NEWS RELEASE

Republic of Macedonia Long-Term
FC And LC Ratings Raised To ‘BB+’
and ‘BBB-’; Outlook Stable
Rationale
Primary Credit Analyst
Kai Stukenbrock
London
(44) 20-7176-7119
kai_stukenbrock@
standardandpoors.com
Secondary Credit Analyst
Moritz Kraemer
London
(44) 20-7176-7114
moritz_kraemer@
standardandpoors.com

On Aug. 23, 2005, Standard & Poor’s Ratings Services raised its long-term foreign and
local currency sovereign credit ratings on the Republic of Macedonia to ‘BB+’ from ‘BB’,
and to ‘BBB-’ from ‘BB+’, respectively, on sustained political stabilization. At the same time,
the short-term local currency rating was raised to ‘A-3’ from ‘B’, and the ‘B’ short-term
foreign currency rating was affirmed. The outlook is stable.
The upgrade reflects rapid and sustained progress toward political stability,
evidenced by the successful conclusion of the Ohrid Framework Agreement in July 2005.
The upgrade further reflects ongoing progress in structural reforms, macroeconomic
stability, and downward trending debt levels.
The ratings on Macedonia remain constrained, however, by structural rigidities
and governance issues in the economy, an inflexible government expenditure structure, and
the latent risk of interethnic tensions.
Political stability in Macedonia has improved greatly since the interethnic violence
of 2001. The Ohrid Framework Agreement that ended the security crisis has been
successfully concluded in July 2005, despite the often politically sensitive and contentious
legislation required to fulfil the terms of the Agreement. The political environment has
matured and the rights of minorities have been extended, and a repeat of these events looks
unlikely. This maturity is also demonstrated by a number of recent political stress tests,
which Macedonia navigated well. Although the importance of interethnic relations has
receded, the issue will not completely disappear. That said, the commitment of the
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international community to maintaining the current stability remains strong, and would
have a moderating influence should tensions increase in the future.

Republic of Macedonia Long-Term FC And LC Ratings Raised To ‘BB+’ and ‘BBB-’; Outlook
Stable
Prudent economic policies have managed to maintain macroeconomic stability despite a
multitude of shocks since independence. Inflation has remained at low single digit levels since the
mid-1990s, and GDP growth is forecast to be around 4.0% between 2005 and 2008. Moreover,
reforms have been undertaken or are underway to address structural rigidities and obstacles to
growth in the economy such as inflexible labor markets, governance problems, and a weak
judiciary.
Fiscal accounts, meanwhile, are sound. General government deficits (including grants) are
forecast to average 0.7% of GDP in 2005-2008, following a slight surplus in 2004. Low net
financing requirements continue to push the debt level down to 40% of GDP in 2008, from 47%
in 2004. By contrast, structural rigidities on the expenditure side (where wages and transfers
account for 82%), as well as an inefficient and costly social security system, pose risks to the
maintenance of fiscal prudence.

Outlook
The stable outlook reflects the balanced risks to which Macedonia is exposed. Sustained and
significant progress in enacting and implementing central structural reforms, anchored by the
prospect of EU membership after the turn of the decade, ongoing macroeconomic and fiscal
stability, and further normalization of interethnic relations could eventually lead to an upgrade of
the foreign currency ratings on Macedonia to investment grade.
Looking forward, a delay in EU membership prospects as a result of the recent
controversy over further expansion of the union would itself not pressure the ratings on
Macedonia. On the other hand, the ratings could be lowered if the determination and consensus to
pursue and implement important structural reforms and prudent macroeconomic policies were to
recede, or if political stability and interethnic relations were to again come into question.

Ratings List
To

From

Foreign currency sovereign credit ratings

BB+/Stable/B

BB/Positive/B

Local currency sovereign credit ratings

BBB-/Stable/A-3 BB+/Positive/B

Senior unsecured debt

BBB-

BB+

Group E-Mail Address
SovereignLondon@standardandpoors.com

Standard & Poor’s | COMMENTARY

2

Published by Standard & Poor's, a Division of The McGraw-Hill Companies, Inc. Executive offices: 1221 Avenue of the Americas, New York, NY 10020.
Editorial offices: 55 Water Street, New York, NY 10041. Subscriber services: (1) 212-438-7280. Copyright 2005 by The McGraw-Hill Companies, Inc.
Reproduction in whole or in part prohibited except by permission. All rights reserved. Information has been obtained by Standard & Poor's from sources
believed to be reliable. However, because of the possibility of human or mechanical error by our sources, Standard & Poor's or others, Standard & Poor's
does not guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions or the result obtained
from the use of such information. Ratings are statements of opinion, not statements of fact or recommendations to buy, hold, or sell any securities.
Standard & Poor's uses billing and contact data collected from subscribers for billing and order fulfillment purposes, and occasionally to inform subscribers
about products or services from Standard & Poor's, our parent, The McGraw-Hill Companies, and reputable third parties that may be of interest to them. All
subscriber billing and contact data collected is stored in a secure database in the U.S. and access is limited to authorized persons. If you would prefer not to
have your information used as outlined in this notice, if you wish to review your information for accuracy, or for more information on our privacy practices,
please call us at (1) 212-438-7280 or write us at: privacy@standardandpoors.com. For more information about The McGraw-Hill Companies Privacy Policy
please visit www.mcgraw-hill.com/privacy.html.
Analytic services provided by Standard & Poor's Ratings Services ("Ratings Services") are the result of separate activities designed to preserve the
independence and objectivity of ratings opinions. Ratings are statements of opinion, not statements of fact or recommendations to buy, hold, or sell any
securities. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have information that is not available to
Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information received during the
ratings process.
Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or by the underwriters
participating in the distribution thereof. The fees generally vary from US$2,000 to over US$1,500,000. While Standard & Poor's reserves the right to
disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Permissions: To reprint, translate, or quote Standard & Poor's publications, contact: Client Services, 55 Water Street, New York, NY 10041; (1) 212-4389823; or by e-mail to: research_request@standardandpoors.com.

