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Vo prethodniot broj na Biltenot, vo statijata "Zabavni i korisni termini od oblasta na
ekonomijata" po gre{ka e ispu{teno imeto na eden od avtorite - Aleksandar Argirivski. 

Vo imeto na redakciskiot odbor, se izvinuvame za napraveniot propust.
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The moment you start reading the
new edition of the Bulletin of the Mi-
nistry of Finance, we would already
be entering the ninth month of this
year. September is always an excit-
ing month, bringing changes, new
impressions and expectations for bet-
ter results in the period to come.

Still, before we start listing the on-
going activities and the one ahead of
us, we will go backwards for several
months, to be more precise in July
this year, so as to mark one excepti-
onally important event for our coun-
try. In fact, at the end of July, the Re-
public of Macedonia was given the
first official sovereign credit rating
(BB with positive prospects in the
coming period), prepared by the
international rating agency Standard
and Poor's. Rating estimate of a co-
untry determines both the present
and the future creditworthiness - i.e.
the total financial capacity and the
readiness to pay its own financial lia-
bilities. By acquiring credit rating, the
Republic of Macedonia has an open
approach to the international capital
markets and a possibility for alterna-
tive sources of financing the balance
of payments and the external acco-
unt, instead of the so-far borrowing
through credits at the international
financial institutions. 

Thus, the Republic of Macedonia does
not belong any more among the rare
countries in the region and in Europe
that do not have a credit rating. 

In addition, the Ministry of Finance,
as usual, is proceeding with many
activit ies commenced in the past
period, whereby some of them, due to
their earnestness and the timing, can

be freely called historical. I mainly
mean the preparation related to the
forthcoming EU Questionnaire, which
according to the recent announce-
ments, will be handed over to the
Republic of Macedonia at the begin-
ning of October. We are aware that it
is a matter of a historical ceremony,
the successful completion of which
will depend on the speed and the
dynamics with which the country will
tread on the path to the European
integration. Therefore, it is my utmost
pleasure to point out that the prepa-
rations for this activity are proceeding
well, coordinators and participants to
bear the largest burden are selected
and will be directly involved in the
process of answering the question-
naire, team are established, all chan-
nels and relations among the compe-
tent ministries are established. In
short, the activities are in their final
stage. The Government of the Re-
public of Macedonia and the Ministry
of Finance are ready to meet the
challenges imposed by the EU. It is
understandable that the Republic of
Macedonia will be extended a
great assistance from abro-
ad, from the countries that
have already successful-
ly treaded this path (ma-
inly Slovenia, Croatia
and Bulgaria), and we
are sincerely grate-
ful for that.  

In parallel, the
p r e p a r a t i o n s
related to the
upcoming IMF
Mission are
on going, to 
take place 
approximately

HHOONNOOUURRAABBLLEE,,HHOONNOOUURRAABBLLEE,,

DDiimmkkoo  KKookkaarroosskkii  PPhhDD
Deputy Minister of Finance
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in the same period, i.e. the beginning
of October. This mission was preced-
ed by successful completion of other
arrangement Macedonia had con-
cluded with the IMF. In fact, on 2nd
August 2004, IMF Board of Executive
Directors reviewed the Second Re-
view of the Stand-By Arrangement,
as well as the ex-post analysis of the
experience from the so-far arrange-
ments between the IMF and Mace-
donia, whereby, it has been conclud-
ed that our country has successfully
completed the Stand-By Arrangement
and met all formal criteria for monitor-
ing the program performance. It has
enabled the realization of the two es-
sential macroeconomic goals under
the Arrangement - maintenance of
low inflation and reduction of the bud-
get deficit to a low, but sustainable
level. Attainment of these goals is
especially important since it has been
realized in complex political condi-
tions and implementation of the
Peace Framework Agreement at the
same time. 

This time subject to negotiations will
not be short-term arrangements, be-
cause the Fund will ask for conclu-
sion of a new, medium-term arrange-
ment with the Republic of Macedonia,
strongly reform oriented, and we sin-
cerely believe that we will be given
support. 

In addition to these activities we
pointed out, not least important are
the ones related to the preparations
for the coming mission of another

international financial institution - the
World Bank, the representatives of
which, according to the announce-
ments, will arrive at the end of this
month. Also, preparations of the 2004
Supplementary Budget are gaining
pace, which should be in front of the
Parliament in the same period.
Further, we will also mentions the
preparations regarding the concept of
the 2005 macroeconomic policy, as a
document determining and setting the
terms and conditions under which the
Macedonian economy will exist in the
forthcoming period.           

Finally, I hope that this text will crea-
te clearer picture of the situation and
the circumstances under which we
prepared this edition of the Bulletin. I
also believe we have managed to
bring closer the challenges the Mi-
nistry of Finance will face in near
future. Still, we have found strength
and we have tried this time as well to
offer you a quality and deluxe edition,
containing relevant topics and data
about the trends in the Macedonian
economy.  I am happy to say that I
believe we have succeeded in our
intentions.

Enjoy reading the new Bulletin of the
Ministry of Finance.

Yours sincerely,

Dimko Kokaroski PhD



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

1) Annual average
2) Percent of GDP
Source: World Economic Outlook, IMF, Washington D.C., April 2004

% of GDP
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Inflation (average)
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Inflation (end of period)

Implicit deflator

Budget balance 
(Central budget and funds)

Exchange rate (average)

Exchange rate (end of period)

Export (F.O.B.)

Import (C.I.F.)

Trade balance

Current account balance

As % of GDP

Foreign exchange reserves

Import coverage 
(reserves / import)

External debt 1)

As % of GDP

EU accession countries

Bulgaria

Czech Republic

Estonia

Hungary

Latvia

Lithuania

Poland

Romania

Slovak Republic

Slovenia

Turkey

Real GDP Consumer prices   ) Current account balance  ) 1  2

BBAASSIICC  MMAACCRROOEECCOONNOOMMIICC  IINNDDIICCAATTOORRSSBBAASSIICC  MMAACCRROOEECCOONNOOMMIICC  IINNDDIICCAATTOORRSS
Annual data for Republic of Macedonia
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NACE
Description

INDEXES

Agriculture, hunting and forestry

Financial intermediation

Real estate, renting 
and business activities

Public administration and defence; compulsory social security

Education

Health and social work

Other community, social and personal service activities

Imputed rents

Minus: Imputed banking services

Value added

Net taxes on production

GROSS DOMESTIC PRODUCT

Fishing

Minerals and stone mining

Manufacturing

Electricity, gas and water supply

Construction

Wholesale and retail trade; repair of motor vehicles,
motorcycles and personal and household goods

Hotels and restaurants

A

B

C

D

E

F

G

N

O

P

A.

B.

A + B

H

I

J

K

L

М

Section

Transport, storage and communication

1) Preliminary date

Source: State Statistical Office

GROSS DOMESTIC PRODUCT
(current prices)

Final consumption

Household consumption

In million of denars In %

Government consumption

Gross fixed capital formation

Change in stocks

Export of goods (FOB)

Export of services

Purchases of non-residents

Import of goods (FOB)

Import of services

Gross capital formation

Export of goods and services

Import of goods and services

GGRROOSSSS  DDOOMMEESSTTIICC  PPRROODDUUCCTT  ((PPRROODDUUCCTTIIOONN  AAPPPPRROOAACCHH))GGRROOSSSS  DDOOMMEESSTTIICC  PPRROODDUUCCTT  ((PPRROODDUUCCTTIIOONN  AAPPPPRROOAACCHH))
In millions of denars

GGRROOSSSS  DDOOMMEESSTTIICC  PPRROODDUUCCTT  ((EEXXPPEENNDDIITTUURREE  AAPPPPRROOAACCHH))GGRROOSSSS  DDOOMMEESSTTIICC  PPRROODDUUCCTT  ((EEXXPPEENNDDIITTUURREE  AAPPPPRROOAACCHH))

At current prices
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FFOORREEIIGGNN  TTRRAADDEEFFOORREEIIGGNN  TTRRAADDEE
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In millions US dollars

EExxppoorrtt IImmppoorrtt BBaallaannccee
UUSSAA

EExxppoorrtt IImmppoorrtt BBaallaannccee
IIttaallyy

EExxppoorrtt IImmppoorrtt BBaallaannccee
GGrreeeeccee

EExxppoorrtt IImmppoorrtt BBaallaannccee
RRuussssiiaa
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3,0
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0,5 
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-23,9
-31,8
-38,3
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184,0
237,9
300,2

43,1
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40,2
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54,0

46,0
49,4
52,2
56,3

98,4
76,4
56,7
68,7

63,5
72,4

43,9
22,9
31,6
31,2
25,6
19,6
22,4
15,4
18,9
22,8
21,0
24,0
17,7
20,8
25,0
23,2
24,7
24,5

83,1
85,9
84,1

101,4
116,9
179,8

19,7
18,4
23,5
22,5

21,2
24,3
30,6
25,3

19,2
27,6
30,3
35,6

35,1
52,1
43,7
48,9

52,4
54,2

8,2
11,7
15,2
17,4
18,5
16,2
16,9
10,9
15,9
18,2
15,9
14,8
12,5
17,8
22,1
19,6
17,4
17,3

-17,2
-15,1
-20,3
-19,0
-36,7
-27,1

-4,0
-1,9
-7,3
-7,1

4,8
-1,9
-5,2

-16,7

2,1
-1,1
-8,2

-13,5

5,3
-7,8
-7,7

-16,9

-6,4
-16,2

1,6
1,5
2,2

-1,5
-3,9
-2,4
-4,4
-2,6
-0,7
-5,8
-4,6
-6,5
-2,0
-2,0
-2,4
-3,1
-5,6
-7,5

109,1
92,7

111,1
107,7
118,6
122,5

29,4
29,3
25,4
27,0

19,2
23,3
29,5
35,7

24,6
26,2
29,4
32,2

21,6
34,3 
29,3
37,3

30,6
45,4

7,3
6,0
8,3

10,4
11,8
12,1
11,8

9,0
8,5

11,3
11,8
14,2

7,6
10,0
13,0
13,9
14,7
16,8

91,9
77,6
90,8
88,7
81,9
95,4

25,4
27,4
18,1
19,9

24,0
21,4
24,3
19,0

26,7
25,1
21,2
18,7

26,9
26,5
21,6
20,4

24,2
29,1

8,9
7,5

10,5
8,9
7,9
9,7
7,4
6,4
7,8
5,5
7,2
7,7
5,6
8,0

10,6
10,8

9,0
9,3

72,4
81,4
82,6
48,2
18,7
16,6

33,3
32,1
14,1

3,1

15,0
7,8

15,2
10,2

-0,2
3,3
5,8

10,7

2,9
-5,3
4,9

14,1

1,3
2,7

1,5
1,2
0,2

-1,0
-2,7
-1,6
3,3
1,4
0,2
1,3
4,0
8,8
1,1
0,8

-0,6
-1,1
1,1
2,6

101,6
54,7
83,0
51,5
58,7
56,2

16,3
16,5
23,4
26,8 

13,4 
15,6 
11,7 
10,8 

18,2
15,6
10,7
13,9

13,8
19,1
11,1
12,2

13,3
11,5

5,2
3,9
4,7
4,5
6,1
8,5
3,9
3,1
4,1
4,4
2,8
5,0
5,3
3,8
4,2
4,6
3,5
3,4

174,0
136,1
165,6

99,7
77,4
72,8

49,6
48,6
37,5
29,9

28,4
23,4
26,9
21,0

18,0
18,9
16,5
24,6

16,7
13,8
16,0
26,3

14,6
14,1

6,7
5,1
4,9
3,5
3,4
6,9
7,2
4,5
4,3
5,7
6,8

13,8
6,4
4,6
3,6
3,5
4,6
6,0
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--  IInndduussttrriiaall  pprroodduuccttiioonn  iinnccrreeaasseedd  bbyy
2244..22%%  oonn  mmoonntthhllyy  bbaassiiss..  

--  OOnn  ccuummuullaattiivvee  bbaassiiss,,  iinndduussttrriiaall  pprroodduucc--
ttiioonn  ddeeccrreeaasseedd  bbyy  2211..66%%  iinn  tthhee  ppeerriioodd
JJaannuuaarryy  --  JJuunnee  22000044..  

--  IInn  tthhee  ppeerriioodd  JJaannuuaarryy  --  JJuunnee  22000044,,
aavveerraaggee  iinnffllaattiioonn  aammoouunntteedd  ttoo  00..33%%..  

--  SSttoocckk  eexxcchhaannggee  pprriicceess  ooff  sstteeeell  aanndd
sstteeeell  iirroonn  iinnccrreeaasseedd,,  ssiimmuullttaanneeoouussllyy  wwiitthh
tthhee  nniicckkeell  pprriiccee  iinnccrreeaassee..

--  EExxppoorrtt  ooff  ggooooddss  iinnccrreeaasseedd  bbyy  33..11%%  oonn
mmoonntthhllyy  bbaassiiss,,  ssiimmuullttaanneeoouussllyy  wwiitthh  tthhee
iinnccrreeaassee  ooff  eexxppoorrtt  ooff  ggooooddss  bbyy  1122..11%%..  

--  FFoorreeiiggnn  ttrraaddee  ddeeffiicciitt  iinn  tthhee  ppeerriioodd
JJaannuuaarryy  --  JJuunnee  22000044  aammoouunntteedd  ttoo  UUSS$$
559955  mmiilllliioonn..

--  EExxtteerrnnaall  ddeebbtt  ooff  tthhee  RReeppuubblliicc  ooff
MMaacceeddoonniiaa  ddeeccrreeaasseedd  oonn  mmoonntthhllyy  bbaassiiss
bbyy  UUSS$$  66..77  mmiilllliioonn  ((UUSS$$  11,,775555  mmiilllliioonn))..

--  CCeennttrraall  ggoovveerrnnmmeenntt  bbuuddggeett  ssuurrpplluuss  iinn
tthhee  ffiirrsstt  hhaallff  ooff  22000044  iinn  tthhee  aammoouunntt  ooff
DDeennaarr  663388  mmiilllliioonn..

--  LLeevveell  ooff  ggrroossss  ffoorreeiiggnn  eexxcchhaannggee
rreesseerrvveess  ooff  NNBBRRMM,,  ccoommppaarreedd  ttoo  tthhee  pprree--
vviioouuss  mmoonntthh,,  ddeeccrreeaasseedd  bbyy  UUSS$$  1122  mmiill--
lliioonn  ((UUSS$$  886600  mmiilllliioonn))..

--  TToottaall  nnuummbbeerr  ooff  nneeww  eemmppllooyymmeennttss  iinn
tthhee  ppeerriioodd  JJaannuuaarryy  --  JJuullyy  22000044  iinnccrreeaasseedd
bbyy  88..55%%  ((ccoommppaarreedd  ttoo  tthhee  ssaammee  ppeerriioodd
llaasstt  yyeeaarrss))..

11..       RREEAALL  SSEECCTTOORR11..       RREEAALL  SSEECCTTOORR

11..11..    IInndduussttrriiaall  pprroodduuccttiioonn  

Following the decline of the industrial
production in May 2004 on monthly
basis, in June 2004 the economic ac-
tivity intensified, whereby the indus-
trial production increased by 24.2%
compared to the previous month.
Such performance contributed for the
decline of the industrial production to
amount to 21.6% in the first half of
2004 in relation to the same period
last year, which is far below the expe-
ctations for this period.

Positive feature of the trends in the
industry in June 2004 are certainly
the positive tendencies in almost all
branches of the processing industry,
having the key role in the total indus-
trial production index. Increase on
monthly basis was recorded in the
processing industry (13.9%), textile
industry, oil industry, chemical indus-
try (38.7%) and metalworking indus-
try (33.4%).  An exception to this was
only the construction material indus-
try (drop by 12,3%), as well as the
electricity generation (- 5,3%).     

SSHHOORRTT--TTEERRMM  EECCOONNOOMMIICC  DDEEVVEELLOOPPMMEENNTTSSSSHHOORRTT--TTEERRMM  EECCOONNOOMMIICC  DDEEVVEELLOOPPMMEENNTTSS
JJUUNNEE  22000044  
SSUUMMMMAARRYY  OOFF  TTHHEE  MMOOSSTT  IIMMPPOORRTTAANNTT  SSHHOORRTT--TTEERRMM
EECCOONNOOMMIICC  DDEEVVEELLOOPPMMEENNTTSS  IINN  JJUUNNEE  22000044
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Still, what is the most important for
the Macedonian economy at the
moment is the high increase in the
production by 47.5% on monthly
basis with respect to the basic met-
als, the highest monthly increase in
2004. This industrial branch covers
the steel industry and the production
of ferrosilicon and ferronickel, which,
last year, were the main driving force
of the economic growth, while this
year, due to the non-functioning of
certain large capacities, they were
the main reason for the drop in the
industrial production in the first half
of this year.  Thus, restarting the pro-
duction, mainly in "Balkanstil" follow-
ing its taking over by the foreign
investors, will also have strong posi-
tive influence over the developments
in the other sectors in the economy to
the end of achieving far more favou-
rable results in the second half of this
year.

At the same time, there was also an
increase in the de-seasoned industri-
al production on monthly basis, this
time by 16.5% in relation to May
2004, which has been the highest
increase in the last 9 months. How-
ever, on annual basis, the drop of the
de-seasoned production is continu-
ous eight months in a row now. Due
to these reasons, burdened by the di-
vergent movements during this year,

it is still very difficult to determine
whether the Macedonian economy
will reach the bottom of the economic
cycle, and experience gradual eco-
nomic recovery in the coming period. 

Results from the June survey of the
business tendencies in the process-
ing industry favour the gradual revi-
talization of the industry. Unlike last
month when the average utilization of
the industrial capacities reached the
lowest level in the last several years
(only 58.1%), in June 2004, the aver-
age utilization of the capacities was
61%, which is, of course, one more
indicator not in favour of the compet-
itiveness of the Macedonian industry.
Worth mentioning is the fact that sec-
ond month in a row, the expectations
are growing in terms of the produc-
tion output in the next 3 - 4 months. 

Cycles of industrial production
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11..22.. PPrriicceess  

In July this year, deflationary trends
continued in the Macedonian econo-
my, initiating exceptionally low aver-
age inflation rate (measured through
the costs of living) in this period1 of
only 0.3%.

In July 2004, costs of living dropped
by 1.2% compared to the previous
month, being the highest monthly de-
crease in the last 9 years. Thereby,
deflationary trends in 2004 were
interrupted only in May, after which
the costs of living re-entered the neg-
ative inflation zone.

Main reason for such movements in
the inflation (both in relation to the
previous month and on annual level)
is certainly the deflationary trends at
the products in the category food and
alcohol beverages (accounting for
almost half of the total CPI index),
which in July 2002 decreased by
2.2% compared to June this year, and
even by 4% compared to July 2003,
thus being the highest drop in the
past several years. In addition to the
seasonal factor, i.e. the regular redu-
ction of the prices of these products
during the summer period, the incre-
ased import of these products at

lower customs tariffs, initiated by the
entrance of the Republic of Macedo-
nia in the WTO, also had large influ-
ence on such evolvement of the
events.

Within the CPI index, in July 2004
(compared to the previous month),
prices of services increased by 0.7%,
while on cumulative basis, in the peri-
od January - July 2004, they were
higher by 3.5%.

Regarding the retail price index,
which is usually a slightly higher com-
pared to the CPI index, there was a
reduction by 1% on monthly basis,
while compared to the same month
last year, retail prices were lower by
1.1%.

By the end of the year, i.e. during the
remaining five months, slightly higher
inflation rates are expected, mainly
as a result of the usual seasonal
price increase at the end of the year,
coupled with the price increase of the
oil derivatives initiated by the histori-
cally highest oil prices at the world
market.  Still, apart from such expec-
tations, average inflation in 2004
almost certainly will not exceed the
threshold of 1%.   

11..22..11 SSttoocckk  EExxcchhaannggee  PPrriicceess

In June this year, upward price trend
was present at the world stock ex-
changes at most of the products usu-
ally having highest share in the trad-
ing structure. An exception to this
was only the oil, which, on monthly
level, decreased by 7.2% followed by
the price pick realized the previous
month, when the price of Brent crude
oil reached US$ 37.92 per barrel.
However, according to the estimates
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of the stock exchange analysts,
reduction of oil price will probably last
short, and in the next month already
it is expected for the stock exchange
price of this strategic product to
surge. Just to remind you, oil price
increased by 22.7% on annual level
(June 2004/June 2003).

From the point of view of the
Macedonian economy, what is espe-
cially encouraging is the fact that the
price of nickel increased again at the
end of the first half of 2004. Actually,
following the continuous drop in the
price in the last five months this year
when the nickel lost 27.5% of the
price, in June 2004, stock exchange
price of this metal surged by 21.7%
and reached US$ 13,534 per metric
tone, being a return to the price level
this product had at the beginning of
the year. 

With respect to the other products,
more significant increase of the stock
exchange prices was recorded at the
sheet iron, where upward price trend
is permanently present during the last
two years. Nevertheless, price incre-
ase at these products is especially
distinct in 2004, as a result of the
increased demand for these products
at the world stock exchanges, induc-
ed mainly by the expansion of the

Chinese economy.  Thus, on monthly
level, price of steel iron increased by
4.2% regarding cold rolled sheet iron
and by 5% regarding hot rolled sheet
iron, while on annual level, price incre-
ase reached 52.4% and 64.1% respec-
tively. Unlike the previous month, this
time, price of iron remained almost
unchanged.

With respect to non-ferrous metals,
there was a minimal price reduction
only at the copper and zinc (1.7% and
0.8% respectively). Still, on annual
level, compared to June 2003, price
of these products at the world stock
exchanges is higher by 59.3%, i.e. by
29% regarding zinc.

22..       EEXXTTEERRNNAALL  SSEECCTTOORR22..       EEXXTTEERRNNAALL  SSEECCTTOORR

22..11..    FFoorreeiiggnn  TTrraaddee  

Total foreign trade of the Republic of
Macedonia in July 2004 increased by
9.2% on monthly basis, compared to
the previous month. At the same
time, export of goods (expressed in
US dollars) slightly increased by only
3.1%, while import of goods increas-
ed by 12.1%, whereby trade deficit
was realized in the amount of US$
127.3 million.
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On cumulative basis, in the first half
of this year (compared to the same
period last year), the volume of the
total foreign trade of the Republic of
Macedonia increased by 23.7%, whe-
reby export of goods increased by
11.5%, and import of goods increas-
ed by 18.6% at the same time.
Initiated by such developments, for-
eign trade deficit continuously incre-
ased, whereby in the first six months
of 2004, it reached an amount of US$
595 million, which is by US$ 133 mil-
lion (28.8%) more compared to the
same period last year.

Small increase of the import of goods
in June 2004 was mainly due to the
increased export of clothes (by US$
1.9 million or 5.5%), fruit and vegeta-
bles (by around US$ 1.7 million or
around 31%), steel and iron (by US$
1.8 million or 7.7%), fish and fish
products (by US$ 1 million), as well
as oil and oil products. Drop in the
export is recorded at the tobacco,
meat and meat products, as well as
medical and pharmaceutical prod-
ucts. Temporary import accounts for
40.4% of the total export, still making
the export structure unfavourable.

With respect to the regional structure
of the export, in the period January -
June 2004, 58% of the total exported
goods are placed on the European
Union market, while regarding import

this figure is 51.1%. Germany, Serbia
and Montenegro, Greece, Italy and
Croatia remain to be our major part-
ners, the share of which is around
71.6% of the total export realized in
the first half of this year.

The tendency of unfavourable real-
ization of the free trade agreements
with Bulgaria and Slovenia has con-
tinued this year as well. Foreign trade
deficit with these two countries only
is US$ 123.4 million, which is around
24.5% of the total deficit realized in
the first half of this year.

22..22 EExxtteerrnnaall  DDeebbtt  

At the end of June 2004, external
debt of the Republic of Macedonia
amounted to US$ 1,755 million, which
is a decrease by US$ 6.7 million com-

Source: State Statistics Office
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pared to the previous month. Decre-
ase of the debt is a result of the high-
er repayments against utilization of
funds, as well as the realized nega-
tive exchange rate differences due to
Dollar appreciation against other cur-
rencies.

Regarding the structure of the exter-
nal debt, more than half goes to the
multilateral creditors, while the pri-
vate ones account for 33% and the
bilateral ones - 14%. Largest individ-
ual creditors are IDA with US$ 363
mill ion and the London Club of
Creditors with US$ 238 million.

During June, funds in the amount of
US$ 8 million were disbursed from
foreign creditors, whereby the largest
part, or US$ 3.6 million, was from
official creditors (US$ 2.8 million from
IBRD, EBRD and IDA). In the first six
months of this year, funds in the
amount of US$ 95 million were dis-
bursed mainly from multilateral credi-
tors (IBRD, IDA, EIB and EBRD - US$
58 million). 

In terms of the liabilities towards
abroad, in June, US$ 10.5 million was
repaid, US$ 9 million out of which as
principal. Cumulativelly, in the first
half of 2004, repaid liabilities towards
abroad reached an amount of US$
119 million, US$ 98 million out of

which as principal. Most of the liabili-
ties were repaid towards the private
creditors (US$ 50 million).

In June 2004, outstanding liabilities
towards abroad amounted to US$ 10
million, or total of US$ 21 million in
the period January - June. Most of
these liabilities originate from the pri-
vate sector. 

Additional foreign cumulation, in a
form of newly concluded credits, amo-
unted to US$ 11 million during June,
all from private creditors. Thus, the
total amount of new credits concluded
during the first six months amounted to
US$ 57 million, US$ 43 million out of
which were from private creditors.

According to the repayment schedule
of the National Bank of the Republic
of Macedonia, during the rest of the
year (July - December 2004), liabili-
ties towards abroad in the amount of
US$ 117 million fall due, US$ 88 mil-
lion out of which as principal. 

33..       FFIISSCCAALL  SSEECCTTOORR33..       FFIISSCCAALL  SSEECCTTOORR

In the first semester of 2004, total
revenues of the central government
budget amounted to Denar 27,991
million, which is an increase by 5.7%
compared to the same period last
year. Increase of the total revenues
was mainly due to the increase of
VAT revenues, which in this period
were higher by Denar 2,167 million,
i.e. by 20.8%. Out of the total project-
ed tax revenues in the 2004 Budget
of the Republic of Macedonia in the
amount of Denar 52,785 mill ion,
Denar 25,536 million or 48.4% were
realized in the first six months, which
is insignificant deviation from the pro-
jections for this period. 
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Source: National Bank of the Republic of Macedonia
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Regarding VAT, in the period January
- June 2004, revenues collected were
in the amount of Denar 12,582 million,
which is an increase by 20.8%, i.e. by
Denar 2,167 million more compared to
the same period in 2003. Thereby,
what should be taken into account is
the fact that last year (starting 1st
January) there was change in the VAT
tax rates, causing revenue increase on
this basis. What certainly contributed
to the better revenue performance on
this basis was the larger engagement
by the PRO, as well as the higher vol-
ume of collected VAT on import. At the
same time, such performance was also
higher by 2.4% compared to the pro-
jected VAT revenues for this period of
2004.

Apart from the expected effect from
the abolishment of the excises on
cars (starting 1st January 2004), rev-
enues on the basis of excises in the
first half reduced by only 2.3%, i.e.
Denar 111 million, compared to the
same period last year, whereby they
reached the amount of Denar 4,807
million. Decrease of revenues on this
basis was a result of the lower rev-
enues from excise on tobacco prod-
ucts and alcohol beverages, in the
amount of Denar 192 million.

Personal income tax revenues during
the first six months of 2004 reached
the amount of Denar 3,661 million,

i.e. Denar 102 million (or 2.8%) more
in relation to the same period last year.
With respect to the projected revenues
on this basis, there was a reduction by
3.9%, i.e. by Denar 150 million.

In the first six months this year, com-
pared to the same period last year,
there was a notable decline of the
revenues on the basis of customs by
16% (in relation to the plan, revenues
were reduced by 4.6%), mainly as a
result of the reduction of the customs
tariffs pursuant to the WTO Agree-
ment and the Stabilization and Asso-
ciation Agreement with the EU.

In the period January - June 2004,
total expenditures of the central gov-
ernment budget amounted to Denar
27,354 million, which is by 4% or
Denar 1,057 million more compared
to the same period in 2003.

With respect to the total expenditures
in the central government budget, ex-
penditures related to wages and salari-
es and allowances account for 38.3%,
which is almost at identical level as in
the first half of last year. The realized
small increase in absolute amount of
Denar 473 million was a result of the
commencement of what is known as
salary decompression of the civil ser-
vants. In June only, salaries and allo-
wances were higher by Denar 139 mil-
lion compared to the same month last
year.

Regarding the transfers (37.9% in the
total expenditures of the central gov-
ernment budget), in the first six mont-
hs, there was an increase by Denar
557 million, or by 5.7%, generated by
the increase of the regular transfers to
the Pension and Disability Insurance
Fund of Macedonia and the Employ-
ment Fund. Thus, transfers to the Pen-
sion and Disability Insurance Fund of
Macedonia were higher by 15.8% or
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by Denar 543 million in relation to the
same period last year.

During the first six months of 2004,
capital expenditures of the Republic
of Macedonia amounted to US$ 1,964
million. Despite the increased spend-
ing on this basis in the second quar-
ter this year (Denar 1,279 million),
still the realized capital expenditures
were far from the projected Denar
6,191 million for the whole 2004. With
respect to this item, it is expected for
the expenditures on this basis to rap-
idly increase in the coming period.

In the period January-June 2004,
trends in the fiscal sector initiated sur-
plus in the central government budget
in the amount of Denar 638 million.

44..       MMOONNEETTAARRYY  SSEECCTTOORR44..       MMOONNEETTAARRYY  SSEECCTTOORR

44..11..    MMoonneettaarryy  DDeevveellooppmmeennttss  

Maintenance of price stability and sta-
ble Denar foreign exchange rate have
also continued in June 2004, by apply-
ing monetary policy measures and
appropriate use of instruments of mon-
etary regulation. Higher budget spend-
ing during June was compensated with
the auction of central bank bills.

Banking system liquidity slightly in-
creased by 0.8% on monthly basis. In
conditions of net sale of foreign ex-
change at the foreign exchange mar-
ket by the National Bank and higher
average amount of central bank bills,
the increased liquidity reflected the
higher spending of the government
and the lower level of ready money in
circulation.

At the end of June, the level of central
bank bills reached the amount of
Denar 4,009 million, whereby the big-
ger interest in investing in central bank
bills did not lead to change in the aver-
age weighted interest rate, which
remained at identical level of 7.55%.
During this month2, NBRM also chang-
ed the type of central bank bills auc-
tion and started applying the unlimited
bid- amount, at fixed determined inter-
est rates (5% for central bank bills with
maturity of 7 days and 8% for the ones
with maturity of 28 days).

Regarding the total Denar government
deposits at the NBRM, in June 2004,
there was a decrease on monthly basis
by 2.7%. The decrease was more evi-
dent at the beginning of the month, as
a result of the regular payment of
salaries and payment of interest and
principal for the denationalization
bond. Two treasury bill auctions took
place in June, at which an inflow was
realized in the amount of Denar 428
million, in conditions of lower demand
against the offered amount. Thereby,
the average weighted interest rate
amounted to 8.32% and 8.43%.

Total credits by the banks to the pri-
vate sector realized monthly increase
by 1.9%, having the credits in both
domestic and foreign currency increas-
ed at the same time. Increase by 3.5%
was noticed at the short-term Denar

Source: Ministry of Finance
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credits to the citizens (consumer and
framework credits), while there was a
decrease on monthly basis by 1.4%
with respect to the short-term Denar
credits to the enterprises. At the sa-
me time, long-term Denar credits to
both the citizens (6%) and the enter-
prises (5.6%) increased.

44..22..    MMoonneettaarryy  AAggggrreeggaatteess  

In June 2004, ready money in circula-
tion did not experienced major chan-
ge and amounted to Denar 13,324
million, which, on monthly level, was
a small increase by 1%. Such increa-
se, accompanied by decrease of the
deposit funds (as a result of the lower
amount of funds on the transaction
accounts of the enterprises and the
citizens), lead to almost unchanged
level of M1 money supply.

Identical trends were also present at
M2 monetary aggregate, which incre-
ased by 0.8% on monthly basis, de-
termined by the increase of the short-
term Denar deposits. In conditions of
reduced long-term deposit potential,
the broadest defined monetary aggre-
gate M4 increased by 0.1% on month-
ly basis.

44..33..    MMoonneeyy  MMaarrkkeett

In June 2004, there were no larger
changes on the money and short-
term securities market, whereby the
volume of realized transactions reta-
ined the same level as the previous
month, i.e. Denar 1,131 million. Thus,
the interest rate of 6.52% remained
unchanged as well.

With respect to the interest rate policy
of the commercial banks, in June
2004, there were no significant chan-
ges. Weighted interest rate on three-

month Denar deposits amounted to
6.52% (6.5% in May), while the aver-
age weighted interest on debit bal-
ances for short-term Denar credits re-
mained unchanged (12.46%) on mon-
thly basis, thus the interest margin was
reduced to 5.9 percentage points. 

44..44..    FFoorreeiiggnn  eexxcchhaannggee  TTrreennddss  

In June 2004, total realized turnover
on the foreign exchange market was
in the amount of US$ 306.6 million,
which was an increase by 4% com-
pared to the previous month. Demand
for foreign exchange by the enterpris-
es exceeded the supply by 39.4%,
whereby part of the needs for foreign
exchange by the banks was covered
through NBRM, which intervened on
the foreign exchange market with net
sale of foreign exchange, contributing
to maintenance of Denar exchange
rate stability against the Euro.

Average Denar exchange rate again-
st the Euro was Denar 61.31 for EUR
1 (unchanged level in relation to
May), while the Denar exchange rate
against the US Dollar, on monthly le-
vel, depreciated by 0.6%, whereby at
the end of the month, it was Denar
51.38 for US$ 1. Total turnover on
the exchange market amounted to
US$ 125 million, which was a month-
ly increase by 3.5%, in conditions of

Source: National Bank of the Republic of Macedonia
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higher foreign exchange supply than
demand by US$ 42 million.

As of 30th June 2004 inclusive, gross
foreign exchange reserves of the
Republic of Macedonia amounted to
US$ 860 million, which is a decrease
by US$ 12 million compared to the
previous month. Decrease of the re-
serves was determined by the outflow
of foreign exchange on the basis of
the transactions with the commercial
banks on the foreign exchange mar-
ket, as well as the negative exchange
rate differences. 

55..       LLAABBOOUURR  MMAARRKKEETT55..       LLAABBOOUURR  MMAARRKKEETT

55..11..    EEmmppllooyymmeenntt  

In the period January-July 2004,
(according to the data by the Employ-
ment Bureau), total of 59,896 per-
sons were employed in the Republic
of Macedonia, which is by 4,714 per-
sons, or 8.5% more compared to the
same period last year. Out of this
number, 37,081 persons were em-
ployed as full-time, while 22,815 per-
sons were employed as part-time
employees. 

This number includes the newly
employed persons in the records and

off the records in the Employment
Bureau. Second category covers the
persons who were not registered as
unemployed, such as students, inac-
tive persons, as well as persons who
have changed their work. 

According to the regional structure of
employment, most employments were
realized in Skopje or 34%, followed
by Bitola - 9.7%, Ohrid - 7.6%.

According to the recent data by the
State Statistics Office, 262,726 work-
ers were registered in the first five
months of 2004. This number was
estimated on the basis of the monthly
reports, and in relation to the previ-
ous month, it was reduced by 0.4 per-
centage points. 

55..22..    UUnneemmppllooyymmeenntt  

Registered unemployment at the end
of July 2004 amounted to 395,308
persons, which is a decrease by 416
persons compared to the previous
month. Compared to the end of 2003,
the number of unemployed persons is
higher by 4,947 persons or by 1.3%.

Persons at the age between 15-30
account for 33% in the total unemploy-
ment, persons at the age between 30 -
50 account for 48%, while 19% of the
unemployed persons goes to the ones

Source: National Bank of the Republic of Macedonia
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at the age above 50. Men participate
with 57.1% in the total unemploy-
ment.

Educational structure of the unem-
ployed is extremely unfavourable,
since most of them (48%) are unskill-
ed, 34% have completed intermediate
specialist's training, 18% are skilled
and highly skilled.

55..33..    BBeenneeffiicciiaarriieess  ooff  uunneemmppllooyymmeenntt
bbeenneeffiitt  aanndd  rriigghhtt  ttoo  hheeaalltthh  iinnssuurraannccee

Number of beneficiaries of pecuniary
allowance at the end of June 2004
amounted to 51,221 persons (12.9% of
the total number of unemployed), which
is an increase by 12.6% annually.

In June, the number of registered un-
employed persons being registered in
the Bureau for health insurance amo-
unted to 249,776 persons (63.1% of
the persons registered in the Bureau),
which is an increase by 6.9% annually.

55..44..    PPeennssiioonn  BBeenneeffiicciiaarriieess

According to the recent available da-
ta, in June this year, the number of
pension beneficiaries amounted to
256,917 persons, which is by 643 per-
sons more compared to the previous
month, while in relation to June 2003,
the number of pensioners increased
by 5,751 persons or by 2.3%.

Average pension in June 2004 amo-
unted to Denar 7,410, meaning that
there was insignificant decrease com-
pared to the previous month, while in
relation to June 2003, it was increased
by 3.6% in real terms. Ratio between
the average pension in June  2004 and
the average net paid salary in May
2004 amounted to 59%. 

55..55..    BBeenneeffiicciiaarriieess  ooff  SSoocciiaall  WWeellffaarree

Denar 141.9 million was paid in June
2004 for 64,594 beneficiaries of social
welfare, which is a decrease by 238
persons (0.4%) compared to the previ-
ous month. On annual basis, there was
an increase by 3%. Number of benefici-
aries of permanent pecuniary allowan-
ce in June was lower by 295 persons
and amounted to 4,865 beneficiaries,
while with respect to the beneficiaries
of social welfare on the basis of third
person care, there was a slight increa-
se and amounted to 19,735 persons.
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257000
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Pension beneficiaries (by month)

Source: Pension and Disability Insurance Fund of Macedonia

3 The comparison is made with the average salary from the previous month since data on salaries 
are received with one-month delay.
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55..66..    AAvveerraaggee  NNeett  SSaallaarryy

In May 2004, average paid monthly
net salary per employee amounted to
Denar 12,551, which is a nominal
increase by 3.6% compared to April
and an increase by 3.1% in real
terms. Compared to the same month
last year, average paid monthly net
salary in May 2004 was increased by
6.4% in nominal terms, while the
increase in real terms was 7%.

Highest monthly increase was regis-
tered at the activity "production of
motor vehicles, sidecars and semi-
sidecars" (by 63.8%). Analyzed by
sectors (monthly), highest increase
by 13.2% was registered in the sector
„agriculture“, followed by „industry“
(2.2%) and „services“ (2.3%).

In May 2004, 24.3% of the workers in
the Republic of Macedonia did not
receive salary, meaning that, in rela-
tion to the previous month, this rate
increased by 0.9 percentage points.

Number of social welfare beneficiaries
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At the end of June 2004, external debt
of the Republic of Macedonia amount-
ed to US$ 1,755 million, which is a
decrease by US$ 6.7 million compared
to the previous month. Decrease of
the debt is most a result of the real-
ized negative exchange rate US$ 5.8,
differences due to Dollar appreciation
against other currencies.

Regarding the structure of the exter-
nal debt, more than half goes to the
multilateral creditors, while the private
ones account for 33% and the bilater-
al ones - 14%. Largest individual cred-
itors are IDA with US$ 363 million and
the London Club of Creditors with US$
238 million.

During June, funds in the amount of
US$ 8 million were disbursed from for-
eign creditors, whereby the largest

part was from official creditors. In the
first six months of this year, funds in
the amount of US$ 95 million were dis-
bursed mainly from multilateral credi-
tors (IBRD, IDA, EIB and EBRD).

In terms of the liabil it ies towards
abroad, in June, US$ 11 million was
repaid, US$ 9 million out of which as
principal. The liabilities towards offi-
cial creditors amounted to US$ 7 mil-
l ion and the other l iabil it ies were
repaid towards private creditors.

In June 2004, outstanding liabilities
towards abroad amounted to US$ 10
million (US$ 9 million out of which as
principal). Additional foreign cumula-
tion, in a form of newly concluded
credits, amounted to US$ 11 million
during June, all from private creditors.

EEXXTTEERRNNAALL  DDEEBBTTEEXXTTEERRNNAALL  DDEEBBTT

1.188

940

55

192

15

363

120

7

17

49

110

8

1

248

587

238

349

218

130

1.755

Official creditors

Multilateral creditors

   Bilateral creditors

Commercial creditors

London club

Others

Banks and financial institutions

Enterprises

TOTAL

1 Long-term and medium debt

EEXXTTEERRNNAALL  DDEEBBTT  OOFF  TTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAA  EEXXTTEERRNNAALL  DDEEBBTT  OOFF  TTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAA  1111

In millions US dollars

26 Bulletin 4-6 / 2004



27MINISTRY OF FINANCE

30.06.
2004

1.813

1.474

1.247

1.207

40

0

0

55

171

339

64

275

Total external debt

Public sector

Government

Government (Government liabilities)

Road fund

Health fund

Others

NBM

Public enterprises

Private sector

Banks

Enterprises

TTOOTTAALL  EEXXTTEERRNNAALL  DDEEBBTT  PPEERR  DDEEBBTTOORRSSTTOOTTAALL  EEXXTTEERRNNAALL  DDEEBBTT  PPEERR  DDEEBBTTOORRSS ****

In millions US dollars

* Short, medium and long-term debt

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

EEXXTTEERRNNAALL  DDEEBBTT  PPEERR  CCRREEDDIITTOORRSSEEXXTTEERRNNAALL  DDEEBBTT  PPEERR  CCRREEDDIITTOORRSS

Source: National Bank of the Republic of Macedonia
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119.49

62.41

36.83

12.50

8.33

2.29

1.48

6.79

0.00

0.24

3.82

0.19

0.02

0.11

25.57

34.39

0.59

4.73

5.84

57.08

7.63

49.44

40.07

8.36

98.41

48.28

27.10

12.10

5.25

2.00

0.06

4.46

0.00

0.00

3.10

0.00

0.00

0.11

21.17

11.23

0.58

4.43

4.92

50.13

5.23

44.90

37.35

7.54

21.08

14.13

9.73

0.40

3.08

0.29

1.42

2.33

0.00

0.24

0.72

0.19

0.02

0.00

4.40

3.16

0.01

0.30

0.92

6.95

2.40

4.54

2.72

0.82

(in million of USA dollars) Total Principal Interest 

Total (principal and interest)

 Official creditors

  Multilateral creditors

 Bilateral creditors

 Reschedule 1995

 Unrescheduled debt

 Reschedule 2000

 New credits

 Private creditors

  London club

  Others

  Banks and financial institutions

  Enterprises

RREEPPAAYYMMEENNTT  OOFF  DDEEBBTT  PPEERR  CCRREEDDIITTOORRSS  ((JJRREEPPAAYYMMEENNTT  OOFF  DDEEBBTT  PPEERR  CCRREEDDIITTOORRSS  ((JJ aannuuaarryy  --   JJuunnee  22000044))aannuuaarryy  --   JJuunnee  22000044))

Source: National Bank of the Republic of Macedonia
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Per creditors

Principal

  Multilateral creditors

     IMF

     IBRD / IDA

     IFC

     EIB

     EBRD

     EUROFIMA

     Council of Eur. Develop. Bank

     EU

     IFAD

     EAR

  Bilateral creditors

     Paris club

     Taiwan

     Others

  Commercial creditors

     London club

     Others

Interest

  Multilateral creditors

     IMF

     IBRD / IDA

     IFC

     EIB

     EBRD

     EUROFIMA

     Council of Eur. Develop. Bank

     EU

     IFAD

     EAR

  Bilateralni kreditori

     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)In
 m
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TTOOTTAALL  RREEVVEENNUUEESS
TTaaxx  RReevveennuueess

PPeerrssoonnaalleenn  IInnccoommee  TTaaxx
PPrrooffiitt  TTaaxx
VVAATT
EExxcciisseess
IImmppoorrtt  DDuuttiieess
OOtthheerr  TTaaxxeess
TTaaxx  oonn  FFiinnaanncciiaall  TTrraannssaaccttiioonnss
UUttiilliittyy  TTaaxxeess

NNoonn  TTaaxx  RReevveennuueess  
PPrrooffiitt  ooff  PPuubblliicc  FFiinnaanncciiaall  IInnssttiittuuttiioonnss
AAddmmiinniissttrraattiivvee  TTaaxxeess  aanndd  CChhaarrggeess
OOtthheerr  AAddmmiinniissttrraattiivvee  TTaaxxeess
OOtthheerr  NNoonn  TTaaxx  RReevveennuueess

CCaappiittaall  RReevveennuueess
FFoorreeiiggnn  DDoonnaattiioonnss

TTOOTTAALL  EEXXPPEENNDDIITTUURREESS
CCuurreebbtt  EExxppeennddiittuurreess

WWaaggeess  aanndd  AAlllloowwaanncceess
GGooooddss  aanndd  SSeerrvviicceess
TTrraannssffeerrss

PPeennssiioonn  FFuunndd
EEmmppllooyymmeenntt  FFuunndd
OOtthheerr  TTrraannssffeerrss
RReeffuuggeeeess
SSttrruuccttuurraall  RReeffoorrmmss
PPuubblliicc  AAddmmiinniissttrraattiioonn  RReeffoorrmmss

IInntteerreesstt
DDoommeessttiicc
FFoorreeiiggnn

GGuuaarraannttiieess
CCaappiittaall  EExxppeennddiittuurreess

FFiixxeedd  AAsssseettss
CCaappiittaall  TTrraannssffeerrss
CCoommmmooddiittyy  RReesseerrvveess
IInntteerrnnaattiioonnaall  FFiinnaanncciiaall  IInnssttiittuuttiioonnss
TTeelleeccoomm  PPrroojjeeccttss

CCrriissiiss  RReellaatteedd  EExxppeennddiittuurreess
BBUUDDGGEETT  BBAALLAANNCCEE
FFIINNAANNCCIINNGG

IInnffllooww
PPrriivvaattiissaattiioonn  RReecceeiippttss  
FFoorreeiiggnn  DDoonnaattiioonnss
CCaappoottaalliissaattiioonn
FFoorreeiiggnn  LLooaannss
DDeeppoossiittss
BBIISS

OOuuttffllooww
RReeppaayymmeenntt  ooff  PPrriinncciippaall

FFoorreeiiggnn
DDoommeessttiicc

PPuurrcchhaassee  ooff  BBoonnddss

2001

5522..882299
47.716

7.248
3.006

17.132
10.830

6.111
275

3.111

3
4.349
1.847

1.061
486

32
349
415

6655..557755

44.017
16.407

6.358
16.950

5.215
3.548
2.349

582

239
944

4.212
1.066

3.146
90

7.723
3.589

2.211
546

35
1.342

13.835
--1122..774466
1122..774466
19.272

10.837

0
604
763

5.399
1.169
6.526
3.550
3.543

7
2.976

2002
5588..116600
54.389

7.513
2.624

20.521
10.715

6.336
340

6.336

4
3.170
1.057
1.092

205

35
601

0
6655..550033

51.591
18.338

8.715
20.576

6.538
4.111
3.404

391

1.387
442

3.401
1.179

2.222
561

8.636
2.718

2.476
418

22
3.002

5.276
--77..334433
77..334433

13.430

5.177
2.641

0
1.548

4.029

0
6.087
6.087
3.602

2.485

0

1122..778899
11.879

1.678
1.187
4.869
2.331

1.655
130

28

1
773
135
311

42

285
137

0
1122..445544

11.744
4.953
1.328
4.440

1.665
1.020

413
84

386
93

774
127

647
249
450
250

151

0
0

49

260
333355

--333355
1.333

409
668

0
0

256

0
1.668
1.668
1.533

135

0

1133..669900
12.363

1.881
639

5.546
2.587

1.587
122

0
1

1.167
597
342
208

20
160

0
1133..884433

12.817
5.058
1.771
5.359

1.766
1.083

907
72

294
129
629
385

244

0
924
288

596

0
15
25

102
--115533
115533

2.928

1.344
850

0
1.506

-772

0
2.775
2.775

373

2.402

0

1133..556633
12.152

1.835
778

5.077
2.961

1.395
103

1
1

1.280
866
318

53

44
123

0
1133..995500

12.531
4.909
1.497

5.524

2.065
1.096

948
51

348
105

562
86

476
39

1.372
388

817

0
0

167

48
--338877
338877

2.001

2.014

0
0

1.163

-1.176

0
1.614
1.614
1.482

132

0

1133..884400
12.770

2.108
667

5.683
2.685
1.503

121

1
1

820
209

398
67

146
135

0
1166..118855

13.892
5.314
2.318
5.782

1.809
1.161

996
53

631
202
478
352

126

0
2.291

811

1.232

0
3

245

2
--22..334455
22..334455
4.322

906
1.042

0
1.104

1.270

0
1.977
1.977

294

1.683

0

CCEENNTTRRAALL  GGOOVVEERRNNMMEENNTT  BBUUDDGGEETT  OOFFCCEENNTTRRAALL  GGOOVVEERRNNMMEENNTT  BBUUDDGGEETT  OOFF
TTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAATTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAA
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Total 2003 I II III Q1 IV V VI Q2 Total 2004
5533..888811 44..550066 44..005588 55..553388 1144..110022 44..777755 44..770066 44..440099 1133..889900 2277..999922
49.163 4.118 3.869 4.569 12.556 4.527 4.468 3.985 12.980 25.536

7.502 505 576 657 1.738 715 581 627 1.923 3.661
3.271 140 300 518 958 178 153 175 506 1.464

21.175 2.161 1.926 2.016 6.103 2.401 2.231 1.847 6.479 12.582
10.564 885 634 830 2.349 718 923 818 2.458 4.807

6.140 349 380 499 1.228 477 541 478 1.496 2.724
476 78 53 49 180 35 39 40 114 294

31 0 0 0 0 3 0 0 3 3
4 0 0 0 0 0 0 1 1 1

4.040 331 147 893 1.371 164 202 385 751 2.122
1.807 68 0 725 793 26 49 219 294 1.087
1.369 98 123 137 358 109 131 135 375 733

370 20 20 24 64 21 19 29 69 133
495 145 4 7 156 8 3 2 13 169
555 57 42 76 175 84 36 38 158 333

0 0 0 0 0 0 0 0 0 0
5566..443322 44..114499 44..221100 44..774411 1133..110000 44..889955 44..558833 44..777755 1144..225533 2277..335533
50.984 4.041 4.063 4.311 12.415 4.405 4.258 4.311 12.975 25.390
20.234 1.719 1.655 1.761 5.135 1.759 1.757 1.833 5.349 10.484

6.914 470 651 676 1.797 626 561 527 1.714 3.511
21.105 1.549 1.635 1.740 4.924 1.765 1.875 1.792 5.432 10.356

7.305 669 670 671 2.010 659 647 658 1.964 3.974
4.360 433 446 421 1.300 479 424 500 1.403 2.703
3.264 42 180 144 366 191 315 197 702 1.068

259 14 17 13 44 15 14 15 43 87
1.659 44 62 91 197 56 128 64 248 445

528 36 37 35 108 38 35 36 109 217
2.443 303 94 134 531 254 65 160 479 1.010

950 12 12 57 81 222 57 99 378 459
1.493 291 82 77 450 32 8 61 101 551

288 0 28 0 28 1 0 0 1 29
5.037 108 147 430 685 490 325 464 1.279 1.964
1.737 96 140 77 313 122 165 158 445 758
2.796 11 6 347 364 354 149 191 694 1.058

0 0 0 0 0 0 0 0 0 0
18 0 0 0 0 0 3 7 10 10

486 1 1 6 8 14 8 108 130 138
412 0 0 0 0 0 0 0 0 0

--22..555511 335577 --115522 779977 11..000022 --112200 112222 --336666 --336644 663388
22..555511 --335577 115522 --779977 --11..000022 112200 --112222 336666 336644 --663388

10.585 316 469 -371 414 1.740 151 810 2.701 3.115
4.673 68 0 20 88 0 0 0 0 88
2.560 490 0 0 490 0 0 0 0 490

0 0 0 0 0 0 0 0 0 0
3.773 1.020 0 0 1.020 1 0 0 1 1.021
-422 -1.360 264 -612 -1.708 1.153 -302 612 1.463 -245

0 98 205 221 524 586 453 199 1.238 1.762
8.034 673 317 426 1.416 1.620 273 444 2.337 3.753
8.034 673 317 426 1.416 1.620 273 444 2.337 3.753
3.682 669 317 294 1.280 0 0 103 103 1.383
4.352 4 0 132 136 1.620 273 341 2.234 2.370

0 0 0 0 0 0 0 0 0 0



TOTAL REVENUES

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

REVENUES FROM REPAYMENT OF LOANS

TOTAL EXPENDITURES

CURRENT EXPENDITURES

Wages, salaries and allowances

Goods and other services

Current transfers

Interest payments

CAPITAL EXPENDITURES

Acquisition of capital assets

Capital transfers

LENDING, EQUITY 
PARTICIPATION AND 
DEBT REPAYMENT

Lending and equity 
participation

Amortization (debt repayment)

Final 
statement

Final 
statement

Final 
statement

Supplemental 
budget

Budget

CCEENNTTRRAALL  BBUUDDGGEETT  OOFF  TTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAACCEENNTTRRAALL  BBUUDDGGEETT  OOFF  TTHHEE  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAA
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Functional classification of Central Budget expenditures 2004

Housing and 
community 

amenity affairs

Agriculture, forestry, 
fishing and hunting

Fuel and energy 
affairs and services,

Mining, industry
 and construction

Transport and 
communications, 

activities and services

Recreational, 
cultural and religious 
activities and services

Social protection 
and social security

Education and servicesHealth services

Other economic 
affairs and services

Multi-functional costs

General public 
services

Defence affairs 
and services

Public order 
and security

Final 
statement

Final 
statement

Final 
statement

Budget Budget

In million of denars

TOTAL

General public services

Public order and security

Education and services

Health services

Social protection 
and social security

Housing and community 
amenity affairs

Recreational, cultural 
and religious activities 
and services

Fuel and energy 
affairs and services

Agriculture, forestry, 
fishing and hunting

Mining, industry 
and construction

Transport and 
communications, 
activities and services

Other economic affairs 
and services

Multi-functional costs

Transactions related to the 
public debt services that are
not classified by major groups

Defence affairs 
and services

Participation % of GDP

Support of Strategic
priorities

FFUUNNCCTTIIOONNAALL  CCLLAASSSSIIFFIICCAATTIIOONN  OOFF  CCEENNTTRRAALL  BBUUDDGGEETT  EEXXPPEENNDDIITTUURREESSFFUUNNCCTTIIOONNAALL  CCLLAASSSSIIFFIICCAATTIIOONN  OOFF  CCEENNTTRRAALL  BBUUDDGGEETT  EEXXPPEENNDDIITTUURREESS

Note: The functional classification of the Central Budget expenditures was prepared according to the international standards
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14.003

8.179

182

4.187

197

18

312

884

28

16

0

0

14.301

12.483

11.305

257

112

534

46

132

42

55

3

1.565

71

78

4

-298

Actual Actual Actual Actual Actual Actual Jan-JuneTypes 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

Compensation for body injury

Compensation for disability insurance

Employment and accomodations for disabled children

Health care contribution

Other expenditures

Compensation for administration

Capital expenditures

BALANCE

Deficit / Surplus

Source: Internal data of the Ministry of Finance

In the first half of 2004, Pension and
Disability Insurance Fund realized rreevvee--
nnuueess in the amount of Denar 14,003 mil-
lion, being an increase by 3.7% compared
to the same period last year. Most of the
revenues, i.e. 58.4%, were revenues on
the basis of salary contributions, where an
increase by 4.5% was realized. Budget
revenues account for 30% in the total rev-
enues of the Fund and were increased by
14.7% compared to the same period last
year, while the revenues from the Employ-
ment Bureau for insurance of unemployed
persons, beneficiaries of pecuniary
allowance, increased by 19.8% and their
share in the total revenues was 6.3%. 

Fund eexxppeennddiittuurreess in the first half of 2004
amounted to Denar 14,300 million and

increased by 4.5% compared to the same
period last year. With respect to payment
of pensions, 87.2% of the total expendi-
tures were spent, meaning an increased
by 5.6% compared to the first half of
2003. Thereby, 79% of the pensions were
paid as regular pensions, 3.7% as 8%
retroactive pension, military pensions,
agricultural pensions and pensions for
early retirements. Expenditures related to
health care contribution accounted for
11% in the total expenditures of the
Pension and Disability Insurance Fund.

DDeeffiicciitt of the Pension and Disability
Insurance Fund amounted to Denar 298
million in the first six months of 2004.

(in million of denars)
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RReevveennuueess of the Health Insurance
Fund amounted to Denar 7,095 million
in the first half of 2004, which is an
increase by 4.7% compared to the
same period last year. Analyzed by
revenue structure, the highest share
(58.8%) goes to the health insurance
contributions, where an increase by
4.7% was realized. Pension and Disa-
bility Insurance Fund contributions acc-
ount for 22% in the total revenues of
HIF and were increased by 15% com-
pared to the same period last year,
while the contributions from the Em-
ployment Bureaus for employment of
unemployed persons account for
13.9% in the revenues and they incre-
ased by 8.4%. There was a big increa-
se by Denar 354 million with respect to
the other revenues, mainly, due to the
inclusion of new categories of rev-

enues, i.e. transfers with decision and
revenues from co-financing.

At the same time, Fund eexxppeennddiittuurreess in
the first six months of 2004 amounted
to Denar 7,126 million, i.e. increased
by 8.9%, compared to the same period
last year. The highest share in the ex-
penditures goes to the outpatient's
costs (40.3%), which increased by
22%, as well as the expenditures relat-
ed to the hospital treatment (33.5%),
which compared to the previous year
slightly decreased. Expenditures relat-
ed to pharmaceuticals were higher by
49.6% compared to 2003 and account-
ed for 13.9% in the Fund expenditures.

In the period January–June 2004, He-
alth Insurance Fund realized ddeeffiicciitt in
the amount of Denar 31 million. 

HHEEAALLTTHH  IINNSSUURRAANNCCEE  FFUUNNDD  ((HHIIFF))     HHEEAALLTTHH  IINNSSUURRAANNCCEE  FFUUNNDD  ((HHIIFF))     

4.170

1.565

986

28

345

0

0

1

2.871

2.389

0

989

0

148

71

508

120

17

11

2

7.126

-31

7.095

Actual
Tupe of revenues / expenditures  
  

Actual Actual Actual Actual Actual Jan.-June

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

(in million of denars)

Source: Internal data of the Ministry of Finance
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In the first half of 2004, Employment
Bureau (EB) realized total rreevveennuueess in
the amount of Denar 3,751 million. In
this period, revenues of EB increased
by 25% compared to the same period
last year. Out of these revenues, only
16.2% were funds provided by the em-
ployment contribution that is to be the
main financial source for the activities
and the functioning of EB. On the other
hand, 83.4% of the revenues are subsi-
dies from the Budget of the Republic of
Macedonia.  With respect to the budget
subsidies structure, 71.5% are on the
basis of covering the deficit of the Bu-
reau, 18.2 are intended for payment of
pecuniary allowance to the employees
from the loss–making enterprises and
the rest is related to the public adminis-
tration reform. In the period January–
June 2004, revenues from contributions
increased by 3.2% compared to the last
year, and the subsidies from the Budget
increased by 30% in the same period. 

EB eexxppeennddiittuurreess in the first half of 2004
amounted to Denar 3,715 million, which
is an increase by 24% compared to the
same period last year. Thereby, 38.7%
of the expenditures were related to the
payment of pecuniary allowance to the
unemployed persons (unemployment
benefit), 27.3% were costs related to
health insurance of the unemployed
persons and 24.7% for pension and dis-
ability insurance. Active measures –
related costs (for employment of dis-
abled persons, employment encourage-
ment and allowance for re-qualification)
accounted for 8.9% in the total expendi-
tures of EB. Regarding the total expen-
ditures, 2.9% accounted for the expen-
ditures of the expert service, and in rela-
tion to the same period last year, these
expenditures increased by 6.7%.

In the first quarter of 2004, Employment
Bureau realized ssuurrpplluuss in the amount
of Denar 36 million.

EEMMPPLLOOYYMMEENNTT  BBUURREEAAUU  EEMMPPLLOOYYMMEENNTT  BBUURREEAAUU  

2004
Jan.-June
3.751
606

3.128

3.717
17

3.605

109

37

518
11

1

75

2.235

569

41
283

1.397
986
891
39
282
10

66
10
33
0
0
0

Tupe 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

(in million of denars)

Source: Internal data of the Ministry of Finance
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In the period January – June 2004,
Regional and National Road Fund
collected rreevveennuueess in the amount of
Denar 1,689 mill ion, which is an
increase by 22.3% compared to the
same period last year. The highest
share in the total revenues goes to
the revenues from the Budget
(52.1%), which increased by 76.4%
compared to the first six months last
year. On the basis of annual fee for
road motor vehicles, Denar 434 mil-
lion or 25.7% were collected in rela-
tion to the total revenues, while
19.6% out of the total revenues were
collected from the fee for usage of
highways, where there was an
increase by 8.5%.

EExxppeennddiittuurreess of the Road Fund in the
first half of 2004 amounted to Denar
1,750. Most of the expenditures
(44.5%) were made in the part relat-
ed to investments.  Regarding road
maintenance Denar 508 million was
spent, or 29% of the total expendi-
tures. Funds related to local roads
accounted for 11.4% in the total
expenditures. Expenditures related
to studies, projections, surveillance,
fees and material cost accounted for
3.3% in the total expenditures. 

In the first quarter of 2004, Road
Fund realized ddeeffiicciitt in the amount of
Denar 62 million.

NNAATTIIOONNAALL  AANNDD  RREEGGIIOONNAALL  RROOAADDSS  FFUUNNDD  NNAATTIIOONNAALL  AANNDD  RREEGGIIOONNAALL  RROOAADDSS  FFUUNNDD  

1.689

880

35

434

331

0

9

0

1.750

803

57

508

122

199

23

0

38

-61

Actual Actual Actual Actual Actual Actual Jan.-June
Tupe 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

(in million of denars)

Source: Internal data of the Ministry of Finance
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SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  ––SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  ––
AApprr ii ll   22000044  AApprr ii ll   22000044  

The total trading on the Macedonian
Long-Term Securities Stock Exchange
in April 2004 declined by 8.9% in rela-
tion to the previous month and it amo-
unts to Denar 243.84 million. Compar-
ed to March 2004, the average daily
trading increased by 23.7% and it
amounts to Denar 17.4 million. During
this month, the total trading in shares
amounted to Denar 49.07 million,
which is a 34.7% decline. The trading
in bonds reached a value of Denar
186.62 million and it notes a decline of
2.3% compared to the trading in March.

In April this year, a total number of
1,632 transactions were executed
during 14 days of trading.

The trading in government bonds for
old foreign currency saving in April
2004 amounted to Denar 22.09 million,
whereby the average price of these
government bonds was 71.6% of the
face value, which is a 0.5 percentage
points decline in relation to the previ-
ous month. The average price of the
denationalization bonds from the first
issue is 68.9% of the face value, which
is a decline by 0.9 percentage points.
The average price of the denational-
ization bonds from the second issue in
relation to the previous month
increased by 0.2 of the face value and
it is 68.7% of the face value.
Denationalization bonds from the third
issue were sold at 64.1% of the face
value, which is an increase by 3.8 per-
centage points. Simultaneously, the
price of the convertible certificates was
19.5% of the face value, which is an
increase by 2.6 percentage points in
relation to the previous month.

The official stock exchange index
(MSEI) declined by 3% compared to
the previous month and it amounted
to Denar 1,201,09.

90.3% of the total trading on the Stock
Exchange was realized on the official
market, in the amount of Denar 220.08
million. The realized trading on the
unofficial market amounted to Denar
15.6 million or 6.4% of the total trading
on the stock exchange. Trading in
other securities amounted to Denar
8.13 million or 3.3% of the total trad-
ing. The largest share in percentage of
the trading was the one of the shares
of Alkaloid AD Skopje, Stopanska
banka AD Bitola, Toplifikacija Skopje
and Tetovska banka AD Tetovo.

In this period, total of 12 block trans-
actions were executed in the total
amount of Denar 275.94 million, being
an increase by 124.9%, compared to
the previous month. The most notice-

MMAACCEEDDOONNIIAANN  LLOONNGG--TTEERRMM  SSEECCUURRIITTIIEESSMMAACCEEDDOONNIIAANN  LLOONNGG--TTEERRMM  SSEECCUURRIITTIIEESS
SSTTOOCCKK  EEXXCCHHAANNGGEESSTTOOCCKK  EEXXCCHHAANNGGEE

March
 2004

TOTAL TURNOVER

Shares

Bonds

Other securities

TOTAL

VOLUME (in securities)

Shares

Bonds (NV in EURO's)

Other securities (NV in EURO's)

MSEI

TOTAL NUMBER OF TRANSACTIONS

NUMBER OF LISTED SECURITIES

MARKET CAPITALIZATION (In Denars)

Shares

Bonds (NV in EURO's)

Total

NUMBER OF TRADED SECURITIES - 
UNOFFICIAL MARKET

NUMBER OF TRADING DAYS

DAILY AVERAGE:

Turnover (denars)

Number of transactions

NUMBER OF REPORTED TRANSACTIONS

VALUE OF REPORTED TRANSACTIONS

NUMBER OF TRANSACTIONS - 
STATE SEGMENT
VALUE OF TRANSACTIONS - 
STATE SEGMENT

75.130.665

191.065.523

1.344.963

267.541.151

83.844

5.047.059

7.949.911

1,238,24

1.911

92

17.625.922.248

22.000.060.168

39.625.982.416

35

19

14.081.113

100

13

122.717.550

0

0

49.007.539

186.625.287

8.139.638

243.842.464

136.570

4.652.745

35.783.428

1,201,09

1.632

78

17.445.390.131

21.643.143.167

39.088.533.298

29

14

17.417.319

116

12

275.948.818

4

6.445.637

-34.8

-2.3

505.2

-8.9

62.9

-7.8

350.1

-3.0

-14.6

-15.2

-1.0

-1.6

-1.4

-17.1

-26.3

23.7

16.0

-7.7

124.9

0.0

0.0

April
 2004

Change
 (%)
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able was the trading in shares of the
Cold-Rolling Plant AD Skopje.

Two transactions of state-owned
shares were executed, in total value
of Denar 5.15 million. The shares of
the enterprises Elenica – Strumica and
Javor Consulting – Bitola were traded.
In this period, two transactions with
state-owned stocks were executed, in
the total value of Denar 1.29 million.

SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  --SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  --
MMaayy  22000044  MMaayy  22000044  

In May 2004, the total turnover of the
Macedonian Stock Exchange amounted
to Denar 190.6 million and compared to
the previous month, it showed a decline
by 21.8%. The average daily trading vo-
lume in this period amounted to Denar
11.2 million, which is a 35.6% decline.

The share trading amounted to Denar
76.5 million, and in relation to the
previous month, it is an increase by
55.9%. The value of the bonds trad-
ing volume reached Denar 110.4 mil-
lion, which is a decline by 40.8%.

In May 2004 year, a total number of
1.470 transactions were executed
during 17 days of trading.

The trading in government bonds for
old foreign currency saving in May
this year amounted to Denar 31.55
million, whereby the average price
was 71.51% of the face value, which
is a 0.1 percentage points decline in
relation to April. The average price of
the denationalization bonds from the
first issue showed increase by 1.1
percentage points and it amounts to
70% of the face value. Simultaneous-
ly, the value of the denationalization
bonds from the first second also
showed increase by 0.6 percentage
points, whereby the average price of
these bonds amounted to 69.31% of
the face value. The average price of
the denationalization bonds from the
third issue, in this period, amounted
to 61.85% of the face value, i.e. a
decline by 2.25 percentage points.
Simultaneously, the average price of
the convertible certificates was only
10.19% of the face value, which is a
decline by 9.3 percentage points.

For the first time, treasury bills were
traded on the Macedonian Stock
Exchange in May 2004, whereby the
average price of these securities was
98.72% of the face value, whereby a
trading volume in the amount of
Denar 2.27 million was realized.

As an indicator of the movement of
prices, the official stock exchange in-
dicator (MSEI) declined by 1% in re-
lation to the previous month and it
amounted to Denar 1,188.73.

April
 2004

May
 2004

Change
 (%)

49.007.539

186.625.287

8.139.638

243.842.464

136.570

4.652.745

35.783.428

1,201,09

1.632

78

17.445.390.131

21.643.143.167

39.088.533.298

29

14

17.417.319

116

12

275.948.818

4

6.445.637

76.510.880

110.426.945

3.625.744

190.563.569

286.487

2.764.897

13.895.444

1,188,73

1.470

78

17.684.897.803

21.815.830.277

39.500.728.080

32

17

11.209.622

86

11

292.956.851

3

1.268.530

56.1

-40.8

-55.5

-21.8

109.8

-40.6

-61.2

-1.0

-9.9

0.0

1.4

0.8

1.1

10.3

21.4

-35.6

-25.9

-8.3

6.2

-25.0

-80.3

TOTAL TURNOVER

Shares

Bonds

Other securities

TOTAL

VOLUME (in securities)

Shares

Bonds (NV in EURO's)

Other securities (NV in EURO's)

MSEI

TOTAL NUMBER OF TRANSACTIONS

NUMBER OF LISTED SECURITIES

MARKET CAPITALIZATION 
(In Denars)

Shares

Bonds (NV in EURO's)

Total

NUMBER OF TRADED SECURITIES - 
UNOFFICIAL MARKET

DAILY AVERAGE:

Turnover (denars)

Number of transactions

NUMBER OF REPORTED 
TRANSACTIONS

VALUE OF REPORTED 
TRANSACTIONS

NUMBER OF TRANSACTIONS - 
STATE SEGMENT

VALUE OF TRANSACTIONS - 
STATE SEGMENT

NUMBER OF TRADING DAYS
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86% of the total trading on the Stock
Exchange was realized on the official
market, (Denar 163.9 million), while
the trading realized on the unofficial
market amounted to Denar 23.02 milli-
on or 12.1% of the total trading on the
stock exchange. Trading in other secu-
rities amounted to Denar 3.62 million
or 1.9% of the total trading.

The largest share, in percentage, is
the one of the shares of Blagoj Gorev
–Veles (19.7%), then the shares of
Uslugi –Skopje (14.7%) and the shares
of Komercijalna banka AD Skopje
(10.5%) in the total trading volume on
the official market of the Macedonian
Stock Exchange.

In the fifth month of the year, 12 block-
transactions were realized in the total
value of Denar 292.95 million. Also, a
total of 3 transactions of state-owned
shares were executed, in total value of
Denar 1.26 million.

SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  --SSttoocckk  eexxcchhaannggee  iinnddiiccaattoorrss  --
JJuunnee  22000044JJuunnee  22000044

The total turnover on the Macedonian
Long-Term Securities Stock Exchange
in June 2004 declined by 35.4% in
relation to May and it amounts to De-
nar 257.94 million. The average daily
trading volume increased by 27.8%,
and it amounted to Denar 14.4 million.

During this month, the total turnover of
shares amounted to Denar 126.69 mil-
lion, which is 65.6% increase on mon-
thly basis. The trading in bonds reach-
ed Denar 130.03 million (17.8% incre-
ase in relation to May 2004).

In June, a total number of 1.615 trans-
actions were executed during 18 days
of trading. As an indicator of the move-
ment of prices, the official stock ex-
change indicator (MSEI) in June this
year declined by 3.2% and it amounted
to Denar 1,150.27.

69.7% of the total trading on the stock
exchange was realized on the official
market, in the amount of Denar 179.68
million, while the trading realized on
the unofficial market amounted to
Denar 77.04 million (29.9% of the total
trading volume). Trading in other secu-
rities amounted to Denar 1.22 million
or 0.5% of the total trading.

In June 2004, the largest share in per-
centage of the trading was the one of
the shares of Alkaloid AD Skopje,
Blagoj Gorev Veles, Makpetrol Skopje,
Komercijalna banka AD Bitola and
Toplifikacija Skopje.

In this period, total of 9 block transac-
tions were executed in the total
amount of Denar 233.3 million, being a
decline by 20.4%, compared to the
value of the block transactions realized
the previous month.

SSttoocckk  EExxcchhaannggee    IInnddiiccaattoorrss  --  JJuunnee  22000044
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TOTAL TURNOVER
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Other securities
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VOLUME (in securities)

Shares
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Other securities (NV in EURO's)

MSEI

TOTAL NUMBER OF TRANSACTIONS

NUMBER OF LISTED SECURITIES

MARKET CAPITALIZATION 
(In Denars)

Shares

Bonds (NV in EURO's)

Total

NUMBER OF TRADED SECURITIES - 
UNOFFICIAL MARKET

DAILY AVERAGE:

Turnover (denars)

Number of transactions

NUMBER OF REPORTED 
TRANSACTIONS

VALUE OF REPORTED 
TRANSACTIONS

NUMBER OF TRANSACTIONS - 
STATE SEGMENT

VALUE OF TRANSACTIONS - 
STATE SEGMENT

NUMBER OF TRADING DAYS
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MM AA CC EE DD OO NN II AA NN   SS TT OO CC HH   EE XX CC HH AA NN GG EEMM AA CC EE DD OO NN II AA NN   SS TT OO CC HH   EE XX CC HH AA NN GG EE

January-June 2003 January-June 2004 % Change

384.710.719 466.968.742 21.4

519.736.032 761.706.988 46.6

123.734.781 15.932.513 -87.1

TOTAL TURNOVER

Shares

Bonds

Other securities

TOTAL

VOLUME (in securities)

Shares

Bonds (NV in EURO's)

Other securities (NV in EURO's)

MSEI

TOTAL NUMBER OF TRANSACTIONS

NUMBER OF LISTED SECURITIES

MARKET CAPITALIZATION (In Denars)

Shares

Bonds (NV in EURO's)

Total

NUMBER OF TRADED SECURITIES - UNOFFICIAL MARKET

NUMBER OF TRADING DAYS

DAILY AVERAGE:

Turnover (denars)

Number of transactions

NUMBER OF REPORTED TRANSACTIONS

VALUE OF REPORTED TRANSACTIONS

NUMBER OF TRANSACTIONS - STATE SEGMENT

VALUE OF TRANSACTIONS - STATE SEGMENT

1.028.181.532 1.244.608.243 21.0

.

1.254.883 1.231.972 -1.8

14.776.727 18.900.583 27.9

333.862.015 80.884.584 -75.8

995,22 1.150,27 15.6

8.593 9.077 5.6

100 78 -22.0

16.390.910.330 17.314.681.694 5.6

20.833.306.546 21.44.557.023 2.9

37.224.216.876 38.759.238.717 4.1

 54 51 -5.6

98 99 -

10.491.648 12.571.800 19.8

88 92 4.5

56 65 16.1

2.454.891.711 1.111.276.871 -54.7

73 10 -86.3

283.531.885 8.308.546 -97.1

HHAALLFF  YYEEAARR  RREEPPOORRTTHHAALLFF  YYEEAARR  RREEPPOORRTT

Market segment Turnover (denars) Turnover (Euro's) Number of transactions

Official market

Unofficial market

Other securities

TOTAL

%

1.075.387.825 17.545.050 86.4 8.526

153.287.905 2.500.506 12.3 347

15.932.513 259.933 1.3 204

1.244.608.243 20.305.489 100,0 9.077

Turnover structure

Unofficial market Other securities

Official market

0

50.000.000

100.000.000

150.000.000

200.000.000

250.000.000

300.000.000

January

2004

2003

February March April May June

Turnover per months   

TTUURRNNOOVVEERR  SSTTRRUUCCTTUURREETTUURRNNOOVVEERR  SSTTRRUUCCTTUURREE

SSTTOOCCHH  EEXXCCHHAANNGGEE  IINNDDIICCAATTOORRSSSSTTOOCCHH  EEXXCCHHAANNGGEE  IINNDDIICCAATTOORRSS
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 January February March April May June

2004 149.886.740 134.838.066 267.541.161 243.842.464 190.563.569 257.936.254

2003 103.276.652 109.427.243 192.906.339 236.178.776 147.525.976 238.866.546

TTUURRNNOOVVEERR  PPEERR  MMOOUUNNTTHHSSTTUURRNNOOVVEERR  PPEERR  MMOOUUNNTTHHSS

No. Name of the issuer
Turnover 
(denars)

Turnover 
(EURO's)

Number of 
transactions

Market 
capitalization 

(denars)

Participation 
in turnover (%) Volume

1

2

Komercijalna banka-Skopje

Makpetrol Skopje

Alkaloid Skopje

Blagoj Gorev Veles

Teteks Tetovo

Toplifikacija Skopje

Stopanska banka Bitola

Granit Skopje

RZ Uslugi Skopje

Fustelarko Borec Bitola

Others

TOTAL OFFICIAL MARKET

63.810.397 1.041.269 20,3 22.578.0 215 1.009.188.750

36.193.440 590.561 11,5 2.922.0 286 1.236.202.000

3 50.060.296 816.719 16,0 25.798.0 623 2.604.737.153

4 29.464.949 480.872 9,4 41.709.0 108 464.400.000

5 15.411.340 251.452 4,9 49.714.0 59 141.603.970

6 19.019.579 310.311 6,1 13.815.0 203 562.500.000

7 16.255.100 265.192 5,2 6.057.0 41 696.420.000

8 9.602.085 156.644 3,1 105.650.0 413 260.424.000

9 7.859.199 128.222 2,5 157.149.0 13 95.871.687

10 6.954.906 113.495 2,2 7.608.0 63 73.099.800

 59.049.546 963.388 18,8 210.854.0 735 10.170.234.335

 313.680.837 5.118.125 100.00 643.854.00 2.759 17.314.681.695

OOVVEERRVVIIEEWW  OOFF  TTRRAADDIINNGG  IINN  TTHHEE  MMOOSSTT  LLIIQQUUIIDD  SSHHAARREESSOOVVEERRVVIIEEWW  OOFF  TTRRAADDIINNGG  IINN  TTHHEE  MMOOSSTT  LLIIQQUUIIDD  SSHHAARREESS
((OOFFFFIICCIIAALL  MMAARRKKEETT))   JJAANN//JJUUNNEE  22000044((OOFFFFIICCIIAALL  MMAARRKKEETT))   JJAANN//JJUUNNEE  22000044

 
Issuer January-June 2003

average price
January-June 2004

average price

% change
January-June 2004/
January-June 2003

No.

1 Komercijalna banka AD Skopje 1.793.6 2.719.7 51.6

2 Makpetrol AD Skopje 10.027.8 12.257.1 22.2

3 Skopski Pazar AD Skopje 2.196.4 2.588.3 17.8

4 Alkaloid AD Skopje 1.634.1 1.922.4 17.6

5 Granit AD Skopje 81,7 90,5 10.8

TTOORR  55  GGAAIINNEERRSSTTOORR  55  GGAAIINNEERRSS

 

1 Ading AD Skopje 3.825.0 2.521.8 34,1

2 Evropa AD Skopje 1.148.0 873,0 24,0

3 Zito Vardar AD Veles 793,3 690,0 13,0

4 Toplifikacija AD Skopje 1.494.9 1.372.6 8,2

5 Beton AD Skopje 1.502.4 1.481.4 1,4

Issuer January-June 2003
average price

January-June 2004
average price

% change
January-June 2004/
January-June 2003

No.

TTOORR  55  LLOOSSEERRSSTTOORR  55  LLOOSSEERRSS
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High Low Initial Last Average 
price

Volume
Turnover 
(denars)

Turnover 
(EURO's)

Government bonds - 
F/X deposits (RM 01)

Government bonds - 
Denationalisation I issue (RMDEN01)

Government bonds - 
Denationalisation II issue (RMDEN02)

Government bonds - 
Denationalisation III issue (RMDEN03)

Convertible certificates - 
Saving houses (RMKSF)

Ministry of Finance-
Government securities 2004/07-91

79.7 70.0 73.0 71.5 72.2 4.301.288 191.257.584 3.120.365

79.9 64 73.4 64.1 70.1 179.317 7.828.581 128

80.4 62.0 72.5 63 69.6 2.351.941 103.846.296 1.694.330

65.0 55.0 64.9 62.2 62 12.068.037 458.774.528 7.484.499

27.0 3.0 25.7 4.1 15.1 80.884.354 13.661.953 223

98.72 98.72 98.72 98.72 98.72 230 2.278.560 37.032

Name of the issuer Date of 
transactions

Nominal 
value

Price per 
share 

(denars)

% of 
outstanding 

shares

Volume 
(shares)

Turnover 
(denars)

BIM AD Sveti Nikole 05.01.2004 200 DEM 2.400 14.65 1.488 3.571.200

Inst. za arhitek. i urb. PLAN Ohrid 08.01.2004 1.000 DEN 1.000 54.73 544 544.000

Korab AD Debar 13.01.2004 50 EMU 3.055 20.39 92 281.060

Helmateks AD Skopje 19.01.2004 5,25 EMU 184 17.19 30.260 5.567.840

Zito Polog AD Tetovo 26.01.2004 100 DEM 1.600 8.97 5.028 8.044.800

Toplifikacija AD Skopje 28.01.2004 51,13 EMU 1.566 2.62 11.250 17.617.500

Beton AD Ohrid 03.02.2004 500 DEM 839 42.45 3.255 2.730.945

Granit AD Skopje 04.02.2004 5 EMU 94 2.47 71.566 6.727.204

Tabak Osiguruvanje AD Skopje 04.02.2004 500 EMU 32.000 5.05 280 8.960.000

Tabak Osiguruvanje AD Skopje 04.02.2004 500 EMU 31.000 3.95 219 6.789.000

Gradski Trgovski Centar AD Skopje 05.02.2004 50 EMU 1.850 0.16 3.146 5.820.100

Komercijalna Banka AD Skopje 05.02.2004 5.000 DEN 3.000 0.58 3.226 9.678.000

Masinopromet AD Skopje 10.02.2004 50 DEM 380 19.32 13.135 4.991.300

Jugotutun AD Sveti Nikole 11.02.2004 102,26 EMU 613 24.75 5.012 3.072.356

Jugotutun AD Sveti Nikole 12.02.2004 102,26 EMU 613 22.86 4.631 2.838.803

Stobi AD Veles 12.02.2004 51,13 EMU 1.532 42.26 4.652 7.126.864

ZIK Oranzerii AD Kumanovo 18.02.2004 100 DEM 509 64.65 4.849 2.468.141

Komercijalna Banka AD Skopje 23.02.2004 5.000 DEN 2.600 0.55 3.028 7.872.800

Prokredit banka AD Skopje 23.02.2004 5 EMU 306.44 25 250.000 76.610.000

Ohridska banka AD Ohrid 24.02.2004 2.650 DEN 2.650 0.79 1.900 5.035.000

EMO AD Ohrid 02.03.2004 60 DEM 276 7.8 28.709 7.923.684

Investbanka AD Skopje 09.03.2004 2.670 DEN 2.666 3.48 7.500 19.995.000

Proleter AD Skopje 09.03.2004 50 EMU 320 10.35 4.775 1.528.000

Teteks-Kreditna banka AD Skopje 09.03.2004 1.000 DEN 2.172 0.88 5.984 12.997.248

Teteks-Kreditna banka AD Skopje-prioritetni 09.03.2004 1.000 DEN 2.172 0.47 3.222 6.998.184

Makedonija Turist AD Skopje 16.03.2004 25,56 EMU 990 2.74 12.403 12.278.970

Europrofil AD s.Aldinci Krusevo 17.03.2004 5 EMU 96 33.06 23.146 2.222.016

Silika Minerali AD Mak. Brod 23.03.2004 3.065 DEN 320.5 37.49 3.432 1.099.956

Nova Trgovija 2003 AD Stip 24.03.2004 10 DEM 120 10.22 32.063 3.847.560

Fustelarko Borec AD Bitola 30.03.2004 51,13 EMU 1.400 4.51 3.669 5.136.600

Fustelarko Borec AD Bitola 31.03.2004 51,13 EMU 1.400 4.48 3.644 5.101.600

SOKOMAK AD Bitola 31.03.2004 100 DEM 2.452 60.5 14.641 35.899.732

Stopanska banka AD Bitola 31.03.2004 3.000 DEN 3.000 0.81 2.563 7.689.000

TOTAL     563.312 309.064.463

BBLLOOCCKK  TTRRAANNSSAACCTTIIOONNSSBBLLOOCCKK  TTRRAANNSSAACCTTIIOONNSS
JANUARY - JUNE 2004

OOVVEERRVVIIEEWW  OOFF  TTHHEE  TTRRAADDIINNGG  WWIITTHH  BBOONNDDSS  AANNDD  OOTTHHEERR  SSEECCUURRIITTIIEESSOOVVEERRVVIIEEWW  OOFF  TTHHEE  TTRRAADDIINNGG  WWIITTHH  BBOONNDDSS  AANNDD  OOTTHHEERR  SSEECCUURRIITTIIEESS
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Issuer Nominal 
value

Number 
of shares

Average 
price

Volume 
(shares)

Turnover 
(denars)

Turnover 
(EURO's)

Share 
turnover

Market 
capitalization  
(000 denars)

Market 
capitalization 
(000 Euro's)

High Low     

2.905 DEN 51.911 500 500 500.0 897 448.500 7.317 25.955 423 1.73

51,13 EMU 48.300 3.060 2.754 2.907.0 41 113.220 1.847 133.018 2.170 0.08

100 DEM 12.431 1.540 1.400 1.470.0 159 242.620 3.958 19.144 312 1.28

25,56 EMU 1.301.230 1.975 1.766 1.896.9 11.802 22.503.830 367.194 2.447.373 39.925 0.91

255,65 EMU 43.684 1.500 1.490 1.498.0 1.174 1.758.816 28.704 65.260 1.065 2.69

25,56 EMU 516.000 690 580 654.4 16.421 10.852.324 177.092 356.014 5.808 3.18

51,13 EMU 80.980 1.870 1.870 1.870 85 158.950 2.595 151.433 2.470 0.10

51,13 EMU 68.000 200 200  200.0 6.915 1.383.000 22.562 13.600 222 10.17

51,13 EMU 248.249 1.350 951 1.155.9 507 625.914 10.213 236.085 3.851 0.20

5 EMU 2.893.600 100 90 91.3 42.614 3.928.845 64.098 260.424 4.248 1.47

51,13 EMU 255.583 999 870 915.0 1.492 1.356.237 22.128 230.025 3.752 0.58

50 EMU 73.037 690 690 690.0 358 247.020 4.033 50.396 822 0.49

100 DEN 825.637 600 460 546.1 3.816 2.066.092 33.710 379.793 6.196 0.46

50 EMU 68.379 610 610 610.0 105 64.050 1.045 41.711 680 0.15

51,13 EMU 278.620 335 310 326.3 254 83.310 1.359 90.552 1.477 0.09

2.670 DEN 215.209 600 600 600.0 110 66.000 1.077 136.440 2.226 0.05

1 EMU 530.554 600 600 600.0 15 9.000 147 318.332 5.193 0.00

51,13 EMU 116.999 1.000 1.000 1.000.0 115 115.000 1.876 116.999 1.909 0.10

200 DEM 49.852 606 551 578.5 112 66.332 1.082 30.210 493 0.22

5.000 DEN 552.935 3.289 2.100 2.687.7 18.076 51.069.770 833.376 1.305.283 21.293 3.27

25,56 EMU 452.247 1.150 930 1.066.6 4.503 4.905.445 80.038 515.562 8.410 1.00

511,29 EMU 112.382 13.995 10.560 12.324.2 2.147 26.763.573 436.718 1.375.129 22.433 1.91

51,13 EMU 10.248 1.604 1.604 1.604.0 13 20.852 340 16.438 268 0.13

35,9 EMU 94.063 220 220 220.0 76 16.720 273 20.694 338 0.08

2.650 DEN 235.149 2.649 2.200 2.409.3 865 2.174.548 35.476 586.741 9.572 0.37

25 EMU 202.269 246 168 224.7 1.043 229.307 3.741 49.758 812 0.52

562,42 EMU 17.020 9.801 8.000 8.684.4 41 351.615 5.737 136.160 2.221 0.24

5,11 EMU 113.392 60 60 60.0 6.075 364.500 5.947 6.804 111 5.36

5,11 EMU 585.399 27 25 25.7 51.605 1.330.335 21.704 14.635 239 8.82

5,11 EMU 14.622.944 102 92 97.0 35 3.270 53 1.345.311 21.946 0.00

5,11 EMU 210.419 60 54 54.0 1.986 119.046 1.942 11.363 185 0.94

25 EMU 65.502 620 620 620.0 670 415.400 6.777 40.611 662 1.02

43,77 EMU 451.464 65 64 64.7 992 64.190 1.047 29.345 479 0.22

51,13 EMU 100.088 3.060 2.118 2.541.5 1.658 4.739.307 77.330 303.167 4.946 1.66

3.000 DEN 298.960 3.000 2.699 2.745.7 3.393 9.586.500 156.418 726.308 11.848 1.13

51,13 EMU 456.787 310 310 310.0 33.175 10.284.250 167.803 141.604 2.310 7.26

3.000 DEN 146.852 1.736 1.306 1.459.2 1.490 2.265.597 36.977 266.798 4.352 1.01

51,13 EMU 80.186 730 691 706.8 638 450.379 7.348 56.259 918 0.80

100 DEM 450.000 1.550 1.380 1.451.7 6.848 9.960.560 162.532 640.596 10.450 1.52

100 DEM 30.000 600 600 600.0 76 45.600 744 18.000 294 0.25

51,13 EM 509.050U 751 600 677.0 1.206 787.016 12.840 313.066 5.107 0.24

100 DEM 84.302 1.089 850 957.8 1.391 1.358.506 22.167 84.302 1.375 1.65

 27.559.913    223.603 172.036.840 2.807.198 13.022.396 212.437 0.81

Agroservis Skopje

Ading Skopje

Algreta Resen

Alkaloid Skopje

Beton Skopje

Blagoj Gjorev Veles

Vitaminka Prilep

GD - Tikves Kavadarci

GP Mavrovo Skopje

Granit Skopje

Evropa Skopje

Zito Vardar Veles

Zito Luks Skopje

Zito Prilep Prilep

ZK Pelagonija Bitola

Investbanka Skopje

Internesenal Hotels AD Sk.

Jaka tabak Radovis

Karpos Skopje

Komercijalna banka Skopje

Makedonija Turist Skopje

Makpetrol Skopje

Metalec Bitola

Makoteks Skopje

Ohridska banka Ohrid

Rade Koncar Skopje

Replek Skopje

RZ Institut Skopje

RZ Inter-Transsped Skopje

RZ Makstil Skopje

RZ Tehnicka kontrola Skopje

Rudnici Banjani Skopje

Sileks Kratovo

Skopski Pazar Skopje

Stopanska banka Bitola

Teteks Tetovo

Tetovska banka Tetovo

Tehnometal Vardar Skopje

Toplifikacija Skopje

Transkop-Patnicki soob. Bit.

Tutunski kombinat Prilep

Fustelarko Borec Bitola

TOTAL

LLIISSTTEEDD  CCOOMMPPAANNIIEESS  OONN  MMAACCEEDDOONNIIAANN  SSTTOOCCKK  EEXXCCHHAANNGGEELLIISSTTEEDD  CCOOMMPPAANNIIEESS  OONN  MMAACCEEDDOONNIIAANN  SSTTOOCCKK  EEXXCCHHAANNGGEE
((rreeppoorr tt   oonn  tt rraaddiinngg  jjaannuuaarryy  --   jjuunnee  22000044))(( rreeppoorr tt   oonn  tt rraaddiinngg  jjaannuuaarryy  --   jjuunnee  22000044))



46 Bulletin 4-6 / 2004

10.000

10.500

11.000

11.500

12.000

12.500

13.000

13.500

14.000

0
5

.0
1

.2
0

0
4

1
9

.0
1

.2
0

0
4

0
2

.0
2

.2
0

0
4

1
6

.0
2

.2
0

0
4

0
1

.0
3

.2
0

0
4

1
5

.0
3

.2
0

0
4

2
9

.0
3

.2
0

0
4

1
2

.0
4

.2
0

0
4

2
6

.0
4

.2
0

0
4

1
0

.0
5

.2
0

0
4

2
4

.0
5

.2
0

0
4

0
7

.0
6

.2
0

0
4

2
1

.0
6

.2
0

0
4

Makpetrol AD Skopje - Ordinary shares
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Toplifikacija AD Skopje - Ordinary shares
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Alkaloid AD Skopje - Ordinary shares
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Evropa AD Skopje - Ordinary shares
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Komercijalna Banka AD Skopje - Ordinary shares
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Republic of Macedonia - Government bonds
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Total

Member

CL

KB

TN

BD

MK

MI

SB

FR

EU

BB

OH

BL

TK

PT

No.
Trading in 

BEST system

% of trading 
in BEST 
system

Government
%

Govern-
ment

Block trades % of 
Block trades Total

1 54.640.829 2.2 0 0 935.703.316 42.1 990.344.145

2 697.042.608 28.0 5.241.674 63.1 112.701.144 5.1 814.985.426

3 459.713 .306 18.5 526.640 6.3 327.343.164 14.7 787.583.110

4 196.064.323 7.9 0 0 215.663.680 9.7 411.728.003

5 155.823.595 6.3 0 0 215.222.829 9.7 371.046.424

6 151.293.502 6.1 241.956 2.9 130.962.936 5.9 282.498.394

7 220.711.672 8.9 0 0 57.745.968 2.6 278.457.640

8 180.946.620 7.3 1.026.574 12.4 37.660.718 1.7 219.633.912

9 104.538.565 4.2 0 0 71.863.867 3.2 176.402.432

10 65.587.135 2.6 1.271.703 15.3 45.270.056 2.0 112.128.894

11 80.881.001 3.2 0 0 20.076.400 0.9 100.957.401

12 79.934.137 3.2 0 0 12.348.800 0.6 92.282.937

13 16.936.800 0.7 0 0 39.990.864 1.8 56.927.664

14 25.102.394 1.0 0 0 0 0.0 25.102.394

 2.489.216.487 100,0 8.308.547 100 2.222.553.742 100,0 4.720.078.776

* double counter

JANUARY - JUNE 2004

TTUURRNNOOVVEERR  PPEERR  MMEEMMBBEERRSSTTUURRNNOOVVEERR  PPEERR  MMEEMMBBEERRSS

//   iinn  ddeennaarrss**//   iinn  ddeennaarrss**
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The newly launched privatisation pro-
gramme is now underway and an advi-
sor has been appointed for the sales
of 21 major enterprises. The sales are
scheduled to be completed by April
2004. All of these enterprises have su-
ffered significantly during the period of
political instability in Macedonia and
the Balkan region, but in a more settl-
ed environment many have the poten-
tial to be regain lost markets with new
commercial and financial manage-
ment. The larger companies have al-
ready drawn serious interest from
international and local investors. For
investors, this privatisation program-
me is an excellent opportunity to ac-
quire good quality assets, with readily

available skilled workers in a low cost
economy bordering the EU. The as-
sets of these enterprises undergoing
liquidation are offered for sale to the
highest bidder, with no minimum price
or conditions regarding future employ-
ment or investment.

The government believes that the best
way to create employment is to encou-
rage solid investment in Macedonia,
not to set preconditions to sales that
deter potential purchasers. The table
below outlines the scheduled tender
launch dates for all companies under-
going privatisation. All the internation-
al tenders will be open for a minimum
of 1 calendar month.

Astibo

Goteks

Godel

Silika 

Goteks II

Makedonka tkaenini

Nokateks

Makedonka predilnica

MZT FAM

Mikron

Frinko

Tehnika

FAS

Hemteks

Nova Makedonija

Porcelanka

Ruen

Nova Makedonija

Company Estimated Launch
date

Estimated deadline
for tender bids

Business Sale type

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Tender closed

Garment production

Fabric production

Leather

Fireproof materials

Fabric production

Textile

Fabric production

Textiles

Machine tools and metal cuttingequipment

Electrical motors and appliances

Fridge & freezer production

Construction

Buses

Fibre production

Brand names

Tiles / Porcelain

Motor vehicles parts

Printing house

Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy

Company Estimated Launch
date

Estimated deadline
for tender bids

Business Sale type

Zletovo

Toranica

Sasa

Godel

Mining

Mining

Mining

Leather

Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy
Liquidation / Bankruptcy

PPRRIIVVAATTIIZZAATTIIOONN  OOFF  TTHHEE  LLOOSSSS--MMAAKKIINNGG  EENNTTEERRPPRRIISSEESSPPRRIIVVAATTIIZZAATTIIOONN  OOFF  TTHHEE  LLOOSSSS--MMAAKKIINNGG  EENNTTEERRPPRRIISSEESS

TTEENNDDEERRSS  OOPPEENNTTEENNDDEERRSS  OOPPEENN

TTEENNDDEERRSS  CCLLOOSSEEDDTTEENNDDEERRSS  CCLLOOSSEEDD
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Turnover on the Money and Short-
Terms Securities Market in April 2004
increased, shown through increased
realization by 50.17% in relation to the
previous month and amounted to
Denar 1,012.2 million. Compared to the
same month last year, the turnover this
year was decreased by 33.40%.

During the analyzed period, demand
for liquid assets amounted to Denar
1,245.2 million, which, compared to
March, is an increase by 72.46%.
With respect to the same month last
year, in March this year, demand for
liquid assets on the Money Market
was decreased by 24.62%.

In April, total supply of liquid assets on
the Money Market amounted to Denar
1,153.2 million, and in relation to the
previous month, it was decreased by
14.98%. On annual level, the supply on
the Money Market, during the analyzed
period, was lower by 57.94%.

Average weighted interest rate in
April 2004 amounted to 6.66%, and
compared to the previous month, it
was higher by 0.15 percentage points,
while in relation to the same month
last year, it decreased by 3.93 per-
centage points.

In May 2004, turnover in the amount of
Denar 1,128 million was realized on

the Money and Short-Term Securities
Market, which, in relation to the previ-
ous month, increased by 11.44%.
Compared to May last year, the
turnover on the Money Market in May
this year dropped by 33.40%.

Demand for liquid assets in May
amounted to Denar 1,290 million, and
in relation to the previous month, it was
increased by 3.59%. Compared to the
same month last year, the demand in
May this year increased by 3%.

During the analyzed period, supply of
liquid assets amounted to Denar 1,308
million, and in relation to the previous
month, it was higher by 13.42%.
Compared to the same month last year,
the supply of liquid assets in May this
year increased by 21.90%.

Average weighted interest rate in May
2004 amounted to 6.55%, and com-
pared to the previous month, it was
lower by 0.11 percentage points. With
respect to the same month last year,
average weighted interest rate in May
this year, was lower by 2.81 percent-
age points.

Turnover on the Money and Short-
Terms Securities Market in June 2004
increased, shown through increased
monthly realization by 0.26% and it
amounted to Denar 1.13 million. 
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Compared to the turnover in June last
year, the turnover in June this year
dropped by 18.3%.

During the analyzed period, demand for
liquid assets amounted to Denar 1.43
billion, which in relation to the previous
month, it was an increase  by 10.93%,
while compared to the same month last
year, in June this year, the demand for
liquid assets dropped by 3%.

Supply of liquid assets in June 2004
amounted to Denar 1.36 billion, and

compared to May this year, it was high-
er by 4.7%. Compared to June last
year, the demand in June this year
dropped by 3.65%.

Average weighted interest rate during
the analyzed period amounted to
6.51%, and compared to the previous
month, it was lower by 0.04 percentage
points. With respect to the same month
last year, average weighted interest
rate in June this year was lower by 2.65
percentage points.
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Upward trend of deposits of citizens
and of enterprises at the banks has
also continued in the first month of
the second quarter of 2004.

Deposits of citizens

Total deposits of citizens in AApprriill  22000044
reached Denar 40,672 million, which
is a monthly increase by 3.8%. The in-
crease was mainly due to the addition-
al available income of the citizens,
created by the payment of part of the
government bonds related to the old
foreign currency savings. Thereby, lar-
ger part of the paid funds were kept in
Denar sight deposits, while the rema-
ining funds were re-distributed as De-
nar time deposits, foreign exchange
sight deposits and short-term foreign
exchange time deposits. On annual
level, increase of total deposits of citi-
zens in April this year amounted to
20%.

Total deposits of the citizens in MMaayy
22000044 were almost unchanged compar-
ed to the previous month, whereby
there was an insignificant reduction by
0.1%. Within the structure of the
deposits of the citizens, there were
reductions at both the Denar and for-
eign exchange sight deposits (by 4.2%
and by 0.3% respectively), while re-
garding the other categories of depo-
sits, an increase was recorded. Such
movements point out to partial re-dis-
tribution of the funds received with the
payment of government bonds for the
old foreign currency savings (from
sight deposits to time deposits). From
the point of view of maturity, monthly
increase of long-term deposits amo-
unted to 0.2%, while monthly reduc-
tion by the same percentage was noted
at the short-term deposits.  Inter-annual
growth rate of the total deposits of citi-
zens amounted to 19.2%, when there

was significant increase of the foreign
exchange sight deposits.

Total deposits of the citizens in June
2004 amounted to Denar 41,395 mil-
lion and were higher by 1.9% com-
pared with the previous month.
Certain changes were made within the
structure of the total deposits. The-
reby, reduction was noted at the long-
term saving deposits of the citizens
(20.3%), and there was slight even
increase at the other categories of de-
posits. This even increase of the de-
posits pointed out to the fact that the
citizens have reoriented from long-
term saving to time deposits up to one
year. This month more intensive sav-
ing was noted in foreign currency,
which increased by 1.5% compared to
the previous month. Thereby, inten-
sive increase was also noted at the
sight saving deposits of the citizens in
foreign currency. Annual change of
the total deposits amounted to Denar
7,187 million, i.e. were higher by 21%,
as a result of the increase of sight sav-
ing deposits in foreign currency and
the short-term time foreign exchange
deposits.

Deposits of enterprises

Deposits of enterprises in AApprriill  22000044
amounted to Denar 14,881 million.
Thereby, the dynamics of the total
deposits of the enterprises was main-
ly determined by the movements of
the short-term deposits, which amo-
unted to Denar 13,835 million, i.e.
monthly increase by 5.3%, in relation
to the long-term deposits, the amount
of which was Denar 1,046 million.
Thus, the increase of both Denar and
foreign exchange sight deposits, as
well as the higher level of time for-
eign exchange deposits of the enter-
prises up to one month, contributed

DD EE PP OO SS II TT SS   OO FF   CC II TT II ZZ EE NN SS   AA NN DDDD EE PP OO SS II TT SS   OO FF   CC II TT II ZZ EE NN SS   AA NN DD
EE NN TT EE RR PP RR II SS EE SS   AA TT   BB AA NN KK SSEE NN TT EE RR PP RR II SS EE SS   AA TT   BB AA NN KK SS



52 Bulletin 4-6 / 2004

to monthly increase of the deposits
of enterprises by 5.1% and their
annual increase by 30.4%. 

In MMaayy  22000044, total deposits of enter-
prises reached Denar 17,098 million,
which is an increase by 14.9% on mon-
thly level, in conditions of significant
increase of short-term Denar and for-
eign exchange deposits. Thus, monthly
increase of short-term deposits of en-
terprises amounted to 15.6%, while
Denar and foreign exchange deposits
increased by 11.8% and 17.7% respec-
tively on monthly level. On annual
level, total deposits of enterprises were
higher by 50.5%, which was mainly due
to the increase of short-term foreign
exchange deposits of the enterprises
(sight foreign exchange deposits and
time foreign exchange deposits up to
one month).

In JJuunnee  22000044, total deposits of the
enterprises amounted to Denar 16,354
million, i.e. decreased by 4.4% com-
pared with the previous month. The
reason for this is the decrease of the
Denar time deposits of the enterpris-

es, i.e. the short-term ones, from
Denar 15,997 million in May to Denar
15,381 million in June, and the long-
term ones, from Denar 1,101 million in
May to Denar 973 million in June. On
annual level, total deposits were high-
er by 37.3%. Inter-annual change of
deposits of enterprises was mainly
determined by the increase of the cur-
rent accounts of the enterprises in for-
eign exchange, as well as the short-
term time foreign exchange deposits
of the enterprises.

Deposit Insurance Fund

In April 2004, total funds of the Fund
amounted to 3.13% of the total depo-
sits of physical persons at the banks
and saving houses. Out of the total
determined obligation related to
indemnification, in the amount of De-
nar 109,281 million, during the ana-
lyzed period, the Deposit Insurance
Fund paid Denar 58,000 for indemni-
fication. As of April 2004, the Fund
paid 92.5% of the total determined
obligation related to indemnification.

Sostojba na depozitite na fizi~ki lica kaj bankite i {tedilnicite
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FF AA CC TT SS   AA BB OO UU TT   PP RR II VV AA TT II ZZ AA TT II OO NNFF AA CC TT SS   AA BB OO UU TT   PP RR II VV AA TT II ZZ AA TT II OO NN
CC OO NN DD II TT II OO NN SSCC OO NN DD II TT II OO NN SS 3311..1122..22000033

Manufacturing

Construction

Trade

Transport & Traffic

Finance & Services

Craft

Catering & Tourism

TOTAL

Sector Number of companies Number of employees Equity in EUR

Source: Statistic provided by POS, december 31,1994

Manufacturing

Agriculture

Construction

Trade

Transport & Traffic

Finance & Services

Craft

Catering & Tourism

TOTAL

Sector Number of companies Number of employees Equity in EUR

TOTAL

Sector Number of companies Number of employees Equity in EUR

Manufacturing

Agriculture

Construction

Trade

Transport & Traffic

Finance & Services

Craft

Catering & Tourism

CCOONNDDIITTIIOONNSS  AATT  TTHHEE  BBEEGGIINNNNIINNGG  OOFF  PPRRIIVVAATTIIZZAATTIIOONNCCOONNDDIITTIIOONNSS  AATT  TTHHEE  BBEEGGIINNNNIINNGG  OOFF  PPRRIIVVAATTIIZZAATTIIOONN

OONN--GGOOIINNGG  PPRRIIVVAATTIIZZAATTIIOONN  OONN--GGOOIINNGG  PPRRIIVVAATTIIZZAATTIIOONN  3311//1122//220000333311//1122//22000033

FFIINNIISSHHEEDD  PPRRIIVVAATTIIZZAATTIIOONN  FFIINNIISSHHEEDD  PPRRIIVVAATTIIZZAATTIIOONN  3311//1122//220000333311//1122//22000033
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TOTAL

Sector Privatized In process

Manufacturing

Agriculture

Construction

Trade

Transport & Traffic

Finance & Services

Craft

Catering & Tourism

Manufacturing

On-going privatisation - number of enterprises per sectors

Agriculture

Construction

Transport & Traffic

Catering & Tourism

Finance & Services

Craft

Trade

Privatized In process

TOTAL

Sector Privatized In process

Manufacturing

Agriculture

Construction

Trade

Transport & Traffic

Finance & Services

Craft

Catering & Tourism

PPRRIIVVAATTIIZZAATTIIOONNPPRRIIVVAATTIIZZAATTIIOONN --   CCUURRRREENNTT  SSTTAATTEE--   CCUURRRREENNTT  SSTTAATTEE
(EUR)

OONN--GGOOIINNGG  PPRRIIVVAATTIIZZAATTIIOONNOONN--GGOOIINNGG  PPRRIIVVAATTIIZZAATTIIOONN --   NNUUMMBBEERR  OOFF  EENNTTEERRPPRRIISSEESS  PPEERR  SSEECCTTOORR--   NNUUMMBBEERR  OOFF  EENNTTEERRPPRRIISSEESS  PPEERR  SSEECCTTOORR
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Manufacturing

Privatized In process In million of EURO's

Privatization - current state

Agriculture

Construction

Transport & Traffic

Catering & Tourism

Finance & Services

Craft

Trade

Old law

Employees Buyout

Sale of Ideal Part

Management Buyout

Leasing

Additional capital

Residual

D/E conversion

Foreign equity

Private equity

Liquidations

Buy-out

Model Companies Employees Equity (EUR)

TOTAL

NNUUMMBBEERR  OOFF  PPRRIIVVAATTIISSEEDD  CCOOMMPPAANNIIEESS  BBYY  MMOODDEELL  OOFF  PPRRIIVVAATTIISSAATTIIOONNNNUUMMBBEERR  OOFF  PPRRIIVVAATTIISSEEDD  CCOOMMPPAANNIIEESS  BBYY  MMOODDEELL  OOFF  PPRRIIVVAATTIISSAATTIIOONN
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SSuucccceessssffuu ll   ccoommpplleett iioonn  ooff   SSttaanndd--SSuucccceessssffuu ll   ccoommpplleett iioonn  ooff   SSttaanndd--
BByy  AArr rraannggeemmeenntt   wwii tthh  tthhee  IIMMFF    BByy  AArr rraannggeemmeenntt   wwii tthh  tthhee  IIMMFF    

IMF Board of Executive Directors. On
2nd August 2004, reviewed the Se-
cond Review of the performance of
Stand-by Arrangement and the ex-
post analysis of the so-far arrange-
ment of the IMF with the Republic of
Macedonia.  It was concluded that the
Republic of Macedonia has success-
fully completed the Stand-by Arrange-
ment and has met all formal criteria to
monitor the program performance. It
enabled for two core macroeconomic
objectives of the Arrangement to be
realized – maintenance of low inflation
and reduction of the budget deficit to
low, sustainable level. Realization of
these objectives is especially impor-
tant in terms of what has been ac-
hieved in complex political conditions
and implementation of the Ohrid Fra-
mework Agreement at the same time.
IMF Executive Directors have congrat-
ulated the Government of the Republic
of Macedonia on implementing sound
fiscal and monetary policy and stress-
ed the need to retain the same policy
by the end of 2004, meaning keeping
the targeted level of budget deficit for
the second half of this year, maintain-
ing low inflation, keeping the foreign
exchange reserves at the level of 4-
month import, dynamic even spending
of budget funds to the end of avoiding
the negative effect on the interest
rates, as well as good coordination of
both the monetary and the fiscal poli-
cy. Regarding foreign trade and balan-
ce of payments, the need was pointed
out to diversify the export, as well as
to attract new greenfield investments
in the export-oriented activities. It will
boost the economic growth, and, at
the same time, will contribute to im-
provement of the position of the BOP
current account.

In addition, it was pointed out that in
order to realize more dynamic and
long-term economic growth, it is nec-
essary to continue with aggressive
implementation of the reform activities.
Thereby, of special importance are the
judiciary reforms, reforms in the public
sector, the health, corporate gover-
nance, anti-corruption activities and
business climate improvement. The
Board has expressed its readiness to
support these activities, most probably
by concluding medium-term arrange-
ment with the Republic of Macedonia,
having strong reform orientation.

As a result of the successful imple-
mentation of the Arrangement, the
IMF has approved the disbursement of
the funds from the last two tranches of
the Stand-By Arrangement in the
amount of SDR 8 million, which is US$
11.7 million, soon expected to be re-
corded in the foreign exchange re-
serves of the NBRM.

II NN   BB RR II EE FFII NN   BB RR II EE FF
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FFaaccttoorr iinngg  ––  nneeww  ff iinnaanncciiaa llFFaaccttoorr iinngg  ––  nneeww  ff iinnaanncciiaa ll
iinnsstt rruummeenntt   iinn  MMaacceeddoonniiaa    iinnsstt rruummeenntt   iinn  MMaacceeddoonniiaa    

The objective of the project to be
implemented next year by the organi-
zation for development of enterprises
in Southeast Europe - SEED is to in-
troduce the factoring as new financial
instrument on the Macedonia market
and the potential business possibility
for the banks and the enterprises. As
financial instrument, the factoring is
still not present in Macedonia, but the
experts expect for it to start to be
applied by September this year. "This
financial service is most requested by
the exporters who are over indebted
by providing funds. Factoring will
enable increase of the export and of
the activities out of the countries", -
said representative by the Macedoni-
an Bank for Development Promotion.

NNBBRRMM  iinnccrreeaasseess  iinntteerreesstt   oonnNNBBRRMM  iinnccrreeaasseess  iinntteerreesstt   oonn
CCeenntt rraa ll   BBaannkk  bb ii ll llss     CCeenntt rraa ll   BBaannkk  bb ii ll llss     

National Bank of the Republic of Mace-
donia decided to increase interest rate
on Central Bank bills by 0.5%. By
adopting this decision, as the NBRM
said, it is expected for Denar activities
in the country to further increase, as
well as the policy of stable exchange
rate and low inflation to continue, as set
in the planned macroeconomic policy.

""RRuueenn""   ff rroomm  KKooccaannii   ssoolldd    ""RRuueenn""   ff rroomm  KKooccaannii   ssoolldd    

Patric Rosa, owner of Diemo Holding
SA Luxembourgian company, beca-
me owner of the largest Macedonian
producer of mechanical couplings,
Ruen, Kocani. By paying EUR
220,000 and announcing the payment
of the reminder of EUR 2.2 million by
13th September, Ruen buyer formally
marked the entrance in the factory.
New owner announced that in the
next three year it will invest addition-
al four million Euros, as well as that
750 workers, out of the former 1,050,
will be returned to work.

Diemo Holding is a company the own-
ers of which are French businessmen
who reactivated Fenimak and Jugo-
hrom. Last several years intensive
preparations have been on-going to
the end of installing new, modern te-
chnology in Ruen to follow the devel-
opment of the world automobile
industry.

AAnntt ii --MMoonneeyy  LLaauunnddeerr iinnggAAnntt ii --MMoonneeyy  LLaauunnddeerr iinngg
LLaaww  aaddoopptteedd    LLaaww  aaddoopptteedd    

In future, when there is transaction up
to EUR 15,000 and more. The identity
of the client will have to be de-
termined, while the exchange offices
will have to determine the identity of
the persons every time it is a matter
of an amount exceeding EUR 2,500.
This is the basis of the Law on Anti-
Money Laundering, the MPs adopted
in the Parliament in summary proce-
dure. Minister of Finance, Nikola Po-
povski, during the amendment-related
debate, pointed out that one of the
objectives of this Law is to reduce
cash payment for larger amounts of
money. This Law, as stated in the
text, would provide system of preven-
tive measures and activities against
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money laundering and financing terro-
rism, which is in compliance with the
provisions in the international docu-
ments. At the same session, Law on
Customs Administration was also adopt-
ed, which regulates the organizational
structure, scope of operations and com-
petencies of the custom officers.

RReeppuubbll iicc   ooff   MMaacceeddoonniiaaRReeppuubbll iicc   ooff   MMaacceeddoonniiaa
rreecceeiivveedd  ccrreeddii tt   rraatt iinngg    rreecceeiivveedd  ccrreeddii tt   rraatt iinngg    

At the end of July 2004, Standard and
Poor's international rating agency,
gave the Republic of Macedonia the
first sovereign long-term credit rating

BBBB with positive prospects in the com-
ing period. These positive prospects
indicate that the rating agency ex-
pects for the credit rating of the Re-
public of Macedonia to increase in the
coming period.

Key factors for the positive estimate
are the rapid progress in terms of the
political stability, led by the Frame-
work Agreement and the perspectives
for EU membership, macroeconomic
stability, moderate levels of foreign
borrowing of the country and modera-
te to low budget deficit.

On its way to membership in EU, the
Republic of Macedonia will have to
overcome certain weaknesses, such
as improvement of the sustainable
political stability, resolving the struc-
tural imbalances in the economy and
the unemployment issue. Improve-

ment of the rating of the Republic of
Macedonia will depend on the pro-
gress in these areas. Having this ex-
planation in mind, the Republic of Ma-
cedonia received the first official so-
vereign credit rating by an independ-
ent rating agency, being also the ba-
sis for development of positive credit
history. It means that the Republic of
Macedonia does not belong any more
among the rare countries in the region
and in Europe that do not have a
credit rating.

Rating estimate of a country deter-
mines both the present and the future
creditworthiness - i.e. the total finan-
cial capacity and the readiness to pay
its own financial liabilities. By acquir-
ing credit rating, the Republic of
Macedonia has an open approach to
the international capital markets and
a possibility for alternative sources of
financing the balance of payments
and the external account, instead of
the so-far borrowing through credits
at the international financial institu-
tions. The received sovereign credit
rating is a precondition for estimate of
the rating of the private sector as
well. The rating is estimated with the
letters A to D, whereby triple A is the
highest rating a country can obtain.
Rating with triple B upwards is inter-
preted as investment rating and the
countries having obtained such rating
are considered as quite secure to
invest in.

Just as a comparison, Standard and
Poor's international rating agency has
given Romania an estimate of BB,
and has given Bulgaria, one month
ago, an investment rating BBB - the
same as to Croatia.  At the end of
March this year, Bosnia and Herzego-
vina also received its first sovereign
credit rating B3 by Moody's rating
agency.
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""PPoorrcceellaannkkaa""   ppoorrcceellaa iinn""PPoorrcceellaannkkaa""   ppoorrcceellaa iinn
ffaaccttoorryy  ffaacc iinngg  rree--ssttaarr tt iinngg    ffaaccttoorryy  ffaacc iinngg  rree--ssttaarr tt iinngg    

Following the re-sale of "Porcelanka"
porcelain factory from Veles to a
Swiss company for EUR 800,000 after
two-year stoppage, this significant ca-
pacity is preparing to start operations.

At the moment, 25 expert workers
from several enterprises in the city ha-
ve been called, and they are respon-
sible for the preparation of the produc-
tion plan for normal operations.  In the
following days, they will work in the
production plant for ceramics plates,
and then they will continue in the other
plants where they will reconstruct the
machines. In order to start the produc-
tion, part of the former workers in
"Porcelanka" will be called, who after
several decades of engagement in the
factory remained without job and now
are registered in the Employment
Bureau as unemployed persons.

According to the determined pro-
gram, production in "Porcelanka" will
be run gradually. Thus, after activat-
ing the production plants for pocelain
and ceramics plates, and production
of construction elements is planned
for those not available in Macedonia,
but demanded on the external mar-
kets. In addition, the owners plan to
open the doors of "Porcelanka" to for-
eign investors, thus creating a possi-
bility to employ larger number of skill-
ed workers.

LLeeaassee  AAggrreeeemmeenntt   ffoorrLLeeaassee  AAggrreeeemmeenntt   ffoorr
""BBuunnaarrggiikk""   ss iiggnneedd    ""BBuunnaarrggiikk""   ss iiggnneedd    

Minister of Transport and Communi-
cations, Mr. Agron Buxhaku, and the
Director of "Glendor Estate Limited",
a company from Wales, Ovein Livelin,
signed Agreement for Long-Term

Lease of urban land and facilities in the
free economic zone "Bunargik", located
near Skopje. By signing the Agree-
ment, the Welsh company officially will
manage this free economic zone in the
next 50 years, with a possibility to ex-
tend the deadline for another 25 years.

Concrete realization of the Bunargik
Agreement will contribute to the deve-
lopment of the Macedonian economy,
as well as attracting foreign invest-
ments, as one of the priorities of the
Government, stated Minister Buxha-
ku. Director of Glendor Estate Limit-
ed, Ovein Livelin, said that the official
marketing regarding the operations of
the zone will start immediately and
that eight companies have shown
interest for investments, and they
expect for this number to increase.

Buxhaku and Livelin stressed the
importance of the zone in terms of job
creation, which will depend on the
nature and the quality of the investors.

Glendor Estate Limited was selected
for founder and manager of the
Bunargik zone in February this year
on international tender, announced
by the Governemnt in December last
year. This company committed itself
to develop 20% of the zone in the first
five years, 50% in 10 years, while it
will be fully developed in 15 years.
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SSii llmmaakk  wwoorrkkss  aatt   ffuu ll ll   ss tteeaamm      SSii llmmaakk  wwoorrkkss  aatt   ffuu ll ll   ss tteeaamm      

The furnaces in Silmak in Jegunovce
produce 150 tons of ferro alloys. Due
to the specificity of the technological
process, the production is performed
continuously during the weekends
and the holidays as well. Silmak man-
agement said that the production of
ferro alloys in the plant "Electro met-
allurgy" is above the planned.  It is
one of the primary tasks the manage-
ment of Silmak has set in the last
plan, which is in the stage of imple-
mentation. The whole production in
this largest producer of ferro alloys in
Macedonia is export oriented. Ac-
cording to the data, in the first seven
months of the current year, over EUR
20 million has been realized from ex-
port. The last contingent of ferro
alloys was delivered for Turkey, but
there is also export to the former Yu-
goslav republics - Bosnia and Herze-
govina, Serbia and Montenegro, as
well as Germany, Italy, Greece and in
other European countries.

As a result of the conquered markets,
continuity in the production and emp-
ty storehouses, improved economic
and financial situation, it is soon ex-
pected for one more group of laid-off
workers to be employed, as complet-
ing the undertaken obligation under
the sale and purchase agreement for
the former loss-making enterprise
Jugohrom.

FFii rrsstt   tt rraanncchhee  uunnddeerr   tthhee  llooaannFFii rrsstt   tt rraanncchhee  uunnddeerr   tthhee  llooaann
ff rroomm  tthhee  WWoorr lldd  BBaannkk  dd iissbbuurrsseedd  ff rroomm  tthhee  WWoorr lldd  BBaannkk  dd iissbbuurrsseedd  

At the end of August, funds from the
first tranche under the loan from the
World Bank in the amount of US$ 10
million were deposited on the account
of the Ministry of Finance, intended for
the Public Sector Management Adjust-

ment Loan 2, being part of the 2004 -
2006 Country Assistance Strategy of
the World Bank, for budget and ba-

lance of payments support during 2004.
Receiving the funds was a result of the
successful performance of the Second
Review of the Stand-By Arrangement
and the ex-post analysis of the experi-
ence from the so-far arrangements
between the IMF and Macedonia, as
well as the successful realization of the
activities to fulfill the conditionality from
the first tranche envisaged in the
PSMAL Arrangement matrix.

Fulfilling the conditionalities for dis-
bursement of the first tranche means
successful completion of part of the
reform activities envisaged under the
PSMAL 2 Arrangement, enabling cre-
ation of efficient public administration,
sustainable budget system and incre-
ased control over the operations in all
segments of the public sector. The
second tranche in the amount of US$
20 million is expected to new approv-
ed by the World Bank by the end of
2004, following the fulfillment of all
other conditionalities. By receiving the
first tranche under the Public Sector
Management Adjustment Loan 2, the
Government of the Republic of Mace-
donia has committed to continue the
structural reforms in all sectors, there-
by putting special emphasize on the
structural reforms in the public sector,
which will contribute to the creation of
efficient public administration aimed
towards sustainable economic deve-
lopment.
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MMaacceeddoonniiaann  --   IIssrraaeell ii   ccoommppaannyyMMaacceeddoonniiaann  --   IIssrraaeell ii   ccoommppaannyy
ffoorr   aaggrr iiccuull ttuurraall   pprroodduucctt iioonnffoorr   aaggrr iiccuull ttuurraall   pprroodduucctt iioonn
ttoo  bbee  rreeggiisstteerreedd      ttoo  bbee  rreeggiisstteerreedd      

The initiative to introduce cooperation
with the Israel company Unifood, intro-
duced by the Association of Farmers of
Macedonia, will be registered as mixed
Macedonia - Israeli company. As the
Association stated, the company will
work within the Institute of Agriculture
in Skopje. The management team of
the Israeli corporation has planned to
establish cooperation regarding 10,000
hectare arable land, on which toma-

toes, peppers, cucumber and carrots
will be grown. According to the so-far
negotiations, Unifood will supply the
farmers with propagating material, mi-
neral fertilizers and pesticides, and will
also build irrigation system "drop-by-
drop", which will cost around EUR
100,000 per hectare. The Israeli will
also offer expert assistance for realiz-
ing high yields. 

DDeelleeggaatt iioonn  ff rroomm  JJoohhnnssoonn  CCoonntt rroo llDDeelleeggaatt iioonn  ff rroomm  JJoohhnnssoonn  CCoonntt rroo ll
AAmmeerr iiccaann  ccoommppaannyy  iinn  MMaacceeddoonniiaa      AAmmeerr iiccaann  ccoommppaannyy  iinn  MMaacceeddoonniiaa      

Johnson Control American company
explores the possibilities to invest in
the business in the country, although
according to the announcements of
their top management, the concrete

deal cannot be expected immediately.
Delegation from this corporation
arrived in Macedonia, in order to ex-
plore the possibilities for cooperation
together with our top government offi-
cials. Following the meeting, it was
agreed for Johnson Control to send its
expert team in the country in order to
observe the investment possibilities
and the strategic areas of interest,
with prior prepared questionnaire and
investment scenarios. According to
official government statement "The
company intends to establish perma-
nent relations and partnership for a
longer period". Unofficially, the com-
pany has a plan with different alterna-
tives to expand its business in the
country, starting from opening its own
production, i.e. Greenfield invest-
ments, to business cooperation with
certain Macedonian enterprises. In
fact, Johnson Control could open its
own company in our country, which
would deal with preparation of soft-
ware solutions for the needs of its
firms throughout the world, or would
establish business cooperation with
certain Macedonian companies,
among which are "Amak SP" from
Ohrid, "Ruen"-Kocani, plant of "Sileks"
from Kratovo producing seats, "Viza
bus", "11 Oktomvri" bus factory.

Prime Minister Kostov presented the
current security and political situation
in the country to the delegation, as
well as the activities of the Govern-
ment to prevent corruption, the prior-
ities for economic development and
membership in EU, and the strategy
for promotion of the small enterpris-
es. "Companies and institutions in the
Republic of Macedonia are quite
aware that the interested investors to
enter Macedonia are led by the idea
of profit, not by altruism. That is why
we are ready to work to develop the
awareness towards market econo-
my", the Prime Minister pointed out.
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BBlloocckk  tt rraannssaacctt iioonnss  wwoouulldd  bbeeBBlloocckk  tt rraannssaacctt iioonnss  wwoouulldd  bbee
uusseedd  oonnllyy   ffoorr   aammoouunnttss  aabboovveeuusseedd  oonnllyy   ffoorr   aammoouunnttss  aabboovvee
DDeennaarr   55  mmii ll ll iioonn      DDeennaarr   55  mmii ll ll iioonn      

Following the recommendations by the
Security and Exchange Commission,
Macedonian Stock Exchange harmo-
nized the procedure for conclusion and
reporting the block transactions. The
amendments envisage sale of block
transactions of above EUR 5 million.

Maximum number of participants in
the sale through block transactions is
increased to 30. Initial version of the
changes proposed by the Stock Ex-
change envisages participation of only
10 buyer and sellers in one block tran-
saction, and the brokerage houses
reacted the most to it.

Changes in the procedure followed
after the Commission, in June, anno-

unced moratorium for the block trans-
actions. After the recent amendments,
block transactions can be applied only
if their value is up to Denar 5 million at
the most, whereby the same person is
not allowed to appear as both the
buyer and the seller. In addition, one
broker cannot represent the buyer and
the seller of shares at the same time.
Offered price at block transaction at all
stock exchange markets must not devi-
ate more than 20% from the average
one in the last 30 days, or in relation to
the nominal value of the shares.

IInntteerreesstt   oonn  ccooll llaatteerraall   llooaannssIInntteerreesstt   oonn  ccooll llaatteerraall   llooaannss
rreedduucceedd  ff rroomm  1144%%  ttoo  1111%%      rreedduucceedd  ff rroomm  1144%%  ttoo  1111%%      

Interest on collateral loans is reduced
from 14% to 11%, decided National
Bank Council. Collateral loans are
used by the banks as last resort, after
having exhausted all other possibili-
ties to provide the necessary liquid
assets. NBRM said that this measure
was adopted due to the fact that the
banks have used collateral loans
rarely, because they were expensive.
By becoming cheaper, the banks can
used them often, instead of keeping
unused reserves from liquidity.

NBRM Council adopted a decision to
increase the percentage of the allow-
ed daily use of reserve requirement
from the present 60% to 80% by the
banks. "This means that the banks
can use up to 80% of the assets, on
daily basis, which they keep as
reserve requirement at he NBRM, but
at the end of the month they will
again have to meet the whole amount
of the reserve requirement", explain-
ed the NBRM. This measure is also
aimed at improving the liquidity man-
agement of the banking institutions.
NBRM said that these measures
could indirectly influence the rational-
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ization of the banking operations and
the reduction of their costs. Yesterday
the Governor of the NBRM informed
the Council members that within the
package of measures undertaken for
better liquidity management at the
banks, in addition to the decisions by
the Council, there will be changes in
the operational work of the NBRM,
being under direct responsibility of the
Governor.

In addition, the amount with which the
NBRM appears on the foreign ex-
change market is now increased from
EUR 15,000 to EUR 100,000. "So far
when the banks asked to buy foreign
exchange from the NBRM, they had to
buy at least EUR 15,000, while now
the lowest amount is EUR 100,000.
Our objective is to direct the banks to
trade more among themselves, rather
than to call in the NBRM for small
amounts of foreign exchange", ex-
plained the National Bank.

GGootteekkss  tteexxtt ii llee  ffaaccttoorryy  ff rroommGGootteekkss  tteexxtt ii llee  ffaaccttoorryy  ff rroomm
GGoosstt iivvaarr   rree--ssttaarr tteedd      GGoosstt iivvaarr   rree--ssttaarr tteedd      

Weaving plant in the former textile gi-
gant Goteks from Gostivar is again
put into operation. Seven months fo-
llowing the buying of this loss-making
enterprise by Eksim Komerc, 56
looms were re-activated, as well as
the accessory machines which are
operated by forty or so workers now. 

It is planned at the beginning of Sep-
tember to re-start another sixty or so
looms, as well as other plants in the
factory for finalizing the textile, allow-
ing for over 100 textile workers to be
engaged. The start of the production
in the new company was opened by
the Minister of Economy, Stevco Jaki-
movski, pointing out that the Ministry

of Economy and the banks will enga-
ge in improvement of the working
conditions in the area of textile. This
capacity used to employ more than
600 workers, but due to huge losses,
it was liquidated.

EExxppoorr tt   ff rroomm  tthhee  SStt rruummiiccaa  rreeggiioonnEExxppoorr tt   ff rroomm  tthhee  SStt rruummiiccaa  rreeggiioonn
iinnccrreeaasseedd  bbyy  33%%  iinn  tthhee  ff ii rrsstt   hhaall ffiinnccrreeaasseedd  bbyy  33%%  iinn  tthhee  ff ii rrsstt   hhaall ff
tthh iiss  yyeeaarr       tthh iiss  yyeeaarr       

Economy in Strumica in the first six
months this year realized US$ 20 mil-
lion, which is by 3% more compared
to the same period last year. Many
different goods were exported such
as tobacco, wine, lamb, vegetables,
ready-made clothing, foot wear, sani-
tary products, etc. According to the
data by the local analysts, most of
the goods and services were export-
ed in Serbia and Montenegro, Germa-
ny, Italy, Greece and USA, but the
export is also constantly rising in Bul-
garia, Bosnia and Herzegovina, Slo-
venia, Austria, Romania, Russia and
Ukraine.

Largest exporters in the Strumica
region, according to the amount of
the realized foreign exchange inflow,
are Strumica Tabak tobacco compa-
ny, the factory for sanitary ceramics
Macedonia, Geras Cunev and Edin-
stvo fashion ready-made clothing,
Ograzden nonmetal mine, wine cellar
and agro-industrial complex as a
whole.

It is expected this year for the export
of goods and services from the
Strumica region to reach over US$ 40
million, and the import around US$ 45
million.
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Ten new members joined the Europe-
an Union (EU) on May 1 in the biggest
enlargement of the community since
its inception. Just 15 years after the
fall of the Berlin Wall, eight Central
and Eastern European countries join-
ed, along with Cyprus and Malta, ex-
panding the EU’s membership by two-
thirds, its land area by a fourth, and its
population by a fifth (to over 450 mil-
lion). This latest step in European in-
tegration is expected to further help
cement peace and promote prosperity
throughout the continent. But the
occasion is clouded by the consider-
able misgivings in Europe and else-
where about the EU’s ability to adjust
to changing economic circumstances.

The core economic concern is the
weak growth performance of Europe
and particularly of the 12 countries at
the epicenter of European integration
that use the euro as their common
currency relative to the rest of the
world and especially the United Sta-
tes.Underlying this concern are the
problems of sagging long-term trends
in the growth of productivity, the use
of labor resources, and looking for-
ward the dwindling size of the work-
force because of population aging.

But these structural worries gain im-
mediacy from fears about the short
term as well. With the euro area still
just emerging from a prolonged slow-
down and seemingly dependent on
exports for growth, the euro having
appreciated steeply against the U.S.

dollar, and the U.S. current account
deficit at 5 percent of GDP, prospects
for the global as well as the European
economy rest to a large extent on
whether Europe can improve its do-
mestically generated growth perform-
ance. Adding weight to these con-
cerns are the perceptions that the
euro area’s fiscal and monetary poli-
cies are excessively oriented toward
preserving medium-term stability and
insufficiently focused on sustaining
demand in the short term. In tandem
with continuing concerns about the
implication of aging populations for
long-term growth and fiscal sustain-
ability, tensions stemming from immi-
gration, and international criticism of
the high levels of protection afforded
to agriculture, it is clear that enlarge-
ment has occurred at a time of con-
siderable doubt and misgiving about
the integration enterprise.

To gain some perspective on these
issues, it is useful to step back and
look at the broad sweep of Europe’s
postwar economic history. This article
seeks to provide a framework for un-
derstanding the main issue - whether
and how the core EU social and eco-
nomic model can deliver robust
growth, or whether attaining robust
growth requires adaptation of the
European model. Looking forward,
such a perspective suggests that
prospects are neither as bleak as
observers sometimes think nor as
rosy as European policy choices
might suggest.

BBEEYYOONNDD  IINNTTEEGGRRAATTIIOONNBBEEYYOONNDD  IINNTTEEGGRRAATTIIOONN

TThhee  ccoorree  eeccoonnoommiicc  ccoonncceerrnn  iiss  tthhee  wweeaakk  ggrroowwtthh  ppeerrffoorrmmaannccee  ooff  EEuurrooppee
rreellaattiivvee  ttoo  tthhee  rreesstt  ooff  tthhee  wwoorrlldd  aanndd  eessppeecciiaallllyy  tthhee  UUnniitteedd  SSttaatteess..
UUnnddeerrllyyiinngg  tthhiiss  ccoonncceerrnn  aarree  tthhee  pprroobblleemmss  ooff  ssaaggggiinngg  lloonngg--tteerrmm  ttrreennddss
iinn  tthhee  ggrroowwtthh  ooff  pprroodduuccttiivviittyy,,  tthhee  uussee  ooff  llaabboorr  rreessoouurrcceess,,  aanndd  llooookkiinngg
ffoorrwwaarrdd--tthhee  ddwwiinnddlliinngg  ssiizzee  ooff  tthhee  wwoorrkkffoorrccee  bbeeccaauussee  ooff  ppooppuullaattiioonn  aaggiinngg

* Opinions in this text are author's and they should not totally represent the attitude of
Ministry of Finance
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EEuurrooppee’’ss  ttwwiinn  iimmppuullsseessEEuurrooppee’’ss  ttwwiinn  iimmppuullsseess

Although many factors played a role,
postwar developments can be viewed
as reflecting two broad-based, ebbing
and flowing, and sometimes contrary
impulses: toward social solidarity and
equity, on the one hand, and financial
discipline and economic efficiency, on
the other. The historical roots of these
preferences run deep. The solidarity
dimension stems from a widely
shared desire for social peace and
cohesion, with roots in the welfare
policies inherited from the late 19th
century, the political and social
upheavals of the first half of the 20th
century that culminated in World War
II, and the relative homogeneity of
Europe’s populations. The discipline
dimension, perhaps surprisingly,
seems to have similar roots. Most
cited is the case of Germany, where
the deep desire for economic stability
can be traced back to the devastating
hyperinflation of the early 1920s.
These twin impulses led many coun-
tries to develop increasingly generous
pay-as-you go social insurance sys-
tems—systems that took care of
social spending within a disciplined,
self-financing framework. Along the
way, continental Europe’s corporatist
traditions, topped by various forms of
“social partnership,” cemented the
structure, for good or ill, through all
echelons of society.

These preferences still obtain today.
Fundamentally, continental Europe is

committed to a financially disciplined
welfare state. Robust growth is on
everyone’s agenda, as exemplified by
the call at the EU summit in Lisbon in
March 2000 to turn Europe into “the
world’s most dynamic and competi-
tive economy.” But the quest for
growth is also where the differences
emerge. To put it simply: can growth
best be achieved through discipline
(and more supply-oriented approach-
es that would require adapting the
social model) or through solidarity
(and approaches that might require, if
not a loosening of financial discipline,
more spending)? While the differ-
ences are fundamental, the two sides
are careful not to question, at least
loudly, the core value of the other: the
welfare state and financial discipline.
The reason is simple: a combination
of the two has been the revealed pre-
ference of the electorate for decades
and remains so today. Hence, the
general tenor of economic policies
has been to call for both, as the Lis-
bon Declaration does.

MMoommeennttuumm  ttoowwaarrdd  iinntteeggrraatt iioonnMMoommeennttuumm  ttoowwaarrdd  iinntteeggrraatt iioonn

Solidarity and discipline have pro-
pelled European integration through-
out the postwar period, with solidarity
as the stepping-stone. On the heels
of two disastrous world wars, it pro-
vided the momentum for removing
barriers and raising living standards
through convergence in per capita
incomes a process known as real
convergence. In this respect, the
EU’s beginnings are traceable to the
European Coal and Steel Community,
set up in 1952. This led to two further
milestones of real convergence: the
Treaty of Rome (1957), which estab-
lished the European Economic Co-
mmunity (a customs union with com-
mon external tariffs and a common
agricultural policy); and the Single

Although many factors played a role,
postwar developments can be viewed
as reflecting two broad-based, ebbing
and flowing, and sometimes contrary
impulses: toward social solidarity and
equity, on the one hand, and financial
discipline and economic efficiency, on
the other
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European Act (1986), which commit-
ted all members to creating a single
EU market for goods, services, capi-
tal, and labor. 

In time, this impulse toward European
integration was balanced by more
discipline, perhaps most evident in
the institutional developments de-
signed to ensure price and financial
stability throughout the union so-
called nominal convergence. Initially,
discipline was provided by the Bret-
ton Woods exchange rate system.
But its breakdown in the early 1970s
set off a scramble for a new nominal
anchor, which culminated, in the late
1970s, in the European Monetary
System. The exchange rate mecha-
nism (ERM) of this system con-
strained exchange rate fluctuations
among the participating countries,
with Germany emerging as the undis-
puted nominal anchor country. Howe-
ver, continued nominal divergences
and the associated pressures on
exchange rates within the ERM high-
lighted the need for more convergen-
ce of macroeconomic policies. Matte-
rs were brought to a head in the early
1990s when the liberalization of capi-
tal movements and German unifica-
tion prompted the 1992 crisis in the
ERM, hastening the ratification of the
Maastricht Treaty and the road map
for Economic and Monetary Union
(EMU). Besides exchange rate crite-
ria, potential member countries were
now obliged to meet other nominal
convergence criteria as well, particu-
larly for inflation, fiscal deficits, and
government debt. The treaty’s fiscal
provisions were later fleshed out in
regulations known as the Stability
and Growth Pact (SGP). At the begin-
ning of 1999, 11 EMU members irrev-
ocably fixed their exchange rates and
adopted the euro as their single cur-
rency, and the newly constituted
European Central Bank (ECB) took

on the task of conducting a single
monetary policy for the euro area. 

The impulse to deeper economic inte-
gration was accompanied by a like-
spirited widening of its reach as the EU
expanded by leaps and bounds a
process set to continue even after the
latest enlargement round (see map,
page 8). The European Coal and Steel
Community comprised six countries in
the heart of Europe (Belgium, France,
Germany, Italy, Luxembourg, and
Netherlands). Successive waves of
enlargements in 1973 (Ireland, Den-
mark, and United Kingdom), 1981
(Greece), 1986 (Portugal and Spain),
and 1995 (Austria, Finland, and
Sweden) boosted EU membership to
15 countries by the time plans for EMU
had gelled into an operational blue-
print. With the latest expansion on May
1 of this year, the EU family has grown
to 25 countries with considerable eco-
nomic and cultural diversity a diversity
that will only increase. Bulgaria and
Romania are well advanced in their
negotiations and are set to join in the
next few years. Decisions on the tim-
ing of Turkey’s negotiations are also
pending. The states of the Western
Balkans are next in line, with Croatia’s
application already given the green
light by the EU Commission. In a step
that reaches beyond integration, the
EU’s “Wider Europe Neighborhood”
initiative encompasses 14 countries to
its east and south and aims to develop
a “ring of friends” with which the EU
desires to have peaceful and coopera-

Fundamentally, continental Europe is
committed to a financially disciplined
welfare state. Robust growth is on
everyone’s agenda, as exemplified by
the call at the EU summit in Lisbon in
March 2000 to turn Europe into “the
world’s most dynamic and competitive
economy.”
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tive relations on the basis of shared
values. Iceland, Norway, and Switzer-
land remain outside the EU.

Integration has been a major source of
European growth. It was part and par-
cel of Europe’s rapid real convergence
with the United States during much of
the postwar period, with the creation of
the common market being widely cred-
ited as having significantly boosted
intra-area trade and regional growth.
Indeed, the evidence points to further
positive trade effects in the euro area
following the establishment of EMU.
Moreover, despite earlier fears to the
contrary, trade with non-EU countries
has, over time, also increased. 

In the same vein, promotion of nominal
convergence particularly through the
Maastricht criteria and the establish-
ment of EMU engendered a disciplin-
ing of fiscal and monetary policies, a
convergence of inflation back to low
single digits throughout Europe, and,
for a while at least, a spurt of reforms
among most future members. Indeed,
by the 1990s, the EU had deservedly
become a beacon throughout Eastern
Europe for sound macroeconomic poli-
cies and aspirations for higher levels
of real income, as well as democracy,
solidarity, and human rights: becoming
a member of the club became the pri-
ority of governments and one that
enabled them to muster the popular
support needed to overcome the chal-
lenges of transition.

WWaanniinngg  ggrroowwtthhWWaanniinngg  ggrroowwtthh

While integration spurred higher
growth, in good part by inducing
change at the national level, its posi-
tive effects were gradually supplant-
ed by the less benign effects of
domestic rigidities.

It did not start out that way. During the
early years, Europe’s model effec-
tively delivered on all counts: social
cohesion, financial discipline, and
rapid growth. Real convergence to-
ward U.S. levels was seemingly effort-
less in the first three decades of the
postwar period, as incomes, employ-
ment, investment, consumption, and
wealth spiraled upward in a virtuous
circle. Convergence was fostered, in
part, by the externally imposed disci-
pline of the Bretton Woods system and
the relatively good inflation and finan-
cial performances associated with it.

The next three decades proved diffi-
cult, however. The combination of two
large oil shocks, an increasingly gen-
erous welfare system, and unrealistic
income expectations built up during
the period of rapid catch-up growth
together with the financial indiscipline
associated with the breakdown of the
Bretton Woods framework resulted in
marked macroeconomic instabil ity
and imbalances. Indeed, experiments
with activist Keynesian stabilization
policies during the 1970s were un-
successful, and such policies became
discredited, particularly in Germany.
In the end, the system reverted to the
paradigm. It protected the jobs and
real incomes of those already em-
ployed, but it also reasserted finan-
cial discipline by increasingly ac-
cepting the German mark as its
anchor. The outcome was large in-
creases in labor taxation that ulti-
mately undermined employment but
stimulated investment. This strength-

Besides exchange rate criteria, poten-
tial member countries were now obliged
to meet other nominal convergence cri-
teria as well, particularly for inflation,
fiscal deficits, and government debt.
The treaty’s fiscal provisions were later
fleshed out in regulations known as the
Stability and Growth Pact (SGP)
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ened labor productivity and preserv-
ed the competitiveness of those with
jobs.

With unemployment trending upward,
the system adjusted further. Wage
moderation together with measures
to lower the cost of labor and relax
labor market restrictions, particularly
for new entrants to the job market,
yielded hefty increases in employ-
ment from the mid-1990s.

Overall, however, Europe’s perform-
ance remained unenviable. Per capi-
ta incomes remained stuck at about
75 percent of U.S. levels up to the
mid-1990s, with rapid increases in
labor productivity being offset by
weakness in employment. Per capita
incomes later slipped to close to two-
thirds of U.S. levels as productivity
growth sagged in Europe and accel-
erated in the United States in the
second half of the 1990s. Negative
perceptions of this lackluster per-
formance of the euro area were com-
pounded by even larger, and better-
known, differences in GDP growth
stemming from transatlantic differ-
ences in population growth.

TToooo  mmuucchh  ssttaabbii ll ii ttyy   aannddTToooo  mmuucchh  ssttaabbii ll ii ttyy   aanndd
ddiisscc iipp ll iinnee??ddiisscc iipp ll iinnee??

The slowing of growth is often as-
cribed in good part to the EU’s (or the
euro area’s) “stability bias,” that is, its
unwillingness to engage in counter-
cyclical demand management poli-
cies, which would involve boosting
demand (through lower interest rates
and larger fiscal deficits) when growth
is weak and dampening demand
(through higher interest rates and
smaller fiscal deficits or surpluses)
when it is strong. As suggested earli-
er, Europe’s macroeconomic policy

frameworks do indeed spring in con-
siderable measure from the impulse
toward discipline, that is to say, from
a will to contain what is viewed as the
cumulation of monetary and fiscal
risks—ultimately pernicious to growth
—associated with unrestrained politi-
cal and social processes. Since the
1970s, in particular, the emphasis has
been on establishing and preserving
medium-term stability and not on ma-
naging aggregate demand in the short
run through countercyclical policies.
This bent is clear from the ECB’s Ma-
astricht Treaty mandate: “the primary
objective . . . shall be to maintain
price stability.” It is also clear from the
treaty’s provisions on ensuring sound
government finances: “Member states
shall avoid excessive government
deficits,” where compliance with this
commandment is assessed relative to
reference values of 3 percent of GDP
for the fiscal deficit and 60 percent for
the debt-to-GDP ratio.

This manifest emphasis on stability
tends to prompt misunderstandings
about macroeconomic policies. Criti-
cism that European institutions are
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insufficiently mindful of cyclical con-
siderations falls on deaf ears. This
leads observers to think that the criti-
cisms are even more justified than
initially thought. And the fact that
policies have, in practice, been fairly
sensitive to the economic cycle gets
lost amid the din. This gap between
rhetoric and reality has beset both
the ECB and the SGP. 

In this vein, the ECB is criticized for
taking insufficient account of cyclical
conditions in setting interest rates, to
which it responds that this is to mis-
understand its mission. Its mantra
has consistently been price stability
now and forever. In fact, however, it
has largely behaved like an inflation
targeter, mindful of the implications of
growth for inflation. 

The situation is further complicated
by the de facto evolution of Europe’s
policy frameworks over the past few
years toward more cyclically attuned
approaches. One example is the
gradual narrowing of the ECB’s defi-
nition of price stability from 0–2 per-
cent to, in effect, 1–2 percent and,
most recently, to “close to but below 2
percent” inflation. Another is the
gradual acceptance of the role of the
automatic fiscal stabilizers, of esti-
mates of cyclically adjusted balances
to measure the underlying fiscal posi-
tion, and of the objective of achieving
underlying balance in the medium
term in SGP-linked assessments of

fiscal policies. The system is seeking
solutions that twin discipline with
good demand management policies.

That said, the contrast between
European and U.S. approaches to
macroeconomic policies remains: the
Europeans take a more medium-term
view, in good part because the welfa-
re system (solidarity) protects those
adversely affected by the vicissitudes
of the cycle; the United States is
more proactive in securing short-run
growth and employment, in good part
because there is less such protec-
tion. Given these differences in struc-
ture, comparative assessments of
macroeconomic policies need to fo-
cus more on growth and inflation out-
comes than on the cyclical shifts in
policy stance. In that regard, it may
be noted that, measured in terms of
the cyclical volatility of output or em-
ployment, Europe’s performance is
comparable to, if not better than, that
of the United States. Perceptions to
the contrary mainly reflect something
more enduring: the longer-term weak-
ening of growth in Europe.

UUnnaaff ffoorrddaabbllee  ssooll iiddaarr ii ttyy??UUnnaaff ffoorrddaabbllee  ssooll iiddaarr ii ttyy??

Many view Europe’s weakening
growth as a reflection of its overly ge-
nerous welfare arrangements, which,
by muffling incentives to work and
protecting businesses and workers
from the disciplines of competition,
have exacted an inordinate cost in
terms of per capita incomes. In this
view, this has led to large-scale un-
derutilization of labor resources and
slowed incorporation of new technolo-
gies and adjustment to shifting sour-
ces of comparative advantage.

The reality is more mixed. Europe
has undertaken many reforms over
the years, some of which have begun

Nevertheless, differences in per capita
incomes exist between the United Sta-
tes and virtually every EU country, and
the larger issue is whether they reflect
excessive solidarity or a “social choi-
ce”- that is, a willingness to forgo high-
er per capita incomes for certain social
goals, such as increased leisure
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to pay off. Many have been designed
to strengthen the demand side of the
labor market, in the form of either
wage moderation and other measures
to lower the cost of labor or measures
that make labor markets more flexible
and encourage new entrants. In the
same vein, the single market initiative
sought to combat “eurosclerosis” by
setting in motion deep and wide-rang-
ing reforms in product and financial
markets. These reforms continue to
run their course. The resulting increa-
se in competition is boosting efficien-
cy, including in the use of labor in
those markets.

These policies have achieved more
than is often recognized. The euro
area generated almost 10 million jobs
between 1997 and 2003, 2 million
more than the United States. Althou-
gh the surge in employment has slow-
ed productivity growth, this could
reflect transitional adjustment prob-
lems. The payoff to reforms often
takes decades, not years, to accrue,
and Europe’s employment perform-
ance should continue to improve. The
uneven distribution of growth across
Europe is also noteworthy. It has
been especially weak in Germany,
the country where labor market re-
forms have been most delayed. Else-
where, growth and employment have
tended to be more robust. Indeed,
they have been strongest in the
smaller, more open economies, partly
because the interaction of solidarity
and discipline has led to more en-
compassing and proactive policies in
these countries. This is also true of
the Scandinavian countries, which
have the strongest welfare systems. 

Nevertheless, differences in per capi-
ta incomes exist between the United
States and virtually every EU country,
and the larger issue is whether they
reflect excessive solidarity or a

“social choice”—that is, a willingness
to forgo higher per capita incomes for
certain social goals, such as increas-
ed leisure. About half of the difference
between U.S. and European per capi-
ta incomes is tied to the fact that
Europeans work fewer hours per per-
son: about 1,500 hours a year versus
1,800 in the United States (see Chart
2). Many observers in Europe view
this as a preference for leisure over
work at the going wage. A contrary
view, which starts from the observa-
tion that annual working hours in the
United States and Europe were the
same 30 years ago, is that the current
gap reflects the large disincentives to
work imposed over the past 30 years,
implicitly in an attempt to “share” em-
ployment. With Europe about to shift
from an era of a plentiful supply of
workers to one of a dwindling labor
supply because of aging, growth pros-
pects hinge in part on who is right and
whether incentives, if they are impor-
tant, will be changed.

Be this as it may, change is in the off-
ing, partly because there is a will to
be better prepared for the effects of
globalization and new technologies.
Change will also be necessitated by
the economics of aging populations
and discipline. Without change, fiscal
policies in many countries are on an
unsustainable course, with public
debt ratios rising steeply. If nothing
else, therefore, the desire for finan-
cial discipline should again force

While past reforms may ultimately
improve performance in the years
ahead, growth is still likely to disap-
point, and discipline and bad times are
still likely to remain an essential spur to
reform. But discipline-induced structur-
al adjustment is not the best option
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adjustment. What remains open, ho-
wever, is whether the adjustment will
enhance growth. Many governments
have chosen to deal with aging not by
streamlining the welfare system but
by shifting budgets into surplus. This
reduces the interest payable on the
public debt, making governments bet-
ter able to afford the coming increas-
es in public spending on pensions
and health without undermining the
fiscal position. This approach, very
much in the tradition of the financial-
ly disciplined welfare state, leaves
incentive systems unchanged, how-
ever, and does little to improve future
growth prospects.

LLooookkiinngg  aahheeaaddLLooookkiinngg  aahheeaadd

With solidarity and discipline seen as
the keystones of Europe’s postwar
economic history, the continent may
be viewed as still seeking to bring
them into greater harmony. 

The implications for the long term are
more significant: here, the unresolv-
ed tensions between solidarity and
discipline remain deeply problematic,
particularly at the national level.
Because of solidarity-based tenden-
cies to preserve the status quo, elec-
torates resist forward-looking reforms
and insist on tangible, direct, and im-
mediate evidence of a problem before
accepting that it should be address-

ed. Hence, the approach to reforms
tends to be partial and episodic even
though deep, forward-looking, and
increasingly polit ically diff icult re-
forms are widely seen to be neces-
sary if growth is to be robust.

Thus, while past reforms may ulti-
mately improve performance in the
years ahead, growth is still likely to
disappoint, and discipline and bad
times are still likely to remain an
essential spur to reform. Indeed, if
the foregoing analysis is anywhere
near the mark, obituaries for the SGP
are missing the point. But discipline-
induced structural adjustment is not
the best option. Instead, what is
needed is a more forward-looking and
thoroughgoing approach to reform
whereby solidarity and discipline are
reconciled through policies that gen-
erate higher long-term growth. This is
not impossible. Some of the smaller
countries have achieved a measure
of success this way. However, ac-
hieving thoroughgoing reform at the
national level particularly in the larg-
er economies will require skill (and
perhaps some luck). But most of all, it
will require a willingness by policy-
makers and the electorates to look
beyond the current election cycle.

Taken from:
"Finance and development", june, 2004
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Achieving and maintaining price stabil-
ity is a cornerstone of sound monetary
policy. Price stability promotes econo-
mic growth and welfare via enhancing
the efficiency of market mechanism,
alleviating long-term planning, mi-
nimizing distortions occurring via inter-
action of inflation and tax legislation,
accounting rules, financial agreements
etc. Price stability also enhances eco-
nomic welfare via promoting the stabi-
lity of production and employment.
Policies of maintaining low and stable
inflation contribute in anchoring the
inflationary expectations by economic
entities on a low level, thus promoting
long run decisions (B. S. Bernanke,

2003, p.1).

In present-day con-
ditions, this view is
accepted by all 
central banks in 
the world. There 
is a broad-based 
consensus that, 

when con-
ducting 
monetary 
policy, 
the cen-
tral bank 
should 
rely on the
fol lowing
six  princi-
ples1: 

1. On the long run, there is "no trade-
off" between inflation and unemploy-
ment, so one can choose a combina-
tion between inflation rate and em-
ployment. On the long run, inflation
inevitably leads to rise in unemploy-
ment. Increase of the money supply
is neutral on medium and long run,
i.e. monetary expansion has lasting
effects only on the price level, howev-
er, not on the output and unemploy-
ment.

2. Depreciation of the foreign exchan-
ge rate improves competitiveness
towards abroad only temporarily.

3. The business community invests
only if it expects permanent econom-
ic growth and stable economic envi-
ronment. Inflation is a cost, regard-
less whether from the aspect of allo-
cation of resources (costs for efficient
allocation) or from the aspect of long-
term economic growth.

4. Monetary policy affects the infla-
tion rate with certain time lag, the
duration of which is uncertain and its
intensity variable, thus disabling the
central bank to control inflation peri-
odically (from one to another period).
Interest rates are primary instrument
in the combat against inflation and
they can be reduced after the decline
of inflationary pressures. Low interest
rates lead to higher inflation, and
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1 Mr. Leigh-Pemberton, BIS Review, No. 185/1991, p. 5, Paul R. Masson, Miguel A. Savastano, and Sunil Sharma, 
The Scope for Inflation Targeting in Developing Countries, IMF Working Paper, WP/97/130, October 1997, pp. 5-6.
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positive interest rates indicate sound
growing economy.

5. There is no acceptable level of in-
flation. As soon as the monetary poli-
cy is loosened or the price stability
discredited, the inflation accelerates.

These principles of conducting mone-
tary policy are based on the Friedman
(1968) – Phelps (1967) model of exis-
tence of natural unemployment rate.
The natural unemployment rate, i.e.
the potential rate of economic growth
is determined by supply factors and it
can be modified on the long run only
by implementing structural reforms.
On the short run, it is fixed in size.
Accordingly, on the long run, the eco-
nomy may face potential rate of eco-
nomic growth which cannot be accel-
erated by the rise of inflation. There-
fore, long-term structural reforms are
key for increasing the long-term eco-
nomic growth. Therefore, when the
economy moves along the path of po-
tential economic growth, the inflation
level stabilizes with no permanent
tendencies to accelerate or deceler-
ate the inflation rate.

However, the level on which the infla-
tion rate should be stabilized in order
to achieve long-term economic growth
determined by supply factors, i.e. the
level of price stability, should be a
long-term objective of the monetary
policy. Thereby, stability of prices

does not mean long-term fixation of
the inflation rate on a certain digit.
Targeting certain digit of inflation in
unreasoned (A. Greenspan in B.
Woodward, 2000, p. 170). "Price sta-
bility is achieved when the inflationary
expectations become favourable, thus
the consumers and the business cir-
cles do not take into account the infla-
tion as a factor when making deci-
sions on purchasing or investment"
(A. Greenspan in B. Woodward, 2000,
p. 170). From this aspect, the realized
inflation rates in the past are relevant
for the purpose of maintaining the
economic growth on the level of the
potential only if they have a key influ-
ence on the emergence of inflationary
expectations.

Very low inflation, i.e. deflation is
also a major problem for the econo-
my. In such case, the aggregate de-
mand is insufficient for maintaining
long-term economic growth on the
level of the potential one. Even more,
due to the very low inflation, or defla-
tion, the change of the relative prices
by separate products cannot be iden-
tified. Due to that it is very difficult to
distinguish profitable from unprof-
itable projects since the profitability
declines in general. Also, very low
inflation and deflation are especially
detrimental if the financial system is
weak, and the indebtedness of the
enterprises and the population high.
In such conditions, the debt burden
increases and the functioning of
financial markets aggravates. The
process of "debt deflation" (term pro-
moted at the beginning of the 20th
century by the US economist Irving
Fisher) was a significant factor for the
deflation and the depression in the
United States in the 1930s. The "debt
deflation" also played important role
in the creation of economic problems
in Japan in the period of the 1980s
and the 1990s.

Money is not neutral on the short run, i.e.
monetary policy has significant transitory
effect on large number of real variables, such
as output and employment. Still, there is
imperfect understanding of the nature and/or
size of these effects, of the period in which
they manifest and the mechanism via which
monetary impulses transfer on the other
parts of the economy
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The stability and the reputation of the
monetary institutions are the most
important instrument for the realiza-
tion of optimal monetary policy direct-
ed towards stabilizing the inflationary
expectations and maintaining the
economic growth on the level of the
potential (Barro and Gordon 1983).
From that point of view, it is especial-
ly useful to consider the optimal
arrangement of the monetary institu-
tions, using the past experience and
the theory of incomplete contracts.
According to this theory, frameworks
are set on the format of the agree-
ments, if certain aspects of them can-
not be verified (applied) via external
enforced execution of the agreement.
From the aspect of the monetary pol-
icy, there are two related different
aspects of the commitment problem.
Firstly, the inability to realize the
commitment by force, since the mon-
etary arrangements can always be
changes in conditions of non-exis-
tence of external institution for
enforced implementation, so the insti-
tutional arrangements for conducting
optimum monetary policy are not set
once and for all (Mervyn King, 2004,
p.4).

Differences in propensities can affect
the variations of the monetary arran-
gements designed in different peri-
ods. Typical examples are the public
opinion in Germany after the hyperin-
flation before the World War I, the
public opinion in the advanced coun-
tries after the high inflation in the
‘70s and ’80 and the public opinion at
the beginning of the transformation
process, when the transition econo-
mies faced high inflation. The public
position, after these episodes of high
inflation was focused on designing

monetary arrangements that would
ensure running monetary policy that
will preserve the stabil ity of the
national currency.

At the same time, since all possible
variations in the behavior of the eco-
nomic entities are unknown and due
to the continuous acquiring of new
knowledge, optimum monetary arran-
gement cannot be realized once and
for all and no monetary rule can be
set that applies forever. Thus, perma-
nent commitments are impossible.
Fixing permanent monetary rule
means giving up in advance of all
knowledge and experience we would
acquire in future. Due to that, no
monetary rule is rooted deep into the
decision-making process of the mon-
etary authorities, such as is its rais-
ing on a level of a law. Instead, a
monetary arrangement is set, creat-
ing and maintaining stable and trust-
worthy monetary institutions. The sta-
tus and the objectives of such mone-
tary institutions can be incorporated
in the law or the Constitution, but
sti l l , the optimum monetary rule
should be open to change as a result
of the learning process and of the
gained experience.

Accordingly, optimum monetary arran-
gement is the one that implements
that monetary rule which at that mo-
ment is believed to be optimum mone-
tary strategy and it shall be revoked
only if the public opinion changes the
collective position on what should the
monetary rule be.

Price stability is key for making invest-
ment decisions on the long run, for pro-
per allocation of resources in profitable
projects and acceptance of calculated
risks
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Sound and stable monetary institutions
play important role in the maintenance
of stable and low inflation at the level
of potential growth of the economy.
The importance of the monetary insti-
tutions regarding the choice and the
promotion of monetary rules will be
illustrated with several cases.

AArrggeennttiinnaa  iiss  tthhee  ffiirrsstt  ccaassee.. After the
years of hyperinflation in 1991, it was
decided to peg the exchange rate of
the Argentine peso to the US dollar.
After the hyperinflation and the weak
monetary institutions, the introduction
of currency board was the main ele-
ment for implementing successful sta-
bilization strategy. However, after a
certain period, the fixed peso foreign
exchange rate in relation to the US
dollar weakened the international com-
petitiveness and required maintenance
of high real interest rates, which
stopped the growth of the economy
since 1997. It would have been much
better for the economy if more flexible
exchange rate regime was applied in
the earlier phases (Jurgen Stark,
2004). The crisis reached it peak in
2001, when GDP dropped by one fifth.
It became clear that the fixed exchan-
ge rate of the peso against the US dol-
lar is politically and economically un-
sustainable. In January 2002, the peso
devaluated by 40% in relation to the
US dollar, and then more flexible for-
eign exchange rate regime was appli-
ed. The costs for the economy were

enormous: collapse of the banking
system, collapse of the currency that
was pegged to the US dollar for one
decade, five-year slump and declara-
tion of external debt default.

Argentina reached 2003 with low infla-
tion and 8% GDP growth. However, the
structural reforms and building efficient
and stable institutions remain perma-
nent priorities in Argentine agenda.

BBrraazziill  iiss  tthhee  sseeccoonndd  ccaassee.. In 1998,
Brazil accepted regime of adjustment
of the foreign exchange rate after
preannounced crawling peg. Howe-
ver, the degree of adjustment of the
exchange rate was not in accordance
with the expectations of the financial
markets and the fundamental factors
determining the foreign exchange
rate. In September 1998, the interest
rates doubled, from 20% to 40%, in
order to defend the foreign exchange
rate. That stabilized the foreign ex-
change rate temporarily, but the high
real interest rates stopped the eco-
nomic growth without reducing the
distrust of the financial markets. But
the high interest rates of 40% beca-
me unsustainable and in January
1999, the foreign exchange regime
adjusted after preannounced crawling
peg was terminated.

These two examples confirm the fact
that the monetary rules are not perma-
nently set. High interest rates can sup-
port the foreign exchange rate stability
due to the uncovered interest parity.
However, that ignores the fact that the
high interest rates, used to defend the
fixed foreign exchange actually threat-
en the very sustainability of the fixed
regime and increase probability for its
termination (Mervyn King, 2004).

TThhee  tthhiirrdd  eexxaammppllee  iiss  tthhee  mmoonneettaarryy
rruulleess  tthhee  UUSS  FFeeddeerraall  RReesseerrvvee  aapppplliieess
ssiinnccee  eenndd--22000000..  Facing the worst

Experience with high and variable infla-
tion can be important factor in the crea-
tion of the public opinion with respect to
designing of monetary institutions and
monetary rules for the control of inflation
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slump since 1930s that hit the US pri-
marily in the unemployment level,
monetary authorities focused on
accelerated relaxation of the mone-
tary policy and depreciation of the US
dollar exchange rate (The Economist
March 13th 2004). Money was never
cheaper in the United States. Interest
rate on the money market reduced
from 6.25% at end-2000 to 1% from
the mid-2003. Real interest rate on
the money market became negative
(- 0.9%). At the same time, in two and
a half years, the US$ depreciated by
39% in relation to the euro and 18%
in relation to the Japanese yen. Ac-
cording to the model of the Board of
Governors of the Federal Reserve,
10% depreciation of the US$ has the
same effect as 0.5% reduction of
interest rates. In the case of Europe,
the effect is the opposite, 10% appre-
ciation of the euro has the same
effect as 1% increase of the interest
rates. At the same time, major fiscal
expansion occurred, resulting in in-
crease of the budget deficit by 4.9%
of GDP at the end of 2003.

The company profitability, the driving
force of the economic growth, restored.
In 2003 the share yields (Dow Jones
Industrial Average) in the US raised by
21%. The US economy in the fourth
quarter of 2003 grew by 7.8%. Throug-
hout 2003 GDP grew by 3.8%. The
United States moved from the slump
and from the zone of very low inflation.
Price stability remained at 2.2%.

TThhee  ffoouurrtthh  eexxaammppllee  iiss  tthhee  ssuussppeennssiioonn
ooff  tthhee  pprroocceedduurree  ffoorr  eexxcceessssiivvee  bbuuddggeett
ddeeffiicciittss,,  aa  kkeeyy  cchhaarraacctteerriissttiicc  ooff  tthhee
SSttaabbiilliittyy  PPaacctt  aanndd  tthhee  eeccoonnoommiicc  ggrroowwtthh
ooff  tthhee  EEuurrooppeeaann  MMoonneettaarryy  SSyysstteemm  iinn
DDeecceemmbbeerr  22000033..  

“The institutional structure of the
monetary union creates the condition
for public confidence in the euro and

it rests upon two pillars: stability-ori-
ented monetary institutions, ensured
with the Maastricht Agreement for
their establishment and the pact on
stability and economic development.
Both pillars are undermined, leaving
the European Monetary Union in seri-
ous trouble” (Ernst Welteke, 2003).

The continued weak economic activity
(0.5% GDP growth in 2003), could not
be stimulated only via cheap money
policy. Low interest rates (nominal-
2%, real – 0.3%) were insufficient for
stimulating domestic consumption.
The strong euro in relation to the US
dollar disables the export-based re-
bound. Growth had to come via the
stimulation of budget spending, espe-
cially in Germany and France, which
were most affected by the slump. That
resulted in exceeding budget deficits
over the set cap of 3% of GDP (France
4% of GDP, Germany 4.1% of GDP).
There are requirements to permanent-
ly terminate the pact on stability and
economic growth. “The pact on stabili-
ty and economic development is inef-
fective and bad for our economies. We
should seek more flexible and more
sophisticated rules” - Loukas Tsouka-
lis, 2004, p. 15). The inflation remain-
ed at 2.2%.

TThhee  ffiifftthh  eexxaammppllee  aarree  tthhee  aaddvvaanncceedd
ttrraannssiitt iioonn  eeccoonnoommiieess,,  wwhhiicchh  ssiinnccee
MMaayy  11,,  22000044  bbeeccaammee  mmeemmbbeerrss  ooff  tthhee
EEuurrooppeeaann  UUnniioonn.. They transformed
their monetary rules from ones based
on non-flexible foreign exchange rate

Besides maintaining the price stability, the
optimum monetary rule should disable redis-
tribution of income and welfare to the benefit
of certain interest groups at the detriment of
others via maintaining interest rates and for-
eign exchange rate based on the fundamen-
tal factors (Stokey, 2002).
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regime and endogenous monetary
growth to a monetary rule with flexible
foreign exchange rate regime and di-
rect inflation targeting: the Czech Re-
public in 1998, Poland in 1999 and
Hungary in 2001. Slovenia continued
applying the rule of monetary targeting
in conditions of flexible foreign exchan-
ge regime, fully following the tradition
of the Deutshce Bundesbank prior to
the introduction of the euro. The repu-
tation and the stability of the monetary
institution enabled them to suppress
the inflationary expectations and the
business circles and the population to
observe the prices as stable even in
conditions when the inflation rate
ranged between 4%-6%: the Czech
Republic 3.2% (average 1998 – 2003
with variations from 6.8% to 0.6%),
Hungary 8.2% (average 1998 – 2003
with variations 11.2% to 5.3%), Poland
5.3% (average 1998 – 2003 with varia-
tions from 9.8% to 0.9%), and Slovenia
7.3% (average 1998 – 2003 with varia-
tions from 8.9% to 6.4%). Thereby in
the period of direct inflation targeting
and flexible foreign exchange rate
regime, in Poland, the Czech Republic
and  Hungary, higher price stability was
achieved (lower inflation) in relation to
the prior monetary rule when non-flexi-
ble foreign exchange rate regime was
applied. Thus it was proved that the
foreign exchange rate regime (fixed
and flexible) is irrelevant for mainte-
nance of price stability in conditions of
existence of stable monetary institu-
tions with high reputation.

The monetary rules enabled these
countries to maintain real interest ra-
tes on the money market between
–0.5 and +2.5%, prices on their finan-
cial markets to be in accordance with
the fundamental factors, high profita-
bility, which drives the business world
and inflow of capital, price stability
and economic growth at the level of
the potential one.

Thus in 2003 the average share yield
in the world was 29%. IN the United
States, the share yield was 21%, in
Europe 11% and in the emerging eco-
nomies 64%. In the advanced transi-
tion economies the share yield rang-
ed between 15 and 18% (Financial
Times, December 27/28, 2003, p. 1).
Accordingly, it is estimated that the
fundaments that move the economy
are sound and that the period of low
economic growth has past.

AAppppll iiccaatt iioonn  ooff   tthhee  mmoonneettaarryyAAppppll iiccaatt iioonn  ooff   tthhee  mmoonneettaarryy
rruulleess  iinn  tthhee  RReeppuubbll iicc   ooffrruu lleess  iinn  tthhee  RReeppuubbll iicc   ooff
MMaacceeddoonniiaaMMaacceeddoonniiaa

Fundamental economic rule used by
the monetary authorities in the Republic
of Macedonia for maintaining price sta-
bility is pegging the denar exchange
rate to the euro. This monetary strategy
is used since October 1995. Until the
end of 2001, the denar exchange rate
was pegged to the German mark, and
since 2002 it is pegged to the euro.
Besides the fact that the rule on peg-
ging the denar exchange rate has actu-
ally applied since October 1995, until
the end of 1996 the monetary authori-
ties were announcing the money supply
as the intermediary objective of the
monetary policy. The announcement of
the fixed foreign exchange rate as n
intermediary objective of the monetary
policy started in 1997. However, the
announcement of the money supply
growth rate continued, although in such

The countries with weak monetary institu-
tions are forced to a fixed foreign exchan-
ge rate regime as an intermediary objec-
tive of the monetary policy, in order to use
the currency to which the national curren-
cy is pegged (In the case of Macedonia,
the euro) to import the reputation and the
trust of the respective foreign monetary
institution (the European Central Bank)



conditions the growth of the monetary
aggregates and the interest rates beco-
me variables that are subordinated and
are to the end of supporting the pegged
denar exchange rate to the euro.

By accepting the fixed foreign exchan-
ge rate as an intermediary objective of
monetary policy, the monetary authori-
ties simultaneously accept that they
will not conduct monetary policy, which
is independent from the country for the
currency of which the foreign ex-
change rate of national currency is
pegged. That means that the monetary
growth in the national economy be-
comes endogenous variable deter-
mined by the monetary growth in the
country to the currency of which the
foreign exchange rate is pegged in or-
der to maintain the fixed foreign ex-
change rate regime (Kool, Tatom,
1994). Thereby the country that choos-
es the fixed foreign exchange rate re-
gime as its intermediary objective of
monetary policy cannot have any other
economic variable for its permanent
objective. Stability of one price on the
financial markets is ensured – the for-

eign exchange rate, but maximum vari-
ability (instability) is produced in the
other prices on the financial markets,
especially the interest rates. At the sa-
me time, the stability of the economic

growth is also threatened. Instead of
minimizing the variations in inflation
and the output, absolute stability of the
foreign exchange rate is achieved, at

the detriment of the high variability in
the level of the interest rates and the
real sector – output and employment. 
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denar/euro foreign exchange rate, interest rates on the money
market, industrial output

Ultimate and intermediary objectives of monetary policy

1992 2408.4 M1 755.1 - - 1925.2 14.97 704.5
1993 434.2 M1 268.3 - - 229.6 50.37 236.6
1994 70.0 M3- denar 81.0 - - 55.4 51.26 56
1995 17.8 M1 23.0 - - 9.2 51.81 10.4
1996 6.0 M1 12.5 - - 0.2 52.08 0.4
1997 2.0 MKD/DEN stabilen M1 9.1 4.5 60.48 13.4
1998 5.0 MKD/DEN stabilen M1 11.0 -1 60.59 11.5
1999 3.0 MKD/DEN stabilen M2-denar 11.4 2.3 60.62 33.5
2000 4.0 MKD/DEN stabilen M2-denar 13.5 6.1 60.79 17.5
2001 1.2 MKD/DEN stabilen M2-denar 12.1 3.7 60.96 11.3
2002 2.5** MKD/EUR stabilen M2-denar 7.4 1.8** 61.07 7.9
2003 3.0** MKD/EUR stabilen M2-denar 9.6 1.2** 61.29 15.4
2004 2.8** MKD/EUR stabilen M2-denar 11.7

PROEKCII

Cel 
stapka na

inflacija 
(kraj na 
period)

Target Stapka na
rast

Monetaren
agregat

Stapka
na rast

Stapka na
inglacija*

(kraj na
period)

Kurs
MKD/EUR

(kraj na
period)

Monetaren
(kraj na
period)

INDIKATIVEN TARGET POSTIGNUVAWE

*   do 1999 inflacija merena preku ceni na malo, a od 2000 inflacija merena preku tro{oci na `ivot
** prose~na inflacija
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Foreign exchange rate is not consid-
ered as an important price. It does not
affect the balance of payment current
account, the external competitiveness,
the capital inflow and the outflow, the
profits, the economic growth, the share
prices, the inflation, the interest rates
etc. On the contrary, since the price of
the domestic currency is not set on the
foreign exchange markets and does
not include the information coming on
the financial markets, the fixed foreign
exchange rate on the long run (as in
the case of Argentina) can become
counterproductive. The country looses
its external competitiveness, the real
interest rates are high, the profitability
declines, the foreign capital inflow
decreases, the economic growth is
below the potential one, or, in the
extreme cases, the country can face
continued stagnation.

The soundness and the confidence in
the monetary institutions are fundamen-
tal criterion when selecting the foreign

exchange rate regime for the transition
economies. If the transition economies
are capable of developing sound fiscal,
financial and monetary institutions that
can induce confidence by the society
that they will be oriented towards main-
taining price stability, then the mone-
tary policy can be used to stabilize the
economy – price stability on the level of
the potential economic growth. In such
conditions, monetary bodies can
choose their own monetary rule and opt
between fixed or flexible foreign
exchange rate regime (Guillermo A.
Calvo and Frederic S. Mishkin, June
2003, p. 16). From that aspect, the
strengthening of the institutions and
their reputation is key also for the
selection of the optimum monetary rule.

From that aspect, building stable,
trustworthy and responsible institu-
tions is a priority. “The key to success
of the emerging economies is not the
selection of foreign exchange rate
regime, but the soundness of the fun-

Osnovni makroekonomski indikatori

Bruto doma{en proizvod 3.4 4.3 4.5 -4.5 0.9 3.2
Indeks na tro{oci na `ivot (prosek) -0.1 -0.7 5.8 5.5 1.8 1.2
Indeks na tro{oci na `ivot 
(kraj na godina) -2.4 2.4 6.1 3.7 1.1 2.4
Indeks na ceni na proizvoditeli (prosek) 4.0 -0.1 8.9 2.0 -0.9 -0.3
Indeks na ceni na proizvoditeli 
(kraj na godina) -3.9 4.2 -1.5 -2.4 1.1 -0.2
Saldo na konsolidarniot buxet -1.7 0.2 2.5 -7.2 -5.7 -1.0
Saldo na tekovnata smetka (% od BDP) -7.5 -0.9 -2.1 -6.9 -8.7 -6.3
Kurs (den/EUR (prosek) 60.54 60.62 60.73 60.91 60.98 61.30
M2 denar stapka na rast (dek./dek.) 11.1 33.5 17.5 11.3 7.9 15.4
M2 stapka na rast (dek./dek.) 14.4 29.7 24.4 66.3 -8.0 18.8
Kamatna stapka na pazar na pari 
(godi{en prosek) 18.1 11.6 7.2 11.9 11.9 9.9
Kamatna stapka na blagajni~ki zapisi 
na NBRM (godi{en prosek) 8.5 9.9 8.9 13.7 12.6 8.2 
Realni plati (godi{na stapka na rast) 3.8 3.6 -0.3 -1.9 5.0 3.4
Produktivnost na trudot vo industrijata
(1998 = 100) 100.0 106.4 112.9 112.8 114.3 126.9
Indeks na makedonskata berza - MBI
(kraj na godina) 978.0 1094.7 1178.7
Indeks na makedonskata berza - MBI
(stapka na rast - kraj na godina) 11.9 7.7

1998 1999 2000 2001 2002 2003

*procenki
Izvor: Ministerstvo za finansii. Dr`aven zavod za statistika, NBRM
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damental macroeconomic institutions
in the country,… less attention should
be paid to the issue on which exchan-
ge rate regime is more acceptable, the

fixed or the flexible, and greater atten-
tion should be paid to the fundamental
setting of the institutions (Guillermo A.
Calvo and Frederic S. Mishkin, June
2003, p. 5).

The monetary rule now applying deliv-
ers very low inflation rate, being on the
verge of deflation. The costs of living
in February grew with an annual rate of
1.4% (2.8% projected for 2004). At the
same time, measured via the prices of
the industrial producers, Macedonian
faces deflation. They decline fourteen
months in a row. In February 2004 in
relation to the same month of the pre-
vious year, they declined by 1.8%. The
real interest rates on the money mar-
ket, due to the support to the fixed for-
eign exchange rate, are maintained at
exceptionally high level of +7% annu-
ally (higher annual real interest rate on
the money market is maintained in
Brazil +10%). Thereby, the fixed for-
eign exchange rate regime, from an
intermediary objective of the monetary
policy, was transformed into an ulti-
mate objective of the monetary policy.
In conditions of decline of inflation,

due to the need to sustain fixed foreign
exchange rate and certain level of for-
eign exchange reserves, the interest
rates on the money market increased
from 6.5% to 8%. 

The profitability in the economy is low
and ranges between 1 to 2%. The
share index on the Macedonian Stock
Exchange in 29% increased by 7.7%,
which makes them unattractive for
investors, when the world stock
exchanges bear yield of 29%, and the
yield on the stock exchanges in the
emerging economies is 64%.

The monetary rule and the weak micro-
economic restructuring do not provide
driving force for the business and the
economic growth. There are no inves-
tors who will invest in Macedonia, gi-
ven the very low yield.

In recent years, many emerging market
economies faced financial crises,
macroeconomic instability with eco-
nomic stagnation and contraction of the
economic activity. These include Bulga-
ria (1997), the Czech Republic (1998),
Russia (1998), East Asia (1997),
Argentina (2001-2002), Turkey (2000-
2001) etc. After these developments,
an active debate is ongoing on the
selection of the optimum monetary rule
and an appropriate foreign exchange
rate regime that would contribute to the
maintenance of the macroeconomic
stability – price stability at the level of
the potential economic growth. The

Interest rates on the money market, costs of living and 
industrial producers’ prices 

The present monetary rule became unsus-
tainable from the aspect of the price at
which the real sector is disposed. The pro-
fitability is low and does not stimulate
investments and inflow of foreign capital.
Accordingly, the economic growth remains
weak and insufficient to absorb the high
unemployment. Industrial output declines
for four successive months and the unem-
ployment remains permanently high (35%).
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fact that this debate is ongoing in
conditions when the market mecha-
nism still functions, without deeply
rooted distortions, means an advan-
tage for Macedonia. It is an advan-

tage that we can learn from the expe-
rience of others. Thereby, building
stable, efficient and trustworthy mon-
etary institutions increase the range
of solutions and reduce the risk.



The EU enlargement process (which
still continues after the entering of
the 10 new members in May 2004) re-
quires institutional changes due to
the increasing number of member
countries participating in the deci-
sion-making process. This issue par-
ticularly refers to the decision-making
in terms of the monetary policy of the
eeuurroozzoonnee, which could become
increasingly complex with the new

countries becoming members of the
European Monetary Union (EMU).
Furthermore, the rapid increase in
the number of member states is fol-
lowed by great discrepancy between
the oolldd and the nneeww member states.

The European System of Central Banks
(ESCB) comprises of the European
Central Bank (ECB) and the national
central banks (NCB’s) of all EU member
states. On the other hand, the Eurosys-
tem refers to the ECB and the NCB’s of
the EMU members. The central banks of
the countries not part of the eurozone
do not have the right to be part of the
decision-making nor the implementation
of the monetary policy in the eurozone.

Currently, the ESCB is being gov-
erned by the decision making bodies
of the ECB, the GGoovveerrnniinngg  CCoouunncciill
and the EExxeeccuuttiivvee  BBooaarrdd. 
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TThhee  iinntteeggrraattiioonn  ooff  mmoonneettaarryy  ppoolliiccyy,,  bbeeiinngg  aa  nneexxtt  sstteepp  iinn  tthhee  pprroocceessss  ooff
eeccoonnoommiicc  iinntteeggrraattiioonn,,  rreeqquuiirreess  cceerrttaaiinn  mmooddiiffiiccaattiioonnss  ooff  tthhee  ddeecciissiioonn--mmaakkiinngg
iinn  tthhee  EECCBB..  TThhee  ggooaall  ooff  tthhee  pprrooppoosseedd  rreeffoorrmmss  iiss  ttoo  eennssuurree  ggrreeaatteerr  eeffffiicciieennccyy
dduurriinngg  tthhee  pprroocceessss  aass  wweellll  aass  ttoo  aacchhiieevvee  bbaallaannccee  bbeettwweeeenn  tthhee  nneeeeddss  ooff
vvaarriioouuss  mmeemmbbeerr  ssttaatteess

EECCBB  DDEECCIISSIIOONN--MMAAKKIINNGG  AANNDD  EECCBB  DDEECCIISSIIOONN--MMAAKKIINNGG  AANNDD  
TTHHEE  EEFFFFEECCTTSS  OOFF  TTHHEE  TTHHEE  EEFFFFEECCTTSS  OOFF  TTHHEE  
EEUU  EENNLLAARRGGEEMMEENNTTEEUU  EENNLLAARRGGEEMMEENNTT

ESCB

ECB15 NCB: 
4 nadvore{ni i 
11 ~lenki na EMU

Upraven odbor

- Izvr{en odbor na ECB
- Guverneri na NCB od

evrozonata

Izvr{en odbor

- Pretsedatel na ECB
- Zamenik-pretsedatel
- 4 ~lenovi

Generalen Sovet

- Pretsedatel
- Zamenik-pretsedatel
- Guverneri na NCB

* Opinions in this text are author's and they should not totally represent the attitude of
Ministry of Finance
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The Executive Board comprises the
President and the Vice-President of the
ECB, and 4 other members with proven
monetary or banking experience. The
board members are elected with a
common decision by the governments
of the member states under a recom-
mendation of the EU Council (after it
has consulted the European Parliament
and the Governing Council of the
ECB). The Executive Board is respon-
sible for the implementation of the
monetary policy in accordance with the
decisions of the Governing Council,
and can have other responsibilities del-
egated from the Governing Council.

The roles of the Governing Council
(comprised of the Executive Board and
the governors of the NCB’s that partici-
pate in the eurozone) are the following:

- to make decisions on the monetary
policy in order to fulfill the aims of the
Eurosystem;

- to determine the goals of the mone-
tary policy as well as the ways to meet
its short-term goals;

- to provide a framework for implemen-
tation of the established goals.

The EU countries which are not part of
the eurozone can participate in mone-
tary decision-making through the GGee--
nneerraall  CCoouunncciill. The General Council
comprises the President, Vice-Presi-
dent of the EU and the governors of all
NCB’s of the EU. The main tasks of the
General Council are to implement the
third phase of the accession to the
EMU to those countries that haven’t
adopted the euro yet.

With regard to the future enlargement
of the EMU, the ECB was asked to
give its proposal for the reforms of the
decision-making process. This need is
mainly determined by two factors:        

a) the future enlargement will result in
a significant increase of the share of
small countries which are in the pro-
cess of economic expansion. The con-
ditions and needs of these countries in
terms of monetary policy are different
from those of most current eurozone
members. 

b) the increased number of partici-
pants in the Governing Council of the
ECB could lead to inefficient discus-
sion regarding the economic activity of
the EMU, thus resulting in inappropri-
ate monetary decision-making (The
Governing Council, currently function-
ing under the one country – one vote
rule, requires simple majority for most
decisions, including decisions with
regard to the interest rate policy1. 

Even without the future enlargement of
the EMU, the Governing Council has
already a large number of seats (it cur-
rently has 18 members compared to 12
voting members at the U.S. Federal
Open Market Committee). Assuming all
current EU countries become part of the
eurozone, the number of people in the
Governing Council will reach 33, which
could seriously jeopardize the efficiency
of the decision-making process. For the
above mentioned reasons, the possible
alternatives of the future decision-mak-
ing process are based on several princi-
ples: a) rotation, b) representation (form-
ing of constituencies) and c) executive
decisions (delegation to technocrats).

a) The idea of rotation assumes that the
composition of the Governing Council

1In case of equal number of votes, the President has the casting vote. 
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the monetary decisions can become
more complex with the enlargement of
the monetary union
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remains unchanged, however sub-gro-
ups with voting rights will form in which
countries will rotate in a given time
schedule. The advantage of this voting
system is the fewer members with vot-
ing power, but the disadvantage is that
the members which do not have the
right to vote at a current period will not
be able to take part in the decision-
making process (no continuity);

b) The principle of representation
assumes forming groups of central
bankers which would delegate its vot-
ing rights to a representative (system
of constituencies similar to that at
IMF’s Board of Directors). The advan-
tage of this mechanism is again the
reduced number of people with voting
power, however the disadvantage is

that the representatives could stand
for the interest of their own group
(rather than act as experts on mone-
tary policy of the EMU);

c) The executive decision system
gives the possibility to delegate run-
ning monetary policy to a monetary
council consisting of experts, not con-
sidering the nationality of these peo-
ple. This alternative would solve the
problem of overcrowding the Council
as well as the problem of regional bias.
On the other hand, this would mean
losing valuable information about the
specific characteristics of the economi-
es that the national representatives
bring. Furthermore, the weakness of
this alternative is the potential of dom-
inance of representatives from larger
countries (due to larger pressure from
this countries to place their own natio-
nalities, as well as due to a “demo-
graphic effect” resulting from the fact
that larger (and more developed) co-

untries have more “human talent” due
to the demographics and due to the
fact that richer countries attract more
human talents.

Advantages and disadvantages of the alternatives

* providing non-voting members do not participate in discussions.
** unless one regards building identity within smaller groups as a step to European identity building. This point 

could be debatable. Heisenberg (2003) claims that grouping of member states might help in building the 
common European identity.

*** debatable, might depend on details.
**** unless the MPC is exclusively dominated by large countries.

Source: ECB decision-making and the status of the Eurogrup in the enlarged EMU

Rotation of 
member states

yes* yes* no yes

yes*** yes*** yes yes

no no** no yes****

yes*** yes*** yes no

Solving the 
"number problem"

Solving the 
"small countries' bias"

Building sens of common
European identity

Can be viewed as
democratically legitimate

Representation
(forming of 

constituencies)

Weighted 
voting

Delegation to
a monetary

policy council



Based on the strengths and weakness
of the different decision-making mech-
anisms, the ECB gave its proposal2 on
the 3rd of February 2003 (after the
acceptance of the Nice Treaty). The
proposal of the ECB is based on the
rotation principle, where as the eco-
nomic strength of the country is also
being considered. The ECB considers
the proposal to be in line with the need
for more efficient and timely decision-
making with regard to the future
enlargement of the eurozone.

According to the ECB’s proposal, all
governors of the NCB’s will have the
right to participate in the discussion of
the Governing Council, yet the voting
process will be based on rotation. The
rotation mechanism should be the fol-
lowing:

- the members of the Executive Board
will retain their votes at all times;

- the governors of the NCB’s will not
have more than 15 votes;

- the 15 votes will rotate in two or three
groups (two for EMU with 16 to 21
members, and three groups for EMU
with more than 21 members);

- the five biggest economies according
to ECB’s ranking3 will be in the first
group and will receive 4 votes;

- the 11 remaining votes will be allo-
cated to the second group if two
groups exist;

- if three groups exist, both the second
and the third group will have equal
number of members and 8 votes will
go to the second group, and the rema-
ining 3 votes will go to the third group.

ECB’s proposal also states that the
decision-making process will not be
reformed until the number of countries
in the EMU reaches 19.

It seems that ECB’s proposal has the
intention to achieve a balance bet-
ween the one country- one vote prin-
ciple and the principle of representa-
tion. Furthermore, it reduces the pos-
sibility for strong influence from the
new small member states. However,
this proposal does not eliminate the
problem with too many voting mem-
bers. The ranking criteria are also
criticized, because it does not take
into consideration the population of
the countries and it allows small
countries with large GDP and finan-
cial sector to have a larger role.

On the 21st of March, the ECB pro-
posal was accepted by the EU Council,
which indicates that the proposal will
enter into force once it is ratified by all
member states. However, this doesn’t
mean that other alternatives won’t be
considered in the meanwhile, which
could remove the weaknesses of the
ECB proposal.
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2The proposal requires changes to be made in Article 10.2 of the Statute of the ESCB and ECB.
3The countries will be ranked according to their share in EMU GDP (weigh 5/6) and the share in the total 
aggregated balance sheet of monetary financial institutions (weigh 1/6).

If the principle of one country – one
vote is retained, monetary policy would
be under the influence of the interests
of the new member states, and thus the
monetary decisions would not always
reflect the preferences of the EMU as a
whole
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Note: Classification is based on estimated 2002 data (2001 data in the last column). EU candidate economies on average are
growing faster than most of current EU countries so as times passes one should expect gradual changes in the ranking.

Source: Gros (2003) and Lommatzsch and Tober (2002).
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Theoretic research in the last thirty
years point to the conclusion that the
international trade was not the basic
catalyst for accelerating the global
economic integration. Abandonment
of the fixed foreign exchange rates in
the 1970s lead to accelerated increa-
se of financial flows since that open-
ed the gates of short-term capital.

It is considered that on the internatio-
nal market, the daily trade grew from
US$ 15 billion in 1973 to US$ 880
billion in 1992, i.e. US$ 1,300 billion
in 1995 and it still tends to further
rise. Here is another data: from 1980
to 1993 the international sale and
purchase of finances grew from little
less than 10% of GDP in US, Germa-
ny and Japan to 135% in US, 170% in
Germany and 80% in Japan.

The following table shows the level of
globalization in the area of financial
transactions in the world:

The usage of certain currencies in the
international financial transactions
should be added to these data. The
world trade is mainly realized in US
dollars (around 50%), in European
currency around 30% and in Japane-
se yen around 6%. The holdings of
the total assets (private and public)
are disproportionately denominated
in US dollars. Still, the usage of one
currency or another as an internation-
al means of payment is reflected on
the international capital market. If

one takes into account the fact that
the daily turnover average on the
prompt, the forward and the swap
market in 1995 amounted to US$
1,572 billion, and at the end of 2000
around US$ 1,900 billion, than it be-
comes clear why there is a exhaus-
tive “clash” between separate curren-
cies of the major participants on the
financial markets. This “fight” is not
only for prestige, but also for some-
thing more – for profit.

The answer to the question about
which are the factors affecting the

GGLLOOBBAALLIIZZAATTIIOONN  OOFF  FFIINNAANNCCIIAALL  FFLLOOWWSSGGLLOOBBAALLIIZZAATTIIOONN  OOFF  FFIINNAANNCCIIAALL  FFLLOOWWSS
AANNDD  MMOODDEERRNN  BBAANNKKIINNGGAANNDD  MMOODDEERRNN  BBAANNKKIINNGG
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Share of the three economic superpowers
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* Opinions in this text are author's and they should not totally represent the attitude of
Ministry of Finance

Indicators USA EU Japan  

1. Share in the world BDP (in 1998) 20.7 20.4 8.0 
2. Share in the world export (ex-intra-EU) in 1998 15.2 14.7 6.1 
3. Share in the world trade 50.0 31.0 6.0 
4. Share in the long-term securities in the world 1998 37.2 34.5 17.0  
5. Share in the debt of the developing countries (1996) 50.2 15.8 18.1 
6. Share in the total foreign exchange reserves (1995) 56.4 25.8 7.1 
7. Share in the foreign exchange transactions (1995) 41.5 35.0 12.0

Source: Robert N. McCalley, William R..White "The Euro and European Financial Markets" London, 1999
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globalization of the financial markets,
is that basically, there are three gro-
ups of factors:

TThhee  ffiirrsstt  ggrroouupp comprises deregulati-
on and liberalization of the market
and the activities of the participants
in the financial markets, realized in
certain financial centers in the world
and the increase of the level of inter-
national competition.

TThhee  sseeccoonndd  ggrroouupp comprises the
technical and technological progress
(e-money, e-finance, e-banking) en-
abling easier control and monitoring
to the end of achieving faster flow of
information;

TThhee  tthhiirrdd  ggrroouupp comprises the higher
degree of institutionalization of the
international financial markets, i.e.
the level of internationalization of the
financial markets and the harmoniza-
tion of the rules of conduct on the
financial markets.

Special attention deserves the issue
on investment in conditions of stabi-
lization, or how to achieve faster and
more positive globalization process
via different investment. Modern in-
vestment in conditions of globaliza-
tion should enable achieving better
balance between opportunities and
risks. This, in essence, means that
the integration in the global economy
should be accompanied by invest-
ments from which the people through-
out the world would benefit, especial-
ly the poor. Investments should be
made in better national policies and
with better economic cooperation.

In the light of that, the recent theoretic
researches point to the following seve-
ral directions for investment intended to
create better conditions for realization
of fast and successful globalization:

1. Existence of ever increasing depen-
dence. This means that no country in
the world can impose its influence over
other countries. At the same time,
attention is increasingly paid to the
risks arising from the more developed
and more advanced countries when
they are advocating resolution of prob-
lems on the markets in the developing
countries and on their markets;

2. Respecting the own responsibility
as a kind of natural counterweight to
freedom, human dignity and national
identity. Own responsibility should be
respected by the countries when they
pass individual and joint investment
decisions;

3. Realization of the principle of soli-
darity among all countries in the com-
bat against poverty throughout the
world. This means respecting the
efforts for achieving economic, social
and environmental sustainable devel-
opment when designing and realizing
investment policy;

4. Respecting equal rights for all.
This essentially means respecting the
rule of law within the countries and
the public in the decision-making pro-
cess on international level. Respect-
ing the internationally accepted stan-
dards and rules of conduct as rules of
the game in the global economy; and

5. Respecting the rules of conduct:
different approach in different condi-
tions. Two premises should be res-
pected thereby: experiences of peo-
ple should be considered as part of
the planet’s treasury and the compe-
tition between the economic models
should be taken as healthy approach
towards the global economy.

Respecting and practicing the afore-
mentioned directions points to the



need to reform the IMF in accordance
with the needs for more successful
and just realization of globalization.
These reforms would basically be
realized in the following areas:

- Providing better social institutions
for the countries that implement so-
und policies;

- Clearer and more predictable policies
for approach to the Fund’s facilities;

- Existence of better mechanisms for
management with the unsustainable
government debts; and

- Greater willingness by member stat-
es to assist to the end of making IMF
facilities a basis for creation of confi-
dence within the international mone-
tary and financial system.

At the same time, member states
should be supported in the utilization
of certain “mitigators” in the combat
against instability and risks in the glo-
bal economy. That means appropri-
ate changes in the regimes of inter-
currency values, better debt and re-
serve management, stable budgets,
leaving room for maneuvering in hard
times, efficient and diversified sec-
tors and more efficient nets of social
institutions. 

If we understand the globalization as
transformation of the world market,
as movement from group of national
to a single financial market, where
business entities from different coun-

tries compete against one another,
when minimum or no barriers exist,
then the globalization of the financial
markets is one of the basic forms of
change on the market of financial de-
rivatives. In such a system, the volu-
me and the usage of financial deriva-
tives expands abruptly, to the end of
limiting the risk, for speculative pur-
poses or in order to envisage the fu-
ture market trends. The financial deri-
vatives are used the most for adjust-
ing the portfolio, faster and cheaper
in relation to other modalities, but
also for completing the arbitration of
the price discrepancies on the finan-
cial market. In the modern globalized
conditions, the financial derivatives
are increasingly used by the compa-
nies, banks, insurance companies,
world organizations, governments
and other participants in the increas-
ingly dynamic financial transactions.
Globalization also stimulates the acti-
vities on the market of financial deriv-
atives. Similar are the effects of the
opening of new stock exchange, the
introduction of new financial product
and the expansion of the global flows
of financial transactions. 

At the same time, the pressure by the
competition and the increase of the
demand for monetary and derivative
instruments, traded between the time
zones, fosters the stock markets in
various regions to establish trade
relations and to start working 24
hours a day. This is especially being
realized on the basis of an agreement
between the European and the Asian
stock markets.

Such connection of the stock markets
weakens the pressures in time of mar-
ket peaks, thus contributing towards
further globalization of the financial
markets.
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When speaking of globalization of the interna-
tional financial flows, another issue deserves
special attention. This is globalization of the
markets of financial derivatives wich are
increasingly used by the companies, banks,
insurance companies, world organizations,
governments and other participants in the
increasingly dynamic financial transactions
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GGlloobbaall iizzaatt iioonn  ––  ddeetteerrmmiinnaanntt   ooffGGlloobbaall iizzaatt iioonn  ––  ddeetteerrmmiinnaanntt   ooff
tthhee  ddeevveellooppmmeenntt   ooff   tthhee  ff iinnaanncciiaa lltthhee  ddeevveellooppmmeenntt   ooff   tthhee  ff iinnaanncciiaa ll
tteecchhnniiqquueess    tteecchhnniiqquueess    

In the developed market economies,
the financial techniques, especially
when it comes to securitization of the
banking operations, develop to the end
of more direct connection of the com-
mercial banks with the open, globaliz-
ed financial market, in order to ensure
higher liquidity rate of their assets.

Three important elements, intercon-
nected and mutually conditioned, char-
acterize the accelerated development
of the financial flows in the world. We
are speaking of the following: 

- changing the structure of the financial
flows and the entities and their impor-
tance on the global financial market; 

- changing the financial activities and
the financial operations; and 

- proliferating the instruments referring
to the financial market.

It is a matter of high-quality and liquid
bonds that suppress the banking loans
at the benefit of expansion of the secu-
rities. The fast development of the fi-
nancial market and the financial trans-
actions in the United States lead to
creation of new financial technique in
the operations of the banks, the so-
called securitization.

Unlike before, now the term securitiza-
tion refers to a process of issuance of
securities via providing mortgage or
other property. The securitization cre-
ates new structures of bonds matching
the interests of the investors. It is actu-
ally repackaging old loans into mone-
tary flows of the created bonds.

The globalization of the financial transac-
tions increasingly affects the operations
of the traditional stock markets through-
out the world. The globalization process

creates conditions in which the traders
do not need to come on the formally insti-
tutionalized market, since the computer
operations enables them to successfully
complete stock market operations,
regardless of the location of the traders.
Still, the traditional stock markets contin-
ue to be important world financial institu-
tions where significant stock market
operations are carried out. The so far
development of the stock market opera-
tions points to the fact that the traditional
stock markets that will be capable of
enduring the technologic race, will be in a
condition to overtake the operations from
the rival centers and that the existing
national financial centers will be replaced
in the future with lesser number of inter-
national financial centers.

Taking that as a starting point, one
should expect that in the future, only
three to five large financial and banking
sectors would exist in the world. In the
light of this, I would like to mention the
following as well: if we take the size of
the domestic financial market as a
starting point, the most significant
financial market would be the one in
New York. If we consider jointly the fi-
nancial markets of the countries within
the European Union that have accepted
the single currency, then those financial
markets, considered jointly, are the size
of the financial market in the United
States. If we take into account the value
of the market capitalization of the firms
registered for operation on the stock
markets in relation to GDP, the London
financial market has a leading position.
Information on the size of the largest
stock markets in the world are given in 

When speaking about the development of
new financial techniques, above all, we think
of the securitization of the banking opera-
tions, a term which points to a process of
transformation of the loans into bonds that
can be traded on the market
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In 1997, the London financial center
was on the first position with regard to
the volume of the financial transacti-
ons and the international bank credit-
ing. We should add that the London
bankers are on the top position world-
wide regarding consulting services re-
garding integration and acquisition of
firms, with regard to various firms. Al-
so, the London bankers have sover-
eign rule the international bond mar-
kets since they realize _ of the trade in
international bonds. Due to that, Lon-
don is the leading world net exporter of
financial services.

In the last several years, new tech-
niques in the financial operations and
the financial transactions swiftly ex-
pand throughout the world. For exam-
ple, the stock markets introduce in
their operations a newly designed ag-
reements made in order to compete
with the financial instruments on the
over-the-counter market, and to simul-
taneously strengthen the mutual trade
relationships. The surge of the market
transactions is most observed in the
area of short-term instruments for
interest rates, shares and currencies.
There are the so-called “flex” options
that combine some of the usual advan-
tages of the OTC options, with finan-
cial guarantees and price transparency
for the financial products traded on the
stock markets.

CCoommmmeerrcc iiaa ll   bbaannkkiinngg  iinnCCoommmmeerrcc iiaa ll   bbaannkkiinngg  iinn
ccoonnddii tt iioonnss  ooff   gg lloobbaall iizzaatt iioonn    ccoonnddii tt iioonnss  ooff   gg lloobbaall iizzaatt iioonn    

The globalization process in general,
and especially in the area of finances
contributes to the increase of compe-
tition among the commercial banks
and at the same time affects the de-
velopment and the diversification of
the banking products on the finance
markets.

In such conditions, the modern bank-
ing is largely free from legal and
other regulatory measures. The glo-
balization of the banking operations
actually erased the global limits of
the world financial markets, and the
e-money exchange all other forms of
money, and the time necessary to re-
alize mass banking operations is me-
asured in seconds.

In order to see the essence of the new
concept of banks, and also the new
banking system, one needs to see the
following:

1. In order to provide efficiency, effec-
tiveness and competitiveness of banks,
and at the same time to maintain the risk
within normally acceptable limits, the
banks need to find new ways and meth-
ods and procedures in their operations;

2. The management of the commercial
banks is based on designing and mak-
ing decisions in interconnected sys-
tems; manager system, operative sys-
tem and information system. More pre-
cisely, the management decisions are
based on the strategic plans and the
marketing plans on the modern bank-
ing products;

3. In the developed market economies,
the banks are the most typical repre-
sentatives of the market institutions on
the capital market;

Stock Market Share in 
market capitalization GDP (%)

New York 9.5 120

London 2.0 150

Tokyo 2.0 55

Frankfurt 1.0 39

Paris less than one 50

Source: The Economist, January 1998

The largest stock markets in the world in 1997
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4. In the developed market economies,
the banks put efforts to expand their
markets by developing banking habits
of tendency towards preference to use
banking services among all strata of
the population;

5. Marketing the products in banking is
more significant than in the trading
with products. There is no patenting of
products, and due to that the competi-
tors can swiftly copy the successful
products and services. In order to
avoid that situation, banks in the mar-
ket economies use the so-called
branding strategy, i.e. they give name
to their products; and

6. The present-day modern banks seek
for leadership in all significant points
and levels of organizational structure.

Hence, we can surely emphasize that
there are visible changes in the interna-
tional banking, especially in the types of
banking operations, as a result of,
above all, the following:

- reduction of profitability of banks due
to the increasingly severe competition
among the banks, and between the
banks and the other financial institu-
tions that have developed banking
operations; 

- replacing of the traditional loans ex-
tended by the banks with issuance of
securities on the basis of the expected
cash flow on the specific properties, i.e.
a phenomenon of a modern type of
securitization which is actually off-bal-
ance category;

- separation of the securities opera-
tions from the traditional banking oper-
ations;

- realization of the so-called disinter-
mediation, meaning changing the bal-
ance financing of the depositary insti-
tutions into off-balance financing on
the capital market;

SSeeccuurr ii tt iizzaatt iioonn  iinn  tthheeSSeeccuurr ii tt iizzaatt iioonn  iinn  tthhee
mmooddeerrnn  bbaannkkiinngg  ooppeerraatt iioonnss    mmooddeerrnn  bbaannkkiinngg  ooppeerraatt iioonnss    

Older studies and textbooks in the area
of banks and banking, one can read
that the banks are depositary and cred-
it institutions. That definition of the term
and the essence of banks and banking
operations is slowly being abandoned
and left to the history. The factors lead-
ing to such change of the term and the
essence of banks are the following:

- The deregulation in the area of bank-
ing operations in the 1970s, resulting in
reduced control in the banks and to
increased investment in bad loans,
which in certain countries caused bank
crises. Such changes in the banking
systems and the banking operations are
present not only in the market
economies, but also the transition coun-
tries;

- The emerging financial markets, being
very attractive for the corporations, are
becoming major competitors of the
banks and the banking operations;

- Non-banking entities, dealing with
financial transactions, with their com-
petitive advantages, in certain regard
crowd-out the banks from the financial
markets;

- The new behavior of banks and the
emergence of new banking operations
are a result of the condition in the
banks’ balances as well. These condi-
tions point to the emergence of the so-

The development of the international trade,
the liberalization of the banking operations,
the termination of the measures in the area
of foreign exchange control, the globalization
of the market and the fast development of
the information technology and the e-bank-
ing, resulted in an emergence of a trend of
creation of global banks, and thus, a trend of
banking industry.
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called financial frailties meaning deteri-
oration of the quality of the property and
decline of profit.

In 1998, of the 50 largest banks in the
world, 17% of them, or just 9 banks,
held over 50% of their capital abroad. 
The practice of the so-far and the pres-
ent-day banking operations points to
the conclusion that the biggest competi-
tors of the commercial banks in the
banking, and the financial operations in
general, the institutional investors,
appear most frequently in the following
forms: open-end funds, hedge funds,
venture capital companies, investment
companies etc. All those collect funds
on the market and use them for portfo-
lio investments.

But, In some counties, this type of
financial operations is even prohibited.

Regarding securitization of credits, the
so called structured securitized credits,
this is a matter of a certain type of
hybrid form, which provides a combina-
tion of traditional banking credits, hav-
ing features of corporation bonds. The
traditional banking credits are illiquid
until the maturity date, and thereby the
banks absorb that risk. However, the
corporation bonds are liquid on the cap-
ital market, and they pass the valuation
of their rating by agencies, thus having
better diversified risk structure. Hence,

the securitized credits are a combina-
tion of the aforementioned two types of
financing. According to some opinions,
they will become major and prevalent
technology for credit financing. In the
so-far practice, the securitized credits are
a subject to primary sale after their issue,
but there is also a possibility for their sale
on the secondary market as well.

The relatively small loans, approved to
large number of beneficiaries, should
they be creditworthy, of course, have
the best possibility for transforming the
banking loans into securitized credits.
The process of securitization of credits
has five phases:

- In the ffiirrsstt, initial phase, the commer-
cial bank approves a loan in the form of
traditional bank credit, and another
financial institution issues bonds;

- The sseeccoonndd phase is called structuring
and during this phase, programming of
the new structural features of the bonds
is carried out; More precisely, it is a re-
packaging of the monetary flows of the
initial loans into monetary flows of the
newly-created bonds;

- The tthhiirrdd phase is improvement of the
credits via including several financial
institutions which participate in the
guaranteeing processes with regard to
the payment of the obligations towards
the investors;

- The sales of the securitized credits is
carried out in the ffoouurrtthh phase since
then the primary sale is carried out of
the bonds issued on the basis of cover-
age in the form bank loans. There is
also a possibility to sell these bonds on
the secondary market, thus aiming to
place the securities in the assets of the
institutional investors; and 

- The fifth phase, which is actually serv-
icing carried out by the banks that have
approved the loan, or this can be car-
ried out by a pool created by a bank
consortium. Thereby the flows of the

Regardless of the fact that the new type of
operations on the capital market has certain
positive traits, such as providing satisfactory
level of capital and its efficient usage, better
control over the bank structure, useful mech-
anism for rehabilitation of banks and provi-
sion of cheaper mobilization of financial
resources than the bank loans, except for
United States and France, it has not found
favourable ground in the other developed
market economies
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newly-created bonds should be equal-
ized with the monetary flows of the pri-
mary bank loans.

When conducting securitization of cred-
its, the commercial banks achieve cer-
tain advantages, such as:

- Increase of the liquidity of banks,
since the concept according to which
the loans of the banks are grouped in
pools and on that basis, new bonds can
be issued, is a favorable mechanism for
the banks that ensures liquidity. The
banks can convert part of their place-
ments into bonds and immediately sell
them on certain capital markets, which
enables adjustment of the portfolio
structures to the new conditions;

- The securitization of the credits
enable the banks to increase the prof-
itability of their operations since the
reduction of the required capital rate in
relation to the total loan capital creates
a possibility to increase the rate of
return of the share capital;

- The sale of the credits reduces the
interest rate risk since the fixed rate risk

is transferred to the final investors,
which assume that risk;

- There is also a reduction of the credit
risk since the quality of the credit
improves. Several types of financial
institutions can participate in the so-
called improvement of credits, and the
depositary institutions need only to
maintain the capital rate in accordance
with the risk exposure;

- The securitization enables the man-
agement of the banks and the financial
institutions a better control over the bal-
ance structure since the securitization
is used together with other risk man-
agement techniques, especially if deriv-
atives are used, and finally;

- The securitization of the credits can
be a useful mechanism in the resolution
of the problem of reducing the assets.

Besides the advantages, the securiti-
zation of the credits has certain disad-
vantages: We will mention several
such disadvantages: 
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a) the securitization of credits reduces
the key role of the commercial banks
as financial intermediaries; 

b) the strong connection between the
commercial banks and the central
monetary institution is reduced; and 

c) that cannot but affect the design and
the implementation of the credit policy
of the commercial banks and the mon-
etary policy of the central bank.

CCoonncclluussiioonn    CCoonncclluussiioonn    

The above-presented facts point to the
following conclusions:

First, the social character of the produc-
tion process requires opening of the bor-
ders of the national economies and crea-
tion of conditions for broad markets on
the world level or at least on regional
level;

Second, this is an inevitable process in
every part of the every-day operations,
especially in the area of economic,
financial and banking transactions;

Third, if the globalization is an inevitable
so-called natural process of organiza-
tion and operations than it cannot be
used for any special national or regional
interests by countries that can and use
certain monopoly, especially in the area
of international financial flows;

Fourth, the globalization should be
understood and treated as process of
transformation of the world market, a
process of creation of a single financial
market from the so-far existing many
financial markets and centers;

Fifth, the globalization in the area of
international finance conditioned the
development of new financial tech-
niques. The expansion of these financial
techniques will be accelerated with the
further development of the banking
industry and the standardization of the
international financial operations.
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MMiissss iioonn  ssttaatteemmeenntt   ooffMMiissss iioonn  ssttaatteemmeenntt   ooff
ProCredit  BankProCredit  Bank

ProCredit Bank Macedonia is a devel-
opment-oriented full-service bank. We
offer excellent customer service and a
wide range of banking products. In our
credit operations, we focus on lending
to micro, small and medium-sized en-
terprises, as we are convinced that
these businesses create the largest
number of jobs and make a vital con-
tribution to the economies in which
they operate. Our bank explicitly avo-
ids all speculative lines of business
and issues large loans only in excep-
tional cases, thus minimising the risk
associated with such activities.

Our shareholders – most of whom are
major, well-established international
institutions – expect a sustainable
return on investment, but are not pri-
marily interested in short-term profit
maximisation.

We invest extensively in the training of
our staff in order to create an enjoy-
able and efficient working atmos-
phere, and to provide the friendliest
and most competent service possible
for our customers.

AApppprrooaacchh  ooff   PPrrooCCrreeddii tt   BBaannkkssAApppprrooaacchh  ooff   PPrrooCCrreeddii tt   BBaannkkss

As of the end of May 2004, our network
of institutions had a credit portfolio of
around EUR 750 million outstanding to
around 340,000 customers. This works

out to an average loan size of EUR
2,200. And as of May 31, 2004, only
1% of this overall credit volume was in
arrears (> 30 days). This means that it
is precisely the small borrowers we
serve who are good, reliable custo-
mers.

In view of these experiences and the
high level of portfolio quality that cha-
racterizes lending to our target group,
over the past five years the network
partners have established 18 target
group-oriented financial institutions
with a combined total of over 200 bran-
ches and 4,600 employees in Eastern
Europe, Latin America and Africa. Our
five-year planning envisages a loan
portfolio volume of over EUR 2.5 billion
for 2008, with over 450 branches and
about 10,000 employees. Such growth
can be financed only if, in addition to
maintaining a successful lending busi-
ness, we also succeed in deepening
the trust of our depositors. By the end
of 2003, the network had already a to-
tal deposit volume of around EUR
550 million. We are confi-
dent that by the end of
2008 this figure will be
over EUR 2 billion.

In their initial phase of 
operations, the ins-
titutions focus on 
lending. Over ti-
me, as they 
add deposit-
taking and 
other bank-
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IInn  tthheeiirr  iinniittiiaall  pphhaassee  ooff  ooppeerraattiioonnss,,  tthhee  iinnssttiittuuttiioonnss  ffooccuuss  oonn  lleennddiinngg..  
OOvveerr  ttiimmee,,  aass  tthheeyy  aadddd  ddeeppoossiitt--ttaakkiinngg  aanndd  ootthheerr  bbaannkkiinngg  sseerrvviicceess
ddeemmaannddeedd  bbyy  oouurr  ccuussttoommeerrss,,  tthhee  iinnssttiittuuttiioonnss  ggrraadduuaallllyy  ddeevveelloopp  iinnttoo
ffuullll--sseerrvviiccee  bbaannkkss

MMIISSSSIIOONN  SSTTAATTEEMMEENNTT  OOFF  PPRROOCCRREEDDIITTMMIISSSSIIOONN  SSTTAATTEEMMEENNTT  OOFF  PPRROOCCRREEDDIITT
BBAANNKK  IINN  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAABBAANNKK  IINN  RREEPPUUBBLLIICC  OOFF  MMAACCEEDDOONNIIAA

* Opinions in this text are author's and they should not 
totally represent the attitude of
Ministry of Finance

RRaallff  RReeiitteemmeeiieerr,
born 1963, graduated in
Economy at Justus-
Liebig-Universitaet in
Giessen; worked several
years in the German
Sparkasse, in Nicaragua
and Paraguay for the
German Chamber, before
he joined IPC GmbH,
Frankfurt in 1995.
After serving as a Loan
Adviser to the Caja
Municipales in Peru,
he was assigned in 1997
to FEFAD Bank in Albania,
to set up the banking
operations. In 1999 he
performed similar tasks at
Micro Enterprise Bank
(MEB) Bosnia. As Deputy
General Manager he was
in a team setting up the
Micro Enterprise Bank
(MEB) Kosovo in 1999,
and the Micro Finance
Bank (MFB) in Belgrade,
Serbia and Montenegro,
in 2001. Since July 2003
he is General Manager
of the ProCredit Bank,
Macedonia.
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ing services demanded by our custo-
mers, the institutions gradually develop
into full-service banks – without, how-
ever, losing their special character and
their focus on the SME target group.

The network institutions are profit-ori-
ented, but at the same time the major
shareholders retain their commitment
to developmental goals. They do not
see profit maximization as the sole ob-
jective of the banks’ activities. In 2003,
the ROE for all of the institutions in the
network in hard currency, after deduc-
tion of profit taxes, was 12%.

The major shareholders in the network
institutions are Internationale Micro
Investitionen (IMI) - Frankfurt, the KfW
Group-Frankfurt, the IFC- Washington,
the EBRD - London, FMO - Den Haag.
IMI can be considered the strategic
investor of this group. The sharehold-
ers of IMI are, to a large extent, the
same institutions which hold shares in
the individual network institutions.
Through share swaps and sales, IMI’s
direct stakes in the individual institu-
tions are increasing every year.

SShhaarreehhoollddeerrss  ooffSShhaarreehhoollddeerrss  ooff
PPrrooCCrreeddii tt   BBaannkkssPPrrooCCrreeddii tt   BBaannkkss

The shareholder body, comprising in-
ternational financial institutions and
investment companies, applied to the
National Bank of the Republic of
Macedonia (NBRM) on March 12 2003
for a licence to operate a “micro-finan-
ce bank”, which was issued on July 1
2003. Ten days later the bank was
legally established under the name of
ProBusiness Bank and on September
15 2003 it was renamed ProCredit
Bank.

At EUR 6 million, the bank’s autho-
rised share capital is well in excess of
the EUR 4 million minimum required
by the “law on microfinance”.

The main bodies of ProCredit Bank
are the Managing Board, the Executi-
ve Body, the Risk Management Board,
and the Auditing Committee. 

The bank’s Assembly consists of the
representatives of the shareholders of
the bank and meets at least once a
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year. The members of the Auditing Co-
mmittee are appointed by the As-
sembly. The Managing Board consists
of at least five members, representing
the shareholders, and meets at least
once per month. Three members cho-
sen from this Board are also members
of the Risk Management Committee.

The operations of the bank are directed
by the Executive Body, which compris-
es two persons, the General Manager
and the Deputy General Manager.

BBrraanncchh  NNeettwwoorrkkBBrraanncchh  NNeettwwoorrkk

Pro Credit Bank started initially with 2
branches (Skopje and Tetovo) and 2
credit outlets (Kumanovo and Gosti-
var), which have been upgraded to
branches in December 2003. The con-
centration in cities of the northern part
of Macedonia allowed to minimize the
management and control costs. Teto-
vo was selected as the location for the
first branch outside of Skopje in part
because there are fewer bank branches
in Tetovo than in other cities in Mace-
donia, which in turn means that it can
be expected that there will be less com-
petition from other financial institutions.
A second reason is that there are many
micro entrepreneurs in Tetovo who ha-
ve indicated that they would be very in-
terested in obtaining a loan. Due to the
high demand on the retail services, the
2 credit Outlets in Kumanovo and Gos-
tivar have been upgrated to full fledge
branches, offering all retail services
as payment operations and deposit
facilities.

3 Additional branches will be opened
during 2004, Bitola* in February and
Strumica* in March, and a second
branch in Skopje*. By the end of year
2005, a total of 14 branches all over
Macedonia are planned.

SHAREHOLDER SECTOR

Banking

Investment

Banking

Investment

Investment

HEADQUARTERS

Frankfurt, 

Washington, 
USA

London, 
UK

Frankfurt, 
Germany

Hag, 
Netherlands

SHARE

20.8%

15.8%

20.8%

25.8%

16.7%

110000%%

PAID-IN CAPITAL

IN EUR

1.250.000

950.000

1.250.000

1.550.000

1.000.000

66..000000..000000

KfW

IFC

EBRD

IMI

FMO

TTOOTTAALL



RReessuull ttss   aaff tteerr   1100  mmoonntthhss  ooffRReessuull ttss   aaff tteerr   1100  mmoonntthhss  ooff
ooppeerraatt iioonn  iinn  MMaacceeddoonniiaaooppeerraatt iioonn  iinn  MMaacceeddoonniiaa

The first months of operation proved
to be a challenging, but also a highly
successful period for our bank. Our in-
stitution, which began operations in
July 2003 under the name “ProBu-
siness Bank” and was later renamed
“ProCredit Bank”, has achieved some
very important goals.

Lending to the private business sector
is ProCredit Bank’s core business.
3,783 loans have been disbursed at a
total volume of over EUR 17.6 million.
The high quality of the loan portfolio is
clear evidence of the sound and rigor-
ous credit analysis carried out by our
loan officers. Thanks to a high level of
customer satisfaction, good word of
mouth, and the professionalism of our
client advisers, we are already man-
aging the accounts of more than 6,400
clients, who have executed more than
41,200 payment transactions at a total
volume of EUR 66.5 million through
their accounts. Among the many
clients who have chosen our bank are
several of the major international
organisations engaged in supporting
the political and economic develop-
ment of Macedonia.

These impressive results have been
achieved through the hard work of a
talented, dedicated and enthusiastic
team. Our 191 staff members – em-
ployees and trainees – are 26 years of
age on average. The majority of them

are young economists who received
their first banking experience in our
network banks in neighbouring coun-
tries; they were selected from among
several thousand applicants in a rigor-
ous recruiting process carried out
through our assessment centre.

Our business plan for 2004 sets ambi-
tious goals, including the expansion of
our branch network, the broadening of
our loan product range, an increase in
the volume of customer deposits held
in savings accounts and time deposit
accounts, and the introduction of sev-
eral innovative new services, such as
an ATM network and the sale of treas-
ury bills and government bonds. 

We are proud of the results we have
achieved during the first months of
operation, and we are convinced that,
as a new and unique financial institu-
tion supporting Macedonian small
businesses, we are making a genuine
contribution to the development of the
Macedonian economy.

Initially ProCredit Bank provided three
well-structured business loan pro-
ducts, namely the ProInstant Loan (up
to EUR 10,000), the ProStandard
Loan (up to EUR 50,000) and the Pro
Active Loan (up to EUR 100,000). The
bank was quickly recognised by the
micro, small and medium enterprises
in the country as a key provider of lo-
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Establishing the bank in accordance with the
law on microfinance banks, we completed the
set-up process and created a basis for fur-
ther expansion. All necessary operating
licences were granted on time, enabling us to
offer all types of retail banking services to
the general public. In addition to our head
office in Skopje, we have so far established a
total of four branches
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ans for the development of their activi-
ties. At the beginning of November, a
new credit product was launched, the
ProExpress Loan. This was the first
loan to be disbursed in local currency
(up to the MKD equivalent of EUR
2,000), and was immediately well rece-
ived by our business customers. Since
February 2004 all of its loan products of
ProCredit Bank are available in MKD.

OOrrggaanniizzaatt iioonnaall   SStt rruuccttuurree  aannddOOrrggaanniizzaatt iioonnaall   SStt rruuccttuurree  aanndd
SSttaaff ff   ddeevveellooppmmeennttSSttaaff ff   ddeevveellooppmmeenntt

The Head Office of ProCredit Bank is
located in Skopje. It is run as a cost
centre and therefore as a separate or-
ganisational unit comprising the Exe-
cutive Body and the Internal Audit de-
partment, as well as general adminis-
trative units such as accounting, the
business operations departments, IT,
administration and procurement, the
legal and organisational department,
marketing, treasury and personnel
management. The internal auditor is
appointed by the Managing Board and
acts independently from the Executive
Body. The task of the Internal Audit
department is to undertake continuous
and comprehensive monitoring of the
bank’s operations, i.e. 

- monitoring for compliance with inter-
nal procedures and policies; 

- assessment of the overall level of
efficiency in the performance of bank-
ing operations; and

- monitoring for compliance with legal
provisions.

Like the Head Office, each Branch is
also run as a separate profit centre,
making the results achieved by the
individual branches more transparent
and easier to compare.

Each branch manager is responsible
for the operations of his/her branch

within the guidelines and authorisation
limits set by the Executive Body. Branch
managers are authorised to approve
loans and take many other executive
decisions. This high degree of autono-
my for branches benefits the clients,
who receive prompt decisions at the
branch and do not have to wait for addi-
tional approval from the Head Office.

At the end of May 2004 ProCredit
Bank employed a total of 191 staff
members, including 55 trainees. Their
average age is 27. The bank’s person-
nel policies are designed to promote
long-term relationships between the
bank and the employee. Generally
speaking, performance is always
rewarded. A bonus system is in place
for loan officers, who in addition to
their fixed basic salary can qualify for
a flexible incentive payment that
encourages individual effort by
rewarding good results. Career oppor-
tunities within ProCredit Bank are
earned primarily on the basis of the
employee’s performance and his/her
behaviour. Length of service, previous
positions, age and sex are all-unim-
portant when it comes to deciding
whether a staff member deserves pro-
motion to a more challenging position.

ProCredit Bank applies an equal
opportunities policy to its employees
and job applicants. This means that no
one shall be discriminated against on
the grounds of gender, sexual orienta-

The bank’s HR development programme
ranges from basic training courses for every
new employee, followed by on-the-job train-
ing, to specialised courses and seminars, to
individual coaching. We are proud that the
quality of our staff is considered exemplary
for the local banking sector, and needless to
say we will make every effort to maintain and
improve this standard
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tion, age, disability, marital status,
creed or religion, skin colour, or ethnic
or national origin.

ProCredit Bank selects and trains
young staff, many of whom receive
additional training abroad within the
network of ProCredit Banks. As a newly
established bank that expects to grow
rapidly, both in terms of regional
expansion and business volume,
ProCredit Bank offers its staff excellent
opportunities to develop their careers
by taking on increasing responsibility in
line with their personal development.
We are well aware of the fact that we
cannot expand faster that we train and
develop our human resources.

The bank’s HR development pro-
gramme ranges from basic training
courses for every new employee, fol-
lowed by on-the-job training, to spe-
cialised courses and seminars, to indi-
vidual coaching. We are proud that the
quality of our staff is considered
exemplary for the local banking sec-
tor, and needless to say we will make
every effort to maintain and improve
this standard in the years to come. 

ProCredit Bank encourages its em-
ployees to take responsibility for deve-
loping their own skills. Senior officer
and coordinator positions were creat-
ed in order to reward the professional
competence and interpersonal skills of
those who gain promotion, and to
encourage them to pass on their know
-how to junior colleagues. Skill-en-
hancing activities take place within the

bank and are based on planning dia-
logues and individual performance
reviews that measure an employee’s
achievements against the benchmarks
set for each operational unit. When
implementing the bank’s business
plan we concentrate on aligning oper-
ational benchmarks with individual
competence. This also allows us to go
beyond the conventional yearly budg-
eting exercise as the central tool for
steering business development.

Aware that our team of competent
staff members is the bank’s strongest
asset, we seek to attract the most
highly qualified and highly motivated
employees. One of the preconditions
for building such a team is a well-or-
ganised and transparent selection pro-
cess for new trainees. All of the 191
individuals (staff and trainees) work-
ing for ProCredit Bank were selected
in Macedonia.

During the recruitment, drive that took
place in September and October 2003,
more than 1,300 people applied for one
of the trainee positions that had been
advertised in the local media. This
huge number of applicants demon-
strates the level of trust in ProCredit
Bank as an employer. In the end, 41
young trainees embarked on their
traineeship; some of them remained in
ProCredit Bank’s nationwide branch
network, while others were sent abroad
to one of our sister banks. ProCredit
Bank is setting new standards for the
banking sector in the selection of new
staff.



This January marked the five-year
anniversary of the European single
currency the euro. A historic milestone
in the process of European integra-
tion, the euro has created a new mon-
etary reality for 300 million Europeans
that few would have believed possible
a generation ago. While the future
course of this “grand monetary experi-
ment” remains unknown, the euro has
already seen significant changes in its
brief existence. Like most five-year-
olds, the euro has had its share of ups
and downs, and its role both within
Europe and overseas continues to
evolve and expand.

HHiissttoorryy  iinn  tthhee  mmaakkiinnggHHiissttoorryy  iinn  tthhee  mmaakkiinngg

The birth of the euro marked a water-
shed in the postwar history of Euro-
pean integration. Fifty years of endeav-
or to create a closer union and a
cooperative future for the people of
Europe in the aftermath of the Second
World War, in many ways, culminated
in the advent of the single currency.
The process that led to Economic and
Monetary Union (EMU) with the euro as
its currency was accomplished in three
distinct stages.

The initial stage was the removal of all
restrictions on capital movements be-
tween member states by July 1990.
With the full liberalization of capital, the
European “single market” had a deeper
financial dimension. Greater fluidity of
financial markets, however, also raised
the stakes on possible tensions within
an exchange rate regime of currency
bands. The second and third stages

provided for a compact enshrined in
the Treaty of European Union (Maas-
tricht Treaty), setting the groundwork
for the euro. Maastricht specified nom-
inal criteria for the adequate conver-
gence of the economies of future par-
ticipants in the euro in four areas: infla-
tion, interest rates, exchange rates,
and government finances. The second
stage also laid out the blueprint for a
new institutional architecture to form
and operate the currency area, includ-
ing the establishment of the European
Monetary Institute as the precursor to a
European central bank. The third stage
commenced on January 1, 1999, when
11 countries fixed their exchange rates
to the euro.

NNeeww  mmoonneettaarryy  aanndd  ff iissccaallNNeeww  mmoonneettaarryy  aanndd  ff iissccaall
aarrcchhii tteeccttuurreeaarrcchhii tteeccttuurree

Adopting the single currency also
meant adopting a single monetary poli-
cy. Under the Maastricht Treaty, the
independent European Central Bank
(ECB) safeguards the euro’s value by
pursuing its primary objective main-
taining price stability. What became of
the national central banks? They now
comprise, together with the ECB, what
is known as the “euro system”: a net-
work responsible for defining and im-
plementing monetary policy, ensuring
the smooth operation of payment sys-
tems, conducting foreign exchange
operations, and managing official for-
eign reserves.

Governors of the national central
banks within the euro system, together
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TThhee  bbiirrtthh  ooff  tthhee  eeuurroo  mmaarrkkeedd  aa  wwaatteerrsshheedd  iinn  tthhee  ppoossttwwaarr  hhiissttoorryy  ooff
EEuurrooppeeaann  iinntteeggrraattiioonn..  FFiiffttyy  yyeeaarrss  ooff  eennddeeaavvoorr  ttoo  ccrreeaattee  aa  cclloosseerr  uunniioonn
aanndd  aa  ccooooppeerraattiivvee  ffuuttuurree  ffoorr  tthhee  ppeeooppllee  ooff  EEuurrooppee,,  iinn  mmaannyy  wwaayyss,,
ccuullmmiinnaatteedd  iinn  tthhee  aaddvveenntt  ooff  tthhee  ssiinnggllee  ccuurrrreennccyy

EEUURROO  TTUURRNNSS  FFIIVVEE::   EEUURROO  TTUURRNNSS  FFIIVVEE::   
EEUURROOPPEE''SS  GGRRAANNDD  EEXXPPEERRIIMMEENNTTEEUURROOPPEE''SS  GGRRAANNDD  EEXXPPEERRIIMMEENNTT
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with the ECB’s executive board, con-
stitute the ECB’s Governing Council
the main decision-making body res-
ponsible for formulating monetary poli-
cy for the area. Making this unprece-
dented transfer of monetary sovereign-
ty a success depended critically on the
credibility of this new supranational in-
stitution. Lacking a track record, the
ECB has drawn on the experience and
credibility of the national central banks
in building its reputation. The ECB has
come of age in a very short time, owing
to its substantial institutional inde-
pendence and a clear monetary policy
strategy aimed at price stability, the
meaning of which has more recently
been clarified as consumer price infla-
tion “below but close to 2 percent.”

Monetary union also has implications
for members’ public finances. While the
ECB conducts a single monetary poli-
cy, fiscal and structural policies remain
the responsibility of each member,
albeit with the stipulation that national
policies be regarded “as a matter of
common concern.” One implication is
that the monetary integrity of the euro
area needs to be supported by sound
fiscal budgets. To ensure areawide fis-
cal discipline, the Maastricht Treaty
obligates members to avoid “excessive
fiscal deficits,” as defined more fully in
the Stability and Growth Pact. The
pact’s principal aim is to maintain so-
und government finances as a perma-
nent feature of EMU through its moni-
toring and (if necessary) penalty com-
ponents. The pact aims to promote
budgetary policies that would support a

stability-oriented monetary policy with-
out resorting to excessive fiscal deficits
during the course of normal cyclical
fluctuations.

QQuueeuuiinngg  uupp  ffoorr   tthhee  eeuurrooQQuueeuuiinngg  uupp  ffoorr   tthhee  eeuurroo

Along with new institutions, the euro
area’s geography has changed since
the single currency’s creation. Since
Greece’s entry as the twelfth member
in 2001, the euro area covers all but
three members of the European Union
prior to its enlargement this past May:
Austria, Belgium, Finland, France,
Germany, Greece, Ireland, Italy, Lux-
embourg, Netherlands, Portugal, and
Spain. When ratifying the Maastricht
Treaty, the United Kingdom and Den-
mark were granted “opt outs” from
replacing their national currencies with
the euro while leaving the option open
for the future. Sweden was granted a
derogation but not permanent exemp-
tion and so is required to adopt the
euro, but not by a fixed date. Of these
three countries, only Denmark current-
ly maintains the Danish krone’s rate of
exchange against the euro well within
narrow (±21/4 percent) fluctuation bands
of EMU’s transitional exchange rate
mechanism, ERM2.

All 10 countries that joined the Euro-
pean Union in May are expected to
adopt the euro, though no deadline
has been set. In addition to the other
convergence criteria specified in the
Maastricht Treaty, a country intending
to adopt the euro must undergo at
least two years of exchange rate sta-
bility in ERM2. With the current diver-
sity of exchange rate arrangements in
these countries, the prospect of wider
euro adoption will thus entail a shift
toward greater use of the euro, first as
a reference and intervention currency
and, eventually, as domestic money.
Nevertheless, deciding whether it is

Adopting the single currency also meant
adopting a single monetary policy. Under the
Maastricht Treaty, the independent European
Central Bank (ECB) safeguards the euro’s
value by pursuing its primary objective main-
taining price stability
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preferable to adopt the euro sooner or
later or at all, as in the case of the Unit-
ed Kingdom and Denmark is a complex
issue. Fundamentally, each country
must determine for itself at what point
the benefits of conformity such as the
promise of greater trade and financial
integration with the euro area outweigh
the costs notably, accepting a “one
size fits all” monetary policy.

CCuurr rreennccyy  wwii tthhoouutt   bboorrddeerrssCCuurrrreennccyy  wwii tthhoouutt   bboorrddeerrss

On the global stage, the euro has
played a role second only to the U.S.
dollar. For its part, the ECB neither pro-
motes nor hinders the internationaliza-
tion of its currency. Nevertheless, given
the euro area’s economic size and the
legacy of its national currencies, the
euro’s role as an “international curren-
cy” was both immediate and far-reach-
ing from its inception. The uses of an
international currency can be catego-
rized in terms of the same functions
associated with domestic money as a
unit of account, a medium of exchange,
and a store of value.

The euro is used as a settlement cur-
rency for about half of the euro area’s
external trade flows. As a parallel cur-
rency for cash-based transactions, the
euro’s use is more difficult to assess
because these trades usually go unre-
corded and sometimes involve activities
in the informal, or underground, econo-
my. Bank data on net currency ship-
ments euro banknotes sent abroad
minus those received indicate that more
than 30 billion Euro's, or nearly 10 per-
cent of all euros in circulation, was pro-
vided to nonarea residents during the
euro changeover from January 2002
through June 2003.

The euro’s most important internation-
al role in the private sector has been
as a currency of denomination for

financial assets. For example, the sha-
re of euro-denominated debt (issued by
nonresidents) has risen steadily since
1999 and now accounts for nearly one-
third of the outstanding stock of interna-
tional debt securities, behind only U.S.
dollar denominated debt (see chart). In
international loan markets, the respec-
tive shares of euro and dollar loans to
nonresidents are similarly distributed
(37 percent and 46 percent).

In terms of the euro’s official uses, ref-
erence and intervention currency func-
tions tend to be closely intertwined. In
2003, 51 countries and territories out-
side the euro area relied on the euro
as their reference or anchor currency
or as part of a currency basket peg. A
number of EU accession countries and
countries in the western Balkans and
Africa use the euro as the sole anchor
currency. Moreover, Russia maintains
in its currency basket peg a 60–40 split
between the U.S. dollar and the
European single currency. As a
reserve asset, the dominant currency
in official holdings of foreign reserves
remains the U.S. dollar although the
euro has seen its relative share rise
steadily from 12.7 percent at end-1999
to 18.7 percent at end-2002. As the
currency area’s map continues to be
redrawn, and backed by the ECB’s
credibility, the euro’s reach in global
trade and finance will likely continue to
expand.

As a reserve asset, the dominant currency in
official holdings of foreign reserves remains
the U.S. dollar although the euro has seen its
relative share rise steadily from 12.7 percent
at end-1999 to 18.7 percent at end-2002

Taken from:
"Finance and development", june, 2004
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