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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 (April - June 2020) and to make a comparison with the latest macroeconomic
forecasts (April 2020). 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.

In their latest estimates, the international organizations made downward revisions
of the forecasts for the global economic growth!, in conditions of significant and
prolonged negative effects of the COVID-19 pandemic on the global economy. Moreover,
the risks regarding the revised forecasts remain downward and are mainly associated with the
development of the pandemic, and the uncertainty is more pronounced than ever. The main
downward risk refers to the possible longer duration of the pandemic and the adverse effects on the
economic activity and labor, and the occurrence of a second wave of the infection and the re-
establishing of the measures for preventing the spread of the virus. The other negative risks include
the possible deterioration in the financial sector, the premature interruption of the extensive measures
of the policies for preventing the crisis or the inappropriate targeting, thereby contributing to a longer
undermining of the confidence of economic agents for consumption and investments, the re-escalation
of the trade tensions among the countries, the longer-term reduction of the prices of primary products,
as well as the occurrence of social unrests in certain regions in the world. On the other hand, the
possibility for a faster normalization of the economic activity, in conditions of faster finding of adequate
medical treatment or a vaccine against the coronavirus, poses a positive risk to the global economic
growth. Regarding the economic developments in the euro area, the latest high-frequency data
and household and corporate surveys indicate faster recovery of the economy than expected, but still
indicate a fall in economic activity also in the second quarter. At the same time, the labor market at
the beginning of the second quarter registered initial unfavorable movements, so that the average
unemployment rate in the euro area in the first two months of the second quarter increased to 7.4%
(7.2% in the first quarter). In terms of inflation in the euro area, the initial assessment for June 2020
shows a slight acceleration to 0.3% (0.1% in May), as a result of the smaller decline in the energy
component, amid a slower growth in food and core inflation. Regarding the future movement of the
one-month EURIBOR interest rate, no major deviations from the April forecasts are expected.

Analyzing the quantitative external environment indicators of the Macedonian
economy, the latest forecasts for the foreign effective demand indicate a downward revision
for 2020 and unchanged estimate for 2021 compared to the April forecasts, and the expectations for
the foreign effective inflation in both years of forecast are also unchanged. Regarding the future
movement of the US dollar against the euro, there are also no major changes relative to the April
expectations. The latest estimates for the changes in the prices of primary commodities in
world markets,compared to the April forecasts, show an upward revision of almost all prices in 2020
and 2021, with the exception of the prices of wheat and corn, which register a minor downward
revision in 2020. However, the movements and the assessments of the prices of primary commodities
are extremely volatile, and are currently under the strong influence of the developments related to
the pandemic of the new coronavirus, which creates greater uncertainty about their future dynamics
and effects on the domestic economy, in both the short and the longer term.

! According to the July forecasts of the IMF, in 2020, the global economy will decline by 4.9%, while in 2021, a growth of 5.4% is expected.
Regarding the April forecasts, the global growth for 2020 and 2021 has been revised downwards by 1.9 and 0.4 percentage points,
respectively.
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The comparison of the latest macroeconomic indicators of the domestic economy
with their forecast dynamics within the April forecasting round indicates certain
deviations in the individual segments of the economy. The growth of economic activity in the
first quarter of 2020 slowed down significantly and amounted to 0.2% on an annual basis. The spread
of the coronavirus globally and in the domestic economy led to a further deterioration in the business
activity and affected the confidence and expectations of companies and consumers. Thus, the
currently available high-frequency data for the period April-May 2020 indicate further and more
pronounced adverse effects of the health crisis on the economic activity, in line with the fall expected
in the second quarter of the year. Namely, the data for this period show pronounced deepening of
the fall in the industrial output and in the turnover in trade and catering, and after the growth in the
first quarter, a double-digit fall is also registered in

construction. In terms of consumer prices, the performance in June 2020 shows positive
price changes in the economy, after the decline registered in the previous two months.
Thus, in June, the price level increased by 1.7% on an annual basis, driven by factors on the supply
side mainly in fresh agricultural products. On average, the price changes in the second quarter are
above the expectations with the April forecasting round. Such performances, coupled with the minor
revision in different directions in the external input assumptions for the inflation forecast for by the
end of the year, as well as the great volatility of the world prices of primary products particularly
pronounced in conditions of the global pandemic and uncertainty about its duration, indicate certain
uncertainty about the inflation forecast of 0% in 2020.

The data on the foreign reserves (adjusted for price and exchange rate differentials
and price changes of securities) at the end of June 2020 indicate an increase compared
to the end of the previous quarter. Analyzing growth factors, the increase in reserves is mainly
due to the transactions on behalf of the government, i.e. mostly to the issuance of the Eurobond in
June and the borrowing with the International Monetary Fund in April. The analysis of the adequacy
indicators shows that they are still maintained in a safe zone. External sector data for the second
quarter are limited, but the available data indicate a pronounced negative impact on the domestic
economy of the spread of the coronavirus. The latest foreign trade information suggest certain
recovery in May, which points to the possibility that the trade deficit will be in line with that expected
according to the forecast for the second quarter, although there is uncertainty. The currency exchange
market data as of June suggest significantly lower net inflows from private transfers than expected
for the second quarter, amid a decline in both supply of and demand for foreign currency.

Observing the monetary sector, the current data indicate more favorable
movements in deposits and loans relative to the forecast for the second quarter of 2020,
according to the April forecast. Thus, final data as of May show that total deposits registered a
monthly growth of 1%, unlike the previous month when they almost registered no changes. Observed
by sector, the increase is mostly a result of corporate deposits, with a positive contribution of
household and other sectors deposits. In this period, the government adopted a package of economic
measures to deal with the COVID-19 crisis and paid funds to the affected companies, in order to
increase the liquidity of enterprises and support the economy. Observing by currency, the greatest
contribution to the monthly growth was made by deposits in domestic currency (primarily demand
deposits), with a positive contribution of foreign currency deposits. On an annual basis, total deposits
in May increased by 7.8%, mostly due to the growth of household deposits, i.e. of deposits in domestic
currency (entirely of demand deposits). The annual deposit growth in May is above the forecast for
the second quarter of 2020 (6.3%), according to the April forecast. In May, total private sector
loans registered a monthly growth of 0.9%, which is a moderate acceleration compared to the
previous month. In order to encourage lending activity, the National Bank since the beginning of the
crisis has adopted a series of measures, in order to reduce the cost of financing through loans from
banks, as well as to provide additional liquidity in the banking system. Observed by sector, the credit
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growth is equally a result of the increase in household and corporate loans. Regarding the currency
structure, during May, the greatest contribution to the monthly growth was made by denar loans,
with a small positive contribution of foreign currency loans. On an annual basis, total loans in May
increased by 5.9%, whereby sectorally observed the growth largely results from household loans,
with stronger contribution of corporate loans. Observing the currency, the annual growth of total
loans was mostly driven by the growth of foreign currency loans, amid positive contribution of loans
in domestic currency. The annual growth of loans in May is above the forecast for the second quarter
of the year (4.3%), according to the April forecast.

In the period January-May, the Budget of the Republic of North Macedonia registered a deficit
of Denar 18,903 million. The budget deficit is mostly financed by domestic government borrowing,
and to a lesser extent by using foreign loans, with small part of the inflows being retained as
government deposits with the National Bank. The budget deficit for the first five months of the year
was 40.9% of the deficit planned in the 2020 Budget Revision.

The latest macroeconomic indicators and assessments indicate certain deviations
in terms of the forecasted dynamics, but the perceptions about the environment for
conducting the monetary policy are mainly unchanged compared to the previous
forecasts. The performance of the foreign reserves in the second quarter of 2020 is slightly better
than expected, whereby they are still maintained in a safe zone. The economic growth in the first
quarter of 2020 is only 0.2%, and the currently available high-frequency indicators for April and May
point to a more significant reduction of the economic activity in the second quarter, according to the
forecasts. Regarding the inflation, the higher performances for the second quarter than forecasted
currently indicate certain uncertainty about the forecasted inflation rate of 0% for the entire 2020,
and the movements of the prices of primary products in world markets in the next period are also
uncertain. Within the monetary sector, the annual growth in deposits and loans in May is above the
forecast for the second quarter of 2020, according to the April forecast.
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The National Bank continued to support the credit cycle and mitigate the consequences
of the crisis on the economy

In conditions of significant stabilization of the expectations and confidence of economic agents in the
last period, visible through the movements in the foreign exchange market and in the deposits in the
banking system, as well as amid simultaneous safe level of foreign reserves and moderate inflation,
and amid an assessment of adverse effects on the economic activity in the short term of the health
crisis, the National Bank continued to support the economy through the monetary policy. Namely,
the change in May, which meant reduction of the key interest rate to a historically lowest level of
1.5%, additional reduction of the supply of CB bills, thus releasing a total of Denar 15,000 million of
liquidity to banks, as well as the expansion of the scope of securities that the National Bank may
accept from domestic banks when providing denar liquidity in the banking system, indirectly opened
additional room for increased credit support to the economy. These, as well as the previous monetary
measures were appropriately used by banks to support the domestic economy by increasing the
lending activity and mitigating the effects of the negative shock on the domestic economy, which is
also visible through the data that signal positive trends in credit flows, which are higher than expected.

Selected 1 2019 2020
2016 2017 2018 QU Q Q3 Q4 2019 Jan. Feb. Mar. Q1 Apr. May June Q
1. Real sector indicators
Gross domestic product (real growth rate, y-o-y) 28 11 27 3.8 34 3.6 34 3.6 0.2
Industrial production /*
yoy 34 02 54 88 11 71 13 37 03 35 13.4 3.7 335 27.0
cumulative average 3.4 0.2 5.4 88 48 5.6 37 37 03 19 -3.7 -3.7 -11.2 -14.4
Inflation /*
CPI Inflation (y-o-y) 0.2 24 09 12 12 06 00 04 06 07 05 06 0.1 0.2 17 05
CPI Inflation (cumulative average) 0.2 14 15 12 12 1.0 08 08 06 07 06 0.6 04 03 05 05
Core inflation (cumulative average) 13 23 15 0.9 0.9 08 0.5 0.5 03 0.5 0.7 0.7 0.7 0.6 0.6 0.6
Core infiation (y-0+y) 10 28 14 09 10 06 0.4 0.3 03 08 10 07 07 04 04 05
Labor force
Unemployment rate 237 24 207 178 175 17.1 166 173 162

I1. Fiscal IndicatorsC]
(Central Budget and Budgets of Funds)
Total budget revenues 169,356 179,673 188,505 46,042 50,076 50986 | 56718 | 203,822 15,599 15,727 15160 | 46,486 14,241 12,661
Total budget expenditures 185,407 196,561 200,071 49,243 53,915 52,085 | 62,202 | 217,445 16,807 18,825 18,264 | 53,89 18,968 19,427
Overall balance (cash) -16,051 -16,888 -11,566 -3,201 -3,839 -1,099 -5,484 -13,623 -1,208 3,098 3,104 7,410 -4,727 -6,766
Overall balance (in % of GDP)" 27 27 18 0.5 06 0.2 0.8 20 0.2 05 05 11 0.7 1.0

III. Financial indicators /*

Broad money (M4), y-o-y growth rate 6.2 5.1 118 117 10.5 10.8 9.3 9.3 8.9 8.2 8.9 89 75 9.4
[Total credits, y-o-y growth rate 0.1 5.4 73 2.0 81 5.6 6.0 6.0 6.8 6.9 5.8 5.8 55 5.9
Total credits - households 7.0 9.2 103 9.7 9.9 95 10.5 10.5 10.6 111 101 10.1 9.4 86
Total credits - enterprises 5.3 23 45 82 6.4 17 19 19 32 28 18 18 20 33
| Total deposits (incl. demand deposits), y-o-y growth rate/” 6.1 5.0 121 119 10.6 11.0 2.0 2.0 8.8 7.8 7.9 7.9 6.0 7.8
Total deposits - households 25 6.1 9.5 87 9.0 93 7.9 7.9 85 8.7 8.6 8.6 7.8 82
Total deposits - enterprises 134 21 9.5 121 101 11 14.6 146 122 10.2 125 125 65 98
Interest rates /®
Interst rates of CBBls (end of month/quarter/year) 375 3.25 2.50 225 225 225 225 225 2.00 200 175 175 175 1.50 1.50 15
Lending rates
denar rates 7.0 6.6 6.1 58 5.7 56 54 56 54 53 53 53 53 53
/x rates (aggregated, indl. f/x and denar with f/x clause) 5.7 53 49 47 47 46 45 46 44 4.4 44 44 4.4 43
Deposit rates
denar rates 25 22 20 20 19 19 17 19 16 16 15 16 15 15
/x rates (aggregated, indl. f/x and denar with f/x clause) 1.0 09 08 08 08 08 08 08 07 07 06 07 0.6 06
1V. External sector indicators
Current account balance (millions of EUR) -275.5 -102.9 -14.9 -158.1 -47.0 1785 | -2869 | -3135 0.2 73.9 829 -157.0
Current account balance (% of GDP) 2.9 -1.0 01 14 0.4 16 25 2.8 0.0 -0.7 -0.8 -14
Trade balance (millions of EUR)'® -1,7862 | -1,8162 | -18111 -456.3 -4745 | 4371 | -6468 | -2,014.8 | -1343  -199.8  -1769 | -5111 | -1623  -1155
Trade balance (% 0g GDP) -18.0 -18.1 -16.9 4.0 4.2 3.9 5.7 -17.8 -1.2 -1.8 -1.6 4.7 15 1.1
import (millions of EUR) 6,176.5 6,834.9 7,676.3 11,9904 | 20957 | 20660 | -22842 | 84363 | -591.4 719.7 607.7 | -19188 | -373.6 -455.1
export (millions of EUR) 4,390.3 5,018.7 58724 1,534.0 16212 | 1,689 | 16374 | 64216 457.0 519.9 4308 1407.7 2113 339.6
rate of growth of import (y-0-y) 65 10.7 123 116 10.9 11.9 59 9.9 37 59 -18.0 36 509 365
rate of growth of export (y-o-y) 7.4 14.3 17.0 17.1 111 10.8 02 9.4 10.0 19 268 82 60.3 392
Foreign Direct Investment (millions of EUR) 316.9 180.0 603.7 402 11.0 629 176.5 290.6 249 -49.2 1084 | -1327
External debt
Gross external debt (in milllions of EUR) 7,216.6 73725 7,843.7 82495 83372 | 85810 | 81912 | 81912 8,338.9
public sector 3,445.3 3,461.8 3,756.2 37972 4035.1 | 40742 | 38366 | 38366 3,814.7
public sector/GDP (in %) 357 345 351 36.1 356 359 38 38 349
private sector 3,771.2 39107 4,087.5 41544 4302.1 | 45069 | 43546 | 43546 4,5243
Gross external debt/GDP (in %) 747 734 733 727 735 722 722 763
Gross official reserves (millions of EUR)*® 26134 | 23363 2,867.1 28664 | 29282 | 31275 | 32626 | 3,2626 | 3,1006 30845 30173 | 3017.3 | 3,1506  3,079.1 3,639.7| 3639.7

/11 calculating the refative ndicators, the annual GDP from the official announcement of SSO is used. For 2020, the projected level from NBRNM's last forecasting round is used.
12 The quarterly data for 2018 are preliminary, while for 2019 and release for g 25 0f 08.06.2020). The annual data for 2018 is preliminary data (Announcement for annual data for GDP from 30.09.2019).
/3 The changes of Index of industrial production are according to base year 2015=100.

/4 CP calculated according to COICOP 2019=100.

/5 The rate on annual basTs corresponds to end-year inflation (December current year/ December previous year)

16 The calculations are based on the New Methodology for compiing standard forms of the monetary balance sheets and surveys and the new accounting plan (in force since June 2018).

17 it encompasses the deposits from non-government 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 s of June 2018 data for active and pas rates new
/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.
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EXTERNAL ENVIRONMENT

Foreign effective demand
(annual changes in %)
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Source: Consensus forecasts and NBRNM calculations.
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Source: Consensus forecasts and NBRNM calculations.

According to the latest estimates, the
growth rate of the foreign effective
demand has been revised downwards for
2020, and it is now assessed that it will
equal -6.8% (-5% in April). The downward
adjustment results from the sharper forecasted
economic decline in almost all our trading
partners, and especially in Germany?, Greece and
Italy. For 2021, the expected growth rate of
foreign demand is unchanged and amounts to
4.9%.

Regarding the foreign effective inflation,
no changes in the period of forecasts were
made, still expecting that it will equal 0.6% in
2020 and 1.3% in 2021.

In terms of the euro/US dollar exchange
rate, the US dollar is still expected to appreciate
this year and to depreciate in 2021, at rates
similar to the April forecasts.

2 Forecasted fall in Germany of 6.4% in 2020, versus 5% in April and forecasted growth of 4.7% in 2021, versus 4.5% in April.
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EXTERNAL ENVIRONMENT

Brent oil Compared to April, the oil price* has been
75 - (quarterly average, EUR/Barrel) moderately revised upwards in the period
70 A = == April 2020 of forecasts, now expecting a smaller
65 - ——July 2020 decline than forecasted for 2020 and its
60 - growth, instead of fall for 2021. The upward
55 - revision is largely a result of the resumption of
50 - the agreement reached within the OPEC+ group
45 - for reduction of oil production by the end of July,
40 the lower expected production in North America,
35 - as well as of the expectations for gradual
30 - recovery of the global demand for oil in
25 &ttty 4y conditions of repeal of some of the restrictive
QL Q3 Q1 Q3 Q1 Q3 Q1L Q3 QI Q3 Q1 Q3 measures introduced due to the COVID-19
2016 2017 2018 2019 2020 2021 pandemic.

Source: IMF and NBRNM calculations.

The latest estimates suggest an upward

Nickel and copper prices in EUR revision of the world metal prices in the

(annual changes in %) period of forecasts. Thus, for 2020 it is now

55 1 expected a significantly smaller decline in the
copper price than estimated in April, largely due

35 - to the optimism about the recovery of the
demand from China, as the greatest copper

15 - consumer, after the relaxation of the restrictive
measures, and the concern about the production

5 ] P> , in Chile, as the largestcopper producer, caused by
3 Q1 Q3 Q1 QB O the spread of the virus COVID-19 in that country.

2 Zf)iz_Nickze?fipr“ 20220019 W [ Similarly, the nickel price is also expected to
-25 ——— Nickel - July 2020 " _/ register a much smaller decline than the previous
- = —-Copper - April 2020 estimate, which is mainly associated with the

45 - Copper - July 2020 increasing demand from the industry for steel and
Source: IMF and NBRNM calculations. for electric vehicles. An upward revision of the

prices of both metals was also made for 2021,
now expecting to register a small increase,
despite the April forecasts for decline.

3 The analysis of prices of oil, metals and primary food commodities, uses various reports of the IMF, World Bank, FAO, OPEC, the ECB and the
specialized international economic portals.
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EXTERNAL ENVIRONMENT

The prices of primary food products for

Wheat and corn prices in EUR 2020 have been revised downwards

(annual changes in %) .
45 | == —-Wheat - April 2020 compared to the April forecasts. Thus, the
—— Wheat - July 2020 wheat price is now expepted to register a slightly
35 1 == =-Corn - April 2020 slower growth than previously forecasted, mainly
25 - Corn - July 2020 due to the estimates for larger production in the

countries of the Black Sea Region and the
favorable outlook for the yields in the Southern
Hemisphere. Regarding the corn price, a slightly
larger decline than the April estimate was
forecasted, largely due to the more favorable
expectations on the supply side, the growth of
inventories and the lower industrial demand. On
the other hand, the revisions for 2021 are in an
S e THF and NBRNM caleulations upward direction, thus forecasting minimal

growth, instead of a slight decline, in the wheat
price and a slightly faster growth of the corn price
compared to the April forecasts.

1-month Euribor
(quarterly average, in % )

0.6 -
=== April 2020
0.4 1 ——July 2020
0.2 - According to the latest estimates, the forecast for
00 bttt ey the one-month EURIBOR for 2020 is almost

a unchanged relative to April (-0.49% versus -

1 Q3 Q1 @3 Q1 Q3 Q1 Q3 QI Q3 Q1 Q3
-0.2 286&(2 2317 @ 2(818 @ 2819 @ 2820 N 2821 @ 0.47% in April), while for 2021 it registers a minor
downward revision (-0.51% versus -0.44% in

0.4 - -
S———gm=een T April).

-0.6

-0.8 -

-1.0 -
Source: Consensus forecasts and NBRNM calculations.
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REAL SECTOR

Inflation rate
(annual contribution to inflation, in p.p.)
mmmmm Food (in p.p.)
mmmmmm Energy (in p.p.)
Other (in p.p.)

In June 2020, domestic consumer prices
rose by 0.8%* (in the previous month, there
was a monthly growth of 0.4%), mostly due
to the growth of prices within the food and

3 | e Total inflation (in %)

energy components, and minimal growth
was also registered in the prices of products
and services within the core component®.

----- Total inflation (in %, April projection)

The annual inflation rate in June
accelerated and amounted to 1.7% (-0.2%
in the past month), mainly resulting from the
change in the prices of vegetables, which rose
by 13.8%. Namely, these prices registered an
unusual monthly growth, amid very low base
effect from June last year when an extremely
significant monthly fall was registered. An
additional positive contribution was also made by
the prices of fruit, where there is also an
acceleration in the annual growth.

FER > SEERO SR SRR
>
N
h S

Source: SSO and NBRNM.

The annual growth of domestic prices in June is
above the expectations with the April forecasting
round. In terms of structure, an upward deviation
was registered in all three components of
inflation, amid a more significant deviation in
food and in energy.

Inflation and volatility of food and energy
(annual growth rates, in %)

Inflation

e e e 00 Inflation excl. food and energy (core inflation)
Energy (regulated prices)

= = = o Food (right axis)

Core inflation in June registered minimal
growth on a monthly basis (change of 0.1%), and
on an annual basis it was 0.4% (same as in May).
The structure of the annual rate of core inflation
in June is similar to the previous month, where
the prices of tobacco® continue to make the

'613 5N 3 g 4N Mm% me N ® 9 9 6 highest positive contribution. Also, a positive
8§ 8§ 8§ § 8 8 R 8 ] 8 8 I RV contribution this month was made by the prices

of electrical appliances for personal hygiene and
other appliances and the prices of catering
services. On the other hand, the greatest
negative contribution was made by the lower
prices of clothing and footwear.

Source: State statistical office and NBRNM calculations.

40n 16 March 2020, the Government made a decision to freeze the prices of basic products - bread, salt, vegetable oil, sugar, milk and milk products,
eggs, flour, meat, pasta, medicines and disinfectants, as of the day of the declaring of the pandemic by the WHO (i.e. on 11 March 2020), except for
those for which there is evidence that the entry invoices have been increased. Moreover, high fines were also introduced for those who will groundlessly
increase the prices of basic products, in order to prevent an insubstantial increase in profits in times of crisis.

5 Observed by group of products, the greatest positive contribution to the monthly increase in prices in June was made by the prices of fruit and
vegetables, as well as the prices of liquid fuels and lubricants. On the other hand, the greatest negative contribution was made by the prices of meat,
“milk, cheese and eggs”, vehicles as well as the prices of computer equipment.

6 The annual growth of tobacco price in June reflects the increase in the prices of cigarettes in March 2020, in consistence with the annual planned
increase in excise duties on cigarettes by Denar 0.20 per piece as of 1 July 2023.
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REAL SECTOR

4 4 Contributions to the annual inflation rate (in p.p.)
3 4
3 4
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mmmmm Food and non-alcoholic beverages mmmmm Alcoholic beverages, tobacco
mmmm Clothing and footwear mmmm= Housing, water, electricity, gas and other fuels
mmmm Furnishings, HH equipment and maintenance mmm— Health
mm— Transport mmmmm Communication
= Recreation and culture Education
Restaurants and hotels Miscellaneous goods and services
Total Inflation (in %) = = = Core Inflation (in %)

Source: SSO and NBRNM.

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

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

Regarding the expected price movements
of the external input assumptions in the
inflation forecast, minor revisions have
been made, in a different direction.

The higher inflation than forecasted with
the April forecasts, as well as the revisions
of external assumptions in a different
direction, suggest certain uncertainty
about the inflation forecast for 2020 of 0%.
At the same time, the movement of world primary
commodity prices remains very uncertain in the
next period, according to the uncertain economic
effects of the global pandemic and its duration.
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REAL SECTOR

In April 2020, the nominal annual growth
of the average net wage was 4.2%. The
growth partly reflects the increase in the
minimum wage’, the increase in the wages in the
public sector®, as well as the effect of the
13 - measure for subsidizing contributions due to
wage increase’. However, this represents a
significant slowdown in the growth compared
with the previous month (growth of 7.4% in

Average net-wage
(annual changes, in %)

3 P .
Ve 24\ . March) and an indication of an impact of the
TITTTrrrrrrrrrrrrrrrrrrrrrrrrrerrrggrrrrrrrrrrrrrrrrrrrrrrrororrool . . . .
2 shock of the new viral infection on this segment
Nominal net-wage of the labor market.
7 = = = Real net-wage
METEXROETERRNETEXROETERRAEZERR]E . .
5 - 7§ 7§ 7§ 7% Annual wage growth was registered in most of

Source: S50, the activities, with the most prominent one being
registered in the activities “education”, “health

”

and social care activities”, “public administration

Average monthly net wage paid by sectors and defense”, “trade” and other service

. It(”om'”a'a"””a' changes, in %) activities. On the other hand, in April, there was
Industry (w/o construction) a strong decline in wages with the most affected

200 - 0t gonstructlon sectors in the economy due to the restrictive
150 - enices . measures for dealing with COVID-19, in

particular in the activities related to
“accommodation facilities and catering services”,
“arts, entertainment and recreation”, as well as
in the activities related to transport and
storage®.

Amid minimal decline in the consumer prices on
an annual level, the real annual growth of the
net wage in April was 4.3%.

Source: SSO.

Despite the significant slowdown in the growth of
wages in April, their performances are currently
more favorable relative to the expectations for a
fall in wages in the second quarter of the year
within the April forecasting round.

7 During 2019, the minimum wage was increased twice, in April and December. In April, the minimum wage was increased from Denar 12,165 to Denar
12,507 net wage (gross from Denar 17,370 to Denar 17.943) in accordance with the adjustment with the increase for the previous year of the average
wage paid in the RNM, the consumer price index and the real GDP growth (with one third of the growth of each indicator, respectively, Law on Minimum
Wage, Official Gazette of the Republic of North Macedonia No. 59/19). With the additional increase in December (of around Denar 2000 net), the amount
of minimum wage which is paid for the period from December 2019 to March 2020 is Denar 14,500 in net amount (Law on Minimum Wage, Official
Gazette of the Republic of North Macedonia No. 239/19).

8 The wages of health workers were increased by 5%, starting with the payment of the September wage in 2019. Also, the Decision of the Government
of the Republic of North Macedonia adopted in May 2019, leveled the wages of around 2,900 employees in the field of culture, from both the national
and the local institutions, starting from the April wage for 2019. In addition, the amendments to the Law on Protection of Children increase the wages
of educators, carers/nurses, professional workers and associates by 16%, starting with the June wage in 2019, and the Labor Agreement increases the
wages of ancillary-technical staff. The wages of social workers were also increased by 22% with the payment of the June wage, and with the payment
of the September wage they also received an additional increase of 5%. In addition, there was 5% salary increase for employees in education, police,
defense and the entire public sector, starting with the September wage in 2019. In January 2020, the wages in education were additionally increased
by 10%, and from February 2020, the wages of employees in health were additionally increased (growth of 25% for specialists, 15% for general
practitioners, 10% for nurses, and by 5% for health associates and ancillary-technical staff).

? According to the Law on subsidizing contributions from compulsory social insurance due to wage increase, which started to be enforced with the
payment of the November wage (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).
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Economic sentiment indicator and GDP High-frequency data on the supply and
120 - 7 demand side available for the period April-
100 2 May 2020 are mainly unfavorable and
- 4 indicate a fall in economic activity in the
80 - 3 second quarter of the year, which is in line
€0 I f with the expectations of the April

- o forecasting round.

40 -1

2 — Composite ESI > The situation related to the new viral infection
——Real GDP (y-o-y changes, %, right axis ) . 4 and the measures taken for dealing with such

o
r
'
(8]

infection were reflected on the economic agents’

Qi Q@ Q Q@ Q Q@ Q Q@ Q1 ; L T
2016 2017 2018 2019 e perceptions for the economic situation'!. Thus,
Source: State statistical office and European Commission. the reSU|tS Of the surveys for the second quarter

of the vyear indicate significantly worsened
perceptions compared to the last quarter, as well
as compared to the same quarter last year.

Economic activities

. 2 jecti
(real annual changes, in %) Q2 projection

The preventive restrictive measures
imposed in the first two months of the
second quarter’? and the deteriorated

JTurnover value in retail trade
ETurnover value in wholesales trade
50 - ®Industrial production

40 M Transport and communicatior_\* (right axi‘s) ) 50 peI‘CEPtiOHS Of economic agents Ied tO
2 | HValue of completed construction works (right axis) . reduced volume of economic activity WhiCh
20 1 is also perceived through the currently
10 - -

o4 . available high-frequency data on the
-10 supply side.
:gg 25
40 The total trade turnover registered a
P 2 e o o @ o 0 o awaz - Significant real fall of 33.6% on an annual basis

2018 2019 2020 in the period April-May, reflecting the

;:LTcﬂfsa;gaa%zt’)\‘fB?{rﬁ;alcaglz?J\;:ttli-lo:‘as?s of the different types of transport and the telecommunications. unfavorable developments and the SUbStantlal

fall in the turnover in all three types of trade
(wholesale trade, retail trade and trade in motor

vehicles).
INDUSTRIAL OUTPUT AND OTHER ECONOMIC ACTIVITIES

2018 2019 2020
Q1 Q2 Q3 Q4 |QL Q2 Q3 Q4| Q1L | Apr May

Industrial output also registered a significant

real annual changes in % real fall of 30.2% on an annual basis in the period
Gross domestic product 03 17 24 62|38 34 36 34|02 | - - April-May, which is a significant deterioration
Industrial output* 52 49 51 64|88 11 71 -13|-37|-335 -270 Compared to the decline of 3.7% which was
CB;Q '339: zj 1‘1’2 ;‘f 1: :13 233"’7 ': 6835 :2 " | registered in the first quarter of the year.
uilding . 111 .1 | 9. X .7 -1.1 | 8. -28. .
Civil Engineerings -65.2 -1.7 -93 45 (583 -80 -67 11.1|21.3 | -42 - Moreover’ the IargeSt deC“neand Consequently
Retail and wholesale trade 58 82 73 92 |139 128 153 155|-16.7| -304 -36.8 the hlgheSt negatlve antrlbuuon Was regIStered
Retail trade ss 89 94 15|76 ss 120 18| 10 | s 04| 1N the manufacturing industry, amid fall in the
Wholesale trade 52 68 70 86 180 160 18.1 173|-278| -359 -49.2 mining and the energy sectors. The fall within the
* Real growth rates are calculated by the NBRNM, by dividing nominal growth rates with annual inflation, measured by CPIL. The data regarding . . . . .
trode in 20201 previous cata. manufacturing industry is widely dispersed, and
Source: SSO and NBRNM staff calculations.

the largest negative contribution is made by the

10 In order to continue to pay wages, the Government introduced financial support to private sector employers affected by the health and economic
crisis caused by the virus COVID-19, Denar 14,500 per employee/per month for April and May 2020 (Official Gazette of the Republic of North
Macedonia No. 93/20).

11t 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 structure 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

2 The measures for preventing the spread of the virus included closure of the borders, restricted movement of people within the country, closure of
accommodation facilities and closed shopping centers, complete ban on work of cafeterias, bars, clubs, as well as limited work of restaurants without a
visit of consumers with a possibility for sale in an alternative manner (through Internet orders, phone orders, etc.).
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REAL SECTOR

group of activities in which the foreign export
facilities related to the automotive industry are

Toursim indicators active, such as the production of machines and

50 (real annual changes) devices, the production of motor vehicles and the

production of electrical equipment!®. When it

S | M U UL LT O T — comes to the traditional activities, a more notable

= Number of tourists 1 negativg contribution was n_1ade by the

50 production of other non-metal mineral products,
 Nights spent by tourists the production of clothing and textile, as well as

-100 Lurnover in catering trade and the production of beverages. On the other hand,
a small positive contribution was made only by

150 the activities such as production of chemicals and
2017Q1 2017Q3 2018Q1 2018Q3 2019Q1 2019Q3 2020 Q1 chemical products, production of fabricated

metal products, except machinery and
equipment, production of basic pharmaceutical
products and production of other transport
equipment.

Source: SSO and NBRNM calculations.

Construction registered a real annual fall in
April, predominantly as a result of the substantial
fall in building construction, but a negative
contribution to the overall performance was also
made by civil engineering.

Catering is the sector that was most
directly hit by the current health crisis. April
data indicate a sharp annual decline in the
number of tourists, overnight stays and total
turnover.

Also, the available aggregate demand
indicators are mainly unfavorable and point to a
fall in the economic activity in the second quarter

Indicative variables for private consumption Of the year'
u Disposable income (real annual growth rates, in %)
" oumsamer credls Q2 projection Indicators of the movements in private
= Imports of consumption goods consumption!* currently indicate a decrease in
O Domestic production of consumption goods . . .
 Private consumption consumption in the second quarter of the year, in

20.0
15.0 -
10.0 4

5.0

0.0 -
-5.0 1
-10.0 4
-15.0 -
-20.0 -
-25.0 4
-30.0 4
-35.0 -

part due to the presence of the restrictive
measures, but also due to the uncertainty and the
delay of part of the consumption in conditions of
further spread of the virus COVID-19. Thus, the
short-term indicators of private consumption
dynamics are generally unfavorable, given the
double-digit fall in retail trade, domestic
production of consumer goods, import of
consumer goods and gross revenues from VAT.
@ e o @ e e o A0 My The consumer confidence indicator also points to
the same direction, which is significantly reduced,
according to the perceptions and expectations for

Source: SSO and NBRNM calculations.

13 Since mid-March and during April, most of the new industrial facilities temporarily interrupted the production process as a reflection of the broken
global value and logistics chains.

4 Data on wages are as of April 2020, while data on household loans, pensions, retail trade, domestic production of consumer goods, import of consumer
goods and gross revenues from VAT refer to the period April-May 2020.
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Indicative variables for investments
(real annual growth rates, in %)

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Apr.20 May.20
2018 2019
= Imports od capital goods = Completed construction works
Domestic production of capital goods = Government investments
B Long term credits to enterprises DOFinal product stocks

+ Gross investment
Source: SSO and NBRNM calculations.

Q2 projection

a deteriorated financial and economic situation
and lower expectations for higher spendings in
the next period. Regarding the funding sources
of private consumption, the available data
currently indicate a growth of disposable income,
although it would be slower than earlier amid
significant deceleration of the annual growth in
wages, and a slowdown in the pace of growth is
also registered in household loans. On the other
hand, the growth of the pension bill continues to
accelerate.

The available data on the gross investments'®
in the period April - May 2020 are mainly
unfavorable. Thus, a double-digit fall was
registered in total industrial output, domestic
production of capital goods, import of capital
goods, as well as in construction and in
government capital investments. Decline was
recorded also in revenues from corporate income
tax. The fall in investments in the second quarter
is also indicated by the assessments of the
managers of companies from construction and
industry for decrease in their activity/production
in this period. On the other hand, faster growth
was registered in long-term corporate lending by
banks, which was also due to the series of
measures taken in order to improve the liquidity
conditions and ease the financing conditions.

Foreign trade data in the period April-May 2020
indicate potential deficit narrowing in the second
quarter of the year compared to the same period
last year amid faster fall in absolute amounts of
the import than the fall in the export of goods.

The budget execution in the period April-May
2020 indicates an annual deceleration in public
consumption in the second quarter, mainly due
to the reduction in the expenditures on goods and
services.

15 Data on completed construction works are as of April 2020, while data on long-term corporate loans, government capital investments, industrial
production, imports of investment products and domestic production of capital goods refer to the April - May 2020 period.

14 of 31



EXTERNAL SECTOR

In April and May 2020, the foreign trade

deficit registered a more prominent

narrowing of 28.1%, amid a simultaneous
0 (contribution o the annual change, in p.p. ) pronounced reduction of both the export and the
import components, as a result of the
consequences of the pandemic caused by the
virus COVID-19.

20 -
10 |
0

-10 -

Export of goods in April and May registered
an intense annual decline of 49.5%, but

220 -

T e ionandsen ores the movements in May suggest a certain
-0 - Toboacco s Clcing and teties s Chemical products recovery. The largest contribution to the
s o e reduction of exports was made by the new
@ . e e e e e ewowooow . _ _ facilities in the economy. The fall in the export

=0 0 ST s T T T s T T T 8 2 activity of these companies in April and May
pasop: HEPCI explains as much as 78% of the reduction of total

exports. Most of these export-oriented facilities
were temporarily closed in April and the
beginning of May. All remaining export
categories also acted towards reducing the
exports, but at significantly slower pace. There is
a more significant negative contribution of other
exports (excluding the export of the new
companies), the export of iron and food.

Compared to the expectations according to the
April forecast, the performances in April and May
2020 are close to the export forecasted for the
second quarter of 2020. Significant downward
deviations were registered in the export of food
and other exports, while the performances in the
export of iron and steel and in some of the new
facilities are better.

In April and May 2020, the import of goods
{mports by components also registered a sharp annual decline of
2 (contribution to the annual change, in p-p) 43.9%. The decline in exports was also
reflected on the import side through reduced
import of raw materials, especially in the new
export-oriented companies, which  mostly
contributed to the reduction of imports on an
annual basis. The lower import of raw materials
of these companies, coupled with the slower
o | cemtponas N e ey e Ot oo investment activity, was reflected as lower
[ p— Conmptonsoods —mmtpor, % import of equipment and machinery and other
imports. In addition, the substantial fall in the
price of crude oil on world markets also caused a
reduction in energy imports. From the remaining
import categories, vehicles, textile and clothing
and the import of iron and steel significantly

reduced total imports on an annual basis.

-20

-30

s ron and steel Energy = Ores = Clothing and textiles

-50
s B & 5 & 3 s & 3 5 3 &

Q12016
Q12017
Q12018
Q12019
Q12020

V4V
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EXTERNAL SECTOR

The performance of the import of goods in April
and May 2020, is currently lower than expected
for the second quarter of the year according to
the April forecasts, as a result of the lower import
of textile and clothing, vehicles, equipment and
machinery and lower import of raw materials
with some of the new export capacities. On the
other hand, higher import than forecasted was
registered in other imports and food.

The performance of the trade deficit in April and
May 2020 is currently in line with the
expectations for the second quarter of the year
according to the April forecast. However, in
conditions of great uncertainty and the major
variations on a monthly basis, it is difficult to
draw reliable conclusions.

REER In May 2020, price competitiveness indicators of
(2015=100)

the domestic economy registered divergent
movements analyzed on an annual basis. The
A e REER index deflated by consumer prices
B depreciated by 0.4%, while the REER index
idepredamn deflated by producer prices appreciated by 6.2%.
Moreover, the relative consumer prices
REER_PPI decreased by 1.2%, while the relative producer
prices increased by 5.3%, amid a decline in
foreign prices and a small increase in domestic
prices compared to the same month last year.
The NEER acted towards reducing the
annua/g;iges o competitiveness, registering an appreciation of
60 - ’ 0.9%, which is largely due to the depreciation of
the Russian ruble and the Turkish lira.
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10.0 NEER and relative prices
8.0 | annual growth rates, in %

-6.0 ,:-..,-. R Relative prices (domestic/foreign inﬂatior:). \L -'d.epreciationa' :
809 ... Relative prices (domestic/foreign producer prices)
-10.0 -
Source: NBRNM.
REER, excluding primary commodities REER indices, as measured using weights based
1100 - (2015=100) . : .
on the foreign trade without primary
1050 | commodities, in May 2020, also registered

divergent movements. Thus, the REER index
deflated by consumer prices depreciated by
0.7%, while the REER deflated by producer
prices appreciated by 4.5%. Moreover, the
divergent movements result from the relative

100.0 %=,

®ese®
.....

95.0 -

90.0 -

\L depreciation

85.0
----- o — prices, i.e. from the fall in the relative consumer
T T Ty T T e e T prices of 1.3%, as opposed to the increase in the

relative producer prices of 3.8%. The nominal
effective exchange rate slightly appreciated by
0.6% on an annual basis.

Source: NBRNM.

REER, excluding primary commodities
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Source: NBRNM.
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500.0 Cash exchange market
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=== Net-purchase (in EUR million)
Supply of cash exchange (annual changes, in %) - right scale
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The net purchase on the currency
exchange market in the second quarter of
2020 was Euro 100.6 million, which is an
annual decrease of 66.8%. Such
performances are driven by the more substantial
fall in the supply of than the decrease in the
demand for foreign currency (by 58.9% and
33.8%, respectively).

As of 30 June 2020, gross foreign reserves
stood at Euro 3,639.7 million, which is an
increase of Euro 622.4 million compared to the
end of the first quarter of 2020. The main factor
for such change are the transactions on behalf of
the government (inflow from an IMF loan and a
Eurobond issue). The National Bank
interventions on the foreign exchange market
acted in the opposite direction. The remaining
flows had a moderate impact on the shifts in
foreign reserves in the analyzed period.

In the second quarter of 2020, the banks’ foreign
exchange market reported a higher net sale of
foreign currency compared to the same period
last year. This annual change is a result of the
more substantial fall in the supply of relative to
the fall in the demand for foreign currency.
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Structure of foreign exchange market, annual change,

(net prurchase/sales, in millions of euro) 12020 - 12019,
in mill. Euro
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-250

u natural persons mexchange offices 1 non-residents mcompanies < net purchase/sales -300 -
Source: NBRNM.

Sector-by-sector analysis shows that such
movements mostly result from exchange offices,
and to a lesser extent from natural persons.
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MONETARY SECTOR

At the end of May, the monetary

Monetary policy instruments instruments remained almost at the same

(stocks, end of month data, in million of denars) level as in the previous month, in conditions

u FX deposits ®Standing deposit facilities #NBRNM bills = MP instruments, total of an increase in the amount of banks’ assets
placed in deposits with the National Bank, amid
simultaneous reduction of the stock of CB bills!®.
The stock of monetary instruments at the end of
May is still higher than forecasted for the end of

60,000
40,000 -
20,000 -

T Fgx75E8EX>RXRETEEZ2Z thesecond quarter of 2020Y.
2019 2020 |

The net foreign assets of the National Bank at
the end of May are currently lower than
forecasted for the end of the second quarter of
2020.

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

In May, the total government deposits with the
National Bank registered a monthly fall, and
their stock at the end of May is lower than
forecasted for the end of the second quarter of
2020.

O J
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Source: NBRNM

Reserve money in May registered a monthly
growth, as a result of the simultaneous growth
of the banks' total reserves with the National
Bank as well as of the currency in circulation.
Moreover, the reserve money stock is lower
compared to the forecast for the end of the
second quarter of 2020.

16 At the CB bills auction of the National Bank held on 13 May 2020, Denar 10,000 million (or by Denar 7,000 million lower amount than the due
amount) of CB bills was offered and sold at an interest rate of 1.5% and maturity of 35 days.
7 The performance comparisons are against the April forecasts of the National Bank.
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Banks liquidity*
monthly changes, in million of denars
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According to the operational data on liquidity
flows, in June, the liquidity of the banking
system registered a monthly increase. The
change entirely results from the lower amount
of the banks' placements in short-term deposits
(mainly in overnight deposits), amid unchanged
stock of CB bills'8. The autonomous factors, net,
contributed towards reducing the liquidity in the
banking system, which was entirely due to the
foreign currency interventions of the National
Bank, while government transactions and
currency in circulation acted towards increasing
the liquidity.

18 At the CB bills auction of the National Bank held on 17 June 2020, Denar 10,000 million of CB bills was offered and sold at an interest rate of 1.5%

and maturity of 29 days.
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Total Deposits
(contributions in p.p., monthly changes)
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Composition by sector ‘ Composition by currency ‘
i Other institutions Deposits* 4 Domestic Currency Deposits
H Foreign Currency Deposits ®Demand Deposits
H Enterprise Deposits i Household Deposits
@Deposits, monthly/annual changes, in % @Deposits, annual changes, in %

* 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
government at the National bank.

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

.
‘ ._.:2>‘

200 | 200 |

‘ Composition by maturity ‘ Composition by currency ‘
®Demand Deposits
4 Domestic Currency Household Deposits
u Foreign Currency Household Deposits
H Long-term Household Deposits
i Short-term Household Deposits
Source: NBRNM. ©@Household Deposits, monthly/annual changes, in %

Total deposits!® in May registered a
monthly growth of 1.0%, unlike the
previous month when they almost
registered no changes. Observed by sector,
the increase is mostly a result of corporate
deposits, with a positive contribution of
household and other sectors deposits. In this
period, the government adopted a package of
economic measures to deal with the COVID-19
crisis and paid funds to the affected companies,
in order to increase the liquidity of enterprises
and support the economy. According to the
currency structure, the greatest contribution to
the monthly growth was made by deposits in
domestic currency (primarily demand deposits),
with a positive contribution of foreign currency
deposits. In the period April - May, total deposits
registered an increase which is higher compared
to the forecasted quarterly growth of the April
forecast for the second quarter of the year.

In May, the annual growth rate of total
deposits was 7.8%, exceeding the annual
growth forecasted for the end of the
second quarter of 2020 (of 6.3%). From
sectoral and currency aspect, the growth mostly
emanates from household deposits, i.e. from
deposits in domestic currency (entirely as a
result of demand deposits).

Household deposits in May registered
monthly increase of 0.3%, which is largely
driven by denar deposits (entirely as a result of
demand deposits), amid moderate growth of
foreign currency deposits. The annual
increase in household deposits in May was
8.2%.

19 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 methodological 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

Denar Deposits of Households/Total Deposits
of Households

60 - (share, in %) 53.4
""53.3
5 | OO ————0—— O —0—0=0=0 [, .10 of denar deposits (including demand
39.2 deposits) in total household deposits remained

W0 | PO =PI P PP P PP P> D——g—y°  Stable and at the end of May was 53.3% (53.4%

DD P DY Y Y Yt Yt =IO D 3659 in the previous month).
30 35.9
H:=a>;=:§><>~<:|-::a>
=} ; x
2019 | 2020 |
60 - (share, in %) 53.6
50 -
40 -
30 -
20

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
e=g=m Share of total household deposits (with demand deposits)

==g==Share of total household deposits (without demand deposits)

w==Share of total households' denar deposits to the total deposits (with demand
deposits)*

* Includes deposites at Banks and Saving Houses
Source: NBRNM.

Broad Money M4

(contributions in p.p., monthly changes) In May, broad money, measured through
4 =0 ° M4, registered a monthly increase of
1.1 1.1 0 ; ; P

2 0.6 0.6 1.1%. The increase is a result'of tr_le most liquid
4 i — money suppl_y components, pnmarl_ly o_f dem_and
l — | o deposits, amid growth of currency in circulation.
xi | 1 m m v v |xx| 1 mw m v v | An additional contribution to the growth was

| 2019 | 2020 | 2019 | 2020 \

also made by the other components in terms of
the currency and maturity structure, primarily
short-term and foreign currency deposits. In
7.94 ;24 May, broad money increased by 9.4%
O annually, exceeding the annual growth of
- 7.3% forecasted for the second quarter of
2020.

(contributions in p.p., annual changes)

—- o
2Egz >

—

2020 |
Composition by currency ‘

2020 |
Composition by maturity ‘

14 CC Outside Depository Corporations
i Demand Deposits
H Total Short-term Deposits
@ Total Denar Deposits
Source: NBRNM.
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MONETARY SECTOR

Share of Denar M4 in total M4

20 (end of month data, in %)

64,5
65 P GG N .A_‘_._G“"A_‘
N P N < L 4 v v v Py

60

At the end of May, the denar share in total broad
money M4 was 64.5% (64.4% in the previous

55 month).

|I II IIT IV V VI VII VI IX X XI XII|I II I 1v V|
2019 | 2020

75 (end of year data, in %)

65.3

64.0

65 62.5 628 2.4 628

55

5 ¢ T T T T T T T T T ,
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Source: NBRNM.

In May, total loans registered a monthly
growth of 0.9%, which is a moderate
acceleration compared to the previous
month. In order to encourage lending activity,
Total loans the National Bank since the beginning of the

4 - (contributions in p.p., monthly changes) L. A A
34 crisis has adopted a series of measures, in order
2 i 09 | 94 0o  to reduce the cost of financing through loans
Nl ﬁdab#:“,f:‘ﬁh‘_ o 8 %2 @4 from banks, as well as to provide additional
1] liquidity in the banking system. Observed by
2 1 sector, the credit growth is equally a result of
g~ = & = >|g|~ = =8 =& >/ theincrease in household and corporate loans.
2019 | 2020 | 2019 | 2020 . Observing by currency, the greatest

contribution to the monthly growth was made
by denar loans, with a small positive
contribution of foreign currency loans. In the
period April - May, total loans registered an
increase, which is above the forecasted increase
in loans in the second quarter of the year,
according to the April forecast.

Composition by sector Composition by currency ‘ In M ay, the annu al growth rate Of total

P -
# Foreign Currency Loans @ Domestic Currency Loans Ioans equaled 5.9 /0’ exceedlng the
® Enterprise Loans Household Loans annual growth of 4.3% forecasted for the
@Loans, monthly/annual changes, in % @Loans, annual changes, in % second quarter of 2020, according tO the

Source: NBRNM.

April forecast. Observed by sector, the growth
still largely results from the household loans,
with a growing positive contribution of
corporate loans. Regarding the currency
structure, the positive contribution of foreign
currency loans (including denar loans with
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MONETARY SECTOR

Household Loans* currency clause) dominates, but loans in
20 (contributions in annual changes, in p.p.) domestic currency also grow
15 -
9.6 -
10 87 The annual growth of household loans? in
5 ] . May amounted to 8.7%, and was still largely
0. driven by consumer loans that contributed with
o 5.5 percentage points.
Plm=gz>sgzggaxzg/-=ga2a->
2019 2020
M Auto Loans
H Credit Cards and Overdrafts
H Consumer Loans
H Other Loans
i Lending for house purchase
@ Household Loans, monthly/annual changes, in %
20 - (contributions in p.p., annual changes)

- 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

* Self-employed individuals are not included.
Source: NBRNM.

Doubtful and contested claims The share of doubtful and contested
(composition by sector and share in total loans) claims in total loans in May was 4.6%, and
6 ¢ is at the same level as in the previous

month. In terms of sector, most of the total
4 amount of non-performing loans still results

from the corporate sector, while the share of
2 non-performing loans of the household sector is
significantly lower.

15,000

10,000

5,000

2019 2020

30,000 -

20,000 -

10,000

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

# Doubtful and contested claims of corporations in million of denars. (l.s.)

i Doubtful and contested claims of households in million of denars. ( I.s.)

w Share of doubtful and contested claims in total loans in % (r.s.)
Source: NBRNM.

20 Excluding loans of self-employed individuals.
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MONETARY SECTOR

Total credits/total deposits
(monthly data, in %)

88
85 82.4 822

82
79

;g The indicator for the utilization of banks’

20 deposit potential for lending to the private

T HEE=2>5E EE>RXETFg 2 = g sector in May is at the same level as in the

= previous month (82.4%), whereby it is

2019 2020 slightly above the forecasted value of this

indicator for the end of the second quarter of

(annual data, in %) 2020 (82.2%), according to the April forecast.

93
90
87
84
81
78
75

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Source: NBRNM.

Total deposits interest rates

5 (monthly data, in percentages) 3

15 15
, In May, interest rates on total deposits

1 0.6 _o. (denar and foreign currency)?' registered
| | | | o_gl 0.9 ‘
0
XII I 11 111 v \" X

no changes compared to the previous month, so
that the spread between these two interest

oI 01 m om NV rates is still 0.9 percentage points. For total
5019 2020 2019 2020 newly accepted deposits??, the interest rate
_ _ spread expanded by 0.5 percentage points, as a
Total deposits Newly received . R .

. _ o result of the increase in the interest rate on
(end of year data, in percentages) denar deposits and a slight decrease in the

6 6 interest rate on foreign currency deposits.

4 4

N
N

o — o ™ < wn e} ~ e} (<)) o ~— o~ ™M < n O ~ feel (<))
2 oo 2332 3533325553323 335232
o o o o o o o o o o o o o o o o o o o o
o~ (2] (2] o~ (2] (2] o~ (2] (2] o~ o (2] o~ (2] (2] o~ (2] (2] o~ (2]
Total deposits Newly received deposits
Lt Interest rate spread —@— Interest rate of denar deposits

—@— Interest rate of foreign currency deposits
Source: NBRNM.

2L Data on interest rates are in accordance with the methodological 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.

22Regarding 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 determined by the volume of newly accepted deposits (which varies
from month to month) and their interest rate.
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MONETARY SECTOR

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

—o 15 1.5 1.4 15

W

1 .
mﬁﬁj j—‘/‘jﬁ;ﬁ The interest rates on total household
. } 0.9 0.9 ‘J = 09][t0| deposits (denar and foreign currency)
Xt I o m v vV XI I oI m W V registered no changes compared to the previous
2020 2020 month and the interest rate spread remained at
0.9 percentage points. For the newly
accepted household deposits, the interest
rate spread expanded slightly by 0.1 percentage
point, amid increased interest rate on denar
deposits by 0.1 percentage point and
unchanged interest rate on foreign currency

2

—

(end of year data, in percentages)

o N b~ OO
o N b~ OO @

- deposits compared to the previous month.
S N VN 0 9
SE&88¢g¢8
Total deposits Newly received deposits
LA Interest rate spread
—@=Interest rate of denar deposits
==@==nterest rate of foreign currency deposits
Source: NBRNM.
Total loans interest rates
5 (monthly data, in percentages) 9
5.6 5.6
6 o—o—o—o—o—d a4 +4 6
——o—o—o—o T3 $—35—4
3 40 4.0 3.7 35 3
0 0
xmproonom vV Xl oI vV In May, the interest rates on total corporate
2020 2020 and household loans registered no changes
compared to the previous month and amounted
, to 4.0% and 5.6%, respectively. For the newly
(end of year data, in percentages) 23 .
9 , approved loans* in May, the interest rates on
] ] corporate and household loans amounted to
3.7% and 4.4%, respectively and registered no
3 3 changes compared to the previous month.
° 209893 egenyTecYdInEgnNg®s °
SRRRRIRRIRRIRRIKRRIRKRLIKKRKR
Total loans Newly approved loans

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

Source: NBRNM.

23 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 determined 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 The deteriorated Situation il‘l the economy
15 - 9.8 (contibutions in annual change, in p.p.) 110 due to the health crisis also had an
191 , . Y appropriate effect on the Budget of the
3 = Republic of North Macedonia (central
ig budget and budgets of funds). Namely, in
25 May 2020, there was a significant annual
-35 - reduction of budget revenues, amid

\" \ \" \" - - -
simultaneous increase in total budget

2019 2020 2019 2020

expenditures. The reduction of revenues of
24.4% entirely results from the lower tax
revenues, non-tax revenues?® and contributions
(negative contributions of 15.3 percentage points,
10.0 percentage points and 0.3 percentage points,

8.
Moo garnsne g‘g‘é‘g cooznssa g‘g‘g respec;tive]y), amid an increase in othe_r revenues?
NRRARRRRRRIFSNRRRIRRRRERREN (contrlbutlgn of 1.4 percentage points). Tax
Budget Revenues \ Budget Expenditures revenues in May were lower by 28.2% on an
. I annual basis, as a result of the lower inflows in all
Bkt items®*. Budget expenditures were higher by
Source: Miniiry of ance and NBRNM ' cacuation. Phonualchanoe e budoet penirs n % 11.0% on an annual basis, entirely as a result of
the higher current expenditures (contribution of
Taxes and current expenditures 14.0 percentage points), amid reduced capital

(contirbutions in annual change, in p.p.)

expenditures (negative contribution of 3.0
percentage points). Current expenditures in May
increased by 14.8% on an annual level, mostly due
to the growth of transfers?’, while the only item

' =N
ae
IS
Hie

O
v | -ZT}Z | v | v | that is reduced are the expenditures on goods and
2019 ‘ 2020 ‘ 2019 \ 2020 \ services.

In the period January - May 2020, total budget
revenues went down by 8.9% compared to the
same period last year. The reduction in the first
five months is mostly due to the lower
performances in tax and non-tax*® revenues

O = N M ¥ 1N O NN 0O OO -$ O = N M ¥ 1N O N 0O OO0 O - . .
SEEEEEEEE §‘§ SEEEREEEEEE: §‘§‘§‘ (contribution of 7.3 and 3.4 percentage points,
vy v respectively), while contributions?® increased (2.2

e | | Cument expenditures | percentage points). On the other hand, total
@Import duties @Interest payments . . . .
wOther taves uTranstrs budget expenditures increased by 7.9%, primarily
mGoods and services uWages and allowances . . -
aproft tax b due to the higher current expenditures (mainly due
:X::ualchangeofthetaxes, in % :-i:r:::lalt:r:g:zi:ecurrentexpenditure, in % to the increased tranSfers)[ and a sma"er DOSitive

Source: Ministry of finance and NBRNM' s calculations.

contribution was also made by capital
expenditures.

24 The reduction is a result of the high base from May 2019, when non-tax revenues were increased due to the transfer of the funds to the Pension
and Disability Insurance Fund'’s account from private pension funds.

25 Other revenues include capital revenues, donations from abroad and revenues from recovered loans.

sDecrease was registered in all types of taxes in May 2020 compared to the same month last year. The largest decline was registered in net VAT of
33.1% on an annual basis, where gross revenues went down by 30.8% on an annual level, whereby the weaker collection of gross revenues was also
reflected on the VAT refund, i.e. it went down by 27.5% on an annual level.

ZThe growth of transfers is mostly associated with the payment of the subsidies in agriculture, the subsidies of the wages of the companies hit by
the crisis with the coronavirus and the health care costs.

8The decrease is a result of the high base in the period from January to May 2019. Namely, in January and May 2019, non-tax revenues were
increased due to the higher inflows to the Pension and Disability Insurance Fund’s account from private pension funds.

The growth of the income from contributions is associated with the increased rates for compulsory pension and disability insurance (from 18.4% in
2019 to 18.8% in 2020) and for compulsory health insurance (from 7.4% in 2019 to 7.5% in 2020). In addition, the increase in contributions is also
associated with the increased base as a result of the increased minimum net wage to Denar 14,500 in December 2019, the increase in the wages in
the public sector, as well as the effect of the measure for subsidizing contributions due to wage increase.
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FISCAL SECTOR

Budget implementation , per categories

(central budget and funds), in percentage of the annual plan*
50

In comparison with the Budget Revision3? for 2020,

0 373 37.4 415 38.0 397 409
75 the budget revenues in the period January-May
184 2020 amounted to 37.3% (38.3% in 2019), while
the budget expenditures amounted to 38.0%
‘_l _| (37.5% in 2019). The budget deficit in the amount
0

of Denar 18,903 million was 40.9% of the Revision
for 2020 (execution of 28.3% in the same period

[N) w
o o

-
o

1-v 2019
1-V 2020
1-v 2019
1-V 2020
1-v 2019
1-V 2020
1-v 2019
1-V 2020
1-v 2019
1-V 2020
1-v 2019
1-V 2020

1-v 2019
1-V 2020
1-v 2019
1-V 2020

Total Tax Contributions Other Total Current Capital Budget f 20 19
revenues revenues non-tax  expenditures expenditures expenditures  balance O )-
revenues
Revenues Expenditures Deficit
*for 2019 and 2020, figures are calculated compared to the Budgete rebalance for 2019 and 2020,
respectively.

Source: Ministry of Finance and NBRNM's calculations.

Financing of the budget balance

25,000 - - 10
10,000 5
-5,000 - @"5,001 Lo
-0.7 - = - -
28 The budget deficit in the period January-May 2020
-20,000 - ©-18,903 5 . o -
IV 2019 1V 2020 of Denar 18,903 million (or 2.8% of the nominal
70,000 GDP3?) is mostly financed by domestic government
50,000 borrowing®?, and to a lesser extent by using
] foreign loans33, with small part of the inflows being
10,000 retained as government deposits with the National
-30,000 - Bank.
-50,000 - ® 1.0
[ N R e e
2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2020‘
H Privatisations inflows | Domestic financing, net
wExternal financing, net wChange in deposits*
#/Budget balance =Budget balance, as % of nominal GDP (r.s.)
* Positive change: deposits withdrawal; negative change:deposits accumulation.
Source: MoF.

30At its session held on 15 May 2020, the Government of the Republic of North Macedonia adopted a decree with legal force on amending the Budget
of the Republic of North Macedonia for 2020 during a state of emergency (Official Gazette of the Republic of North Macedonia No. 126 of 15 May
2020).
31The analysis uses the National Bank’s April forecasts for the nominal GDP for 2020.
32Besides the issuance of government securities, domestic government borrowing was also made with the domestic commercial banks by around Euro
135 million, i.e. Denar 8,172.5 million, intended for repayment of a loan whose term fell due on 29 January 2020. It concerns repayment of second
installment in the amount of Euro 158 million, from a PBG loan concluded in 2013.
33At the beginning of April, the International Monetary Fund confirmed financial support for our country, through the Rapid Financing Instrument, in
the amount of around Euro 176 million.
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FISCAL SECTOR

Government securities
(changes, in million of denars)

30,000 - 1 GC without FX clause
B GC with FX clause
20,000 - =GS -total
11,078
10,000 - S

In June 2020, the stock of issued
government securities’* in the primary
| v|vi|rvi| market increased on a monthly basis by
2010[2011/2012/2013(2014[20152016[2017/20182019/2020120202020. Denar 300 million and at the end of the

month reached Denar 117,431 million. The

monthly increase completely derives from the
120,000 (stocks, In millions of denars) increase in government securities  without
105,000 currency clause. Compared to the end of 2019, the
90,000 stock of government securities at the end of June

22883 ] increased by Denar 11,078 million.

45,000 -
30,000 -
15,000 -

0

-10,000 -
-

| 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 |

Source: MoF.

Government securities auctions
in million of denars
60,000

Ematuriy  ®Esupply  “demand Hrealisation

I
40,000 } The new issues of government securities in June

2020 were with twelve-month and fifteen-year

20,000 maturity, whereby the market participants’
I I | interest was higher than the offered amount.
_ullm MR

0

VI.20 VI.20 VI.20 1-VI.20 1-VI.20 1-VI.20
T-bills T-bonds Government  T-bills T-bonds  Government
securities, securities,
total total

Source: Ministry of finance.

Interest rates of T-Securities in percent

@ T-bills with FX clause
@ T-bills without FX clause

:_ 03, 293.0 40 In June, the Ministry of Finance kept the same

@ 9 interest rates on the newly issued twelve-month
2 e 11050 eags 2.45 government securities without currency clause
1 {0 O o 2 L E (0.6%), while the interest rates on the fifteen-year
0 government securities without currency clause

OSIC000C NOONNNNOOO0O0OT NS00I \u\u\u\m OO
B e e S o N N T e N NN

SREESNE RN R R EE R a e NNNEEESY  were minimally increased (from 2.9% to 3.0%).

d>5&>>~~~xx~HHHH>>~x~>x~:::>x:~x~=x ==
S = >;_.>< = ><;__._‘>>><><>>._
3M 6M 12M 2Y |3Y 5y 10y 15Y 30Y
Source: Ministry of Finance year

34 The Budget Revision plans a net domestic borrowing (continuous government securities) of the government of Denar 15,375 million for 2020, i.e.
increase in the stock of government securities to Denar 121,729 million.
35 The twelve-month treasury bills fell due in June 2020.
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Box 1: Indicative private consumption and gross capital formation categories

INDICATIVE VARIABLES FOR PRIVATE CONSUMPTION

2018 2019 2020
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 March  April May
real annual growth rates in %
Retail trade* 5.8 8.9 9.4 105 | 76 88 120 138 1.0 -9.9 -21.8 -20.4
VAT revenues* 3.9 6.5 7.5 6.9 35 14 75 6.6 1.8 -8.2 -23.7 -30.7
Imports of consumption goods* 8.0 2.5 3.0 109 | 28 59 9.7 438 6.8 -4.8 -21.3 -17.7
Domestic production of consumption goods 6.1 -1.0 -0.1 5.6 05 -10 24 -20 | -05 -10.8 -30.5 -25.2
Counsumer credits* 7.7 8.2 8.5 9.3 82 96 93 101 9.7 9.7 9.4 8.4
Average net wage* 3.4 4.7 3.9 5.4 22 24 35 42 10.0 6.9 4.3 -
Private net transfers* 5.6 9.1 4.3 2.0 -2.2 47 57 2.1 -2.9 -21.0 - -
Pensions* 2.1 3.4 2.6 4.4 41 22 39 2.1 5.7 7.4 5.7 8.1
* 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
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 March April May
real annual growth rates in %, except for FDI in million denars

Imports od capital goods* 19.1 20.2 10.5 11.2 2.0 4.8 12.5 6.8 0.9 -11.6 -53.2 -41.6
Completed construction works** -39.6 0.9 -10.0 14.6 15.1 -3.3 3.0 53 6.3 -19.2 -13.0 -
Domestic production of capital goods 19.3 24.2 16.0 5.7 12.3 -2.9 10.7 7.1 -5.7 -20.1 -70.8 -47.1
Government investments* -65.0 -39.5 -10.7 -34.1 -11.1 62.7 26.3 66.5 23.7 24.0 15.9 -51.5
Direct Investments*** 8470.6 5711.2 3716.7 8238.3 |-12128.9 -3653.4 4093.0 -7892.4 | 5671.8 | 6696.9 - -
Long term credits to enterprises* 2.0 4.7 6.6 5.9 4.9 4.8 2.6 6.4 4.1 4.1 5.8 8.2

* 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: 2018=100).
Source: State Statistical Office, Ministry of Finance and NBRNM calculations.

31 of 31



