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It seems that the Macedonian economy in 2005 has
evolved with an exceptional pace. Data available in the
middle of this year are more than encouraging. 

Realised GDP growth is within the projection of 3.8%,
while in the second quarter of this year, the growth level
of the economy was 4.7%. Should such pace in the
growth be maintained in the second two quarters, it is
most probable that the growth of the Macedonian econ-
omy will exceed the 4% threshold on annual level. The
growth is diversified in many sectors, with the industry,
trade, transport and telecommunications, catering and
tourism accounting for the highest share. Reduction has
been recorded solely at the civil engineering, where
there are high negative growth rates, due to the almost
two-digit growth in the same period in 2003 and 2004. 

Unlike the high rates in the above-mentioned sectors,
growth rates of below 1% were noticed in the financial
services sector and the public services sector (public
administration, defense, social protection, education and
health) in the first half of this year. These two sectors are
especially important for the Macedonian economy, since
they together participate with more than 1/4 in the struc-
ture of the total gross domestic product. Although pro-
ductivity and value added in these sectors, especially in
the financial services sector, grow fast, methodology for
calculating the value added only on the basis of the num-
ber of employees in these sectors, present them as
slow-growing. Next year already, the changed methodol-
ogy to measure the growth of the value added will also

show the real GDP trends in these activities. In the pres-
ent period, low growth rates are result of the restrictive
attitude of the Government towards new employments in
the public sector, and are due to the restructuring and
the introduction of new technologies in the financial serv-
ices sector, in particular the banking and the insurance.
I believe that an appropriate calculation of GDP in these
two sectors will increase the GDP growth in Macedonia
above the 5% limit. 

Real investments in fixed assets (machines and equip-
ment) in the first six months also show an exceptional
growth by 5.2%. 

Such growth in the economy has also lead to different
relations in the external trade of Macedonia. In the first
seven months, the trade significantly increased, where-
by the import increased by 15% in nominal terms (US$),
while the export increased twice as much, i.e. by 31.9%.
It has led to certain reduction of the trade deficit in rela-
tion to last year. This trend, due to the advantages on the
world market and the present market conditions, is
expected to be maintained by the end of 2005. 

Unforeseeable increase of the energy and oil prices on
the world markets is the only threat and burden.
Macedonia faces energy shortage.

Positive trends in the foreign trade and the downsizing
of the deficits at all component of the current account of
the state, including the significantly increased surplus

HONOURABLE,
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from the current transfers, have led to drastic reduction
of the BOP current account deficit. Unlike 2004 when the
current account deficit in the period January-July
amounted to US$ 292.5 million, it amounted to only US$
96.8 million in the first seven months of 2005, being a
reduction of the deficit for even US$ 196 million on annu-
al basis. It means that so far, for a period of seven
months, current account deficit in relation to GDP is less
than 2%, and should one take into account that the cur-
rent account of our country is traditionally positive in
August, it is realistic to expect that by the end of this year
the current account deficit will be at the level of around
5%, even lower.  This is an exceptional improvement in
relation to the 8% last year. 

Such movements in the economy have also led to
reduction of the pressure over the foreign exchange
reserves and their real increase on the basis of the
Foreign exchange market operations. Taking into
account the exceptionally low projected general govern-

ment deficit of around a half a percentage and the better
public revenue collection than the projected, it is logical
to expect that the NBRM interest rates and the interest
rates of the bonds and treasury bills issued by the
Ministry of Finance will slightly decrease by the end of
this year.  Realization of an accelerated GDP growth in
conditions of very low deficits in the public sector
inevitably leads to reduction of the total public debt of the
country, which has already been reduced at a level of
around 45% of GDP.

Three-year continuous GDP growth, growth of invest-
ments in fixed assets, as well as increase of the export,
have consequently led to drop in the number of unem-
ployed persons in the country by around 25,000 in the
same period.   It is obvious that the growth has started to
systematically create jobs.

These trends in the Macedonian economy are neither
accidental nor short-term. Should we be careful and cau-
tious in the future, they can even be accelerated.

Yours sincerely,
Nikola Popovski MA
Minister of Finance
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1) Annual average
2) Percent of GDP

Source: World Economic Outlook, IMF, Washington D.C., April 2005

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003* 2004*
Real GDP % -1.8 -1.1 1.2 1.4 3.4 4.3 4.5 -4.5 0.9 2.8 2.9
GDP USD mil. 3,386 3,351 3,390 3,458 3,581 3,674 3,588 3,437 3,769 4,642 5,407
Inflation (average) % 128 15.7 2.3 2.6 -0.1 -0.7 5.8 5.5 1.8 1.2 -0.4
Inflation (end of period) % 55.4 8.8 -0.7 2.7 -2.4 2.4 6.1 3.7 1.1 2.6 -1.9
GDP deflator % 151.9 17.1 2.9 3.4 1.4 2.7 8.2 3.6 3.4 0.3 3.0
Budget balance
(Central budget and funds) % GDP -2.9 -1.2 -0.5 -0.4 -1.7 0.0 1.8 -7.2 -5.7 -1.1 0.0
Exchange rate, average DEN/1USD 43.2 38.0 40.0 49.8 54.5 56.9 65.9 68.1 64.7 54.3 49.4
Exchange rate, average DEN/1USD - - 50.1 56.2 61.1 60.6 60.7 60.9 61.0 61.3 61.3
Exchange rate, end of period DEN/1USD 40.6 38.0 41.4 55.4 51.8 60.3 65.3 69.2 58.6 49.9 45.9
Exchange rate, end of period DEN/1EUR - - 51.3 61.2 60.9 60.6 60.8 61.0 61.1 61.3 61.4
Export (f.o.b.) USD mil. 1,086 1,204 1,147 1,237 1,291 1,190 1,321 1,153 1,112 1,359 1,672
Import (f.o.b.) USD mil. 1,271 1,427 1,462 1,623 1,807 1,686 2,011 1,677 1,916 2,211 2,792
Trade balance USD mil. -185 -223 -315 -386 -516 -496 -690 -524 -804 -852 -1,120
Current account balance USD mil. -263 -299 -340 -286 -269 -32 -75 -235 -358 -152 -415
as % of GDP % -7.8 -8.9 -10.0 -8.3 -7.5 -0.9 -2.1 -6.8 -9.5 -3.3 -7.7
Foreign exchange reserves USD bill. 0.16 0.28 0.28 0.26 0.33 0.45 0.71 0.78 0.73 0.90 0.99
Import coverage months 1.6 2.3 2.2 1.9 2.2 3.2 3.7 4.7 4.0 3.9 3.3
External debt1) USD mil. 1,260 1,440 1,118 1,139 1,437 1,490 1,489 1,506 1,635 1,813 2,029
as % of GDP % 35.8 42.4 33.1 33.5 41.4 41.5 39.9 41.0 43.1 44.9 44.1
Foreign direct investments USD mil. 24.0 9.5 11.2 30.0 127.7 32.4 175.1 440.7 77.7 94.3 150.1
as % of GDP % 0.7 0.3 0.3 0.9 3.6 0.9 4.9 12.8 2.1 2.0 2.8

BASIC MACROECONOMIC INDICATORS
Annual data for Republic of Macedonia

1) Since 1998, according to the new methodology suggested by the World Bank, total external debt comprises short, medium and long-term credits.
* Estimation or preliminary data

Source: State Statistical Office, Ministry of Finance of the Republic of Macedonia and the National Bank of the Republic of Macedonia

Real GDP Consumer prices 1) Current account balance 2)

2003 2004 2005 2006 2003 2004 2005 2006 2003 2004 2005 2006
Emerging markets - Total 4.6 6.2 4.5 4.5 9.5 6.7 5.4 4.1 -4.3 -4.9 -4.7 -4.3
Bulgaria 4.3 5.7 5.5 5.5 2.3 6.1 4.0 3.5 -9.3 -7.4 -7.6 -6.9
Czech Republic 3.7 4.0 4.0 3.9 0.1 2.8 2.5 2.7 -6.2 -5.2 -4.8 -4.4
Estonia 5.1 6.2 6.0 5.5 1.3 3.0 3.7 2.7 -13.2 -13.8 -11.0 -9.7
Hungary 3.0 4.0 3.7 3.8 4.7 6.8 4.0 3.8 -9.0 -9.0 -8.6 -8.1
Latvia 7.5 8.0 7.3 6.2 2.9 6.3 5.7 5.3 -8.2 -12.3 -10.9 -9.8
Lithuania 9.7 6.6 7.0 6.8 -1.2 1.2 2.9 3.0 -7.0 -8.6 -9.5 -9.3
Poland 3.8 5.3 3.5 3.7 0.8 3.5 3.1 2.5 -1.9 -1.5 -2.1 -2.5
Romania 5.2 8.3 5.5 5.0 15.3 11.9 8.2 5.7 -6.8 -7.5 -6.9 -6.3
Slovak Republic 4.5 5.5 4.8 4.9 8.5 7.5 3.6 2.8 -0.9 -3.4 -6.0 -4.6
Slovenia 2.5 4.4 4.0 4.0 5.6 3.6 2.3 2.0 0.1 -0.6 -1.4 -2.2
Cyprus 1.9 3.7 3.8 4.0 4.1 2.3 2.5 2.5 -3.4 -4.1 -3.4 -2.7
Turkey 5.9 8.0 5.0 5.0 25.3 10.6 9.0 6.1 -3.4 -5.2 -4.5 -3.7

BASIC MACROECONOMIC INDICATORS IN THE SELECTED TRANSITIONAL ECONOMIES
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* Preliminary data

Source: State Statistical Office

GROSS DOMESTIC PRODUCT
(real growth rates, year on year, 2000-2004)

A + B C + D + E \ F G H I + J + K L + M + N + O
2000 I 2.4 16.3 4.1 37.7 -7.1 13.4 2.4 1.0 0.5 11.4 15.1 12.0

II 3.6 17.1 -9.9 4.6 -14.8 11.1 2.5 1.3 0.8 5.6 9.0 6.1
III 1.2 1.8 5.3 -8.7 -9.6 10.1 2.7 -0.8 1.9 0.6 3.9 1.0
IV -3.1 4.5 12.5 -12.7 -13.1 0.7 3.2 -1.1 3.7 -0.3 3.0 0.2

00/99 1.0 9.4 2.6 3.0 -11.3 8.5 2.7 0.1 1.7 4.1 7.5 4.5
2001 I -6.9 -2.8 0.7 -18.9 6.7 -4.8 3.0 -8.7 -6.9 -6.2 -6.9 -6.3

II -12.5 -4.7 -4.9 4.5 -7.1 -7.2 2.6 -5.1 -8.5 -3.8 -4.4 -3.9
III -13.3 -10.6 -22.9 4.4 -14.7 -11.1 1.4 0.8 -13.1 -6.2 -6.9 -6.4
IV -10.3 -0.5 -22.8 9.7 -0.1 -9.9 1.3 3.7 -13.5 -1.5 -2.2 -1.6

01/00 -10.8 -4.6 -14.4 -0.8 -4.5 -8.3 2.1 -2.3 -10.5 -4.4 -5.1 -4.5
2002 I -5.6 -10.1 -7.0 6.0 -1.0 -3.4 -2.8 10.0 -2.5 -1.8 1.1 -1.3

II -2.5 -3.5 0.7 4.6 16.1 -6.7 -4.1 4.7 1.7 -0.9 2.0 -0.4
III -1.6 -1.3 5.3 4.2 32.2 -0.5 -4.1 0.8 6.2 0.3 3.2 0.8
IV 1.8 10.2 1.4 6.8 18.8 3.5 -3.7 -0.8 2.2 3.6 6.6 4.1

02/01 -2.0 -0.8 0.6 5.4 16.7 -1.8 -3.7 3.5 1.8 0.4 3.3 0.9
2003 * I 3.2 3.9 8.8 1.8 14.2 -2.7 -4.4 5.7 4.4 2.3 -0.5 1.8

II 3.5 4.0 8.1 2.2 6.7 5.2 -3.7 6.5 -3.2 3.5 0.7 3.0
III 6.5 15.0 13.8 1.1 11.1 0.5 -3.0 4.9 -4.3 5.9 3.1 5.4
IV 6.2 -0.7 21.6 2.0 7.0 -0.9 -3.3 2.7 -1.6 1.7 -1.0 1.2

03/02 4.8 5.0 13.3 1.8 9.6 0.4 -3.6 4.9 -1.2 3.3 0.6 2.8
2004* I 3.5 -0.6 4.0 5.1 5.4 2.2 2.2 2.4 -0.7 2.4 2.4 2.4

II 4.6 -0.7 11.4 6.7 8.7 5.0 3.0 2.1 1.9 3.6 3.6 3.6
III 4.6 -0.1 7.9 8.2 1.8 5.3 2.6 1.1 2.3 3.4 3.4 3.4
IV 4.9 -6.3 10.0 9.2 5.9 8.1 2.0 1.6 1.2 2.2 2.2 2.2

04/03 4.4 -2.1 8.7 7.4 5.3 5.2 2.5 1.8 1.1 2.9 2.9 2.9
2005* I 2.5 4.7 -9.6 6.4 2.5 5.6 0.2 0.5 -0.9 2.7 2.7 2.7

Agriculture,
hunting,

forestry and
fishing

Mining and
quarrying,

manufacturing,
electricity and gas

Construction Wholesale and
retail trade;

Hotels and
restaurants

Transport and
communica-

tion

Financial intermediation
and real estate, renting

Public administration
and defense

Imputed
banking
services

Value added
Net taxes
on pro-
duction

GDP
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GROSS DOMESTIC PRODUCT (PRODUCTION APPROACH)
at current pricesin millions of denars

NACE Desription 1999 2000 2001 2002 2003 1 Index
section 2003/2002

A Agriculture, hunting and forestry 23,094 23,756 22,933 24,509 28,672 17.0
B Fishing 29 14 24 48 27 -43.8
C Minerals and stone mining 1,620 1,856 1,312 960 989 3.0
D Manufacturing 36,764 40,926 39,587 37,925 39,651 4.6
E Electricity, gas and water supply 9,203 10,381 10,041 9,146 11,778 28.8
F Construction 10,880 13,361 11,801 11,893 13,537 13.8
G Wholesale and retail trade; 22,383 25,402 26,076 27,348 28,282 3.4
H Hotels and restaurants 3,984 3,463 3,410 4,088 4,653 13.8
I Transport, storage and communication 17,233 21,261 21,694 20,610 21,062 2.2
J Financial intermediation 6,977 7,342 7,420 7,427 6,110 -17.7
K Real estate, renting and business activities 5,890 7,466 8,304 8,168 8,453 3.5
L Public administration and defence; compulsory social security 14,351 14,333 14,445 16,145 16,984 5.2
M Education 8,769 8,266 8,048 8,688 9,436 8.6
N Health and social work 8,592 8,987 8,690 9,361 9,897 5.7
O Other community, social and personal service activities 4,967 5,217 5,548 5,553 5,503 -0.9
P Imputed rents 9,597 10,465 10,631 10,792 13,732 27.2

Minus: Imputed banking services 5,017 5,153 4,738 4,160 3,797 -8.7

A. Value added 179,316 197,344 195,230 198,592 214,969 8.2

B. Net taxes on production 29,694 39,045 38,611 45,378 36,516 -19.5

A + B GROSS DOMESTIC PRODUCT 209,010 236,389 233,841 243,970 251,485 3.1

1) Preliminary data.

GROSS DOMESTIC PRODUCT (EXPENDITURE APPROACH)
In %In millions of denars

1999 2000 2001 2002 2003 1999 2000 2001 2002 2003

GROSS DOMESTIC PRODUCT 209.010 236,389 233,841 243,971 251,486 100,0 100.0 100.0 100.0 100.0
(current prices)
Final consumption 188.702 218,986 221,771 242,795 243,853 90,3 92.6 94.8 99.5 97.0

Household consumption 145.693 175,965 163,788 188,179 191,873 69,7 74.4 70.0 77.1 76.3
Government consumption 43.009 43,021 57,983 54,616 51,980 20,6 18.2 24.8 22.4 20.7

Gross capital formation 41.171 50,683 42,759 48,058 50,261 19,7 21.4 18.3 19.7 20.0
Gross fixed capital formation 34.710 38,332 34,716 40,448 42,110 16,6 16.2 14.8 16.6 16.7
Change in stocks 6.461 12,351 8,043 7,610 8,151 3,1 5.2 3.4 3.1 3.2

Export of goods and services 88.143 114,209 99,091 92,674 95,254 42,2 48.3 42.4 38.0 37.9
Export of goods (FOB) 67.988 87,161 78,625 71,887 73,800 32,5 36.9 33.6 29.5 29.3
Export of services 14.367 19,971 15,894 16,388 17,705 6,9 8.4 6.8 6.7 7.0
Purchases of non-residents 5.788 7,077 4,572 4,399 3,749 2,8 3.0 2.0 1.8 1.5

Import of goods and services 109.007 147,489 129,780 139,556 137,882 52,2 62.4 55.5 57.2 54.8
Import of goods (FOB) 90.554 123,910 107,166 121,574 120,038 43,3 52.4 45.8 49.8 47.7
Import of services 18.543 23,579 22,614 17,982 17,844 8,8 10.0 9.7 7.4 7.1

Source: State Statistical Office
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BASIC SHORT-TERM ECONOMIC TRENDS
Percentage change from the same period previous year, if otherwise not stated

2000 2001 2002 2003 2004 2004 2005
K - 1 K - 2 K - 3 K - 4 K - 1 K - 2 Juli

4.6 -4.5 0.9 2.8 2.9 2.4 3.7 3.4 2.1 2.7
3.5 -3.1 -0.8 6.6 -2.1 -0.6 -0.7 -0.1 -6.3 4.8 0.3 15.8

20.8 -16.9 16.4 -7.7 4.9 11.0 7.2 8.1 -4.2 5.7

5.8 5.5 1.8 1.2 -0.4 1.6 -0.5 -1.6 -1.3 -0.4 0.2 0.7
8.9 2.0 -0.9 -0.3 0.9 -1.5 0.5 2.2 2.6 1.9 2.3 2.5

6.0 0.5 3.0 13.1 3.9 -28.0 -20.8 -16.7 -3.1 39.2 6.4
-4.7 -0.7 0.2 -10.3 0.7 45.1 29.8 20.7 13.6 -35.1 -3.8

-12.5 -2.7 1.1 -10.1 -0.4 50.6 28.2 16.8 9.2 -34.8 -6.0

28.3 24.4 25.0 28.9 38.3 32.0 35.5 41.6 44.2 47.6 53.1 48.67
261.9 291.2 330.3 388.4 461.4 458.6 453.8 452.8 472.7 478.1 479.7 453.8

8,638.0 5,944.7 6,772.0 9,629.0 13,823.4 14,729.0 12,500.0 13,991.0 14,073.0 15,348.0 16,191.0 16,932.0
1,813.0 1,578.3 1,559.0 1,779.0 2,866.0 2,731.0 2,790.0 2,850.0 3,093.0 3,268.0 3,379.0 3,249.0

45.4 47.6 45.3 51.5 88.7 84.4 81.1 93.2 95.9 97.8 100.4 98.8
112.8 88.6 77.9 82.8 104.8 107.0 102.2 97.5 111.4 131.5 137.2 124.4
385.8 299.2 328.3 444.6 607.1 520.0 608.3 650.0 650.0 683.3 712.5 750
295.8 216.5 246.7 320.2 502.5 401.7 508.3 550.0 550.0 583.3 612.5 650

11.0 -12.7 -3.7 22.2 22.4 22.1 11.5 31.0 32.3 31.5 37.8 18.2
17.9 -19.4 16.3 15.3 25.9 13.8 18.6 28.4 35.8 13.6 21.5 0.1
-771 -533 -849 -937 -1,230 -246.0 -339.6 -264.0 -368.4 -216.1 361.8 69.4
-236 -38 -324 -277 -415 -107.4 -172.9 -5.8 -129.7 -20.0 -95.6 - 

235.6 62.0 -40.5 168.8 82.3 -12.2 38.0 72.0 83.0 13.4 29.5 - 
1,438.0 1,444.0 1,571.0 1,771.0 1,957.0 1,766.0 1,766.4 1,821.0 1,957.6 1,955.5 1,933.0 1939.5

60.73 60.91 60.98 61.26 61.34 61.29 61.28 61.31 61.46 61.40 61.37 61.20
65.89 68.04 64.73 54.30 49.41 49.94 50.87 50.20 47.53 46.80 48.68 50.82

REAL SECTOR
Production real rates of change
Gross domestic product
Industrial production

nominal rates of change
Investment in machines and equipment
Prices
Consumer Price Index
Industrial producer prices
Competition of the industry
Productivity
Unit labour cost
Real unit labour cost
Commodity prices of the major Macedonian export and import products Prices in US $
Crude oil brent
Lamb
Nickel
Copper
Lead
Zink
Steel cold rolled coilsreat
Steel hot rolled coilsreat
EXTERNAL SECTOR

nominal rates of change in dollar amount
Export of goods (FOB)
Import of goods (CIF)
Trade balance (in millions of US $)
Current account balance (in millions of US $)
"Foreign exchange reserves (in millions of US $)    �-� means decrease
Medium and long-term external debt (end of period, in millions of US $)
Foreign exchange rates
Denar / EURO
Denar / USA $
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Source: State statistical office, National bank of the Republic of Macedonia, Ministery of labour and social policy
Emloymen Agency, World Development Prospects (Pink Sheets), Ministry of Finance

GOVERNMENT FINANCE
nominal rates of change

Revenues
Tax revenues
VAT
Expenditures
Current expenditures
Capital expenditures
Central budget balance (in millions of denars)
General government balance (in million of denars)
MONETARY SECTOR
nominal rates of change (end of the period)
Net foreign assets
Credit to private sector
Cash in circulation
M1
M2
M4
Foreign exchange reserves / M4 (denars)
SOCIAL SECTOR
Labour market
Unemployment rate (Labor Force Survey)
Number of new employed
Number of new emlpoyed on full time
Wages
Nominal net wages
Real net wages
Consumer basket
Social protection
Number of pensioners
"Number of households that receivesocial protection"
"Number of persons that receiveunemployment benefits"

2000 2001 2002 2003 2004 2004 2005
K - 1 K - 2 K - 3 K - 4 K - 1 K - 2 Juli

22.5 -10.3 10.1 -7.4 5.8 10.3 1.5 2.9 8.6 -9.0 -15.9 11.6
22.1 -6.9 14.0 -9.6 6.8 5.7 5.0 6.7 9.9 -3.1 -3.8 -4.1
75.2 -1.8 19.8 3.2 21.6 25.3 16.8 18.7 25.8 -5.9 -2.5 -11.8
12.7 27.0 -0.1 -13.8 0.3 5.2 3.0 -4.4 -1.7 5.6 -1.4 7.2

1.8 31.9 17.2 -1.2 1.4 5.7 1.2 -2.8 1.9 3.6 3.2 5.4
94.5 28.3 11.8 -447.0 -3.4 -34.3 -38.4 -15.9 -22.8 42.2 46.7 30.8

6,285 -12,490 7,343 -2,551 371 1,002.0 -364.0 616.0 -882.0 -1,005 -18.0 334
5,905 -13,171 -13,019 -2,596 7 655.0 -635.0 654.0 -667.0 -1,269 -266 306

73.8 57.6 -19.1 5.3 4.7 10.3 4.9 3.0 4.7 4.0 4.0
17.2 7.3 12.7 15.8 18.7 18.9 25.9 24.4 18.7 16.9 16.9
16.6 48.5 0.0 0.3 -0.1 9.2 4.7 2.0 -0.1 9.6 9.6
22.6 5.6 4.6 1.1 -1.1 9.1 8.6 2.3 -1.1 3.9 3.9
29.4 61.9 -7.0 15.9 15.1 18.1 20.1 18.3 15.1 22.3 22.3
25.6 56.7 13.2 15.3 15.4 18.9 16.7 15.3 20.2 20.2

165.0 188.2 150.5 150.7 162.0 161.7 166.9 153.3 162.0 167.6 167.6

32.2 30.5 31.9 36.7 36.7 37.1 35.8 37.7 38.0 38.6
101,996 90,308 110,401 79,921 112,013 25,648 51,190 80,235 112,013 11,707 11,707

63,987 63,346 74,341 49,661 63,538 16,153 31,870 47,135 63,538 7,268 7,268

5.5 3.5 6.9 4.8 4.0 4.0 4.4 3.4 4.0 3.0 1.1 - 
-0.3 -1.9 5.0 3.6 4.4 2.4 4.9 5.0 5.4 3.4 - 
2.5 5.2 2.7 -0.7 -2.7 0.7 -2.8 -5.0 -3.9 -4.0 -3.3 - 

241,221 247,200 249,421 254,267 260,075 254,333 256,917 258,360 260,075 260,879 261,005 261,975
77,309 80,160 82,673 64,453 64,584 64,594 65,960 66,940 69,667 68,011 66,328
35,046 41,375 46,772 47,324 45,867 53,273 51,221 48,189 45,867 44,230 43,570 42,878
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1) Calculated according to UN PARE methodology by which a conversion is made with an exchange rate adjusted towards the movements of the prices in the national 
economy. The US dollar exchange rate is taken on basis compared with the denar in 1994 and an indexation with the deflator for each coming year.

2) Previous data

Agriculture Industry Gross Domestic Product

20
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1999 2000 2001 2002 2003 2004

GROSS DOMESTIC PRODUCT
real growth rate, year-on-year

I/ II III IV I/ II III IV I/ II III IV I/ II III IV I/ II III IV I/ II III IV

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2)

Gross Domestic Product 1) 3,450 3,389 3,351 3,390 3,458 3,575 3,730 3,899 3,723 3,755 4,546
in million USD dollars

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2)

Gross Domestic Product (per capita) 1) 1,785 1,742 1,705 1,709 1,732 1,781 1,848 1,924 1,830 1,859 2,243

in USD dollars

Consumer price index Retail prices
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0

-2
1996 1997 1998 1999 2000 2001 2002 2003 2004

INFLATION
End of period, in %

1996 1997 1998 1999 2000 2001 2002 2003 2004

Consumer price index 2.3 2.6 -0.1 -0.7 5.8 5.5 1.8 1.2 -0.4

Retail prices 3.0 4.4 0.8 -1.1 10.6 5.2 1.4 2.4 0.9

Average rates, in %

1996 1997 1998 1999 2000 2001 2002 2003 2004

Consumer price index -0.7 2.7 -2.4 2.4 6.1 3.7 1.1 2.6 -1.9

Retail prices 0.2 4.5 -1.0 2.3 10.8 1.2 2.2 2.9 -0.1

End of period, in %
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FOREIGN TRADE

Consumer price index Retail prices
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-4
1996 1997 1998 1999 2000 2001 2002 2003 2004

End of period, in %

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Export of goods 1,199 1,055 1,086 1,204 1,147 1,237 1,292 1,190 1,321 1,153 1,112 1,359 1,674

Import of goods 1,206 1,013 1,271 1,427 1,462 1,623 1,807 1,686 2,011 1,677 1,917 2,211 2,793

Trade balance -7 42 -185 -223 -315 -386 -515 -496 -690 -524 -805 -852 -1,119

in million of US $

3,000

2,500

2,000

1,500

1,000

500

0

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

balance

Export of goods
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FOREIGN TRADE OF THE REPUBLIC OF MACEDONIA

Total Germany Serbia and Monte Negro
Export Import Balance Export Import Balance Export Import Balance

1998 1,310.7 1,914.7 -604.0 286.0 255.2 30.8 240.0 245.6 -5.6
1999 1,191.3 1,776.2 -584.9 254.3 245.8 8.5 254.5 183.9 70.6
2000 1,322.6 2,093.8 -771.2 257.5 253.3 4.2 335.2 190.4 144.8
2001 1,155.0 1,687.6 -532.6 237.5 213.3 24.2 266.8 157.2 109.6
2002 1,115.5 1,995.2 -879.7 234.0 284.7 -50.7 246.4 185.2 61.2
2003 1,363.2 2,299.9 -936.7 278.3 303.8 -25.5 273.8 212.6 61.2
2004 1,673.6 2,903.4 -1,229.8 318.2 362.3 -44.1 348.8 244.8 104.0

2000 Q1 331.1 606.8 -275.7 66.1 80.9 -14.8 78.8 47.8 31.0
Q2 317.7 481.0 -163.3 56.9 52.7 4.2 76.3 47.3 29.0
Q3 345.1 470.6 -125.5 70.8 55.0 15.8 82.8 47.3 35.5
Q4 328.7 535.4 -206.7 63.7 64.7 -1.0 97.3 48.0 49.3

2001 Q1 291.5 400.4 -108.9 69.0 52.8 16.2 62.3 34.9 27.4
Q2 285.3 416.6 -131.3 52.9 59.0 -6.1 74.1 39.2 34.9
Q3 295.7 378.9 -83.2 61.9 42.8 19.1 62.9 33.4 29.5
Q4 282.5 491.7 -209.2 53.7 58.7 -5.0 67.5 49.7 17.8

2002 Q1 244.0 444.2 -200.2 60.9 56.4 4.5 47.2 38.2 9.0
Q2 264.4 461.7 -197.3 54.0 70.5 -2.7 53.6 47.9 5.7
Q3 289.1 497.1 -208.0 60.3 77.1 -10.4 55.8 47.9 7.9
Q4 301.8 597.6 -295.8 57.0 89.2 -32.2 66.4 55.1 11.3

2003 Q1 293.7 531.7 -238.0 66.6 69.2 -2.6 47.2 50.4 -3.2
Q2 355.8 580.9 -225.1 68.0 74.2 -6.2 76.4 54.8 21.6
Q3 337.8 550.2 -212.4 72.0 71.0 1.0 74.7 53.5 21.2
Q4 375.9 637.1 -261.2 71.7 89.4 -17.7 75.5 53.9 21.6

2004 Q1 366.0 616.1 -250.1 82.1 84.0 -1.9 57.9 48.2 9.7
Q2 367.7 715.1 -347.4 63.1 90.0 -26.9 84.4 63.7 20.7
Q3 442.7 706.7 -264.0 80.8 89.2 -8.4 98.7 63.2 35.5
Q4 497.2 865.5 -368.3 92.2 99.1 -6.9 107.8 69.7 38.1

2005 Q1 482.0 700.1 -218.1 112.0 73.6 38.4 75.0 58.5 16.5
2003 I 78.6 159.0 -80.4 18.7 22.6 -3.9 11.3 15.0 -3.7

II 94.7 152.2 -57.5 21.9 21.7 0.2 15.5 15.4 0.1
III 120.4 220.5 -100.1 26.0 24.9 1.1 20.4 20.0 0.4
IV 117.3 190.3 -73.0 22.2 21.2 1.0 22.4 15.4 7.0
V 119.9 208.4 -88.5 23.6 26.5 -2.9 27.3 23.2 4.1
VI 118.6 182.2 -63.6 22.2 26.5 -4.3 26.7 16.2 10.5
VII 124.3 194.8 -70.5 25.2 27.8 -2.6 27.2 18.0 9.2
VIII 96.1 173.1 -77.0 22.2 20.5 1.7 23.1 18.3 4.8
IX 117.4 182.3 -64.9 24.6 22.7 1.9 24.4 17.2 7.2
X 124.7 214.0 -89.3 22.8 26.7 -3.9 28.9 18.8 10.1
XI 122.7 198.8 -76.1 24.7 29.4 -4.7 22.6 15.7 6.9
XII 128.5 224.3 -95.8 24.2 33.3 -9.1 24.0 19.4 4.6

2004 I 102.4 176.5 -74.1 27.3 21.8 5.5 14.5 11.2 3.3
II 132.0 199.3 -67.3 28.0 32.6 -4.6 20.0 17.0 3.0
III 131.6 240.3 -108.7 26.8 29.6 -2.8 23.4 20.0 3.4
IV 125.2 238.2 -113.0 22.3 27.4 -5.1 26.4 22.5 3.9
V 117.9 223.7 -105.8 19.5 29.2 -9.7 27.9 22.6 5.3
VI 124.6 253.2 -128.6 21.3 33.4 -12.1 30.1 18.6 11.5
VII 155.6 253.0 -97.4 31.5 32.3 -0.8 31.2 20.1 11.1
VIII 137.5 223.0 -85.5 24.9 25.4 -0.5 34.1 21.4 12.7
IX 149.6 230.7 -81.1 24.4 31.5 -7.1 33.4 21.7 11.7
X 158.0 256.0 -98.0 24.4 31.5 -7.1 33.4 21.7 11.7
XI 154.0 294.7 -140.7 26.8 24.9 1.9 33.0 21.4 11.6
XII 185.2 314.8 -129.6 41.0 42.7 -1.7 41.4 26.6 14.8

2005 I 147.9 209.9 -62.0 43.3 21.7 21.6 19.0 15.8 3.2
II 156.6 223.9 -67.3 35.5 25.7 9.8 22.4 16.7 5.7
III 177.5 266.3 -88.8 33.2 26.2 7.0 33.6 26.0 7.6
IV 174.6 312.4 -137.8 29.4 25.7 3.7 38.8 30.2 8.6
V 178.5 284.3 -105.8 23.1 31.2 -8.1 42.8 19.0 23.8
VI 153.9 271.9 -118.0 27.5 31.0 -3.5 40.7 20.0 20.7
VII 183.9 253.3 -69.4 35.7 28.0 7.7 41.7 18.5 23.2
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USA Italy Greece Russia
Export Import Balance Export Import Balance Export Import Balance Export Import Balance

174.0 101.6 72.4 91.9 109.1 -17.2 83.1 112.9 -29.8 26.1 90.9 -64.8
136.1 54.7 81.4 77.6 92.7 -15.1 85.9 164.5 -78.6 15.1 91.2 -76.1
165.6 83.0 82.6 90.8 111.1 -20.3 84.1 201.5 -117.4 10.3 191.8 -181.5
99.7 51.5 48.2 88.7 107.7 -19.0 101.4 184.0 -82.6 13.9 139.4 -125.5
77.4 58.7 18.7 81.9 118.6 -36.7 116.9 237.9 -121.0 14.4 125.4 -111.0
72.8 56.2 16.6 95.4 122.5 -27.1 179.8 300.2 -120.4 13.7 177.8 -164.1
70.3 46.8 23.5 134.9 170.2 -35.3 228.8 280.7 -51.9 19.7 255.7 -236.0

49.6 16.3 33.3 25.4 29.4 -4.0 19.7 43.1 -23.4 2.6 60.8 -58.2
48.6 16.5 32.1 27.4 29.3 -1.9 18.4 42.3 -23.9 2.7 38.6 -35.9
37.5 23.4 14.1 18.1 25.4 -7.3 23.5 55.3 -31.8 2.1 33.2 -31.1
29.9 26.8 3.1 19.9 27.0 -7.1 22.5 60.8 -38.3 2.9 59.2 -56.3
28.4 13.4 15.0 24.0 19.2 4.8 21.2 40.2 -19.0 2.8 53.4 -50.6
23.4 15.6 7.8 21.4 23.3 -1.9 24.3 38.7 -14.4 3.7 31.7 -28.0
26.9 11.7 15.2 24.3 29.5 -5.2 30.6 51.1 -20.5 3.3 26.9 -23.6
21.0 10.8 10.2 19.0 35.7 -16.7 25.3 54.0 -28.7 4.1 27.4 -23.3
18.0 18.2 -0.2 26.7 24.6 2.1 19.2 46.0 -26.8 3.4 49.4 -46.0
18.9 15.6 3.3 25.1 26.2 -1.1 27.6 49.4 -21.8 3.6 22.3 -18.7
16.5 10.7 5.8 21.2 29.4 -8.2 30.3 52.2 -21.9 3.5 13.3 -9.8
24.6 13.9 10.7 18.7 32.2 -13.5 35.6 56.3 -20.7 3.0 61.1 -58.1
16.7 13.8 2.9 26.9 21.6 5.3 35.1 98.4 -63.3 2.5 25.1 -22.6
13.8 19.1 -5.3 26.5 34.3 -7.8 52.1 76.4 -24.3 3.6 34.6 -31.0
16.0 11.1 4.9 21.6 29.3 -7.7 43.7 56.7 -13.0 3.4 53.5 -50.1
26.3 12.2 14.1 20.4 37.3 -16.9 48.9 68.7 -19.8 4.2 64.6 -60.4
14.8 13.4 1.4 24.6 31.7 -7.1 52.7 64.1 -11.4 3.9 68.7 -64.8
14.1 11.6 2.5 29.1 45.1 -16.0 55.1 73.0 -17.9 4.7 47.9 -43.2
21.8 10.2 11.6 38.9 44.9 -6.0 54.6 69.2 -14.6 5.5 78.7 -73.2
19.6 11.6 8.0 42.3 48.5 -6.2 66.4 74.4 -8.0 5.6 60.4 -54.8
7.5 13.7 -6.2 43.6 37.2 6.4 74.1 66.3 7.8 5.2 70.5 -65.3
6.7 5.2 1.5 8.9 7.3 1.6 8.2 43.9 -35.7 0.5 1.8 -1.3
5.1 3.9 1.2 7.5 6.0 1.5 11.7 22.9 -11.2 0.5 2.1 -1.6
4.9 4.7 0.2 10.5 8.3 2.2 15.2 31.6 -16.4 1.5 21.2 -19.7
3.5 4.5 -1.0 8.9 10.4 -1.5 17.4 31.2 -13.8 1.0 9.6 -8.6
3.4 6.1 -2.7 7.9 11.8 -3.9 18.5 25.6 -7.1 1.1 17.1 -16.0
6.9 8.5 -1.6 9.7 12.1 -2.4 16.2 19.6 -3.4 1.5 7.9 -6.4
7.2 3.9 3.3 7.4 11.8 -4.4 16.9 22.4 -5.5 1.3 9.8 -8.5
4.5 3.1 1.4 6.4 9.0 -2.6 10.9 15.4 -4.5 1.1 23.2 -22.1
4.3 4.1 0.2 7.8 8.5 -0.7 15.9 18.9 -3.0 1.0 20.5 -19.5
5.7 4.4 1.3 5.5 11.3 -5.8 18.2 22.8 -4.6 2.3 24.6 -22.3
6.8 2.8 4.0 7.2 11.8 -4.6 15.9 21.0 -5.1 1.2 19.6 -18.4

13.8 5.0 8.8 7.7 14.2 -6.5 14.8 24.9 -10.1 0.7 20.4 -19.7
6.4 5.3 1.1 5.8 7.6 -1.8 12.5 17.7 -5.2 1.4 27.4 -26.0
4.6 3.8 0.8 8.0 10.0 -2.0 17.8 21.0 -3.2 1.2 17.3 -16.1
3.8 4.3 -0.5 10.8 14.1 -3.3 22.4 25.4 -3.0 1.3 24.0 -22.7
3.6 4.6 -1.0 12.0 13.8 -1.8 19.9 23.0 -3.1 1.7 27.3 -25.6
4.5 3.6 0.9 7.8 14.4 -6.6 17.1 24.7 -7.6 1.7 2.2 -0.5
6.0 3.4 2.6 9.3 16.9 -7.6 18.1 25.3 -7.2 1.3 18.4 -17.1
7.9 3.2 4.7 13.3 19.5 -6.2 21.2 29.2 -8.0 1.8 22.7 -20.9
5.9 3.5 2.4 13.1 11.0 2.1 13.7 17.3 -3.6 1.9 29.6 -27.7
8.0 3.5 4.5 12.5 14.4 -1.9 19.7 22.7 -3.0 1.8 26.4 -24.6
8.0 3.5 4.5 12.4 14.4 -2.0 21.6 23.2 -1.6 1.8 26.4 -24.6
4.4 4.6 -0.2 12.9 15.1 -2.2 23.7 24.9 -1.2 2.2 25.5 -23.3
7.2 3.5 3.7 17.0 19.0 -2.0 21.1 26.3 -5.2 1.6 8.5 -6.9
3.1 4.5 -1.4 12.3 9.6 2.7 20.2 18.6 1.6 1.0 25.9 -24.9
1.8 5.7 -3.9 13.8 10.2 3.6 26.8 21.0 5.8 1.7 23.4 -21.7
2.6 3.5 -0.9 17.5 17.4 0.1 27.1 26.7 0.4 2.5 21.2 -18.7
3.5 4.2 -0.7 10.3 16.4 -6.1 31.8 29.7 2.1 1.5 33.3 -31.8
4.4 3.7 0.7 16.9 20.2 -3.3 23.9 25.1 -1.2 1.9 22.4 -20.5
3.9 3.8 0.1 12.2 18.1 -5.9 24.6 21.9 2.7 1.7 44.0 -42.3
6.0 3.0 3.0 20.4 18.6 1.8 34.4 27.1 7.3 1.8 32.7 -30.9

in million US $ 
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! The industrial production grew by 4.4% annual basis,
thus contributing to a cumulative growth in the first
seven months by 8.6%%;

! The costs of living declined on monthly basis by 0.8%,
thus contributing to an average inflation rate of 0.3%
in the period January-July 2005;

! Stock market oil price grew to a level of US$ 57.6 per
barrel Brent crude);

! Cumulative growth of export of goods by 31.9% on
annual basis, simultaneously with growth of export of
goods by 15%. 

! Foreign trade deficit in the first seven months in the
amount of US$ 649 million (US$ 46 million lower in
relation to the same period last year); 

! External debt grew on monthly basis by US$ 6 million
reaching a level of US$ 1.939 million;

! Central government budget surplus in the first seven
months of 2005 in the amount of Denar 2.590 million;

! Gross foreign exchange reserves of the NBRM grew
on monthly basis by US$ 32.5 million, determined by
the positive trends on the foreign exchange market;

! Continuation of the declining trend in the number of
registered unemployed persons, this time by 1.2% on
monthly basis (369,782 unemployed persons). 

1. REAL SECTOR

1.1. Industrial production 

At the beginning of the third quarter, in July 2005,
the industrial production slightly decline on monthly

basis by 5.1%, which is, as usual, a seasonal trend in
the industry in the summer period. One of the main
reasons for such dynamics in the production is the low
activity in the base metal sector, which declined by
25.6% on monthly basis. Still, part of the negative
effects were offset by the high monthly growth of pro-
duction by 10.9% in the tobacco industry.   

Decline in the industrial activity followed after the
last-month growth, when the cumulative industrial pro-
duction index reached the highest level in the past
several years of 9.3%. At the same time, after three-
month positive results, the deseasoned industrial pro-
duction declined, which in July 2005 declined on
monthly basis by 4.7%. On the other hand, on annual
basis, the industrial production in July 2005 grew by
4.4% as a result of the greater production in the tobac-
co industry, construction and industry for metal items
and machines.  

The decline in the monthly activity lead to a decline
in the overall index of industrial production, which in
the period January-July 2005 was by 8.6% higher
compared to the same period last year (the decline in
relation to June index is 0.7 percentage points). Still,
on annual basis, the production grew in 16 out of 24
industrial sectors, whereby a positive feature in this
period is the expansion in the industry for construction
materials, which began in December last year, experi-
encing growth by 15.7% in the period January-July.

SHORT-TERM ECONOMIC TRENDS

JULY 2005

SUMMARY OF THE MOST IMPORTANT SHORT-TERM ECONOMIC DEVELOPMENTS IN JULY 2005
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The growth in this industrial sector was driven by high-
er foreign demand since in national framework,
greater production volume does not correspond to the
declined construction activity in the country. 

Regarding other more significant industrial sectors,
6% cumulative growth was evident in the tobacco
industry, in the textile industry by 5.7% (temporary
import), chemical industry (4.3%), production of metal
items and machines, and the production of base met-
als (71.4%). This should be considered as one of the
drivers of the industrial growth since half of the 8.6%
growth is a result of the steel industry.

1.3. Prices

In the second half of the year, after two-month rise,
the CPI declined again on monthly basis, this time by
0.8% in relation to June. Still, despite such decline,
average inflation rate in the period January-July 2005
grew by 0.1 percentage point and reached 0.3%. 

The July decline of the costs of living is a result of
the seasonal effects only, i.e. the food cost decline, ini-

tiated by the seasonal vegetables appearing on the
market with lower prices. Thus, in July only, the prices
of vegetable on monthly basis were lower by even
25.3%, causing 2.7% decline in the overall food costs.
Thus, this time, as throughout the year, the inflation
trend was basically determined by food prices. 

The prices of other products remained almost
unchanged, excluding the prices of oil derivatives,
where the retail price grew as a result of the growth of
oil price on the world stock markets. Thereby, the July
CPI includes both rises in retail oil derivative price of
5.5% and 2.4% respectively. Within the CPI the prices
of goods declined by 1.1%, while the prices of servic-
es remained relatively stable, i.e. grew by 0.2%. On
cumulative basis, in the period January-July 2005,
greater decline in costs was noted in food and non-
alcoholic beverages (1.7%), household items and fur-
niture (3.1%), health services (3.8%), while the growth
was the highest in alcoholic beverages and tobacco
(7.9%), clothes (2.9%), transport (6.3%) and commu-
nications (3%).  

Unlike the costs of living, retail price index grew by
0.2% on monthly basis despite the major decline in the

group of agricultural products. On annual basis, retail
price index grew by 1.8%. At the same time, industrial
producers' prices in July 2005 grew again, this time by
1.5% in relation to the previous month, above all, as a
result of the rise in energy price by 5.6% (main driver
are the producers' prices in the production of oil deriv-
atives, where 13.3% monthly rise was noted). On
annual basis, the index in this sector grew by even
44.9%.  
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1.3.1. Stock Market Prices

In July 2005, the prices of the products most fre-
quently traded on the world stock markets, excluding
several products, showed negative trends. Thus, after
short halt, in July, stock market oil price grew again to
a level of US$ 57.58 per barrel Brent crude. Taking
into account the turbulence in the regions of the
biggest oil exporters as well as the continuously rising
demand, the prices of this strategic product would
continue to grow in the following months. In addition to
the oil, stock market prices of sugar (6.4%) and cop-
per (2.6%) also grew.   

Opposite trend was evident in several products,
above all the nickel, which in July 2005 reached an
average price of US$ 14.581 per metric ton, meaning
9.8% decline in the stock market price, the biggest
monthly decline since May last year. In addition to the
nickel, the stock market price of lead, steel, zinc and
lamb meat also declined.  

The prices of steel sheets remained at the level in
the previous month (for the fourth consecutive month).
Thereby, after a very dynamic period of constant
growth, in the first quarter of the year caused by high-
er world demand, there was a stabilization of the aver-
age stock market price of the cold-rolled steel sheets
at the level of US$ 750 and US$ 650 for the hot-rolled
steel sheets. 

2. EXTERNAL SECTOR

2.1. Foreign Trade

Positive monthly trends in the foreign trade
(expressed in US$), continued in July 2005, whereby
it grew by 7% compared to July last year. On monthly

basis, in relation to June, foreign trade grew 2.7%,
whereby the export grew by 19.5%, while the import
grew by 6.9%. Thereby, the trade deficit in July
reached US$ 69.4 million and is by US$ 48.6 million
higher than the June deficit. The monthly coverage of
import in July in relation to June is by 16 percentage
points higher.

Observed cumulatively, in the period January-July
2005, the export grew significantly by 31.9%, as a
result of the restarting of certain facilities, as well as
the more intensive economic activity in certain entities.
In the same period, import grew by 15%, which lead to
lower foreign trade deficit in the first seven months in
2005, amounting to US$ 649.2 million. Such trends
lead to improvement of the degree of coverage of
import (64.4%).

Observed by groups of products, according to SITC,
on monthly basis, tobacco export grew by US$ 11 mil-
lion (or 248.8%), the export of clothes also by US$ 11
million (or 27.7%), oil export by US$ 4 million (or
37.3%), footwear export by US$ 2.4 million (or 49%).

Cumulatively, in the first seven months of 2005,
export of iron and steel grew by US$ 164.4 million or
91.1% in relation to the same period last year, export
of oil and oil products by US$ 47.7 million or 159,1%,
followed by tobacco and processed tobacco by US$
22.4 million or 60.4%, fruit and vegetable by US$ 11.3
million or 37.4%, beverages by US$ 5.8 million or
18.9%.

Main drivers of export growth in the period January-
July 2005 were iron and steel, clothes, oil and oil prod-
ucts, tobacco and processed tobacco, fruit and veg-

Nikel (US$/mt)

Source: World Development Prospects, Pink Sheets
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etables, beverages. These six groups of products
comprise 72.5% of the total export of goods. 

In the first seven months of 2005, 56% of the total
exported goods were placed on the European Union
market, while 45.9% of the total goods imported in the
Republic of Macedonia originate from the Union.
Thereby, export to the EU is by 26.3% higher (partly

due to EU enlargement in May this year), while the
import grew by 3%.

Serbia and Montenegro, Germany, Greece, Italy,
Croatia and the British Virgin Islands are our biggest
partners, the share of which in the export is around
72.1%.

Analysis of the import according to the economic
purpose in the first seven months of 2005 shows
upward import tendency regarding raw materials and
intermediate materials, reaching 16.1% in relation to
the same period in 2004. Import of equipment grew by
13.5%, while import of consumer goods by 17.4%. 

Main import goods (according to SITC) in the period
January-July 2005 continue to be the oil and oil prod-
ucts, iron and steel, textile yarn, road vehicles and
industrial machines.

In the period January-July 2005, import of oil and oil
derivatives was worth US$ 247 million, which is 53.2%
increase in relation to the same period last year.
Taking into account that the imported quantity was
only 1.2% higher, the conclusion remains that main
factor of the lower import of oil and oil derivatives is
the exceptionally high growth of the stock market oil
price (refinery price of oil as of the beginning of the
year is by 80% higher, while the crude oil price is by
60% higher). Statistical data show that should the oil
imported in the period January-July 2005 be imported
at last-year prices, the import would have been by
around US$ 84 million lower (which would have affect-
ed the trade deficit decline).

Greater import of oil derivatives, which in relation to
the last year is by 159.1% higher, provides certain off-
set of the adverse effects of the oil price shock to the
country.

Export of more important group of products by SITC (in $)

Source: State Statistics Office

I - VII/2004 I - VII/2005 changes

vo $ rates

Iron and steel 180,599,754 345,118,215 164,518,460 91.1

Oil and oil products 29,960,482 77,629,161 47,668,680 159.1

Tobacco and processed tobacco 37,133,607 59,564,746 22,431,139 60.4

Fruit and vegetable 30,151,789 41,424,762 11,272,973 37.4

Beverages 30,744,265 36,552,829 5,808,564 18.9

Clothes 288,290,542 290,359,404 2,068,862 0.7
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Import of more important groups of products (by SITC)

I - VII/2004 I - VII/2005

kg $ denars 1) kg $ denars 2)

Total import in R M 1,569,550,681 1,821,997,118

Oil and oil products 667,494,074 161,219,304 8,055,580,489 675,271,413 247,043,402 11,906,553,194

Iron and steel 197,826,111 100,693,542 5,031,313,928 363,788,640 187,772,936 9,049,941,998

Textile yarns 6,831,607 17,064,950 852,677,521 19,649,402 182,530,944 8,797,297,877

Road vehicles 20,107,624 98,485,066 4,920,963,901 16,579,892 91,132,155 4,392,223,587

Industrial machines and equipment 6,834,825 48,668,648 2,431,806,892 6,991,881 55,501,073 2,674,940,795

Source: State Statistics Office
1) 1$ = 49.9666;
2) 1$ = 48.1962
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Foreign trade deficit with Bulgaria, Turkey, Romania
and Ukraine continue to rise and amounts to US$
220.4 million, which is around 34% of the trade deficit
in the period January-July 2005.

2. The analysis of the foreign trade currency struc-
ture of the Republic of Macedonia in the period
January-July 2005 compared to same period in 2004
shows great rise in exports in euros by over EUR 149
million, i.e. 27.3%, while the import grew by EUR 59
million, i.e. 6.1%.

At the same time, the trade in US dollars notes sig-
nificant rise both on the export side, by around US$ 68
million (33.1%), while, due to still present favourable
trend for import in US$, the import grew by US$ 117.7
million or 30.9%.

In the analysed period, the export of goods in the
Republic of Macedonia expressed in denar equivalent
grew by 26.9%. If the US dollar share of the export for
the first seven months of 2005 is reduced to the aver-
age US dollar exchange rate realized during the same
period of 2004, loss in export could be observed by
around US$ 10 million (calculated according to the
same foreign exchange rate). The total import of
goods in denar equivalent in the analysed period grew
by 10.6%.

The balance of the foreign trade is lower than the
one in 2004. Thus, part of the deficit in euros declined
by around EUR 90 million (or by 21.6%), and the US$
part of the deficit by around US$ 49 million (or by
28.3%). Respectively, the total denar amount of trade
deficit declined by Denar 3.5 billion, i.e. 10.2%.

2.2. External Debt

At end-July 2005, the external debt of the Republic
of Macedonia on the basis of long-term credits and
loans amounted to US$ 1.939 million and is by US$
6.5 million higher on monthly basis. The rise in the
external debt is due to the positive exchange rate dif-
ferences, which amounted to US$ 3.4 million as a
result of the declining value of the US dollar on the
world stock markets, and the higher amount of dis-
bursed funds from the repayment of the principal.
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FOREIGN TRADE of the Republic of Macedonia
(by currency)

EUR 809 545,515,587 61.2917 33,435,577,716 75.2 1,117 694,497,755 61.3608 42,614,937,851 75.6 148,982,168 27.3
USD 281 206,373,857 49.9666 10,311,799,963 23.2 399 274,618,167 48.1962 13,235,552,087 23.5 68,244,310 33.1

EUR+USD 1,090 43,747,377,679 98.4 1,516 55,850,489,938 99.0
Total 1,094 44,472,931,267 100.0 1,520 56,414,434,190 100.0 26.9

Export I - VII 2004 I - VII 2005

000 t

Source: State Statistics Office and NBRM

Export and import of Oil and oil products (by SITC)

Export Import

kg $ denars 1) kg $ denars 2)

I - VII/2004 91,671,983 29,960,482 1,497,023,401 667,494,074 161,219,304 8,055,580,489

I - VII/2005 161,948,672 77,629,161 3,741,430,580 675,271,413 247,043,402 11,906,553,194

Source: State Statistics Office
1) 1$ = 49.9666;
2) 1$ = 48.1962
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From the aspect of the currency structure of debt,
which refers only to the principal of the debt, the euro
remains the most used currency with a share of 43%,
followed by the US$ with 31%, and the SDRs with
23%. Other currencies have almost insignificant share
in the structure of the principal of the external debt.

During July, on the basis of long-term credits and
loans, funds in the amount of US$ 25 million were dis-
bursed, which is by US$ 6.3 million less in relation to
the previous month. Out of these, US$ 20.5 million are
from private banks and financial institutions and the
remaining from multilateral creditors.

With regard to new credits, in July 2005 they
amounted to US$ 6.5 million, all from private creditors.
This amount, compared to the previous months, has
significantly declined and is the lowest since the
beginning of the year.

Servicing of the liabilities towards abroad continue
regularly and timely, whereby in July this year US$
31.5 million were repaid, US$ 22.6 million out of which

as principal. US$ 5.1 million were repaid to multilater-
al creditors, US$ 14 million towards bilateral creditors
(US$ 12 million on the basis of 1995 rescheduling, and
US$ 12.3 towards private creditors.

Arrears in July this year reached US$ 4.4 million and
are result of the non-timely submission of data on the
payments from the persons authorized to report on
credit operations from the private sector.  

According to the repayment schedule of the National
Bank of the Republic of Macedonia for the period
August - December 2005, liabilities towards abroad in
the amount of US$ 83.9 million fall due, US$ 64 million
out of which as principal. Within external debt by
debtors, US$ 1.488 million fall under the public sector,
or 79.7%, while US$ 451 million or 23.3% to the pri-
vate sector. 

In relation to the short-term debt, at end-July 2005 it
amounted to US$ 52.7 million. In July this year short-
term financial credits and credit goods in the amount
of US$ 0.9 million, and liabilities towards abroad in the
amount of US$ 2.6 million were repaid.
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FOREIGN TRADE of the Republic of Macedonia
(by currency)

EUR -352 -417,853,629 61.2917 -25,610,959,298 73.6 184 -327,679,529 61.3608 -20,106,678,028 64.4 90,174,101 -21.6
USD -830 -174,508,079 49.9666 -8,719,575,395 25.1 -369 -223,925,254 48.1962 -10,792,346,349 34.5 -49,417,175 28.3

EUR+USD -1,182 -34,330,534,693 98.7 -185 -30,899,024,377 98.9
Deficit -1,187 -34,782,520,682 100.0 -186 -31,243,274,475 100.0 -10.2
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3. FISCAL SECTOR

In the period January-July 2005, the total central
government budget revenues reached an amount of
Denar 35.497 million, meaning greater revenues by
8.5% compared to the same period last year. Greater
revenue collection is due to the increase of almost all
tax revenues (excluding customs duties), as well as
non-tax revenues, i.e. revenues from profits of public
financial institutions including 2005 Telekom dividend
in the amount of Denar 2.750 million. 

Out of the total revenues in the period January-July
2005, 81.1% or Denar 30.913 million are tax rev-
enues. Compared to the same period last year, tax
revenues grew by 3.4%. VAT share reached 48.5% in
the first seven months 2005, i.e. 68.2% including
excise. On the basis of value added tax Denar 14.980
million were collected as revenues, which is growth by
2.7%, i.e. Denar 394 million in relation to the same
period in 2004. Excise revenues in this period grew by
6.7%, or Denar 382 million on annual basis, reaching
Denar 6.115 million.

The growing trend of collection in this period was
present in other taxes as well, i.e. the personal income
tax and profit tax, whereby PIT revenues reached
Denar 4.576 million, i.e. Denar 201 million or 4,6%
more in relation to last year. At the same time, profit
tax revenues reached Denar 1.952 million, which com-
pared to last year is 17.7% growth.

Only customs revenues, which in the seven months
of 2005 declined by 8.8%, declined in the period
January-July 2005 on annual basis. Such trend is a
result of the lower customs rates according to the

WTO Accession Agreement, as well as the free trade
agreements. Revenues from import fees in this period
were Denar 2.928 million.  

On the expenditure side, in the first seven months of
2005, total central budget expenditures were Denar
32.907 million, or 1.9% more in relation to the same
period last year. In nominal terms, central government
budget expenditures are by Denar 605 million higher.
Thereby, expenditures for goods and services were in
the amount of Denar 4.041 million, i.e. almost equal as
in the same period last year.

With respect to the total expenditures in the central
government budget, expenditures related to wages
and salaries and allowances account for 38.4%.
These expenditures are by 14.7% higher in relation to
the same period in 2004. This increase is a result of
the increase of the salary expenditures as a result of
the civil service salary decompression. 

With regard to transfers (share of 36.5% in the total
central budget expenditures) in this period Denar
12.008 million was spent, 1.1% less than in 2004.
Transfers to the Pension and Disability Insurance
Fund were Denar 4.569 million or by Denar 42 million
less in relation to the same period last year. 

Capital expenditures in the period January-July
2005 were Denar 2.794 million, i.e. Denar 12.9% mil-
lion or 320 more in relation to the same period last
year. 

Central Budget expenditure structure
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As a result of such trends in the fiscal area, i.e. the
better collection of public revenues, greater dividend
revenues, as well as lower budget expenditures, cen-
tral budget of the Republic of Macedonia in the period
January-July 2005 showed surplus in the amount of
Denar 2.590 million.

4. MONETARY SECTOR

In July 2005, monetary policy was conducted under
disciplined fiscal policy and favourable trends on the
foreign exchange market.  Total liquid assets of the
banking sector, unlike the previous month when they
declined by 6%, in July 2005, grew by 0.9% on month-
ly basis, above all, as a result of the growing funds on
the accounts of the commercial banks. Regarding
autonomous factors, cash in circulation and public
consumption lead to withdrawal of liquidity, while net
foreign exchange assets lead to creating liquidity. In
July 2005, central budget surplus, excluding Telekom
dividend amounted to Denar 874 million, while US$ 47
million of foreign currency was purchased on the for-
eign exchange market. On the basis of such trends,
the ultimate effect was creation of Denar 1.023 million.

In July 2005, primary money were by 4.5% higher on
monthly basis, above all, resulting from the growth of
cash in circulation by 7%, and the growth of cash in
bank accounts by 1.7%. Cash in hand lead to decline
of primary money, declining by 7.6%. ?1 monetary
aggregate in July 2005 amounted to Denar 28.825 mil-
lion and in relation to the previous month grew by
4.2%, as a result of the growth of deposit money and
cash in circulation. What is specific is that in July 2005
M2 monetary aggregate declined resulting from the
decline in the short-term denar deposits of the non-

government sector in the amount of Denar 3.6 billion,
the biggest decline in 2005. The decline is due to the
paid dividend by Telekom, and thus the denar account

of the state with the NBRM accumulated Denar 4 bil-
lion. At the same time, foreign currency deposits grew
by Denar 723 million in the opposite direction. ?4 mon-
etary aggregate declined by Denar 3.5 billion, initiated
by the decline in the M2 monetary aggregate.  

Total banking sector deposits in July 2005 declined
by 6.3% on monthly basis, basically determined by the
decline in the short-term deposits by 20% (payment of
Telekom dividend).

Total credits by the banks to the private sector in
July 2005 grew monthly by 1.5% as a result of the
enhanced crediting in both domestic and foreign cur-
rency (0.7 and 4.3% respectively). Greater volume of
denar credits is mainly due to the greater bank prefer-
ences of long-term credits to the population. Re-
garding foreign currency credits, most refer to long-
term credits to the corporate sector. On annual basis,
(July 2005 / July 2004) total bank credits are by 22.4%
higher. 

Source: National Bank of the Republic of Macedonia
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Interest policy of the commercial banks remained
almost unchanged in relation to the previous month.
Thus, the average weighted interest rate on debit bal-
ance (short-term Denar credits) was 12.37% (12.36%
in June 2005), while the average weighted interest on
debit balances was 6.63% (6.6% the previous month).

4.1. Money Market

Total trading on the institutional money market in
July 2005 was Denar 541 million, which in relation to
the previous month is 13% decline. The higher
demand in relation to the supply lead to rise in the
weighted interest rate, reaching 8.88%, which is the
highest level since July 2003.    

4.2. Gross foreign exchange reserves

In July 2005, trading on the foreign exchange mar-
ket was the highest ever, reaching US$ 443.3 million
(16.9% monthly growth). This is mostly due to the
greater monthly rise in demand in relation to the sup-
ply of foreign currency by enterprises (by 13.7% and
4.8%, respectively), determined mainly from the repa-
triation of dividend by foreign investors. High trading
on the foreign exchange market was partially a result
of the seasonally high net-redemption of foreign cur-
rency by NBRM. Consequently, gross foreign
exchange reserves at end-July 2005 reached US$
980.3 million and in relation to end-June 2005 are by
US$ 42.5 million higher.

5. LABOUR MARKET

5.1. Employment

In the first seven months of 2005, the Employment
Agency registered 74.667 employments, 58% out of
which are full time. Total number of new employed per-
sons in the period January-July 2005 grew by 25% in
relation to the same period last year, and in July 2005
only, 24% more persons were employed compared to
July 2004 (over 2,000 persons).  

Out of the total number of employments in July
2005, 24% are from the records of the Employment
Agency, i.e. they are registered unemployed persons,
while the remaining are directly from the previously
inactive population defined as population that has not
previously sought job via the Agency.  

According to the regional structure of the new
employments, most employments were in Skopje
(36%), followed by 8% in Bitola, 5.3% in Ohrid, fol-
lowed by Stip, Gevgelija and Tetovo. Such analysis
would be more significant if the new employments in
each municipality were calculated as a percentage of
the working-able population or the unemployment in
the municipality. Unfortunately, such data are unavail-
able on municipal level.

Source: National Bank of the Republic of Macedonia
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Source: National Bank of the Republic of Macedonia

8.9

1) This definition differs from the definition of the International Labour Organisation, where a person is considered inactive if he/she does not seek job via any method. In addition to the
Employment Agency other job-seeking methods are direct contacts with employers, reading job advertisements, informal methods (cousins or friends), posting advertisements etc. ILO-defini-
tion is fully applied in the Labour Force Survey (LFS), conducted quarterly
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5.2. Unemployment

The number of registered unemployed persons in
July 2005 was 369.782 persons, meaning continua-
tion of the declining trend of the registered unemploy-
ment. On annual basis the number of unemployed
declined by 25.526 persons or 6.5%, while in relation
to June, the decline is by 1.2%. 

The decline in the registered unemployment in July
is a result of the greater number of deletions of unem-
ployed persons compared to the entry in the Agency
register. Regarding the entered persons, the number
of persons reported as unemployed for the first time in
July 2005 is 25%, while the number of laid-off persons
is 50%. Around 57% of the deleted unemployed per-
sons refer to persons who failed to register at the
Employment Agency within the set deadline, while
29% of the persons found jobs. 

5.3. Beneficiaries of unemployment benefit
and right to health insurance

Number of beneficiaries of pecuniary unemployment
allowance in July 2005 was 42.878 persons, i.e.

11.6% of the registered unemployed persons. In rela-
tion to the previous month, the number of beneficiar-
ies of pecuniary allowance declined by 1.6%, and on
annual level by 13.6%. Most of the beneficiaries are
redundant persons (61%), persons from bankrupt en-
terprises (24%) and redundant persons from loss-
making companies (10%).

Out of the total number of registered unemployed
persons, around 66% used free health insurance from
the Employment Agency in July 2005. Despite the
unchanged share in the total unemployment, the num-
ber of beneficiaries of this benefit declined in absolute
terms by around 1.000 persons in accordance with the
declined unemployment in this month. On annual
basis, the number of health insurance beneficiaries
declined by 1.4%. 

5.4. Beneficiaries of Pensions and Welfare

In July this year, according to PDF data Denar 1.887
million were spent for the pensions of 261.975 pen-
sioners.  

This means that in July 2005, the number of benefici-
aries increased by 970 persons, which is 0.4% more in
relation to the previous month. Compared to July 2004,
this number is higher by 4.681 persons, i.e. 1.8%.

Regarding the level of the average pension, no
greater changes were registered in the last months,
whereby in July 2005 the average pension was Denar
7.437, i.e. at the level of the previous month. On annu-
al level, there are no major changes as well. Ratio
between the average pension in July  and the average
net paid salary in May 2005 was 59.2%. 
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From records Total
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Bankrupt companies
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Laid off as redundancy
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enterprises
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Reforms in State
administration

Source: Employment Agency
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394,260
390,788

376,076

383,896

395,607

388,782 385,338
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The last data from the Ministry of Labour and Social
Policy show that in July 2005, Denar 146.4 million of
welfare were paid to 66.328 households. On monthly
basis, the number of registered welfare beneficiaries
declined by 1.683 persons, or 2.5%, while on annual
basis, their number grew by 2%. This decline is partial-
ly a result of greater controls by officials from the local
welfare centres and partially from the need to update
the necessary welfare documentation.

Observed by structure, the largest number of benefici-
aries for this type of welfare is in Skopje (19.6%), followed
by Kumanovo (11.5%), Tetovo (11.4%), Prilep (8.2%), etc.

No greater deviations in the number of beneficiaries
of permanent pecuniary allowance on monthly basis
were registered, i.e. their number is 4.795 persons,
while with respect to the beneficiaries of social welfare

on the basis of third-person care, the number of appli-
cants for this right continuously grows and is 21.327
persons. To the end of proper classification of the ben-
eficiaries in need of this right, regular controls were
introduced by officials in social work centres.

5.5. Average net salary and consumer basket

After the mild rise of the average net salary in recent
months, in June 2005 it slightly declined, amounting to
Denar 12.556, which in relation to the previous month
is a decline in both nominal and real terms by 0.3%,
i.e. 0.5% respectively. On annual level, the nominal
and real average salary grew by 1.9, i.e. 0.5 percent-
age points respectively.

Salaries are the highest in the activity "Financial
intermediation" (Denar 26.049), while the lowest
salary is in "Agriculture" (Denar 9.977). Analysed by
sectors, monthly decline in salaries was registered in
the agriculture and industry, while slight rise by only
0.6% was registered in services. The highest monthly
increase of the average paid net salary was registered
in the activity "Production of furniture and other miscel-
laneous products" (by 18.4%). 

The percentage of employees in Macedonia receiv-
ing belated salaries gradually declines and in June
2005, only 17.6% of the employed persons in Mace-
donia received no salary.

Source: Pension and Disability Insurance Fund of Macedonia

Total number of pensioners (by months)

Source: Ministry of Labour and Social Policy

2) Comparison is made with the average salary from the previous month since the data on salaries are published with one-month lag.
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External debt of the Republic of Macedonia, based on long-
term credits and loans, at end-July 2005 amounted to US$
1,939 million and, in relation to the previous month, it increased
by US$ 6.5 million. The rise in the external debt on monthly
basis is mostly due to the positive exchange rate differences in
the amount of Denar 3.36 million, determined by the declining
value of the US dollar on the world stock exchanges, as well as
the higher amount of disbursed funds from debt principal
repayment.

The structure of the external debt continues to be almost
unchanged, whereby more than half of the debt (52,4%) is
towards multilateral creditors. Private creditors account for
36.7%, while the bilateral creditors account for 10.8%. Largest
individual creditors remain to be IDA with US$ 367 million and
the London Club of Creditors with US$ 222 million.

From the point of view of the debt currency structure, which
refers to the debt principal only, the highest share still goes to
the Euro with 44.3%, followed by the US dollar with 31%, and
the SDR with 22.6%. Other currencies have almost insignifi-
cant share in the debt principal structure.

On the basis of approved credits during July, residents used
funds in the amount of US$ 25 million, which compared to the
previous month, was a drop by US$ 6.3 million. Out of these
funds, US$ 20.5 million was from private banks and financial
institutions, while the rest from multilateral creditors.   

At the same time, liabilities are regularly and timely serviced,
whereby during July 2005, US$ 31.5 million was repaid (US$

22.6 million out of which as principal). Thereby, US$ 5.1 million
was paid towards multilateral creditors, US$ 14 million towards
bilateral creditors, US$ 12 million out of which on the basis of
the 1995 rescheduling, and US$ 12.3 million towards private
creditors.

In July, inaccuracy in submitting the data on the realized
repayments by the persons authorised to report on credit oper-
ations by the private sector was also one of the main reasons
for the occurrence outstanding liabilities in the amount of US$
4.4 million.

In July this year, newly concluded credits amounted to US$
6.5 million and they were all concluded with private creditors.
This amount, compared to the one in June, was significantly
reduced and was the lowest amount since the beginning of the
year.

By the end of this year (August-December 2005), in line with
the repayment schedule of the National Bank of the Republic of
Macedonia, liabilities to be paid towards foreign creditors are
falling due in the amount of US$ 83.9 million, US$ 64 million
out of which as principal. 

Within the external debt by debtor, US$ 1,488.2 million or
79.7% goes to the public sector, and US$ 451 million or 23.3%
goes to the private sector.

With respect to the short-term external debt, at the end of
July, it amounted to US$ 52.7 million. Thereby, in this month,
US$ 0.9 million was disbursed, and liabilities were paid in the
amount of US$ 2.5 million.

EXTERNAL DEBT OF THE REPUBLIC OF MACEDONIA

EXTERNAL DEBT OF THE REPUBLIC OF MACEDONIA 1

12/31/1997 12/31/1998 12/31/1999 12/31/2000 12/31/2001 12/31/2002 12/31/2003 12/31/2004 31.03.2005 30.04.2005 31.05.2005 30.06.2005 31.07.2005

870 1,004 1,031 1,033 980 1,048 1,198 1,313 1,270 1,274 1,239 1,235 1,227
521 684 714 716 688 756 926 1,062 1,041 1,043 1,013 1,014 1,017

99 114 113 82 71 67 68 62 61 59 55 53 53
92 115 117 123 124 145 181 224 215 215 210 225 224

1 55 57 57 33 18 20 9 8 7 7 7 7
145 179 222 250 255 295 358 388 378 379 370 366 367

37 54 68 67 75 102 116 148 143 140 135 132 134
25 22 17 17 14 12 8 8 8 8 8 7 7

5 5 5 7 6 14 17 23 22 22 21 20 20
88 90 72 72 61 32 36 65 78 84 82 83 83
27 48 40 37 44 65 112 122 116 117 112 108 109

0 1 2 3 4 5 7 10 11 11 12 12 12
0 0 0 1 1 0 2 1 1 0 0 0 0

349 320 317 316 292 292 272 252 230 231 226 221 210
261 394 407 405 464 501 572 644 685 713 712 698 712
234 243 250 253 262 254 234 233 228 228 228 228 222

27 151 157 152 202 247 328 412 457 486 484 470 489
16 27 26 32 143 181 211 250 241 249 253 247 265
11 124 131 120 59 66 117 162 216 237 231 223 224

1,131 1,398 1,438 1,438 1,444 1,549 1,770 1,957 1,955 1,987 1,951 1,933 1,939

Source: State Statistics Office

1) Long - term and medium debt

(In million of US dollars)

Official creditors
Multilateral creditors
IMF
IBRD
IFC
IDA
EIB
EUROFIMA
CEDB
EBRD
EU
IFAD
EAR

Bilateral creditors
Commercial creditors

London club
Others
Banks and financial institutions
Enterprises

TOTAL
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TOTAL EXTERNAL DEBT PER DEBTORS *

1996 1997 1998 1999 2000 2001 2002 2003 2004
1,118 1,139 1,437 1,490 1,489 1,506 1,635 1,813 2,029
1,012 1,007 1,222 1,305 1,330 1,222 1,321 1,487 1,603

774 775 890 975 1,066 1,052 1,135 1,257 1,350
766 767 864 932 1,018 1,010 1,095 1,215 1,308

18 33 48 42 40 41 42
1 1 1 3 0 0 0 0 0
7 7 7 7 0 0 0 0 0

80 99 114 113 96 71 67 68 63
158 133 218 217 168 99 119 162 190
106 132 215 185 159 284 314 325 427

84 92 110 93 66 97 110 86 74
22 40 105 92 93 187 204 240 353

Total external debt
Public sector

Government
Government (Government liabilities)

Road fund
Health fund
Others

NBM
Public enterprises

Private sector
Banks
Enterprises

Source: State Statistics Office

* Short, medium and log - term debt

EXTERNAL DEBT - PER CREDITORS

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

1,062 1,123 1,141 1,380 1,438 1,436 1,444 1,549 1,770 1,957
399 468 490 687 714 715 688 756 926 1,061

69 80 103 114 113 82 71 67 68 62
178 206 237 296 339 373 379 441 539 612

5 2 0 56 57 57 33 18 20 9
82 76 37 54 68 67 75 102 116 148
15 69 83 90 72 72 62 32 37 65
40 29 25 23 17 17 14 12 8 8
10 6 5 5 5 7 6 14 17 23

48 41 37 44 65 112 122
1 2 3 4 5 7 10

412 402 377 289 317 316 292 292 272 252
251 253 274 404 407 405 464 501 572 644
229 229 241 243 250 253 262 254 243 232

22 24 33 161 157 152 202 247 329 412
993 1,043 1,038 1,266 1,325 1,335 1,373 1,482 1,702 1,895

60 55 52 63 64 42 71

Total (Medium and long-term debt)
Multilateral creditors

IMF
IBRD / IDA
IFC
EIB
EBRD
EUROFIMA
Council of Europ. Develop. Bank
EU
IFAD

Bilateral creditors
Private creditors

Commercial banks
Others

Total (without IMF)
Short-term debt

Source: National Bank of the Republic of Macedonia

in million US dolars

in million US dolars
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REPAYMENT OF DEBT PER CREDITORS
(January - May 2005)

Source: National Bank of the Republic of Macedonia

Total Principal Interest
163,2 102,0 34,2

79,4 60,1 19,3
41,1 28,4 12,7

6,5 5,9 0,6
10,9 6,9 4,0

1,9 1,7 0,2
2,7 1,1 1,6
7,3 4,7 2,6
0,1 0,0 0,1
0,3 0,0 0,3
9,2 7,5 1,7
1,5 0,0 1,5
0,0 0,0 0,0
0,5 0,5 0,0

37,9 32,4 6,5
27,8 22,5 5,3

0,0 0,0 0,0
4,8 4,6 0,2
6,2 5,2 1,0

56,2 41,2 15,0
17,9 10,5 7,4
38,3 30,7 7,6
19,0 14,2 4,8
19,2 16,5 2,8

(in million USD dolars)
Total (principal and interest)
Official creditors
Multilateral creditors
IMF
IBRD
IFC
IDA
EIB
EUROFIMA
CEDB
EBRD
EU
IFAD
EAR

Bilateral creditors
Reschedule 1995
Unrescheduled debt
Reschedule 2000
New credits
Private creditors
London club
Others
Banks and financial institutions

Enterprises

EXTERNAL DEBT BY FOREIGN EXCHANGE STRUCTURE
(principal only)

Curency
DKK
in USD

%

JPY
in USD

%

SEK
in USD

%

CNF
in USD

%

GBR
in USD

%

USD
in USD

%

EUR
in USD

%

SDR
in USD

%

AUD
in USD

%

Total

12/31/2004 1/31/2005 2/28/2005 3/31/2005 4/30/2005 5/31/2005 6/30/2005 7/31/2005

6,264,755 5,783,201 5,783,201 5,783,201 5,783,201 5,783,201 5,783,201 5,301,646

1,145,800 1,012,968 1,023,085 1,004,818 1,006,351 777,030 944,838 859,525

0,06 0,05 0,05 0,05 0,05 0,05 0,05 0,04

297,582,450 289,148,252 289,148,252 261,980,284 262,601,308 302,227,634 302,251,070 293,816,872

2,870,533 2,798,311.00 2,743,724 2,437,148 2,497,447 2,244,045 2,645,549 2,614,325

0,15 0,15 0,14 0,13 0,13 0,15 0,14 0,14

5,308,682 5,037,906 5,037,906 4,144,892 4,144,892 4,144,892 4,144,892 3,874,116

801,058 722,631 731,053 587,433 584,994 451,671 566,903 498,146

0,04 0,04 0,04 0,03 0,03 0,03 0,03 0,03

38,124,204 38,753,310 38,753,310 38,244,435 38,166,945 38,166,945 39,878,833 43,480,584

33,590,802 32,672,495 33,073,240 31,908,550 32,166,583 24,708,322 30,990,724 33,690,687

1,74 1,74 1,73 1,68 1,69 1,64 1,64 1,76

1,050,618 987,382 985,754 968,879 965,284 963,616 961,935 898,616

2,016,452 1,858,425 1,881,338 1,822,933 1,846,079 1,406,841 1,700,710 1,576,522

0,10 0,10 0,10 0,10 0,10 0,09 0,09 0,8

607,905,524 594,860,852 598,704,521 593,314,602 588,808,133 590,568,882 606,610,770 592,873,628

607,905,524 594,860,852 598,704,521 593,314,602 588,808,133 473,515,529 606,610,770 592,873,628

31,47 31,61 31,38 31,23 30,95 31,42 31,96 31,03

604,626,427 610,598,810 317,754,239 632,129,170 637,362,416 653,366,319 682,977,542 700,190,491

822,534,287 795,914,810 813,274,241 818,164,146 825,830,369 653,366,319 819,553,485 846,740,122

42,58 42,29 42,63 43,07 43,42 43,36 43,37 44,31

296,835,757 297,963,905 297,740,170 298,001,253 297,334,872 296,253,429 296,026,024 295,912,238

460,988,020 451,963,905 456,134,580 450,227,952 449,303,796 350,350,757 429,334,913 431,961,825

23,86 24,02 23,91 23,70 23,62 23,25 22,72 22,60

131,685 131,685 131,685 131,685 131,685 131,685 131,685 131,685

102,141 101,889 103,046 101,513 103,003 80,365 188,967 100,130

0,01 0,01 0,01 0,01 0,01 0,01 0,01 0,01

1,931,954,617 1,881,906,288 1,907,668,829 1,899,569,095 1,902,146,755 1,506,900,879 1,889,678,316 1,910,914,910
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SERVISING OF THE LIABILITIES (principal and interest)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

33 47 53 86 103 111 144 184 186 196
29 29 27 29 43 49 66 82 53 55

1 1 0 2 17 19 8 9 22 20
19 15 6 6 0 6 4 6 8 12

8 3 1 0 3 3 27 20 3 5
0 2 8 2 3 3 3 3 6 9
0 1 8 14 15 15 19 38 9 8
0 7 2 5 4 1 4 4 5 0
0 0 1 1 1 1 1 1 0 0
0 0 0 0 1 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 13 18 30 13 15 44 35 43 47
0 0 17 26 11 11 28 29 36 /
0 0 0 0 0 0 10 0 0 /
0 0 1 4 3 3 6 6 7 /
4 5 9 27 46 48 34 66 85 95
0 0 0 0 0 0 0 8 10 10
4 5 9 27 46 48 34 59 75 84

13 32 72 57 52 54 60 51 50 45
12 18 43 0 26 27 27 23 21 21

2 3 3 3 3 3 2 1 1 1
8 7 6 5 8 9 10 9 9 9
1 1 0 0 5 5 4 2 1 1
0 4 28 3 4 3 4 4 5 5
0 2 4 5 4 5 5 4 2 2
0 1 1 1 1 1 1 1 1 0
0 0 0 0 0 0 0 0 1 1
0 0 0 2 1 1 2 2 2 2
0 0 0 0 0 0 0 0 0 0
0 13 28 21 8 8 17 13 13 0
0 0 27 20 8 7 15 11 11 /
0 0 0 0 0 1 1 1 0 /
0 0 1 1 1 1 2 1 2 /
1 1 1 16 17 18 16 15 16 16
0 0 0 10 9 9 10 10 6 5
1 1 1 6 9 9 6 5 10 11

47 79 125 143 155 165 205 235 237 241

0 47 53 86 103 111 142 181 186
8 8 19 18 17 50 50 67
0 0 0 0 4 5 5 4

40 45 68 85 90 87 126 116
0 32 72 57 52 54 60 51 50

15 30 37 26 27 39 35 32
0 0 0 0 4 4 3 3

17 42 20 26 22 17 12 15
0 79 125 143 155 165 202 232 231

PER CREDITORS
PRINCIPAL
MULTILATERAL CREDITORS

IMF
IBRD / IDA
IFC
EIB
EBRD
EUROFIMA
COUNCIL OF EUROP. DEVELOP. BANK
EU
IFAD

BILATERAL CREDITORS
PARIS CLUB
TAIWAN
OTHERS

COMMERCIAL CREDITORS
LONDON CLUB
OTHERS

INTEREST
MULTILATERAL CREDITORS

IMF
IBRD / IDA
IFC
EIB
EBRD
EUROFIMA
COUNCIL OF EUROP. DEVELOP. BANK
EU
IFAD

BILATERALN CREDITORS
PARIS CLUB
TAIWAN
OTHERS

COMMERCIAL CREDITORS
LONDON CLUB
OTHERS

TOTAL (PRINCIPAL AND INTEREST)
PER DEBTORS

PRINCIPAL
GOVERNMENT
EXTRA BUDGETARY FUNDS
OTHERS

INTEREST
GOVERNMENT
EXTRA BUDGETARY FUNDS
OTHERS

TOTAL (PRINCIPAL AND INTEREST)

Source: National Bank of the Republic of Macedonia

(In million of US dollars)
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INTRODUCTION

To the end of providing centralized approach, i.e.
a concept of competences regarding public debt
management at an institution, in March 2005 spe-
cial unit was established in the Ministry of Finance
- Public Debt Management Department. This insti-
tutional change means setting the function of pub-
lic debt management at a respectively higher level,
all this to the end of managing the public debt more
efficiently and effectively to the end of optimizing
the debt portfolio of the country.

Legal framework on the basis of which this func-
tion is to be carried out is the Law on Public Debt,
adopted on 28th July 2005 (Official Gazette, no.
62/05). This law defines the following in more de-
tails: public debt management objectives, public
debt bearers, public debt objectives, the procedure
and the manners of borrowing, procedure of
issuance, servicing and termination of sovereign
guarantees, etc. 

The basic objective of public debt management is
undertaking measures and activities by the Ministry
of Finance so as to ensure financing of the needs
of the state with the lowest possible cost, on medi-
um and long term at sustainable risk level.
Additional objective of public debt management is
development and maintenance of efficient domes-
tic financial markets.

Pursuant to the Law on Public Debt, public debt
comprises the government debt and all financial
liabilities in the form of loan and securities created
via borrowing by the municipalities and the city of
Skopje, as well as borrowing by the public enter-
prises and companies being fully or predominantly
owned by the state. Government debt comprises
all financial liabilities in the form of loan or securi-
ties created via borrowing by the Republic of
Macedonia.

The objective of this information is to summarize
the data on the overall debt of the state, especially
on the public sector debt and its analysis in the
period 1999 - 2004 and the first and second quar-

ter of 2005, as well as clarification of the specifici-
ties of the municipal arrears.

Analysis of the data on the total public sector
debt in this text will be carried out by applying the
classification and the methodology set in the
Government Financial Statistics Manual (GFS
2001 - IMF), and data will be presented for the first
time pursuant to the Law on Public Debt.

According to the Government Financial Statistics
Manual (GFS 2001), public sector of the state com-
prises two fundamental institutional sectors, incor-
porating many sub-sectors.

Fundamental sectors and their sub-sectors are
the following:
! General Government comprising central govern-

ment, state government and local governments;
and

! Public Corporation, comprising the following sub-
sectors:

! Non-financial public corporations - all resident
non - financial corporations controlled by the ge-
neral government;

! Financial public corporations, comprising:
! Non-monetary financial corporations - all resi-

dent financial corporations, excluding the Central
Bank and other public depositary companies,
controlled by the general government;

! Monetary financial corporations, excluding the
Central Bank - all resident depositary corpora-
tions, except the Central Bank, controlled by the
general government;

! Central Bank - comprising the Central Bank, cur-
rency boards or independent currency authorities
making issuance of national currency supported
by the foreign exchange reserves, and other gov-
ernment agencies being special institutional units
pursuing basic activities carried out by the
Central Bank;  

Hence, in accordance with the GFS methodolo-
gy, public debt comprises the debt of the general
government, i.e. debt of the central government,

Total debt of the public sector in 2004
and the second quarter of 2005
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public funds and municipalities, as well as the debt
of the Central Bank and of the public enterprises.  

Unlike the GFS methodology, public debt defini-
tion set out in the Law on Public Debt considers as
public debt only the debt of the general government
(central government, public funds and municipali-
ties) and the debt of the public enterprises, while
the debt of the Central Bank is not considered as
public debt.    

I. Total Debt of the Public Sector

Total public debt comprises liabilities on the basis
of external and domestic borrowing of the public
sector. 

! Total public debt calculated under the GFS 
methodology
In the period 1999 - 2004, the overall amount of

public sector debt moves inconsistently, with a pro-
gressive trend in 2000 and 2001, and showing a
trend of continuous decline until 2003. The biggest
increase of the overall public debt was experienced
in 2000, when it grew by 62.8% in relation to 1999
and reached the level of EUR 2,234.09 million.
Such rapid growth of public sector debt was due,
above all, to increase of the domestic borrowing by
the central government by issuance of two new
structural bonds - Bond for old foreign exchange
saving and Stopanska Banka privatization bond. 

Total public sector debt as of December 31, 2004
was EUR 1,841.04 million, which meant insignifi-
cant increase by 0.47% in relation to 2003. 

The share of public debt in the gross domestic
product in 2004 was 43.76%, which, in relation to
2003, was a decline by 1.41 percentage point. 

The share of the domestic and external debt in
the total public debt in 2004 was 36.01% (EUR
662.95 million) and 63.99% (EUR 1,178.09 million)
respectively. Compared to 2003, the share of
domestic debt underwent a declining trend by
0.25%, while the share of the external debt
increased by 0.25%.

The share of total public debt in the gross domes-
tic product in the first quarter of 2005 was 44.65%,
which, in relation to 2004, it increased by 0.89 per-
centage point.

The share of the domestic and external debt in
the total public debt in the first quarter of 2005 was
36.82% (EUR 725.20 million) and 63.18% (EUR
1,244.27 million) respectively. Compared to 2004,
share of the domestic debt registered an increase
by 0.81 percentage point, while the external debt
dropped by 0.81 percentage point.  

! Total public debt calculated according to the Law 
on Public Debt
The total public debt calculated according to the

Law on Public Debt underwent the same trend in
the period 1999 - 2004 like the public debt calculat-
ed according to the GFS methodology. Since this
calculation does not include the debt of the
National Bank of the Republic of Macedonia, this
points to the conclusion that central bank debt is
not essential for the trend of the total public sector
debt.

The share of the total public debt in the gross
domestic product in 2004 was 40.91%, and in rela-
tion to 2003, it declined by 1.18 percentage points. 

The share of the domestic and external public
debt in 2004 was 34.22% and 65.78% respective-
ly.

In the first quarter of 2005, total public debt mild-
ly increased by EUR 100 million compared to
December 2004, above all due to the greater
amount of issued central bank bills and treasury
bills. Total public debt in the second quarter, in rela-
tion to the first quarter, increased by EUR 28.32
million, and compared to December 2004, it increa-
sed by EUR 128.32 million, which was also due to
the greater amount of issued central bank bills and
treasury bills.

The following exchange rates were used in the
calculation of the external and domestic debt: 

! 1999 - 1EUR = 60.617; 1USD = 60.34;
! 2000 - 1EUR = 60.788; 1USD = 65.328;
! 2001 - 1EUR = 60.961; 1USD = 69.172;
! 2002 - 1EUR = 61.071; 1USD=58.598;
! 2003 - 1EUR = 61.293; 1USD = 49.05;
! 2004 - 1EUR = 61.441; 1USD = 45.94;
! 2005 - 1EUR=61.4229; 1USD=47.4565;
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Total public sector debt according to the GFS methodology and the draft Public Debt Law

EUR million

year
1999 2000 2001 2002 2003 2004 31.03.2005 31.05.2005 30.06.2005

EXTERNAL PUBLIC DEBT 1,289.59 1,443.01 1,394.95 1,267.64 1,178.90 1,178.09 1,189.35 1,207.58 1,244.27
General government debt 1,024.72 1,153.86 1,191.89 1,088.97 1,005.54 992.68 1,002.67 1,020.99 1,055.91
Central government debt 1,024.72 1,153.86 1,191.89 1,088.97 1,005.54 992.68 1,002.67 1,020.99 1,055.91
Central government 971.52 1,101.00 1,144.10 1,050.37 972.56 961.76 971.80 988.59 1,023.16
Public funds 53.20 52.86 47.79 38.60 32.98 30.92 30.87 32.40 32.75
Municipalities N/A N/A N/A N/A N/A N/A N/A N/A N/A

Central bank 101.24 102.94 80.32 64.66 54.70 45.97 47.01 44.03 43.89
Public enterprises 163.63 186.21 122.74 114.01 118.66 139.44 139.67 142.56 144.47
INTERNAL PUBLIC DEBT 113.62 791.08 733.31 675.66 670.78 662.95 751.80 716.54 725.20
General government debt 79.85 711.76 681.52 626.57 599.34 588.86 652.84 635.55 625.75
Central government debt 79.85 711.76 681.52 626.57 599.34 588.86 652.84 635.55 625.75
Structural bonds 79.85 711.76 681.52 626.57 599.34 557.74 613.60 580.77 569.72
Stopanska banka rehabilitation bond 58.73 53.57 48.08 42.66 37.19 31.80 31.80 26.52 26.52
Small bond 3.98 2.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Selective credit bond 17.14 17.09 17.04 17.01 16.95 16.91 16.91 16.91 16.91
Stopanska banka privatization bond 0.00 120.20 111.60 103.00 94.40 85.82 83.68 83.68 81.54
Old foreign exchange saving bond 0.00 518.90 504.80 462.40 409.90 357.69 357.69 332.14 332.14
Denationalization bonds (I, II, III and IV issue) 0.00 0.00 0.00 1.50 40.90 65.52 123.52 121.52 112.49
Continuous government securities 0.00 0.00 0.00 0.00 0.00 31.12 39.24 54.78 56.03
Municipalities N/A N/A N/A N/A N/A N/A N/A N/A N/A
Central bank 33.77 79.32 51.79 49.09 71.44 74.09 98.96 80.99 99.46
Public enterprises N/A N/A N/A N/A N/A N/A N/A N/A N/A
TOTAL PUBLIC DEBT* 1,403.2 12,234.09 2,128.26 1,943.30 1,849.68 1,841.04 1,941.15 1,924.12 1,969.47
Gross domestic product** 3,448.10 3,877.00 3,838.00 3,991.00 4,095.00 4,207.00 4,411.00 4,411.00 4,411.00
Average export 1,116.97 1,220.00 1,035.00 1,178.00 1,207.00 1,344.00 1,640.00 1,640.00 1,640.00
External public debt as % of the overall public debt 91.90 64.59 65.54 65.23 63.74 63.99 61.27 62.76 63.18
Internal public debt as % of the overall public debt 8.10 35.41 34.46 34.77 36.26 36.01 38.73 37.24 36.82
Total debt as % of average GDP 40.70 57.62 55.45 48.69 45.17 43.76 44.01 43.62 44.65
Total debt as % of average export 125.63 183.12 205.63 164.97 153.25 136.98 118.36 117.32 120.09
Total central government debt 1,104.57 1,865.62 1,873.41 1,715.54 1,604.88 1,581.54 1,655.51 1,656.54 1,681.66
Total external central budget debt as %  
of the total central budget debt 92.77 61.85 63.62 63.48 62.66 62.77 60.57 61.63 62.79
Total internal central budget debt as %
of the total central budget debt 7.23 38.15 36.38 36.52 37.34 37.23 39.43 38.37 37.21
Total central budget debt as % of average GDP 32.03 48.12 48.81 42.99 39.19 37.59 37.53 37.55 38.12
Total central budget debt as % of average export 98.89 152.92 181.01 145.63 132.96 117.67 100.95 101.01 102.54
Total public debt calculated according to the draft Law on Public Debt 1,268.20 2,051.83 1,996.15 1,829.55 1,723.54 1,720.98 1,795.18 1,799.10 1,826.13
External public debt as % of the overall public debt 93.70 65.31 65.86 65.75 65.23 65.78 63.63 64.67 65.73
Internal public debt as % of the overall public debt 6.30 34.71 34.15 34.24 34.77 34.22 36.37 35.33 34.27
Total debt as % of average GDP 36.78 52.92 52.01 45.84 42.09 40.91 40.70 40.79 41.40   
Total debt as % of average export 113.54 168.18 192.86 155.31 142.80 128.05 109.46 109.70 111.35

* When calculating the overall debt, middle exchange rate of the EUR and US$ from the official exchange rate list of  the NBRM at the end of the accounting period (end-year)
** When calculating GDP the middle exchange rate of EUR was used for the respective year

Source: Ministry of Finance and NBRM
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II. Domestic public debt

Domestic public debt of the Republic of Macedo-
nia according to the GFS methodology comprises:

1. Structural bonds
2. Continuous government securities; 
3. Central bank bills;
4. Municipal debt and debt of public enterprises;

and
5. Long-term credit of the National Bank which

was paid by December 12, 2004 inclusive.

II.1. Structural bonds

The Republic of Macedonia by June 30, 2004
inclusive issued a total of six structural bonds: 

a) Bonds issued for carried out rehabilitation of
Stopanska Banka a.d. Skopje (Big Bond);

b) Selective credit bond;
c) Bond for assumption of claims from Stopanska

Banka a.d. Skopje for carried out privatization
(New Bond);

d) Old foreign exchange saving bonds;
e) Denationalization bonds (I, II, III and IV issue);

and
f) Bond for assuming the remaining foreign

exchange deposits (Small Bond).

Out of all these bonds, only the last one, the so-
called Small Bond, is fully settled, while the others
are still active.

a) Bonds issued for carried out rehabilitation of
Stopanska Banka a.d. Skopje (Big Bond);

Pursuant to the Law on Rehabilitation and Res-
tructuring of Part of the Banks in the Republic of
Macedonia ("Official Gazette of RM", no. 14/95),
the Asset Management Agency, on behalf of and
for the account of the Republic of Macedonia,
issued bonds for rehabilitation and restructuring of
Stopanska Banka a.d. - Skopje in the total amount
of Denar 6.000.000.000.

The repayment of the principal, pursuant to the
Law, will be made within 15 years in equal annual
installments, starting from April 1, 1996. The inter-
est on the bonds is calculated at the level of the

discount rate of the National Bank and is paid
monthly, starting from January 1, 1995. Repayment
upon bonds is made with funds from the Budget of
the Republic of Macedonia.

b) Selective credit bond
Pursuant to the Law on Rehabilitation and

Restructuring of Part of the Banks in the Republic
of Macedonia ("Official Gazette of RM", no. 14/95),
the Asset Management Agency, on behalf of and
for the account of the Republic of Macedonia,
issued bonds for reimbursement of selective cred-
its of the National Bank, cleared with the amount of
the uncollectible claims at the Bank in the amount
of up to Denar 1.039.000.000. No interest is calcu-
lated on the nominal bond amount. The repayment
of the principal from Budget funds will be made on
April 1, 2020. 

c) Bond for assumption of claims of Stopanska
Banka a.d. Skopje for carried out privatization
(New Bond)

Liabilities under this bond are regulated by the
Law on guaranteeing the investments of strategic
investors and on assuming certain claims from the
final beneficiaries by the Republic of Macedonia, in
Stopanska Banka (Official Gazette of the RM, no.
81/99, 86/99, 25/00 and 108/00).

The reason for issuance of the bond was the pri-
vatization of Stopanska Banka a.d. Skopje, where-
by this bond enabled assuming the claims from the
group Makedonija Tabak AD Skopje, Jugohrim AD
Jegunovce, Fenimak AD Skopje and KO-KO Godel
AD Skopje, in the total amount of DM 235 million or
in Denar equivalent, Denar 7.283 million (calculat-
ed according to the middle exchange rate list of the
NBRM dated December 31, 1999).  

Pursuant to the Law, the repayment of the nomi-
nal value and the interest coupons of the bonds will
be made within 14 years in equal quarterly install-
ments (i.e. 56 annuities), starting from March 31,
2001. Interest on the bonds is paid at the level of
three-month EURIBOR + 1 percentage point. 

d) Old foreign exchange saving bonds
These bonds were issued on the basis of the Law

on the manner and the procedure of payment of the
foreign exchange deposits of citizens guaranteed
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by the Republic of Macedonia (Official Gazette of
the RM, no. 32/00).

The nominal value of the bonds is repaid in 20
semi-annual installments, on April 1 and October 1.
The first installment fell due on April 1, 2002 and
the last payment falls due on October 1, 2011.
Thus the total repayment period is 10 years. Inte-
rest in the amount of 2% p.a. is calculated on the
nominal bond value, starting from May 1, 2000.

e) Denationalization bonds

The Law on Issuance of Denationalization Bonds
of the Republic of Macedonia ("Official Gazette of
RM", no. 37/02) regulates the manner and the pro-
cedure for issuance of denationalization bonds.
These bonds are issued as a compensation for the
property seized for the benefit of the state in the
period 1945 - 1990.  

Pursuant to the Law, the Republic of Macedonia
will make total of six issues of denationalization

bonds, i.e. one during the year. The first issue was
announced in 2002, and by 2005 inclusive, total of
four issues were made, while in the next years, two
additional issues of denationalization bonds are ex-
pected to be made. The nominal value of the bonds
is repaid in ten annual installments and interest in
the amount of 2% p.a. is calculated. They are reg-
istered and denominated in EUR currency.

Government debt on the basis of issued structur-
al bonds by December 31, 2004 inclusive amount-
ed to EUR 557.4 million, i.e. Denar 34,247.2 million.

In 2005, funds were envisaged to be paid for the-
se bonds from the Budget of the Republic of Mace-
donia in the amount of Denar 5,182.79 million,
Denar 4,400.00 million out of which on the basis of
principal and Denar 782.79 million on the basis of
interest. 

In the first quarter of 2005, funds in the amount of
Denar 203.9 million were paid for these bonds from

Domestic debt - instruments and conditions of issue
EUR million

Price of issued Year of Year of Year of Repayment Interest Date of Date of Debt as of Debt as of
bonds issue payment of payment of period rate payment of payment of 31.12.2004 30.06.2005

the first the last in years principal interest year year
installment installment

Stopanska banka 1996 1996 2010 15 at the level 1.IV each month 31.80 26.52
rehabilitation bonds of the

discount rate
Selective credit bond 1996 - 2020 25 interest-free - - 16.91 16.91
Old foreign exchange saving bonds 2000 1.IV 1.X 10 2% 1.IV i 1.X 1.IV and 1.X 357.69 332.14

2002 2011 p.a.
Stopanska banka 2001 31.III.2002 31.XII. 2004 14 Euribor + 31.III, 30.VI 30.III, 30.VI 85.82 81.54
privatization bond 1 percentage 30.IX, 30.IX,

point and 31.XII and 31.XII
First issue of
denationalization bonds 2002 1.VI 2003 1.VI 2012 10 2% p.a. 1.VI 2003 1.VI 2003 0.99 0.87
Second issue of
denationalization bonds 2003 1.VI 2004 1.VI 2013 10 2% p.a. 1.VI 2004 1.VI 2004 27.80 25.01
Third issue of
denationalization bonds 2004 1.VI 2005 1.VI 2014 10 2% p.a. 1.VI 2005 1.VI 2005 36.39 31.99
Fourth issue of
denationalization bonds 2005 1.VI 2006 1.VI 2015 10 2% p.a. 1.VI 2006 1.VI 2006 0.00 54.74
TOTAL 557.4 569.72

1) The amounts until 31.12.2004 inclusive are calculated according to exchange rate  EUR=61.441 denars

2) The amounts until 31.03.2005 inclusive are calculated according to exchange rate EUR=61.4229

Source: Ministry of Finance - Public Debt Management Department 
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the Budget of the Republic of Macedonia on the
basis of principal and interest. Majority of payments
in this quarter referred to liabilities on the basis of
interest and principal for the Stopanska Banka pri-
vatization bond (New Bond) for which funds in the
total amount of Denar 173.51 million were paid,
Denar 131.79 million out of which on the basis of

principal, and the remaining Denar 41.72 million on
the basis of interest. The remaining payments in
the total amount of Denar 30.39 million were repay-
ments of liabilities on the basis of interest upon the
Stopanska Banka rehabilitation bond. 

In the second quarter, on the basis of principal
and interest upon Stopanska Banka rehabilitation
bond, old foreign exchange saving bond and bond
for carried out privatization of Stopanska Banka AS
- Skopje, funds in the amount of Denar 2,312.18
million were paid. Majority of payments in this quar-
ter referred to liabilities on the basis of interest and

principal for the old foreign exchange saving bond
in the amount of Denar 1,569.10 million, payment
of principal for the Stopanska Banka rehabilitation
bond in the amount of Denar 325.65 million and
payment of principal for the bonds for carried out
privatization of Stopanska Banka AD - Skopje in the
amount of Denar 131.53 million.

The remaining payments in the total amount of
Denar 285.89 million were repayments of liabilities
on the basis of interest upon the Stopanska Banka
rehabilitation bond, old foreign exchange saving
bond and bond for carried out privatization of
Stopanska Banka AD - Skopje. 

Liquidity of structural bonds

Structural bonds - bonds for old foreign exchange
saving and denationalization bonds (I, II, III and IV
issue) are listed on the Macedonian Securities
Stock Exchange. Since these bonds have been

Trading in structural bonds in 2004
Amounts are expressed in EUR

2003 2004
Q1 Q2 Q3 Q4

Structural bonds As of traded liquidity As of traded liquidity traded liquidity traded liquidity traded liquidity
31.12.2002 value ratio3) 31.12.2003 value ratio value ratio value ratio value ratio

Old foreign exchange
saving bonds 462,377,278.00 1,186,776.30 0.00 408,859,712.00 1,687,166.92 0.00 1,427,777.44 0.00 1,199,814.90 0.00 1,611,653.79 0.00
Denationalization
bonds
I issue 1,500,000.00 33,159.12 0.02 1,400,000.00 63,698.60 0.05 63,802.70 0.05 19,886.29 0.01 24,691.50 0.02
Denationalization
bonds
II issue 39,000,000.00 928,248.08 0.02 39,000,000.00 1,129,007.28 0.03 562,300.47 0.01 265,693.27 0.01 1,557,305.26 0.04
Denationalization
bonds
III issue 0.00 0.00 0.00 47,000,000.00 0.00 0.00 4,901,882.56 0.10 3,865,709.41 0.08 2,813,361.69 0.06

3) Relation between the condition and the traded value. Traded value is calculated according to exchange rate  EUR=61.4 denars

Trading in structural bonds in 2005

Structural bonds sostojba January/2005 February/2005 March/2005 April/2005 May/2005 June/2005
As of traded liquidity traded liquidity traded liquidity traded liquidity traded liquidity traded liquidity

31.12.2004 value ratio value ratio value ratio value ratio value ratio value ratio

Old foreign exchange saving bonds 357,685,138.00 200,937.44 0.00 293,443.34 0.00 432,912.58 0.00 434,195.84 0.00 279,073.51 0.00 389,211.45 0.00

Denationalization bonds I issue 990,000.00 692.58 0.00 10,679.26 0.01 11,311.90 0.01 - - - - 5,136.97 0.01

Denationalization bonds II issue 28,000,000.00 132,265.55 0.01 159,246.91 0.01 97,377.35 0.00 318,248.24 0.01 30,955.89 0.00 70,140.35 0.00 

Denationalization bonds III issue 36,390,000.00 626,377.72 0.02 751,782.61 0.02 794,389.58 0.02 490,863.98 0.01 166,636.91 0.00 189,239.20 0.01

Denationalization bonds IV issue 58,000,000.00 - - 5,296,722.75 0.09 2,591,466.58 0.04 1,752,984.80 0.03 1,829,608.75 0.03
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issued so as to settle certain liabilities of the state,
their features do not match the needs of the poten-
tial investors, above all, due to the longer maturity
periods, and also due to the decision of the owners
not to sell them, therefore, these bonds are rela-
tively non-liquid on the secondary securities market

(Stock Exchange). One of the reasons for the small
volume of trading in government securities on the
Macedonian Securities Stock Exchange are the
high transaction costs, i.e. broker fees, stock

exchange fees and the fee of the Central Securities
Depositary.

According to the liquidity ratio, the most liquid
bond in 2004 was the denationalization bond - third
issue, which compared to other bonds, had higher
liquidity ratio. 

Analyzing the situation in Q1 and Q2 of 2005,
one can conclude that the most liquid bond was the
denationalization bond, in particular the III and IV
issue, which, compared to the other bonds, had
higher liquidity ratio.

The Table below shows movements of prices of
bonds on the Macedonian Securities Stock
Exchange in the period January - July 2005, whe-
reby it can be concluded that the old foreign ex-
change saving bonds and the denationalization
bond - II issue have the highest price that ranges

around 70% of the nominal value, while the dena-
tionalization bond IV issue has the lowest price,
ranging around 60% of the nominal value.

Traded price of structural bonds

Jan-05 Feb-05 March-05 April-05 May-05 June-05 July-05
Max. Min Max. Min. Max. Min. Max. Min. Max. Min. Max. Min. Max. Min.

Old foreign exchange saving bonds 76.00 75.00 76.10 75.60 77.00 74.50 76.80 73.10 74.20 73.50 75.00 74.10 75.10 74.50 
Denationalization bonds I issue 69.00 75.00 71.50 70.00 71.00 70.00 -   -   -   -   69.00 68.50 -   -   
Denationalization bonds II issue 70.10 69.00 71.00 69.00 71.00 68.00 75.00 71.00 74.00 71.60 70.00 67.50 68.20 67.50 
Denationalization bonds III issue 69.60 68.50 70.00 68.50 71.00 67.20 74.00 69.40 74.00 70.20 68.00 66.00 67.00 65.00 
Denationalization bonds IV issue 59.00 65.00 62.10 65.00 62.90 63.40 62.60 64.00 62.90 

Ownership of structural bonds

Banks Other legal entities Physical persons
Structural bonds amount in EUR % of total issue amount in EUR % of total issue amount in EUR % of total issue
Denationalization bonds I issue 0 0.00 70,312.00 8.42 764,640.00 91.58
Denationalization bonds II issue 3,780,084.00 15.33 9,347,468.00 37.92 11,523,433.00 46.75
Denationalization bonds III issue 4,653,362.00 15.33 4,499,332.00 14.82 21,199,336.00 69.84
Denationalization bonds IV issue 3,582,629.00 6.99 7,718,502.00 15.07 39,922,435.00 77.94
Old foreign exchange saving bonds 13,967,507.91 4.65 2,079,068.54 0.70 284,192,512.62 94.65
Bond for carried out privatization
of Stopanska banka 81,532,800.00 100 -   -   -   -   
Stopanska Banka rehabilitation bond 26,560,201.79 100 -   -   -   -   
Selective credit bond 16,948,461.34 100 -   -   -   -   

Denationalization Bonds - I issues

Other legal
entities

8%

Banks
0%

Physical persons
92%
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Ownership of structural bonds

Regarding the ownership of structural bonds,
three of them - Stopanska Banka AD Skopje priva-
tization bond, selective credit bond and Stopanska
Banka AD Skopje rehabilitation bond, 100% are
owned by the banks, while with respect to the other
bonds - the denationalization bond (I, II, III and IV
issue), most of the owners of these bonds are
physical persons and the percentage ranges from
50% to 90%, while the ownership of the banks and
the other legal entities is smaller and ranges from
5% to 50%.

Ownership of bonds, i.e. the relation between the
ownership of bonds among the banks, the other
legal entities and the physical persons can be best
seen in the charts below.

II.2. Continuous government
securities - treasury bills

Issue of treasury bills started under the project for
government securities market development.
Regarding this project, in September 2003 already,
the Government of the Republic of Macedonia
adopted a Strategy for development of government
securities market, and in January 2004, according
to the Strategy and on the basis of a Decision by
the Government on the issuance of treasury bills in
2004, it started issuing the first government securi-
ties. At the beginning, only 3-month treasury bills
were issued, while in November the same year, 6-
month treasury bills were introduced. 

As a result of the success realized so far with
respect to the issues of treasury bills, as well as the
large interest of the investors to invest their free
funds in government securities, Ministry of
Finance, on behalf of and for the account of the
Republic of Macedonia, and on the basis of a
Decision for Issuance of Treasury Bills in 2005,
continued to issue government securities. In fact, in
2005 as well, issuance of 3- and 6-month treasury
bills continued, and from June this year, 12-month
treasury bills were successfully introduced. 

Denationalization Bonds - II issues

Other legal
entities

38%

Banks
15%Physical persons

47%
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The intention is, by the end of 2005, to extend the
maturity structure of the government securities
portfolio by introducing 2-year government bonds,
which is a legal precondition for the new two-pillar
pension system to start functioning.

In the period April-June 2005, total of 7 auctions
were held for 3-, 6- and 12-month treasury bills, for
which total amount of Denar 4,195 million was
offered. The total demand for 3-, 6- and 12-month
treasury bills in the same period amounted to

Denar 4,225.41 million, while the total realization
was in the amount of Denar 3,799.86 million. Net

issuance on the basis of 3-, 6- and 12-month treas-
ury bills in Q2 in 2005 amounted to Denar 3,700.55
million, while the real interest cost for this period
amounted to Denar 99.31 million.

Analysis of the results from the auctions of treas-
ury bills in Q2 in 2005 point out to the conclusion
that demand for 3-month treasury bills from auction
to auction increased in even 5 out of total of 7 auc-
tions, and was higher than the supply. In the period
April-June 2005, due to liquidity-related needs of
the Budget, an extraordinary auction of treasury

bills was held, with 84-day maturity, as well as one
re-opening with 30-day maturity.

Successful introduction of 12-month treasury bills
is evaluated through almost three-times higher
demand (Denar 133.91 million) compared to the
offered amount (Denar 50 million).

Interest rate of the treasury bills is continues to
be market-set, depending on the supply and
demand. Thus, the weighted interest rate at the
auctions for 3-month treasury bills in the period
April-June 2005 was uneven (alternate drop and
increase) ranging 10.16%-10.84%, however, the
level was estimated as satisfactory and acceptable
for the Budget.

In the second quarter this year, total of 3 auctions
for 6-month treasury bills were held, whereby at the
first auction (or the fourth, at annual level) lowest
weighted interest rate of 9.77% was noted. At the
next auction already, the weighted interest rate sig-
nificantly increased, reaching the level of 10.53%.
This level was maintained on the third and the last
auction of 6-month treasury bills for this period
(10.52%). 

The weighted interest rate reached at the first
auction (the only auction in the period April-June
2005) of 12-month treasury bills was 11.80%.

During the last several auctions for treasury bills,
the tender with maximum interest rate (minimum
price) - American type - was applied. This practical-
ly means that marginal price below which (i.e. mar-
ginal interest rate above which) no offers will be
accepted. Marginal interest rates for 3-, 6- and 12-
month treasury bills was 11%, 11.5% and 12% res-
pectively. Application of marginal price, i.e. margin-
al interest rate will last until the ratio between the
supply and demand stabilizes, when stable trend of
movement of the interest rate can be expected.

Supply, demand and realization of 3-months treasury bills,
April-June 2005
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The structure of treasury bills in terms of owner-
ship in the second quarter of 2005, like in the first
quarter, is in favour of the clients, in aggregate
terms, i.e. for the 3-, 6- and 12-month treasury bills
together.

Over-the-Counter Market. National Bank has pre-
pared a Rulebook on the Manner and the Procedu-
re for Trading and Settlement of Transactions with
Treasury Bills on the OTC Market, published in the
"Official Gazette of the Republic of Macedonia", no.
24/2005, which entered into force on 25th April
2005. Thus, OTC market for treasury bills officially
started operating, as a very important novelty re-
garding government securities. 

To the end of supporting and stimulating the sec-
ondary trading with government securities, agree-
ment was signed with the Central Securities
Depositary and the National Bank of the Republic
of Macedonia - no fee to be paid for the transac-
tions concluded on the OTC market in the initial
stage of its development. Thus, treasury bills have
practically obtained one more positive attribute. In
fact, in addition to the fact that treasury bills are
interest-free instrument for investment (their pay-
ment after maturity is guaranteed by the state),
attractive (from the point of view of the amount of
yield they bear on the basis of interest), they have
also become highly liquid instrument for very low
transaction costs. 

On National Bank web site the banks register
their bids, i.e. buying and selling price, and in the
period April - June 2005, 6 transactions have al-
ready been concluded.

For the purpose of further development of the
government securities market, Ministry of Finance
- Public Debt Management Department, in the
course of May and June 2005, carried out a mar-
keting campaign for treasury bills. Within the cam-
paign, presentation on government securities in the
Republic of Macedonia was made at six meetings.
The presentation itself was of promotional, educa-
tional and information character. 

Hoping that they will make a significant contribu-
tion to the further development of the government
securities market, total of 110 representatives from
saving houses, insurance companies, audit firms,
airlines and other larger companies in the Republic
of Macedonia were invited at the presentations,
and 90 participants took part. Representatives from
the National Bank of the Republic of Macedonia
also attended the presentations.

The presentation itself, in terms of the concept,
covered many topics related to the institutional and
legal framework for public debt in general and gov-
ernment securities in particular, primary issue of
treasury bills, their features, sales techniques,
achieved results at the treasury bills auctions in
2004 and 2005, secondary trading with treasury
bills, etc.

Results from the above-mentioned marketing
campaign were noticed immediately after it was
completed. In fact, at the coming auctions of treas-
ury bills, significantly higher demand was noticed
than the offered amount, which practically means
greater interest in buying treasury bills, as well as
expanding and diversifying the investor base. This
has surely confirmed the success of the carried out
marketing campaign and it is a stimulus for further
continuous promotion of government securities, i.e.
of their primary and secondary trading.

Central bank bills

Match to the treasury bills, as fiscal policy instru-
ment, is the central bank bills, used for monetary
purposes.   Central bank bills are short-term secu-
rities issued by the National Bank of the Republic
of Macedonia. 

Stock of T-bills as of 30th June 2005 
(stock on 22.06.2005)

Banks
32%

Clients
68%
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Portfolio of central bank bills of the National Bank
at the moment comprises only central bank bills
with 28 days maturity, unlike the first quarter of this
year, when the National Bank also issued 7-day
central bank bills. Issue of 7-day central bank bills
was cancelled on 9th March 2005.  The reason for
the cancellation was the stabilization of the liquidi-
ty in the economy and the simultaneous reduction
of the pressure by the foreign exchange market on
the demand, due to which it was estimated that
there was no need for monetary interventions
through instruments with such short maturity. 

National Bank issues central bank bills through
auctions held twice a week (on Wednesday and
Friday), and at the moment, volume tender (unlim-
ited amount) and fixed interest rate of 10% is ap-
plied.

The level of central bank bills as of 30th June
2005 (more precisely on 29th June 2005) was
Denar 6,097.1 million.

II.3. Maturity structure of the
domestic public debt

The analysis of the public sector domestic debt
from the aspect of maturity structure shows that the
debt with longer repayment period, i.e. up to 10-
year repayment period prevails in the total domes-
tic public debt. The longest repayment period is the
one of the selective credit bond, with 25-year matu-
rity period. Short-term domestic public debt com-
prises issued T-bills with 3- and 6-month maturity
period and the central bank bills, the share of which
in the total domestic public sector debt is 15.87%.

II.4. Currency structure of the
domestic public debt

From the aspect of the currency structure of the
domestic public debt of the Republic of Macedonia,
one could say that the most part, i.e. 77% of the
total domestic public debt is expressed in euros
and the remaining 23% is expressed in Denars.

The following government securities are denomi-
nated in Denars:

1. Stopanska Banka rehabilitation bond;
2. Selective credit bond.
3. T-bills
4. Central bank bills

The following government securities are denomi-
nated in euros:

1. Bond for assumption of claims of Stopanska
Banka

Currency structure of total domestic public debt

DEN
21%

EUR
79%

Source: Ministry of Finance - Public Debt Management Department

Interest rate structure of domestic public debt

Interest-free
bonds 
2.34%

Bonds with variable
interest rate

16.3%

Bonds with fixed interest rate
81.3%

Source: Ministry of Finance - Public Debt Management Department

Maturity structure of total domestic public debt

Source: Ministry of Finance: Public Debt Management Department
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2. Old foreign exchange saving bonds;
3.Denationalization bonds.

II.5. Interest structure

From the aspect of the interest structure, major
part of the bonds have fixed interest rate, excluding
the Stopanska Banka rehabilitation bond, which
has variable interest rate at the level of the dis-
count rate, as well as the Stopanska Banka privati-
zation bond, the interest of which is as follows:
Euribor+1 percentage point. 

There are also interest-free bonds, i.e. they do
not bear interest, such as the selective credit bond.

III. External Public Debt

The external debt of the Republic of Macedonia
comprises liabilities of residents towards non-resi-
dents, created on the basis of used long-term and
short-term loans and credits from multilateral, bilat-
eral and private creditors. External public debt of
the Republic of Macedonia, in accordance with the
GFS methodology, is consolidated general govern-
ment debt towards abroad (central government,
funds and municipalities), public enterprises, and
the Central Bank, while pursuant to the Law on
Public Debt, it does not include the Central Bank in
the total external debt of the public sector. 

In the period 1999 - 2004, the total external pub-
lic debt noted a trend of continuous decline, except
in 2000 and 2004, when it grew in relation to 1999
and 2003 by 11.9% and 0.79% respectively. 
! General government debt in the amount of EUR

1,055.91 million, which compared to 2004, was
an increase by EUR 66.18 million

! Debt of the monetary authorities - EUR 43.89 mi-
llion, which declined by EUR 2.08 million in relati-
on to 2004

! Debt of the public enterprises, in the amount of
EUR 144.47 million, which was by EUR 1.83 mil-
lion higher in relation to 2004

The level of the total public debt of the Republic
of Macedonia as of 30th June 2005, according to
the GFS methodology, amounted to EUR 1,969.47
million, and compared to 2004, it increased by EUR

128.43 million. Out of this amount, total external
public debt on 30th June 2005 amounted to EUR
1,244.27 million, and the total domestic public debt
amounted to EUR 725.20 million, being an increa-
se by EUR 66.18 million, i.e. EUR 62.25 million.

From the point of view of the structure of the total
public debt as of 30th June 2005, it is evident that
the dominant share in the total public debt goes to
the external debt with 63.17%, being a decline by
1.28%, while the domestic debt participates with
36.83%, being an increase by 2.22% in relation to
2004.

III.1. Currency structure of the
external public debt

Since the borrowing abroad is made exclusively
in foreign currency, the analysis of the currency
structure of the external public debt shows that
most frequent currency is the euro, the share of

Currency structure of external public long-term debt
as of 30th June 2005

Other
1.95%

EUR
43.37%

Source: National Bank of the Republic of Macedonia

SDR
22.72%

USD
31.96%

Currency structure of the external public debt on
30th September 2004

Repayment period amount %
do 5 g. 41.80 2.78%
5-10 g. 60.18 4.00%

10-15 g. 505.51 33.60%
15-20 g. 484.16 32.19%
20-25 g. 34.09 2.27%
25-30 g. 0.00 0.00%

nad 30 g. 378.56 25.16%
TOTAL 1504.30 100.00%

Source: National Bank of the Republic of Macedonia

US$ million



BULLETIN / MINISTRY OF FINANCE

41

which is 43.37%, followed by the US$ with a share
of 31.96% and special drawing rights with 22.72%,
while the share of other currencies in the debt cur-
rency structure is insignificant.

The analysis of the maturity structure of external
public debt as of September 30, 2004 inclusive (the
most recent data from the NBRM which keeps
records on the external debt) shows that the long-
term credits have prevalent share in the total exter-
nal public debt, with 10 to 20 years of maturity peri-
ods and over 30-year repayment period, while the
share of debt with up to 5-year maturity period and
from 5 to 10 year maturity period is insignificant.
The joint share of these two categories of credits is
90.95% of the total public long-term debt.

III.3. Servicing the external public debt

Servicing the liabilities on the basis of borrowing
by the public sector from foreign creditors can be
made from several sources, such as the foreign
exchange account for repayment of external debt
opened with the NBRM and managed by the
Ministry of Finance, as well as the accounts of the

other budget users, funds and agencies. Liabilities
on the basis of external debt of public enterprises
are serviced by the enterprises themselves, except
in the case of called up issued guarantee.

Regarding the repayment of external debt, in the
first quarter of 2005, from the account of the Mi-
nistry of Finance, funds in the amount of EUR
31.26 million were paid, i.e. Denar 1,916.8 million
(EUR 22.15 million or Denar 1,358.4 million on the
basis of principal and EUR 9.1 million, or Denar
558.4 million on the basis of interest). Regarding
the repayment of liabilities on the basis of external
debt, by end-2005, following the supplementary
budget, additional funds will be appropriated in the
amount of EUR 34.23 million, i.e. Denar 2,098.2
million, EUR 23.36 million or Denar 1,432.6 million
out of which for repayment of principal and EUR
10.86 million, or Denar 665.6 million, for repayment
of interest.  Most part of the liabilities refer to the
Paris Club of Creditors and the London Club of
Creditors, and repayments will be made towards
the International Bank for Reconstruction and De-
velopment as well, International Financial Asso-
ciation, European Commission, European Invest-
ment Bank, and other multilateral and bilateral cre-
ditors.
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CENTRAL GOVERNMENT BUDGET OF THE REPUBLIC OF MACEDONIA

2001 2002 2003 Q - 1 Q - 2 Q - 3 Q - 4
52,829 58,160 53,881 14,102 13,890 13,957 15,035
47,716 54,389 49,163 12,556 12,980 12,964 14,028

7,248 7,513 7,502 1,738 1,923 1,930 2,116
3,006 2,624 3,271 958 506 522 375

17,132 20,521 21,175 6,103 6,479 6,025 7,150
10,830 10,715 10,564 2,349 2,459 2,973 2,555

6,111 6,336 6,140 1,228 1,496 1,397 1,694
275 340 476 180 114 114 143

3,111 6,336 31 0 3 0 -5
3 4 4 0 1 2 0

4,349 3,170 4,040 1,371 751 855 867
1,847 1,057 1,807 793 294 346 162
1,061 1,092 1,369 358 375 337 393

486 205 370 64 69 59 65
32 35 495 156 13 113 247

349 601 555 175 158 127 140
415 0 0 0 0 11 0

65,575 65,503 56,432 13,100 14,253 13,341 15,917
44,017 51,591 50,984 12,415 12,974 12,187 14,149
16,407 18,338 20,234 5,135 5,349 5,097 5,363

6,358 8,715 6,914 1,797 1,714 1,329 1,992
16,950 20,576 21,105 4,924 5,432 5,171 6,313

5,215 6,538 7,305 2,010 1,964 1,928 2,153
3,548 4,111 4,360 1,300 1,403 1,378 1,357
2,349 3,404 3,264 366 703 590 1,409

582 391 259 44 44 44 140
239 1,387 1,659 197 248 175 111
944 442 528 108 109 130 170

4,212 3,401 2,443 531 479 560 482
1,066 1,179 950 81 378 113 358
3,146 2,222 1,493 450 101 448 124

90 561 288 28 1 30 -1
7,723 8,636 5,037 685 1,279 1,154 1,768
3,589 2,718 1,737 313 445 437 992
2,211 2,476 2,796 364 694 682 633

546 418 0 0 0 0 0
35 22 18 0 15 0 3

1,342 3,002 486 8 130 35 140
13,835 5,276 412 0 0 0 0

-12,746 -7,343 -2,551 1,002 -364 616 -882
12,746 7,343 2,551 -1,002 364 -616 882
19,272 13,430 10,585 414 2,701 858 2,788
10,837 5,177 4,673 88 0 81 290

0 2,641 2,560 490 0 0 554
604 0 0 0 0 0 0
763 1,548 3,773 1,020 1 507 553

5,399 4,029 -422 -1,708 1,463 94 1,420
1169 0 0 524 1,238 177 -29

6,526 6,087 8,034 1,416 2,337 1,474 1,906
3,550 6,087 8,034 1,416 2,337 1,474 1,906
3,543 3,602 3,682 1,280 103 1,342 206

7 2,485 4,352 136 2,234 132 1,700
2,976 0 0 0 0 0 0

TOTAL REVENUES
Tax Revenues

Personal Income Tax
Profit Tax
VAT
Excises
Import Duties
Other Taxes
Tax on Financial Transactions
Utility Taxes

Non Tax Revenues
Profit of Public Financial Institutions
Administrative Taxes and Charges
Other Administrative Taxes
Other Non Tax Revenues

Capital Revenues
Foreign Donations

TOTAL EXPENDITURES
Current Expenditures

Wages and Allowances
Goods and Services
Transfers

Pension Fund
Employment Fund
Other Transfers
Refugees
Structural Reforms
Public Administration Reforms

Interest
Domestic
Foreign

Guaranties
Capital Expenditures

Fixed Assets
Capital Transfers
Commodity Reserves
International Financial Institutions
Telecom Projects

Crisis Related Expenditures
BUDGET BALANCE
FINANCING

Inflow
Privatisation Receipts
Foreign Donations
Capitalisation
Foreign Loans
Deposits
BIS

Outflow
Repayment of Principal

Foreign
Domestic

Purchase of Bonds

Source: Ministry of Finance

(millions denars)
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Total 2004 Budget 2005 I II III Q-1 IV V VI Q-2 VII Total 2005
56,982 56,502 4,746 3,422 4,658 12,826 5,443 4,673 4,574 14,690 7,981 35,497
52,526 52,321 4,535 3,238 4,397 12,170 5,160 4,265 4,358 13,786 4,960 30,913
7,707 7,931 526 648 660 1,834 762 586 704 2,052 690 4,576
2,361 2,571 145 302 633 1,080 220 197 183 600 272 1,952

25,757 25,623 2,460 1,320 1,965 5,745 2,779 1,968 2,020 6,767 2,468 14,980
10,335 10,965 1,044 605 668 2,317 843 1,009 924 2,776 1,022 6,115
5,815 4,731 289 315 422 1,026 499 459 483 1,441 461 2,928
548 500 71 48 49 168 57 46 44 147 47 362

0 0 0 0 0 0 0 0 0 0 0 0
4 0 0 0 0 0 0 0 0 0 0 0

3,844 3,561 162 157 225 544 238 373 189 800 2,984 4,328
1,595 1,661 40 0 42 82 43 205 4 252 2,816 3,150
1,463 1,390 103 128 156 387 159 143 157 459 133 979
257 300 17 17 24 58 22 23 24 69 18 145
529 210 2 12 3 17 14 2 4 20 17 54
600 620 49 27 36 112 45 35 27 107 37 256
11 0 0 0 0 0 0 0 0 0 0 0

56,611 59,206 4,693 4,462 4,676 13,831 5,054 4,302 4,977 14,333 4,743 32,907
51,726 53,467 4,195 4,215 4,447 12,857 4,403 4,009 4,496 12,908 4,348 30,113
20,944 21,757 1,777 1,791 1,805 5,373 1,783 1,839 1,815 5,437 1,832 12,642
6,832 7,352 515 647 741 1,903 632 448 577 1,657 481 4,041

21,840 21,859 1,549 1,710 1,767 5,026 1,748 1,642 1,874 5,264 1,718 12,008
8,054 7,705 675 668 688 2,031 670 669 607 1,946 592 4,569
5,438 5,494 469 448 472 1,389 469 472 468 1,409 446 3,244
3,056 3,496 51 208 228 487 188 179 337 704 172 659
272 100 0 10 14 24 23 11 11 45 1 70
732 634 29 23 18 70 23 17 17 57 16 143
527 657 44 47 40 131 43 36 39 118 48 297

2,052 2,499 354 67 134 555 240 80 230 550 317 1,422
930 1,069 26 25 65 116 212 62 159 433 44 593

1,123 1,430 328 42 69 439 28 18 71 117 273 829
58 0 0 0 0 0 0 0 0 0 0 0

4,886 5,739 498 247 229 974 651 293 481 1,425 395 2,794
2,187 3,428 498 128 128 754 416 97 242 755 119 1,628
2,368 1,919 0 119 101 220 222 123 232 577 251 1,048

0 0 0 0 0 0 8 58 0 66 25 91
18 42 0 0 0 0 5 15 7 27 0 27

313 0 0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0 0 0

371 -2,704 53 -1,040 -18 -1,005 389 371 -403 357 3,238 2,590
-371 2,704 -53 1,040 18 1,005 -389 -371 403 -357 -3,238 -2,590
6,761 10,037 821 1,082 483 2,386 1,283 -148 1,015 2,150 -2,838 1,698
459 1,041 65 200 0 265 95 0 136 231 0 431

1,044 816 0 0 0 0 0 0 0 0 386 386
0 0 0 0 0 0 0 0 0 0 0 0

2,081 2,636 0 0 0 0 1 0 1,007 1,008 0 1,008
1,268 3,044 832 828 -60 1,600 468 -271 -191 6 -3,528 -1,922
1,909 2,500 -76 54 543 521 719 123 63 905 232 1,658
7,132 7,333 874 42 465 1,381 1,672 223 612 2,507 400 4,288
7,132 7,333 874 42 465 1,381 1,672 223 612 2,507 400 4,288
2,932 2,919 874 42 333 1,249 0 0 110 110 353 1,712
4,201 4,414 0 0 132 132 1,672 223 502 2,397 47 2,576

0 0 0 0 0 0 0 0 370 370 47 417

(millions denars)
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2001 2002 2003 2004 2005
Final statement Final statement Final statement Supplem. Budget Budget
69,688,034,455 71,981,222,938 68,406,577,974 65,708,297,000 77,127,000,000
50,447,329,542 58,896,097,958 56,784,247,919 55,591,660,000 58,596,000,000
47,716,085,795 54,389,136,894 49,166,396,854 51,616,660,000 53,318,000,000
10,254,737,418 10,137,596,496 10,772,545,343 10,821,000,000 10,802,000,000

7,248,441,986 7,513,310,320 7,502,459,597 7,806,000,000 8,231,000,000
3,006,295,432 2,624,286,176 3,270,085,746 3,015,000,000 2,571,000,000

27,961,655,103 31,235,879,140 31,741,066,910 34,914,660,000 37,082,000,000
17,131,677,006 20,521,036,109 21,175,919,119 24,383,000,000 26,325,000,000
10,829,978,097 10,714,843,031 10,565,147,791 10,531,660,000 10,757,000,000

6,110,896,250 6,336,011,440 6,141,579,944 5,301,000,000 4,867,000,000
4,819,880,460 5,230,636,743 4,909,408,470 4,168,374,000 3,861,000,000
1,291,015,790 1,105,374,697 1,232,171,474 1,132,626,000 1,006,000,000

168,830 0 51,094 0 0
2,619,857 3,359,937 3,894,080 3,440,000 0

274,734,772 340,562,742 475,513,109 576,560,000 567,000,000
3,111,273,565 6,335,727,139 31,746,374 - -
2,731,243,747 4,506,961,064 7,617,851,065 3,975,000,000 5,278,000,000
1,151,786,582 931,379,088 1,963,471,700 1,813,000,000 3,388,000,000
1,061,144,805 1,091,976,541 1,366,943,949 1,360,000,000 1,390,000,000

486,087,458 205,764,069 370,052,922 280,000,000 300,000,000
32,224,902 2,277,841,366 3,917,382,494 522,000,000 200,000,000

10,660,015,021 7,193,569,639 4,081,105,548 3,940,438,000 1,120,000,000
9,714,039,661 6,244,440,021 4,002,729,305 3,552,773,000 920,000,000

945,975,360 949,129,619 78,376,243 387,665,000 200,000,000
6,484,077,606 3,808,557,430 3,651,554,878 1,044,383,000 1,213,000,000
5,407,618,545 1,167,411,039 1,136,220,479 2,335,000 397,000,000
1,076,459,061 2,641,146,391 2,515,334,399 1,042,048,000 816,000,000
1,333,471,478 480,521,896 2,000,000,000 3,229,000,000

763,140,808 1,584,121,754 3,766,572,092 3,131,816,000 12,969,000,000
763,140,808 1,584,121,754 3,766,572,092 3,131,816,000 12,969,000,000

0 18,354,261 123,097,537 0 0

68,520,623,429 71,700,272,895 64,462,761,283 65,708,297,000 77,127,000,000
57,496,087,268 56,314,747,304 51,104,920,817 53,013,066,000 46,613,692,000
16,407,589,066 18,337,661,335 20,233,542,216 21,279,049,000 21,861,749,000
19,985,061,676 13,991,420,289 7,325,808,770 7,344,275,000 7,499,520,000
17,494,812,744 20,586,832,339 21,101,506,628 22,209,422,000 14,104,523,000

- - - - 812,900,000
3,608,623,782 3,398,833,341 2,444,063,205 2,180,320,000 2,335,000,000

- - - - 2,890,867,000
- - - - 4,057,716,000

7,140,072,243 8,366,132,516 4,687,684,918 5,340,407,000 16,373,725,000

3,884,463,918 7,019,393,075 8,670,155,548 7,354,824,000 7,191,000,000
334,943,165 931,369,212 637,002,773 148,000,000 0

3,549,520,753 6,088,023,863 8,033,152,776 7,206,824,000 7,191,000,000

TOTAL REVENUES
CURRENT REVENUES (TAX AND NON-TAX)
TAX REVENUES
Taxes on income, profits and capital gains

Personal income tax
Profit tax
Other taxes on income, profit and capital gains

Domestic taxes on goods and services
Value Added Tax (since 1.4.2000)
Excises

Taxes on international trade and transactions
Custom duties
Other import taxes and duties

Other taxes
Taxes on specific services
Fees for usage and permissions for performing activities
Financial transactions tax
NON-TAX REVENUES

Enterpreneurial income and property income
Fees and charges
Other government services
Other non-tax revenues

CAPITAL REVENUES
Sales of capital assets
Sales of land and intangible assets

TRANSFERS AND DONATIONS
Transfers from other levels of government
Foreign donations

DOMESTIC LOANS
BORROWING FROM ABROAD

International development agencies
REVENUES FROM REPAYMENT OF LOANS

TOTAL EXPENDITURES
CURRENT EXPENDITURES

Wages, salaries and allowances
Goods and other services
Current transfers

Interest payments
SUBSIDIES AND TRANSFERS
SOCIAL TRANSFERS

CAPITAL EXPENDITURES
LENDING, EQUITY PARTICIPATION
AND DEBT REPAYMENT

Lending and equity participation
Amortization (debt repayment)
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FUNCTIONAL CLASSIFICATION OF EXPENDITURES 2004

Mining, industry
and construction

Transport and
communications,

activities and
services

Other economic
affairs and services

Education and
servicesHealth services

Social protection and
social security

Housing and community
amenity affairs

Defence affairs and
services

Public order
and security

General public
services

Multi-functional costs

Support of strategic
prioritiesRecreational, cultural and

religious activities and
services 

Agriculture,
forestry, fishing

and hunting

In million of denars structure % of GDP

TOTAL 57,689 68,521 71,700 67,490 66,666 100.0 100.0 100.0 100.0 100.0 24.4 29.3 29.4 26.9 24.8
General public services 12,985 7,767 15,434 8,735 8,057 22.5 11.3 21.5 12.9 12.1 5.5 3.3 6.3 3.5 3.2
Defence affairs and services 4,613 14,351 5,491 5,897 6,056 8.0 20.9 7.7 8.7 9.1 2.0 6.1 2.3 2.3 2.4
Public order and security 5,741 10,222 6,912 7,528 7,687 10.0 14.9 9.6 11.2 11.5 2.4 4.4 2.8 3.0 3.1
Education and services 8,055 7,767 8,909 9,043 8,956 14.0 11.3 12.4 13.4 13.4 3.4 3.3 3.7 3.6 3.6
Health services 314 338 365 334 379 0.5 0.5 0.5 0.5 0.6 0.1 0.1 0.1 0.1 0.2
Social protection and social security 14,410 14,295 16,628 17,005 17,630 25.0 20.9 23.2 25.2 26.4 6.1 6.1 6.8 6.8 7.0
Housing and community amenity affairs 303 301 709 430 426 0.5 0.4 1.0 0.6 0.6 0.1 0.1 0.3 0.2 0.2
Recreational, cultural and religious activities and services 1,346 1,320 1,506 1,432 1,475 2.3 1.9 2.1 2.1 2.2 0.6 0.6 0.6 0.6 0.6
Fuel and energy affairs and services 5 5 5 10 10 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Agriculture, forestry, fishing and hunting 743 826 938 902 1,539 1.3 1.2 1.3 1.3 2.3 0.3 0.4 0.4 0.4 0.6
Mining, industry and construction 264 65 37 41 63 0.5 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 0.0
Transport and communications, activities and services 2,297 2,152 2,082 2,322 2,316 4.0 3.1 2.9 3.4 3.5 1.0 0.9 0.9 0.9 0.9
Other economic affairs and services 2,843 1,408 2,440 2,505 1,919 4.9 2.1 3.4 3.7 2.9 1.2 0.6 1.0 1.0 0.8
Multi-functional costs 593 578 758 354 400 1.0 0.8 1.1 0.5 0.6 0.3 0.2 0.3 0.1 0.2
Support of strategic priority - - - - 348 - - - - 0.5 - - - - 0.1
Transactions related to the public debt services
that are not classified by major groups 3,177 7,127 9,487 10,952 9,407 5.5 10.4 13.2 16.2 14.1 1.3 3.0 3.9 4.4 3.7

FUNCTIONAL CLASSIFICATION OF THE CENTRAL BUDGET EXPENDITURES

Final Final Final Budget Budget
statement statement statement 2003 2004 2000 2001 2002 2003 2004 2000 2001 2002 2003 2004

2000 2001 2002

Note: The functional classification of the Central Budget expenditures was prepared according to the international standards
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REPUBLIC OF MACEDONIA - CONSOLIDATED BUDGET AND EXTRA-BUDGETARY FUNDS

Total 2003 I II III IV V VI VII VIII
84,087 6,527 6,451 8,231 7,505 7,182 6,963 7,566 6,836
77,055 5,985 6,087 7,054 7,031 6,703 6,338 6,969 6,412
49,840 4,178 3,911 4,619 4,576 4,528 4,035 4,411 4,278

7,502 505 576 657 715 581 627 714 572
3,271 140 300 518 178 153 175 195 175

21,175 2,161 1,926 2,016 2,401 2,231 1,847 2,004 1,892
11,241 945 676 880 767 984 867 982 1,178
6,140 349 380 499 477 541 478 479 422

507 78 52 49 38 38 41 36 39
27,215 1,807 2,176 2,436 2,455 2,175 2,304 2,557 2,134
17,574 1,161 1,410 1,561 1,575 1,400 1,470 1,655 1,367

1,224 81 101 108 113 98 104 117 95
8,417 565 666 767 767 677 729 786 671
6,331 486 322 1,101 389 443 586 542 380
1,807 68 0 725 27 56 219 82 54
1,369 98 123 137 109 131 135 116 95

485 35 61 57 48 47 47 41 37
370 20 20 24 21 19 29 22 17
693 162 15 23 19 41 11 128 27

1,607 103 102 135 166 150 144 153 149
576 57 42 76 84 36 38 45 45

2 0 0 0 0 0 0 0 0
123 0 0 0 0 0 0 11 0

86,748 6,379 6,698 7,478 7,380 7,154 7,750 7,569 6,342
81,125 6,200 6,514 7,044 6,987 6,739 7,167 6,867 5,983
20,881 1,735 1,698 1,803 1,828 1,773 1,875 1,814 1,596

8,708 561 747 869 748 646 600 645 389
48,518 3,600 3,948 4,230 4,094 4,244 4,489 4,043 3,903
45,490 3,545 3,751 4,080 3,889 3,917 4,281 3,755 3,767
24,008 1,973 2,104 2,146 2,094 2,021 2,145 2,064 2,084

2,438 234 263 272 309 282 319 280 271
3,986 336 250 389 338 326 337 325 332
1,022 0 1 23 2 0 2 0 0

8 0 0 0 0 0 0 0 0
14,028 1,003 1,134 1,249 1,146 1,288 1,478 1,086 1,080

2,769 41 180 138 190 313 193 274 121
259 14 17 13 15 14 15 14 15

2,730 303 94 141 316 77 203 365 67
950 12 12 57 221 57 99 26 24

1,780 291 82 84 95 20 104 340 43
288 0 28 0 1 0 0 1 28

5,623 179 183 434 393 415 583 702 359

-2,661 148 -247 754 125 28 -787 -3 494
2,661 -148 247 -754 -125 -28 787 3 -494

10,923 525 564 -328 1,668 245 1,297 1,008 -453
3,678 68 0 20 0 0 0 69 0
2,560 490 0 0 0 0 0 0 0
4,191 1,048 85 329 55 38 107 201 519

473 -1,179 274 -898 1,020 -247 990 772 -940
1,774 -1,179 274 -898 1,020 -247 990 772 -940

-1,301 0 0 0 0 0 0 0 0
98 205 221 586 453 199 -34 -34

21 0 0 0 6 0 2 0 2
8,262 673 317 425 1,793 273 510 1,005 41
8,262 673 317 425 1,793 273 510 1,005 41
3,910 669 317 294 136 0 169 1,005 41
4,352 4 0 132 1,657 273 341 0 0

TOTAL REVENUES
Taxes and Contributions

Taxes
Personal Income Tax
Profit Tax
VAT
Excises
Import Duties
Other Taxes

Contributions
Pension Insurance 
Unemployment Contributions
Health Insurance 

Non Tax Revenues
Profit of Public Financial Institutions
Administrative Taxes and Charges
Health co-payment
Other Administrative Taxes
Other Non Tax Revenues
Road Fund Fees

Capital Revenues
Foreign Donations
Revenues from repayment of loans

TOTAL EXPENDITURES
Current Expenditures

Wages and Allowances
Goods and Services
Transfers

Social Transfers
Pensions
Unemployment Benefits
Social Benefits
Structural Reforms
Public Administration Reform
Health Care

Other Transfers
Refugees

Interest
Domestic
Foreign

Guaranties
Capital Expenditures

BUDGET BALANCE 
FINANCING

Inflow
Privatisation Receipts
Foreign Donations
Foreign Loans
Deposits

Denar Account
External Account

Domestic borowing
Sell of Shares

Outflow
Repayment of Principal
Foreign
Domestic
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IX X XI XII Total 2004 I II III Q1 IV V VI Q2 VII Total 2005
7,424 7,520 7,206 8,765 88,176 6,846 6,057 7,344 20,247 8,344 7,065 7,388 22,797 11,206 54,250
6,811 6,954 6,811 8,105 81,259 6,441 5,670 6,792 18,904 7,821 6,446 6,830 21,097 7,526 47,527
4,463 4,672 4,455 5,063 53,188 4,594 3,284 4,436 12,314 5,210 4,323 4,411 13,944 5,021 31,280

644 603 614 899 7,707 526 648 660 1,834 762 586 704 2,052 690 4,576
152 146 129 100 2,361 145 302 633 1,080 220 197 183 600 272 1,952

2,129 2,377 2,180 2,593 25,757 2,460 1,320 1,965 5,745 2,779 1,968 2,020 6,767 2,468 14,980
1,001 984 943 790 10,996 1,103 651 707 2,461 893 1,067 977 2,937 1,083 6,482

496 522 536 636 5,815 289 315 422 1,026 499 459 483 1,441 461 2,928
41 40 53 45 552 71 48 49 168 57 46 44 147 47 362

2,347 2,282 2,357 3,042 28,072 1,848 2,386 2,356 6,590 2,611 2,123 2,419 7,153 2,505 16,248
1,498 1,468 1,508 1,968 18,040 1,188 1,538 1,504 4,230 1,669 1,346 1,554 4,569 1,614 10,412

105 103 107 137 1,270 84 118 110 312 119 95 111 325 113 750
744 710 742 938 8,762 576 730 742 2,048 823 682 754 2,259 778 5,085
576 527 353 601 6,306 315 316 446 1,078 436 584 383 1,403 3,174 5,655
220 88 0 77 1,616 40 0 43 83 44 211 5 260 2,816 3,159
126 121 130 142 1,463 103 128 156 387 159 143 157 459 133 979

42 42 48 56 562 34 45 48 127 45 40 37 122 28 277
20 21 19 25 257 17 17 24 58 22 23 24 69 18 145
24 114 18 154 737 21 23 40 84 24 13 14 51 21 156

144 141 137 148 1,672 101 103 136 340 142 153 146 441 158 939
37 39 42 59 600 49 27 36 112 45 35 27 107 37 256

0 0 0 0 0 40 44 68 152 42 74 147 263 469 884
0 0 0 0 11 0 0 1 1 0 0 1 1 0 2

7,261 7,498 7,874 8,786 88,169 6,935 6,889 7,542 21,366 7,660 6,721 7,590 21,971 7,425 50,761
6,719 6,939 7,355 7,620 82,136 6,400 6,708 7,375 20,482 7,186 6,425 7,058 20,669 6,924 48,075
1,826 1,795 1,827 1,869 21,440 1,791 1,833 1,849 5,473 1,840 1,865 1,856 5,561 1,876 12,909

607 584 920 886 8,200 611 787 953 2,351 787 532 711 2,030 580 4,960
4,134 4,203 4,559 4,677 50,125 3,644 4,019 4,429 12,092 4,261 3,933 4,222 12,416 4,149 28,657
3,924 3,849 4,088 4,013 46,861 3,593 3,801 4,187 11,582 4,050 3,745 3,874 11,669 3,867 27,117
2,103 2,062 2,110 2,214 25,121 2,022 2,110 2,163 6,294 2,125 2,122 1,994 6,241 2,049 14,584

278 267 255 258 3,289 257 266 260 783 266 252 247 765 244 1,793
326 348 344 342 3,993 296 315 354 965 346 271 409 1,026 374 2,365

0 3 0 0 31 0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

1,217 1,169 1,380 1,199 14,428 1,018 1,110 1,411 3,539 1,313 1,100 1,224 3,637 1,200 8,376
195 239 456 654 2,992 51 208 228 487 188 179 337 704 281 1,471

15 115 15 10 272 0 10 14 24 23 11 11 45 1 70
151 357 49 188 2,312 354 69 144 567 299 95 269 663 319 1,549

63 267 24 67 930 26 25 65 116 212 62 159 433 44 593
88 90 25 121 1,383 328 44 79 451 89 34 110 233 275 959

1 0 0 -1 58 0 0 0 0 0 0 0 0 0 0
542 559 519 1,166 6,033 535 181 167 883 473 296 532 1,889 501 3,273

162 22 -668 -21 7 -89 -832 -198 -1,119 684 344 -202 826 3,781 3,489
-162 -22 668 21 -7 -167 856 233 922 -664 -349 -973 -1,986 -3,709 -4,773
303 1,691 668 500 7,687 707 898 741 2,346 1,155 -122 -253 780 -3,309 -183

12 50 150 90 459 65 200 0 265 95 0 136 231 72 568
0 0 554 0 1,044 0 0 0 0 0 0 0 0 0 0

68 213 19 935 3,618 14 0 12 26 14 46 15 75 0 101
-28 1,377 -71 -464 606 703 644 186 1,533 327 -291 -470 -434 -3,614 -2,515
-28 1,377 -71 -464 606 703 644 186 1,533 327 -291 -470 -434 -3,614 -2,515

0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
245 34 -2 -61 1,909 -76 54 543 521 719 123 63 905 232 1,658

5 17 19 0 51 1 0 0 1 0 0 3 3 1 5
466 1,713 0 479 7,694 874 42 509 1,425 1,819 227 720 2,766 400 4,591
466 1,713 0 479 7,694 874 42 509 1,425 1,819 227 720 2,766 400 4,591
296 145 0 272 3,344 874 42 339 1,255 147 4 180 331 353 1,939
169 1,568 0 207 4,351 0 0 170 170 1,672 223 540 2,435 47 2,652
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1) Revised preliminary data
2) Imports data are on f.o.b. basis in accordance with IMF V Balance of Payments Manual. Calculation of c.i.f. - f.o.b. factor as percent of import c.i.f. is: 1993-20%, 1994-20%, 1995-20%,

1996-14%, 1997-10%, 1998-5.02%, 1999-4.86%, 2000-3.90%, 2001-4.20%, 2002-3.80%, 2003-4.06% and 2004-4.06%
3) Excluding monetary gold and exchange rate differences;

BALANCE OF PAYMENT OF THE REPUBLIC OF MACEDONIA
(Annual data)1

CURRENT ACCOUNT
Goods, net

Export, f.o.b.
Import, f.o.b.2

Services, net
Income, net

o/w : interest, net
Current transfers, net
Official
Private

CAPITAL AND FINANCIAL ACCOUNT
Capital account, net

Capital transfers, net
Official
Other
Acquisition/disposal of nonfinancial assets

Financial account, net
Direct investment, net
Portfolio investment, net
Other investment, net

Trade credits, net
Loans, net
Currency and deposits, net
o/w Monetary Authorities, net
o/w Commercial Banks, net
o/w individuals, net

Other, net
Gross official reserves ("-" =  increase)3

ERRORS AND OMISSIONS

1997 1998 1999 2000 2001 2002 2003 2004 I - 2005 II - 2005 III - 2005 IV - 2005 V - 2005 VI - 2005 I - VI 2005

-286.14 -269.29 -32.46 -75.28 -235.43 -357.81 -152.28 -414.82 -8.31 2.56 -14.35 -62.03 -24.76 -8.64 -115.53
-386.13 -515.09 -495.81 -690.41 -523.23 -804.34 -851.48 -1112.08 -53.65 -58.18 -77.83 -124.82 -94.06 -106.91 -515.45

1,236.81 1,291.52 1,189.98 1,320.73 1,153.33 1,112.15 1,359.04 1,672.43 147.85 156.46 177.41 174.63 178.52 153.79 988.66
-1,622.94 -1,806.61 -1,685.79 -2,011.14 -1,676.56 -1,916.49 -2,210.52 -2,784.51 -201.50 -214.64 -255.24 -299.45 -272.58 -260.70 -1,504.11

-137.74 -59.60 41.83 47.05 -15.79 -22.13 -2.56 -54.39 1.37 -0.97 -4.09 -8.64 -9.43 1.26 -20.50
-54.90 -44.82 -42.15 -45.44 -39.46 -29.78 -32.33 -39.23 -2.09 3.27 -0.77 -5.45 -9.70 -6.65 -21.39
-54.88 -44.34 -41.41 -39.15 -33.59 -18.64 -31.88 -26.22 -5.05 -0.79 -4.38 -3.11 -0.71 -2.13 -16.17
292.63 350.21 463.66 613.53 343.06 498.45 734.09 790.88 46.06 58.44 68.34 76.88 88.43 103.66 441.81

7.46 37.39 72.69 132.30 48.65 100.50 103.36 70.07 1.47 7.38 2.88 3.07 4.18 7.98 26.96
285.17 312.82 390.97 481.23 294.41 397.95 630.73 720.81 44.59 51.06 65.46 73.81 84.25 95.68 414.85
327.15 281.84 -128.46 11.28 178.23 376.87 169.97 407.01 14.89 3.72 19.19 70.12 30.87 9.48 148.27

0.00 -1.79 0.00 0.31 1.30 8.26 -6.69 -4.61 -0.04 0.09 -0.05 0.30 0.16 -0.61 -0.15
0.00 0.00 0.00 0.31 3.64 9.92 -6.60 -4.61 -0.04 0.09 -0.05 0.30 0.16 -0.61 -0.15
0.00 0.00 0.00 0.00 3.64 9.92 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.31 0.00 0.00 -6.60 -4.61 -0.04 0.09 -0.05 0.30 0.16 -0.61 -0.15
0.00 -1.79 0.00 0.00 -2.34 -1.66 -0.09 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

327.15 283.63 -128.46 10.97 176.93 368.62 176.66 411.62 14.93 3.63 19.24 69.82 30.71 10.10 148.43
15.74 117.72 31.80 176.23 442.32 77.72 94.26 155.85 15.73 9.27 11.14 7.10 8.93 17.62 69.79

2.08 7.79 0.14 -0.09 0.36 0.35 3.39 14.82 1.52 3.31 11.65 2.80 1.10 0.88 21.26
341.14 226.66 -32.01 85.05 -183.27 159.98 129.97 260.42 -11.19 8.64 1.16 67.15 20.82 13.77 100.35
267.44 45.39 7.13 146.54 -125.08 83.1 82.95 170.05 -26.74 -25.16 -8.05 40.59 23.67 23.36 27.67

75.39 219.87 54.83 13.51 -107.31 8.19 23.47 59.82 3.53 4.87 7.71 29.74 11.67 17.89 75.41
-9.81 -40.62 -135.01 -122.53 27.09 44.69 2.85 -3.66 10.76 27.92 -1.70 -7.00 -16.03 -30.49 -16.54
0.00 0.00 -21.20 -0.19 -77.08 68.79 17.77 26.44 0.00 0.00 0.00 0.00 -0.41 0.00 -0.41

-29.14 -28.77 -51.28 -93.26 -272.39 112.17 -54.59 -105.08 2.06 24.80 -5.20 -13.14 -17.37 -30.48 -39.33
19.33 -11.85 -62.52 -29.08 376.56 -136.27 39.68 74.97 8.70 3.12 3.50 6.14 1.75 -0.01 23.20

8.12 2.03 41.04 47.53 22.03 24.00 20.69 34.22 1.26 1.01 3.20 3.82 1.51 3.01 13.81
-31.81 -68.54 -128.39 -250.22 -82.48 130.57 -50.96 -19.47 8.87 -17.59 -4.71 -7.23 -0.14 -22.17 -42.97
-41.02 -12.55 160.92 64.00 57.19 -19.07 -17.70 7.81 -6.56 -6.39 -4.82 -7.94 -6.11 -0.84 -32.66

(In million of US dolars)
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Pension and Disability Insurance Fund
Revenues realized by the Pension and Disability Insu-

rance Fund in the first seven months of 2005 amounted
to Denar 16,598 million, which is an increase by only
0.4% in relation to the same period in 2004. Most of the
revenues, i.e. 60%, were revenues on the basis of salary
contributions, where an increase of 2% was realized.
Revenues of the Budget of the Republic of Macedonia
participate with 29.2% in the total revenues and are
almost at the level as in the same period last year, while
the revenues of the Employment Agency from insurance
of unemployed persons - beneficiaries of unemployment
benefit decrease by 10 % and their share in the total rev-
enues amounts to 5.6%.

Expenditures of the Fund in the period January-July
2005 amounted to Denar 16,767 million and increased by
only 0.4%. Most of the total expenditures, i.e. 87%,
accounted for payment of pensions to the beneficiaries,
being approximately at the level in the same period in
2004. Thereby, 92% of the pensions were paid for regu-
lar pensions, and they increased by 1.8%. Expenditures
for the contribution for health protection participated with
11.1% in the total expenditures of the Pension and
Disability Insurance Fund.

Deficit of the Pension and Disability Insurance Fund in
the first seven months of 2005 reached an amount of
Denar 168 million.

PENSION AND DISABILITY INSURANCE FUND
(In million of denars)

1998 1999 2000 2001 2002 2003 2004 2005
Actual Actual Actual Actual Actual Actual Actual Jan-July

20,717   21,229   22,883   24,289   25,811   28,191   28,983   16,598   
13,373   14,316   15,722   15,671   15,784   16,882   17,204   9,955   

239   311   311   331   283   307   383   227   
3,618   3,266   4,174   5,744   6,961   7,741   8,486   4,848   

400   439   404   377   409   394   412   210   
74   65   58   41   61   71   41   21   

691   632   804   716   688   677   661   366   
961   868   1,101   1,126   1,404   1,536   1,719   926   
122   45   74   73   29   65   57   36   
619   245   68   209   192   42   21   9   
419   841   167   0   0   0   0   0   
201   201   0   0   0   476   0   0   

20,521   20,669   22,940   24,697   25,889   27,740   29,132   16,767   
17,730   17,756   19,774   21,278   22,255   24,008   25,121   14,584   
16,912   16,977   18,948   19,041   19,982   21,667   22,824   13,423   

464   458   505   514   518   499   509   285   
354   321   321   297   262   234   217   109   

0   0   0   1,167   1,136   1,131   1,027   455   
0   0   0   112   103   121   88   47   
0   0   0   148   254   262   247   134   

43   
63   69   72   72   83   80   82   48   
98   95   94   91   76   98   97   64   
15   13   12   7   9   6   6   3   

2,321   2,450   2,672   2,805   2,934   3,184   3,349   1,859   
133   132   141   153   165   172   170   84   
161   154   175   254   222   192   257   105   

- - - 37   145   0   50   20   

196   560   -57   -408   -78 451 -149 -168

Types of revenues / expenditures

REVENUES
Contribution from salaries
Contribution from income
Revenues from the Government Budget
Revenues from the private sectors
Revenues from individual farmers
Revenues from excises
Contributions from the Employment Fund for unemployed
Other revenues
Revenues from dividends
Revenues from new employment
Transferred income from the previous year
EXPENDITURES
Pensions
Regular pensions
War veteran pensions
Agricultural pensions
Retroactive payment of 8%
Early retirement by the Law from year 2000
Early retirement by the Law from year 2001
Early retirement by the Law from year 2004
Compensation for body injury
Compensation for disability insurance
Employment and accomodations for disabled children
Health care contribution
Compensation for administration
Other expenditures
Capital expenditures
BALANCE
Deficit / Surplus

Source: Internal data of the Ministry of Finance
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Health Insurance Fund
Revenues of the Health Insurance Fund in the period

January - July 2005 amounted to Denar 8,512 million,
being an increase by 1.2% compared to the same period
last year. Regarding the revenue structure, highest share
(59.7%) went to the health insurance contributions, realiz-
ing an increase by 2.6%. Contributions of the Pension and
Disability Insurance Fund participated with 21.8% in the
total revenues and are almost at he same level compared
to the first seven months last year, while the contributions
paid by the Employment Agency for unemployed persons
participated with 14.2% in the revenues, and they
increased by 5%.

At the same time, expenditures of the Fund in the peri-
od January - July 2005 amounted to Denar 8,538 million,
i.e. they decreased by 0.3% compared to same period last
year. Highest share in the expenditures went to the outpa-
tient expenditures and expenditures related to hospital
treatment (87%).

In the first seven months of 2005, Health Insurance
Fund realized deficit in the amount of Denar 26 million.

HEALTH INSURANCE FUND
(In million of denars)

Source: Internal data of the Ministry of Finance

1998 1999 2000 2001 2002 2003 2004 2005
Actual Actual Actual Actual Actual Actual Actual Jan-July

11,087   12,068   12,790   12,295   13,656   14,698   14,886   8,512   
6,736   7,363   7,745   7,528   7,823   8,418   8,762   5,085   
2,309   2,417   2,649   2,616   3,075   3,184   3,349   1,859   
1,037   1,350   1,941   1,554   1,763   1,849   1,998   1,207   

45   0   0   48   54   64   41   37   
851   938   455   70   734   1,064   676   46   
109   0   0   0   0   0   0   1   

- - - 166   111   29   60   277   
0   0   0   313   96   91   1   0   

13,689   11,692   12,463   12,205   13,611   14,678   14,722   8,538   
5,303   2,491   2,486   2,505   4,430   5,132   5,959   4,007   
4,702   5,482   5,737   5,919   4,929   5,038   5,098   3,413   

214   125   105   306   123   21   0   0   
1,214   1,249   1,681   1,555   1,305   1,868   2,006   0   

638   667   687   522   521   630   0   0   
208   154   143   111   134   150   280   86   
290   161   70   90   144   221   117   87   
719   801   694   769   832   968   941   782   
326   288   250   268   360   309   254   155   

36   39   90   44   656   219   23   8   
41   234   200   48   23   32   27   0   

0   0   321   71   154   90   17   0   

-2,602   376   326   90   45   21   164   -26

Types of revenues / expenditures

REVENUES
Contributions
Contributions from the Pension Fund
Contributions from the Employment Fund
Contributions from the Ministry of Labour
Other revenues
Revenues on the basis of contracts for health insurance cards
Transfers from the Central Budget for mandatory
health insurance
Transferred income from the previous year
EXPENDITURES
Outpatient expenditures
Hospital treatment
Costs for programs
Medicines
Dental care
Orthopedic expenses
Medical treatment abroad
Other treatment (contributions)
Administration
Equipment and maintenance
Other expenditures
Loans and interest payments
BALANCE
Deficit/Surplus
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Employment Agency
In the period January - July 2005, the Employment Agen-

cy realized total revenues in the amount of Denar 4,162
million, being a decrease by 5% compared to the last year.
At the same time, revenues from contributions increased
by 3.9%, while grants from the Budget decreased by 6.6%,
and participated with 81.8% in the total revenues.
Regarding the budget grants structure, 81.4% were on the
basis of covering the deficit of the Agency.

In the first seven months of 2005, expenditures of the
Employment Agency amounted to Denar 4,133 million,
being a decrease by 4.4% compared to the same period

last year. Expenditures related to the function amounted to
Denar 4,005 million, or 97% of the total expenditures, and
they decreased by 4.5%. Out of these expenditures,
36.4% were used for payment of unemployment benefit for
the unemployed persons, and 8.8% were used for active
measures (for employment encouragement and re-qualifi-
cation allowance). Expenditures for professional service
accounted for 3.1% in the total expenditures, and are
almost unchanged at annual level.

In the first seven months of 2005, Employment Agency
realized surplus in the amount of Denar 29 million.

EMPLOYMENT AGENCY
(In million of denars)

Source: Internal data of the Ministry of Finance

1998 1999 2000 2001 2002 2003 2004 2005
Actual Actual Actual Actual Actual Actual Actual Jan-July

4,260   4,129   5,119   4,827   5,918   6,241   7,456   4,162   
990   1,058   1,121   1,136   1,180   1,224   1,270   751   
969   1,037   1,098   1,113   1,178   1,223   1,155   648   

22   21   22   23   2   0   24   13   

0   0   0   0   0   1   4   3   
0   0   0   0   0   0   88   87   

3,261   3,066   3,990   3,677   4,726   5,002   6,163   3,405   

2,737   2,575   3,470   3,170   3,742   3,958   4,522   2,774   

524   490   516   481   944   980   988   270   
- - - 26   19   3   61   16   
0   0   3   26   21   61   592   345   
9   6   8   13   12   16   23   6   

4,264   4,135   5,110   4,749   5,868   6,214   7,325   4,133   
4,084   3,970   4,913   4,571   5,658   6,005   7,102   4,005   

2,073   1,755   1,875   1,879   2,273   2,377   2,697   1,458   
1,039   1,347   1,936   1,555   1,763   1,849   1,998   1,207   

972   868   1,102   1,138   1,453   1,557   1,729   929   
- - - - 128   121   58   58   
- - - - - 61   592   337   
- - - - 41   40   29   16   

180   165   198   178   210   209   223   128   
99   105   118   116   124   134   132   77   
14   17   19   18   22   20   20   13   
43   34   54   43   42   51   68   38   

0   0   0   0   0   0   0   0   
0   0   1   0   0   0   0   0   

24   8   6   2   22   4   3   0   

-4   -6   9   78   50   27   132   29

Types of revenues / expenditures

REVENUES
Revenues from contributions
Contributions from wages
Contributions from self-employed
Contributions from the people who work abroad
Contributions from previous year
Revenues from the Government budget
For covering the deficit of the
Employment Fund
For paying allowances to the employees of the
loss-making enterprises
Public administration reform
Others
Other revenues

EXPENDITURES
Expenditures for the functions
Unemployment benefits
Contributions for health insurance
Contributions for pension and disability insurance
Transfers for employment of disabled persons
Payments according to the new Law
Compensation for training
Expenditures for the personel
Wages and salaries
Allowances
Goods and other services
Current transfers
Interest payments
Capital expenditures

BALANCE
Deficit / Surplus
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Regional and National Road Fund
In the period January - July 2005, Regional and Na-

tional Road Fund collected revenues in the amount of
Denar 1,814 million, which is by 8,4% less compared to
the same period last year. Highest share in the total rev-
enues went to the revenues of the Budget (47.4%),
which decreased by 15.7% in relation to last year, while
the amount of revenues on the basis of annual fee for
passenger vehicles was at last-year level and it account-
ed for 27.7% in the total revenues.

In the period January - July 2005, expenditures of the
Road Fund amounted to Denar 1,559 million. Most of the
expenditures (48.2%) were incurred in the road mainte-
nance section. Regarding investments, Denar 416 mil-
lion was spent, being a decrease by 58.6% compared to
the last year. Expenditures related to studies, drafting
plans, surveillance, commissions and material costs par-
ticipated with 5,8% in the total expenditures.

In the period January - July 2005, Road Fund realized
surplus in the amount of Denar 256 million.

REGIONAL AND NATIONAL ROAD FUND
(In million of denars)

Source: Internal data of the Ministry of Finance

1998 1999 2000 2001 2002 2003 2004 2005
Actual Actual Actual Actual Actual Actual Actual Jan-July
2,660   3,793   3,506   4,012   3,434   3,668   3,299   1,814   

668   924   1,590   1,655   1,305   1,603   1,610   860   

49   54   82   73   87   82   77   46   

524   518   746   704   761   797   853   503   
468   492   537   375   381   728   741   390   
939   1,793   538   1,098   862   418   9   0   

12   13   14   21   2   39   9   15   
- - - 87   36   1   0   0   

2,660   3,793   3,506   4,013   3,420   3,661   3,889   1,559   
1,203   1,985   1,662   1,756   1,250   1,107   1,753   416   

0   0   179   286   289   205   156   91   
784   790   952   926   900   1,063   1,081   752   
264   148   212   299   304   424   242   122   
321   386   502   596   528   666   611   157   

89   142   0   0   0   46   45   21   
0   342   0   0   0   0   0   0   
0   0   0   150   149   150   0   0   

0   0   0   -1   14   7   -590   256

Types of revenues / expenditures

REVENUES
Revenues from Budget
Paytoll by foreign motor vehicles
Annual fee for motor vehicles subject to registration
Paytoll for use of motorway
Foreign credit
Other revenues
Grants

EXPENDITURES
Investments
Expenditures for studies, projections, supervision,
fees and material costs
Road maintenance
Repayment of loans
Funds for local roads
Other expenditures
Liabilities from the previous year
Liabilities towards the Bank Rehabilitation Agency

BALANCE
Deficit / Surplus
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Macedonian
Stock Exchange

Stock Exchange Indicators - July 2005

In July 2005, turnover on the Macedonian Securities
Stock Exchange via traditional trading amounted to
Denar 405.7 million, which, in relation to the previous
month, increased by 10.1%. Turnover realized via
block transactions on the Stock Exchange in July
amounted to Denar 87.88 million, and compared to the
previous month, there was an increase by 74.2%. In
July 2005, government securities were also traded,
and the turnover amounted to Denar 681.6 thousand,
and compared to the previous month, there was a
decrease by 73.9%. In July 2005, total turnover on the
Macedonian Stock Exchange via traditional trading,
block transactions and government securities amount-
ed to Denar 494.30 million, which, in relation to the pre-
vious month, increased by 18%.

Average daily turnover in July 2005 amounted to De-
nar 25.35 million, and compared to June, there was an
increase by 38.6%. Total number of transactions on the
Macedonian Stock Exchange in July 2005 was 1,805
in 16 trading days, and compared to the previous
month, there was a drop by 26.7%. Average daily num-
ber of transactions in the analysed period amounted to
113 transactions, and compared to June, it was lower
by 17.5%.

Trading with shares participated in the total turnover
on the Stock Exchange realised via traditional trading,
which in July amounted to Denar 405.7 million, with
Denar 293.8 million, which compared to the previous
month, increased by 66%. During the analyzed period,
trading with government bonds amounted to Denar
111.9 million, and compared to the previous month,
there was a decrease by 26.5%. 

If one analysis the total trading with government
bonds of the Republic of Macedonia in July 2005, it
can be concluded that trading with government bonds
for the old foreign exchange saving amounted to
Denar 31.03 million, whereby the average price of
these bonds amounted to 74.5% of their nominal
value, being an insignificant decrease by 0.05 per-
centage points compared to the previous month.
During the analyzed period, trading with denational-
ization bonds from the first issue amounted to Denar

314.9 thousand, and their average price was 69% of
the nominal value, and it remained unchanged com-
pared to the previous month. 

Denationalization bonds from the second issue
were sold at average price of 68% of their nominal
value, which compared to June 2005 decreased by
0.2 percentage points, and their total trading in July
amounted to Denar 8.12 million. In July 2005, total
trading with denationalization bonds from the third
issue amounted to Denar 11.65 million, while the aver-
age price of these bonds amounted to 65.2% of their

MACEDONIAN STOCK EXCHANGE - JULY 2005

June July % Change

329,221,051 405,747,676 23.2
176,983,819 293,851,385 66.0
152,237,232 111,896,291 -26.5

18,290,058 25,359,230 38.7
137 113 -17.5

50,451,360 87,880,477 74.2
2,614,905 681,645 -73.9

870,764 681,645 -21.7
1,744,141 0 - 

382,287,317 494,309,798 29.3

822,600 566,479 -31.1
223,151 548,614 145.8
598,468 17,430 -97.1

981 435 -55.7
3,818,549 2,738,913 -28.3

2,453 1,799 -26.7
5 5 0.0
5 1 -80.0

2,463 1,805 -26.7

42,330,725,384 43,216,766,285 2.1
26,634,520,498 26,912,533,362 1.0
15,696,204,886 16,304,232,923 3.9
22,072,252,009 21,971,963,815 -0.5
64,402,977,393 65,188,730,100 1.2

1,834.28 1,893.07 3.2
60 57 -5.0
18 16 -11.1

TURNOVER (denars)
TRADING IN BEST
Shares
Bonds
DAILY AVERAGE TURNOVER (denars)
DAILY AVERAGE NUMBER OF TRANSACTIONS
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
Shares
Stakes
TOTAL
VOLUME (in securities)
SHARES
TRADING IN BEST
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
BONDS (NV in EURO'S)
NUMBER OF TRANSACTIONS
TRADING IN BEST
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
TOTAL
MARKET CAPITALIZATION (denars)
MARKET CAPITALIZATION OF SHARES
LISTED SHARES
PUBLICLY HELD COMPANIES
MARKET CAPITALIZATION OF BONDS
TOTAL MARKET CAPITALIZATION
MBI-10
NUMBER OF LISTED SECURITIES
NUMBER OF TRADING DAYS
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nominal value, which compared to the previous month
decreased by 1.55 percentage points.

In July 2005, total trading with denationalization
bonds from the fourth issue amounted to Denar 61.1
million, while their average price amounted to 63% of
their nominal value, which compared to the previous
month decreased by 0.04 percentage points. 

Official stock exchange index (MSEI - 10), as an
indicator of the movement of prices of shares, was
Denar 1,893.07 in July 2005, and compared to the
previous month, there was an increase by 3.2%.

Trading on the official market of the Macedonian
Securities Stock Exchange in July 2005 was in the
amount of Denar 433.58 million, accounting for 87.7%
of the total trading on the Stock Exchange. Total trad-
ing on the unofficial market of the Stock Exchange
during the analysed period was in the amount of
Denar 60.04 million, accounting for 12.2% of the total
trading on the Stock Exchange. Turnover realised
through trading with government securities amounted
to Denar 681.6 thousand in July 2005, accounting for
0.14% of the total trading on the Stock Exchange.

Total trading of the 10 most liquid joint stock compa-
nies on the official market of the Macedonian
Securities Stock Exchange amounted to Denar 321.68
million in July 2005, whereby the most remarkable
was the trading with shares of: Granit AD Skopje with
34.1%, Komercijalna Banka AD Skopje with 27.5%,
Makpetrol AD Skopje with 18.2% in the trading of the
10 most liquid joint stock companies on the official
market of the Macedonian Stock Exchange.

Highest increase of the average price of the shares
in July 2005, compared to the previous month, was
noticed at the prices of the shares of: Ading Skopje,
which average increase of the prices of shares

amounted to 10.1%, and the average price per share
was Denar 3,550.00. Price of the shares of Stopanksa
Banka Bitola, during the analysed period, increased
by 8.9%, and, in July 2005, it amounted to Denar
4,906.28. Average price of the shares of Granit Skopje
also increased by 7.1% compared to the previous
month, and, in the analysied period, it amounted to
Denar 300.69 per share.

In July 2005, when analysing the dividend of the 10
joint stock companies with highest share in the trading
on the official market of the Macedonian Stock Exc-
hange, it can be noted that the shares of Stopanska
Banka Bitola had the highest dividend per share in the
amount of 9.9%, followed by the shares of Ohridska
Banka Ohrid with dividend of 8.8%, and the shares of
Toplifikacija AD Skopje with dividend of 6.1%. 

When analysing the ownership structure of the cap-
ital of the joint stock companies, it can be noted that
out of the ten most liquid joint stock companies on the
Macedonian Securities Stock Exchange, in July 2005,
the highest share of foreign investors in the total prin-
cipal of the joint stock companies was present in:
Toplifikacija (heating company) AD Skopje with 23.2%
foreign capital, Komercijalna Banka AD Skopje with
18.7% foreign capital and Stopanska Banka Bitola
with 8% foreign capital in the total principal of the com-
panies..  

In July 2005, regarding the turnover realised when
purchasing on the official market of the Macedonian
Stock Exchange, foreign investors participated with
26.9%, and in relation to the previous month, their
share dropped by 19.8%. Participation of the foreign
investors in the turnover realized through sale on the
official market on the Stock Exchange was 9.9%, and
compared to June, it increased by 3.4%.
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Macedonian Stock Exchange

MACEDONIAN STOCK EXCHANGE

JUNE 2005 JULY 2005 % CHANGE

329,221,051 405,747,676 !!"23.2
176,983,819 293,851,385 !!"66.0
152,237,232 111,896,291 #"26.5

18,290,058 25,359,230 !!"38.7
137 113 #"17.5

50,451,360 87,880,477 !!"74.2
2,614,905 681,645 #"73.9

870,764 681,645 #"21.7
1,744,141 0 - 

382,287,317 494,309,798 !!"29.3

822,600 566,479 #"31.1
223,151 548,614 !!"145.8
598,468 17,430 #"97.1

981 435 #"55.7
3,818,549 2,738,913 #"28.3

2,453 1,799 #"26.7
5 5 !!"0.0
5 1 #"80.0

2,463 1,805 #"26.7

42,330,725,384 43,216,766,285 !!"2.1
26,634,520,498 26,912,533,362 !!"1.0
15,696,204,886 16,304,232,923 !!"3.9
22,072,252,009 21,971,963,815 #"0.5
64,402,977,393 65,188,730,100 !!"1.2

1,834.28 1,893.07 !!"3.2
60 57 #"5.0
18 16 #"11.1

TURNOVER (denars)
TRADING IN BEST
Shares
Bonds
DAILY AVERAGE TURNOVER (denars)
DAILY AVERAGE NUMBER OF TRANSACTIONS
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
Shares
Stakes
TOTAL
VOLUME (in securities)
SHARES
TRADING IN BEST
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
BONDS (NV in EURO'S)
NUMBER OF TRANSACTIONS
TRADING IN BEST
BLOCK TRANSACTIONS
GOVERNMENT AUCTIONS
TOTAL
MARKET CAPITALIZATION (denars)
MARKET CAPITALIZATION OF SHARES
LISTED SHARES
PUBLICLY HELD COMPANIES
MARKET CAPITALIZATION OF BONDS
TOTAL MARKET CAPITALIZATION
MBI-10
NUMBER OF LISTED SECURITIES
NUMBER OF TRADING DAYS

2.100

2.000

1.900

1.800

max. 04.05.2005
2.010,07

min. 31.05.2005
1.851,08

04
.04

.20
05

06
.04

.20
05

08
.04

.20
05

10
.04

.20
05

12
.04

.20
05

14
.04

.20
05

16
.04

.20
05

18
.04

.20
05

20
.04

.20
05

22
.04

.20
05



Macedonian Stock Exchange

56

Issuer June 2004 July 2005

Average price Average price % 

(denars) (denars) change

Ading Skopje 3,225.00 3,550.00 10.08
Stopanska banka Bitola 4,504.04 4,906.28 8.93
Granit Skopje 280.83 300.69 7.07

TOP 3 GAINERS

*The model for calculation of yield to maturity is adapted to the characteristics of the bonds. Calculation date is 31.01.2005, using the last average price of the bonds.

10 MOST LIQUID SHARES (official market)

Name of the issuer Max Min Average Turnover Turnover % Num. Market
(denars) (denars) price (denars) Volume (denars) (EUR) of trans. capitalization (den.)

Granit Skopje 305 280 301 363,775 109,822,482 1,795,432 34.14 197 912,840,887
Komercijalna banka Skopje 2,248 2,198 2,203.00 40,178 88,389,152 1,444,358 27.48 149 4,065,056,104
Makpetrol Skopje 18,500 15,400 16,775.00 3,823 58,582,726 956,870 18.21 66 1,932,970,400
Alkaloid Skopje 4,101 3,800 4,034.00 6,554 26,244,022 428,759 8.16 172 5,335,043,000
Stopanska banka Bitola 5,100 4,600 4,906.00 1,860 9,241,300 151,067 2.87 26 1,569,225,840
Toplifikacija Skopje 2,850 2,650 2,788.00 3,058 8,569,256 140,014 2.66 47 1,282,500,000
Evropa Skopje 1,250 1,200 1,191.00 4,532 5,932,970 96,911 1.84 9 306,699,600
Makedonija Turist Skopje 2,201 2,121 2,188.00 2,256 4,935,402 80,641 1.53 30 994,943,400
Ohridska banka Ohrid 3,700 3,300 3,550.00 444 1,547,263 25,287 0.48 9 906,411,200
Internesenal Hotels AD Skopje 600 600 600.00 2,500 1,500,000 24,523 0.47 1 318,332,400
Others 21,628 6,920,751 113,066 2.15 185 9,288,510,531
TOTAL 450,608 321,685,324 5,256,928 100.0 891 26,912,533,362

Market segment Turnover (denars) Turnover (EUR) % No. of trans.
OFFICIAL MARKET 433,581,615 7,085,398 87.71 1,646
UNOFFICIAL MARKET 60,046,538 981,414 12.15 158
GOVERNMENT AUCTIONS 681,645 11,123 0.14 1
TOTAL 494,309,798 8,077,935 100.0 1,805

TURNOVER STRUCTURE in July 2005 Unofficial market
12,2%

Government auctions
0,1%

Official market
87,7%

Issuer June 2004 July 2005

Average price Average price % 

(denars) (denars) change

Tehnometal Vardar Skopje 893.33 850.00 -4.85
Alkaloid Skopje 4,150.21 4,033.92 -2.80
Evropa Skopje 1,220.34 1,190.50 -2.45

TOP 3 LOSERS

OVERVIEW OF THE TRADING WITH BONDS

MAX (%) MIN (%) Last daily Last Volume Turnover Turnover Yield to 
average trading (NV in EUR) (denars) (EUR) maturity*
price (%) day

Government bonds F/X deposits (RM 01) 75.10 74.50 74.50 7/28/2005 677,068 31,034,159 507,226 11.19%

Government bonds Denationalization I issue (RMDEN01) 69.00 68.50 69.00 6/30/2005 7,490 314,914 5,138 12.85%

Government bonds Denationalization II issue (RMDEN02) 68.20 67.50 68.00 7/26/2005 196,125 8,128,022 132,743 12.04%

Government bonds Denationalization III issue (RMDEN03) 67.00 65.00 65.15 7/28/2005 285,930 11,657,021 190,437 12.22%

Government bonds Denationalization IV issue (RMDEN04) 64.00 62.90 63.00 7/28/2005 1,579,790 61,077,089 998,063 12.15%
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Issuer Foreign investors Foreign investors
P/E Dividend participation in participation in % Change

ratio1) yield2) June 20053) July 20053)

Alkaloid Skopje 20.03 1.72% 7.44% 7.52% 0.08%
Granit Skopje * 6.65 3.36% 3.17% 4.75% 1.58%
Evropa Skopje 44.30 0.00% 5.95% 7.42% 1.47%
Komercijalna banka Skopje 5.50 4.36% 17.31% 18.75% 1.44%
Makedonijaturist Skopje 9.90 3.73% 1.99% 2.32% 0.33%
Makpetrol Skopje 14.69 0.00% 1.95% 1.85% -0.10%
Ohridska banka Ohrid 8.92 8.81% 5.30% 5.64% 0.34%
Skopski pazar Skopje 4.27 3.54% 0.00% 0.00% 0.00%
Stopanska banka Bitola 7.69 9.88% 7.51% 7.98% 0.47%
Toplifikacija Skopje 13.08 6.12% 23.55% 23.17 -0.38%

MBI-10 LISTED COMPANIES RATIOS

Foreign legal Foreign private Total foreign Total foreign %
entities July 2005 entities July 2005 investors July 2005 investors June 2005 Change

Shares 13.86% 0.80% 14.66% 13.26% 1.40%
Bonds4) 4.04% 5.46% 9.50% 8.81% 0.69%
Total official market 10.25% 2.51% 12.76% 11.69% 1.07%

FOREIGN INVESTORS ON THE OFFICIAL MARKET 3)

TURNOVER PER MEMBERS

Issuer code Trading in Best Trading in Best State State Block Block Total
System System (%) % %

Komercijalna banka AD KB 208,483,333 25.69 681,645 100.00 54,078,740 30.77 263,243,718
Teteks-Kreditna banka AD TK 230,782,500 28.44 0 0.00 0 0.00 230,782,500
Tutunskabroker AD TN 145,297,348 17.90 0 0.00 13,424,700 7.64 158,722,048
INVESTBROKER AD MI 18,444,576 2.27 0 0.00 97,530,000 55.49 115,974,576
Fersped Broker AD FR 43,332,069 5.34 0 0.00 10,727,514 6.10 54,059,583
MAK Broker AD MK 49,919,532 6.15 0 0.00 0 0.00 49,919,532
Stopanska banka AD SB 32,912,064 4.06 0 0.00 0 0.00 32,912,064
Sileks banka AD SL 23,790,134 2.93 0 0.00 0 0.00 23,790,134
Bitola broker AD BB 19,836,582 2.44 0 0.00 0 0.00 19,836,582
Ohridska banka AD OH 17,679,366 2.18 0 0.00 0 0.00 17,679,366
Bro-dil AD BD 10,304,818 1.27 0 0.00 0 0.00 10,304,818
UNI banka AD BL 9,380,948 1.16 0 0.00 0 0.00 9,380,948
Postel Broker AD PT 1,332,083 0.16 0 0.00 0 0.00 1,332,083
Total 811,495,353 100.00 681,645 100.00 175,760,954 100.00 987,937,952

Buying % of total Selling % of total TOTAL

July 2005 133,018,767 26.91% 49,183,825 9.95% 182,202,592

FOREIGN INVESTORS IN THE TOTAL TURNOVER 5)
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Turnover (denars) Average price (denars) Turnover (denars) Average price (denars)

KOMERCIJALNA BANKA AD SKOPJE TOPLIFIKACIJA AD SKOPJE

Turnover (denars) Average price (denars) Turnover (denars) Average price (denars)

MAKPETROL AD SKOPJE STOPANSKA BANKA AD BITOLA

Turnover (denars) Average price (denars) Turnover (denars) Average price (denars)

OHRIDSKA BANKA AD OHRID SKOPSKI PAZAR AD SKOPJE

Turnover (denars) Average price (denars) Turnover (denars) Average price (denars)

EVROPA AD SKOPJE MAKEDONIJA TURIST AD SKOPJE

Turnover (denars) Average price (denars) Turnover (denars) Average price (denars)

ALKALOID AD SKOPJE GRANIT AD SKOPJE
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MONEY AND SHORT-TERM SECURITIES MARKET

In July 2005, trading on the Money and Short-Term
Securities Market in the Republic of Macedonia amount-
ed to Denar 541 million, and compared to the previous
month, it decreased by 13.13%.

In the analyzed period, demand for liquid assets on the
money market amounted to Denar 1,015.5 million, and
compared to June, it increased by 51.12%. 

In July 2005, demand for liquid assets on the money
market dropped by 1.22% compared to the previous
month, and it amounted to Denar 626.2 million.

During the analyzed period, average weighted interest
rate amounted to 8.88% and compared to the June, it
was higher by 0.27 percentage point.
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Lending and borrowing interest rate of the commercial banks and
interest rate on the money market

Money market interest rate Lending rates Borrowing rate

MONEY AND SHORT-TERM SECURITIES MARKET (by months)

2002 I II III IV V VI VII VIII IX X XI XII
Total turnover (In million of denars) 2,491 3,390 4,888 4,473 4,145 5,631 3,938 2,460 3,008 2,970 3,843 5,213
Interest rate (%, annual) 12.03 11.62 10.85 11.41 11.62 12.11 12.33 10.84 10.83 11.35 13.36 14.36

2003 I II III IV V VI VII VIII IX X XI XII
Total turnover (In million of denars) 3,224 2,330 1,493 1,350 979 1,371 1,204 476 837 659 560 894
Interest rate (%, annual) 15.20 14.44 12.19 10.59 9.36 9.16 9.34 8.52 7.41 7.87 7.25 5.82

2004 I II III IV V VI VII VIII IX X XI XII
Total turnover (In million of denars) 823 1,337 674 1,012 1,128 1,131 1,136 912 490 547 433 218
Interest rate (%, annual) 6.67 6.48 6.51 6.66 6.55 6.51 6.67 6.55 6.80 6.73 7.45 8.03

2005 I II III IV V
Total turnover (In million of denars) 413 258 257 337 453
Interest rate (%, annual) 7.77 8.44 8.51 8.61 8.50

I/2004 III V VII IX XI I/2005 III V

(in million of denars)

Supply Demand Interest rate (%)

I/04 II III IV V VI VII VIII IX X XI XII I/05 II III IV V
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Deposits of citizens and enterprises at the banks

Regarding total deposits with the banks in July 2005,
monthly drop was recorded by 6%, fully determined by
the lower level of short-term deposits (by 6.5%). In fact,
this month, Denar short-term deposits decreased by
20.5% on monthly basis, reflecting the effect of the
reduced deposits of an enterprise due to dividend pay-
ments. On the other hand, there was a monthly increase
at the short-term foreign exchange deposits by 1.6%.
Within the long-term deposits, there was an increase
regarding the Denar and foreign currency component (by
0.8% and 4% respectively). 

Deposits of citizens

At the end of July 2005, total deposits of the citizens at
the banks amounted to Denar 49,872 million, and were
almost unchanged in relation to the previous month, in
conditions of divergent trends in their currency structure.
During July, short-term deposits of the citizens dropped
by 0.1% on monthly basis, while the long-term deposits
increased by 1.8%. From currency point of view, Denar
deposits decreased by 1.8% on monthly level, while the
foreign currency deposits increased by 0.6%. On annual
level, total deposits of the citizens increased by 19.7%.

Deposits of enterprises

In July 2005, total deposits of the corporate sector
amounted to Denar 20,211 million, which was a monthly
decrease by 18.3%, whereby, at the same time, the short-
term deposits declined (-19.6%) and the long-term
deposits increased (4,5%). Analysed by currency struc-
ture, significant monthly decline was registered at the
Denar deposits of the enterprises (by 36.5%), while the
foreign currency deposits increased by 5.6%. Compared
to July last year, total deposits of enterprises increased
by 17.1%. 

Deposit Insurance Fund indemnifies only the deposits
of physical persons at the banks and the savings houses
having licenced from the National Bank of Macedonia to
operate with deposits of physical persons.

Deposit Insurance Fund

Out of the total calculated obligation for indemnification
in the amount of Denar 109.281 million, up to 31st July
2005, the Deposit Insurance Fund paid indemnification in
the amount of Denar 102.920 million. As of July this year
inclusive, the Fund paid 94.18% out of the total calculat-
ed obligation for indemnification.

54.000.000

51.000.000

48.000.000

45.000.000

42.000.000

39.000.000

36.000.000

33.000.000

30.000.000

27.000.000

Deposits of physical persons and saving houses

I/ II V VI IX XII I/ III VI IX XII I/ II III IV V VI VII VIII IX X XI XII I/ II III IV V
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INTEREST RATES ON DENAR AND FOREIGN EXCHANGE DEPOSITS AT THE COMMERCIAL BANKS IN THE REPUBLIC OF MACEDONIA

Denar deposits
Banks Sight deposits 1 month 3 months 6 months 12 months 24 months 36 months
Alfa banka AD Skopje 1.0% 4.5% 5.0% 5.5% 6.0%
Interest rates since June, 2004

Eurostandard banka AD Skopje 1.0% 4.0% 5.0% 5.5% 6.5% 8.0% 10.0%
Interest rates since February, 2004

Invest banka AD Skopje 1.0% 4.0% 5.0% 5.5% 6.0% 6.5% 8.0%
Interest rates since March, 2004

Izvozno kreditna banka AD Skopje 1.5% 8.0% 8.0% 9.0% 9.5% 10.0%
Interest rates since August, 2004

Komercijalna banka AD Skopje 1.0% 5.5% 6.3-6.5% 6.8-7% 7.3-7.5%
Interest rates since July, 2004

KIB AD Kumanovo 0.5% 6.5% 7.0% 7.8% 8,3% -9% 8,3% -9% 8,3% -9%
Interest rates since March, 2004
Makedonska banka AD Skopje 1.3%-2.3% 6.3% 7.3% 7.8% 8.3% 8.8% 9.3%
Interest rates since April, 2004

Foreign exchange deposits
Foreign exch. Sight deposits 1 month 3 months 6 months 12 months 24 mon. 36 mon.
EUR 0.80% 1.40% 1.50% 1.70%
USD 0.50% 1.00%
CHF 0.10% 0.40%
GBP 0.20%
EUR 0.80% 1.40% 1.50% 1.70% 2.10% 2.50% 2.80%
USD 0.50% 0.80% 0.90% 1.00% 1.10% 1.50% 1.60%
GBP 0.50% 0.80% 0.90% 1.00% 1.10% 1.50% 1.60%
CHF 0.10% 0.15% 0.17% 0.20% 0.25% 0.30% 0.35%
Others 0.50% 0.80% 0.90% 1.00% 1.10% 1.50% 1.60%
EUR 0.80% 1.50% 1.70% 1.80% 2.20% 2.50% 2.80%
USD 0.50% 0.90% 1.00% 1.10% 1.30% 1.60% 1.80%
CHF 0.10% 0.20% 0.30% 0.40% 0.50% 0.60% 0.70%
AUD 1.70% 2.50% 3.00% 3.40% 3.90% 4.00% 4.60%
Others 1.20% 1.50% 1.70% 2.00% 2.30% 2.80% 3.20%
EUR 0.80% 2.45% 2.45% 3.00% 3.50% 4.00%
USD 0.60% 1.00% 1.10% 1.20% 1.50% 2.00%
CHF 0.10% 0.30% 0.40% 0.60% 0.80% 1.00%
Others 0.50% 1.00% 1.20% 1.50% 1.70% 2.00%
EUR 0.80% 1.40% 1.4-1.5% 1.6-1.7% 2.0-2.1%
USD 0.50% 0.80% 0.8-0.9% 0.9-1% 1.0-1.1%
GBP 1.50% 2.40% 2.5-2.6% 2.7-2.8% 3.4-3.5%
CHF 0.10% 0.15% 0.15-0.17% 0.18-0.2% 0.23-0.25%
All foreign 0.25% 0.85% 1.00% 1.30%
exchange
EUR 1.10% 1.70% 1.80% 2.00% 2.40% 2.80% 3.10%
CHF 0.40% 0.45% 0.47% 0.50% 0.53% 0.58% 0.60%
GBP 1.80% 2.70% 2.90% 3.10% 3.50% 4.00% 4.50%
CAD 1.30% 1.80% 2.00% 2.30% 2.70% 3.10% 3.20%
USD 0.80% 1.10% 1.20% 1.30% 1.30% 1.50% 1.70%
AUD 2.00% 3.20% 3.40% 3.70% 4.00% 5.00% 5.50%
Others 0.60% 1.30% 1.40% 1.50% 1.90% 2.00% 2.30%
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The data are provided from the banks of the R M and they can be changed according theirs policy
Only the data from Postenska banka AD Skopje and Stopanska banka AD Bitola are not confirmed

Ohridska banka AD Ohrid 1.0% 6.0% 7.0% 7.5% 8.0% 8.5% 9.0%
Interest rates since March, 2004 

Postenska banka AD Skopje 1.0% 6.0% 7.0% 7.5% 8.0% 8.5% 9.0%
Prokredit banka AD Skopje 6.5% 7.5% 8.5% 10.0% 10.5% 10.5%
Interest rates since December, 2004
Radobank AD Skopje 2.0% 7.0% 7.5% 8.0% 8.5%
Interest rates since September, 2004

Stopanska banka AD Skopje 0.85% 5.25% 6.5% 7.0% 7.5% 8.0% 8.5%
Interest rates since February, 2005

Stopanska banka AD Bitola 1.5% 4.5% 5.0% 5.5% 6.0% 6.5% 7.0%
Sileks banka AD Skopje 3.0% 8.0% 9.5% 10.0% 10.5% 11.0% 11.5%
Interest rates since November, 2003

"Teteks Kreditna banka AD Skopje" 2.5% 7.0% 8.0% 8.5% 9.0% 9.5%
Interest rates since June, 2004 

Tetovska banka AD Tetovo 2.0% 5.0% 6.0% 7.0% 8.0% 9.0% 10.0%
Interest rates since June, 2004

Tutunska banka AD Skopje 1.0% 6.0% 7.5% 7.8% 8.0% 8.5% 9.0%
Interest rates since February, 2004

UNI banka AD Skopje 2.5% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0%
Interest rates since December, 2003

EUR 0.50% 2.50% 2.60% 2.80%
CHF 0.10% 1.00% 1.10% 1.20%
GBP 0.50% 3.00% 3.20% 3.40%
USD 0.20% 1.30% 1.50% 1.60%
Others 0.50% 2.00% 2.50% 3.00%

EUR 1.50% 2.00% 2.50% 3.00% 3.75% 4.50%
USD 1.00% 1.25% 1.50% 1.80% 2.25%
EUR 1.00% 2.30% 2.35% 2.70% 3.35% upp. agr. upp. agr.
USD 0.50% 0.85% 0.90% 1.10% 1.50% upp. agr. upp. agr.
CHF 0.01% 0.05% 0.10% 0.15% 0.30% upp. agr. upp. agr.
Others upp. agr. upp. agr. upp. agr. upp. agr. upp. agr. upp. agr. upp. agr.
EUR 0.550% 1.264% 1.394% 1.530% 2.079% 2.541% 2.772%
USD 0.450% 1.546% 1.775% 2.058% 2.934% 3.586% 3.912%
GBP 1.691% 2.899% 3.164% 3.431% 4.481% 4.481% 4.481%
CAD 0.904% 1.550% 1.691% 1.841% 2.468% 2.468% 2.468%
AUD 1.863% 3.193% 3.510% 3.829% 5.045% 5.045% 5.045%
Other 0.200% 0.264% 0.394% 0.530% 1.079% 1.079% 1.079%
CHF 0.001% 0.001% 0.001% 0.001% 0.001% 0.001% 0.001%
Japan JEN 0.001% 0.001% 0.001% 0.001% 0.001% 0.001% 0.001%

EUR 2.00% 2.70% 3.10% 3.60% 4.10%
USD 1.50% 2.20% 2.50% 3.00% 3.50%
Other 0.80% 1.00% 1.30% 1.50% 1.70%
EUR 1.00% 2.00% 2.30% 3.50% 4.00% 4.50% 5.00%
AUD 1.50% 2.40% 2.80% 4.00% 4.50% 5.00% 5.50%
USD 0.50% 1.20% 1.70% 2.80% 3.20% 3.50% 4.00%
GBP 1.40% 2.00% 2.40% 3.50% 4.00% 4.50% 5.00%
CHF and others 0.60% 1.00% 1.50% 2.80% 3.20% 3.50% 4.00%
EUR 1.20% 2.00% 2.50% 3.00%
USD 0.80% 1.50% 2.00% 2.50%
CHF 0.40% 0.70% 1.00% 1.20%
Others 0.40% 0.70% 1.00% 1.20%
EUR 0.80% 1.50% 1.75% 1.80% 2.20%
USD 0.60% 0.90% 1.00% 1.10% 1.20%
CHF 0.10% 0.20% 0.30% 0.40% 0.50%
Others 0.70% 1.00% 1.20% 1.40% 1.80%
EUR 1.00% 2.00% 2.50% 3.00% 3.50% 5.00% 6.00%
USD 1.00% 1.50% 2.00% 2.50% 3.50% 5.00% 6.00%
CHF 0.10% 0.30% 0.40% 0.50% 0.60%
AUD, GBD 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 5.00%
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Credit line for procurement of equipment produced in Italy
Agent bank - MBDP

Program for crediting the development of SMEs by the
German KfW - revolving fund

Agent bank - MBDP

Micro-credit line for financial assistance by the EU to SMEs
Implementing agency - MBDPCredit line

50.000 - 2.000.000 � 50.000 - 400.000 � do 30.000 EVRAAmount

7 years including grace period Up to 4 years including grace period up to 3, i.e. 5 yearsRepayment period

1,2% one-off fee paid to the Procurator, should his/her services be used The credits are used and repaid in denars.   Note

up to 1.5 years up to 6 months up to 6 monthsGrace period

Fixed at 7% annually 10% on annual level up to 10%, i.e. 10.5%Annual interest rate

Mortgage, bank guarantee, deposits and securities Mortgage, bills of exchange, collateral on movable assets, rights
and securities or collateral on immovable assets

Blank bill of exchange with notarized statement, crossed cheque with nota-
rized statement, bill and/or crossed cheque from other solvent guaranteeing
legal entities - mortgage, minimum 130% of the credit amount, collateral on
movable assets - minimum 130% of the credit amount, deposit of valuables

and securities, bank guarantee.

Securing instrument

Resources are granted to profitable investment projects of private investors
Modernization and expansion of existing private SMEs and establishment of

new ones. Minimum 40% of the credit is used for fixed assets; Maximum 60%
of the credit can be used for working assets

Long-term financing of new projects via procurement of equipment or
machines. Up to 20% of the total credit amount can be used as

working capital.
Credit purpose

All SMEs excluding the following activities: G - commerce, L - public adminis-
tration, mandatory health care, P - private households with employed persons,

and Q - exterritorial organizations and bodies.
SMEs being over 51% private-owned.

Legal entities with at least 51% private-owned, with less than 20 employees,
being at the beginning of their business, or which started their business up to

5 years ago.
Target groups

Italy provided EUR 12.7 million, out of which EUR 4.4 million remain. 66%
were used. The collected annuities will be pooled in a revolving fund for
approval of credits under the following conditions: EUR 50.000-500.000,

repayment period: 1-3 years, 7%-10% interest rate p.a. purpose: permanent
working assets.

The German KfW provided EUR 15 million, 100% out of which have not been
utilized. The collected annuities are pooled into a revolving fund. EU provided EUR 7,9 million, out of which EUR 5,4 million remain.Extent of utilization of

resources

Eurostandard banka AD Skopje, Izvozna i kreditna banka Skopje, Invest
banka Skopje, Komercijalna banka Skopje, Makedonska banka Skopje,

Ohridska banka Ohrid, Radobank Skopje, Sileks banka Skopje, Stopanska
banka Skopje, Stopanska banka Bitola, Tetovska banka Tetovo, Teteks kredit-

na banka Skopje, Tutunska banka Skopje, UNI banka Skopje

Eurostandard AD Skopje, Izvozna i kreditna banka AD Skopje, Invest banka
AD Skopje, Komercijalna banka AD Skopje, Makedonska banka AD Skopje,

Ohridska banka AD Ohrid, Radobank AD Skopje, Sileks banka Skopje,
Stopanska banka AD Skopje: Stopanska banka AD Bitola, Teteks kreditna

banka Skopje, Tetovska banka AD Tetovo, Tutunska banka AD Skopje, UNI
banka Skopje

Komercijalna banka AD Skopje, Ohridska banka AD Ohrid, Stopanska banka
AD Skopje, Stopanska banka AD Bitola, Tutunska banka AD Skopje, Izvozna i

kreditna banka AD Skopje, KIB AD Kumanovo

Commercial banks offering the
credit 

CREDIT LINES FOR SMALL AND MEDIUM SIZE ENTERPRISES
secured and guaranteed by the Republic of Macedonia, as of October 2004 

(the data are of informative nature, the detailed conditions are available in the commercial banks)
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Crediting of small businesses (micro- and small credits) by the German
KfW

Agent bank - MBDP
Credit for export-oriented production from the MBDP resources Credits from the EBRD for private sector development

revolving fundCredit line

EUR 50 - 15.000 micro credits, up to EUR 50.000 small credits 30.000  up to EUR 2.000.000 no limitAmount

up to 4 years 2-12 months (for export arrangements) - up to 3 years for working assets; up to 5 years for investment projects for
technological process modernizationRepayment period

15% own share.
0,50% annual commitment fee.

The resources of the sub-loan can be used to finance up to 70% of the total
credit amount of the sub-project.  The final beneficiary will finance the remain-

ing part of at least 30%.
Note

up to 1 year No According to the credit policy of commercial banksGrace period

from 11% to 18% on annual level

Depending on the repayment period: up to 2 months - 7,5% p.a.; up to 4
months - 8,0% p.a.; up to 6 months - 8,5% p.a; up to 12 months - 9,0% p.a. 

The basic interest rate can be reduced to 0,5% p.a., should the final benefici-
ary insures the export via the MBDP

Ohridska banka from 5,27% to 10,00%
Tutunska banka from 6,19% to 8,65%

Radobank  7,50%
Invest banka 10,00%

Stopanska banka - Bitola 9,00%

Annual interest rate

Blank bill of exchange with notarized statement with at least 2 endorsers;
crossed cheque with notarized statement; bill of exchange and/or crossed

cheque from other solvent guaranteeing legal entities; mortgage; collateral on
movable assets and rights; deposit of valuables and securities; citizens'

cheques; if necessary, other as well, acceptable for the bank. Special credit
technique is applied for credit evaluation, focusing on the socio-economic situ-

ation of the entrepreneur and his/her business in relation to the collateral.

Mortgage; 
collateral on movable assets and rights; 

securities from solvent entities; 
Other usual securing instruments

According to the credit policy of bank-participants in the realization of the
resources from the revolving fund: mortgage, collateral and other instruments

acceptable for the banks.
Securing instrument

Financing of fixed assets (procurement of equipment, machines, tools, installa-
tions, construction land, restoration and modernization; Financing of working

assets (raw materials, intermediate materials, trading commodities).
Financing of working assets for preparation of export-oriented production.

- Financing of working assets (procurement of raw materials, intermediate
materials, additional equipment and spare parts to the end of increasing

production volume and supporting export activities or import substitution), 
- Financing of investment projects concerning technological process

modernization.

Credit purpose

Private companies, individuals, individual entrepreneurs, craftsmen, market
sellers and

self-employed. 
Private companies not having export-oriented production. Private-owned enterprises, as well as

individual farmers.Target groups

The first credit from the German KfW in the amount of EUR 6.5 million is
100% unutilized. Therefore, on October 15, 2004 new EUR 6.2 million were

added.  The collected annuities will be pooled into a revolving fund.

The Macedonian Bank for Development Promotion provided resources for this
credit line. EUR 5,5 million have been extended so far.

The credit line for private sector development, approved by the MBDP is fully
utilized. Resources from the revolving fund are available for further utilization.

Extent of utilization of
resources

Izvozna i kreditna banka AD Skopje,
Tutunska banka AD Skopje, Prokredit banka AD Skopje and 

Moznosti DOO Skopje

Balkanska banka AD Skopje, Eurostandard banka AD Skopje, Izvozna i kredit-
na banka AD Skopje, Invest banka AD Skopje, Komercijalna banka AD

Skopje, Makedonska banka AD Skopje, Ohridska banka AD Ohrid, Radobank
AD Skopje, Stopanska banka AD Skopje, Stopanska banka AD Bitola,

Tetovska banka AD Tetovo, Tutunska banka AD Skopje, Sileks Banka AD
Skopje

The following banks participated in the so-far utilization of the resources from
the revolving fund: Investbanka AD Skopje, Ohridska banka AD Ohrid,

Radobank AD Skopje, Tutunska banka AD Skopje

Commercial banks offering the
credit 
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Credits from the credit line of the International Fund for Agriculture
Development IFAD1:

Small and large credits for individual farmers

Credits from the credit line of the International Fund for Agriculture
Development IFAD1:

Credits for small and medium size enterprises

Credits from the credit line of the International Fund for Agriculture
Development IFAD2: Financial services in agricultureCredit line

US$ 10.000 (small) 
US$ 1.000-30.000 (large) 1.000-75.000 $ US$ 2000 micro credits, US$ 25000 for primary agricultural production, US$

75000 for processing and trade in agricultural productsAmount 

From 1 to 6 years, depending on the purpose From 1 to 6 years, depending on the purpose 7 years, depending on the type of creditRepayment period

Criteria: investment program for large credits; mandatory 30% participation in
equipment, buildings and compulsory insurance of goods in an insurance com-

pany and vinculation of the policy in favor of the bank. The bank does not
approve cash, however, it makes procurement for the account of the client by

a supplier selected by the client.

Criteria: investment program for large credits; mandatory 30% participation in
equipment, buildings and compulsory insurance of goods in an insurance com-
pany and restrictive endorsement of the policy in favor of the bank. The bank
does not approve cash, however, it makes procurement for the account of the

client by a supplier selected by the client.

20% own share in the investment amount.Note

From 3 months to 3 years, depending on the purpose From 3 months to 3 years, depending on the purpose Up to 3 years, depending on the type of creditGrace period

6% annually 6% annual (7% for retail trade) 6-18% annual for micro, 6-16% for primary agricultural production,
7% annually for processing and trade in agricultural productsAnnual interest rate

Mortgage in 2:1 proportion, bank cheques, foreign currency, guarantee by liq-
uid organization, bank guarantee, acceptance orders from liquid enterprise

Mortgage in 2:1 proportion, bank cheques, foreign currency, guarantee by liq-
uid organization, bank guarantee, acceptance orders from liquid enterprise.

Mortgage of movable assets (tractors, vehicles, mechanization etc.) mortgage
of immovable property and other securing instruments upon bank's requestSecuring instrument

1. Development of cattle breeding;
2. Plant production

1. Development of small enterprises
2. Commerce

Farm production,  Plant production,  agriculture machines, equipment and
working assets for processing and trade in agricultural productsCredit purpose

Individual farmers from certain areas in the east and south-east part of
Macedonia Small and medium size enterprises (on village level). Unemployed persons from the agricultural underdeveloped areas, poor farm

households, as well as small and medium size entrepreneurs.Target groups

IFAD provided EUR 6.7 million, out of which EUR 2 million remain. 57% have
been utilized. The collected annuities will be pooled in a revolving fund.

IFAD provided EUR 6.7 million, out of which EUR 2 million remain. 57% have
been utilized. The collected annuities will be pooled in a revolving fund.

IFAD provided US$ 7.5 million. The utilization of the resources began in
October 2003. US$ 2.6 million were extended so far. The repaid annuities are

planned to be pooled into a revolving fund.

Extent of utilization of
resources

Investbanka AD Skopje Investbanka AD Skopje Invest banka AD Skopje, Komercijalna banka AD Skopje, Tutunska banka AD
Skopje, KIB Kumanovo, Moznosti DOO Skopje and FULM

Commercial banks offering the
credit
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Promotion of the development of SMEs by the Dutch Government
Implementing agency - Macedonian Enterprise Development Foundation

Project for private sector development of the International Cooperation
and Development Fund from Taiwan 

revolving fund

Credit line for job creation in SMEs from the Council of Europe
Development Bank (CEB)

revolving fund
Credit line

Loan type 1 up to EUR 10.000 Loan type 2 from to EUR 15,000 to EUR
75.000 Loan type 3 up to EUR 15.000

up to US$ 400.000 for small and medium size enterprises
up to US$ 200.000 for agriculture no limitAmount 

up to 5 years up to 7 years for SMEs, up to 5 years for agriculture from 5 to 10 yearsRepayment period

The resources of the sub-loan can be used to finance up to 85% of the
total credit amount of the sub-project. The bank and the final beneficiary

of the sub-loan will finance the remaining part of at least 15%.

The resources of the sub-loan can be used to finance up to 50% of the sub-
project value. The remaining 50% shall be financed from the own resources of
the final beneficiaries. The resources cannot be used for the following purpos-
es: 1) agriculture projects, except for processing and finishing of agricultural

products, 2) for working capital and services related to project operations
(maintenance costs, salaries etc.).

Note

up to 1 year up to 2 years The grace period is set by the bank, depending on the sub-loan amount and
the eventual turnover of resources in relation to time for its repaymentGrace period

It is independently set by each financial institution
Ohridska banka 3,67-6,30%, Stopanska Banka Skopje 3,11-8,91%,

Komercijalna banka 3,61-9,40% Tutunska banka 3,61-8,01%,Radobank 3,60-
9,43% Makedonska banka 7,94-9,45% and Invest banka 3,67-9,00%

Stopanska Banka AD Skopje 9,73%, 
Komercijalna banka AD Skopje 6,42% to 9,29%,

Ohridska banka AD Ohrid 6,56% to 7,10%
Annual interest rate

According to the credit policy of the financial institution included in the imple-
mentation of the credit line

According to the credit policy of the participating banks: mortgage on
immovable property, collateral of equipment and other instruments

acceptable to the banks.

According to the credit policy of the participating banks: mortgage, collateral of
equipment and other instruments acceptable to the banks. Securing instrument

For investments in fixed assets and working capital

1. small and medium size enterprises
- for fixed assets - for procurement of machines and equipment of any

nature (except land acquisition), and 
- for working assets - for procurement of raw materials and spare parts.

2. credits in agriculture
- procurement of agriculture machines, basic herd livestock, greenhouses,

erecting plantations, equipment, procurement of raw materials, intermediate
materials

Construction/purchase of property, procurement of machines
and equipment, procurement of raw materials and spare parts,

as well as educational training programs.
Credit purpose

Loan type 1: individual farmers, self-employed and entrepreneurs of micro
enterprises;
Loan type 2:small enterprises with 4 to 20 employees;
Loan type 3:micro enterprises with up to 3 employees

SMEs and individual farmers, as well as enterprises engaged
in production or marketing of agricultural products.

Small and medium size enterprises operating in labour-intensive
industries: textile, leather, food industry etc., that would enable job creation,

except primary agricultural production.
Target groups

The Dutch Government provided EUR 7.2 million, out of which EUR 1.2 million
remain. 85% were used. The repaid principal is pooled into a revolving fund,

invested under the same conditions.

The resources from the loan from the International Cooperation and
Development Fund (ICDF) - Taiwan have been fully utilized. The resources

from the revolving fund of this loan are in the participating banks that extend
them to the final beneficiaries under the same conditions.

The CEB resources in the amount of EUR 5.112.800 have been fully utilized.
The resources from the revolving fund of this loan are in the participating

banks that extend them to the final beneficiaries under the same conditions.

Extent of utilization of
resources

Tutunska banka AD Skopje, IK banka AD Skopje, 
Moznosti DOO Skopje

Ohridska banka AD Ohrid, Stopanska banka AD Skopje, Komercijalna banka
AD Skopje, Tutunska banka AD Skopje, Radobank AD Skopje, Makedonska

banka AD Skopje and Invest banka AD Skopje

Stopanska banka AD Skopje, Komercijalna banka AD Skopje and
Ohridska banka AD Ohrid.

Commercial banks offering
the credit
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APECS global loan from the European Investment Bank The amount is not defined, and up to 50% of the value of the specific
project is financed.

Program for development and investments of SMEs from Taiwan
agent - Development and Investment AgencyCredit line

EUR 20.000 to EUR 12.500.000 Iznosot ne e definiran, a se finansira najmnogu do 50% od vrednosta na
konkretniot proekt. up to US$ 2 millionAmount

from 4 to 12 years short-term credits long-term credits
9 months 5 years up to 15 yearsRepayment period

The loan proceeds can be used to finance costs incurred within up to 6
months from the project approval.

- 50% out of the total sub-project value is financed with sub-loan resources,
while other 50% could be financed by the final beneficiary or the commercial

bank and/or co-financed by other financial institutions.
- According to the Rulebook on Financing, established by the EIB, there are

exceptions or limitations to the procurements, for which financing is not
allowed, or is allowed under special approval by the EIB

The Counterpart Funds management Committee, established by the
Government, selects the applied projectsNote

up to 3 years 3 months 1 year up to 5 yearsGrace period

Komercijalna banka 6,31-7,41% Tutunska banka 5,595-7,06%, Ohridska
banka Ohrid 5,95%, and for projects realized via MBDP, the interest rate can

be fixed or variable in the amount of  7%.
3% 3% up to 7%Annual interest rate

According to the credit policy of the commercial banks participating in the
credit realization

Bank guarantee Mortgage the level 2:1
or bank guarantee Mortgage on immovable assets, collateral on immovable assetsSecuring instrument

- Procurement of tangible or intangible assets directly related to the project
and 

-  Increase of the existing project-related working capital

raw materials, intermediate, investment projects
materials, equipment Realization of the Program for development and investments of SMEs Credit purpose

Small and medium seze enterprises in the area of industry (including agricul-
ture), services sector and tourism and other sectors (commerce, financing of

the health sector, education sector etc.)
Subsidiaries being small and medium size enterprises of large enterprises.

Economic SMEs Small and medium size enterprisesTarget groups

EIB provided loan in the amount of EUR 20 million. Until October inclusive,
EUR 9.049.870,00 (45% of the loan) and EUR 10.950.130,00 remain. 

The revolving fund, to be established after this loan should be extended to
final beneficiaries under the same conditions.

Repaid resources from foreign assistance generating counterpart funds.
Currently Denar 37.000.000 remain unallocated.

The International Commercial Bank from Taiwan provided US$ 20 million for
this credit line, 99% out of which is utilized. Commercial banks have pooled

the repaid annuities into revolving funds.

Extent of utilization of
resources

Komercijalna banka Skopje, Stopanska banka Skopje, Tutunska banka Skopje
Ohridska banka Ohrid and the Macedonian Bank for Development Promotion
(MBDP) which participates as intermediary with commercial banks that cannot
directly participate in the loan implementation. The MBDP signed agreements

with Invest banka Skopje and Eurostandard banka Skopje.

The following institution is competent for implementation: Ministry of Finance,
Capital Management Department,

Foreign Assistance Unit
Stopanska banka AD Skopje, Radobank AD SkopjeCommercial banks offering

the credit
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Guarantee fund  - project of the 
Swedish International Development Cooperation Agency (SIDA) Credit fund Fund for crediting of SMEs - USAIDGuarantees

Guarantees are extended for all credits from the credit lines distributed via the banks - signatories
for cooperation with the GF (except consumer and housing credits) Types of credits Short-term innovative credits for working assets for the SMEs: credits for financing orders for

known buyer, export-oriented production, factoring etc.
Conditions for approval of

guarantee to final beneficiaries

secured guarantees, i.e. guarantees secured with securing instruments the banks do not accept,
non-secured guarantees, in cerain cases, guarantees are issued not requiring security instrument. Credit purpose

Financing of preparation of production and delivery of products on domestic and foreign markets,
procurement of raw materials and intermediate materials, packaging costs, labour costs, testing

costs, transport costs, customs, taxes etc.
Types of guarantees

EUR 60.000 but up to 60% of the principal of the requested credit. Amount from US$ 10.000 to US$ 100.000 Maximum amount

For short-term and long-term credits with maximum of 5-year repayment period
including grace period Repayment period from 30 to 179 daysCredit repayment period

1% annual for secured guarantees, 2,5% annual for non-secured guarantees, Annual interest rate from 8% to 12% Guarantee fee

1,5% one-off for secured guarantees,
1% one-off for non-secured guarantees, Fees US$ 100 for submission of credit application, 0,5% for application processing and 2% for credit

administration.Operating costs

Creation of new jobs or sustaining the existing ones Securing instrument Irrevocable L/C, bank guarantees, export insurance policy, crossed cheque, collateral, bill of
exchange, etc.

Purpose of the credit under
guarantee

potential SME founders
existing SMEs mostly private-owned and with up to 50 employees

farmers
Target groups

Private legal entities in the areas of production, trade and services showing positive financial
results and have from 10 to 200 full-time employees Priority is given to exporters that enable new

employments.
Target groups

SMEs development center - Skopje Implementing agency SMEs Fund - Skopje Implementing agency

Tutunska banka AD Skopje, IK banka AD Skopje, Moznosti DOO Skopje Founder of the Fund The SMEs Fund is established and managed by the Crimson Capotal Corp.,
USA with US$ 1,5 million credit fund

Commercial banks offering the
credit

Swedish International Development Cooperation Agency (SIDA) approved EUR 1.580.000 to the
end of establishing the first guarantee fund in Macedonia serving before the banks as a securing
facility for loans in the cases when the SMEs cannot provide collateral. Simultaneously, the guar-

antee fund contributes for reducing the risk of the banks financing the small businesses.

Note
The SMEs Fund aims to facilitate the Macedonian SMEs the access to financial resources.

It develops and offers credits and other financial products acceptable to the SMEs,
being financial instruments for their development.

Note

OTHER PROJECTS FOR SUPPORT TO THE SMEs, as of October 2004 
(the data are of informative nature, the detailed conditions are available at the implementing agencies)
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IN BRIEF

MMF APPROVED THE NEW ARRANGEMENT WITH 
THE REPUBLIC OF MACEDONIA

At the end of August, IMF Board of Directors approved
the arrangement with the Republic of Macedonia. It is a
three-year precautionary Stand-By Arrangement covering
four fiscal years, i.e. from 2005 to 2008. Total amount of
this arrangement is SDR 51.7 million, i.e. EUR 59 million.
Funds will be disbursed in tranches every four month. The
first tranche in the amount of SDR 10.5 million, i.e. around
EUR 12 million has become available with the very
approvement of the arrangement. The Government does
not plan to disburse the remaining tranches under the
arrangement, meaning that if the projections on privatisa-
tion of "Electric Power Company of Macedonia" are real-
ized, the arrangement will be a precautionary one, i.e. the
agreed policies and measures would be met. The pro-
gram supports the reforms in the health sector, judiciary,
labour market and business climate, as well as the meas-
ures on promotion of both the fiscal and the monetary poli-
cies.

JOB CREATION PROGRAM STARTS TO REALIZE

Minister of Labour and Social Policy, Stevco Jakimov-
ski, and the UNDP Resident Representative in Macedo-
nia, Frode Mauring, signed a project document on com-
mencement of the realisation of the Job Creation Prog-
ram, as part of the active measures for improvement of
the unemployment situation in the country.

"The new project will cover three target groups - those
without education or low education, then the young per-

sons, women with high education, while the third part of
project will refer to re-qualification and additional training
of the persons with low edication", stated Minister Jaki-
movski. It is envisaged for the employers, who employ
these persons, to be given subsidies for part of the sa-
laries of the newly employed for a period fo six months,

but they will be obliged to keep these persons at work for
additional six months at least.

The project is to be implemented in the next 15 months,
and government funds have already been provided for its
commencement in the amount of US$ 1 million. As assis-
tance to this project, UNDP will organise a donors' confer-
ence at the end of october.

According to Mauring, active measures being undertak-
en should contribute to viable job creation. "If one takes
into account that almost 45% of the Macedonian enter-
prises operate in the informal sector, such measures will
reduce the unregistered employment and increase the
number of employed persons". Data available show that
the longer-term unemployed persons, or persons having
completed their education who have not worked at all and
do not have working experience, face the problem in find-
ing a job.

"Due to this, we will stimulate the employers to engage
such persons for whom they will be provided up to 60% of
the salary until these persons acquire the necessary ex-
perience and become productive, i.e. for the first six
months", pointed out Minister Jakimovski.

NEGOTIATIONS WITH THE WORLD BANK MISSION 
FOR THE FIRST PROGRAM DEVELOPMENT 
POLICY LOAN (PDPL 1 ARRANGEMENT) 

In mid-September 2005, final negotiations were held
with the World Bank mission for the first Program Deve-
lopment Policy Loan (PDPL 1 Arrangement), as an instru-
ment to support the three-year policy and the structural re-
forms, which the Republic of Macedonia will undertake to
the end of strengthening the economic development and
adequate preparation for EU accession.One of the rea-
sons to implement this arrangement is the application of
the most effective instrument for support to an ambitious
reform program, which will undeprin the key structural and
institutional reforms across sectors in the Macedonian
economy. 

The proposed objective of the PDPL will be promotion
of the economic growth and job creation in the Republic of
Macedonia through improvement of the investment cli-
mate and improvement of the governance and efficiency
of the public sector.

According to the conditions, the reform program will be
adjusted each year and will additionally be developed on
the bases of the changes and the acquired experience
from the implementation of the Program during the previ-
ous year. The list of reform areas to be covered by the
PDPL Arrangement is practically based on two key pillars:
1/ improvement of the investment climate in the country
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through reforms in the judiciary, in the labour market,
srengthening of the financial intermediation and supervi-
sion and increasing the competitiveness of the business
sector; 2/ strengthening public sector management
through reforms in the public administration, in the health
sector and decentralization.

Arrangement will be on the agenda of the World Bank
Board of Executive Directors for approval at the end of
October this year. 

Second and third PDPL Arrangement are expected to
be awarded in 2006 and 2007, after fulfilling the program
requirements.  Funds will be extended under conditions of
the International Bank for Reconstruction and Develop-
ment, i.e. LIBOR+0.75% interest rate and 17-year repay-
ment period, including 5-year grace period.

UPGRADE OF THE CREDIT RATING OF THE 
REPUBLIC OF MACEDONIA

At the end of August 2005, Standard&Poor's Rating
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 and macroeconomic stabil-
ity.  At the same time, short-term foreign currency sover-
eign credit rating was affirmed, while the local currency
sovereign credit rating raised to "A-3" from "B". In both
cases, the perspectives are stable. 

As stated in the S&P News Release, the upgrade ref-
lects rapid and sustained progress toward political stabili-
ty, evidenced by the successful conclusion of the Ohrid
Framework Agreement. The political environment has ma-
tured and the rights of minorities have been extended, and
a repeat of these events looks unlikely. 

The upgrade further reflects ongoing progress in struc-
tural reforms, macroeconomic stability, and downward
trending Macedonia's public debt levels. 

Prudent economic policies have managed to maintain
macroeconomic stability, as emphasized in the Standard
& Poor's News Release. Inflation has retained at low sing-
le digit levels since the mid-1990s, and GDP growth is

forecast to be around 4.0% between 2005 and 2008. Ma-
cedonia's fiscal accounts, meanwhile, are sound. More-
over, reforms have been undertaken or are underway to
address structural rigidities and obstacles to growth in the
economy.        

"GRANIT" WON A TENDER ON UKRAINE MARKET 
WORTH EUR 45 MILLION 

Macedonian construction company "Granit" won on in-
ternational tender for reconstruction of part of the national
road Kiev - Cop and the section Lavov - Stroj, long 96 kilo-
meters. It is a tender worth EUR 45 million, with a possi-
bilityto increase the amount by additional EUR 10 million.
"Granit" managed to win the tender in strong competition
of ten companies from Europe and Asia.

Funds for these projects are provided through the Eu-
ropean Bank for Reconstruction and Development
(EBRD), and the Ukraine National Road Agency is the in-
vestor.   

The reconstruction is to be completed in 30 months at
the latest. "Granit" has been present on the Ukraine mar-
ket two years already, and it has already been working on
the reconstruction of part of the same national road.  The
reconstruction of this part cost up to EUR 82 million. 

At the moment, the company works on several projects
on the markets in Albania, Bulgaria, Croatia, Ukraine and
Germany. Total value of these projects is EUR 140 million.
They are infrastructure projects, except for Germany,
where Granit participates by sending employees for more
than twenty years. Around 20% of the labour force the
company employes is engaged on foreign markets. 

"Granit" is one fo the most successful Macedonian com-
panies. The company is also listed on the Macedonian
Stock Exchange and is among the ten most liquid compa-
nies on the stock exchange.

IMF AND WORLD BANK ANNUAL MEETING

Delegation from the Republic of Macedonia, headed by
the Minister of Finance, Nikola Popovski MA, and the Go-
vernor of the National Bank of the Republic of Macedonia,
Petar Gosev MA, visited Washington, where, at the end of
September, the 59th Annual Meeting of the World Bank
Group and the IMF was held. During the Annual Meeting,
the Macedonian delegation participated in the regular
meeting of the Dutch Constituency of the World Bank and
the IMF (to which the Republic of Macedonian is a mem-
ber), chaired by the Vice Prime Minister and Minister of Fi-
nance of the Netherlands, Mr. Gerrit Zalm and the Minister
of Development Cooperation of the Netherlands, Ms. Ag-
nes Van Ardenne, held on 23rd September, as well as in
annual sessions of both the World Bank and the IMF.
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Minister of Finance and the Governer met with highest
representatives from the international financial instituti-
ons, Shengman Zhang, World bank Managing Director,
Takatoshi Kato, IMF Deputy Managing Director, Shigeo
Katsu, WB Vice President for Europe and central Asia Re-
gion, Jeroen Kremers, IMF Executive Director, Ad Melkert,
World Bank Executive Director, Ms. Orsalia Kalantzo-
poulos, Country Director and Regional Director for Europe
and Central Asia Region, WB, Michael Deppler, IMF
Director, European Department, Franek Roswadowski,
IMF Team Lead for Macedonia, and Bruce Courtney,
World Bank Team Leader for Macedonia, as well as with
their counterparts.

Minister of Finance also met with Citygroup Bank repre-
sentatives, being chosen to prepare the Republic of Ma-
cedonia for the possible first issue of securities in euros
(Eurobond), as well as for issues related to improvement
of the efficiency in performing the function of public debt
management in the Republic of Macedonia. 

FINANCING OF INFRASTRUCTURE PROJECT 
WORTH EUR 95 MILLION

The German Government, through KfW, approved
around EUR 95 million for financing infrastructure projects
and small and medium-sized enterprises in Macedonia.
The Bank announced that so far EUR 16.5 million has be-
en spent for support to the small and medium-sized enter-
prises. The credits are distributed through the Macedo-
nian Bank for Development Promotion, and they are pla-
ced to the final beneficiaries through four commercial
banks IK Banka, Pro credit Bank, Tutubska banka and
"Moznosti" saving house. So far, 6,744 credits have been
placed through these banks, which, including the repay-
ment, reached the amount of EUR 25 million. According to
the estimates, such support to the small and medium-
sized enterprises has provided around 5,000 new working
posts.

The second part of the support provided by the German
Government through KfW is intended for improvement of
the water supply, waste water treatment and environment
protection, for which EUR 50 million has been spent so
far. Within this assistance, funds have been provided for
the protection of the Lake Ohrid and the Lake Prespa for
the reconstruction of the existing water treatment stations
and for waste water treatment. What is on going is the
preparation of additional programs for water supply sys-
tems in seven municipalities in the country and for solid
waste management in 20 municipalities in the southwest
part of Macedonia.

POLISH COMPANY "ARLEN" BUILDS FACTORY
IN MACEDONIA

Polish company enters in Macedonia with plans for pro-
duction of textile products to be sold on the markets in the
the European Union. It is a matter of a joint venture in
which both the Macedonian and the Polish partners invest
an equal share. The investment has been realized after
several-month negotiations and with the assistance of the
Agency for Foreign Direct Investments. The factory which
is in the process of construction in Delcevo covers an area
of 1,600 square meters (greenfield investment), worth
around EUR 700,000. At the beginning the factory will
employ around 130 persons, and in the future it is expect-
ed for the number of employees to increase.  

"Arlen" company is a famous textile brand in Europe,
manufecturing basic textile products, and it also delas with
the inward processing relief.  Besides Poland, the compa-
ny also has its factories in England and Germany.  

According to the business plan, at the beginning it will
deal only with inward processing relief, and later on, it
plans to produce brends to be placed from Macedonia on
the markets in the region. The plant that is now under con-
struction will be completed according to the highest
European standards, while the workers will be provided
quality working conditions. The equipment will be pro-
cured from renown producers, since the objective of the
producer is to implement high production principles,
announced "Arlen".   The products manufactured in the
factory of "Arlen" in Macedonia will be placed on the mar-
kets in the the European Union, Switzerland and on the
regional markets. 

Agency for Foreign Direct Investments say that this is
great success for them, since they have managed, in a
short period of time, to help in the realization of an impor-
tant investment. 

TENDER FOR SALE OF ESM AND NEGOTINO 
THERMAL POWER PLANT IN OCTOBER 

The Government of the Republic of Macedonia adopted
a decision for sale of 90% of the shares of
"Elektrostopanstvo na Makedonija" (Electric Power
Company) and 100% of the shares of Negotino thermal
power plant to a foreign investor. Such model is aimed at
achieving maximum inflow of funds and attracting a seri-
ous investor in the electric power distribution system in
Macedonia. Despite the sale of such high percentage of
shares of ESM, the Government still has the possibility to
define the aspects related to protection of the national
interests, since it is a matter of a regulated and open elec-
tricity market.   

Tender for sale of ESM and Negotino thermal power
plant will be announced in the middle of October.
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According to the Minister of Economy, Fatmir Besimi, it
will be an international tender, according to the envisaged
international standards, in two stages.   "The first stage
will be carried out in parallel, on separate public tenders
for privatization of ESM, which now covers both the elec-
tricity distribution and supply, and for privatization

Negotino thermal power plant. The second stage will
cover the privatization of AD ELEM, according to the
model to be additionally determined." Besimi pointed out
that the ESM privatization will be carried out in line with
the Agreement with the European Bank for
Reconstruction and Development (EBRD), which accept-
ed this privatization concept. It is also a matter of a study
for subsidized prices for the socially vulnerable families in
Macedonia. 

The Government has urged the line Ministeries of
Agriculture, Forestry and Water Economy and of
Economy to prepare the legal acts and the regulations
governing the water management system and the sale
agreements as well. It is a matter of agreements for sale
of the production capacities, being an important legal
framework according to the EU Directives and the
Agreement for Establishment of Energy Community
between the Southeast European countries.

"BOVIN" WINE WILL BE SOLD ON HONG KONG 
MARKETS 

Wine from "Bovin" wine cellar from Kavadarci will be
marketed on the Asian markets. "Bovin" management
team stated that winning new markets is their top priority.
Negotiations for placement of wine on the markets in the
Netherlands and Belgium are also in progress. For many
years now, "Bovin" successfully sells its products on the
markets in the USA, Bosnia and Herzegovina, Croatia and
Serbia and Montenegro. Almost 75% of the total produc-
tion of "Bovin" is intended to be marketed onthe foreign
markets. "Bovin" produces red and white wine from 15
kinds of grapes, which is widely accepted, and it started
producing "Lozova Rakija" (raki) last year. 

"Bovin" representatives also attended the fair on wine
tasting held in London. At this fair, "Bovine" wine was pre-
sented together with the wine of another five wine cellars,

where they appearred jointly, presenting the country
where the wine comes from.

SHORTENING OF THE BANKRUPTCY
PROCEDURES

Macedonian Parliament started a debate upon the pro-
posal for adoption of a Bankruptcy Law which, according
to the proposer, is a reform law that will influence the effi-
ciency of the Macedonian market.

Minister of Economy, Fatmir Besimi, who on behalf of
the Government explained the Law, pointed out that this
Law introduces essential changes that will accelerate the
efficiency of the bankruptcy procedures. At the same time,
this Law will contribute to harmonization of the
Macedonian legislation in the field of bankruptcy proce-
dures with the EU legislation, said Besimi.

The proposal for adoption of a Bankruptcy Law envis-
ages reduction of the costs when carrying out a bankrupt-
cy procedure, tightening of the criteria for acquiring the
title trustee, and introduction of mandatory insurance of
the trustees. The period for initiating a bankruptcy proce-
dure is shortened, thus avoiding the overindebtedness of
the companies, and a chamber of trustees is also envis-
aged to be estabilshed, where they will acquire the work-
ing licences.

VEROPOULOS WILL BUILD MODERN SHOPPING 
CENTER ON THE BALKANS

Director of Greek "Veropoulos" for Macedonia,
Kostadinos Teodosiadis, and the Minister of Transport and
Communications, Xhemali Mehazi, signed the sale and
purchase agreement for the parcel opposit NBRM biulding
in Skopje, thus the Greek company has officially become
owner of the land. "Veropoulos" paid EUR 5.5 million for
the parcel covering 10.772 square meters, having bought
the land on a public bidding offering the highest price of
EUR 510 per square meter. For the purpose of complet-
ing the construction parcel with total surface of 15,000
squares, the Greek company will have to agree with the
owners of the neighbouring sites, and it is expected for
additional EUR 2.5 million to be paid for that purpose.
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"This is a happy day for "Veropoulos", since we have
finally signed the land agreement, which we have worked
on in the last three years. After having resolved the prop-
erty and legal relations, we plan to start the construction
in six to eight months. We will biuld one of the most beau-
tiful shopping centers on the Balkans. First we will start
with the construction of the supermarket that will employ
around 200 persons, and the whole complex will employ
total of 500 persons", said Teodosiadis, also stating that
"Vero" will continue investing in Macedonia. As a proof to
the continuity in the investing he pointed out the new
supermarket in Skopje, in Cair municipality, to be opened
in six months.

"E-MACEDONIA 2005" CONFERENCE 

"Efficient implementation and usage of IT and commu-
nication technology (ICT) will stimulate higher competitiv-
ness of the Macedonian economy, transparency and effi-
ciency in the operations of the Government and participa-
tion of the citizens and the business community in the
society building via establishing a strong relations
between the public and the private sector". This is one of
the conclusions defined in the Declaration adopted on the
first international conference "E-Macedonia 2005".

"The Government should be the leader in the implemen-
tation of the Strategy, thus showing its determination to
realize the set concept - efficient and transparent opera-
tions, open to cooperation with the citizens. It will provide
better e-services to individuals and the business commu-
nity and will stimulate both the economic and the social
prosperity", says the Declaration.

The objective of the Conference was to promote the
National Strategy on Information Society in Macedonia
and the Action Plan for its full implementation, as well as
to send a clear message to the EU that Macedonia has
started building and developing the information society,

which will practically mean higher economic growth and
job creation.  

The Conference was opened by the President Branko
Crvenkovski, whi is also the sponsor of this conference. 

AWARDED CERTIFICATES FOR APPLICATION OF 
STANDARDS ON SAFE FOOD 

Meat industry "Pilko", "Vitalija" company for production
of healthy food and "Gudalat" company for production of
juices have been given certificates for implementation of
BRC/HACCP standards in their production.  It is a matter
of one of the most relevant and most restrictive European
standards in this field. BRC standard includes 36 clauses,
among which the HACCP system as well. Introduction of
this standard was realized with a technical assistance
from USAID, through the project of "Land O' Lake", and its
application enables food safety and duality management,
as preconditions for building export potentials and
increased competitiveness of the domestic products and
companies on the highly selective markets in the the
European Union.
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READY TO MOTOR?

There are encouraging signs that Germany's economy is set to
grow more strongly

There has been much pessimism about
Germany's economy in recent years: too
much, perhaps, judging by recent evi-
dence that it has quietly started to do bet-
ter than most people expected. Among
the positive signs has been a strong per-
formance by its big companies, which
have reported healthy profits. Even
unemployment, for long a black spot, is
beginning to fall. And although many
Germans still question the case for fur-
ther economic reform, they have to admit
that their country is doing much better
than, say, France or Italy, partly because
of recent reforms. Suddenly Germany
looks relatively healthy, and there are
grounds for cautious optimism that things
could get better still-but only if the political
winds blow in the direction of more
reforms. This is why German's general
election campaign, which leads to a par-
liamentary election scheduled for Sep-
tember 18th, could be decisive economi-
cally as well as politically.

Unfortunately Germany's reform pro-
gramme, known as Agenda 2010, beca-
me bogged down after meeting fierce
opposition soon after its launch in 2003.
Since May 22nd, when the election was
called, there has been near paralysis. But
there have been some positive results
from Agenda 2010. These have raised

hopes that fresh impetus could set the
economy on to its strongest track for
years.

The most radical measure has been
Hartz IV, a restructuring of unemployment
benefit and social security. From January
this year things became less cushy for
the 1.8m long-term unemployed, who
comprise a staggering 38% of the total
jobless. Continued benefits are now
means-tested, and unwillingness to
accept job offers is penalised. Hartz IV
has not been an unqualified success. It
has added �8 billion ($9.8 billion) to this
year's government costs, but failed to cre-
ate many new jobs. It has, however, ma-
de employees more fearful of the conse-
quences o£ losing their jobs. That has
strengthened the hand of firms negotiat-
ing new wage deals, and weakened the
power of trade unions.

And yet this fillip for the corporate sec-
tor has, arguably, been less good for the
economy as a whole. In Germany there is
a close relationship between fear of
unemployment and consumer confi-
dence. In recent years low consumer
confidence has held back domestic
demand - Germans have been saving
more and holding off spending. That has
become the single biggest drag on
growth.
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It was partly the issue of creating new jobs that pre-
cipitated the call for new elections. Government and
opposition could not agree on the lowering of corporate
tax from 25% to 19%, a controversial measure that
required their joint agreement.

Why have Germans been so lukewarm over far-reach-
ing economic reforms? Otto Graf Lambsdorff, a former
economics minister from the liberal Free Democratic
Party, blames what he calls "snuggle-capitalism". Ger-
mans, he said in a recent interview, would rather have
certainty and equality than freedom. Instead of getting
on their bikes to look for work, or setting up on their own,
they have a tendency to cling to what they know, consol-
ing themselves that they are all in the same boat.

Change has been happening, however, albeit slowly.
The number of self-employed has risen from 4m four
years ago to 4.4m at the end of June. So-called "one
euro" jobs, which dignify unemployed people by paying
them one euro an hour plus their benefits, have proved
popular, with over 220,000 being created, as have
"mini-jobs" paying �400 a month, although it seems
that these have mostly been snapped up by students
and full-time workers wanting to work less, rather than
by the long-term unemployed.

One plank of Agenda 2010 was a pact between busi-
ness and government to create more jobs and trainee
positions. In reality it had little impact. The "capital for
jobs" scheme was shelved in March 2004 as unwork-
able. Many firms have failed to deliver their quota of
trainee posts, while others that did found the posts
were not filled anyway.

Yet the corporate sector offers a striking example of
Germany's broader positive economic trends. German
companies have shown a remarkable improvement in
their competitiveness thanks to a relative fall in their
unit labour costs (see chart). Big companies have
learned that their main battle is now a global, not a
domestic, one. Their profits stem largely from exports
to countries where demand is thriving. Indeed, the prof-
its and activities of leading German companies have
become somewhat dislocated from the economic for-
tunes of Germany as a whole.

That trend was hastened in 2003 with a new tax law
which allowed firms to sell their cross-shareholdings in
other German companies without paying capital-gains
tax. This prompted a wholesale unbundling of what had
become known as "Deutschland AG". Companies
could concentrate on their core business. Their owner-
ship became more international and more demanding
of shareholder value.

That has led to huge tensions between the way big
companies such as Volkswagen, DaimlerChrysler and
Siemens are perceived at home and their efforts to sur-
vive as global players. At home they have to deal with
a highly unionised workforce and a supervisory board
heavily influenced by employee and union representa-
tives, while internationally they must compete with
companies whose labour costs are as much as 8o%
lower. West German workers cost on average �27.60
($34) an hour, including �12.20 of ancillary costs-the
highest in the euro zone-compared with �19.90 an hour
in Britain and �18.80 in America. (In east Germany the
average is a more modest �17.20.) But in central
Europe labour costs are well below �5 an hour.

Surprisingly flexible

German efficiency and once-matchless engineering
can reduce that differential and justify higher prices, but
only to a degree. Last year and this, most of these
companies had reached a point at which only a reduc-
tion in their labour costs would support continued pro-
duction on their home soil. Yet Siemens, Daim-
lerChrysler, VW and many others managed to cut deals

with their workforces, lengthening working hours and
limiting perks, while to some extent guaranteeing
employment for the next few years. IG Metall, once
Germany's most powerful trade union, had little choice
but to go along. Recent research by Morgan Stanley,
an investment bank, found that more than 30% of
Germany's workforce are now employed in part-time or
temporary jobs, meaning that firms can deploy their
labour much more flexibly than in the past.

Collective wage-bargaining is not dead -even
Germany's conservative political parties hesitate to
campaign for its removal. But unions have been prag-
matic behind the scenes in order to save jobs. The con-
trast with, say, France is stark.

�
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And although many Germans still question
the case for further economic reform, they
have to admit that their country is doing
much better than, say, France or Italy.
Suddenly Germany looks relatively healthy,
and there are grounds for cautious 
optimism that things could get better 
still-but only if the political winds blow in
the direction of more reforms
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For the majority of German workers, companies'
growing willingness to shift production to wherever
labour and capital costs are cheapest is a direct threat
to their jobs. Changing the mindset of a population to
think globally rather than locally is likely to be the work
of a generation rather than a year or two. But leading
companies are growing more assertive about their eco-
nomic role at home. Continental, a tyre-maker, and one
of the best-performing companies in Germany, has
located much of its production abroad. But it still
employs 32,000 people in Germany and keeps its
headquarters there. In the age of globalisation, nation-
al champions are national only in the sense that they
must have their headquarters somewhere. If it is to
keep a quota of champions, then Germany will have to
make it attractive for them to stay, and for others to
come.

An important measure of progress is that business
leaders are beginning to feel more confident. Last
month a much-watched index of business confidence
rose by more than analysts had expected, perhaps
because of the strong profits performance that was evi-
dent when the latest set of quarterly results were
announced. Two-thirds of Germany's top 30 listed com-
panies produced improved results for the second quar-
ter of the year. That includes jumps of more than 20%
over the same period last year by chemicals firms Alta-
na, BASF and Bayer and respectable earnings from
energy producers, insurance companies and banks.

Perhaps most important for the health of the econo-
my is the improved position of the banks. All the biggest
banks now have their costs and their balance sheets
under control. Much of the banks' real-estate portfolios
and their non-performing loans secured against proper-
ty have been sold off at distressed prices. The chal-
lenge now is for the banks to take more risk in their
lending to medium-size companies. Good performance
from them will be needed to underpin a sustained
recovery. The accumulation of positive economic
developments includes evidence that the labour market
has stabilised. In July unemployment fell for the fourth

month in a row. There are 50% more job vacancies
than there were a year ago, and surveys suggest that
employers are becoming more bullish, expecting to
hire more workers in the coming months. Manpower, a
recruitment consultant that tracks employers' intentions
across the world's big economies, notes that the rise in
Germany's indicator has been stronger than move-
ments anywhere else.

Learning to innovate

There are also signs that efforts to improve
Germany's long-term economic performance are
beginning to pay off. Apart from lowering labour costs
still further, Germany can strive to be more competitive
only through innovation and improved conditions for
investment. A perceived "innovation gap", which is
closely linked to failings in education and research, has
attracted much more attention in recent years.
Academics and business analysts have pointed out the
Germans remain excellent at inventing things, but are
far less effective at perfecting them and bringing them
to market. Germany has been hostile to technology,
says Ludolf von Wartenberg, managing director of the
BDI, Germany's Industry Federation, and has missed
out, for example, on both green (agricultural) and red
(medical) biotechnologies. "It has to do with our educa-
tion system," says Mr von Wartenberg. "We need an
Aufklärung (an age of enlightenment)."

This is where he believes politics can make a differ-
ence. In 2004 Chancellor Gerhard Schröder formally
launched an initiative with leading companies, dubbed
"partners for innovation". Various working groups have
been set up, including ones for stimulating new
approaches to information technology, specialist mate-
rials, education, energy conservation, computerising
health services and harnessing venture capital and
state aid. Some of these groups have begun long-term
projects that will survive any change of government
that results from next month's election. And there is
money available to publicise the long-term importance
of innovation for the economy.

Of course, encouraging economic signs do not mean
that Germany has conquered its big structural prob-
lems. Studies by research institutes dotted around the
country point to the need for tax and pension reform
and solutions to a looming demographic problem.
"More babies -preferably this instant!" was one alarm
call that graphically illustrates the problem: 1.3m births
in 1960 but only 700,000 in 2004. The Berlin Institute
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In Germany there is a close relationship
between fear of unemployment and 

consumer confidence. In recent years low
consumer confidence has held back domestic

demand-Germans have been saving more
and holding off spending. That has become

the single biggest drag on growth
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for Population and Development proposes that 10% of
the women born in the 1960s, now aged 35 to 45,
should have an extra child in order to strengthen the
number of wage-earners who will be needed to support
their generation in retirement.

Both former West Germans and East Germans have
been accustomed to a high level of social security and
health care. New charges for medical registration,
introduced last year, alerted them that things are
changing. Warnings that state-sponsored pensions will
fall short are beginning to force people to buy, reluc-
tantly, private pension schemes.

But that extra saving does little to help prospects for a
consumer-led recovery. A good half of German house-
holds are already sitting on abundant wealth if their house
ownership is taken into account, which it is not by the
German Institute for Retirement Provision, notes a recent
article in the weekly Die Zeit. If Germans just felt richer,
like Americans, they would surely borrow and spend
more. Some economists have been urging changes that
would make it much easier for Germans to borrow.

Not enough demand

That is because Germany's biggest problem, on
which economic recovery could yet founder, is its lack
of domestic demand. Unless consumer confidence
rises, some analysts argue, there remains a risk that
Germany might fall back into a deflationary spiral.
Some think higher wages offer a solution. On August
8th Mr Schröder urged German businesses that were
doing rather better to give their workers a "decent swig
from the bottle". Peter Bofinger, a member of the
Sachverstdndigenrat, the government's independent
economic council, believes that wages should be
allowed to rise by 2% to 3%. Dirk Schumacher, an
economist at Goldman Sachs, an investment bank,
argues that size and economies of scale should allow
large efficient companies to charge more, pay better
and still remain globally competitive.

However, the real issue, says Mr von Wartenberg of
the BDI, is to separate wages from ancillary costs such
as social security. He fears that one possible move in
that direction -a 2% increase in value-added tax pro-
posed by the Christian Democrats- will be squandered
by regional governments that want to balance their
budget deficits.

Hans-Werner Sinn, head of Ifo, a Munich-based eco-
nomic research institute, points out that Germany is

battling the consequences of five economic shocks:
globalisation; the European Union and its enlargement;
the introduction of the euro; the opening up of central
and eastern Europe; and German re-unification. Each
one of these big events has been good for the world as
a whole, but has posed particular problems for
Germany. It is perhaps remarkable that the country has
weathered so many unanticipated blows so well, a trib-
ute to the economy's resilience.

As the biggest economy in the euro zone, Germany
has a double straitjacket that prevents it from stimulat-
ing a consumption-led boom: interest rates set by the
European Central Bank, whose concern is curbing
inflation throughout its region, and a stability and
growth pact that inhibits countries from borrowing and
spending their way out of trouble. Zero-growth, howev-
er, is not acceptable politically, even if it were econom-
ically.

Government help is also needed to sort out Germa-
ny's biggest black hole, the former East Germany now
known as "the new Lander". It was a political decision to
reunite West and East Germany within a year of the
Berlin wall coming down in November 1989. To smooth
the deal and to avoid an exodus of East Germans to the
west the government made huge transfers, including a

pari passu pension and social-security system and
comparable wages: within four years wages were
approaching North American levels. Tax incentives cre-
ated a construction boom followed within three years by
a bust from which the region is still trying to recover. It
has left east Germany's poorer Lander with over 20%
unemployment and few prospects of attracting signifi-
cant investment.

The multiplier effect

Saxony and parts of Thuringia have become hubs for
auto manufacturers and suppliers, and Saxony has
also attracted semi-conductor manufacturers. Another
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Of course, encouraging economic signs do
not mean that Germany has conquered its
big structural problems. Studies by
research institutes dotted around the
country point to the need for tax and 
pension reform and solutions to a looming
demographic problem
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former industrial region, Saxony-Anhalt, has high
unemployment, but can boast a cluster of chemical
firms. MecklenburgPomerania has little but agriculture,
some shipbuilding and tourism potential. Brandenburg
has seen some ambitious investment projects fail. The
upshot is a region that in total still requires transfers of
around �90 billion per year, or 4% of the country's GDP.
In addition to the unemployed, some 850,000 workers
have jobs that depend on the transfers.

Yet the worst aspect, according to Ulrich Blum, head
of IWH, a research institute based in east Germany, is
that hardly any companies have their headquarters in
the region. Successful companies that originated in the
east have tended to move their headquarters west.
This is a phenomenon not experienced by other central
European 0r even former Soviet countries. The result is
east German cities that lack a business elite and,
worse still, their high-spending wives and families.
Among the few exceptions is Jenoptik, an optical com-
pany in Jena. DHL, a subsidiary of Deutsche Post,

recently decided to move its logistics hub to Leipzig. Mr
Blum told an EU delegation in Dresden recently that
the dearth of headquarters was costing the region
about 30% of the value-added that companies usually
bring.

Mr Blum has a proposal for the region's development
that would reward companies for investing there and
subsidise research and development. It would focus on
smaller successful companies to ensure that they
developed the critical mass to survive and grow. This is
in contrast to the federal government's "watering-can"
approach which has tried to distribute benefits evenly.
The current federal approach won't get the private sec-
tor investing, claims Mr Blum. It makes more sense to
put money where it can have the most impact. And yet
even this would not be a quick fix. It will take the new
Lander 15 to 20 years to get to the level that Bavaria is
at today, says Mr Blum. If Germany's politicians make
sure that today's foundation for future growth is built
on, not undermined, it might just happen sooner.
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Macedonia, although not many dared to think 15 years ago, is on
the road to become part of the Monet's European dream, where the
European peoples equally build the joint future of peace and 
prosperity

MACEDONIA ON ITS
HISTORICAL ROUTE TO
EUROPE

The viewes expressed in this article are those of the author and do not necessarly represent those of the Ministry
of Finance

Macedonia experiences perhaps the
most important stage in the so-far course
of history as an independent and auto-
nomous state. Almost 15 years have past
since the referendum, when the citizens
expressed their strong commitments to
continue the path independently, as an
equal member of the international commu-
nity. The period after the independence of
our country, unlike other countries in tran-
sition, was marked by a struggle to find our
own place under the sun, as equals.
Inherited macroeconomic instability, mar-
ked, above all, by hyperinflation, low, al-
most non-existent foreign currency reser-
ves, economic blockage from the South
and an international embargo towards
North and full disturbance of the so-far
concept of operation of the Macedonian
economy, from an integral part of a con-
nected production and placement system
to an independent whole, oriented towards
keeping part of the markets. 

All these elements are part of the histor-
ical (economic and political) truth about the
Republic of Macedonia in the first years of
the last decade in the past century. With
salaries averaging around 50 DEM, fragile

macroeconomic stability and continuous
threat of energy collapse due to the block-
age from the South, the citizens of this
country began shaping their own future, for
the first time by themselves, with their own
strength, capability and vision. During that
period, the scepticism regarding the future
independence of Macedonia was some-
thing common among most of the factors
in the regional and global trends. Both
those with clear and those with hidden,
unchaste, historically rooted and never
overcome agenda, expected, forecasted,
and maybe hoped to see a collapse, a
decay, i.e. termination of the just appeared
vital functions of the newborn. Although
existing from time immemorial, Macedonia
has very few opportunities to test its capa-
bility to exist as an independent entity, and
even more, an entity equal to the "large"
Balkan powers. 

In 1944 and the second Ilinden, the con-
tours of the new country became specific,
stemming from the ideals of many
Macedonian activists, at first, as a form of
statehood in this region, fully accepted by
the population as its own fatherland. The
country continues to exist within federally
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organised system, in which it was unable to fully realise
its development due to a series of geographical, histori-
cal, political and economic obstacles. Hence, the scepti-
cism I mentioned, shown in early 1990's, is a realistic
consequence of the fact that never, at least not in the
modern history, have this country and it citizens had an
opportunity to show and prove whether and how capable
they are to dwell under the sun, shoulder to shoulder
with their equals. The scepticism, especially among the
benevolent ones, was often followed by certain dose of
fear from the development of possible adverse scenarios
on the future of Macedonia, bearing constantly in mind
the history and the lessons it reminds us on constantly.
And rather than falling in desperation, lethargy and help-
lessly awaiting the imminent faith, the country gathered
strength and with the help of its global friends, started
making its first steps forward. 

It introduced its own currency, armed forces and dem-
ocratic institutions, it undertook practical steps in settling
certain open issues the potential threat of which was dis-

astrously lethal, it began a process of internal consen-
sus-building on the most important issues being of
strategic interest to the country. Rather that falling in the
stream of popular nationalism and daily politics of hot-
headedness and boasting, the citizens of this country
choose cautious approach towards the open internal, but
above all, regional issues and practical solutions, having
in mind the ultimate goal - determining our position
among the equal members of the UN and gradual inter-
nal capacity building and building attributes of an inde-
pendent state. From today's point of view, it becomes
clear that this policy helped Macedonia to avoid the trap
set, deliberately or unintentionally, by some internal, but
above all, regional players. The first fight for recognition
was won and a period of consolidation and hard work fol-
lowed. 

During this period, somewhere after mid-1990s, the
Republic of Macedonia managed two parallel processes.
The first was the process of democratic development

and introduction of market economy, specific for all
countries in transition. Unfortunately, unlike others, the
level of national resources the country could have invest-
ed in more successful realization of this process were far
from the level reached by other countries, above all,
Central and Eastern European countries. The reason for
this should not be sought in some lack of political will or
support by the citizens, but simply in the historically
imposed (second) process of strengthening of once set
contours of multiethnic, multicultural and multi-religious
reality, often subject to (mis)use for the purpose of
achieving hidden, historical agendas. All this was addi-
tionally burdened by the consequences from the simulta-
neous opening of the issue regarding the name, the lan-
guage, the border and the identity, which, during that
period, continued to hinder the normal development of
the international position and relations of the country.
During these years, Macedonia, with its available
resources, tried to successfully manage both processes,
although, from today's perspective, it is clear that the
price paid (and still paying) is incomparably higher than
the one realistically determined for the other economies
in transition. Still, each shift in the political weight from
one to the other process would have probably meant fail-
ure of both processes. But even in such conditions, cou-
pled by a permanent decline in the economic activity and
an unbearable unemployment level, now with drained
savings reserves, the Republic of Macedonia has not
only managed to overcome the scepticism and fear, but
is also entering a phase when the critical debate on the
future development of the country becomes prevalent
subject of interest on both national and international
level. The attributes of equal entity on international level
have largely been strengthened, and the country starts
working on its credibility as a partner, with the arrange-
ments concluded with the international financial institu-
tions. At the same time, already in 1996, the first degree
in regulating the relations with the European Union was
set, transformed into the Cooperation Agreement. 

In late-1990s and early-2000, the price of the simulta-
neous management with two essential processes I have
previously mentioned, which started evidently deviating
from the one borne by other countries in transition
reached its peak. The Kosovo crisis in 1999 and the
internal conflict in 2001 were the second test for the
capability of the country to remain among the equals and
a successful exit from the imminent historical cyclical
trends (in both politics and economy). Above all, it was a
test for the citizens, but also for the political elites to
learn a lesson on the future and to learn from their own
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mistakes. In conditions of aggravated tension and pres-
sure for radical solutions, Macedonia managed to mobi-
lize the best and emerge stronger than all predictions for
ultimate fall in the abyss. With the help from our strate-
gic friends, the conflict was overcome with a political
solution, embedding many necessary compromises. The
Ohrid Framework Agreement may not be the best solu-
tion for each of us separately, but as a whole, is a seri-
ous investment in peace and a final regulation of rela-
tions between the different ethnic (religious and cultural)
communities in the country. Under the Agreement, the
Republic of Macedonia undertook a series of obligations,
most of which required special attention and access. The
Agreement gave Macedonia a new opportunity to con-
firm its credibility as a partner on international level. An
event worth mentioning in 2001 is the historical data that
Macedonia became the first country in the region that
concluded the Stabilization and Association Agreement
with the European Union. The Agreement, largely a
result of the contours of the European agreements for
Central and Eastern European countries, clearly deter-
mines the direction and the timeframe for the integration
process of the country.  

The period after the signing of the Framework
Agreement was marked by constant focus among the
serious political players on its implementation as soon as
possible, thus continuing the process of democratic
development and building tolerance, understanding and
unity around what are now joint strategic objectives -
integration into the European Union and NATO. Most of
the envisaged solutions caused disturbance among the
public and the citizens, sometimes stirred by the last
remaining traces of scepticism and fear, but also irra-
tional political (mis)use in the struggle to win power. Still,
the capacity built and the degree of consensus achieved
among the citizens having different ethnic, religious, but
also political and ideological determination prevailed as
a factor of sobriety and rational behaviour. The full real-
ization of the very last obligation under the Framework
Agreement and its integration into the legal system of the
country, the segment covering strengthening of the con-
tours of multiethnic reality as parallel process in the
1990s, is fully transformed in the main stream of the
process of democratic development (and economic tran-
sition) as fundamental trait of the new EU member states
from Central and Eastern Europe.  The Thessalonica
Agenda (2003) confirmed the commitment of the
European Union for full support to the processes of
building lasting peace and cooperation and economic
prosperity via reforms, which the countries in the region

(some sooner, some later) opted to accept as the single
path towards their future. The Agenda defines more than
clear perspective for membership into the EU, based on
the evaluation and the individual achievements of the
countries in fulfilling the Copenhagen Criteria (1993) and
Madrid Criteria (1995) for membership. 

As a strong historical opposite compared to early
1990s, the Republic of Macedonia today stands in front
of the gates of Europe. During the past two years, there
was a remarkable trend of acquiring and openly showing
national security, confidence in one's own capabilities.
This is not only to survive, but also to strengthen the
position on international level and to actively be involved

in the European and global trends. Thus, from undergo-
ing under regular stabilization monitoring (armed peace
missions), Macedonia has not only fully assumed care
for its own security, but has dedicated part of its own
capabilities to peace safekeeping in some of the most
critical points on the globe. Macroeconomic stability is
already an established value of our system, treated
rather from development aspect. Scepticism and fear,
leading to constant discussions for repetition of past
events, have become part of it. Today, the political area
is burdened with a "battle" of differing concepts, but not
for survival of the country, but for its economic develop-
ment. The framework agreement, from its initial concept
of full neutrality in defining the eventual winner in the
conflict, today is increasingly being promoted as a sym-
bol of the victory won by all of us. Enhanced internal con-
fidence and credibility towards the international commu-
nity (including financial institutions) were the main driv-
ing force in the debate whether and when we should
show our ambition to join the modern European integra-
tion trends. 

During the past year, the process of democratic devel-
opment and economic transition (development) increas-
ingly focuses on its secondary element. Slowly but sure-
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Macedonia would become an example of
success for the Western Balkan countries
that should yet face the challenges we
have already left behind. Macedonia would
get a possibility to continue and accelerate
the economic growth, supported by the
three-year reform oriented arrangements
with the IMF and the World Bank
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ly, a new system is being developed of management with
two essential parallel processes - process of structural
reforms and a process of acceleration of economic
trends (attracting foreign investments). As in early
1990s, now the base argument is - reducing the gap
between us and Europe, where time is of the essence.
Even if we were compelled to walk two roads due to the
specific building of the unique multiethnic success story
in the heart of the whirlpool of revamped Balkan nation-
alism, having clear perspective of peace, tolerance and
living jointly, today we would choose "fast track", not
waiting to complete the structural reforms to bring eco-
nomic maturity, but put additional efforts (already used to
that) so as to achieve results faster. Not only for Europe,
but for the citizens of the Republic of Macedonia, to
which we must bring Europe in their daily lives, above
all, by giving them an opportunity to earn for a decent liv-
ing and to have functional public services. 

Such structural reforms, which, after certain period,
would lead to establishment of self-functioning

mechanism for attracting and protection of investors,
would significantly be supported by the new Instrument
for Pre-Accession. By acquiring the status of candidate
country, such support by our European partners is
expected to increase several times and from the present
18, to reach a level of around EUR 35 per capita.

Thus we gradually reach the end of the introductory
stage of our route as an independent state, an incarna-
tion of the dream of many generations of Macedonians
and members of other communities that have lived and
dwelled in these regions together. This would be an end-
ing that would become a new beginning even tomorrow,
the beginning of Macedonia as a full member of the
European family. Under strong and positive political and
economic opposite to its beginning, the Republic of
Macedonia expects the confirmation that it is on the right
track. The true historical route leading to the future, to
Europe.

The status of candidate country would open this new
chapter, where major part of the problems we have faced
so far would remain precisely there - in the past.
Macedonia would have its success story, a story the
beginning of which (in early 1990s) did not promise such
outcome. Macedonia would become an example of suc-
cess for the Western Balkan countries that should yet
face the challenges we have already left behind.
Macedonia would get a possibility to continue and accel-
erate the economic growth, supported by the three-year
reform oriented arrangements with the IMF and the
World Bank, the implementation of which is closely mon-
itored by Brussels as well. The continuous (although
insufficiently high) economic growth rate in the past
years is expected to continue strongly after the acquiring
the status of candidate country. This especially having in
mind the experience with the transition economies from
Central and Eastern Europe in the period when they
began the negotiations for membership. We could men-
tion Bulgaria, with 38% growth in the period 1999 - 2001
and Lithuania with 40% growth during the same period. 

Finally, Macedonia, although not many dared to think
15 years ago, is on the road to become part of the
Monet's European dream, where the European peoples
equally build the joint future of peace and prosperity. 
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TAX REGULATION AND
MACEDONIAN
SECURITIES MARKET

Tax ambient for the functioning of the Macedonian securities market, to be created
starting 1st January 2006, will be an important new determinant for the further 
development of the national securities market
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Introduction

Tax regulation in the field of functioning
of the securities market in the Republic of
Macedonia is execptionally favourable at
the moment, having a stimulating effect
on the development of this segment of
the financial sector. At the same time, ge-
nerally accepted estimate is that such fis-
cal regime makes the Macedonian secu-
rities market one of the most attractive
securities market in the broader region.

Solutions in effect in this area in the
Profit Tax Law and in the Personal
Income Tax Law, exiting several years
already, provide for significant stimula-
tions for smooth functioning of the nation-
al securities market in terms of both the
offer and the demand for securities. 

Regarding the offer on the securities
market, present tax regulation envisages
exceptionally significant stimulation for
the joint stock companies listed on the
Macedonian Stock Exchange AD Skopje,
i.e. these companies pay 50% less profit

tax. Regarding the demand on the secu-
rities market, tax regime is even more
favourable - at the moment, neither the
legal entities nor the physical persons
are taxed for
the revenues
realized on
the basis of
capital gains
realized from
trading with
securities.
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Above-mentioned fiscal incentives are incorporated
in the tax regulation in the Republic of Macedonia
since the beginning of 2001. The legislator at that
moment believed that these tax incentives should not
be systemic solutions, but rather a temporary measure
to serve as a catalyst for the further development of
the Macedonian securities market, due to which such
solutions will be in effect by 31st December 2005. 

We are at the opinion that tax ambient for the func-
tioning of the Macedonian securities market, to be cre-
ated starting 1st January 2006, will be an important
new determinant for the further development of the
national securities market. Therefore, this text will try
to summarize the following: a) to summarize the so-far
conditions on the Macedonian securities market and
their correlation with the existing fiscal regime; b) to
give our projections what will happen on the securities
market should all existing tax incentives stop to be
applied; c) to indicate the solutions in this sphere that
existed or exist in the countries with a similar level of
development of the securities market; and d) to pre-
pare appropriate solutions which we hope will be max-
imum objective. 

Conditions on the securities market and tax 
regulation - experience and perspectives

Offer of securities

Securities market in the Republic of Macedonia, in
particular the segment of secundary trading with secu-
rities, has faced for a longer period of time and is still
facing serious development-related obstacles on the
offer side. Market structure was almost completely cre-
ated with the corporatization of the enterprises within
the privatization process.New issues of securities that
the joint stock companies carry out in the post-privati-

zation period are, formally or unformally, are mainly
issues for a known buyer and, so far, no "real" public
offer of securities is noticed. Initial public offers of
shares, through which other organizational forms of
enterprises would transform into joint stock compa-
nies, are completely absent from the securities market.
Financing of the enterprises is predominantly based
on the banking credits. The strategy of the significant
shareholders in the companies was and is mainly to
carry out concentration and consolidation of the own-
ership of shares and, in the meantime, to keep the
control in the company management. 

Therefore, Macedonian Stock Exchange AD Skopje
faced, for a longer period of time, a big problem how to
attract the Macedonian joint stock companies to apply
for stock exchnage listing. In fact, since the Stock
Exchange started operating in 1996, there were only 3
joint stock companies listed on the Stock Exchange by
2002. Such conditions were result of a mixture of the
avobe-mentioned factors that characterized the overall
ambient in which the Macedonian joint stock compa-
nies operate and, quite often, the negative expecta-
tions that, by being listed on the Stock Exchange, the
joint stock companies would become more vulnerable
targets for "hostile" takeovers and that the data on the
ownership structure and the operating results should
be treated as confidential data. Such conditions not
only failed to do favour to the Stock Exchange, but
were also interpreted as a negative image for the state
and for the pace and the dynamics of the structural
reforms in the national economy. 

In order to overcome this situation, the legislator
undertook significant systemic normative measures on
two occasions in the past period. In 2001, by modify-
ing and amending the Profit Tax Law, tax exemptions
were introduced for the listed joint stock companies.
This measure did not at all change the conditions
regarding the offer on the securities market (only 1
company appeared to be listed on the Stock
Exchange). The absence of a positive epilogue as a
consequence of this legal change once again stressed
the problem of the efficient corporate governance of
the privatized joint stock companies and the intensity
of the effort to increase the value of the shares and the
level of paid dividends. 

Further on, in 2002, the modifications and amend-
ments to the Securities Law led to an introduction of
so-called legally mandatory listing, imposing radical
sanctions to the companies that will not respect this
obligation. According to this amendment to the
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Tax regulation in the field of functioning of
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moment, having a stimulating effect on the
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Securities Law, all issuers of long-term securities who
meet the requirements stipulated with the rules for list-
ing on the Stock Exchange were obliged to list their
securities on the official market of the Stock Exchange
within six months at the latest after the entrance of this
this amendment into force. As a result, by the begin-
ning of 2003, there were 100 joint stock companies
listed on the Stock Exchange. The obligation for
mandatory listing was initially envisaged to last until
31st December 2003, but it was extended for an addi-
tional year, i.e. by 31st December 2004. Although
there were a lot of opposite opinions regarding the via-
bility of this concept of stimulating the development of
the secondary securities market with such systemic
and administrative measures, the practice has shown
that this measure has led to many positive implications
for the Macedonian securities market (it is worth to
mentiont that a similar measure, after several years,
was introduced in Croatia as well). The following can
be pointed out as main positive features from the exis-
tance of a critical mass of joint stock companies listed
on the Stock Exchange:
! basic information base for the listed companies

- with the listing of the joint stock companies on the
official market of the Stock Exchange, more compre-
hensive information base on the joint stock compa-
nies was created for the first time in the Republic of
Macedonia. Thus, with the prepared prospectuses
regarding the listing, the investment public, in addi-
tion to the revised financial reports for the last three
years, also had an insight in the activity of the com-
pany, the qualification structure of the employees,
the founding capital, the ownership structure, the
trading dynamics with shares, the dividend and the
divident policy of the company, as well as the devel-
opment strategy.

! permanent reporting to the listed companies on
the financial results - according to the rules in the
Rulebook on Listing of Securities on the Stock
Exchange, the listed companies were obliged to
continuously submit to the Stock Exchange the
revised financial reports, as well as quarterly unre-
vised cumulative income statements. The financial
reports are the key factor to evaluate the operations
of the company as a whole, its financial position and
its market value. 

! publishing non-financial price-sensitive informa-
tion - various press releases by the listed joint stock
companies in the post-listing period have contribu-
ted to more complete and accurate information for

the investors on the activities and the important
changes in the operations of these companies. This
covers the information which, pursuant to the
Rulebook on Listing, the listed companies should
provide regarding the purchase of own shares, the
changes in the capital structure, the changes in the
management bodies, the received awards, acknowl-
degments and signed agreements on business
cooperation. What is of special importance is the
introduction of the obligation for the listed compa-
nies to timely inform the public on the convening the
assembly of shareholders, as well as on the so-
called dividend calendar. By publically announcing
the divident calendars of the listed companies, the
investment public has started to be informed on time
about the dividend amount for the previous year, as
well as the important dates related to the payment of
dividends for the previous year (date on acquiring
the right to dividend, laste day of trading with right to
dividend, first date of trading without right to divi-
dend, as well as the deadline for divident payment).

! significantly increased level of transparency in
the operations fo the listed joint stock compa-
nies - as a logical result from ther commenced pro-
cess of continuous disclosure of the financial and
other data on the operations, transparency of the
joint stock companies has also significantly impro-
ved. Transparency and disclosure of data are one of
the basic elements of efficient corporate governance
in the national economy and a precondition for qual-
ity functioning of the securities market. If the inves-
tors do not have access to regular, timely, reliable
and comparable information on the companies, they
will not be in a position to assess the perspectives of
the listed companies and, accordingly, to adopte in-
formation-based investment decisions.
With the expiry of the legal obligation for mandatory

listing (31st December 2004), the Stock Exchange
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started 2005 with 68 listed joint stock companies. In
the meantime, the Stock Exchange de-listed 11 joint
stock companies because they did not meet their obli-
gations regarding the disclosure of financial and other
price-sensitive information and/or iliquidity in trading.
As a result, there are 57 joint stock companies listed
on the Stock Exchange at the moment. Besides this, it
is estimated that large number of the joint stock com-
panies listed on the Stock Exchange still perceive the
existance of the present tax incentives as main stimu-
lus. Further on, larger number of listed companies
uses the tax incentive on the basis of being listed start-
ing 2003, while the requirement for tax incentive under
the Profit Tax Law is for the company to be listed at
least 3 years (on the contrary, there is a possibility to
retroactively pay the unpaid tax in case of de-listing).
Taking this into account, although the legal obligation
for mandatory listing does no loger apply, in order for
the most of the companies to exercise the tax incen-
tives they need to be listed on the Stock Exchange
even in 2005. 

Thus, it comes out that the so-far experience of the
Stock Exchange shows that the tax incentives were
not the main impetus for the joint stock companies to
apply for listing on the Stock Exchange. On the con-
trary, they have done that due to the legal obligation to
be listed, or they will be penalised with rigorous sanc-
tions. However, after the companies become listed on
the Stock Exchange, most of them have gradually
overcome the previous concerns that the listing can
harm they interests, due to which the companies have
accepted the advantage from the existence of tax
incentives together with the other advantages arising
from the listing, among which the image of the compa-
ny. On the other hand, rules on listing on the Stock
Exchange in the existing environment of legally
mandatory listing were relatively flexible to absorb the

joint stock companies that were obliged to appear on
the Stock Exchange. Extending the application of the
tax exemptions for the listed companies, without the
existance of legal obligation to be listed, will enable the
Stock Exchange, as an organized secondary market,
i.e. the Securities and Exchange Commission, as a
regulator and creator of the market conditions, to
strengthen the requirements for listing on the official
market of the Stock Exchange and to increase the
supervision over the implementation of these rules by
the listed companies. 

This scenario is filly compliant with the recent recom-
mendations of the international financial institutions for
further revision of the Securities Law, the Rulebook on
Listing on the Stock Exchange and adoption and
implementation of a special Code on Corporate
Governance of Listed Joint Stock Companies. These
activities will also mean new possibility for additional
harmonization of the business climate in which the
Macedonian joint stock companies operate according
to the EU Directive on transparency, as well as the so-
called OECD White Paper on Corporate Governance
in South Eastern Europe. More efficient corporate gov-
ernance in the joint stock companies will mean greater
openness of the companies to external investors (also
including new issues of securities), which on the long
term will alleviate the financing of their development
and will, ultimately, contribute to the boost of the
amcroeconomic growth of the country. At the same ti-
me, one should point out that the outcome of the over-
all reforms in the Macedonian economy would not be
complete without the existence of standard developed
secondary securities market, as an important segment
where the prevailing influence should be the one of the
non-banking financial institutions, for which the
Republic of Macedonia continuously fails to receive
positive estimates. (for example, 2003 and 2004
EBRD Transition Report). 

Demand for securities

Development-related problems of the securities mar-
ket in the past period were also recorded regarding the
demand for securities. Small purchasing power and
the low level of accumulation, i.e. savings, lost confi-
dence in the financial system and the low level of edu-
cation on the manner of functioning of the securities
market were the most important factors that had an
adverse impact in this field. Thus, main measure by
the state aimed at stimulating the investors to make

�
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more investments in securities was the exemption
from the payment of tax on capital gain for a period of
5 years. This measure was intended to stimulate and
mobilize the domestic saving through the Stock
Exchange, as well as to create conditions for attracting
foreign portfolio investors on the local stock exchange
and to include the national securities market in the
regional and global financial trends.

Still, exemption from payment of tax on capital gain
in the Republic of Macedonia in the past period,
despite certain positive effects in the field of liquidity
and attractiveness of the securities market, did not
yield the maximum effects due to a simple reason that
the market, from a structure point of vew, did not devel-
op with an optimal dynamics. 

As an example, below is a table showing the struc-
ture and the volume of the trading on the Macedonian
Stock Exchange AD Skopje from the moment tax
incentives were introduced in 2001 to 2004.

In the first couple of years since its functioning
(1996-1998), the Stock Exchange was in the initial
stage of development, characterized with marginal
trading and activity, followed by a lonegr period (1999-
2003) during which the Stock Exchange primarely per-
formed the function of necessary market infrastructure
for completion of the privatization of the socially- and
state-owned capital and consolidation of the owner-
ship structures created with the privatization (domi-
nance by the block transactions and government auc-
tions).Appearance of a new development stage on the
Stock Exchange started to be slowly identified even
last year 2004, where, although the processes of con-
solidation of the ownership in the companies are still

not completed, a component is visable towards which
all stock exchanges aim - to become a place where,
with a moderate risk, money of both the domestic and
foreign investors can be invested and multiplied.
Significantly increased trading in 2005 only confirms
such conclusions (in the first 6 months of 2005, the
trading was twice as large compared to the same peri-
od in 2004).

Thus, one can freely say that tax incentives regard-
ing the demand of securities might be abolished exact-
ly at the moment when the market, after decade slug-
gishness, starts to be active for the first time and when
financially motivated investors finally appeared (not
only those using the market for one-off purposes just
to acquire majority shares in the privatized joint stock
companies) which, after all, will be the most affected
by such scenario. 

Experiences of other countries with the 
emerging securities markets

Experiences of the other countries that were or are
characterized by the existence of emerging securities
markets show that in the initial stages of the economic
transition, the countries undertook measures for intro-
duction of tax incentives for the participants on the
capital market (investors, issuers of securities and
financial intermediators).  Thereby, so-far practice has
confirmed that long-term advantages of a well-organ-
ized and functional securities market for a country in
transition overcome the short-term adverse effects of
the tax incentives for the state budget.

In many countries that implemented or are imple-
menting comprehensive market reforms to the end of
promoting the functioning of the financial system
(Peru, Egypet, Argentina, Chile, Greece, Turkey,
Poland, Bulgaria, Romania, Croatia, Slovenia), tax

Shares Block Bonds Government Other securities Total
Trading Trading Trading Trading Trading Trading 

Year (denars) (denars) (denars) (denars) (denars) (denars)
2001 940.846.121 4.675.932.768 980.633.948 22.152.613.759 - 28.750.026.596*
2002 856.997.900 2.620.340.895 708.883.711 1.253.616.367 303.577.609 5.743.416.482
2003 777.407.896 3.768.536.883 1.275.811.631 1.481.751.735 256.294.050 7.559.802.195
2004 1.276.953.888 5.168.491.102 1.459.095.309 395.368.414 15.944.513 8.315.853.226
Total 2.911.359.684 11.557.368.880 3.443.790.651 3.130.736.516 575.816.172 21.619.071.903

(*Large volume of trading in 2001 was due to the increased sale of government securities by the Privatization Agency of the Republic of Macedonia on the market segment on which
state-owned shares were traded, i.e. the privatization of Macedonian Telecom).
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incentives were introduced or existed in the intial
stages of the development of the securities market in
the field of demand for securities and in the field of
offer of securities. 

In the field of demand for securities, government
measures are aimed at full tax exemption of the capi-
tal gains from trading with securities traded on organ-
ized secondary market (Turkey, Egypt, Bulgaria,
Croatia) or tax exemption from the capital gains tax for
a longer period of time (in Poland for example, capital
gains tax has been introduced after 15 years of exis-
tence of the Stock Exchange in Warsaw). Thus, for
example, regarding the tax exemption of the capital
gain, it should be mentioned that at the moment, phys-
ical persons in Bulgaria and croatia are fully exempt
from paying the tax on capital gains realized from trad-
ing with securities, while in Romania, the capital gain
is taxed with the preferential rate of 1%. Just for the
purposes of comparison, should there be no interven-
tions in our tax regulations, capital gains of physical
persons after 1st January 2006 will be taxed pursuant
to the Personal Income Tax Law, with the marginal tax
rate of 24%.

In some countries, it has been noticed that, as meas-
ures to stimulate the demand on the securities market,
they introduce tax incentives for both physical persons
and legal entities when redeeming new issues of secu-
rities of companies listed on the Stock Exchange.
Thus, development of the primary capital market is
stimulated and conditions are created for more dynam-
ic development of the secondary securities market
(Brazil, Mexico, Egypt). 

In the field of offer of securities, government meas-
ures are aimed at encouraging the companies to be
listed on the stock exchange. These measures are
aimed at introduction of a lower profit tax rate or other
tax incentives for the listed joint stock companies for a
certain period of time. For instance, in Egypt for more
than a decade there are tax incentives for the listed

companies (reduction of the tax base of the profit tax,
exemption of the reinvested gain for investment pur-
poses, etc.). As already mentioned in the text, the logic
of these tax incentives is based on the assessment
that the attracting of the companies to be listed
increases the transparency of the operations of the
joint stock companies and the level of corporate gover-
nance, which, from the piont of view of the functionali-
ty of the securities market, has multiple positive
effects.  Greater transparency of the listed companies
provides for more realistic setting of the prices of the
shares of the listed companies (market valuation), a
possibility for their increase and higher value of all
assets/property at macro level.  

Conclusions

Amendments to the tax regulation, in any direction
and in any country, are always a sensitive issue
encouraging, and deserving, a serious debate. Having
this postulate as a starting point, economic policy cre-
ators in the Republic of Macedonia, according to our
opinion, in the coming period will face a significant
dilemma when setting the future tax ambient in which
the national securities market will be operating.

In fact, from the point of view of the present intention
to increase the public revenues, the existence of tax
incentives, without any doubt, creates negative impli-
cations for the financing of the state budget. In addi-
tion, as already known, the existence of any tax bene-
fit only for a certain number of entities in the national
economy, by definition, also opens the issue of
(not)respecting the principle of tax equality. What
encourages the countries to forego part of their rev-
enues on the basis of taxation is most often certain
development or social purposes. The decision how to
balance these opposite efforts is neve an easy one to
reach and depends on the present assessment, the
professional believes and the long-term strategy of the
economic policy creators.  

Taking into account that the issue we are analysing
in this text is the present and the future tax regime in
the Republic of Macedonia, from the point of view of
the functioning of the securities market, we will try to
anticipate the possible consequences from two possi-
ble alternatives: a) what will happen if the existing tax
regime in the field of the securities market remains
unchaged; and b) would would the effects be if the tax
regulation changes in the direction of abolishment of
the existing benefits. 
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Continuation of the existing regime would mean the
following:
! in the future as well (in shorther or longer time peri-

od), the state to forego its revenues on the basis
non-payment of the whole amount of profit tax by the
listed companies and non-taxation of the capital
gains. If one analyzes the data on the realized prof-
it in the last 3 years from the revised financial reports
of the listed joint stock companies, which asked the
Stock Exchange for a confirmation that they are list-
ed so as to realize tax savings, it can be determined
that their aggregate profit amounts to around Denar
4.5 billion, i.e. that the total amount of the tax incen-
tives for these companies in all three years amount-
ed to around Denar 336.3 million. Total tax benefits
for the companies listed on the Stock Exchange in
2004, which have by now asked for a confirmation
for that purposes, amount, from a structure point fo
view, only to 0.21% of the budget revenues for 2005.
Foregone tax revenues on the basis of capital gains
are impossible to quantify, taking into account that
there are no histrical and statistical data on them.

! providing additional stimulus to the listed companies
to remain listed on the Stock Exchange; 

! a possibility (for the Stock Exchange and the Secu-
rities and Exchange Commission) to make more
precise, and to adjust, the regulations in the field of
securities related to the listed companies aimed at
additional increase of the transparency in the opera-
tions of the companies (especially in the field of dis-
closure of the non-financially price sensitive infor-
mation) and more serious implementation of the
principles of efficient corporate governance, with all
related positivie implications therefrom. General
consensus of many domestic and foreign analysts is
that if the Republic of Macedonia does not improve
the level of corporate governance, we will face
absence of efficient structural reforms and low rates
of economic growth for a long time still;

! smooth continuation of the already commenced
process of investments in Macedonian securities by
the domestic and the foreign investors who, in the
future as well, will not pay tax on their realized cap-
ital gains; 

Changing the existing tax regime and introducing
taxation for the listed joint stock companies and the
realized capital gains would mean the following: 
! additional revenues to the state budget;
! greater tax equality;
! need to reorganize the tax administration, taking into

account the little experience in the field of taxation of
capital gains realized from trading with securities;

! possible mass de-listing of the companies from the
Stock Exchange, thus, among other things, signifi-
cantly undermining the reputation of the Macedo-
nian securities market and its attractiveness; 

! level of transparency regarding what is going on in
the companies will only mean respecting the gener-
al obligations for reporting according to the legal
regulations, whereby, at the same time, supervision
over the process of reporting by the companies will
be made distant from the market and the market
institutions and will become an exclusive authority of
the state and/or para-statal bodies;  

! lower yields for the investors in securities due to the
taxation of capital gains;

! decrease of the interest for investments on the
Macedonian securities market due to the larger
number of listed companies and relevant data on
reaching rational investment decisions and lower
investment returns, with a possibility to re-shift the
invesments in other countries in the region.
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In such environment, a key issue would be how these demographic
changes, i.e. the aging process, would affect the future economic
performances, or, what possibilities do the economic policymakers
have to act preventively

The modern world is undergoing a pro-
cess of demographic transition, not only
with regard to slowing down the population
growth, but also its structure is undergoing
changes due to the decline of the number
of young and growth of the number of old
persons. Different countries and regions,
however, are in different phases of demo-
graphic changes. The aging process is
already underway in the developed coun-
tries, while in many developing countries in
Eastern and Southeastern Asia, as well as
Central and Eastern Europe; the aging
process is expected to begin in end-2020.
In other developing countries, the demo-
graphic transition is less advanced and the
working population would grow in the next
decades.

A general trend throughout the world, as
a result of the economic progress, is the
decline in the fertility rates, greater life
expectancy, i.e. slower population growth
and it aging. In such environment, a key
issue would be how these demographic
changes, i.e. the aging process, would
affect the future economic performances,
or, what possibilities do the economic poli-
cymakers have to act preventively, since
they are drawn out quickly, even more if

the process of population aging is already
in advance phase.

Although no single and generally accept-
ed definition of the term population aging
exists in the demographic literature, this
term is most often taken to signify a pro-
cess growth in the share of the population
being more than 60 or 65 years of age. To
be more specific, the population aging pro-
cess, according to Veyret-Verner (Tasic,
1981), begins when: the average age of
the population reaches 30 years: the pop-
ulation aging index (a ratio between the
population of 60 or more years of age and
the population younger than 20) is greater
than 40%; the share of old persons (popu-
lation older than 60) in the total population
is over 12%; and the share of the popula-
tion under 40 years of age in the total po-
pulation is lower than 65%.

The Republic of Macedonia, according
to the population aging indicators, has not
only entered the aging process, but this
process is in an advance phase. Thus, the
indicator of the degree of population aging,
according to the criteria of the Polish
demographer E. Rosset (Vertheimer-Bale-
tic, 1982), shows that the Republic of Ma-
cedonia (according to the 2002 Census),

The viewes expressed in this article are those of the author and do not necessarly represent those of the Ministry of Finance
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having a 15% share of the population over 60 years of
age in the total population, has entered the fourth phase
of population aging. Marginal value of the first phase -
child phase is a share of the old population lower than
8%; of the second - young adult phase, between 8% and
10%, of the third - aging process, between 10 and 12%;
and of the highest, fourth phase - population maturity
phase, above 12%. There is an obvious progress in the
aging process between the two last censuses, from 13%
in 1994 to 15% in 2002.

According to the criteria of the UN experts (Verthei-
mer-Baletic, 1982), the indicator of the phase of popula-
tion aging, i.e. the share of persons above 65 years of
age in the total population shows that the Republic of
Macedonia, with its 10.6% rate, is a country with old pop-
ulation. To be more specific, the marginal value of the
countries with young population is below 4%, with
mature adult population 4-7%, while with old population
above 7%. According to this indicator as well, there is a
notable progress in the aging process from 8.5% in 1994
to 10.6% in 2002.

In order for the analysis of the aging prices to be con-
sidered relevant, it should use several indicators. The
values of five indicators were analysed, those being the
following: Average age, share of young people up to 20
years of age, younger than 40, older than 60 and the
1994 and 2002 aging indices respectively.  According to
the criteria on classification of the aging of population
into seven phases, the Republic of Macedonia reached
the fourth phase in 1994, or the threshold of population
aging, while in 2002 it reached the fifth phase, the popu-
lation aging. There is an evident progress of the aging
process, according to all indicators. The average age of
the population grew from 32.8 to 35, the share of per-
sons older than 60 grew from 13% to 15%, the aging
index grew from 39.2% to 51.3%, and the share of young
persons of up to 20 years of age declined from 33.2% to
29.3, and the share of younger than 40 from 64.5% to
59.6%. With regard to the phase of population aging,
there is an exception only in the indicator showing the
share of those younger than 40 in 2002, which, with
59.6% falls within the fourth phase, i.e. the threshold of
population aging. 

The process of population aging in the Republic of
Macedonia on regional level is very divergent. According
to the aging index, three out of eight regions (Polog
region, South-western and North-eastern region) are in
the fourth phase of demographic age, or on the thresh-
old of population aging, while the other five (Skopje

region, South-eastern region, Vardar region, Eastern re-
gion and Pelagonia region) are in the fifth phase, i.e. in
population aging.

Undoubtedly, the population aging process in the
Republic of Macedonia is a summarizes expression of
the demographic changes on regional level. Hence, it is
very important to compare these changes. According to
the aging index, the share of the persons younger than
40, the share of the persons younger than 20 and the
persons older than 60, as marginal extremes of ranking
are the Polog region and the Pelagonia region. 

What is specific for the Polog region, which, together
with the South-western and the North-eastern region, is
in the fourth phase of population aging, is the smallest
share of persons over 60, the lowest aging index and the
highest share of persons up to 20 years of age and those
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The Republic of Macedonia, according to
the population aging indicators, has not
only entered the aging process, but this
process is in an advance phase. Thus, the
indicator of the degree of population
aging, shows that the Republic of
Macedonia having a 15% share of the 
population over 60 years of age in the
total population, has entered the fourth
phase of population aging
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younger than 40 in relation to all other regions. Accor-
ding to Veyret-Verner criteria, only the Polog region has
not begun the population aging process. A specific fea-
ture of the Skopje region, which, unlike other regions in
the fifth phase, is that it is the closest to values of indica-
tors on country level, which, according to the share of
persons over 60 and those up to 40, is in the fourth
phase, and according to the aging index and the share
of those of up to 20 years of age is in the fifth phase. Due
to the small share of young persons, it is logical to
expect further advancement of the aging process. A sec-
ond extreme with especially alarming demographic
changes is the Pelagonia region. As a result of several
decades of emigration of young people, this region,
unlike all others, has the smallest share of persons up to
20 years of age and younger than 40, and the highest
share of persons over 60 and the highest aging index. 

Hence, it is strange that despite of the devastating
demographic factor in separate regions, rich in economic
resources, and the change of the demographic map of the
Republic of Macedonia, the competent institutions have
still no answer. Even more that the experiences of other
countries show that after reaching the threshold of popu-
lation aging (fourth phase) the aging process accelerates.

Although the demographic processes are an important
factor on the labour market, i.e. the supply, the produc-
tivity and the mobility of labour force, of consumption and
saving of the population, as well as of the other macro-
economic aggregates, we will focus on the fiscal effects
of the demographic transition, i.e. the sustainability of
the fiscal position in conditions of an advance aging
process of the population.

The moderate population growth is often in contrast
with the relatively broad shifts in the ratios between dif-
ferent age groups. The indicator of these shifts is called
an age dependency ratio and is defined as a ratio
between the total number of persons between 0-14 and
over 65 years of age, and the number of persons aged
15-64. Age dependency ratio actually points whether
and to what degree the population aging problem is
present.

The aging process leads to changes in the demo-
graphic structure, i.e. it affects the changes in the labour
force. From this aspect, it is very important to determine
the burden on the working population, which is a demo-
graphic framework for establishment of the labour force,
i.e. economically active part of the population. 

The burden of meeting the needs of the young people
and especially the old people is borne by the working
population, i.e. persons aged 15-64, and this is largely
carried out via the fiscal sector (budgets and funds).
Within this context, a starting benchmark of the burden
on the working population and indirectly, the fiscal sec-
tor, is the indicator of total age dependency, a sum of the
indicator of the age dependency of young persons up to
15 years of age and the indicator of the age dependen-
cy of the people older than 65. In 2002, the indicator of
the total age dependency in the Republic of Macedonia
was 0.46. This means than a little more than two work-
ing persons (more specifically 2.15) meet the needs of
one person falling within the economically dependent
population.

However, since the working population does not fully
participate in the labour market, a more relevant informa-
tion on the burden is provided by the adjusted age
dependency ratio (Pedersen, 2002), starting from the
data on participating and non-participating persons in the
labour force, i.e. is a ratio between the inactive and
active population (labour force). In 2002 the adjusted
age dependency ratio in the Republic of Macedonia was
1.42. The ratio shows that a person from the active pop-
ulation participated in bearing the dependency burden of
almost 1,5 persons from the inactive population. The
financing burden, due to the high unemployment level,
becomes even more unfavourable, if taken into account
that almost 1/3 of the working cohort, or 31.9% (263.483
persons) are unemployed persons, therefore, it is logical
that they do not participate in bearing the dependency
burden, but increase it.

Hence, as a result of population aging and high unem-
ployment (again above the level of 1/3 of the working
cohort) the financial position worsens, both on the
expenditure and on the revenue side since expenditures
rise for pension, medical, social and other allowances
(Coombs and Dollery, 2004) on one hand, and, due to
the same reasons, the tax base narrows as well as the
revenues to finance them, on the other.

In the past decade, a study was prepared (within a sci-
entific research project) on the size of the grey economy
in Macedonia. Research showed that in 1994 the size of
the grey economy ranged between 42% and 45%, and in
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The burden of meeting the needs of the
young people and especially the old people is
borne by the working population, i.e. persons
aged 15-64, and this is largely carried out via

the fiscal sector
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1996, between 36% and 39% of GDP. Combined with
the inadequate legal and institutional infrastructure, as
well as the higher number of economic entities and the
unnecessary heavy administrative regulation, the tax
evasion incentive and the opportunity to thereby absorb
part of the cheap workforce (in conditions of high unem-
ployment, i.e. 31.4% in 1994 and 31.9% in 1996), were
the main driving force for reproduction and deepening of
the grey economy. According to the author's assess-
ment, less grey economy of 35% of GDP, under the
assumed fiscal charges, would generate additional US$
200 million in revenues. 

Such loss in revenues and the need to reduce deficit
so as to maintain and control the targeted fiscal debt and
the level that does not threat future fiscal solvency
(Croce and Juan- Ramón, 2003), enhances fiscal strain
and requires adjustments both on the expenditure and
on the revenue side. Expenditure cuts and revenue gen-
eration, although yielding results on the short run, i.e.
reducing the fiscal deficit and debt, on the long run, can-
not significantly improve the fiscal position. More specif-
ically, the applied policy of expenditure cuts, i.e. reduc-
tion of the relative share of transfers (for pensioners,
unemployed, welfare beneficiaries etc.) while the num-
ber of these beneficiaries rises1, as well as revenue gen-
eration, i.e. tax rises (especially on the workforce - in-
creasing salary contributions since 2001) pushes the
economy in the grey zone again, undermines revenues
and narrows the space for manoeuvre for reducing fiscal
strain.

In this context, taking into account the strategic objec-
tive and the commitments for future joining in the Eu-
ropean integration process, as well as the reference
value on debt limit according to the fiscal convergence
criteria in the Maastricht Agreement (gross public debt
not exceeding 60% of GDP), in the past decade, an
assessment was made of the sustainability of the
applied fiscal policy of the Republic of Macedonia on the
long run (Grozdanovski, 2000) by simulation (under a
simplified model) of two scenarios.2 According to the first
(optimistic) scenario, under the given assumptions, the
Republic of Macedonia in the period 1994-1998, with

exception of 1998, has sustainable fiscal policy on the
long run. According to the second scenario, achieving
sustainable fiscal policy on the long run under the exist-
ing environment of unfavourable economic growth and
high real interest rates imposes additional fiscal efforts to
close the solvency gap (difference between the current
and the sustainable primary deficit) i.e. making primary
surplus so as to stabilize the targeted public debt/GDP
on the current level.

In one takes into account that major part of the foreign
public debt of the Republic of Macedonia was agreed
under market (LIBOR plus risk premium) and also vari-
able interest rates, in an environment of insufficient real
economic growth and high real interest rates on the
domestic financial market, such policy would be difficult
and painful process, coupled by uncertainty (Barnhil and
Kopits, 2003) and undesired side effects (the formal
economy gives room to the grey economy), even more
that the public debt growth trend continues (the external
debt of US$ 1.44 billion in 1998 now exceeds the level of
US$ 1.9 billion). 

Hence, the strategic objective in achieving fiscal sus-
tainability, in an environment of population aging and
grey economy and as a result, greater number of net
users against net-generators of fiscal resources requires
additional systemic reforms and even more important,
intensified economic activity and sustainable economic
growth on the long run.

�
�

In 2002 the adjusted age dependency ratio
in the Republic of Macedonia was 1.42. The
ratio shows that a person from the active
population participated in bearing the
dependency burden of almost 1,5 persons
from the inactive population. The financing
burden, due to the high unemployment
level, becomes even more unfavourable, if
taken into account that almost 1/3 of the
working cohort are unemployed persons

1) Thus, since 1998 (last year of the period when I evaluated the sustainability of the applied fiscal policy of Macedonia) until 2002 (the year of the population Census, from which the data
were taken for determining the population aging process in Macedonia) the relative share of pensions and other allowances in the consolidated fiscal balance declined from 26% to 22,3% - in
an environment of growing number of pensioners, from 232,500 to 249,421, the share of the welfare expenditures declined from 3,7% to 3,4% - while the number of households-welfare benefi-
ciaries grew from 63.691 to 82.673, the share of the medical expenditures declined from 20% to 14% - while the number of medical insurance beneficiaries grew from 936.305 to 1.205.157
respectively.
2) The stabilization of debt/GDP at the targeted - current level in the model of primary solvency gap, was obtained under the assumption that the difference between the real interest rate and
the real growth rate in the long run is 1% (optimistic case scenario) and 5% (pessimistic case scenario), as well as assumed long-term 1.7% seigniorage (as part of GDP).
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Greater competition, transparency and efficiency in public 
procurement contribute to greater efficiency of the country, 
especially in the area of public expenditure management

Public procurement is key link in the
transition towards market economy. By
making procurements, the government be-
comes direct market participant and its
behaviour largely affects the overall eco-
nomic trends. While making procure-
ments, the government should adhere
to the basic principles of market econo-
my, i.e. ensuring free competition, since
it is easier to understand the mar-
ket structure under free competi-
tion. Greater competition, trans-
parency and efficiency in public
procurement contribute to grea-
ter efficiency of the country, es-
pecially in the area of public ex-
penditure management, thus enab-
ling stronger economy and greater
efficiency in public expenditures in
general.

The legal provisions aimed at
achieving the following objectives:
cost-efficiency; effectiveness, non-
discrimination; transparency; ac-
countability; promotion of national
industry and employment; other
special objectives, such as state
security, regional development
and social justice.

Public Procurement Law regulates these
issues in detail and comprehensively. This
is done by precisely determining the public
procurement entities, by specifically set-
ting strict rules of their conduct (as procur-

ing entities) in the procurement pro-
cedures (planned and provided
funds for procurement, legality, ra-

tionality, efficiency, transparency
and publicity, stimulating fair
competition and ensuring
equal and non-discriminato-
ry position of bidders); ensu-
ring maximum and high

competency of bidders (fi-
nancial capability, profession-
al and technical competen-
ces, managerial capabilities,
experience and reputation);

legal protection of bidders (on
the basis of principles of legal-
ity, accessibility, equality and
non-discrimination, urgency,
efficiency and two-instance de-
cision-making, and especially
court protection), as well as en-
suring developed mechanism
of oversight and control. The
Law guarantees full protection
to both domestic and foreign

The viewes expressed in this article are those of the author and do not necessarly represent those of the Ministry of Finance
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bidders against any discrimination (principle of non-dis-
crimination).

The tender procedure begins after the completion of
preparatory activities. Therefore, it envisages that the
application definition, the packaging, the type of procure-
ment, the technical specifications, the bid assessment
criteria and bidder selection criteria have already been
determined. The documents available to the procuring
entity are the following: (1) list of conditions; (2) techni-
cal specifications along with assessment criteria; (3) ap-
propriate group of (standard) contractual terms and con-
ditions; and (4) a set of criteria for assessment of bid-
ders' qualifications.

At this stage, the operations of the procuring entity
changes the character and becomes more public. The
task of the procurer is to invite bid submissions, to eval-
uate them and to propose awarding the procurement to
a qualified bidder, most often within strict time periods
given by the procurement schedule. This imposes more
obligations for the organizational units (professional ser-
vice) with regard to their work, in accordance with the gi-
ven rules and guidelines, and especially with regard to
the systematic operations, to adhere to the conditions of
confidentiality and appropriate interaction with the bid-
ders. The responsibility lies within the head of procure-
ment unit and special attention should be paid to this,
especially if the procurer has created ad hoc organiza-
tion for the respective call with no prior experience in
public procurement.

The objective is to make classification of the respec-
tive bids to the end of identifying the most favourable bid.
A key rule for proper estimate is that only those factors
could be taken into account that are indicated in the ten-
der documentation, solely under the criteria indicated in
the tender documentation. Failure to adhere to this rule
is the cause of wrong procurements. This emphasizes
the need to have carefully written specifications and
clear and transparent evaluation criteria. If, during the
evaluation phase the procuring entity discloses signifi-

cant bases and reasons for introduction of new criteria,
or change in the specifications, the tender procedure
must be repeated.

Regardless of the criteria applied, one should follow
the following steps: (1) conversion of bid prices into a
common currency; (2) the bids should be technically and
commercially equivalent with the price estimate, if any, of
the acceptable deviations from the indicated conditions
("levelling the bids"), and (3) application of different crite-
ria to the end of arriving at an "estimated price" for each
bid. One should take into account the fact that usually all
criteria could be expressed in monetary terms and only
in special cases, when procuring lower-value items, the
system of points is recommended.

According to the provisions referred to in Article 50 of
the Public Procurement Law, the criteria for selection of
the most favourable bid, depending on the type of pro-
curement could be:
! the lowest price only, or
! economically most favourable bid with regard to the

price, delivery deadline, manner of payment, operational
costs, efficiency, quality, aesthetic and functional fea-
tures, technical quality, guarantee and post-guarantee
period, post-sale service and technical support (spare
parts etc.).

In the invitation and in the tender documentation, the
procuring entity would set the evaluation criteria to be
applied, which could be expressed in points or monetary
terms.

After the announcement, i.e. submission of bids, the
procurer cannot change the criteria, i.e. when making
evaluation, it can apply only those criteria that were pub-
lished in the invitation and in the tender documentation.

When applying the criteria referred to in paragraph (1),
line 2 of this Article, the procuring entity sets in the invi-
tation the value of each criterion with certain number of
points, in order of their importance, and thus the total val-
uation should range between 1 and 100 points.

The first criterion for selection of the most favourable
bid, depending on the type of procurement, is the price.
Actually, the tender documentation should specify the
relevant factors that should be taken into account when
assessing the bid and the manner in which they would
be applied to the end of determining the most favourable
(the cheapest) bid. The factors to be taken into account
include, inter alia, transportation costs in the country
from the point of procurement (project), payment sche-
dule, time of completion of the construction or opera-
tions, operating costs, efficiency and compatibility of

�

�

The legal provisions aimed at achieving the
following objectives: cost-efficiency; 

effectiveness, non-discrimination; 
transparency; accountability; promotion of

national industry and employment; other 
special objectives, such as state security,

regional development and social justice
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equipment, availability of service and spare parts and
smaller deviations, if any.

When the second criterion is the economically most
favourable bid, the procuring entities could take into
account everything, above all, criteria referring to the
quality of procurement, i.e. the minimum technical spec-
ifications that must be applied and all possible specific
requirements for their presentation; the aesthetic and
functional features of the procurement; technical support
and post-sale services; delivery period; period (deadline)
of delivery or the period (deadline) of procurement com-
pletion; the price etc.

Starting from these general remarks, one could say
that the term "criterion" is a measure to assess value,
items and phenomena, or, more generally, it is a princi-
ple of behaviour. Taking this general remark as a starting
point, the lowest price is most often considered as the
measure for evaluating the economically most
favourable bid, as the sole criterion enabling the conclu-
sion of a procurement contract. When the lowest price is
taken as a criterion, this means that the procuring entity
has chosen the price, i.e. the lowest price as its main cri-
terion.

Other criterion for selection of the most favourable bid
is the economically most favourable bid (shown cumula-
tively) with regard to the price, delivery deadline, manner
of payment, operational costs, efficiency, quality, aes-
thetic and functional features, technical quality, guaran-
tee and post-guarantee period, post-sale service and
technical support (spare parts etc.). When the procuring
entity takes into account both the price and other per-
formances, than it chooses higher-quality option of pro-
curement, i.e. better choice. In this case one should
especially emphasize that when applying these criteria,
it must make classification, i.e. quantification of these cri-
teria via various forms (points, etc.), thus being obliged
to determine, most objectively, the initial bases for selec-
tion of the most successful bidder. Actually, the criteria
are interconnected and they could, as a whole, ensure
cost-efficiency and quality of procurements.

This option for selecting the most favourable bid cur-
rently prevails in the procurement activities in most coun-
tries, unlike the criteria of lowest bid price.

Under Article 3 of the Methodology on Expressing Cri-
teria into Points, ("Official Gazette of the Republic of Ma-
cedonia", no. 10/2005), depending on the subject to pro-
curement, the lowest offered price would be taken as
basis for expressing the criteria of lowest price in points,
and it would be given the highest number of points.

The points for the other offered prices would be calcu-
lated as percentages in relation to the lowest price
according to the following formula:

or S = --------------------

the symbols have the following meaning:

c = points received
C = bid price
Cmin.= lowest bid price
X = maximum no. of points

If, during the procedure, i.e. bid opening, it was deter-
mined that the 3 bids had full economic and financial and
technical documentation, and their bid prices were the
following: a1= 6.585.000 denars; a2= 6.490.000 denars;
and a3= 6.615.000 denars, this means that their evalua-
tion would be made as follows: 

a1= S =  --------------------

C = ---------------------------------------

A1= 98,55 points

a2= S =  --------------------

C = ---------------------------------------

A2= 100,00 points

a2= S =  --------------------

C = ---------------------------------------
A3= 98,11 points

No. of points =
lowest bid price   . maximum no. of points

bid price

C min. . X
C

C min. . X
C

6.490.000  . 100
6.585.000

6.490.000  . 100
6.490.000

C min. . X
C

6.490.000  . 100
6.615.000

C min. . X
C
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This evaluation of bids leads to a conclusion that
the best bid is the one of the a2 bidder.

According to Article 4 of the Methodology, when the
procuring entity selects the criterion of economically
most favourable bid, it evaluates the bids with regard to:
bid price, delivery deadline, manner of payment, opera-
tional costs, efficiency, quality, aesthetic and functional
features, technical quality, guarantee and post-guaran-
tee period, post-sale service and technical support by
expressing certain number of points ranging from 1 to
100 and indicates them according to their importance.

The total number of points on all elements combined,
selected by the procuring entity could be up to 100.

According to Article 5 of the Methodology, the points
could be calculated as follows:
! quality - quality points are calculated by adding the

points on the basis of : technical specifications, quali-
ty certificate, technical qualities, functional features,
aesthetic features and other technical features,
defined by the procuring entity in the tender documen-
tation.

! price - calculation of points for the bid price is calcu-
lated in percentages, in relation to the lowest bid price
and thus the lowest bid price is multiplied by the max-
imum number of points and divided by the bid price

according to the following formula:

or S = --------------------

the symbols have the following meaning:

c = points received
C = bid price
Cmin.= lowest bid price
X = maximum no. of points

! delivery period - the  points for delivery period are
calculated in such a manner that the minimum period
set by the procuring entity brings maximum number of
points and the points for other bidders are determined
as percentages in relation to the minimum delivery
periods.

! payment manner - advance payment brings less
points, while the bid not requiring an advance pay-
ment brings more points.
The offered deferred payment and crediting bring mo-

re points.
! guarantee period - the points for the guarantee peri-

od are calculated in such a manner that a longer guar-
antee period brings more points and vice versa.  

! post-sale service and longer period of service ava-
ilability - greater number of post-sale services and
longer offered period of service availability bring high-
er number of points.
In the announced tender, the following evaluation cri-

teria were determined:
Quality = 40 points
Price (value) = 30 points
Delivery = 15 points
Payment period = 15 points

If, during the procedure, i.e. bid opening, it was deter-
mined that the 3 bids had full economic and financial and
technical documentation, and their bid prices were the
following: a1= 7.734.000 denars; a2= 8.318.000 denars;
and a3= 7.407.000 denars, this means that their evalua-
tion on the basis of the price (value) of the bid would be
made as follows: 

a1= S =  --------------------

C = ---------------------------------------

A1= 28,73 points

�

�

The objective is to make classification of the
respective bids to the end of identifying the

most favourable bid. A key rule for proper
estimate is that only those factors could be
taken into account that are indicated in the

tender documentation

No. of points  =
lowest bid price  . maximum no. of points

bid price

C min. . X
C

C min. . X
C

7.407.000  . 30
7.734.000
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a1= S =  --------------------

C = ---------------------------------------

A2= 26,71 points

a1= S =  --------------------

C = ---------------------------------------

A3= 30,00 points

On the basis of the quality criterion, determination of
sub-criteria or elements to be valued is necessary, for
example:

The aforementioned elements are merely an example,
they depend, above all on the subject to procurement
and technical conditions of the procurement. On the
basis of this, a list of satisfactory elements was made in
the three bids:

Delivery period of the 3 bids with full economic and
financial and technical documentation was the following: 

Bid a1 = 25 days for delivery as of the day the agree-
ment is signed;

Bid a2 = 40 days for delivery as of the day the agree-
ment is signed;

Bid a3 = 35 days for delivery as of the day the agree-
ment is signed.

This means that their evaluation on the basis of deliv-
ery period would be made as follows: 

a1= S =  --------------------

C = -----------------------

A1= 15,00 points

a1= S =  --------------------

C = -----------------------

A2= 9,37 points

a1= S =  --------------------

C = -----------------------

A3= 10,71 points

Payment period of the 3 bids with full economic and
financial and technical documentation was the following: 

Bid a1= 15 days deferred payment after the delivery;
Bid a2= 8 days deferred payment after the delivery;
Bid a3= 30 days deferred payment after the delivery.
This means than none of the bidders requested

advance payment.
This means that their evaluation on the basis of pay-

ment period would be made as follows: 

a1= S =  --------------------
C = -----------------------

A1= 7,50 points

C min. . X
C

C min. . X
C

7.407.000  . 30
8.318.000

7.407.000  . 30
7.407.000

Satisfactory Partially Unsatisfactory 
quality satisfactory quality
level quality level level

Technical features 10 9 0
Quality certificate 10 9 0
Technical capability 10 9 0
Expansion capability 10 9 0

Elements A1 A2 A3
Technical features 10 9 9
Quality certificate 9 10 10
Technical capability 10 9 10
Expansion capability 10 10 0
Total 39 38 29

C min. . X
C

C min. . X
C

C min. . X
C

25  . 15
25

25  . 15
40

25  . 15
35

C min. . X
C 15  . 15

30
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a1= S =  --------------------

C = -----------------------

A2= 4,00 points

a1= S =  --------------------

C = -----------------------

A3= 15,00 points

On the basis of the prior evaluation, a table is made of
the separate points obtained by the three bids:

The table shows that the bid a1 received the highest
number of points (90,23) and the following list is pro-
posed:

a1 = 90,23 points
a3 = 84,71 points, and 
a2 = 78,08 points.

The calculations, together with a report on the pro-
cedure is submitted to the head of the institution, i.e.
the administrative body, and they would select the
most favourable bid from the proposed list.

�

�

When the second criterion is the 
economically most favourable bid, the

procuring entities could take into account
everything, above all, criteria referring to the

quality of procurement, i.e. the minimum
technical specifications that must be applied

and all possible specific requirements for
their presentation

C min. . X
C

C min. . X
C

8  . 15
30

30  . 15
30

Elements A1 A2 A3
Quality (max. 40 points) 39,00 38,00 29,00
Price (max. 30 points) 28,73 26,71 30,00
Delivery period (max. 15 points) 15,00 9,37 10,71
Payment period (max. 15 points) 7,50 4,00 15,00
Total 90,23 78,08 84,71
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OF THE (MACEDONIAN) 
EDUCATION SYSTEM IN
PROMOTING 
SUSTAINABLE GROWTH

The relatively high returns both to a level and to a year of college and university 
education found in my empirical work suggest that acquiring more education is a
worthwhile strategy for the Macedonian population. Higher education helps individuals
to more easily find employment and to enjoy higher wages
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1. Introduction

Knowledge and ideas, in particular the
extent to which they are embedded in prod-
ucts, services and manufacturing process-
es are fundamental components of the
New Economy determining the
growth of the living standard
and job creation (Progressive
Policy Institute, 2000). Conse-
quently, government policies
can boost the long-run econom-
ic growth through investment
and hence increase and deepen
the knowledge base of the
economy including re-
search, education,
skills and techno-
logical innovati-
ons. Education is a
key catalyst for
growth in the New
Economy (Sianesi
and Van Reenen,
2003). For instan-

ce, the OECD (2003) estimates a 6% long-
run effect on per-capita GDP of one addi-
tional year of education in the OECD. Mo-
reover, Van der Sluis and Van Praag (2004)
argue that education is a key input in stim-

ulating entrepreneurship and starting
business, an important pathway to

reducing unemployment. 
Economic reforms during the

1990s helped most CEECs
achieve positive growth rates
but achieving rapid long-run
economic growth remains a

great challenge for policymak-
ers. While transition effects

have mainly determined
recent economic
performance, the
long-run perform-
ance will largely

depend on the
accumulation of hu-
man and physical
capital and resulting
increases in total fac-

The viewes expressed in this article are those of the author and do not neces-
sarly represent those of the Ministry of Finance
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tor productivity (World Bank, 2003). Hence the impor-
tance of enhancing the educational attainment of the pop-
ulation as a means of increasing economic growth (Sia-
nesi and Van Reenen, 2003). Labour markets are the me-
chanisms through which human capital (labour) is allocat-
ed to its most productive use, and where incentives are
set for the creation of human capital (Jurajda, 2003). 

The structure of this paper is as follows. I first briefly
introduce the human capital theory and the Mincer earn-
ings function as a commonly used method to directly 'test'
that theory along with its main weaknesses. A critical
assessment of the growing literature of returns to educa-
tion in transition economies is then carried out. In section
4 I conduct an empirical analysis of the private returns to
education in Macedonia. In addition to private, social re-
turns and costs of more educated nation are investigated
in section 5 as a more relevant guide for policymakers in
determining the (socially) optimal production of educa-
tion. Section 6 concludes by providing policy recommen-
dations. 

2. Human capital theory

Human capital theory provides an explanation for the
observed correlation between higher levels of education
and higher wages (Weiss, 1995). It presumes a causal
relationship between education and skills, and skills and
marginal productivity. Finally, productivity is rewarded in
the labour market by higher employment prospects and
higher lifetime earning power. 

The emergence of modern theory of human capital is
attributed to Gary Becker (1964). He proclaimed that
investment in education is tantamount to an investment in
a machine and can be analysed in a similar way. The dis-
counted stream of future benefits from investment in edu-
cation should exceed the discounted stream of outlay of
time and money engaged in its purchase.

The empirical approximation of the human capital theo-
retical framework is the Mincerian earnings function 

where wi is an earnings measure for an individual i, si
is a measure of years of schooling, xi represents a meas-
ure of experience, Xi is a set of other variables assumed
to affect wage,  and the disturbance term, ui, represents
other factors which may not be explicitly measured,
assumed to be independent of Xi and si. Under certain
assumptions discussed below, r can be considered as
private return to schooling. If r that represents an internal
rate of return is greater than the market rate of interest
more education is a worthwhile investment for the individ-
ual, assuming s/he can borrow against that rate.    

To distinguish between different levels of education, (1)
can be extended to substitute a series of 0-1 dummy vari-
ables for schooling, corresponding to discrete education-
al levels (Psacharopoulos and Patrinos, 2004)

where D is a dummy variable for the subscribed level of
education (in this case, s-secondary and u-university)
and the corresponding r is the rate of return to analogous
educational levels. To avoid matrix singularity, I omitted
one of the mutually exclusive categories of education that
is primary level.  

While the earnings function approach is useful tool in
the empirical analysis of the economic value of schooling
as an investment, it has several limitations. Firstly, it
assumes no tuition costs (or direct costs) and taxes and
infinite time horizon and neglects length of working life
and uncertainty about future returns at the time schooling
decisions are made (Heckman et al., 2003; De la Fuente
and Jimeno, 2005). If those are incorporated, the coeffi-
cient on schooling need no longer equal real interest rate
and loses its interpretation as internal rate of return.
Secondly, social cost cannot be readily incorporated in
this approach although macro level studies incorporate
positive externalities (for a survey of macro studies see
Sianesi and Van Reenen, 2003). The social rate of return,
in addition to private one, accounts for the amount that
the rest of the society would be prepared to pay so that
the individual can acquire education (usually in the form
of paid taxes) and for any net positive (social) externali-
ties associated with the individual's education. For exam-
ple, an educated population may bring the positive exter-
nalities to the society in terms of a greater ability for inno-
vation, higher democracy, lower drug abuse, lower infant
mortality, etc. Thirdly, it neglects the consumption compo-
nent of schooling which yields short-run utility, for exam-
ple, it is a pleasure to learn about the world. 

Particular changes in the OLS specification may signif-
icantly influence the rate of return coefficient. For exam-

�
�

Government policies can boost the long-run
economic growth through investment and

hence increase and deepen the knowledge
base of the economy including research, 

education, skills and technological
innovations. Education is a key catalyst for

growth in the New Economy
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ple, experience is seldom well measured in datasets
hence is often proxied by age minus the age left educa-
tion (so-called potential experience), or even by the age
alone (Harmon et al., 2003). Another of those changes is
inclusion of more covariates in the regression. Perreira
and Martines (2004) explain that if these covariates are
choice variables that depend on education, the coefficient
on schooling will drop up to half of its size. 

The basic specification of the Mincerian function which
assumes that (log) earnings are linear in education, that
is each year of schooling adds the same percentage
amount to earnings, may seem implausible (Ryan, 2001).
There is a limited evidence that some years of schooling
bring 'sheepskin' effect, for example, leaving education
the year immediately following a year of credential
awards may generate a lower return for that year creat-
ing a drop in the education/earnings profile. Harmon et al.
(2003) find that a linear form seems to be a reasonable
approximation of the true functional form whereas Munich
et al. (2004) find higher returns to years leading to a cre-
dential. 

Notwithstanding this critique, Belfield (2000) explains
that the human capital model appear to have strong
explanatory power which, coupled with the positive pri-
vate rate of returns found in practically every country
(Psacharopoulos and Patrinos, 2002), suggests that edu-
cation is an important and worthwhile investment, even
when we allow for both the endogeneity of decisions to
invest in education and different abilities. However,
Belfield explains that these positive returns do not pre-
clude 'poor' schooling investments at society level, partic-
ularly in the case of uncertain opportunity costs of educa-
tion or if there are government subsidies. When the role
of education is simply to reduce signalling costs in the
labour market, private returns are a poor proxy for social
returns in that the latter are lower (Sianesi and Van
Reenen, 2003). In particular, in the case of signalling,
adding one more year of education to every individual
may add nothing to the productivity of the labour force
and to the GDP. 

3. Empirical studies on (private) returns to
education in CEECs: a critique

Recent estimates of the Mincer earnings function for
transition economies mainly seek to investigate the rele-
vance of the two competing hypotheses of the impact of
transition on the returns to education. The first hypothe-
sis proposed that the rate of return to schooling would
rise during transition as wages in the market economy

would be set by free interaction in the labour market
replacing the compressed wage structure during commu-
nism (Svejnar, 1999). The alternative hypothesis argued
that human capital and experience gained under commu-
nism may not be useful in the new market economy
hence the rate of return to education and experience
would fall from pre-transition to transition. In addition,
estimation of returns to different types of education, in
particular vocational vs. general, may be a useful policy
guide for better use of the public money during transition
(Campos and Jolliffe, 2004; Dimova and Gang, 2004).

The average return to a year of education in CEECs of
about 7% (Campos and Jolliffe, 2004) is below the aver-
age for developed economies found in Psacharopoulos
and Patrinos (2002) which is unexpected since they find
declining return to rising levels of national income. One
possible explanation is the obsolescence of the human
capital acquired in communism in the changing econom-
ic environment during transition so that one year of com-
munist schooling supplies less human capital than year of
education in the new market economy (Jurajda, 2003;
Campos and Jolliffe, 2004). Increasing returns to educa-

tion are observed in all transition economies for which
estimates exist for rates of return in the communist sys-
tem and in transition though few studies examine the sig-
nificance of the differences in coefficients. The extent of
this increase as well as gender differences and their
change during transition vary across CEECs. 

However, most of the Mincer earnings studies in
CEECs suffer methodological problems which questions
their usefulness as an education policy guide. Besides
the potential weaknesses of the empirical studies of
returns to education based upon the Mincer earnings
function examined in section 2 here I raise additional
problems that may arise when interpreting coefficients
obtained from empirical investigations in CEECs and
using them as a policy guide. Apparently high private

�
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While the earnings function approach is
useful tool in the empirical analysis of the
economic value of schooling as an 
investment, it has several limitations.
Firstly, it assumes no tuition costs (or
direct costs) and taxes and infinite time
horizon and neglects length of working life
and uncertainty about future returns at the
time schooling decisions are made



The importance of the (Macedonian) education system

104

returns to post-compulsory schooling in transition
economies and high unemployment rates in some of
them may guide policymakers to expand compulsory
education and elevate post-compulsory education.
However, the marginal social rates of return may be
much lower than the average private returns to education
because of several factors (Adnett and Hoti, 2004). For
example, in a static labour market, the higher educated
individuals may merely displace the less educated.
Furthermore, in static and slack labour markets the over-
education phenomenon is likely to exist where individuals
fill jobs with skill requirements lower than those that they
possess. Higher education attainment is then a signal of
the potential worker's productivity leading to an overin-
vestment in education from a society's point of view. 

4. Private returns to education in Macedonia

The estimation of the returns to education in
Macedonia that I carry out in this section provides an
insight into the labour market rewards to different levels
and types of education. My ultimate goal is to provide a
useful guide for Macedonian education policymakers
helping them to adjust the supply to the labour demand.
So far, there are only two studies on the returns to edu-
cation in Macedonia. The first one is a study carried out
by Azam and Rutkowski (1998), also reported in
Rutkowski (2001) which is rather incomplete, not detailed
and not policy oriented. The other one is the Bevc's
(1993) study where Macedonia is analysed as part of ex-
Yugoslavia. Though, Bevc uses a different approach to
estimating returns to education than Mincer earnings
function, that is the full method based on a cost-benefit
analysis which makes her findings incomparable with my
estimates.

I start this section with a discussion on the data and
methodology and then present my main findings from the
OLS estimation. 

4.1. Survey data and descriptive statistics

Data used in my analysis are from the Labour Force
Surveys (LFSs) conducted by the State Statistical Office
of the Republic of Macedonia. The unit of observation is
a household, in particular its working-age members (aged
15 and more). I have data for three years, 1998, 2000
and 2002 for employed individuals. 

My samples are large (above 7,000 employed individu-
als) compared to studies for other transition economies
which gives me more confidence in presenting and inter-
preting my findings. However, for some observations

wages equal 0 either because workers did not receive
wage in the previous month of the survey conduct or
because they did not report their wage. Hence, the sam-
ples size used for my empirical work drop, for example,
to 5669 in 2002. Indeed, wage arrears are quite common
in Macedonia. According to the State Statistical Office,
about 18% of employed workers in April 2005 did not
receive their wage on time. 

Individuals in the Macedonian LFS report the highest
level of education completed so that I estimate returns to
an educational level not years, that is specification (2). I
estimate the returns to an educational level and the mar-
ginal returns to a year of education within each level. The
LFS data provide information on age, gender, hours
worked, nationality, type of employment contract, em-
ployment status, firms' ownership and region of employ-
ment.   

According to the descriptive statistics of the sample
population, about 61% of wage earners in 2002 were
males, 85% from the Macedonian speaking population,
with the average age of 41 years and 21% were younger
than or at age of 31. The largest proportion of the sample
population had 4-year secondary education (general,
technical and vocational), 37%, then primary and less
(33%), 13% had completed 3-year (vocational) second-
ary education, 12% university and 5% college education. 

4.2. Methodology

I apply the OLS estimation approach to the censored
sample (sample without zero wages). At this point I am
interested in answering two key questions. First, I should
determine which model specification I will use. Second, I
need to test for parameter stability between subsamples
of years, genders and age to see whether I can estimate
with pooled data or I should run separate equations.

In section 2 I explained that inclusion of additional dum-
mies in the Mincer earnings function that are often found
in CEECs' studies may lead to a misspecification and
(erroneously) take out part of the estimated returns to
education if those variables are not exogenous from
schooling. Hence, I begin with the following general spec-
ification: 

where i stands for individual and variables are defined as:
age is the age of the respondent used as a proxy for

experience and agesquared should capture concavity of
age-earnings profile;
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reference category for education is primary that equals
1 if an individual completed primary education or less,
otherwise 0;

threesec equals 1 if an individual has completed 3-year
secondary education (exclusively vocational), otherwise
0; 

secondary equals 1 if an individual completed 4-year
secondary education, otherwise 0;

non-tertiary equals 1 if an individual completed post-
compulsory non-university education, otherwise 0; 

university equals 1 if an individual obtained degree in
university level education, otherwise 0;

hours are the weekly hours worked; 
gender equals 1 for males, otherwise 0;
nationality equals 1 if an individual speaks Macedonian

language, otherwise 0.
Then I proceed by examining whether I should estimate

pooled data or subsamples between years, genders and
workers older than 31 and those 31 or younger (hereafter
old and young, respectively). Estimating separately sub-
samples of old and young workers is based on an
assumption of different relevance of the 'communist' and
'new' education for the market economy. Tests on the
parameter stability1 show that all the groups of subsam-
ples have equal variances but unstable parameter values
which means that I should separately estimate each of
them. I will then estimate 12 regressions in total: two by
gender and two by age in all three years. 

4.3. Results by years

For each year, I estimate equation (3) by OLS. Results
are presented in Table A1 in Appendix. In the panel A of
the table I present estimated coefficients along with the t-
statistics whereas the returns to experience, education
and other personal characteristics on wage are shown in
panel B. Coefficients in my model are jointly and inde-
pendently significant at 1% significance level. All coeffi-
cients have the expected signs. I carried out interval esti-
mation and found that the coefficients did not significant-
ly change over the five years captured by my samples.
The exception is the rate of return to a 3-year secondary
education which significantly declined. 

I examine the results for 2002 as latest year and
because findings between years are quite similar. An
additional year of experience (proxied by age) yields
2.4% increase in an individual's earnings, other things
being equal. The negative coefficient on squared experi-
ence shows that, as in almost all economies, age-earn-
ings profiles in Macedonia are concave. The peak of the

profile in 2002 is at the age of 44 which is relatively high
compared to other transition economies (for example age
of 26 for the Czech man found in Munich et al., 2005).
Azam and Rutkowski (1998) find insignificant coefficients
on experience (proxied by tenure) in non-private sector
and a concave age-earning profile for the private sector
with an implausibly early peak at the age of 16. 

Other things being equal, those with completed 3-year
secondary education have 16% higher wages in
Macedonia than those with primary education. Comple-
tion of a 4-year secondary education raises wages by
37% relative to individuals with primary education with
the same other characteristics whereas completed non-
tertiary education is rewarded by a 53% higher wage than
primary education, other things being equal. Acquiring
university education is an effective investment strategy
that yields twice the earnings of individuals with primary
education attainment with the same other characteristics.
Comparing the estimates for Macedonia with those of
other transition economies I find that estimated coeffi-
cients on education in Macedonia are somewhere in the
middle meaning that investing in a particular educational
level in Macedonia has on average the same payoffs to

similar investment in other transition economies.
However, if we take into account the relatively high unem-
ployment and wage risk in Macedonia, overall returns to
investment in education to Macedonian individuals would
be greater for the same financial rate of return.     

An additional weekly working hour in Macedonia raises
earnings by 1% holding other things constant. Women on
average earn 80% of wages of men with the same
observable characteristics, a slightly higher relative pay
than that found in Rutkowski (2001). Individuals from
Macedonian speaking population have 12% lower wages
than the rest of the population, other things being equal. 

Estimation of returns to a level of education permits us
to make inferences about the relative importance of dif-
ferent levels and types of education. Since secondary
education level is divided between 3-year studies (voca-
tional education) and 4-year studies (which in addition to

1)  Not presented here for the brevity of discussion.

�
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that education is an important and 
worthwhile investment
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general include vocational and technical education) I can
verify the relative importance of the 4-year programmes.
In panel C of Table A3 I present the marginal returns to a
year of education within each education level and find
evidence against the common believe that each year of
education adds same amount to earnings. For example,
a year of 3-year secondary education increases earnings
by 5.4%, a year of 4-year secondary education by 10%,
of college education by 15% and a year of university level
studies increases earnings by 21%. This is a counterac-
tive evidence of the presence of the sheepskin effect
which here I cannot test directly because the LFS does
not collect data on drop-outs. 

4.4. Results by gender and age

The gender dummy in the specification of the model (3)
was significant and increased the explanatory power of
the model without reducing the estimates on schooling.
Table A1 panel B shows that males earn about 16 to 20%
higher wages than females with same observable char-
acteristics. However, the F-test and the Chow test that I
applied to the gender subsamples showed that I should
estimate separate gender equations in all three years. 

Estimated coefficients2 on returns to experience are
higher for males than for females, and for the latter (along
with the coefficients on squared age) they are insignifi-
cant in 2000 pointing that females may not have a partic-
ular pattern of rewards to experience. Gjipali (2005) also
finds insignificant experience coefficients for females in
Albania. This may be a result of the age being a poor
proxy for the labour market experience of females
because of the likely career breaks due to a child rearing.
Females exhibit relatively high returns to education at
each education level. Opposite to a priori expectations,
the gender pay gap is higher in the public sector com-
pared to the private. 

All estimated coefficients from the model (3) for young
and old workers have expected signs and are jointly sig-
nificant in all years. The size of the coefficients on age for
the younger workers is relatively high but in 2000 and
2002 they become insignificant different. Above I found a
relatively flat age-earnings profile for whole samples with
the peak in relatively late years of age. Here I see that the
young workers' experience-earnings profile peaks at the
age of 26 in 1998 and in 2000 and 2002 there is no par-
ticular pattern of rewards to their experience. On the
other hand, the age-earnings profile of the old workers is
relatively flat peaking at the average age of 48 with the
experience depreciating at a slower pace. Contrary to

common expectations, returns to schooling of older work-
ers are higher than those to young workers which is also
found in other studies for CEECs (see for example
Campos and Jolliffe, 2004). One possible explanation is
that the quality of education declined during 1990s so
that a year of pre-transition education adds relatively
more to an individual's human capital and productivity. 

5. Policy relevance of the estimated
returns to education

In sections 2 and 3 I explained that the observed large
private returns to schooling does not appear to justify
large scale governmental funding of post-compulsory
education because they imply strong individual incentives
for investment in schooling without the intervention of
government (De la Fuente and Jimeno, 2005). However,
social returns which are more relevant for determining
'optimal' government intervention are likely to differ from
the private ones (see section 2), though the former are
difficult to quantify for the existence of externalities
(McMahon, 2004). Ignoring equity considerations, the
conventional (efficiency) rationale for the government
intervention in education system rests exactly on exter-
nalities along with other potential market failures, such as
information asymmetry and constrained borrowing
(Hanushek, 2002). 

The overall evidence on the positive and high private
returns to education is compelling (Harmon et al., 2003)
yielding substantial private incentives for acquiring more
education. Moreover, the size of the effect seems large
compared to the returns on investments in physical capi-
tal (Bevc, 1993; Psacharopoulos and Patrinos, 2004).
Nevertheless, an individual underinvestment in education
will occur if s/he fails to take into consideration non-mar-
ket private returns and costs to education when making
an education investment decision. These additional net
private effects McMahon (2004) estimates at roughly
80% of the financial (market) returns. They include: bet-
ter individual and family health, cognitive development of
children, consumption efficiency, higher return on finan-
cial assets, reduced obsolescence of human capital via
leisure-time learning, non-pecuniary job satisfaction,
greater amenities in urban life, etc.

Estimating educational externalities should suggest
how education costs should be shared between the gov-
ernment and individuals. Inclusion of the positive exter-
nalities yields large social returns to education relative to
private suggesting a need for raising public subsidies to
education for an economy to get closer to an optimum

2) Results for gender and age analyses are not presented here because of the space constraint.
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efficiency in the GDP growth rates (McMahon, 2004). In
this regard, knowledge is a kind of a public good with
spillover effects to the society, allowing output to grow
beyond the measurable resources (see Lucas, 1998 on
the critique of the Solow production function with constant
returns to scale) which implies that there might be a
social underinvestment in education. Though, increasing
returns to average stock of human capital are likely to
persist after some threshold measured by population's lit-
eracy rate or by a universal primary education
(Psacharopoulos and Patrinos, 2004). If this holds,
achieving the threshold stock of human capital requires
relatively high or full state funding of primary education
whereas, taking into account rising private marginal
returns with educational level, public subsidies should
decline with educational level (De la Fuente and Jimeno,
2005). The latter may be justified by the likely decreasing
externalities of a more educated population for we can
assume part of the social benefits of education such as
widespread democracy or lower infant mortality to be fully
exploited up till some (mean) educational attainment.
Though we would expect the society's ability for innova-
tion to perpetually increase (Hanushek, 2002). 

6. Conclusion: Policy implications for
Macedonian policymakers

The relatively high returns both to a level and to a year
of college and university education found in my empirical
work suggest that acquiring more education is a worth-
while strategy for the Macedonian population. Higher
education helps individuals to more easily find employ-
ment  and to enjoy higher wages compared to workers
with similar other characteristics. The relatively high pri-
vate returns to a university education should provide suf-
ficient incentives for individuals to invest in it which, from
a policy perspective implies that government subsidies to
university education should be reduced or switched
towards equity objectives. The growing private sector at
this education level in recent years, exploiting pupils' will-
ingness to pay for acquiring university education is con-
sistent with this interpretation and that of a possibly insuf-
ficient state supply. 

The estimated private financial returns to education indi-
cate the relative superiority of a 4-year to a 3-year second-
ary education. However, that does not necessarily mean
greater rewards to general over vocational education
because general academic studies represent only 40% of
the 4-year secondary education and the rest are technical
and vocational programmes. From a policy perspective,
the Macedonian Government should increase the relative

supply of 4-year secondary courses to improve the alloca-
tive efficiency of the education system thus adjusting the
labour supply to the demand. Indeed, the share of students
with completed 4-year secondary education in total gradu-
ated students from secondary education, that is supplied
labour, is lower than the share of workers with a 4-year
secondary education in total employment, that is a proxy of
demanded labour. In other words, in 2003 there was an
insufficient supply of workers with completed 4-year sec-
ondary education along with an excess supply of those
with the 3-year secondary education attainment. Moreover,
if we assume that the end of a 3-year secondary education
is often a transition point to a working life whereas the
graduation from a 4-year education is more likely to lead to
a further education, the high returns to college and univer-
sity education also support extension of, and maybe fur-
ther subsidies to, the 4-year secondary programmes. This
argument may be further justified by the danger of early
specialisation in a today's era of rapid technological
changes (Krueger and Kumar, 2003). In this regard, 4-year
secondary education may have an option value for stu-
dents in that it secures them an access to the higher edu-
cation and hence higher post earnings (Heckman et al.,
2003, Psacharopoulos and Patrinos, 2004).

An important finding given my initial research questions
is that young workers' education is less valued than that
of older workers suggesting that employers do not value
newly acquired education more than communist educa-
tion. This may suggest employers' perception that the
quality of education deteriorated or the inappropriateness
of education in transition. If the former interpretation is
correct this supports introduction of curriculum-based
external exit examinations (CBEEEs) to improve educa-
tional signals. If the latter is true, then there is a need for
a greater focus on the key competencies and increased
schools' decision-making power over curriculum.
Whereas territorial decentralisation currently going on in
Macedonia ensures a delegation of responsibility over
school administration from central to local level, it does
not secure greater school and teacher involvement in the
curriculum design.  

�
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