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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 (June — September 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.

Recent developments and assessments continue to point to less favorable global
economic outlook for 2020 and 2021 compared to April, entirely as a result of the health
and economic crisis caused by the COVID-19. Given the huge uncertainty, the risks regarding
such forecasts are stil markedly downward. The rising number of infected people around the world
has increased uncertainty about the development of the pandemic and its duration. Therefore, it is
assumed that the continuation or re-introduction of measures to preventthe spread of a possible new
wave of the virus, which although expected to be local and not as restrictive as before, wil affect the
dynamics of recovery of economic activity in the future. It is also estimated that the crisis caused by
the pandemic had a strong adverse effect on the labor market and the solvency of companies, which
will further slow down the recovery of economies. Other negative risks include the possiilty of re-
tightening of global financial conditions, premature withdrawal or inadequate guidance of the
introduced anti-crisis measures to miigate the negative effects of the crisis, possible further
disinflationary pressures, the risk of inability to service public debt with part of the countries, as well
as the possible delay in the start of mass use of the vaccine. On the other hand, the possibilty of
faster normalization of economic activity than expected in some countries, faster eradication of the
virus and faster development of the vaccine pose posttive risks to global economic growth. Regarding
the economic developments in the euro area, the latest high-frequency data and assessments
from the survey of households and enterprises for the third quarter indicate an improvementin the
situation and a slowdown in the dynamics of annual decrease in the third quarter. In Germany, as our
most important trading partner, similarly to the euro area, a smaller annual decline is expected in the
third quarter, amid more favorable developments in industry in the period July-August and
expectations for increased production in September, especially in the car industry. In the euro area
labor market, the unemployment rate has been rising for five consecutive months, reaching 8.1% in
the July-August period (7.6% in the second quarter). In terms of inflation, the inttial assessment for
September again showed an annual price drop of 0.3% (a fall of 0.2% in August), mostly due to the
annual decrease in energy prices. Taking into account such dynamics in inflation and the perceptions
of economic entities for possible easing of the conditions within the measures applied by the ECB, the
expectations for the one-month interest rate EURIBOR are minimally revised downwards.

From the aspect of individual quantitative indicators of external environment of
the Macedonian economy, the estimate of the foreign effective demand has been revised
downwardsfor 2020 and 2021 compared to the April forecasts, while the foreign effective inflation
was minimally revised downwards and slightly upwards for 2021. The latest expectations for the US
dolar point to a downward revision compared to April, with its depreciation against the euro in both
years being registered. The latest forecasts for the changes in the prices of primary
commodities on the world stock exchanges are mainly in the direction of falling prices in
2020 and their synchronized growth in 2021, given mostly upward revisions compared to
the April estimates. However, the movements and estimates of primary commodity prices are
extremely volatie, and are currently strongly influenced by developments related to the new
coronavirus pandemic, which creates greater uncertainty about their future dynamics and effects on
the domestic economy, both in the short and long run.



The latest expectations for the US dollar point to a downward comparison of the
latest macroeconomic indicators from the domestic economy with their projected
dynamics within the April forecast cycle indicates certain deviations in some segments
of the economy. According to the published estimated GDP data, in the first half of 2020, real GDP
decreased by 6.4% on an annual basis, which is stil slightly smaller than forecasted in Apri, due to
the deviation for the first quarterRegarding the economic activity in the third quarter of 2020, the
currently available high-frequency data for the period July-August 2020, generally point to more
moderate negative effects of the health crisis on economic activity, and compared to the previous
quarter, the developmentsin the domestic economy are more favorable. . Namely, in condiions of
gradual easing of the restrictive measures against COVID-19 and the undertaken measures to support
the economy, thedata for this period show a significant slowdown in the annual decrease in industry,
construction, catering turnover, and partly the turnover in total trade. Regarding the changes in
consumer prices, the performance in September 2020 (annual inflation rate of 1.9%) is
higher compared to the April forecast. On average, the price changesin the second and third
quarters are above expectations according to the April forecast cycle. With higher-than-expected
performances and revisions in different directions in the external input assumptions, the risks in
relation to the inflation projection for 2020 are currently assessed as mostly upward. At the same
time, the movement of world prices of primary productsin the next period remains uncertain and
especially pronounced in conditions of the COVID-19 pandemic.

Foreign reserves remain at an appropriate level and are maintained in a safe zone.
During the third quarter of 2020, the main factors of change in foreign reserves (adjusted for price
and exchange rate differences and price changes in securities) were the regular repay ment of public
sector liabilities abroad and foreign exchange market interventions by the National Bank. At the
beginning of October 2020, an inflow of about Euro 80 milion on the government account was
realized, in the form of a loan within the of macro-financial assistance framework from the European
Commission. Regarding the available external sector data, the data on the foreign exchange market
as of September indicate lower performancesin private transfers compared to the projected ones for
the third quarter. At the same time, the data on foreign trade as of August point to the possibility of
achieving a trade deficit generally in line with expectations, in accordance with the April forecasts.

According to the final data on August!?, the total deposits registered monthly decrease of
1.1%, as opposed to the increase in the preceding month (0.3%). Excluding the effect of the
mentioned bank, the total deposits registered monthly growth of 0.5%. From a sectoral point of view,
the decrease in total deposits results from the household deposits and other sectors, amid an increase
in corporate deposits. According to the currency structure, the largest contribution to the monthly
decrease in total deposits were made by denar deposits (including demand deposits), with a slightl
decline in foreign currency deposits. On annual basis, total deposits in August were higher by 5.3%
(7% without the mentioned effect), mostly due to the growth of household deposits and demand
deposits. The annual deposit growth in August exceeds the projections for the third quarter of 2020
(4.4%), as forecasted in April. Total loans to the private sector in August dropped by 1.4% on
monthly basis, compared to the growth in the previous month (0.7%). Excluding the aforementioned
effect?, the total loans increased by 0.3%, on a monthly basis. From sectoral and currency aspect,
the credit decrease is a result of the reduction of corporate loans, i.e. denar loans. On annual basis,
total loans in August were higher by 6.9% (8.8% without the mentioned effect). From a sectoral point
of view, the growth is largely due to household loans, with a positive contribution of corporate loans,
as well. From the aspect of the currency structure, loans in domestic currency have a bigger
contribution. The realized annual growth of loans in Augustis abovethe projected for the third quarter
of the year (5.2%), according to the April forecast.

l1n August, data on loans and deposits in the banking system did not include data on the bank whose operating license was revoked and
for which a bankruptcy procedure was initiated.
2 The calculation of the total loans includes the July data of the bank whose operating license was revoked.



The Budget of the Republic of North Macedonia registered a defict of Denar 34,914
milion in the period January-August. The budget deficit is mostly financed through the use of foreign
loans, with part of the inflows being retained as government deposits with the National Bank. At the
same time, in this period, the Government additionally borrowed on the domestic market of
government securities and with domestic banks. The realized budget defict for the first eight months
of the year represents 61.7% of the deficit provided by the October Budget Revision for 2020, which
is in parliamentary procedure.

Recent macroeconomic indicators and assessments indicate some deviations from
the forecasted dynamics, but the perceptions of the monetary policy environment are
largely unchanged from previous assessments. Foreign reserves are stil maintained in a safe
zone. In the first half of the year, there was an annual decrease in the gross domestic product of
6.4%, which is stil a slightly weaker performance compared to the April forecasts. The currently
available high-frequency data for the third quarter of 2020, point to more moderate negative effects
of the health crisis on economic activity and gradual recovery of the economy. In terms of inflation,
higher performance than projected, in revisions in different directions in the external input
assumptions, indicate the existence of upward risks in relation to the inflation projection for 2020 of
0%. Within the monetary sector, the annual growth of deposits and loans in August is above the
projected for the third quarter of 2020, according to the April forecast.

The inflation rate in the first nine months of the year is relatively low and stable

The average inflation rate in the first nine months of the year was 0.9%, with the largest contribution
being made by the changes in food prices in the domestic economy (by 0.8 percentage points).
Energy prices, in line with the movement of crude oil prices on the world market, decreased in this
period (negative contribution of 0.3 percentage points), while core inflation was posttive, but low and
stable (with a posttive contribution of 0.3 percentage points). The annual inflation rate accelerated
slightly since June, reaching 1.9% in September, mainly due to two factors - higher-than-usual growth
for the season in fresh food prices and an increase in the price of electricity in August by 7.4% (by
ERC decision). In conditions of reduced economic activity and gradual recovery of the domestic
economy, no significant inflationary pressures from domestic demand are expected in the future.




Selected 2019 2020
2016 2017 2018 Q1 Q@ @ Q4 2019 Jan. Feb.  Mar. Q1 Apr. May Jun. Q2 Jul. Aug. Sep. Q3
1. Real sector indicators
Gross domestic product (real growth rate, y-o-y) ' 28 11 29 3.8 3.4 3.6 3.4 3.2 0.2 -12.7
Industrial production /*
y-oy 34 02 54 858 11 71 13 37 03 35 134 | 37 | 335 270 4151 | 250 95 91
cumulative average 34 02 54 88 48 56 37 37 03 19 37 37 | 112 144 ‘146 | 146 | -138  -132
Inflation /*
CPI Inflation (y-0-y)* -0.2 24 0.9 12 12 0.6 0.0 0.4 0.6 0.7 0.5 0.6 -0.1 0.2 17 0.5 13 15 19 15
CPI Inflation (cumulative average) 0.2 14 15 12 12 1.0 08 08 06 0.7 0.6 06 04 03 05 05 0.6 08 09 0.9
Core infiation (cumulative average) 13 23 15 09 09 08 05 05 03 05 0.7 07 07 0.6 06 0.6 0.6 06 07 07
Core inflation (y-0-y) 1.0 28 14 09 10 06 04 03 03 0.8 10 07 07 04 04 05 0.6 08 11 0.9
Labor force
Unemployment rate 27 24 207 178 175 17.1 166 173 16.2 16.7
II. Fiscal Indicators(]
(Central Budget and Budgets of Funds)
Total budget revenues 169,356 179,673 188,505 46,042 50076 | 50986 | 56718 | 203,822 | 15599 15727 15158 | 46484 | 14241 12,660 14050 | 40,951 | 17,89 14,218
Total budget expenditures 185,407 196,561 200,071 49,243 53915 | 52,085 | 62202 | 217,445 | 16806 18,824 18,64 | 53,804 | 18,969 19,420 21,004 | 59,483 | 24,020 17,066
Overall balance (cash) -16,051 -16,888 -11,566 3,201 3,839 1,09 | 5484 | -13623 | -1,007 3097 3,106 | 7,410 | -4728 6760 7,044 | -18532 | -6124 2,848
Overall balance (in % of GDP)* 2.7 2.7 18 <05 0. 0.2 08 2.0 0.2 05 05 11 0.7 1.0 1.0 28 0.9 04
II1. Financial indicators /®
Broad money (M4), y-0-y growth rate 62 51 118 117 105 1038 9.3 9.3 8.9 82 89 8.9 75 9.4 9.8 9.8 9.1 6.6
| Total credits, y-o-y growth rate 0.1 5.4 7.3 9.0 8.1 5.6 6.0 6.0 6.8 69 58 5.8 5.5 59 6.6 6.6 8.2 6.9
Total credits - households 7.0 92 103 9.7 99 95 10.5 10.5 10.6 w1 101 101 9.4 8.6 88 8.8 9.4 2.0
Total credits - enterprises -5.3 23 45 8.2 6.4 17 19 19 3.2 2.8 18 18 20 33 4.6 4.6 7.1 4.8
Total deposits (incl. demand deposits), y-o-y growth rate/’ 6.1 5.0 121 119 106 110 9.0 9.0 88 78 79 7.9 6.0 7.8 8.4 84 8.0 5.3
Total deposits - households 25 61 95 87 9.0 93 7.9 7.9 8.5 8.7 8.6 86 7.8 8.2 87 8.7 8.4 57
Total deposits - enterprises 134 21 95 121 10.1 11 146 146 122 102 125 125 65 9.8 1.2 1.2 9.0 58
Interest rates /*
Interst rates of CBBills (end of month/quarter/year) 375 325 250 225 225 225 225 225 2.00 200 175 175 175 1.50 1.50 1.50 15 1.50 1.50 1.50
Lending rates
denar rates 7.0 66 6.1 58 57 56 54 56 54 53 53 53 53 53 52 53 5.1 5.1
f/x rates (aggregated, indl. f/x and denar with f/x clause) 5.7 53 49 47 47 46 45 46 44 44 44 44 44 43 43 43 43 43
Deposit rates
denar rates 25 22 20 20 19 19 17 19 16 16 15 16 15 15 15 15 15 14
f/x rates (aggregated, indl. f/x and denar with f/x clause) 1.0 09 0.8 08 08 08 08 0.8 07 0.7 0.6 07 06 0.6 06 0.6 0.6 06
IV. External sector indicators
Current account balance (millions of EUR) -275.5 -102.9 -175.0 -65.6 1622 | -2039 | -3723 22 708 803 | -1488 | 767 01 859
Current account balance (% of GDP) 2.9 -1.0 16 0.6 14 26 33 0.0 06 07 | -14 | -07 0.0 -0.8
Trade balance (millions of EUR)'® 41,7862 | -1,816.2 -456.3 -4745 | 4371 | -646.8 | -2,0148 | -1344 -199.9 -1769 | -5111 |-1624 41057 | -384.3 | -1988 -102.1
Trade balance (% og GDP) -18.0 -18.1 -4.1 -4.2 -39 -5.8 -18.0 -1.2 -1.8 -1.6 -4.7 -1.5 . -1.0 5 -1.8 -0.9
import (millions of EUR) -6,176.5 -6,834.9 -1,990.4 -2,095.7 | -2,066.0 | -2284.2 -8,436.3 -591.4 7198 -607.7 | -1918.8 | -373.7  -455.5 5977 | -1426.9 | 7172 -6033
export (millions of EUR) 43903 50187 1,534.0 16212 | 1,689 | 16374 | 64216 | 4570 5199 4308 | 14077 | 2113 3394 4920 | 10426 | 5184 5012
ate of growth of import (y-0-y) 65 107 116 109 119 59 99 37 59 180 | 36 | -509 364 3.4 319 4.1 9.2
rate of growth of export (y-0-y) 7.4 143 17.1 11 108 02 9.4 10.0 19 268 | 82 | 603  -393 73 357 8.1 01
Foreign Direct Investment (millions of EUR) 3169 180.0 402 110 62.9 1765 290.6 7.1 477 -1065 | 1274 | -421 367 204 150
External debt
Gross external debt (in milllions of EUR) 72166 73725 78437 82385 83247 | 85686 | 81544 | 81544 83096 87817
public sector 34453 34618 3,756.2 4095.2 40351 | 40742 | 38366 | 38366 38165 44603
public sector/GDP (in %) 357 345 35.1 36.1 35.6 359 338 338 34.9 40.8
private sector 37712 39107 4,875 41433 42806 | 44944 | 43178 | 43178 4,493.2 43214
Gross external debt/GDP (in %) 747 734 733 726 734 756 719 719 76.0 803
Gross official reserves (millions of EUR)'** 2,613.4 2,336.3 2,867.1 2,866.4 29282 | 3,127.5 | 3,262.6 | 3,262.6 | 3,100.6 3,084.5 3,017.3| 3,017.3 |3,159.6 3,079.1 3,639.7 | 3,639.7 | 3,512.4 3,406.4 3,480.2 | 3,480.2

/1 1n calculating the relative indicators, the annual GDP from the official announcement of SSO is used. For 2020, the projected level from NBRNM's last forecasting round is used.
25 0f 07.09.2020).

/2 The quarterly data for 2018 are preliminary, while for 2019 and 2020 are estimated (Press release for

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

/4 CPI calculated according to COICOP 2019=100.

/5 The rate on annual toend-year

16 The cliations e 5256 o th New Hethodsigy for <ompiing Sandard e o the menciry bance ahect

for 2018 i final

nd the new accounting p

18)
17 it encompasses the deposits from non-goverment sector at Banks and Saving Houses, transferable deposits from Other Financial Corporations in denars and transferable dews\(s from state and local government in denars.

/8 As of June 2018 data for active and passive interest rates are compiled according to the new methodology of NBRNM.

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

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

for annual data for GDP from 30.09.2020) while for 2019 is preliminary data (Announcement for annual data for GDP from 05.10.2020).




EXTERNAL ENVIRONMENT

Foreign effective demand

(annual changes in %) According to the latest estimates, foreign
14.0 1 effective demand has undergone a
10.0 downward revision for 2020 and 2021.
60 Namely, it is now expected that the decrease in
' foreign effective demand in 2020 wil be 6.3%,
2.0 - compared to the estimated fall of 5% in April. The
20{1 03 Q1 03 Q1 03 QU O3 \ downward revision_is a result of the projec_ted
2016 . 2017 . 2018 2019 deeper decrease with almost all of our trading
-6.0 7 partners, especially Germany?3, Greece, Belgium
10.0 - === April 2020 and Italy. For 2021, the expected growth rate is
140 = October 2020 4.6%, compared to 4.9% in Apri, with the
' downward correction, mostly due to the
expectations for weaker economic activity in
Source: Consensus forecasts and NBRNM calculations. Bulgal’ia and Sel’bia.
Foreign effective inflation
(annual rates in %)
30 1 — == April 2020 The forecast of foreign effective inflation
2.5 - ——— October 2020 for 2020 has minimally been revised
20 downwards compared to the April
assessment, and it is expected to be 0.5%
1.5 1 (0.6% in April), mainly due to the downward
1.0 - correction in Croatia®. On the other hand, for
2021, a minimal upward correction has been
0.5 1 made, with foreign inflation now expected to be
0.0 VN ———t—————t——+———+—+—+—1—+1 1.40/0 (1.30/0 |n Apl‘l|).
3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3
-0.5 2816 2817 2818 @ 2%19 @ 2820 b 2821 @
1S.c?urce: Consensus forecasts and NBRNM clculations.
EUR/USD exchange rate The latest estimates of the euro / US dollar
exchange rate point to a downward
1.00 - _ revision from the April forecast. Namely, now
=== April 2020 in 2020 a small depreciation of the US dollar is
0.55 1 s 121057 AL expected, as opposed to the small appreciation
0.90 - predicted in Apri, whie for 2021 a lrger
' depreciation than originally projected in April is
0.85 anticipated. Such revisions reflect the investors
expectations to maintain low interest rates in the
0.80 - United States over a longer period of time in line
with changes in the monetary policy framework,
075 &+ v+ vy vy w0 and in part the expectations for greater fiscal
Ql Q3 Q1 Q3 Q1 Q3 Q1 Q3 QI Q3 Q1 Q3 stimulus in line with post-election policies in the
2016 2017 2018 2019 2020 2021 United States..

Source: Consensus forecasts and NBRNM calculations.

Regarding the oil prices®>, an upward
revision was made for the entire forecast
period, with now a slightly smaller decline
than expected for 2020 being anticipated,
and a growth, instead of a drop in the price

3 Projected decrease for Germany of 5.7% in 2020, compared to 5% in Apriland projected growth of 4.4% in 2021, similar to April (growth of 4.5%).
* Inflation in Croatia has been adjusted for exchange rate changes.

> 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
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Nickel and copper prices in EUR
(annual changes in %)
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Source: IMF and NBRNM calculations.
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Wheat and corn prices in EUR
(annual changes in %)

===-Wheat - April 2020
e \\heat - October 2020
===-Corn - April 2020
Corn - October 2020

Source: IMF and NBRNM calculations.

in 2021. The upward revision is largely a
reflection of lower supply expectations, as a
result of a strike by oil workers in Norway and a
possible cessation of oil production in the United
States and Mexico due to Hurricane Delta.

According to the latest estimates for metal
prices, an upward revision was made for
the entire forecast period. Thus, for 2020, a
significantly lower fall in the price of copper and
nickel is expected compared to April expectations.
This change in the copper price reflects the
growing demand in China, as well as the concem
that supply wil not be able to meet demand for
copper in the future®. The upward revision of the
nickel price is mainly due to the growing demand
from the electric car industry. A larger upward
revision of prices was made for 2021, with growth
now expected, compared to the April estimates
for decline.

According to the Ilatest estimates, a
downward revision of the prices of primary
food products for 2020 has been made.
Thus, a smaller increase in the price of wheat is
now expected, and a larger decrease in the price
of corn compared to the April forecasts. Such
movements are largely due to higher-than-
expected corn and wheat production in Russia.
For 2021, prices have been revised upwards
compared to the April estimates, so that the price
of wheat is now expected to grow, instead of a
small decline, and the price of cornto grow more.

¢ Investors' expectations are that the market deficit will notbe able to be covered in the medium term, dueto the reduced pro duction capacity in the
conditions of the COVID-19 pandemic.
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EXTERNAL ENVIRONMENT

1-month Euribor

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

0.6 1 _ 2020 and 2021 a minimal downward
=== April 2020 . . .

0.4 - October 2020 revision was performed compared to April
- crober forecasts. Namely, the one-month EURIBOR is

now expected to average -0.49% (-0.47% in
0.0 +——+—t—t+—+—+—t—+—+—+—+—+—+—+—++—+—++++++1  April) and -0.47% in 2021 (-0.44% in April) on
0.2 les Q3 2(3117 Q3 28:8 Q@ 28:9 Q3 28210 B 2((')231 Qs average in 2020. In conditions of negative

O’k inflation ratesin the euro area in September, such
0.4 1 ~~———c--—>-=  movementsare lrgely due to expectations that
-0.6 - the ECB will retain the measure to buy funds for
emergency economic support due to the
pandemic, which is expected to last until the
-1.0 - middle of next year.

Source: Consensus forecasts and NBRNM calculations.

-0.8 -




REAL SECTOR

In September 2020, domestic consumer

Inflation rate prices registered a minimal decline of -0.2% (in

e Foce i U2 COMribULiON to inflation, in p.p-) the previous month a monthly increase of 0.5%
—(E)'t‘s'gv,“" PP) was registered), mostly due to the price drop in
3 the categories of the basic component and the
""" Total infiation (in %, Apri projection) minimal negative contribution of the energy

component, in conditions of a small positive
contribution from the food component’.

The annual inflation rate in September was
1.9% (1.5% in the previous month) driven
2 oo . e haa mainly by the increase in the prices of the food

& = S it haletie b ha-hae and basic component, and to a small extent by
Source: SO and NBRNM. the energy component®. As before, the annual
inflation rate in September is higher than
expected according to the April forecast round.

Inflation and volatility of food and energy From the aspect of the structure, in relation to
(annual growth rates, in %) the forecast, there is an upward deviation in all
eeccee izif’::t:z: excl. food and energy (core inflation) three Components of inﬂation’ with a sbniﬁcant
Energy (regulated prices) deviation in food and energy.
- == == == » Food (right axis) oy
21A s L .
8 " 12 The monthly core inflation rate in September
6 - 12 was negative at -0.6%, whie on annual basis the
4 -8 core inflation rate was 1.1%. The structureofthe
(2) It # 4+ annual core inflation rate in September is similar
2 ] [ (2) to the previous month, i.e. the tobacco prices still
4 | [ 2 havg_ the highest. posit_ive contribution®. Also, a
e s g g S o N T men 8 g © po_srtlve contrlbutpnths mgnth was made by the
S S S SIS 3T SRR R B prices of electrical appliances for personal

hygiene and other appliances, prices of
Source: State statistical office and NBRNM calculations. restaurants and accommodation services and
prices of tourist arrangements. On the other
hand, the prices of air traffic, information
equipment, audio-visual equipment and large
household appliances have made the largest
negative contribution.

7 Observed by product groups, the biggest contribution to the monthly decrease in prices in September have the prices of air tr affic, followed by the
prices of fruit, tourist arrangements, accommodation services, as well as the prices of liquid fuels and lubricants. On the other hand, the prices of
vegetables, meat, clothing and footwear made the largest positive contribution.
8 In conditions of falling prices of liquid fuels and lubricants in accordance with the global movements in oil prices, the annual growth of energy prices
is a result of the increase in electricity prices in August, according to the decision of the Energy Regulatory Commission. Starting from 1 August 2020,
the price of electricity is higher by 7.4%, i.e. for high tariff it is 5.95 den / kWh, for low tariff it is 2.99 den/ kWh, while for single tariff metering it is
4.77 den / kWh (https://www.erc.org.mk/pages.aspx?id=153).
° The annual growth of the price of tobacco in September is a reflection of the increase in the prices of cigarettes in March 2020, in accordance with the
projected annualincrease of the excise duties on cigarettes by 0.20 denars/ piece, as of 1 July 2023.
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REAL SECTOR

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

N R A O R R NN WW D
L L

12017

mmmmm Food and non-alcoholic beverages

mmmm Clothing and footwear

mmmm Furnishings, HH equipment and maintenance
mm— Transport

= Recreation and culture

Restaurants and hotels
Total Inflation (in %)

Source: SSO and NBRNM.

1.2019
1.2020

mmmmm Alcoholic beverages, tobacco
mmmm= Housing, water, electricity, gas and other fuels
mm—— Health
mmmmmm Communication
Education
Miscellaneous goods and services
= = = Core Inflation (in %)

Foreign effective food prices* and domestic food

prices
(indices, 2005 =100)

145
140
135
130
125
120
115
110
105
100

95

== Foreign effective food prices

e Domestic food prices

IX

1.2005

1.2006
1.2007
1.2008
1.2009
1.2010
1.2011
1.2012
1.2013
1.2014
1.2015
1.2016
1.2017
1.2018
1.2019
1.2020

* 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 movements in the
prices of external input assumptions in the
inflation forecast, the revisions are in a
different direction.

In conditions of higher inflation than
projected in April as well as revisions of
external assumptions in a different
direction, currently the risks in relation to
the inflation projection for 2020 are
assessed as mostly upward. However, the
movement of world prices of primary
commodties in the next period remains very
uncertain, in accordance with the uncertan
economic effects of the COVID-19 pandemic and
its duration.
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REAL SECTOR

In July 2020, the nominal annual growth of
Average net-wage the average net wage was 8.5%. The solid
(annual changes, in %) growth of wages, as before, is partly related to
the increase of wages in the public sector!?, as
well as the effect of the measure for subsidizing
the contributions due to the wage increase.!!.
Compared to the previous month, wage growth
in July accelerated (growth of 6.6% in June), a
shit that comes amid easing of restrictive
measures to deal with the COVID-19 pandemic,
Nominal net-wage and a certain effect has the annual adjustment

18 ~

7 ~MH>HXHGH>HXH'\H>HX'H'°°'HR:3H”>‘<‘°'EV:9H€>HXHOH>H of growth to legally set minimum wage in July,
ST SERGRETSEXGRTEEXGSTSEXg=T 5528575 which increased by 3%12.
N N N N N N
Source: SSO. .
Wage growth was present in most of the
activities, and is most pronounced in the
activities related to "education", "information and
Average monthly net wage paid by sectors communications", "heath and social care
~ (nominal annual changes, in %) activities”, "wholesale and retail trade",
e Agriculture " ST fossi | . ii d
Industry (w/o construction) COI’]SfEI’UCtIOH.  ~ Pprofessional, S_C|er!t iC an
200 5 et gons_truction technical activities ", "manufacturing industry "
150 by ,"agriculture”, as well as activities related to

“water supply; wastewater disposal, waste

10.0 - o O

50 management and remediation activities" 3.

0.0 1 ; Wage growth was evident in most of the

-5.0 1 v activities. In conditions of increase in the

-10.0 - consumer prices on annual level, the real
RERSEFRERSERERRSERERASEESASE R3S annual growth of the net wage in June was

7.1%.
Source: SSO.

The realized annual wage growth in July is more
favorable compared to the expectations for wage
decrease in the third quarter of the year within
the April forecast.

10 The wages of health workersincreased by 5%, starting with the payment of the September wage in 2019. A 5% wage increase was also made for
social workers with the pay ment of the September wage in 2019. In addition,. In addition, there was 5% wage 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 since February 2020, additional wage increases have been made for health care workers (an increase of 25% for specialists,
15% for general practitioners, 10% for nurses, and 5% for health care associates and support staff).

11 According to the Law on subsidizing contributions from compulsory social insurance due to wage increase, which started to be enforced with the
paymentof the November wage (Official Gazette of the Republic of North Macedonia No. 239/19), whereby the subsidizing of contributionsis 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).

2 According to the announcementof the Ministry of Labor and Social Policy, published in the "Official Gazette of RSM" no. 75/20 and the Decree with
legal force for application of the Law on Minimum Wage in the Republic of Macedonia "Official Gazette of RSM" no.88 / 20, the minimum net wage
increased by 3%, i.e. by Denar 434. The amount of the minimum wage in gross amount, starting from July 2020 to March 2021 is Denar 21,776
(previously Denar 21,107), i.e. the minimum wage in net amount is Denar 14,934 (previously Denar 14,500 ). The regular adjustment for increasing
the minimum wage (with the increase ofthe average paid wage in RSM for the previousyear, the consumer priceindex and the real GDP growth - one
third of the increase of each indicator, respectively) was made even before the COVID-19 pandemic crisis, but with a GovernmentDecree it was put on
hold until the end of the state of emergency (i.e. for the period April-June 2020). Previously, in addition to the regular adjustment in April 2019, the
minimum wage was extraordinarily increased in December 2019 (by about Denar 2000, net) and amounted to Denar 14,500, net (Law on Minimum
Wage, "Official Gazette of RSM" No. 239/19 ).

3 Furthermore, a more pronounced decrease in wages in July 2020 was observed in the activities related to "accommodation facilities and catering
activities".
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Economic sentiment indicator and GDP

120 The high frequency data on the supply and
100 demand side that are available for the
period July-August 2020 are more

80 favorable compared to the second quarter.
€0 However, the movements on an annual
basis still point to a decline in economic

40 activity in the third quarter of the year,
20 —— Composite ESI - .10 although not as pronounced as in the
—Real GDP (y-o-y changes, %, right axis ) L2 prewous_quarter, wh|<_:h is in line with thf:

0 - -14 expectations according to the April
2oe e e A e @ projection cycle. The gradual easing of the
Source: State statistical office and European Commission. measures for dea"ng with COVID-19 had a

favorable effect on the perceptions of economic

agents about the situation in the economy?!4.

Thus, the results of the survey for the third

Economic activities Q3 projection quarter of 2020 indicate significantly more

(real annual changes, In %) optimistic perceptions compared to those in the

second quarter, which indicates expectations for
a gradual economic recovery.

uTurnover value in retail trade
= Turnover value in wholesales trade
60 - ®Industrial production
50 @ Transport and communication* (right axis)
40 # Value of completed construction works (right axis)
+GDP

r 60

-4« All available high-frequency data on the
-2 supply side show an improvement
'« compared to the performances in the
., second quarter, as well as a significant
slowdown in their decline on an annual
basis.

L -40

- -60

Q1 Q2 Q3 Q4 Q1 Q2 jyn.20 asr.20
201 2020 2020 The total trade turnover in the period July-
Souree 250 s NARNM Colosatons. 0| erenttypes f ransport and th telecommunicaios. August registered a real decline of 27.5% on
annual basis, reflecting the unfavorable
performances and the decrease in the turnover

in the wholesale and retail trade, while the trade

IS TRIAL OUTPUT AND O R ECON O s 2020 in motor vehicles registered a high real growth.
Ql Q@ @ Q4(Q1 Q@ Q3 Q4| QL Q| Jul Aug However, in the period July-August, the decline

: Lol S G 1 in turnover in total trade, as well as in retail

Grossd.omestlcproduct 03 1.7 24 62|38 34 36 34| 02 -127 - - tl’ade, Was ml|del’ Compared tO the decrease

Industrial output* 52 49 51 64 |88 1.1 71 -13| -37 -250| -9.5 9.1 .

96 09 400 6|1 23 20 53|63 s1| 0s - | recordedin the second quarter.

Building 32 61 -114 281|-93 51 237 -11]| -85 -204| -23.2 -

Civil Engineerings 652 -1.7 93 45 [583 -80 -67 11213 47 | 154 - In the first two months of the third quarterl the

Retail and wholesale trade 58 82 73 9.2 [13.9 128 153 15.5|-16.7 -30.6 | -25.5 -29.6 ind ustrial output reg 'Btered a s'g n if'ca n t

Retail trade 58 89 94 105|76 88 120 138| 1.0 -186| -145 -185 deceleration in the decrease, which was reduced

Wholesale trade 52 68 70 86 |180 16.0 18.1 17.3|-27.8 -40.1 36.9 -42.5

ol sonth ate are calaated b the RNV, by dhiding romial groth et ith sl faton,messured by 7L T &tz erdna v £0) 9,30/ on @n annual basis (compared to the fall
e SoeeRm A st of 25% in the second quarter of the year).
Observed by main industrial activities, the largest
decrease and consequently the highest negative
contribution is still registered in the
manufacturing industry, with simultaneous but
smaller decline in both mining and energy sector.
The decrease in the manufacturing industry is

1t refers to the surveysconducted by the European Commission to measure the economic confidence of agentsin an economy . The composite indicator
of economic confidenceisa 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 changesvisit: https://ec.europa.eu/info/files/revised-
consumer-confidence-indicator en
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REAL SECTOR

Toursim indicators
50 (real annual changes)
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m Number of tourists
-50

m Nights spent by tourists

Turnover in catering trade and

-100 services

-150
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QL Q@ Q@ Q@+ Q1 Q Q@ Q4 Q @

Source: SSO and NBRNM calculations.

widely dispersed, and the largest negative
contribution was made by the group of activities
in which foreign export facilties related to the
automotive industry are active, such as the
production of machinery and equipment and the
production of motor vehicles, and a negative
contribution is observed in production of
electrical equipment. When it comes to
traditional activities, a significant negative
contribution is registered in the production of
furniture, beverages and clothing. On the other
hand, within the processing industry, the highest
positive contribution was made by the production
of food products and the production of tobacco
products, and a solid positive contribution has
also been made by the production of basic
pharmaceutical products and the production of
chemicals and chemical products.

The significant slowdown in the annual decrease
in industrial output in the period July-August,
compared to the decrease in the second quarter,
is mainly due to the more moderate fall in the
manufacturing industry, amid a slowdown in the
production of machinery and equipment, motor
vehicles and electrical equipment. and in the
production of clothing and textiles, but also in the
growth in the production of food products and
the production of tobacco products as opposed
to the decline in the second quarter.

In July 2020, the construction sector
registered a slight activity reduction (real annual
decline of 0.9%), which is a evident slowdown in
the decrease compared to the second quarter
(decrease of 5.1%). Thereby, the small decline
in July is entirely due to thefall in activity in high-
rise construction, while in civil engineering there
is a high rate of real annual growth and
significant acceleration of activity compared to
the second quarter.

Regarding catering, in July 2020, there was a
real annual decrease in the number of tourists,
overnight stays, as well as the total turnover,
although the decrease in all three categories is
significantly milder compared to the decline in
the second quarter. This slowdown is due almost
entirely tothe significant decrease in the number
of overnight stays of domestic tourists, in part as
a result of government measures to support
domestic tourism, as well as the easing of
measures to deal with the COVID-19 pandemic.
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The available aggregate demand indicators are
more favorable compared to the second quarter,
but similar to supply, the indicators point to an
annual decline in economic activity in the third
quarter of the year, although lower than in the
previous quarter.

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

= Counsumer credits o Also in the third quarter of the year, theindicators
LRl ade oton s gressen of  the movements in  the private

B Domesic procuctonof corsumptin oo consumption® stil  point to reduced
200 consumption, but significantly less pronounced
than in the second quarter of the year. Thus, a

slowdown in the decline in this period was
registered in the retail trade and gross VAT
revenues, and a significantly lower decrease was
registered in the domestic production of
consumer goods and import of consumer goods.
In the same direction are the shifts in the

consumer confidence indicator which indicates a

15.0 -
10.0 -

5.0 4

0.0
-5.0 1
-10.0 4
-15.0 -
-20.0 -

-25.0 -

Q1 Q2 Q3 Q4 Q1 Q2 Jul20 Aug.20

a2 Y 2% sight decrease in consumer pessimism (less
Source: S50 and NBRNM caculations. negative perceptions and expectations for their

financial and general economic situation in the
country, as well as their expectations for higher
spending in the next period). This improvement
of the dynamics of the indicators for the
movement of private consumption, in part could
be related to the implemented economic
measures to support private consumption®. In
terms of sources of financing private
consumption, sold growth is still observed in
almost all sources. Thus, from the main
categories of disposable income, acceleration of
growth was registered in wages, and the solid
growth of the amount of pensions and lending to
households continued.

The high frequency data on the gross
investments!” in the period July-August 2020
move in different directions, but generally point
to favorable movements also in this category.
Thus, the decrease in construction, industrial
production, domestic production of capital
products and import of capital products
significantly slows down. The assessments of the
managers of the companies from the constructon
and industry are simiar, which indicate
decelerated decrease in this period. The only

> Wage data are as of July 2020, while data on household loans, pensions, retail trade, domestic production of consumer goods, imports of consumer
goodsand gross VAT revenues refer to the period July - August 2020.

16 within the third package of economic measures of the Government for revival of the Macedonian economy through dir ect support of the citizens and
the economy in conditionsof COVID-19, it was envisaged to issue a home payment card to selected categories of citizens, in a total value of Euro 28
million. The deadline for using these funds was 15 August2020. More information can be found at the following links: https://vlada.mk/node/21426 n
https://finance.gov.mk/mk/node/8798.

7 The data on completed construction works are as of July 2020, while the data on long-term loans to enterprises, government capital investments,
industrial output, import of investment goodsand domestic production of capital productsrefer to the period July -August 2020..
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REAL SECTOR

Indicative variables for investments acceleration of the annual decrease was
(real annual growth rates, in %) registered in the profit tax, partly related to the
measure for postponement of the pay ment of this
120.0 1 tax!8. At the same time, the accelerated growth
of long-term lending to enterprises by banks
continues, which was contributed by the series of
measures taken to improve liquidity conditions
and ease of financing conditions, and accelerated
growth was also observed in government captal
investments.

170.0 4

o @ ¢ @ u @ o o o @ wuhew The data on the foreign trade in July-August

2018 . o _ 2020 indicate a potential narrowing of the deficit
[ ] Imports' od caplta_l goods . \\_Completed construction works . .

= Cond o et vy oot ol procuct Soca in the third quarter of the year compared to the
¢ Gross investment same period last year, amid lower nominal

Source: SSO and NBRNM calculations.

decrease in exports than import of goods.

Budget revenues in the period July-August 2020
point to further annual growth of public
consumption in the third quarter, in condttions of
growth in most of the main categories of public
consumption. Thus, higher transfers for health
care and transfers to local governments, and
wage costs are rising, although at a slower pace.
On the other hand, decrease was registered only
in expenditures on goods and services.

18 Related to the measure taken since the beginning of the crisis to release the profittax advancefor all companies that are affected by the virusand
that meet the required conditions (the company does notreduce the number of employees below the number of employees from Feb ruary 2020, does
not pay dividend in 2020 and has not paid rewards and bonuses after the entry into force of the measure). The fourth package of measures envisages
extension of this measure until March 2021, for companies that have a revenue decline of more than 40%.
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In July and August 2020, the foreign trade
deficit narrowed on an annual basis by
13.5%, as a result of the larger decrease in
import compared to the export component. In
this period, there is a gradual recovery of foreign
trade, after theinitial strong shock caused by the
COVID-19 pandemic in the second quarter.

Thus, the export of goods in July and
August registered significantly more
moderate decrease of 4.3% annually. The
decrease is a result of the performance
with most of the export categories, with the
highest contribution being made by the lower
energy exports, export of ores, export of some of
the new facilties in the automotive industry and
exports of iron and steel. On the other hand,
tobacco exports increased and had a postive
contribution to total exports.

Compared to the Apri forecast, the
performances in July and August 2020 indicate
the possiiity of higher exports than expected
for the third quarter of 2020. Significant upward
deviation is observed in the export of new
facilties, and to a lesser extentin the export of
iron and steel. The performances in the other
export categories are generaly in line with the
expectations for the third quarter.

Imports of goods in July and August 2020
also registered a more moderate decline,
of 6.5% on annual basis. The decrease is
primarily due to lower energy imports (as a
combined effect of lower imported quantities and
the fall in the price of crude ol on world
markets). The import of equipment and
machinery, the import of food and the import of
texties and clothing also acted in the same
direction, but significantly more moderately. On
the other hand, the higher raw material imports
of some of the new export capacities in the
economy acted in the direction of growth of the
total imports during July and August.

Compared to the Apri forecast, the
performances in July and August 2020 indicate
the possiilty of higher imports than expected
for the third quarter of 2020, as a resukt of the
upward deviations in most of the import
categories. Thereby, a significant upward
deviation is registered in the raw material import
of some of the new export facilities, the import
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EXTERNAL SECTOR

of equipment and machinery, vehicles and other
imports. On the other hand, the performance of
energy imports is weaker.

The performance in the import and export of
goods as of August 2020 indicate the possiilty
of registering a trade deficit generally in lne with
the April forecasts.

REER

110.0 (2015=100) In August 2020, the REER index deflated by the
consumer prices appreciated by 3.4%, while the
Y S WL REER index calculated with the industrial
W00 Reee, AN P producer prices registered a higher appreciation
Y of 5.9%. The relative consumer prices were

ldepreciaﬁon higher by 0.4%, whie the relative prices of

..... REER CPI REER PP industrial producers increased by 2.8%. The

85.0 NEER acted in the same direction, recording a
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REER, excluding primary commodities The REER indices calculated by weights based on

1100 - (2015=100) . . . .
foreign trade without primary commodities in
1050 | August 2020 also appreciated on an annual basis.

Thus, the REER index deflated by the consumer
prices appreciated by 2.5%, whie the REER
deflated by the prices of industrial products, by
4.5%. Thereby, the relative consumer prices
increased by 0.4%, while the relative industrial
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The realized net purchase on the foreign
exchange market in the third quarter of
2020 amounts to Euro 200 million, which is
a decrease of 53.9% on annual basis. Such
performances are driven by the higher decrease
in supply than the decline in foreign exchange
demand (by 47.6% and 21% respectively).

The balance of the gross foreign reserves
on 30 September 2020 is Euro 3,480.5
million. In terms of factors, the change reflects
the National Bank's interventions and the regular
repayment of public sector liabiities abroad.
Other flows had a more moderate impact on
changes in foreign reserves in the third quarter.
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Foreign exchange market
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In the third quarter of 2020, on the banks'
foreign exchange market, net sale of foreign

. I ot ' Voo currency was realized, as opposed to the net
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. change is due to the stronger fall in supply
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The stock of monetary instruments

decreased at the end of August compared

to the previous month, due to the decrease

Monetary policy instruments in the amount of funds placed by banks in

(stocks, end of month data, in million of denars) deposits with the National Bank, amid a inght

u FX deposits HStanding deposit facilities #NBRNM bills —MP instruments, total decrease in the balance of CB bi||519. The level
of monetary instruments at the end of August

60,000 -
40,000 is lower than projected for the end of the third
20,000 quarter of 2020%.

The net foreign assets of the National Bank at
2019 2020 | the end of August for now are lower than the
projected balance for the end of the third
quarter of 2020.

60,000 - (stocks, end of month data, in million of denars)

50,000 -
40,000 -
30,000 -
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The total government deposits with the
National Bank in August registered a monthly
increase, and their balance at the end of
August is higher than forecasted for the end of
the third quarter of 2020.

0 -
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 . .
Source: NBRNM The reserve money in August registered a

monthly growth, as a result of the increase in
the banks' total reserves with the National
Bank, amid a small growth of the currency in
circulation. The stock of reserve money is
higher compared to the forecast for the end of
the third quarter of 2020.

According to the operational data on liquidity
flows, the liquid assets of the banking system
in September increased on a monthly basis.

At the CB bills auction of the National Bank held on 12 August 2020, CB bills in the amount of Denar 10.000 million were offered, while CB bills of
Denar 9,786 million were sold, at an interest rate of 1.5% and maturity of 35 days. The reduced amount of realized CBbills is a result of the non-
renewed amount of CB bills by a bank whose operating license was revoked in August 2020 and a bankruptcy procedure was initiated.

OThe performanceis compared to April forecasts of the National Bank.
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The increase in liquidity is largely due to the
change in other autonomous factors?,
government transactions and the moderate
growth of currency in circulation. Monetary
instruments on a net basis acted towards
liquidity withdrawal, as a result of the higher
amount of banks' placements in short-term
depostts (primarily overnight deposits), amid
the unchanged stock of CB bills?2.

Data on loans and deposits in the banking
system as of August 2020 do not include data

2 1n September, the Deposit Insurance Fund paid fundsto the depositors of the bankruptbank, whose operating license was revoked in Aug ust..
2 At the CB bills auction of the National Bank held on 16 September 2020, Denar 10,000 million of CB bills was offered and sold at an interest rate

of 1.5% and maturity of 28 days.
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MONETARY SECTOR

Total Deposits on one bank whose operating license was
(contributions in p.p., monthly changes) revoked in August and for which a bankruptcy
procedure has been intiated. In order to
perceive the realzed flows in the banking
system without this effect, in addition to the
realization of the total deposit and credi flows
in August, the flows in case the July data for
the mentioned bank are included are also
(contributions in p.p., annual changes) shown.

20 4 o o
@

108 9 %0 i In August, the total deposite?3 registered
T Q4 e gust, p g
o] a8 8888 "gj id M a monthly decrease of 1.1%, compared

' '
W = = W u

XI| 1 mom v v ovivovixu 1omom ovovoviovi vl
2019 2020 po19 2020

g 8 T 9 o ‘H 5 > g ‘9 N T o9 ‘H 5 > g ‘ to the growth in the previous month. If

R RRAIRN | ‘8 N & ® R | | the data from the bankrupt bank are

Composition by sectozr020 Composition by currenf:(y)/20 ‘ :::(I:(reel;siel:;obyac;:osl:’ytlo :h: rt‘::::::il:h?ye%(;ssiitss

. 0 .

uOthe_r institutions Depos_irs* 4 Domestic Curre_ncy Deposits From a SeCtoral pOint Of VEW, the decrease Of

mErerrice Pepodts A evmold benoets the total deposits is a result of the household

@Deposits, monthly/; I ch , in % @Deposits, I ch , in % ! F A

* The gpt(fzselr IrTsc;?tut?o?;nlg:;osairtgﬁrs'nclllsjde the deposits E?O;hserarf%r;u:ngiaﬁl}%esstitlations, deposits and the Other sectors .depOSItS, g_Nen the

of local government and deposits of nonprofit insitutions serving householda at the banks dep05|t growth of enterpnses. Accord Ing to the
d also the d ti transferable d its of other fi ial instituti d local . .

22vei:r?1en(tea:?;ssl\;gtic:r::r;)caynkr.ans erable deposits of other financial institutions and loca currency structure, the Iargest contribution to

the monthly decrease in total deposits were

made by denar deposits (including demand

Household Deposits deposits), with a slght decline in foreign

(contributions in p.p., monthly changes) currency deposits. Total depostts in the period

July-August decreased, despite the expected

depostt growth in the third quarter according

to the April forecast. If the data from the

bankrupt bank are included, then the total

x| 1 o om v v v vivimxa| 1 o om v v v ovovm| —deposits in the period July-August increased,
2019 2020 2019) 2020 | thus corresponding to the April forecast.

(contributions in p.p., annual changes) The annual growth rate of total deposits
20 ' @ . in August was 5.3% (7% with data from
y ' the Bankruptcy Bank included) and is
above the projected annual growth for
the end of the third quarter of 2020 (of
4.4%). From sectoraland currency aspect, the
2020 | 20 | growth mostly arises from household deposits,

Composition by maturity ‘ Composition by currency ‘ . .
mDemand Deposits i.e. demand depOSIts.
4 Domestic Currency Household Deposits
® Foreign Currency Household Deposits
® Long-term Household Deposits
uShort-term Household Deposits
Source: NBRNM. ©Household Deposits, monthly/annual changes, in %
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—
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—
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BThe data refer to the deposits of the non-governmentsector in the banksand savings houses, the assets of the other financial institutions on the
accounts with the NBRSM and the assets of the local self-government units on the accounts with the NBRSM. The data correspond to the
methodological changes of the NBRSM from June 2018. More information on methodological changes can be found at the following link:
http://www.nbrm.mk/monetarna statistika i statistika na kamatni stapki.nspx.

23


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

MONETARY SECTOR

Denar Deposits of Households/Total Deposits

of Households
60 - (share, in %) oL
530522  Household deposits in August dropped by
% | 0=0—0—0—0—0—0-0-0—0—0-"0-0000-0- 10} 0n monthly basis. Denar deposits
38.1 have the largest contribution to the monthly
40 - 36.9  decreasein household deposits, amid moderate
o e B e ™ A A A g S decline in foreign currency deposits. Long-term
Wi oo s oo e e oo oo 2*®  deposits made an additional contribution to the
= = a8 > g2 =2 &8 x;|'—-:._. >;:| . _
> S| decrease, given almost unchanged short-term
2019 | 2020 | deposits. On annual basis, the growth of
household deposits in August amounted
60 - (share, in %) t0 5.7%.
53.6

The share of denar deposits (with demand
deposits) in the total household deposits
registered monthly decrease and at the end of
August it was 52.2% (53.0% in the previous
month).

50 -

40 -

30 - i 35.6

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
e=p=m Share of total household deposits (with demand deposits)
e=g==Share of total household deposits (without demand deposits)

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

Broad Money M4
(contributions in p.p., monthly changes) The money supply, expressed through
the broadest monetary aggregate M4, in
August realized a monthly fall of 1.1%.
The decrease is mostly due to long-term
deposits and deposits in domestic currency.
xt| 1 omom v v oviovovmxu| oo om v ovoviovivi o \With the most iquid component of the money
2019 2020 2019 2020 \ L
supply, no significant change was observed,
(contributions in p.p., annual changes) given simultaneous slight decrease in the
currency in circulation, i.e. an increase in the
demand deposits. On annual basis, the
money supply in August is higher by
6.6% thus exceeding the forecasted
annual increase of 5.4% for the third
quarter of 2020.

\ 2020 \ \ 2020 |
Composition by maturity ‘ ‘

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

Share of Denar M4 in total M4

20 (end of month data, in %)
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Source: NBRNM.

Total loans
(contributions in p.p., monthly changes)
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| 2020
Composition by sector

i Foreign Currency Loans
4 Domestic Currency Loans
H Enterprise Loans

1 Household Loans
Source: NBRNM.

The denar share in the total broad money M4
at the end of August equals 64.1% (64.4% in
the previous month).

In August, total credits dropped by 1.4%
on monthly basis, compared to the
growth in the previous month. If the data
from the bankrupt bank are included,
then the total credits in August increased
by 0.3% on monthly basis. From a sectoral
point of view, the decrease in total loans is
entirely a result of the decline in corporate
loans, amid a small increase in househod
loans. By currency, themonthly decrease in the
total loans is a result of the denar loans, given
almost unchanged foreign currency loans.
Total loans in the period July-August
experienced a monthly decrease, compared to
the forecasted increase in loans in the third
quarter of the year, according to the April
forecast. If the bankrupt bank data are
included, the total loans in the period July-
August increased, which is abovethe projected
growth.

The annual growth rate of total loans in
August was 6.9% (8.8% with the
bankrupt bank) and is above the
forecasted annual growth of 5.2% for the
third quarter of 2020, according to the
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MONETARY SECTOR

Household Loans* April forecast. From a sectoral point of view,
201 (contributions in annual changes, in p.p.) the growth is still largely a result of househoHd
loans, with a posttive contribution of corporate
loans. Regarding the currency structure, loans
in domestic currency havea larger contribution
to the annual credit growth, with a positive
contribution also of foreign currency loans
(including the denar loans with currency
clause).

V.
VIII

2019

20 - (contributions in p.p., annual changes) . .

The annual increase in household loans?#
in August equaled 9.1%, mainly arising
from the consumerloans, that contributed with
5.1 percentager points, given solid postive
contribution of housing loans, as well (of 3.8

percentage points).

5.
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

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

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

ol lo)

ol5|51o

15,000 [olo]alalalalolelalol [ The share of doubtful and suspicious

4, claims in total loans in August equaled
3.4% and was lower compared to the
previous month (4.3% in July). This

, change is almost entirely due to the monthly
decrease in doubtful and suspicious claims of

lllll enterprises, with a small downward change in

[ L o households. From the aspect of the sectoral

S5Eg=~ structure, most of the total amount of non-

2019 2020 performing loans stil comesfromthe corporate

sector, while the share of non-performing loans

annual data 15 in the households sector is significantly lower.

10,000

5,000

JJJ

— ;:H:=>>n—1r—c

—

I T

VIIL

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.)

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

#Be3 KpeauTuTe Ha CaMOCT OjHU BPLUMTENM Ha AEJHOCT CO JINYEH TPYA.
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Total credits/total deposits
(monthly data, in %)
88
85 82.782.5
81.7

The indicator for the utilization of the
deposit potential of the banks for lending
to the private sector in August was
70 82.5%, being higher than the projected value
of this indicator for the end of the third quarter
of 2020 (81.7%), according to the April
forecast.
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(annual data, in %)

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

Total deposits interest rates
(monthly data, in percentages)

H—°~o—o—o—o_1:_1:
2

. 0.6 0. 1.0 g9
1
MM 4 0. In August, the interest rate?> on denar
0 ! Lt o deposits registered slight monthly

2

XII T II III IVv V VI VIIVIIIXII I II III IV V VI VII ViII decrease Of 0.1 percentage pOint, given
p019 2020 P09 2020 unchanged interest rate on foreign

Total deposits Newly received currency deposits, thus narrowing the
8 (end of year data, in percentages) 8  spread between these two interest rates, which
6 s now equals 0.8 percentage points. With the

newly accepted deposits?®, the interest rate

4 4 spread did not changed and equaled 0.6
2 » percentage points, given slight decline in the
. 9 o ®re, , interest rates on denar and foreign currency
SzgozugssezscsnTagses deposits by 0.1 percentage point, respectively.
Total deposits Newly received deposits
Lt Interest rate spread =@ Interest rate of denar deposits

@ Interest rate of foreign currency deposits
Source: NBRNM.

®Data on interest rates are in accordance with the methodological changes of the National Bank from June 2018. For moreinformation 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 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)
- 51 4 As for the total interest rates on
households, the interest rate on denar
0.6 0.6 0.50.4 deposits declined by 0.1 percentage point
| | ‘ | | |0i0ﬁmm on monthly basis, with unchanged
0 interest rate on foreign currency
XII T II IIT IV V VI VIIVIIIXII I II III IvVv VvV VI VIIVIII dGPOSitS, Whereby the spread between these
p019 2020 2013 2020 two interest rates narrowed to 0.8 percentage
points. For the newly accepted household
deposits, the interest rate spread slightly

8 d of year dat t 8 '
; (end of year data, in percentages) . narrowed by 0.1 percentage point, as a resutt
. . of the reduction of the interest rates on denar
and foreign currency deposts by 0.2
2 2 . -
ercentage points, respectively.
. _| 3, | p gep , FESP ly
O w4 N M <~ 1IN O N 0O OO O~ N M < 1D O IN O O
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Total deposits Newly received deposits
led Interest rate spread
—@— Interest rate of denar deposits
==@==Tnterest rate of foreign currency deposits
Source: NBRNM.
Total loans interest rates
9 (monthly data, in percentages) 9
5.6 5.6
6 4.54.4 6
5 ._._._._.._._._._.iiii = T ,  In August, the interest rate on total
3.93.8 3.63.6 corporateloans decreased by 0.1 percentage
0 0 . . .
XII I II II IV V VI VIIVIDXII I II II IV V VI VIIVII _p0|nt on monthly basis, with unchanged
2020 2020 interest rate on household loans, and they
equaled 3.8% and 5.6%, respectively.
Regarding the newly approved loans?’ in
(end of year data, in percentages) August, Theinterest rate on enterprises did not
9 9 change on a monthly basis, while the interest
6 ¢ rate on households decreased by 0.1
3 5  percentage point, and they equaled 3.6% and
. 6 4.4%, respectively.
O = AN M & 10D O N0 OO O N M T 1N O IN 0O O
SSSS8S88888c888ccsc¢8¢e¢8.¢8
Total loans Newly approved loans

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

Source: NBRNM.

7 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 loansresults 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

In the Budget of the Republic of North

Budget revenues and expenditures Macedonia (central budget and fund
” (contibutions in annual change, in p.p.) budgets), in August 2020, in contrast to the
20 favorable performances in the previous
o] 73 28 s month, total budget revenues decreased
5 1 [ — | g — significantly on an annual basis. Total
51 budget expenditures continued to increase
15 | —_— on an annual basis, but at a slower pace
Vit Vi Vi Vit compared to the previous month. The

2019 2020 2019 2020

decrease in budget revenues by 13.9% mostly
results from the reduction of taxes and non-tax
revenues (10.2 percentage points and 2.4
percentage points, respectively), with a lower
negative contribution also of contributions and
other revenues?® (0.8 percentage points and 0.6
percentage points, respectively). Tax revenues
continued to decrease in August, but significantly

Budget Revenues \ Budget Expenditures more intensive compared to the previous month.
aGurirtutons womer e The decrease in tax revenues of 17.1% on an
:xsnnut:rdr\eavrznel?thebudgetrevenues, in% :g::jglt;);p:gnedg:t?ebudgetexpend'mures, in% annual baSIS reSU|'tS from |OW€r InﬂOWS Of eXCISGS,

Source: Ministry of finance and NBRNM"s calculations.

VAT, corporate income tax and personal income
tax, whie moderate increase was recorded in
import duties. The increase in budget
expenditures by 5.6% on annualbasis is entirely
Taxes and current expenditures due to the contriputbn of_ current expend@tures

(contirbutions in annual change, in p.p.) (8.5 percentage points), while capttal expenditures
have a negative contribution (2.9 percentage

HNINW

(e

StiotiouIoTIonS
L

] — ’—y—| points). Current expenditures in August increased
Eﬁ by 9.0% on annual basis, mostly due to the growth
] of transfers?.

VIII ‘ VIII ‘
2019 ‘ 2020 ‘ 2019 ‘ 2020

Vaa
NI

| In the period January - August 2020, total budget

revenues were lower by 8.2% compared to the
same period last year. The decrease in this period
of the year is mostly a result of the lower
performances in taxes and non-tax revenues
(contribution of 6.9 percentage points and 3.3
percentage points, respectively), whie the
contributions registered posttive performance
(with contribution of 2.2 percentage points). On

TS \ e STt NGRS .~ the other hand, total budget expenditures are

Otherwes uTransfers higher by 10.9%, which is mostly due to higher

. MiEati current expenditures (mainly due to increased

:X:Iual change of the taxes, in % I::::;aclr::z:ft::e current expenditure, in % tranSfers)’ a m K:I a s“g ht In C rease In Ca pital
Source: Ministry of finance and NBRNM"s calculations. eX pend ftU res.

Compared to the Budget Revision®® for 2020, in
the period January - August 2020, 60.9% of the
planned budget revenues were realized (61.9% in
2019), whie the realization of the budget
expenditures was 61.1% (61% in 2019). The

Z0ther revenuesinclude capital revenues, foreign donationsand revenuesfrom recovered loans.

®The growth of transfers is mostly related to the pensions costs, health care costs, and increase in “other transfers” category.

%At the saession held on 4 October 2020, the Government of the Republic of North Macedonia adopted the Budget Revision for 2020, the second
from the beginning of the year, and it is in a parlamentary procedure.
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Budget implementation , per categories realized budget deficit in the amount of Denar

(central budget and funds), in percentage of the annual plan* 34,914 milion represents 61.7% of the

70 65.9 . .
P 611 g 520 517 gupplementary budget for 2020 (realization of
50 467 o0 51.1% in the same period of 2019).
40
30
20
10
0 a o o o (=) o a o a o o o (=) o a o

Total Tax Contributions Other Total Current Capital Budget

revenues revenues non-tax  expenditures expenditures expenditures  balance

revenues

*for 2019 and 2020, figuras ST Salculated compared to the Budgets FebSISAes for 2019 and 2030

respectively.
Source: Ministry of Finance and NBRNM's calculations.

Financing of the budget balance

65,000
50,000
35,000
20,000
5,000
-10,000
-25,000
-40,000

-1.3 -34,914

‘ I_;/!;'I?mo -6 The realized budget deficit in the period January -

August 2020 of Denar 34,914 milion (or 5.2% of
nominal GDP3!) is mostly financed by foreign3? and
domestic government borrowing?3, with most of
0 theinflows being retained as government deposts
s Wwith the National Bank.

I-VIII 2019

60,000 -
40,000 -
20,000 - ._l
o et
20,000 | # e 9 o w ¥ ®
-40,000 1
-60,000 - _F?gz -10

-13,623 g,

rebalan:

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

® Privatisations inflows m Domestic financing, net

2019 | 2020

® External financing, net i Change in deposits*

w»Budget balance =Budget balance, as % of nominal GDP (r.s.)
* Positive change: deposits withdrawal; negative change:deposits accumulation.
Source: MoF.

3The analysis uses the National Bank’s April forecasts for the nominal GDP for 2020.

%At the beginning of April, the International Monetary Fund confirmed financial supportfor our country, through the Rapid Financing Instrument, in
the amount of around Euro 176 million. In addition, inflows based on newly issued Eurobond wasregistered in June.

$Besides the issuance of government securities, domestic governmentborrowing wasalso 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 concernsrepay mentof second
installment in the amount of Euro 158 million, from a PBG loan concluded in 2013.
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Government securities
(changes, in million of denars)
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Source: Ministry of Finance

In September 2020, no change was
registered in the balance of the issued
government securities’** on the primary
market, whereby at the end of the month
the value of the total government securities
remained at the level of Denar 118,228
milion. The unchangeabilty arises from the
growth of fifteen-year government bonds in
domestic currency, whie reducing the twelve-
month treasury bills in domestic currency, with the
same dynamics. Comparedtothe end of 2019, the
stock of government securities at the end of
September is higher by Denar 11,875 million.

The new issues of government securities in
September 20203> were with a maturity of twelve
months and fifteen years, with the interest of
market participants being higher than the offered
amount. In conditions of issuance of government
securities with the same amount as the due

amount, their balance at the end of September did
not change.

In September, the Ministry of Finance maintained
the same interest rates on newly issued twelve-
month treasury bills and fifteen-year government
bonds without a currency clause (0.6% and 3.0%,
respectively).

¥ For 2020, according to the Budget Revision in October, net domestic borrowing (continuous government securities) of the Government in the
amount of Denar 21,525 million is planned, i.e. growth of the government securities to the level of Denar 127,879 million.

3In September 2020, twelve-month treasury bills matured.
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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 Q2 | June July  August
real annual growth rates in %
Retail trade* 5.8 8.9 9.4 105 | 76 88 120 138 1.0 -18.6 -13.6 -14.5 -18.5
VAT revenues* 3.9 6.5 7.5 6.9 35 14 75 6.6 1.8 -20.0 -3.4 -11.9 -12.8
Imports of consumption goods* 8.0 2.6 3.0 11.0 | 28 59 9.7 47 6.8 -12.4 4.4 -1.9 -5.6
Domestic production of consumption goods 6.1 -1.0 -0.1 5.6 05 -1.0 24 -2.0 | -05 -22.4 -11.7 -5.2 -9.7
Counsumer credits* 7.7 8.2 8.5 9.3 82 96 93 101 9.7 6.3 6.3 7.1 6.2
Average net wage* 3.4 4.7 3.9 5.4 22 24 35 4.2 10.0 4.6 4.8 7.1 -
Private net transfers* 5.6 9.1 4.3 2.0 -22 -47 57 2.1 -2.7 -40.2 -27.2 - -
Pensions* 2.1 3.4 2.6 4.4 41 22 39 2.1 5.7 6.2 5.1 6.1 5.9
* 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 Q2 June July  August
real annual growth rates in %, except for FDI in million denars
Imports od capital goods* 19.1 20.2 10.5 11.6 1.9 4.8 12.5 6.4 0.9 -34.6 -7.3 -5.2 -4.2
Completed construction works** -39.6 0.9 -10.0 14.6 15.1 -3.3 3.0 5.3 6.3 -5.1 -4.0 -0.9 -
Domestic production of capital goods 19.3 24.2 16.0 5.7 12.3 -2.9 10.7 7.1 -5.7 -46.0 -22.5 -17.4 -12.4
Government investments* -65.0 -39.5 -10.7 -34.1 -11.1 62.7 26.3 66.5 23.8 -34.4 -51.8 158.1 -49.9
Direct Investments*** 8470.6 5711.2 3716.7 82383 |-12128.9 -3653.4 4093.0 -7892.4 | 5327.7 -1568.5 | -908.1 - -
Long term credits to enterprises* 2.0 4.7 6.6 5.9 4.9 4.8 2.6 6.4 4.1 8.2 8.2 11.7 11.2

* 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.
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