
2018, according to the October forecast. Analyzing the credit market, in October, total loans of the
private sector increased by 0.5% on a monthly basis and continued to increase but at moderately
slower pace compared to the previous month (monthly growth of 1.2%). The growth of lending
activity in October, almost equally arises from loans granted to households and corporations. By
currency, the monthly growth of total loans entirely results from loans in domestic currency, given a
monthly drop of foreign currency loans. On an annual basis, total loans in October grew by 8.2%,
amid forecasted growth of 8.4% for the fourth quarter of 2018.
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In the fiscal sector, in the January - October 2018 period, the Budget of the Republic of
Macedonia registered a deficit of Denar 5,967 million, which was mostly funded by external sources,
by net inflows from the Eurobond of the Republic of Macedonia issued in January 2018, with part of
these funds being kept as deposits on the government account with the National Bank. Smaller
portion of the budget deficit was funded through new issue of government securities on the domestic
financial markets. The deficit in the Budget of the Republic of Macedonia was 33.1% of the deficit
planned in the 2018 Budget.

In general, the latest macroeconomic indicators and assessments indicate certain
deviations in terms of the forecasted dynamics, but the perceptions about the
environment for monetary policy conduct are somewhat more favorable than before. The
movements on the foreign exchange and currency exchange markets remain favorable, given
increase in the foreign reserves. Foreign reserves adequacy indicators remain in the safe zone. The
increase in the economic activity in the third quarter is solid, slightly exceeding the expectations, and
thus together with the revised estimations for the performance in the first half of the year creating
perspectives for attaining the projected economic growth for the entire 2018. Risks to the inflation
are still assessed as balanced, having in mind the slightly lower performance than forecasted, amid
current divergent revision to the world prices of some primary commodities used as inputs in the
forecasts, as well as the announcements for increase in the bread prices. Within the monetary sector,
the annual growth in deposits and loans in October for now is within the growth forecasted for the
fourth quarter of the year.

Increase in the economic activity of 3% in the third quarter of 2018

According to the estimated data of the SSO in the third quarter of the year, the annual real
economic growth rate is 3%, as in the second quarter of the year. Observed from the production
side, the main growth generator is the activities group, such as trade, transport and tourism. The
construction continued to contribute negatively to the growth, but, as in the second quarter, its
unfavorable impact is significantly weaker compared to the beginning of the year. From the aspect
of demand, in the third quarter, the favorable performances on the export side are the main factor
for the high positive contribution of net exports to the total economic growth. Domestic demand,
driven by the growth in personal and public consumption, has positive contribution, despite the
continued decline in gross investments.
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Selected ic indi 1 2015 | 2016 2017 2018
2015 2016 QL Q2 Q3 Q4 2017 Jan. Feb. Mar Q1 Apr. May Jun @ Jul. Aug Sep Q3 oct. Nov
1. Real sector indicators
Gross domestic product (real growth rate, y-o-y) /2 3.9 28 1.0 -18 01 16 0.2 0.9 3.0 3.0
Industrial production*
/-0-) 49 3.4 -1.5 37 -2.4 09 0.2 8.4 31 4.6 5.2 15 11 12.1 4.9 8.4 21 45 5.1 6.4
cumulative average 49 34 -15 12 0.1 0.2 0.2 8.4 5.6 5.2 5.2 4.2 35 5.0 5.0 5.5 5.1 5.0 5.0 5.2
n
CPI Inflation (y*O*y)/s -0.4 -0.2 0.6 12 15 2.1 24 11 19 16 15 14 17 14 15 17 15 15 16 15 12
CPI Inflation (cumulative average) 0.3 -0.2 0.6 0.9 11 14 14 11 15 15 15 15 15 15 15 15 15 15 15 15 15
Core inflation (cumulative average) 0.5 13 1.9 2.0 22 23 23 16 17 17 17 16 17 1.6 16 16 16 16 16 1.6 16
Core inflation (y-0-y) 05 13 19 21 26 28 23 16 19 15 17 15 19 13 16 17 17 15 16 14 11
Labor force
Unemployment rate 261 27 29 | 26 21 219 24 216 211 208
1L Fiscal Indicators
(Central Budget and Budgets of Funds)
Total budget revenues 161,207 | 169,356 | 42,734 | 43,633 | 44592 | 48714 | 179,673 | 13,328 14,060 15981 | 43369 | 17,084 15237 14,958 | 47279 | 15599 15385 15020 | 46,004 | 17,037
Total budget expenditures 180,632 | 185407 | 46,279 | 48,377 | 47,346 | 54550 | 196561 | 13,930 16755 15817 | 46502 | 16493 17,000 15101 | 48,684 | 18,557 14,752 15,168 | 48,477 | 15993
Overall balance (cash) -19,425 16,051 -3,545 -4,744 -2,754 -5,845 -16,888 -602 -2,695 164 3,133 591 -1,853 -143 -1,405 2,958 633 -148 2,473 1,044
Overall balance (in % of GDP)* -3.! - -0.6 -0.8 -0.4 -0.9 -2.7 -0.1 0.0 -0.5 0.1 -0.3 0.0 -0.2 -0.5 0.1 0.0 .4 0.2
I Finandial indicators /*
Broad money (M4), y-o-y growth rate 69 6.2 42 7.5 62 51 5.1 52 73 75 75 80 102 101 | 101 | 115 117 1n7 | 17 | 17
Total credits, y-o-y growth rate 9.6 -0.1 -1.1 4.1 41 5.4 5.4 58 6.7 5.7 5.7 5.7 6.1 6.2 6.2 6.2 6.2 7.9 7.9 8.2
Total credits - households 12.9 7.0 6.6 9.5 9.8 9.2 9.2 9.7 9.9 9.4 9.4 9.6 9.6 9.7 9.7 10.0 9.9 10.1 10.1 10.5
Total credits - enterprises 73 5.3 7.2 -0.4 -0.9 23 23 24 37 23 23 21 29 29 29 2.7 27 57 57 6.0
Total deposits (incl. demand deposits), y-o-y growth rate/’ 6.4 6.1 42 7.4 5.9 5.0 5.0 5.2 7.4 76 7.6 83 105 106 | 106 | 121 122 123 | 123 | 122
Total deposits - households 41 25 18 65 56 61 61 55 64 73 73 8.2 89 7.9 7.9 9.0 88 8.4 8.4 8.2
Total deposits - enterprises 130 134 88 108 56 21 21 25 71 41 41 41 93 116 116 135 137 168 | 168 | 154
Interest rates
Interst rates of CBBills 3.25 3.75 325 3.25 325 3.25 3.25 3.25 3.25 3.00 3.0 3.0 3.0 3.0 3.0 3.0 2.75 2.75 2.83 275 275
Lending rates
denar rates 74 7.0 6.8 6.7 6.6 6.4 6.6 6.3 6.3 6.3 6.3 6.2 6.2 6.2 6.2 6.1 6.1 6.0 6.0 6.0
/x rates (aggregated, incl. f/x and denar with f/x clause) 62 57 54 53 52 5.1 53 50 50 50 50 50 49 49 49 49 48 48 48 48
Deposit rates
denar rates 29 25 23 22 21 2.2 22 2.2 21 2.1 21 21 21 21 21 2.0 20 20 20 2.0
/x rates (aggregated, indl. f/x and denar with f/x clause) 13 1.0 09 09 08 08 09 08 08 08 08 08 08 08 08 08 08 08 08 08
V. External sector indicators
Current account balance (millions of EUR) <1771 | -275.5 | -1354 | -90.8 -661 | -1029 | -417  -12  -1058 | -148.7 | -3.0 495 261 | 205 | 720 61.1 69.1 | 2022
Current account balance (% of GDP) 2.0 -2.8 -1.3 -0.9 -0.7 -1.0 -0.4 0.0 -1.0 -1.4 0.0 05 0.2 0.2 0.7 0.6 0.7 19
Trade balance (millions of EUR)"”® -1,713.6 | -1,777.4 | -435.1 -450.8 -385.9 -545.9 -1,817.7 | -139.3 -117.0 -218.6 | -474.9 -153.1 -119.7 -158.8| -4315 -160.1 -145.8 -76.0 -381.9 | -180.6
Trade balance (% 0g GDP) -18.9 -18.0 -4.3 -4.5 -3.8 -5.4 -18.1 -13 1 -2.1 -4.5 -1.5 -1.1 -1.5 -4.1 -1.5 - -0.7 .6 -1.7
import (millions of EUR) -5,801.1 | -6,106.7 | -1,583.8 | -1,721.7 | -1,648.8 | -1,870.6 -6,824.9 -561.8 -577.1 -644.7 | -1,783.6 -623.0 -625.1 -641.8 | -1,883.9 -641.0 -598.0 -606.0 |-1,845.0 780.2
export (millions of EUR) 4,087.6 4,329.3 1,1486 | 1,270.9 1,263.0 1,324.7 5,007.2 4225 460.0 426.2 1,308.7 469.9 505.5 482.9 1,439.5 480.8 452.2 530.0 1,463.1 599.6
rate of growth of import (y-o-y) 5.4 53 16.7 10.5 7.1 13.2 1.8 24.6 10.6 5.5 126 10.2 13 189 9.4 16.6 1.2 8.0 1.9 -225.2
rate of growth of export (y-0-y) 91 59 168 | 203 10.0 16.1 157 285 199 23 | 139 173 162 109 133 | 156 175 147 | 158 | 275
Foreign Direct Investment (millions of EUR) 2028 | 3169 | 965 | -223 | -63.0 | 1688 | 1800 | 663 942 686 | 2291 | 423 441 09 87.4 45 219 24 | 59
External debt
Gross external deb (in millions of EUR) 62905 | 72166 | 7,699.7 | 7,7054 | 7,627.6 | 73725 | 73725 8,268.4 8,432.9
public sector 2,9337 | 34453 | 38199 | 37410 | 37102 | 34618 | 34618 4,053.1 4,077.9
public sector/GDP (in %) 324 354 379 37.2 36.9 344 344 385 388
private sector 3,356.9 3,771.2 3,879.9 | 3,964.3 3,917.4 3,910.7 3,910.7 4,215.3 4,355.0
Gross external debt/GDP (in %) 69.4 74.2 76.5 76.5 75.8 732 73.2 78.6 80.2
Gross official reserves (millions of EUR)'*® 2,261.7 | 2,613.4 | 2,534.4 | 2,399.9 | 2,271.4 | 2,336.3 2,336.3 | 2,577.4 2,566.3 2,577.1 |2,577.1| 2,588.4 2,610.7 2,642.2 | 2,642.2 | 2,622.8 2,698.6 2,709.1 |2709.1| 2,759.4 2,771.6

/1 While calculating the relative indicators, the annual GDP from the offcal announcement of SSO is used, For 2018, the projected level from the NERM projections from October 2018 s used.
72 The quarterly data for 2016 are preliminary, while for 2017 and 2018 are estimated (Press release for quarterly data on GOP as of 06.12.2018). The annual data for 2016 s final, and for 2017 is prelminary data (Announcement fo annual data for GOP from 28.09.2018).

/3 The changes of Index of industial productin are according to base year 2015=100.
/4 CPI calculated according to COICOP 2017=100.
5 to end-year previous year)

A New forms of the new accounting plan (in force since June 2018).
” from Houses, Financial Corporations from state and
78 As of June 2018 data for new methodology of NBRM.

19 Trade balance according to foreign trade statistis (on c.if. base).

/10 The data from 2008 include accrued interest gross official
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According to the latest estimations for
the foreign effective demand , minimal
downward revision for 2018 and 2019
was made, compared to the October
projection cycle. Thus, foreign demand is
now expected to grow by 2.1%, in 2018
(versus 2.2% in October) and 1.9%, in 2019
(versus 2% in October). On the other
hand, in 2020, minimal upward
revision was made to the foreign
demand, and now it is expected the growth
to be 1.9% compared to 1.8% in October.
The revisions are largely due to the
expectations for a lower growth of the
German economy in 2018 and 2019 and for
a higher growth in 2020.

Regarding foreign effective inflation,
the estimations for the entire forecast
period were minimally revised upwards
compared to the October estimations...
Thus, it is now expected that foreign
effective inflation would equal 2.2% in 2018,
1.9% in 2019 and 2% in 2020 (2.1%, 1.8%
and 1.9%, respectively, in October). The
upward revision is largely due to estimations
for higher imported inflation from Bulgaria
for the entire projection period.
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EXTERNAL ENVIRONMENT

EUR/USD exchange rate
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B Ql
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Q3 QL Q3 Q1 Q3

2015 2016 2018 2019

The euro/US dollar exchange rate for
2018 and 2019 was revised upwards, so now
expecting smaller depreciation of the US
dollar and slight appreciation in 2019. The
upward revision is largely a result of lower
inflation and expectations for lower growth in
the euro area and market expectations that
the process of normalization of the ECB
monetary policy will start later than
announced. On the other hand, the foreign
effective inflation has undergone a minimal
downward revision in 2020 (larger
depreciation of the US dollar).

The latest oil price® estimations for 2018 and
2019 were revised downwards compared to
October. Namely, in conditions of lower world
demand and higher inventory expectations,
lower growth in 2018 is now expected and a
significant drop in price, rather than growth,
in 2019. For 2020, the revisions of this fuel
are upward, with a lower drop in oil prices
now compared to October.?

The latest estimations for the copper
prices underwent downward forecast
for the entire forecast round, compared
to October. Thus, now it is expected a
slightly lower growth in the price of copper in
2018 and a greater decrease in 2019 and
2020 compared to the October projection.
The downward revision is largely due to trade
tensions between the US and China and and
the China’s expectations for lower demand as
a result of the expectations of slowing the

! The analysis of prices of oil, metals, primary food products and the foreign exchange rate of the euro/US Dollar, uses various reports of the
IMF, World Bank, FAO, OPEC, the ECB and the specialized international economic portals.

2 As a result of the sharp drop in oil prices in November, on 7 December 2018, a meeting of OPEC member states was held in Vienna, where it
was decided to reduce oil production by an additional 1.2 million barrels a day in the first 6 months of 2019. The OPEC's latest decision could
trigger an upward pressure on expected oil price changes in the upcoming period.
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EXTERNAL ENVIRONMENT

Nickel and copper prices in EUR country's economic growth in the medium
(annual changes in %) run.
45 -
35 | The nickel price has also been revised
downwards for 2018 and 2019. With the
25 latest estimations, smaller increase than the
15 - October forecast and significantly larger
decrease in 2019 is expected. Downward
> revision of the nickel price is largely a result
-5 of the expectations for lower demand by
45 2 China and the car industry’. On the other
hand, for 2020, the nickel prices were revised
-25 1 Nickel - December downwards slightly, now expecting a slower
35 - 2018 fall than forecasted in October.
= === Copper - October 2018
_45 J
Wheat and corn prices in EUR
ol (annual changes in %) The wheat prices for 2018 and 2019
-==-Wheat - October 2018 have been revised downwards. Thus,
35 - Wheat - December 2018 lower price growth is expected than the the
s | "“gg:;:ggtc‘;t::g :rozlgm A growth projected in October. Downward
revision of prices is largely a result of the
15 1 expectations for a significantly higher level of
5 production in China and projections for a
= higher level of world inventory. On the other
A Q2 2830 Q% hand, an upward revision was made for 2020,
-15 4 expecting a slightly higher growth in wheat
25 | price compared to October projection.
_35 N
a5 On the other hand, an upward revision

of the estimates for the price of corn for
2018 and 2019 was made, now
expecting a slightly higher increase in
the price compared to October. Upward
revision of corn prices is largely a reflection of
the expectations for lower world inventories,
largely driven by the fall in inventories in
Argentina, Brazil, China and the United
States. On the other hand, for 2020, nickel
prices were revised downwards, now
expecting a slower growth compared to the
forecasted in October.

3 In November, the German company BASF announced that it is working on a new method of making electric batteries that would increase the
battery life and consequently reduce the dependence on nickel in the manufacture of the batteries themselves.
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EXTERNAL ENVIRONMENT

1-month Euribor
(quarterly average, in % )

0.6 - The expectations for the one-month Euribor
— == October 2018 for 2018 and 2019 are unc_ha_nged or similar
0.4 - to October projections, and it is expected that

= December 2018

it will equal -0.37% this year and -0.25% the
following year (-28% in October). On the
other hand, for 2020, a downward revision of
the one-month Euribor was made, and now it
4 is expected to equal -0.12% rather than
0.01% in October. The downward revision
mostly reflects the market expectations for
0.4 - slower normalization of the ECB’s monetary
policy than previously expected.®.

Q2 Qi

2017

Q4 Q3

Q2
-0.2 2014

* At the ECB's regular meeting in October, the European Central Bank, decided to maintain the current interest rate, and continue the ECB's
quantitative easing program until December 2018 with a reduced scale (Euro 15 billion monthly).
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Average net-wage
(annual changes, in %)
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Source: SSO and NBRM projections.
There are changes in the series as a result of regular revisions by SSO.

In September 2018, the average net
wage registered a nominal annual
growth of 4.8% (a minor growth
acceleration of 0.9 percentage points
compared to June 2018), which partially
reflects the exhaustion of the positive effect
of the comparison base due to increase in
the minimum wage in September last year’.
Wage growth was registered in most
activities®, with the most pronounced one
being recorded in “mining and quarrying”,
“information and communication", “health
care and social care", as well as education’.

Amid moderate increase in consumer prices,
in September, the real wages increased
by 3.3%.

In the third quarter of 2018, net
wages registered nominal and real
growth in line with expected
movements for the third quarter within
the October projection.

In the third quarter of 2018, the
annual real GDP growth rate was 3%,
which is identical with the growth in the
second quarter of the year. The growth rate
in the third quarter is slightly higher than
expected from the October projection cycle
(2.5%), mainly as a result of the higher
export growth and, consequently, the more
favorable net export demand, as well as the
higher growth of public and personal
consumption, relative to the expectations in
the October projections. On the other hand,
in the third quarter the gross investments
registered a drop, much severe than
expected in October forecast.

Positive contribution to the annual GDP
growth rate had also domestic and net export
demand. Observed by demand components,
the largest individual positive contribution
accounts for the exports, which is the main
factor for the high positive contribution of net
exports to the total economic growth. The

5 On 19 September 2017, the Assembly of the Republic of Macedonia adopted the amendments to the Minimum Wage Law of the Republic of
Macedonia. Pursuant to the amendments, from the wage for September 2017, the amount of the minimum wage in the Republic of Macedonia
for all sectors in the economy is set to Denar 17 300, gross, or Denar 12 000, net.

A wage reduction in September 2018 was recorded only in the activities "art, entertainment and recreation", "professional, scientific and
technical activities", "transport and storage" and "financial activities and insurance activities".

7 On 22 September2018, the government's decision to raise salaries by 5% for staff in kindergartens, schools and hospitals was announced,

starting with the pay for September 2018.
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REAL SECTOR

Economic sentiment indicator and GDP positive contribution of domestic demand is
1200 ~so driven by the growth of personal and public
~+0  consumption, despite the further fall in gross
e 30 investments.
110.0 20
- 10 From the aspect of the production side,
105.0 oo in the third quarter, the largest contributor to
-0 the GDP growth was the group from the
1000 20 activities trade, transport and tourism, as well
050 30 as the growth of industry. On the other hand,
-0 the construction still registers negative
P e o o o @ o o o @ o oatsros contribution to the tc_)tal_ increase, but smaller
2016 2017 2018 compared to the beginning of the year.®
—— Composite ESI (y-0-y changes, %) ——Real GDP (y-0-y changes, %, right axis )
Having in mind the economic
Source: State statistical office and European Commission. developments in the fourth quarter of
the year, in conditions of limited scope
Economic activities i~ of available data, it is hard to give
(real annual changes, in %) T more precise estimation. With regard to
uTurnover value in retail trade "
e yolesales trade the perceptions of the economic agents for
) the economic environment’, the surveys

- 100

+GDP

referring to the October - November period
mainly indicate less favorable perceptions.

Regarding the high frequency
indicators of the economic situation
from the aspect of offer, data on trade

L. and industrial sector are available for
Qt Q2 Q3 Q4 Q1 Q2 Q3 Oct.18 October.

2017 2018
*Simple average of annual grovx{th rates of the different types of transport and the telecommunications.
Source: 550 and NBRM calculatons. Thus, the growth in the trade turnover

intensified given the registered increase in
all types (wholesale trade, retail trade and

INDUSTRIAL OUTPUT AND OTHER ECONOMIC ACTIVITIES . . .
2017 2018 trade in motor vehicles) accelerated in
QL Q2 Q3 Q4| QL Q2 Q3 |August eptembeOctober OCtOber.
real annual changes in %
Gross domestic product 1.0 -18 0.1 1.6 0.9 3.0 3.0 . .
Industrial output* -1.5 3.7 -2.4 0.9 5.2 4.9 5.1 21 4.5 6.4 }n OCto.ber’ the annual Increase In t_he
Construction -245 -30.2 -19.5 -33.1|-39.6 0.9 -10.0 -0.6 17.0 - IndUStrlaI OUtPUt equaled 6-40/0, WhICh
Retail and wholesale trade 30 44 47 39 |57 82 73| 57 67 117 means dynamics acceleration compared to
Retail trade 39 -19 25 -16(58 89 94 | 86 97 134 the third quarter. Such favorable
Wholesale trade 89 104 112 84 |52 68 .70 | 49 6.0 1.2 movements in the |ndustr|a| output are a
;;j:::::g;::;;;;‘ZalﬁLazTc:L:;Z:ERM' by dividing nominal growth rates with annual inflation, measured by CPI. resu It of the h ig her prod uction i n a I I secto rs

(manufacturing industry, mining and energy
sector). Analyzing the manufacturing
industry, the highest positive contribution to
the growth was registered in the production
of machines and devices, with solid growth
in other sectors of the major foreign export
facilities, as well as in some of the traditional

”ow

8 Beside the construction sector, fall in the value added in the third quarter is registered in the activities “agriculture”, “information ans communication”,
and “public administration, defense and compulsory social insurance, education and activities of health and social care”.

® 1t 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 obtained as a weighted average from the confidence indicators for consumers and confidence indicators for individual economic
sectors (construction, industry, retail trade and services).
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REAL SECTOR

Indicative variables for private consumption

15.0 - (real annual growth rates, in %) Q4 projection
10.0
5.0 4
0.0
m Disposable income
-5.0 4 m Counsumer credits
Retail trade
B Imports of consumption goods
O Domestic production of consumption goods
-10.0 - + Private consumption
Q1L Q fox} Q4 Q1 Q Q3 Oct.18
2017 2018
Source: SSO and NBRM calculations.
Indicative variables for investments
80.0 4 (real annual growth rates, in %) Q4 projection
60.0
40.0
20.0
0.0
-20.0
-40.0
-60.0
-80.0 -
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Oct.18
2017 2018
m Imports od capital goods = Completed construction works
Domestic production of capital goods # Government investments
H Long term credits to enterprises DOFinal product stocks
+ Gross investment
Source: SSO and NBRM calculations.
Employment and unemployment rate
50.0 4 (in %)
45.0 -
40.0 -
35.0
30.0
25.0 - \
20.0
15.0 4
10.0 4
5.0 e cmployment rate (not seasonaly adjusted)
0'0 = Unemployment rate (not seasonaly adjusted)
. L A e N e T
o o O o o <o o o o o o O o o

01 2014
Q1 2015
Q1 2016
Q1 2017
Q1 2018

Source:SSO, LFS

10 Tn October 2018, the "production of metals", "furniture production”, "production of beverages" and "production of basic pharmaceutical products and

sectors. !
On the side of aggregate
demand, the private consumption

indicators mainly point to its further growth
also in the fourth quarter, amid growth in the
stock of pensions, household loans, retail
trade, as well as the growth in import of
consumer goods and domestic production of
consumables.

From the indicative categories for gross
investments in October, growth was
registered in the long-term corporate
lending, import of investment products, as
well as in industrial output and domestic
production of capital goods, while
government capital investments registered a
decline.

The data on the foreign trade in October
point to the widening of the deficit, given
growth of both exports and imports.

Budget performance for October 2018 show
increasing public consumption mainly as a
result of the growing transfers to the local
government, employment agency, as well as
health care’.

The favorable labor market developments
continued in the third quarter of 2018...

...given the further decline in the
unemployment rate, which was reduced to
20.8% in the third quarter (21.1% in the
previous quarter)...

...and annual increase in the number of
employed persons of 2.2%.

pharmaceutical preparations" had a greater positive contribution to the growth of the processing industry.
1 Most of these assets relate to expenditures on goods and services of the Health Insurance Fund.
12 The largest contribution to the employment growth accounted for the manufacturing industry, and the activities “Technical and scientific

activities” and “Transport and storage”.
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REAL SECTOR

Productivity and Unit labour cost
(annual changes, in %)
10.0

8.0
6.0
4.0
2.0
0.0
-2.0
-4.0
-6.0

e Productivity =~ ===Unit labour cost

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q@4 Q1 Q2 Q3

2015 2016 2017 2018
Source: SSO and NBRM calculations.

Inflation rate
(annual impacts to inflation, in p.p.)
3. Other (in p.p.)
mmmmm Energy (in p.p.)

mmm Food (in p.p.)
Total inflation (in %)

Total inflation (in %, October projection)

IX

X
XI
IX

X
XI
IX

==>s

I.2016
III

VII
VIII
XII
1.2017
I

III

v

\Y

VI

VII
VIII
XII
1.2018
II

III

v

Vv

VI

VII
VIII

Source: SSO and NBRM.

Inflation and volatility of food and energy

(annual growth rates, in %)

Inflation

e« eeee Inflation excl. food and energy (core inflation)
Energy (regulated prices)

== = = = Food (right axis)

& ., 0®%,0 An
J 7]
\\ -
6o ~ ® o o - &N M S 1M O N ©
o o o o i i —i —i —i —i i i i
o o o o o o o o o o o o o
— - R N
Source State statlstlcal off' ice and NBRM caIcuIatlons.

XI

In the third quarter, the Ilabor
productivity™ registered slight annual rise
of 0.6%, which is almost unchanged
dynamics compared to the previous quarter.
Simultaneously, the unit labor costs are
higher by 5.4% annually, given slight
intensification of the growth pace.

In November 2018, domestic consumer
prices decreased by 0.2%'“on a
monthly basis (0.3% increase in
October)...

..reflecting the downward movement in
energy prices and core inflation, while
food prices registered minimal growth on
a monthly basis.

The annual inflation rate equaled 1.2%
in November (compared to 1.5% in
October), which is a downward deviation
compared to the October projection.

From the viewpoint of structure, downward
deviation relative to the projection in
registered in all three inflation components
(food and energy prices and the core
inflation).

The core inflation rate in November
registered minimal decrease of 0.1%
on a monthly basis, reflected also on the
annual growth dynamics that slowed down to
1.1% (compared to 1.4% in October), driven
by the annual decline in prices of air
transport, as well as the significant slowdown
in the annual growth of prices of non-
performing products  for household
maintenance.

13 The total productivity is calculated as weighted sum of the calculated productivity at an individual sector level. Within each sector, the
productivity is calculated as a ratio between the value added in that sector and the number of employees.
1 Analyzed by groups of products, the largest contribution to the monthly fall in prices in November was made by the fall in the prices of fruits,

fuels and in air traffic fares.
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REAL SECTOR

q Contributions to the annual inflation rate (in p.p.)

O = = N N W W N

NEHZ2>SEEXXKREREEZ>SEE R xR
o > o >
o~ o~
— —
Miscellaneous goods and services Restaurants and hotels
Education mmmmm Recreation and culture
mmmmm Communication mmm— Transport
mmm— Health mmmmm Furnishings, HH equipment and maintenance
mmmmm Housing, water, electricity, gas and other fuels mmmmm Clothing and footwear
mmmmmm Alcoholic beverages, tobacco mmmmm Food and non-alcoholic beverages
Total Inflation (in %) « = = Core Inflation (in %)

Source: SSO and NBRM.

Foreign effective food prices* and domestic food
prices
(indices, 2005 =100)

145 - Foreign effective food prices === Domestic food prices

140 -

135 A

130 A

125

120

115 A

110 A

105 A

100 -

95
n o) ~ o] [o)] o — (o] [32] < N O ~N [ce]
o o o o o — — — — — ~— ~— ~— ~—
o o o o o o o o o o o o o o

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

The growth structure of the core inflation in
November is similar to that in the beginning
of the vyear, with the largest positive
contribution still accounting for the tobacco
prices'® and less, to the hotel and restaurant
services.

The expected price movements in
external assumptions in the inflation
forecast for the entire 2018 were
mainly revised in different directions.

Thus, the latest oil prices estimates for 2018
indicate lower growth compared to the
expectations of the October forecasts, while
lower increase is expected also in the wheat
prices. On the other hand, a somewhat
faster growth is expected in both, foreign
effective inflation and corn prices relative to
the October projection.

Amid current inflation that is lower than
forecasted in October, as well as
announcements for increase in the
domestic prices of bread, and external
input assumptions revised in divergent
directions, the risks relating the
inflation forecast for 2018 are currently
assessed as balanced. On the medium-
term basis, the forecasted movement of
world primary commodities prices remains
uncertain.

15 The annual growth of tobacco price in November reflects the increase in the prices of cigarettes in April, May and July this year, in line with
the projected annual increase in excise duties on cigarettes of Denar 0.20 per piece, as of 1 July 2023.
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EXTERNAL SECTOR

In October 2018, the foreign trade deficit
(contributions to the samisl change, in p..) widened by 18.3% on an annual basis,
C i e —— — in conditions of intensive increase also in the

i Tobacco === Clothing and textile === Chemical products*

4 e TR export and import component.

The export of goods in October increased
annually by 27.5%, which is mainly due to
the favorable performance of the new export
oriented facilities in the economy. Regarding
the other export branches, the export of iron
& 8 = and steel also had positive contribution to the
growth.

Q1 2017
Q1 2018

n
_
o
54
-
(o4

Source: NBRM.

Compared with the October projection, the
October performances point to the possibility
for higher exports than expected for the
fourth quarter, mainly conditioned by the
significant upward deviation in the export of
new industrial capacities in the economy.

» (contributions to the anmual change, in p.5.) In October, the import of goods grew by
25.2% annually, reflecting the growth in
almost all import categories, primarily import
of raw materials for the new industrial
facilities, import of equipment and machinery
and energy imports.

The import of goods in October indicates

10 == Iron and steel and its products == VVehicles Equipment p OSSI.b/e h/:g her /mp OITS re/at/ve to the
a5 O o goos e projections  for the fourth quarter. By
Fogemeens 5 8 &5 5% % 85 & 5 g x individual categories, the deviation is mostly

o o o o (o4 o

Q1 2016
Q1 2017
Q12018

part of the higher import of raw materials for
part of the new foreign facilities,
accompanied also with the larger import of
equipment and machinery.

wn
=

o

3

—
o
BRM.

Source: NBRM,

Having in mind the upward deviation in
both foreign trade components, the
performance in October 2018 indicates
possibility for trade deficit in the fourth
quarter of 2018. However, the evaluation
period is too short and therefore reliable
conclusions in this domain cannot be drawn.
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EXTERNAL SECTOR

REER In October 2018, price competitiveness

(2015=100) indicators of the domestic economy

1100 1 registered divergent movements
1050 - compared to the same period last year.
1000 1™ The REER index deflated by consumer prices
s appreciated by 0.9% on an annual basis, and

the REER index deflated by producer prices

i 0
%0.0 l depregiation depreciated by 5%.
85.0
------ REER_CPI REER_PPI

80.0

(o)) o ~— o (32} < wn e} ~ feel

3 S S S S S S S S S

N 3] N N 3] N 3] [ N 3]

Source: NBRM.
REER

annual changes, in %

eeeeeeREER _CPI REER_PPI
S &8 &8 § &8 § & & 8§ &§
Soﬁrce NBHRM B B - - - - B B
NEER and relative prices These developments are partially due to the
oo annual growth rates, in % favorable changes in relative prices, with 2%
80 4 NEER decrease in the relative consumer prices,
6.0 ) = Relative prices (domestic/foreign infiation) while the relative producer prices registered
4.0 - e%°®  cessse Relatjve prices (domestic/foreign producer prices) more pronounced fa" Of 7.70/0. The NEER
- ‘,AM acted in the opposite direction, appreciating
0 1 by 2.9% on an annual basis, mostly as a
40 MM R A result of the depreciation of the Turkish lira
6.0 o ]/ depreciati.o.n .".. and the Russian ruble.
-8.0 -
-10.0 -
g 2 Z 9 @9 T 4 @9 5 =«

Source: NBRM.
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EXTERNAL SECTOR

REER, excluding primary commodities
105.0 - (2015=100)
The analysis of REER indices, as
measured using weights based on the
foreign trade without primary
commodities’®, also shows similar

100.0 <",

95.0

90.0 ldepredaﬁon movements. Thus, in October 2018, the

REER index deflated by consumer prices

85.0 1 appreciated by 0.8%, while the REER

""" o - ™ deflated by producer prices depreciated by
e 4.3%.

REER, excluding primary commodities
annual growth rates, in %

\L depreciation

2009
1.2010
1.2011
1.2012
1.2013
1.2014
1.2015
1.2016
1.2017
1.2018

Source: NBRM.

NEER and relative prices, excluding primary commodities On an annual baSiS/ the relative consumer
00 annual growth rates, in % prices and the relative producer prices
8.0 | decreased by 2.1% and 7.1%, respectively.

6.0 -
4.0

\Ldepreciation

At the same time, the NEER has appreciated
by 3% on an annual basis.

2.0
0.0 -
-2.0
-4.0
-6.0 -
8.0 - s NEER e Relative prices (CPI) === Relative prices(PP
-10.0 -
fea) o — o (a2} < wn O ~ e}
o - i ~— — — ~— — — —
S o o o o o o o o o

Source: NBRM.

16 Primary commodities not included in the calculation are: oil and oil derivatives, iron and steel, ores and imported raw materials for the new
industrial facilities in the free economic zones.
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EXTERNAL SECTOR

Main components of the current account In the third c_|uarter of 2018, the current

(in EUR million) account registered a surplus of Euro
202.2 million (or 1.9% of GDP)'’, which
is better performance than expected in
October projection for the third quarter.

800 -
600
400
200

The positive divergence in the current
account relative to October projections is
mostly a result of the performance in the

-200
-400

-600 balance of goods, primarily due to the
8007, 55 % ¢ 35558 385N 5 |mpr_oved exports. The developments_ln the
g S g ] services surplus and the secondary income
© @secondaryincome O mPrimary income match the expectations, while the deficit of
H Services H Goods the primary income registered a downward

Source: NBRM. £ Current account divergence.
Financial account components Regarding the financial account, during

400 (in EUR million)

the third quarter of 2018 net outflows'®
of Euro 115.5 million were registered
(or 1.1% of the GDP), a little bit higher
than expected in October forecast for the
third quarter of 2018. Observed by
components, downward deviations are
registered with direct investments (instead of
the expected net inflows, small net outflows
were registered), trade credits (higher net
outflows) and long-term loans (lower net

300
200
100

-100 4
-200 4
-300 4
-400 -
-500
-600 -
-700 -

2683258350683z 58 inflows). At the same time, Dbetter
5 5 5 5 performances are registered in portfolio
- investments (lower net outflows), as well as
11 Other H Currency and depositis, net .

wLoans, net u Trade credits, net short-term loans, while the currency and

1 Portfolio investment, net ® Direct investment, net deposit category is within expectations.

Source: NBRM. & Financial account

Cash exchange market The net purchase on the currency

450.0
400.0
350.0
300.0
250.0
200.0
150.0
100.0
50.0
0.0

jzz exchange market within 1 October2018
wo — 30 November 2018 period equaled
20 Euro 217.5 million, which is an annual
o jncrease of 7.1%. These developments are
* the result of the higher supply of and

o demand for foreign currency (by 6.9% and
200 6.1%, respectively).

-40.0

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

* Last available data 30.11.2018.

7 The analysis uses the NBRM October forecasts for the nominal GDP for 2018.
18 According to the new methodology for compilation of the balance of payments (BPM6), the terms net inflows and net outflows denote net
incurrence of liabilities and net acquisition of financial assets, respectively.
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EXTERNAL SECTOR

Foreign exchange reserves
(stock, in EUR million)
2,600
2,400
2,200
2,000
1,800
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1,400
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Q2
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Q4
Q12013
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Q4
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Q2

Q3

Q4
Q12017
Q12018
Q2

Q3

XI

Source: NBRM.

Factors of change of the foreign reserves in October
and November of 2018
(in EUR million)

Exchange rate differentials and changes in
the price of gold

IMF (SDR holdings)
Other transactions
Transactions with NBRM
-35.9

Transactions on behalf of the government

Net interventions on the market

60 -40 -20 0 20 40 60 80

Source: NBRM.

Foreign exchange market
(in EUR million)

1500 200

150
1000
100

500
50

-50
-500

-100

. -150

-1000

-1500 -200
QI Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 X+XI
2015 2016 2017 2018

u Forex purchase (left scale)
H Forex sales (left scale)

Source: NBRM. + Net-sales (right scale)

As of 30 November 2018, gross foreign
reserves stood at Euro 2,771.6 million,
which is an increase of Euro 62.4 million
compared to the end of the third quarter of
2018. The increase in the foreign reserves in
the second quarter mainly arises from the
interventions of the NBRM on the foreign
exchange market, which acted towards net
purchase of foreign exchange, and to a lesser
extent, from price and exchange rate
differences. Simultaneously, the decrease in
foreign reserves mainly results from the
NBRM's transactions on behalf of the
government, primarily the regular external
debt servicing. The remaining flows had a
moderate impact on the shifts in foreign
reserves in the analyzed period.

In the October - November 2018 period, the
banks’ foreign exchange market reported a
net sale of foreign currency of Euro 44
million, by Euro 11.8 million more compared
to the same period last year. This annual
change is mostly a result of the higher
growth in the demand for relative to the
supply of foreign currency.
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EXTERNAL SECTOR

Structure of foreign exchange market, annual change
(net prurchase/sales, in millions of euro) X+XI 2018 / X+XI

- 15, 2017, Sector-by-sector  analysis shows that
w 10 movements mostly arise from the lower net
200 purchase by non-residents, as well as the
- higher net sales by companies. The higher

net purchase by exchange offices and natural
persons acted in the opposite direction, but
to a lesser extent.

-100
-200
-300
-400

-500 -20
Q1.2015 Q3 Q1.2016 [ox} Q1.2017 Q3 Q1.2018 Q3

-10

-15

-25

W natural persons mexchange offices unon-residents ®companies < net purchase/sales 30

Source: NBRM.
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MONETARY SECTOR

Monetary policy instruments

(stocks, end of month data, in MKD million)
uFX deposits # Standing deposit facilities (7D/ON)

E@NBRM bills MP instruments, total
50,000
40,000
30,000
20,000
10,000

CEEZ>SEEEXRETEgaTSEERX

VIIL

2017 2018 |

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

40,000 -

2010 2011 2012 2013 2014 2015 2016 2017
Source: NBRM

In October, the monetary instruments fall
on a monthly basis. The monthly fall is a
result of the lower stock of banks' assets
placed in short-term deposits with the NBRM,
while the stock of placements in CB bills
remained stable'®. The level of monetary
instruments at the end of October is lower than
the projected level for the last quarter of
2018%.

The NBRM net foreign assets registered a
monthly growth in October. The increase is
a result of the increase in the foreign assets,
given moderate decrease in the foreign
liabilities. Compared with the forecast for the
end of the fourth quarter, the stock of NBRM
net foreign assets at the end of October was
moderately higher than expected.

In October, the total government
deposits with the NBRM registered a
small monthly increase. The change arises
from the increase in denar deposits, with slight
decrease in foreign currency deposits.
Compared with the forecast for the end of the
fourth quarter, the stock of total government
deposits was higher at the end of October.

In October, reserve money registered an
increase on a monthly basis, entirely due to
the higher banks' reserves on the accounts
with the NBRM, whereas currency in circulation
registered minor decline. Compared with the
October forecast for the end of the fourth
quarter, the stock of reserve money was higher
at the end of October.

19 At the CB bills auction held on 10 October 2018, Denar 25,000 million of CB bills was offered and sold at an interest rate of 2.75% and

maturity of 28 days.
2 The performance comparisons are against the forecasts in October 2018.
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MONETARY SECTOR

Banks liquidity*
monthly changes, in million of denars
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4,500
2,500
500
-1,500
-3,500
-5,500 -
1o lm|v | v iv|ivlvin x| x| x
2018
annual changes, in million of denars
10,000
0
-10,000
-20,000

2010 2011 2012 2013 2014 2015 2016 2017
B FX interventions ® Government transactions ® Currency in circulation
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Source: NBRM.
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In November, the banking system
liquidity decreased. According to the
operational data on liquidity flows, the
decrease fully reflects the shift in monetary
instruments, i.e. the higher amount of banks’
funds placed in short-term deposits with the
NBRM (which is fully due to the overnight
deposits), amid unchanged stock of CB bills*..
The autonomous factors, net, created liquid
assets in the system, primarily as a result of
foreign exchange interventions of the NBRM
(purchase of foreign currency), while the
government deposits with the NBRM and the
currency in circulation, acted in opposite
direction.

2L At the CB bills auction held on 14 November 2018, Denar 25,000 million of CB bills was offered and sold at an interest rate of 2.75% and

maturity of 28 days.
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MONETARY SECTOR

The total deposits®? in October registered
monthly growth, contrary to the drop in
the previous month. Observed by sector, the
monthly increase of 0.9% was mainly
generated by corporate deposits, with positive,
but relatively smaller contribution of household
deposits. Analyzed by currency, the monthly
deposit growth mostly stems from foreign
currency deposits, given solid contribution also
of the denar deposits (including demand

X1 I m vV VIVIVIDIX X|xu| 1 1momrvovovioviovim ix x| deposits).
2017 2018 po17 2018

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

In October 2018, the total deposits increased,
and at the end of October, the total deposits
stock for now is lower than expected for the
end of the fourth third quarter of 2018,
according to the October forecast.

(contributions in p.p., annual changes)

In October, the annual growth rate of

o N T+ © |'—' = > = X% |o N T © |'—' = > o ><| total dePOSits was 12.20/0, given the

ggzg| R 8" Ezgzg|l BT8R .

§ & 8N | s |~ S8 SR | s | projected growth for the fourth quarter
oo : | N ! | of 2018 of 10.2%, as projected in

mposition by sector Composition by currency

Domestic Currency Deposits M Foreign Currency Deposits OCtOber. Observed by SeCtOI’, the gl‘OWth was

mDemand Deposits | Enterprise Deposits mostly driven by household deposits, with a

HMHousehold Deposits @ Deposits, monthly/annual changes, in %

®Deposits, annual changes, in % solid contribution of corporate deposits, as

Source: NBRM. well. Analyzing the currency, most of the
growth is due to domestic currency deposits
(including demand deposits), with a positive
contribution also of foreign currency deposits.

2 Data refer to non-government deposits in banks and savings houses, transferable denar deposits of other financial institutions and
transferable denar deposits of local self-government. They are consistent with the methodological changes of the NBRM 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 In October, household deposits
> (contributions in p.p., monthly changes) continued to grow on a monthly basis, at
a moderately slower pace compared to
the previous month. The monthly increase in
the household deposits of 0.2%, by maturity, is
almost equal a result of the rise in both short-
term and long-term deposits. From the aspect

| | of the currency structure, the deposits in

2017 2018 2017 2018 | foreign currency have a dominant contribution
Composition by maturity | | to the growth, with the decline in the total
denar deposits as a result of the decrease in
the demand deposits. In October, the share of
denar deposits (including demand deposits) in
the total household deposits equals 50.7% and
is somewhat lower compared to the previous
month (51.1%). The annual increase in
> g % | household deposits in October was 8.2%.
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(contributions in p.p., annual changes)
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MONETARY SECTOR

Broad Money M4
(contributions in p.p., monthly changes)
In October, broad money, measured

through M4, registered a monthly
increase which was lower compared to
the decrease in the previous month. The
monthly growth of 0.6% is mostly a result of
the increase in the short-term deposits, with a

gmmE2>ssga*g"=E2>5855%> positve, but lower contribution of the long-
2017 2018 2017 2018 | term deposits. Analyzed by currency, the
Commncitinn b mskiri I Prmnncitinn b cimanc | increase was mostly due to foreign currency
(contributionsin p.p., annual changes) deposits, given a solid contribution also of

15 ;; E E denar deposits (including demand deposits). In
018 o g RPRETETETE October, the denar share in total broad money
i ﬁ . .l ﬂgﬂu o . aa@ e ”- equaled 63% (63.2% in the previous month).

5 ﬂﬂ I_}_' ll | On annual basis, the broad money
| 11T increased by 11.7% in October, which is

above the growth of 9.9% forecasted for

P lomnmsinen e EE > S e X o TN e > S the fourth third quarter of 2018.
ISI=sr=r=t=t=1=] = SS ISr=r=r=t=t=r=] = SS
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@Broad Money M4, monthly/annual Changes, in %
Source: NBRM. v v/ 9 ’
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MONETARY SECTOR

Total loans
(contributions in p.p., monthly changes)

2017 2018 2017 2018
Composition by sector Composition by currency
14 - (contributions in p.p., annual changes)

Composition by sector Composition by currency

EForeign Currency Loans
uDomestic Currency Loans
HEnterprise Loans
HMHousehold Loans

ino
Source: NBRM. @Loans, monthly/annual changes, in %

The increase in the total bank loans to
corporate sector continued in October,
although less intensive (monthly increase
of 0.5%). Observed by sector, the monthly
increase stemmed almost entirely from loans
granted to households, with little positive
contribution of corporate loans. Analyzing the
currency structure, the monthly growth of total
loans entirely results from loans in domestic
currency, given the drop in the foreign
currency loans.

In October 2018, the total loans increased, and
as a result, the stock of the total loans, for
now, are lower than expected for the end of
the fourth quarter of 2018 according to
October projection.

On an annual basis, the total loans in
October grew by 8.2%, given the
forecasted growth of 8.4% for the fourth
quarter of 2018. Observing by currency, in
October, the annual growth of total loans was
still mostly driven by the growth of loans in
domestic currency, with a positive, but smaller
contribution made by loans in foreign currency.
Observed by sector, the annual growth of total
loans was still predominantly driven by
household loans, given positive, but smaller
contribution of corporate loans, as well.
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MONETARY SECTOR

Household Loans
20 (contributions in annual changes, in p.p.)

2017 2018 The annual growth of household loans?
u Auto Loans - R -
8 Credit Cards and Overdrafts was 10.8% in October, which is an
¥ Consumer Loans increase compared to the previous
@ Other Loans
u Lending for house purchase _ month. The growth of household loans was
@Household Loans, monthly/annual chanaes, in % still almost entirely driven by consumer and
20 - (contributions in p.p., annual changes) housing loans that contributed with 6 and 4.5

percentage points, respectively.

2010 2011 2012 2013 2014 2015 2016 2017
Source: NBRM.

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

In October, the share of doubtful and
contested claims in total loans was 5%
which is a minimal increase compared to
the previous month, whereby the structure
is still predominated by non-performing loans
10000 | 15 of the corporate sector, with significantly lower

share of the non-performing loans of
000 ® * 63 | ° households.
Lk
10,000ﬂ 5
0 0

2010 2011 2012 2013 2014 2015 2016 2017
H Doubtful and contested claims of corporations in million DEN. (l.s.)

i Doubtful and contested claims of households in million DEN. ( I.s.)
®Share of doubtful and contested claims in total loans in % (r.s.)

Source: NBRM.

annual data

2 Excluding loans of self-employed individuals.
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MONETARY SECTOR
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The utilization of banks’ deposit potential
for lending to the private sector equaled
85% in October. With the October
performance, loan to deposit ratio decreased
against the expectations for the fourth quarter
of 2018, as forecasted in October.

The interest rate spread of the interest
rates on total deposits (denar and foreign
currency)® remained 1.2 percentage points,
given unchanged interest rates relative to the
previous month. Regarding newly accepted
total deposits, the interest spread between
denar and foreign currency deposits fell from
0.9 to 0.8 percentage points, amid decline of
0.2 and 0.1 percentage points in interest rates
on newly accepted denar and foreign currency
deposits, respectively.?

24 Data on interest rates are in accordance with the methodological changes of the NBRM from June 2018. For more information on the
methodological changes visit: http://www.nbrm.mk/monetarna_statistika i statistika na kamatni_stapki.nspx.

% Regarding the interest rates on the newly accepted deposits, one should have in mind that they are characterized with variable movements.
Volatility of interest rate on newly accepted deposits results from the fact that they are driven by the volume of newly accepted deposits (which

can vary from month to month) and their interest rate.

28 of 34


http://www.nbrm.mk/monetarna_statistika_i_statistika_na_kamatni_stapki.nspx

MONETARY SECTOR

Households™ deposits interest rates
(monthly data, in percentages)

3 3
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, 9000 00000adsr*rN, 4 oeoes , InOctober, the interest rates on household
10, deposits remained at the same level as in the
1 -8 0- s, 1 previous month, whereby the interest rate
2, 1. 1-L spread between denar and foreign currency
0 S~ EHZ>SCEXXZ-SH2>SoHXX 0 interest rates remained at 1.2 percentage
> = points. Regarding newly  accepted
2017 2018 2017 2018 household deposits, the interest rates of
Total deposits Newly received deposits newly accepted denar and foreign currency
8 (end of year data, in percentages) 8 deposits declined by 0.1 percentage points,
6 6 respectively, whereby no changes in the the
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2017 2018 2017 2018 .
loans, the interest rate for households
(end of year data, in percentages) decreased by 0.1 percentage point and it
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Source: NBRM.

% Regarding the interest rates on newly approved loans, one should have in mind that they are characterized with variable movements.
Volatility of interest rate on newly approved loans results from the fact that they are driven by the volume of newly approved loans (which 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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=Annual change of the budget revenues, in % =Annual change of the budget expenditures, in %

Source: Ministry of finance and NBRM s calculations.

Taxes and current expenditures

(contirbutions in annual change, in p.p.)
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H Personal income tax = Annual change of the taxes, in %

Source: Ministry of finance and NBRM" s calculations.

In the Budget of the Republic of
Macedonia (central budget and budgets
of the funds), in October 2018, the total
budget revenues registered faster annual
growth than the growth of the total
budget expenditures. Budget revenues in
October registered an increase of 10.7% on
annual basis, mostly as a result of higher
revenues from taxes and contributions,
contributing by 9.2 p.p. and 2.8 p.p,
respectively, while non-tax revenues and other
revenues® register slight negative contribution
of 0.8 p.p. and 0.4 p.p., respectively. In
October, tax revenues increased by 15.7%,
annually, which mostly stems from the higher
inflows based on VAT (with a contribution of
12.9 p.p.), given positive contribution also of
the personal income tax, profit tax and import
duties (2.2 p.p., 1.7 p.p. and 0.6 p.p.,
respectively), while the contribution of the
excises in October is negative (1.9 p.p.).
Regarding the budget expenditures, the
annual growth of 2.1% in October is entirely a
result of the higher current expenses
(contribution of 3.7 percentage points), while
the contribution of capital expenses was
negative (1.5 percentage points).

In the period January - October 2018,
total budget revenues and expenditures
increased cumulatively compared to the
same period last year. Budget revenues
increased by 5.0%, mostly reflecting higher tax
and contributions revenues (contribution of 4.2
and 2.0 percentage points, respectively), while
the non-tax revenues and other income have
negative  contributon (of 0.7 p.p.,
respectively). The budget expenditures are
higher by 1.3%, fully reflecting the higher
current expenditures (contribution of 4.5
percentage points), while the contribution of
capital expenses is still negative (3.3
percentage points).

7 Other revenues include capital revenues, donations from abroad and revenues from recovered loans.
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FISCAL SECTOR

Budget implementation , per categories
(central budget and funds), in percentage of the annual plan*
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Total Tax Contributions ~ Other Total Current Capital Budget
revenues revenues non-tax  expenditures expenditures expenditures  balance
revenues
Revenues Expenditures Deficit

*for 2017 and 2018, figures are calculated compared to the Budgete rebalance in August 2017 and
the Budget rebalance in November 2018, respectively.

Source: Ministry of Finance and NBRM's calculations.
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Source: MoF.

2 The analysis uses the NBRM October forecast for the nominal GDP for 2018.

In comparison with the Budget Revision
for 2018, the budget revenues in the period
January - October amounted to 79.8%, which
is at the level of last year's performance in
terms of the plan (79.2%), given the highest
taxation and contributions (81.6% of the
revision for 2018), and the lowest with the
category "other non-tax revenues" (66.3% of
the revision). Budget expenditures in the
same period represent 75.8% of the total
planned expenditures for 2018, which is
slightly lower than last year's performance in
terms of the plan. The realization of the
current expenses amounts to 79.2% of the
revision of the plan for 2018, while the
realization of the capital expenditures amounts
to 41.0% of the revision of the annual plan
and is lower than last year's performance.

In the period January - October 2018, the
Budget of the Republic of Macedonia
registered a deficit, mostly funded by
government borrowing on international
financial markets. The realized budget deficit
in this period was Denar 5,967 million, or
33.1% of the planned deficit, according to the
Budget Revision and 0.9% of the nominal
GDP?. The budget deficit in the period January
- October was mostly financed by external
sources, through the issue of Eurobond on the
international financial markets in January 2018,
with a portion of the foreign assets remaining
as deposit on the government account with the
NBRM. The budget deficit was financed by
using domestic sources, through net emission
of government securities, although in
significantly smaller part.
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FISCAL SECTOR

Government securities
(changes, in million of denars)
30,000 - = 1 GC without FX clause
'gg V:itth |FX clause On the primary market of government
20,000 =bs o securities in November, the stock of
10,000 - = issued securities increased on a monthly

647 4,646 . R
= basis, and at the end of the month it

amounted to Denar 97,231 million.

-10,000 - Analyzed by currency, the monthly increase (of
| | | | | | | Rebed Denar 647 million) was a full reflection of the
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2018 | i < .
increase in government securities without
currency clause, while the amount of
(stocks, in millions of denars) government  securities  without  currency
90,000 - component  moderately  decreased. In
comparison with the end of 2017, the stock of
60,000 - the government securities is higher by Deanr
4,646 million at the end of November?, which
30,000 - is almost fully a result of the increase in the
stock of the government securities without
0 - currency clause.
XI
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 |
Source: MoF.
The Ministry of Finance continued to
Government securities auctions issue sec_urltles with longer matt_||j|t|e_s.
in million of denars The new issues pf government securities in
90,000 November were with 12-month, 2-year and 15-
80,000 year maturity®®, whereby the market
70,000 | @maturiy  @supply idemand  mrealisation participants’ interest in November was higher
60,000 than the offered amount. Given the lower
50,000 supply of short-term securities (treasury bills),
40,000 their stock declined, while the stock of
30,000 government bonds registered an increase.
20,000 I I Accordingly, the growth trend of the stock of
10,000 _ e .
o Hulim _auw HEE | ] longer-term securities continued. Compared to
X12018 X208  x12018  1x12018  Ixt2018  1x208  the end of 2017, _t_he 9_r0Wth_ of the stock of
T-bills T-bonds  Government  T-bills T-bonds  Government government securities is entlrely due to the
securities, securiies,  jncrease in the stock of government bonds,
total total . .
Source: Ministry of finance. while the stock of the treasury bills fell.

» For 2018, the annual Budget Revision plans a domestic government borrowing of Denar 5,459 million for 2018, i.e. increase in the stock
of government securities to Denar 98,043 million.
30 In November 2018, the 12-month treasury bills, two-year and 5-year government bonds matured.
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FISCAL SECTOR

Interest rates of T-bills
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Source: Ministry of Finance.
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Source: NBRM's calculations based on data from the Ministry of Finance.

In November, the interest rates on
government securities remained
stable. Consequently, the interest rates on
the issued 12-month treasury bills without
currency clause, 2-year government bonds
with and without currency clause and 15-
year government bonds with currency
clause were 0.9%, 0.9%, 1.3%,
respectively®'.

At the end of the third d quarter of
2018, total public debt*’ equaled
48.9% of GDP33, the same as in the
previous quarter. The public debt structure
is insignificantly changed compared to the
previous quarter, i.e. the external debt
remains at 33.4% of GDP, while the
domestic debt registered minor increase
(from 15.4% to 15.5% of GDP). In the third
quarter, the total government debt and the
debt of public enterprises (for which the
Government has issued a state guarantee)
remained unchanged compared to the
previous quarter, i.e. they still equal 40.9%
and 8,0% of the GDP, respectively.

31 In November, the Ministry of Finance retained the interest rate on 12-month treasury bills without a currency clause (0.9%), 2-year
government bonds with and without currency clause (0.9% and 1.3%, respectively) and 15-year government bonds with a currency clause

(2.9%).

32 The public debt is defined under the Law on Public Debt (Official Gazette of the Republic of Macedonia No. 165/14) according to which it
is the sum of the government debt and the debt of public enterprises established by the state or municipalities, municipalities within the city
of Skopje and the city of Skopje, and companies that are entirely or predominantly owned by the state or by the municipalities, the
municipalities within the city of Skopje and the city of Skopje, for which the Government has issued a state guarantee.

3 The total public debt equals Euro 5,144 million at the end of the third quarter. The analysis uses the NBRM October forecast for the

nominal GDP for 2018.
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Box 1: Indicative Private consumption and Gross investment categories

INDICATIVE VARIABLES FOR PRIVATE CONSUMPTION

2017 2018
Q1 Q2 Q3 o) Q1 Q2 Q3 August September October
real annual growth rates in %
Retail trade* -3.9 -1.9 -2.5 -1.6 5.8 8.9 9.4 8.6 9.7 13.4
VAT revenues* 3.4 -6.1 4.8 9.7 -6.7 10.1 -9.8 -7.5 -15.1 24.6
Imports of consumption goods* 5.9 3.8 5.8 9.0 8.0 2.5 3.0 3.7 -1.3 11.4
Domestic production of consumption goods -6.3 -1.6 -3.5 -5.9 6.1 -1.0 -0.1 2.6 -2.9 5.7
Counsumer credits* 7.1 8.0 8.1 6.7 7.7 8.3 8.5 8.3 8.5 8.9
Average net wage* 1.5 1.0 1.4 1.0 3.4 4.7 3.9 4.1 3.3 -
Private net transfers* -3.4 22.9 0.2 5.0 5.5 9.0 4.3 3.8 -6.4 -
Pensions* 6.1 7.0 6.0 4.7 2.1 3.4 2.6 2.2 3.0 5.5
* real growth rates are calculated by the NBRM, by dividing the nominal growth rates with the annual CPI inflation.
Source: State Statistical Office, Ministry of Finance and NBRM calculations.
INDICATIVE VARIABLES FOR INVESTMENTS
2017 2018
Q1 Q2 Q3 Q4 Q1 Q2 Q3 August September October
real annual growth rates in %, except for FDI in million denars
Imports od capital goods* 9.7 7.2 7.7 10.7 19.2 20.2 10.6 10.9 3.1 22.6
Completed construction works** -24.5 -30.2 -19.5 -33.1 -39.6 0.9 -10.0 -0.6 17.0 -
Domestic production of capital goods -0.9 15.6 -2.6 20.9 19.3 24.2 16.0 8.3 14.9 6.7
Government investments* 59.9 19.6 -40.8 33.7 -65.1 -39.5 -10.7 -50.3 -12.4 -20.5
Direct Investments*** -2088.4 -3939.8 -5128.4 2445.8 8009.2 6650.7 3508.7 2089.5 1178.8 -
Long term credits to enterprises* 3.6 -0.4 -0.8 0.0 2.0 4.8 6.6 3.8 6.6 8.9

* real growth rates are calculated by the NBRM, 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 NBRM, by dividing the nominal amounts with the level of the CPI index (base year: 2017=100).

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