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Research Update:

Republic of Macedonia Ratings Affirmed At
'BB/B'; Outlook Stable

Overview

* In our view, the Republic of Macedonia has relatively ow wealth |evels,
limted nonetary flexibility, and weak external liquidity.

* However, it has favorable fiscal and external debt stock positions and
the prospect of eventual accession to the European Union acts as a policy
anchor.

W are therefore affirm ng our 'BB/B" |ong- and short-term foreign and
| ocal currency sovereign credit ratings on Macedoni a.

» The stable outl ook bal ances our view of Macedonia's structural rigidities
and vulnerabilities to external shocks against its low |levels of externa
and fiscal indebtedness.

Rating Action

On May 17, 2012, Standard & Poor's Ratings Services affirmed its 'BB/ B | ong-
and short-term foreign and local currency sovereign credit ratings on the
Republ i c of Macedonia. The outlook is stable. The recovery rating is '3 . Qur
transfer and convertibility assessnent for Macedonia is 'BB+'.

Rationale

The ratings on Macedoni a bal ance our view of its relatively low wealth | evels,
limted nonetary flexibility, and weak external liquidity, against its |ow
fiscal and external debt stock positions and the prospect of EU accession in
the medi umterm

Foll owi ng real GDP growth of 3.0%during 2011, we expect expansion to slowto
1.5%in 2012 on a likely noderation in external and donmestic denmand. W
expect, however, that continued investnent will support growth. W anticipate
real GDP growth to average just below 3.0% over 2012 to 2015 supported by

i ncreased public and private sector investnent in enhancing capacity across
sectors, which will in turn support private consunption and exports. At the
end of the forecast period, we expect per capita GDP to reach $6, 000, from
$4, 800 expected in 2012.

The Macedoni an denar is pegged agai nst the euro, and a high percentage of

| oans and deposits are denominated in euros in the Macedoni an banki ng system
These arrangenents, though suitable for the nation, reduce nonetary
flexibility. In addition, two of the three systenmically inportant banks have
eurozone parents, which | eaves the sector exposed to capital flight

ri sk--Stopanska Banka AD s parent is G eece-based National Bank of G eece S A
(CCC/ Negative/ Q) and NLB Tutunska Banka AD s parent is Sloveni a-based Nova
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Lj ubl j anska banka. However, the Macedoni an regul atory and supervisory
framewor k addresses the risk of capital wthdrawal by parent banks. Moreover,

t he banking systemis well-capitalized and | argely funded by donestic
deposits; we do not expect Macedoni an banks to rely on parental support in the
near term In addition, we do not see inbal ances in the domestic banking
system In 2011, the |loan-to-deposit ratio was 90% the overall stock of
donestic credit to househol ds and nonfi nancial corporations was 46% of GDP and
the capital adequacy ratio was 17% W project that the Macedoni an financi al
systemwi |l remain in a small net external creditor position in 2012.

In 2012, we expect Macedonia's gross external financing needs to exceed 120%
of current account receipts (CARs) and usable reserves. Qur forecasts include
a 100%roll-over rate for Macedonia's $1.8 billion stock of short-term
external debt and an expectation that Macedonia will be able to finance its
2012 current account deficit and the anortization of mediumterm external debt
t hrough foreign direct investnent (FDI), official government financing, and

i ncreased corporate borrowing. FDI will likely be supported by government
efforts to inprove transportation and energy infrastructure.

O fsetting these constraints, Macedonia's stock positions | ook favorable,
according to our criteria, although we note the positions are worsening.
During 2011, gross government debt increased to 28.6% of GDP and we expect
noderate increases in public debt over the conming years as the government
intends to run noderate deficits. We expect general government interest
expenditure as a share of revenues to remain relatively low, reflecting the
still-concessional terns on nmuch of the government debt stock. At 2.6% of GDP
the general governnent deficit renained broadly unchanged in 2011. However,

t he change in general governnment debt to GDP was nmuch hi gher at 5% For 2012,
t he government plans to maintain its fiscal deficit at 2.5% of GDP

W believe there may be shortfalls in general governnent revenues over the
next two years as a result of weaker economc growth. If this happens,
however, we believe the government would |ikely postpone sonme capita
expenditures to compensate. On the external side, we expect Macedonia's
external debt net of liquid assets to rise to 25% of CARs in 2012 from21%in
2011, a level that is still favorable for the rating |evel.

Macedoni a was granted EU candi date status in 2005 and in April 2009 the

Eur opean Commi ssi on recomrended openi ng accessi on negotiati ons and noving to
t he second phase of inplenmenting the Stabilization and Associ ati on Agreenent
(SAA). The prospects of EU accession have acted as a policy anchor for
political stability and for economic reforns. W see, however, Greece and
Macedoni a at an inmpasse over Macedonia's constitution, with a resolution
unlikely any tinme soon. Neverthel ess, we expect Macedonia will continue to
make progress on the open EU accession chapters in the neantine.
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Outlook

The stabl e outl ook bal ances our view of Macedonia's structural rigidities and
vul nerabilities to external shocks against its |low levels of external and
fiscal indebtedness. W could raise the rating if refornms |ead to higher
growth and thus greater convergence with wealth | evels of higher-rated
sovereigns. On the other hand, we could |lower the rating if our expectations
about the governnent's and private sector's access to international markets do
not hold or if the fiscal stance weakens.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the G obal Credit

Portal, unless otherw se stated.

» Sovereign Government Rating Methodol ogy And Assunptions, June 30, 2011

e Criteria For Determning Transfer And Convertibility Assessnments, May 18
2009

* Introduction O Soverei gn Recovery Ratings, June 14, 2007

Ratings List
Ratings Affirmed

Macedoni a ( Republic of)

Sovereign Credit Rating BB/ St abl e/ B
Transfer & Convertibility Assessnent BB+

Seni or Unsecured

Local Currency BB
Seni or Unsecured
Forei gn Currency BB
Recovery Rati ng 3

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www. gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009

Standard & Poors | RatingsDirect on the Global Credit Portal | May 17, 2012 4



Copyright © 2012 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor's
Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well
as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or
for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence)
in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com

and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

The McGraw-Hill companies

www.standardandpoors.com/ratingsdirect S



	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Related Criteria And Research
	Ratings List


