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Key Rating Drivers

Foreign-Currency IDR Downgrade: The downgrade of Macedonia’'s Long-Term Issuer
Default Ratings (IDRs) to ‘BB’ from ‘BB+ with Negative Outlook reflects Fitch Ratings’ view that
the ongoing political crisis has underlined shortcomings in governance, and increased
economic uncertainty and therefore negative pressure on fiscal finances.

High Political Uncertainty: A new date for parliamentary elections has been set for 11
December 2016, after early elections failed to take place in either April or June this year.
However, it remains uncertain whether elections will actually take place, and if so, whether they
will lead to a stabilisation of the political situation and ease political tensions.

Weaker Real GDP: The political crisis has started to impact the real economy. A weaker than
expected 1Q, as well as a moderation in high-frequency indicators of retail sales, industrial
output and credit growth, has led Fitch to revise down its real GDP growth forecast for 2016 to
2.5%, from 3.6%. GDP growth should recover to 3.4% in 2017 based on a recovery in
investment activity, but the risk of a deeper political crisis could negatively impact inflows of
foreign direct investment (FDI), a key driver of Macedonia’'s economic model.

Fiscal Supplementary Budget: In reaction to weaker economic growth, the government
adopted a supplementary budget in July, with a new fiscal deficit target for 2016 of 3.6% of
GDP, from 3.2% in the original budget. The latest supplementary budget follows a history of
overshooting fiscal targets that has contributed to a substantial rise in debt, to 40% of GDP by
the end of 2016, from 34% of GDP in 2012; this is still well below the ‘BB' median of 51% of
GDP, but debt is expected to remain on an upward trend.

Banking Sector Stable: The political situation contributed to a ‘mini-panic’ in April that
triggered a fall in household bank deposits. This subsequently led the central bank to raise
interest rates and intervene in the foreign exchange rate market to support the currency peg to
the euro. In general, bank macro prudential and supervisory policy remains prudent. The
Macedonian banking sector is well capitalised and liquid. Asset quality is also improving in light
of the recent write-down of non-performing loans.

External Finances: External finances are broadly in line with ‘BB’ category peers. Net external
debt, at 23% of GDP at end-2015, is above the ‘BB’ median of 16%, but is entirely accounted
for by the private sector, where half the debt is intercompany lending. Fitch expects the current
account deficit in 2016 to be moderate, at 1.9% of GDP in 2016.

Rating Sensitivities

Political Stability: An escalation in political instability, particularly if it leads to a breakdown in
ethnic relations or adversely affects the economy and public finances, would lead to negative
rating action. On the other hand, a stabilisation of the outlook would come from a marked
easing in political tension and uncertainty, including the completion of free and fair elections.

Fiscal Finances: Fiscal slippage, or the crystallisation of contingent liabilities that jeopardised
the stability of public finances or the currency peg, would increase negative pressure on the
ratings. Conversely, the implementation of a credible medium-term fiscal consolidation
programme, consistent with a stabilisation of the public debt/GDP ratio, could lead to positive
rating pressure.
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Peer Group

Rating Country

BB+ Azerbaijan
Bahrain

Costa Rica
Portugal

BB Macedonia
Brazil
Croatia
Guatemala
Paraguay

BB- Bangladesh
Bolivia
Georgia
Serbia
Seychelles
Tunisia
Vietnam

Rating History
Long-Term Long-Term
Foreign Local

Rating Factors

Summary: Strengths and Weaknesses

Rating factor Macroeconomic Public finances External finances Structural issues
Status Neutral Neutral Neutral Neutral
Trend Stable Negative Stable Negative

Note: Relative to ‘BB’ category
Source: Fitch

Strengths

o GDP per capita level is in line with the ‘BB’ median.

» Ease of doing business in Macedonia is significantly higher than the ‘BB’ median.
Structural reforms in recent years by the government to improve business climate and
competiveness have supported the development of key industrial zones, which has
contributed to attracting FDI (mainly greenfield investments) into the tradable sector.

s« Gross domestic investment is high at around 30% of GDP.

« There is a track record of low inflation, financial and macroeconomic stability, supported by
the longstanding exchange rate peg to the euro.

+« Gross and net general government debt/GDP is below the ‘BB’ range medians. However,
debt is on an upward trend and increasing contingent liabilities remain a risk to debt
sustainability.

e The banking sector is liquid and well capitalised. The National Bank of the Republic of
Macedonia (NBRM) maintains a prudent supervisory policy. Meanwhile, efforts have been
made to write down non-performing, but fully provisioned for, loans.

Weaknesses
« Political risks include governance concerns, ethnic tensions and delays to EU and NATO
accession.

« Government guarantees to state owned enterprises (SOEs) is on an increasing trend,
forecast to reach 9.7% of GDP in 2016, increasing to 10.9% of GDP by 2018.

+ Approximately 74% of government debt is denominated in foreign currency, of which 87%
is in euros. Euro-isation is also prevalent in the banking system, underlining the importance
of maintaining the exchange rate peg to the euro.

« Unemployment is high at 24.5%.

Local Currency Rating

Macedonia's Local-Currency Long-Term IDR is ‘BB’, the same as the Foreign-Currency Long-
Term IDR. The exchange rate regime constrains the central bank’s capacity to generate local
currency without negative economic consequences. The local-currency debt market is
moderate in size (over 74% of government debt is in foreign currency), limiting the capacity of
the government to fund itself in the domestic market in local currency.

Country Ceiling

Macedonia's Country Ceiling is ‘BB+', reflecting transfer and convertibility risk. EU accession
aspirations and large current account receipts from private transfers (including remittances
from Macedonians working abroad) are incentives for the authorities to maintain liberalised
transfer and convertibility arrangements. Nevertheless, the exchange rate peg limits any uplift
of the Country Ceiling above the sovereign Foreign-Currency IDR to one notch.

Date Currency Currency
19 Aug16 BB BB
13Jun 06 BB+ BB+
01Nov05 BB BB
Macedonia
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Strengths and Weaknesses: Comparative Analysis

Macedonia BB BBB Croatia Georgia Serbia
2016 BB Median® Median® BB BB- BB-

Macroeconomic performance and policies

Real GDP (5yr average % change) - 24 35 31 0.0 39 06
Volatility of GDP (10yr rolling SD) 22 22 27 33 42 29
Consumer prices (Syr average) 12 3T 26 1.0 21 39
Volatility of CPI (10yr rolling SD) 27 27 19 19 39 39
Unemployment rate (%) 245 9.0 70 136 11.5 175
Type of exchange rate regime Peg na. na. Peg Managed float Managed float
Dollarisation ratio (% of bank deposits) - 429 19.4 319 7684 707 740
REER volatility (10yr rolling SD) 21 50 45 24 5.0 79
Structural features

GDP per capita (USD, mkt. exchange rates) 4 664 4 864 9358 11,351 3,453 5083
GNI per capita (PPP, USD, latest) 12,600 12,150 18,290 20,560 7510 12,150
GDP (USDbn) 101 na. na. 481 148 359
Human development index (percentile, latest) NS5 575 65.5 75.2 575 58.6
Governance indicator (percentile, latest)® oD 505 572 66.1 63.7 54 4
Broad money (% GDP) . 587 66.2 714 719 453 516
Default record (year cured)® 1997 na. na. 1996 2004 2005
Ease of doing business (percentile, latest) 846 575 735 793 878 692
Trade openness (avg. of CXR + CXP % GDP) 700 533 426 552 66.1 682
Gross domestic savings (% GDP) [ 55 16.5 235 22.0 15.9 95
Gross domestic investment (% GDP) 3T 213 223 192 322 173
Private credit (% GDP) 485 590 616 651 522 437
Bank Systemic Risk Indicators® -1 n.a. na. bb/1 bby/- -1
Bank system capital ratio (% assets) 158 146 15.0 192 17.5 212
Foreign bank ownership (% assets) 691 250 350 901 - 749
Public bank ownership (% assets) 40 320 16.1 52 - 189
External finances

Current account balance + net FDI (% GDP) [ 40 -0.8 0.9 52 -39 16
Current account balance (% GDP) -19 24 -14 36 -10.2 42
Net external debt (% GDP) 295 16.1 58 435 66.4 279
Gross external debt (% CXR) 1121 1290 1307 1772 169.5 1191
Gross sovereign external debt (% GXD) 37T 393 320 393 294 595
Sovereign net foreign assets (% GDP) - 24 07 22 49 133 132
Ext. interest service ratio (% CXR) 21 30 45 6.0 74 -25
Ext. debt service ratio (% CXR) - 139 126 155 415 223 112
Foreign exchange reserves (months of CXP) 45 43 6.2 71 28 54
Liquidity ratio (latest)® 1536 1573 1435 1131 876 2545
Share of currency in global reserves (%) 0 na. na. 0 0 0
Commodity export dependence (% CXR, latest) 132 189 19.0 142 191 197
Sovereign net foreign currency debt (% GDP) | 29 18 65 322 16.0 241
Public finances'

Budget balance (% GDP) 38 37 26 26 -34 33
Primary balance (% GDP) 28 -19 02 11 23 02
Gross debt (% revenue) 1325 198.3 1524 2004 1495 1808
Gross debt (% GDP) 400 514 402 88.0 413 768
Net debt (% GDP) 338 433 342 799 332 692
Foreign currency debt (% total debt) S T41 51.2 39.0 724 79.7 727
Interest payments (% revenue) 40 89 73 84 39 82
Revenues and grants (% GDP) 302 270 307 439 276 425
Volatility of revenues/GDP ratio 34 50 6.1 23 34 35
Central govt. debt maturities (% GDP) 108 49 50 101 33 172

* Medians based on three-year centred averages
E Composite of six World Bank Governance Indicators used in the Sovereign Rating Model, Government Effectiveness; Rule of Law; Control of Corruption; Voice and
Accountability; Regulatory Quality; and Pelitical Stability and Absence of Violence
° Republic of Macedonia: London Club commercial banks 1997
“Bank systemic indicator, which equates to a weighted average Viability Rating; and macro prudential indicator, with 1 ‘low’ systemic risk through to 3 “high’
*Ratio of liquid external assets, defined as the stock of official FX reserves including gold at the end of the previous calendar year plus banks' liquid external assets, to liquid
external liabilities, defined as scheduled external debt service in the current year, plus the stock of shori-term external debt and all non-resident holdings of marketable
medium- and long-term local-currency debt at the end of the previous calendar year

General government unless stated

Mote: Acronyms used: Consumer price inflation (CP1), gross domestic product (GDP), current external receipts (CXR), current external payments (CXP), gross national income
(GNI), purchasing power parity (PPP), standard deviation (SD), foreign direct investment (FDI)
Source: Fitch

Macedonia 4
September 2016



:‘FitchRatings

GDP Slowdown

(yoy %)

Sou

s GDP (RHS)
s Final consumption (LHS)

Al

1Q12

rce

3Q12

Gross capital formation (LHS)

Qis
15

1Q13
3Q13
1Q14
3Q14
1Q16

— ™M

. State Statistical Office Macedonia

Industrial Output

(yoy %)

= Total = Manufacturing
25
20
15
E “ I “
L b AN
T
i B r
-10

Jan 15

May 15
Sep 15
Jan 16
May 16

Source: State Statistical Office Macedonia

Supplementary Budget
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Key Credit Developments

Prolonged Political Crisis Impacts Economy

After unsuccessful attempts to hold early parliamentary elections in both April and June, a new
election date has been set for 11 December 2016, following agreement between all four main
political parties — VMRO-DPMNE, Social Democrats (SDSM), Democratic Union for
Integration (DUI) and the Democratic Party of Albanians (PDSH) — on new conditions for fair
elections. These include media and electoral reform, key issues that were previously
unresolved since the outbreak of the political crisis back in mid-2015.

Macedonia’s political crisis has highlighted shortcomings in standards of governance and there
remains a heightened risk of deeper or more prolonged political instability, even with a new
election date set. Efforts by the special prosecutor to investigate high-level corruption exposed
in the 2015 wiretapping scandal have been hindered according to independent observers. In
addition, periodic public protests have continued.

The political crisis has also started to adversely affect the economy. There has been a
slowdown in new investment activity and confidence is weak. The ‘mini panic’ in April triggered
by an abrupt drop in household denar deposits, which forced the central bank to intervene,
highlights the sensitivity of Macedonia's currency peg to the political crisis. In addition,
government finances have been negatively affected.

Economic Growth in 1Q Underperforms

With the political crisis unresolved, its negative impact on economic growth has been more
significant than Fitch anticipated six months ago. Real GDP in 1Q16 slowed to 2% year-on-
year (yoy), compared to 3.9% the previous quarter, led by a marked contraction in gross capital
formation, down 9.1%. It is likely the uncertain political environment has held back private
sector investments. Negative developments however did not materialise in other areas of the
economy in 1Q. Growth in household consumption remained steady (+3.5% yoy), whilst
government consumption increased (+ 4.2%). In addition, net exports contributed positively to
GDP, boosted by stronger export growth (14.7%) than imports (7.6%).

Evidence from the latest high frequency indicators suggests a similar pattern of growth for 2Q,
though with an increasing risk of a slower growth rate than in 1Q. Growth in net wages and an
improvement in employment, largely on account of government work programmes, have helped
contribute to relatively strong retail sales, which in 2Q expanded at an average annual rate of
9% in real terms, compared to 12.7% in 1Q. However, the lower rate in retail growth suggests a
possible moderation ahead in household consumption. Meanwhile, another contraction in gross
capital formation is expected. Industrial output in 2Q grew an average 1.5%, compared to
10.7% in 1Q; on a monthly basis in June it turned negative, falling 4.4% yoy.

Fitch now estimates real GDP in 2016 to reach 2.5%, 1.1pp lower than our previous forecast of
3.6%. In addition, growth in 2017 is also revised down, to 3.4% from 3.6% six months earlier.

New Supplementary Budget Widens Fiscal Deficit

Macedonia's government adopted a supplementary budget in July 2016, which now forecasts a
headline fiscal deficit of 3.6% of GDP, from 3.2% previously. The wider deficit forecast comes
in light of new government projections that the economy will grow at a significantly lower rate of
2.3%, than the 4.0% originally projected. Budget revenues for 1H16 increased 5.0% compared
to a year earlier. Over the same period, budget expenditures increased 1.5%. Positive revenue
growth attributed to higher receipts of personal income tax (PIT) (+7.7%), VAT (+19.2%) and
excise duties (+8.2%), offsetting a sharp drop in corporate tax revenues (-25%). Meanwhile, on
expenditures in 1H16, current spending increased 3.5% due to higher expenses on wages and
social transfers, offsetting a 19.3% drop in capital expenditure.

Macedonia
September 2016
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The 2016 supplementary budget envisages a lower intake of government revenues than initially
planned, with both tax and non-tax revenues impacted by lower economic growth. Government
expenditures are also projected to be lower, although. this will come mainly from a reduction in
capital spending, which is expected to offset higher costs in increasing personnel due to the
political and migrant crisis. There is also an upward revision to interest expenditure, reflecting a
EUR270m Eurobond issued back in December 2015 that was not accounted for in the initial
budget.

Fitch is forecasting a wider fiscal deficit of 3.8% of GDP compared to the government's 3.6%.
Our revenue projection remains similar to the government's latest adjustments. However, we
expect higher than budgeted expenditure by around 0.2% of GDP, reflecting costs associated
with existing key infrastructure projects, namely the construction of Corridor 10 (due for 2017
completion) and the expansion of the national gas pipeline system.

Political Crisis Impacts Cost of Borrowing

In July 2016, Macedonia issued a EUR450mn seven-year Eurobond with a yield of 5.875%.
Proceeds from the bond will help cover the 2016 budget, as well as 2017 budget plans and
maturing government debt. July's Eurobond was impacted by political disruptions and issued at
an amount below the EURB50m initially planned. Cost of borrowing is also higher than a seven-
year maturity Eurobond issued back in July 2014, with a 4.25% yield.

Fitch is forecasting Macedonia's general government debt to reach 40% of GDP in 2016,
remaining on an upward trend, with risks tilted on the downside from several factors. Large
investment projects that have been realised may require higher foreign co-financing than
government plans. In addition, contingent liabilities of the general government, in the form of
guarantees, are relatively high and on an increasing trend. The government forecasts
guarantees to reach 9.7% of GDP in 2016, increasing to 10.9% of GDP by 2018. This suggests
a more expansionary fiscal policy than implied at the consolidated level.

Government debt has also seen a change in its composition and debt servicing. Short-term
debt increased to 20% of total debt at end-2015, from 12% at the beginning of 2010. Whilst
debt servicing as a share of GDP more than doubled, from 3.3% to 10.6%, well above the ‘BB’
median ratio of 4.8%: this increased the vulnerability of government debt to rollover risks.

Central Bank Responds to Denar Deposit Outflows

In April 2016, the central bank was forced to intervene in the foreign exchange market,
following a sudden decline in denar-denominated deposits and increase in demand for foreign
currency. In total, household denar deposits in the months April and May declined by
MKD7.4bn, ie 3.5% of total household denar deposits. These trends forced the central bank to
raise its key interest rate by 75bps to 4.0% in May. The latest data for June shows the monthly
change in household denar deposits as more or less flat. Foreign reserves at the central bank
have been declining steadily since January. By end-June, reserves were down 4% from
January's level, but remain at an adequate level, covering 4.5 months of imports by Fitch
calculations. July's Eurobond should help boost the reserves level.

Low Current Account Deficit

Fitch is forecasting a moderate widening of the current account deficit (CAD) in 2016, to 1.9%
of GDP from 1.4% of GDP in 2015. Widening of the CAD is driven mainly by a lower surplus in
income accounts; meanwhile, the trade deficit is forecast to narrow. Since peaking at a CAD of
12.5% of GDP in 2008, Macedonia’s CAD has improved markedly. FDI-related exports,
particularly in machinery and autos, have played a significant part in narrowing the economy’s
trade deficit and boosting net export growth in recent years, alleviating CAD financing
pressures. Net FDI inflows have averaged 2.6% of GDP in the past five years. The political
crisis is expected to negatively affect net FDI inflows in 2016, but they should recover in 2017.

Macedonia
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Fitch uses stylised projections for a Public Debt Dynamics

sovereign's gross general government According to Fitch's baseline projections, GGGD remains on an upward trend. The main risk to

debt/GDP ratio to illustrate the
sustainability of its debt burden and its
sensitivity o economic growth, the cost

debt sustainability would be a failure to reduce the primary budget deficit.

Debt Dynamics — Fitch’s Baseline Assumptions

of borrowing, fiscal policy and the 2013 2014 2015 2016 2017 2018 2022
exchange rate. Gross general government debt (% GDP) 340 382 379 400 416 429 456
Primary balance (% of GDP) -3.1 -33 -23 -26 -21 -22 12
Real GDP growth (%) 29 35 37 25 34 35 35
Avg. nominal effective interest rate (%) 3.0 30 33 33 3.9 42 4.4
MKD/USD (annual avg.) 46.40 4644 5554 5736 5736 5581 5581
GDP deflator (%) 45 1.1 28 05 15 20 3.0
Sensitivity Analysis
Gross general government debt
= Haseline Growth = |terest Rate —— Fiscal
(% of GDP)
60
55
50
45
40
35
30

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Source: Fitch

Debt Sensitivity Analysis: Fitch’s Scenario Assumptions

Growth GDP growth 1% lower (half standard deviation lower)

Interest rate Marginal interest rate 250bp higher

Fiscal No change in primary balance from 2016 forecast level
Forecast Summary

2012 2013 2014 2015 2016f 2017f 2018f

Macroeconomic indicators and policy
Real GDP growth (%) -0.5 29 35 37 25 34 35
Unemployment (%) 31.0 290 280 261 245 24 5 245
Consumer prices (annual average % change) 33 28 -0.3 03 05 15 20
Short-term interest rate (bank policy annual avg.) (%) 51 44 37 29 25 25 20
General government balance (% of GDP) -39 -4.0 -42 -34 -38 235 -35
General government debt (% of GDP) 33.7 340 382 379 400 416 429
MKD per USD (annual average) 47.89 46.40 46 .44 5554 57.36 57.36 55.81
Real effective exchange rate (2000 = 100) 98.4 100.7 100.5 981 981 98 1 981
Real private sector credit growth (%) 18 34 101 98 -05 05 0.0
External finance
Current account balance (% of GDP) -3.3 -16 -09 -14 -19 A7 -15
Current account balance plus net FDI (% of GDP) -16 12 14 06 10 -0.8 07
Net external debt (% of GDP) 138 16.9 17.5 233 295 31.2 316
Net external debt (% of CXR) 201 258 254 342 427 455 477
Official international reserves including gold (USDbn) 29 27 30 25 27 27 28
Official international reserves (months of CXP cover) 49 45 45 43 45 44 43
External interest service (% of CXR) 24 24 20 22 21 2.3 23
Gross external financing requirement (% int. reserves) 285 279 314 382 408 350 353
Real GDP growth (%)
us 22 15 24 24 1.8 21 23
China 7.7 77 73 6.9 6.3 6.3 58
Eurozone 09 03 09 17 14 16 16
World 25 24 25 25 25 29 30
Qil (USD/barrel) 112.0 108.8 989 526 350 450 55.0
Source: Fitch
Macedonia 7
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Fiscal Accounts Summary

(% of GDP) 2013 2014 2015 2016f 2017 2018f
General government
Revenue 30.1 298 309 30.2 31.0 31.0
Expenditure 341 34.0 343 34.0 345 345
O/w interest payments 09 10 12 12 14 13
Primary balance -3.1 -33 23 26 21 22
Overall balance -4.0 -4.2 -3.4 -3.8 -3.5 -3.5
General government debt 34.0 38.2 379 40.0 416 429
% of general government revenue 1130 1282 1228 1325 1341 1384
Central government deposits 89 91 49 6.4 56 52
Net general government debt 250 289 33 336 36.0 377
Central government
Revenue 279 27.8 28.8
Expenditure and net lending 3.8 32.0 32.2
Ofw current expenditure and transfers 285 286 289
- Interest 09 10 12
O/w capital expenditure 33 3.4 23
Current balance -0.5 09 -01
Primary balance 29 -32 23
Overall balance -3.8 -4.2 -3.5
Central government debt 338 37.8 371
% of central government revenues 1209 1361 1288
Central government debt (MKDbn) 169.5 198.6 207.6
By residency of holder
Domestic 716 709 813
Foreign 97.9 1277 126.4
By currency denomination
Local currency 371 443 23.2
Foreign currency 1324 1543 154 5
In USD equivalent (eop exchange rate) 3.0 3.1 27
Average maturity (years) 42 43 43
Memo
Nominal GDP (MKDbn) 5019 5256 560.1 577.0 605.9 6395

Source: Ministry of Finance and Fitch estimates and forecasts
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External Debt and Assets

(USDbn) 2011 2012 2013 2014 2015 2016f
Gross external debt 6.3 6.8 7.2 7.3 6.9 7.8
% of GDP 597 70.0 66.5 64 4 66.8 774
% of CXR 874 101.8 101.7 933 101.0 1121
By maturity
Medium-and long-term 47 52 59 6.1 58 66
Short-term 16 16 13 12 1.1 12
% of total debt 248 236 185 159 16.0 152
By debtor
Sovereign 23 24 23 2.7 24 29
Monetary authorities 04 03 01 01 01 01
General government 19 21 22 26 23 28
Banks 0.7 0.8 0.8 0.7 0.6 0.6
Other sectors 3.2 3.6 4.0 3.9 3.9 42
Gross external assets (non-equity) 5.2 5.5 54 5.3 46 4.8
International reserves, incl. gold 27 29 27 30 25 27
Other sovereign assets nes 04 02 01 01 00 0.0
Deposit money banks' foreign assets 08 08 08 08 07 07
Other sector foreign assets 14 16 18 15 14 14
Net external debt 11 1.3 1.8 2.0 24 3.0
% of GDP 105 138 16.9 175 233 295
Net sovereign external debt 07 0.7 -05 0.3 01 02
Net bank external debt 0.0 0.1 0.1 0.0 -0.1 -0.1
Net other external debt 19 20 22 24 25 28
Net international investment position -5.1 -5.5 -6.3 -5.5 -5.4 -6.4
% of GDP 489 -56.5 -58.1 -48.9 536 63.7
Sovereign net foreign assets 0.7 0.7 0.5 03 0.1 -0.2
% of GDP 71 75 45 30 1.1 24
Debt service (principal & interest) 0.9 0.6 0.8 0.9 11 1.0
Debt service (% of CXR) 130 90 1.3 "7 16.7 139
Interest (% of CXR) 25 24 24 20 22 21
Liquidity ratio (%) 142.0 160.2 151.8 157.3 162.9 1536
Net sovereign FX debt (% of GDP) -59 27 20 08 25 29
Memo
Nominal GDP 105 97 108 1.3 101 101
Inter-company loans 10 13 16 16 17 18
Source: Central Bank, IMF, World Bank and Fitch estimates and forecasts
Macedonia 9
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Balance of Payments

(USDbn) 2013 2014 2015 2016f 2017f 2018f
Current account balance -0.2 -0.1 -0.1 -0.2 -0.2 -0.2
% of GDP -16 -09 -14 -19 17 15
% of CXR 25 -13 20 28 -1 3 23
Trade balance -2.5 -2.5 -2.0 -1.9 -1.9 -1.9
Exports, fob 32 37 34 36 39 43
Imports, fob 56 6.1 5.4 56 58 6.2
Services, net 0.5 0.5 0.4 04 0.4 04
Services, credit 15 1.7 15 15 15 15
Services, debit 1.0 12 11 11 1.1 11
Income, net -0.3 -0.2 -0.2 -0.3 -0.3 -0.3
Income, credit 0.2 0.2 0.1 01 0.1 01
Income, debit 0.5 0.4 0.4 0.4 0.4 0.4
O/w: Interest payments 0.2 02 0.2 01 02 02
Current transfers, net 21 21 1.7 1.6 1.6 1.6
Capital and financial accounts
Non-debt-creating inflows (net) 01 -0.2 -0.1 01 -0.1 -01
O/w equity FDI 02 -0.2 -01 01 00 00
Ofw portfolio equity 0.0 0.0 0.0 -01 -0.1 -0.1
O/w other flows 0.0 0.0 0.0 0.0 0.0 00
Change in reserves 0.0 0.5 -0.2 0.2 0.0 0.0
Gross external financing requirement 08 09 11 1.0 09 10
Stock of international reserves, incl. gold 27 30 2F 27 27 28
Source: IMF and Fitch estimates and forecasts
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The ratings above were solicited by, or on behalf of, the issuer, and therefore,
Fitch has been compensated for the provision of the ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPSJ//FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS.  IN  ADDITION,  RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S
PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCHS CODE OF
CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE,
AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE
OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE
SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE
FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN
BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright @ 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiares. 33 Whitehall Street NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmissicn in whole or in part is prohibited except
by permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch
relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verification of that information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the
nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold
andfor the issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its
advisers, the availability of pre-sxisting third-party verifications such as audit reports, agreed-upon procedurss letters, appraisals, actuarial
reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third-
party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors.
Users of Fitch's ratings and reporis should understand that neither an enhanced factual investigation nor any third-party verification can
ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer
and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other
reports. Inissuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are
inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts.
As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report.  The rating does not address the risk of loss due o risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agenis in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are nota
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security
for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to USE750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured
or guaranteed by a particular insurer or guarantor, for a single amnual fee. Such fees are expected to wvary from US$10,000 to
US%1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute
a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securifies laws,
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the
relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.

For Australia, Mew Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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