Mpawana 3a nHTepBjy co AnekcaHgap TuemaH, peangeHTeH npeTctaBHUK Ha MM® Bo
MakenoHuja

1. Kako ja oueHyBaTe MOMeHTanHata ekoHOMCKa cutyaumja Bo MakeoHuja 1 kaksu
ce BalLMTe O4YeKyBah.a [0 KpajoT Ha rognHasa?

What is your assessment of the current economic situation in Macedonia and
what are your expectations until the end of this year?

We think Macedonia’s economy will grow about 2 percent this year. The recovery
that was apparent in the first half of 2011 lost steam towards the end of the year,
and growth in the beginning of 2012 has likely slowed. This growth slowdown is
mainly due to the projected shallow recession in the euro area.

Around this baseline forecast, we see risks mainly on the downside. A deeper
recession in the euro area would affect Macedonia through lower exports and
remittances, and a slowdown of foreign direct investment (FDI).

In the longer term, we see the growth potential of the Macedonian economy at
about 4 percent on average per year. In order to boost this growth potential and
structurally reduce unemployment and raise living standards, more structural
reform is necessary. The authorities’ strategy in this regard appropriately focuses
on investment in infrastructure and education, preserving low taxes and attracting
FDI.

2. Bnaparta o6jaBy HOBU aHTUKPU3HM MEPKU CO KOW TBPAU AeKa ke UM NOMOrHe Ha
KomnaHunte aa ja npebpoaat kpusata. [lanu e Toa 4OBOJSTHO, KOMKY TUE MepKu
peanHo Moxe Aa rn yénaxart epektute og kpusata?

The government has announced new anti-crisis measures claiming that they will
help companies to overcome the crisis. Is that enough, how can these measures
truly soften the effects from the crisis?

3. EgHa oa HoBuTe BnaguHu mepku e n BpabotyBane Ha 4.000 nyfe BO Ap>KaBHUOT
CEKTOp, a OCBeH Toa, BnagaTta nnaHupa v 3ronemyBane Ha nnatuTe Ha
agMunHucTpauujata. [anv ru onpasgyBaTe BakBUTe NOMUTUKM BO BpEME Ha
Kpusa?



One of the new measures is employing 4,000 people in the public sector and the
government also plans to increase the administration salaries. Do you justify
such policy in the time of crisis?

The current economic crisis has its origins outside of Macedonia. Therefore, the
authorities have very limited means to influence the causes of the crisis.
Nevertheless, the authorities can alleviate the consequences of the crisis on the
domestic economy. In general terms, preserving a stable macroeconomic
environment, with low taxes and an accommodative monetary policy, are
important ingredients.

In terms of measures the authorities took in light of the crisis, | would highlight
three things: the revised budget, the new monetary policy measures (on which
more below) and the recently announced measures on employment.

With respect to the budget, the recent supplementary budget is more realistic
than the original budget, as it is based on economic growth of 2.5 percent versus
4.5 percent in the original budget. Still, our forecast for revenue growth remains
below that in the revised budget by about 1 percent of GDP. This suggests that
further expenditure cuts may be needed later in the year in order preserve the
2.5 percent fiscal deficit target.

The government recently announced a new set of anti-crisis measures. |
understand that the new measures aim to lessen long-term unemployment by
subsidizing employers who hire a long-term unemployed person, and employing
unemployed persons directly at the local government level. In addition, the
program aims to provide additional resources for small and medium-sized
enterprises through the development bank; to legalize certain unregistered
agricultural assets; and increases the heating subsidy for poor families. When
implemented well, most of these measures would work in the right direction, not
just during the crisis, but also in the longer term.

However, it is important to ensure that these measures can be paid for and do
not come at the expense of reducing other needed activities, such as public
investment, which is also an important source of job creation In addition, the
public administration needs comprehensive reform to ensure that the new
workers are productively employed. And, in addition, these kinds of employment
strategies should also be carefully aligned with other decentralization initiatives.



4. 3aponxyBakarta Ha gp)aBaTa BO NocnegHo Bpeme ce UHTeHausmpaaT. OcseH
3aemot oA [lojue 6aHk, BnagaTa 3a egeH mecel nosajmMmn 232 MUITMOHU eBpa Co
3anucu. [lann Toa ykaxyBa Aeka cocTtojbaTa BO Ap)KaBHaTa kaca e nowa?

The government borrowings have intensified recently. Besides the loan from
Deutsche Bank, the government within one month has also borrowed Euro 232
million in T-bills. Does that point out to the fact that the budget is in bad shape?

The government’s borrowing strategy seems to be broadly in line with previous
IMF advice. We have advised the government to access the external capital
market early in the year and deepen the domestic debt market.

The government runs a budget deficit. Like any household, if you run a deficit,
you need to finance it. Part of the financing for the 2012 budget was obtained in
December 2011 through a commercial loan guaranteed by the World Bank. The
remaining part of the deficit will be covered by the loan agreed with Deutsche
Bank. In addition, this loan will enable the government to repay the €175 million
Eurobond it concluded in 2009 and which it needs to pay back in January 2013.
This sort of pre-financing is a prudent strategy that takes away an important risk.

In addition to borrowing externally, we think the government needs to develop the
domestic debt market. This means borrowing, in denars, at longer maturities and
increasing volumes. As there is much excess liquidity in the financial system, in
our judgment, increased borrowing volumes would be unlikely to crowd out
lending to the private sector. In fact, the government has this calendar year
borrowed some € 160 million net on the domestic market, mainly in the form of 3
and 6 month T-bills. This is in addition to the external borrowing discussed
above. Such increased issuance volume is in line with our advice on debt market
development. However, in order to develop the yield curve and reduce roll-over
risk, we would advise to lengthen maturities, and pay the higher interest rates
that go with longer maturities. Generally speaking, domestic borrowing in local
currency is less risky than external borrowing. Increased liquidity and depth of
the domestic market will allow for better management of risks, and establishing a
reference yield curve will generate positive externalities for the private sector.

Such market development requires a medium-term comprehensive strategy, and
involves many incremental steps. The recently started issuance of 5-year
treasury bonds is a welcome development, as is the introduction in April of a



weekly repo auction by the National Bank. Another important ingredient is
committing to paying market interest rates, which vary with market
circumstances. However, the recently introduced restrictions preventing the
second pillar pension funds from investing in Macedonian Eurobonds is an
unwelcome development, as it both weakens the Eurobond market and limits the
investment opportunities of these funds, going against principles of risk
diversification and maximization of returns.

Hajronem gen of napute WTO rv cobupa o gaHoum 1 NpuaoHecu, 1 o4 Tue WTo
r nosajmysa, Bnagarta rm Tpowm 3a TekoBHM noTpebu. Co nocnegHuoT
pebanaHc Ha byleToT, NOBTOPHO HajMHOry ce ckpaTuja napuTe 3a KanuTanHu
nHBecTuumn. Kakea e BalwlaTa npenopaka go Bnagara, kako ga ce npomeHu
CTPYKTypaTa Ha byLleToT n noseke napu ga ce MHBecTupaaTt BO MHPACTPYKTypa
M 30LUTO € Toa BaXXHO?

Most of the money from tax revenues and contributions, as well as from the
loans, the government is using for current expenditures. With the latest
supplementary budget, again most of the cuts were in the area of capital
investments. What is your suggestion to the Government, how should the budget
structure be changed so that more money can be invested in infrastructure and
why is that important?

Designing a country’s budget always involves difficult choices. The Macedonian
authorities want to maintain a low tax environment, with modest budget deficits
and low public debt. In addition, they would like to further reduce social
contributions in order to boost employment. At the same time, there is a need for
substantial investment in infrastructure and education, and the government has
publicly talked about plans to increase public sector salaries and pensions. But
you need to collect each denar in spending from the citizens in taxes, and even
then, you can only spend each denar once. Therefore, a budget requires the
authorities to make trade-offs between competing priorities, and explain the
resulting choices to the citizens.

In order to be better equipped to make the choices involved in drafting a budget,
the country would benefit from a greater focus on medium-term budget planning.
Such planning should be based on medium and long-term priorities and a
realistic assessment of available fiscal space, and would allow for difficult trade-
offs to be made.



Investment in infrastructure and education are obviously important in order to
raise the long-term growth potential of the Macedonian economy. Higher growth
allows for faster convergence to European living standards and lower
unemployment. The government seems clearly aware of these issues, and has
raised its investment budget substantially over the years. Even with the cut to
capital expenditure envisaged in the supplementary budget, this item is still
projected to increase substantially this year. Over the medium-term, it is
important to create enough space in the budget to accommodate these
investment needs.

The government needs to carefully weigh current expenditures against capital
investment. In this regards, we think public administration reform, aimed at
improving efficiency and containing the public sector wage bill, would help to
create fiscal space. In addition, discretionary pension increases, over and above
the indexation formula, should be avoided, and the current policies of public
wage restraint should be continued.

Mnaxnnpa nn MM® fa cyrepupa sronemyBawe Ha ctankata Ha 1B Bo 3emjaBa
3a fa ce sronemart npuvxoauTe BO ApXXaBHaTta kaca? Bo kou ycnosu ke 1 ro
npeanoxuTe oBa pelweHne Ha BnagaTa?

Does the IMF plan to suggest the VAT increase in our country so the budget
revenues could increase as well? In which situation you would suggest this
solution to the Government?

No. We have not discussed VAT or other tax increases with the authorities. While
the central government budget, at some 32 percent of GDP, is modest by
regional standards, this is the result of a clear choice to be a relatively low-tax
economy, and run modest deficits. This, of course, does limit the government in
terms of expenditure, and therefore requires the authorities to make sometimes
difficult choices between competing priorities, as explained above.

We have suggested that over the medium-term, the government consolidate its
budget. In order to keep the public debt at sustainable levels, we recommend
that, over the medium term, the fiscal deficit be reduced to below 1.5 percent of
GDP. Higher deficits will lead to ever increasing debt. In contrast, low deficits in
good times create space for counter-cyclical policies during downturns.

. 3HaeTe Nu Komnkae € peanHo NpobnemMoT Co AONrOBUTE Ha ApXKaBaTa KOH
npuBaTHUTE KOMNaHun, bBuaejkm HMKOj o4 MUHUCTPUTE jaBHO HE caka aa 3bopysa



3a T0a, a KoMnaHuuTe 36opyBaaT Aeka Toa Beke UM co3gaBa MHOTY rofiemMm
npobnemu Bo paboterweTto. Cte 36opyBane nu gocera co Bnagata kako Toa
MOXe Ja ce HagMuHe?

Do you know how really big is the problem with the money that the state owes to
private companies, since none of the ministers wants to talk about that publicly,
and the companies say that this has already created very big problems in their
working. Have you so far discussed that with the Government and how can that
be solved?

While it is clear that government payment and VAT refund arrears are
widespread, we do not have numbers on the exact scale and scope of the
problem. We have discussed the issue of arrears extensively with the
government, and advise that the government should make the total amount of
arrears public and commit to reduce this amount over time. This advice is along
the lines of the policy employed successfully by the Bulgarian authorities to deal
with their payment arrears over the last few years. In addition, we think the
practice of seeking to reschedule amounts due to private suppliers for goods and
services already delivered should be discontinued, because it is not transparent
and suppliers may feel they have little choice if they want continued access to
government contracts.

We have also suggested that the government strengthen its commitment control
systems and the enforcement of budget laws and procedures. This would
prevent budget users from making commitments that are not matched by budget
appropriations. It would also ensure that annual budgets provide funding for
existing multi-year contracts, and hence would go some way towards preventing
the re-occurrence of payment arrears in the future.

. TewknoT npuctan 4o KpeauTn 3a KOMNaHM1MTe e UCTO Taka efeH of noroneMmTte
npobnemun. HamecTto Bo KpeanTn, 6GaHkapuTe rm MHBECTUpaaT napuTe BO
ApXXaBHu 1 BnarajHnyku 3anucu. OyekyBaTte N ga ce 3rofieMm KpeauTupameTo
oTkako HapogHaTta 6aHka foHece HOBU MepKM BO Taa Hacoka? Kage e cnopen
Bac npobnemoT wTo 6aHkMTEe BO n3MMHaATNOB nepuoa nsberHysaat ga rv
Kpeantnpaat komnaHmnTe?

One of the major problems is also the difficult approach to loans by companies.
Instead of loans, the banks invest in T- or CB-bills. Do you expect the crediting to
increase after the NBRM has adopted new measures in that direction? What is in
your opinion the problem due to which the banks are not very much in favor of
giving loans to companies?



The overarching goal of monetary policy in Macedonia is to preserve the
exchange rate peg against the euro. We believe the exchange rate peg has
served Macedonia well over the years, delivering low inflation, a stable real
exchange rate, and moderate volatility of output. It has also provided a
framework for disciplined macroeconomic policies and helped to preserve
competitiveness.

The National Bank recently introduced a new set of measures for the conduct of
monetary policy. In addition, against the background of significant increases in
foreign exchange reserves, favorable balance of payments developments, low
core inflation, and low growth, and based on a new set of macroeconomic
projection, in early May, the NBRM decided to lower the benchmark interest rate
from 4 to 3.75 percent.

All these measures together will likely improve credit conditions somewhat.
However, we believe the effect on bank lending will not be large. Our judgment is
based on the fact that bank liquidity was already very high before the recent
measures. We therefore think that modest credit growth is primarily reflecting low
or low-quality demand by borrowers, perhaps combined with a more cautious
approach to risk by the banks.

Another factor that may be constraining lending at the margin is the maximum
interest rate the bank can charge. This rate, for consumer loans defined as the
benchmark rate plus 8 percentage points, and currently at 12 percent, makes it
very difficult to lend to people without good credit histories. Without this
maximum rate, this group of people could perhaps obtain loans at a higher
interest rate to compensate for the risk their deficient credit history poses. A
similar issue holds for loans to companies, where the maximum rate is currently
14 percent, and hence the more risky projects have trouble getting financing.

. Kaksu ce nocnegHute aHanusn Ha MM® 3a akTyenHaTa kpu3a Bo EBpona? Kako
KpusaTa Ke ce ogpasu Bo MakenoHuja?

What are the latest IMF analyses on the current crisis in Europe? How could this
crisis affect Macedonia?

We think that, over the last few years, the European authorities have done a lot
of work to contain the crisis. However, progress has been incremental and we



feel the euro area still needs to show more collective determination to reach
cooperative solutions. [

As we have seen over the last few years, the euro area crisis has already
affected Macedonia significantly. Without the crisis, economic growth in
Macedonia no doubt would be higher than the 2 percent we currently forecast for
2012. In case stress coming from the euro area would intensify further, this would
also affect Macedonia, through different channels. First, we would see exports
decline. At the same time, import would likely decline, cushioning the effects on
the trade balance somewhat. Second, we could see remittances decline
significantly. This has traditionally been an important source of funds, offsetting
the trade deficit in the balance of payments. Lower exports and remittances could
quickly lead to a large rise in the current account deficit and put pressure on
foreign exchange reserves. Third, foreign direct investment could decrease. In an
uncertain environment, many companies might reconsider or at least postpone
their investment plans.

To guard against these risks, the Macedonian authorities have preserved a
stable macroeconomic environment. The National Bank has built up a substantial
stock of foreign exchange reserves, while the government has preserved public
debt at a modest level, by running modest fiscal deficits. In addition, the
authorities supervise the financial sector well, and closely monitor developments.
These are all important achievements that, taken together, serve as a buffer
against risks.

10.TMpoueHknTte Ha MM® 3a MakegoHuja no 2017 roguHa nokaxkyBaaT npoceyeH
eKoHomcku pacTt of okony 3%. [Janv e Toa 4OBOSHO 3a 3emja BO pa3Boj? LUTo
Tpeba na Hanpaeu Bnagarta 3a ga ru nogobpu nepdopmaHcuTe Ha eKOHOMMKjaTa
1 oa ce ocTBapaT NOBMCOKM CTanKM Ha €KOHOMCKWN pacT?

The IMF assessments for Macedonia until 2017 show an average economic
growth of about 3%. Is that sufficient for a developing country? What should the
Government do in order to improve the economy performance and to achieve
higher economic growth?

We estimate the growth potential of Macedonia to be about 4 percent per year.
This means that, once the crisis is behind us, the economy should be able to
growth at about 4 percent on average without creating major imbalances or
fueling inflation. While higher than average growth in Europe, this is not enough.
Given its level of wealth, Macedonia should be able to grow faster, enabling a
faster convergence to European standard of living.



Further reforms are needed to achieve such faster growth. Some recent
successes include improvements in the business environment and success in
attracting FDI to new areas of manufacturing. Ingredients for faster future growth
include a focus on the interrelated goals of improving education and reducing
unemployment. Better education, with a specific focus on vocational training,
improves the skills of the workforce. This kind of human capital is maybe the
most important asset of any country. In addition, long-term unemployed people
lose skills, and hence become harder to employ with every year that passes.
Active labor market policies, which encourage employers to hire unemployed
workers and incentivize these workers to accept work, are part of the solution to
this problem. Such policies include on-the-job training and internships.

We understand the government is pursuing these kinds of policies on education
and unemployment. But it will take time for these policies to achieve results.
There is no “magic bullet” that will solve the unemployment problem overnight.
Still, by laying the foundations for better skills and higher human capital
Macedonia is preparing itself for faster future growth.

11.Koj ke 6buae HoBMOT Wwed Ha mucnjata Ha MM® Bo MakegoHuja u WTO MOXe Aa
oyekyBa 3eMjata og MM® Bo HapeaHWOT nepunog?

Who will be the new IMF mission chief to Macedonia and what can this country
expect from the IMF in the period to come?

As you know, Mr. Wes McGrew has been the IMF mission chief for Macedonia
for the last three years. After the IMF Board meeting in which the latest reports
on Macedonia (available from http://www.imf.org/skopje) was discussed on June
1%, Wes has moved on to a new job at the IMF. The new mission chief is Ms.
Delia Velculescu. She will lead the next mission to Macedonia, which is
tentatively scheduled for the fall of this year.

As always, the IMF is here to help with analysis of the macro economy,
technical assistance on a range of topics, and financial support in case countries
face unexpected balance of payment problems. In April, the government
announced it had reached agreement on a foreign bank loan that would meet its
fiscal financing needs for 2012 and into 2013, and it would therefore not need to
draw on resources form the Precautionary and Liquidity Line (PLL). The
authorities informed IMF staff that they would not pursue completion of the
second review of the PLL, and would allow the arrangement to expire in January


http://www.imf.org/skopje

2013. This means that, while the credit line formally remains in place until
expiration, the authorities currently do not have access to draw on these funds.
Nevertheless, we remain engaged with Macedonia, and, as the IMF resident
representative here in Skopje, | work with the authorities on a daily basis to
contribute to the goals above. In addition, | regularly present the IMF’s views on
global or regional issues to the Macedonian public and authorities.

At the end, let me thank you very much for this interview. | appreciate the
opportunity to present the IMF’s views on the Macedonian economy in your
magazine.



