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CENSUS 2002: MACEDONI A HAS 2,022, 547 CI Tl ZENS

According to the State Statistical Ofice announcenent,
t he Census of Popul ation, Househol ds and Dwel | i ngs 2002
results show that a total of 2,022,547 persons live in
Macedonia. A total of 1,297,981 or 64.18 percent are
Macedoni ans, 509, 083 or 25.17 percent are Al bani ans,
77,959 or 3.85 percent are Turks, 53,879 or 2.66 percent
are Romas, 35,939 or 1.78 percent are Serbs, 17,018 or
0. 84 percent are Boshni aks, 9,695 or 0.48 percent are

VI achs and 20,929 or 1.04 percent are nenbers of other
et hnic comunities.

| nt ernati onal experts group, which nonitored the census
data processing has concluded that it is successfully and
prof essional |l y conducted obeying the international
standards. They have assessed that the data have been
announced quickly having in mnd that it was a | arge

oper ati on.

TRANSFORMER STATI ON " SKOPJE 5" PUT | NTO OPERATI ON

On Decenber 2, the Mnister of Econony Stevce Jaki novsk
put into operation a new 400 kV transforner station
"Skopje 5", which will provide safe electricity supply to
consuners. "This investnment is of significant inportance
in resolving the great technical issue and will inprove
the flow of electricity at the highest 400 kV | evel and
transformation of the energy at new feeder point," ESM
General Manager Pande Lazarov said. ESM provided 6
mllion Euro and 4 mllion Euro were provided by the

Eur opean I nvestnent Bank as a | oan.

| M= PUBLI SHES FI NANCI AL SYSTEM STABI LI TY ASSESSMENT FOR
MACEDONI A

Based on the joint work and findings of the I MF and VB
teans in May and June 2003, the | MF assessed the
financial systemas still very small with alimted role
as nedi ator of financial flows. The |IM-WB ni ssions
noted that the banking system has been inproving in
recent years, as a core group of banks with fairly sound
policies has been strengthening.



Regardi ng the recomrendati ons highlighted by the I M-, the
need of efficient neasures to fight corruption, noney

| aundering, as well as enforcenent of |aws was stressed.
More specifically, recormmendations referred to
strengthening the regulatory framework for banking,

i mprovi ng banki ng supervision toward ri sk-based
assessnments and |iquidity nmanagenent practices, creating
an energency lending at the central bank, establishing a
government securities market and insurance nmarket

supervi sory capacity and devel opi ng a second pensi on
pillar system

NOVEMBER CONSUMER BASKET ESTI MATED AT 10, 241 DENARS

The Living Standard Sector at the State Statistical
Ofice reported that in Novenber a Macedoni an househol d
with famly of four had to allocate 10,241 denars for
food. This is a 1.8 percent rise conpared to Cctober,
but is about the same |level as in Novenber 2002..

TUTUNSKA BANKA CUTS | NTEREST RATES AS OF M D- DECEMBER

The third | argest bank Tutunska Banka cut interest rates
by an average of 3 percentage points from Dec 15.
According to the statenent, interest rates on | oans for

| egal entities that are currently between 9 and 17
percent were reduced to 6 - 15 percent. Interest rates
on housing | oans were decreased from 11 - 15 percent to 9
- 11 percent, while rates on consuner |oans from 17 - 18
percent to about 14 percent.

MACEDONI A RECEI VES LI CENSED M CROSOFT SCOFTWARE

Macedoni an Vice-Prine M nister Radm | a Sekerinska and

M crosoft's Senior Vice President Jean-Philippe Courtois
signed an agreenent for strategic partnership on Decenber
3. According to the agreenent, Mcrosoft is obliged to
open a local office in Macedonia, while the Macedoni an
Government wil|l apply the conpany's technology into state
institutions. "Mcrosoft will invest US$ 6 million in
Macedonia in the next four years. It is one of the first
gl obal information conpanies that enters into Macedoni a,
and | hope it will attract other simlar conpanies,"
Courtois said. "W signed an agreenent with one of the
worl d's giants of information technol ogy,” Sekerinska
sai d, adding that |egalization of the Governnent
institutions software is Macedonia' s obligation for
protecting the intellectual property rights.

Macedonia will receive 6,200 |licensed copies of Mcrosoft
software, free service and software training. The



l'i censed copies cost US$ 3.9 million and will be paid on
four equal installments with no interest. According to
t he agreenent on strategic partnership, Macedonian
Government in the next four years will have the right to
upgrade the | ast versions of Mcrosoft software systens.
The agreement will also provide for business users to

| egalize Mcrosoft software in a three-nonth period,
starting from February 1, 2004.

BUNARDZI K | N SEARCH OF RESPECTABLE | NVESTOR

An international tendering procedure for attraction of
foreign investor - founder of the free econom c zone
Bunar dzi k, was announced on Decenber 3 and published in
"Financial Tines", as well as all printed nedia in the
country. It is expected that offers fromforeign
investors with financial credibility and experience in

t he establishnment of free econom c zones will be received
by February 23, 2004 deadli ne.

Bunardzik is offered for a period of 50 years, with a
possibility for a 25-year extension. M nister of Econony
St evce Jaki novski believes that it wll be one of the
engi nes for econom c growh, greater standard and new
enpl oynment in the country. |In case the international
tender for a founder fails, the GOMw Il turn it into an
industrial zone with a conplete proper investment for
construction of infrastructure.

According to Viktor Delov, Deputy Director of the Free
Econom ¢ Zone, the zone will allow all production
activities, except textiles. Custons and tax levies wl|
be provided for the investnents in the free econom c
zones, while the beneficiaries will be exenpted from
payi ng contributions, taxes and other duties for
utilities or construction | and.

ADDI TI ONAL 11 LGOSS- MAKI NG COVPANI ES TO BE SOLVED | N 2004

In the | atest agreenent reached with the Wrld Bank, the
Governnment promised to resolve the status of ZIK
Kumanovo, Lozar, Tarinci, Agro |zvorski, Vinojug
Oranzerii, ADM5, Atom Zito Oiz, Vinojug Mravci, Iskra
| nzi nering and Mosa Pijade in 2004.

According to the Mnister of Finance N kola Popovski, the
11 | oss-maki ng conpani es, originating fromthe
agricultural sector nostly, accunul ated | osses that equal
2 percent of the GDP. The Governnent strategy for
structural reforms, which includes the new | oss- naki ng



conpanies, wll receive a budgetary support in accordance
with the FESAL 2 Arrangenent with the Wrld Bank.

GOVERNMVENT APPROVES PACKAGE OF LAWS ON FI SCAL
DECENTRALI ZATI ON

On Decenber 10, the GOM approved package of |aws on
fiscal decentralization, which sets the principles for
financing of the nunicipalities, Mnister of Econony

Ni kol a Popovski said at a press conference. The package
of four laws would enter into force on January 1, 2005,
Popovski said, adding that the process will be conducted
in tw stages. "Budget funds of Denar 13 billion wll be
transferred to nunicipalities. In that manner they wl|l
have own budget revenues, as well as subsidies fromthe
Central CGovernnent," Popovski said. The nunicipalities
will also receive one percent of the val ue-added tax
under strictly determ ned standards. They are allowed to
t ake short and long-termloans from|ocal and foreign
banks under strict supervision of the state.

MACEDONI A W LL HAVE 71 MUNI Cl PALI TI ES

Draft-laws on territorial structure of the |local self-
government say that Macedonia will have 71, while the
capital Skopje will function as a separate unit. "N ne
muni ci palities of planned 71 are part of Skopje. The
aver age nunber of population of the nunicipalities wll
be 28,000," Mnister of Local self-governnment Al eksandar
CGest akovski said. He also added that the GOM of f ered
three alternative solutions for the status of Aracinovo,
Li pkovo and Vevcani. |In addition to Macedoni an, the

| anguage spoken by at |east 20 percent of the population
will be used in 27 nunicipalities.

The Governnent drafts were ained at creating

muni ci palities that would nourish the citizens
traditions and neet their denocratic and econom c needs,
Gest akovski said. The drafts are part of the
government al operation program on power decentralization
set in accordance with the European Charter on | ocal

sel f - gover nnment .

RAMSTORE MALL - LARGEST TURKI SH | NVESTMENT | N MACEDONI A

On Decenber 12, the Macedonian Prine M nister Branko
Crvenkovski and the Honorary Chairman of Koc Hol di ng
Rahm Koc signed a nmenorandum of understanding for
construction of the Ranstore Mall Macedonia in Skopje.
The Koc Holding will invest US$ 30 million in the three-
store mall of 25,000 sg. neters, which is to be |ocated



near the old Railroad Station. The project also includes
construction of opened and cl osed parking |ots,
super mar kets, shops and restaurants.

"It is very significant that a reputabl e conpany, such as
Koc Hol di ng, stands behind this |large investnent. | hope
that this project will send direct nessage to al
investors that this is the right tine for investing in
Macedoni a, " Crvenkovski said after the signing cerenony.

GOVERNMVENT DECI DES TO RETURN DI SPUTABLE ASSI STANCE OF EUR
0.8 MLLION TO EC

The GOM decided to return to the European Comr ssion a
di sput abl e financial assistance of EUR 0.8 mllion that
was granted to Macedonia to cover expenses related to
Kosovo refugees in 1999. The fate of the noney has been
recently surrounded by a spate of allegations, as the
nmedi a runored that the EC criticized the Macedoni an
authorities for having inappropriately spent the funds,
whil e representatives of the previous adm nistration
explicitly denied the accusations.

WB EXTENDS LOAN FOR MODERNI ZATI ON OF MACEDONI A’ S
EDUCATI ON SECTOR

According to an official press release, the Wrld Bank
has endorsed a US$ 5 mllion |loan for the Education
Moder ni zati on Project in Macedonia. The loan will be
extended under IBRD terns and has a 17-year maturity and
a 5-year grace period. The total value of the project
amounts to US$ 19.3 mllion, whereby US$ 5 nmillion are
the Wrld Bank |l oan, US$ 11.4 mllion allocated fromthe
Net her| ands' Governnent and US$ 2.9 mllion provided from
the central Budget. The project will be ained at
inmproving the quality of |earning and decentralization
and efficiency of the education system The WB has
allotted over US$ 600 million assistance to Macedoni a
since 1994.

JAKA 80 ALLEGEDLY BUYS 45 PERCENT | N MAKEDONSKA BANKA AT
THE STOCK EXCHANGE

The Radovi s- based pharmaceuti cal conpany Jaka 80, owned
by the former Yugoslav “tobacco boss”, Jovica Stefanovic-
Nini, is the alleged buyer of a 45 percent stake in
Makedonska Banka at the Macedoni an St ock Exchange (MSE)
The price of the deal was 50,7 mllion denars (EUR 0.8
mllion). According to nmedia coments, this deal would
bring nore transparency in the ownership structure of the
bank, which was naned by the WB as one of the problematic



banks in the country, as the four offshore conpanies that
hitherto controlled the stake w thdraw

The National Bank of Macedonia (NVB) approved the
transaction. Mkedonska Banka's | osses stood at 350
mllion denars (EUR 5.7 mllion) |ast year, when the bank
was in the red for a third consequent year. Nini is also
owner of Rado Bank, as well as Zito Skopje baking
conpany. The new owner announced to invest EUR 4 mllion
fresh capital through acquisition of the additional
shares em ssion, approved by the Securities and Exchange
Conmi ssi on.

EU FI NANCES 10 PI LOT PRQJECTS FOR NEW EMPLOYMENT

The National Action Plan for Enploynment 2004/2005 that

t he GOM has been preparing in the |ast few nonths was
adopted by the Econom c-Social Council and is expected to
be inmpl enmented by next March. This is a docunent, part
of the CARDS Program prepared by the Mnistry of Labor
and Social Policy, EU experts, representatives fromthe
M ni stries of Education, Econony, Finance and Local self-
governnent, the Enpl oynent Bureau, the Syndicate and the
Econom ¢ Chanber.

The realization of this docunent foresees the preparation
of at least 10 pilot projects financed by the European
Agency for Reconstruction that will produce real

enpl oynment in the country in the future. "This is
practically a new matri x, passed in July 2003, that the
countries that wish to becone EU nenbers should foll ow
The docunent hol ds concrete neasures for increasing the
enpl oynent, deadlines and ways for their inplenentation,
depending on the country's proper capacity to realize in
practi ce what has been planned”, Jovan Manasi evski,

M ni ster of Labor and Social Policy, explained.

EC RELEASED 26 M LLI ON EURO | N MACRO- FI NANCI AL ASSI STANCE

The European Conmi ssion di sbursed on Decenber 23, the EUR
18 mllion | oan conponent and EUR 8 m | lion grant
conponent of the EUR 26 mllion fourth tranche of the EC
macro-fi nanci al assistance to the Republic of Macedoni a.
The | oan foresees that there will be no capital repaynent
for 11 years. The release of this fourth and | ast
tranche of the EC macro-financial assistance follows a
positive review by experts from Brussels on the
Macedoni an fulfillment of the econom c policy conditions
on structural refornms agreed in Septenber 2002.



FI NLAND RATI FI ED MACEDONI A- EU STABI LI ZATI ON AND
ASSCCl ATI ON AGREEMENT

Macedoni an M nistry of Foreign Affairs announced that on
Decenber 19, the Finnish Parlianent adopted a | aw on
ratifying the Stabilization and Associ ati on Agreenent of
Macedoni a and the European Union. Belgiumremins the
only EU country that has not signed the agreenent yet.
However, the ratifying procedure in this country should
be conpleted by the end of 2003, the Mnistry said
guoting Bel gian Foreign Mnister Louis Mchel.
Finalizing the ratification process will significantly
upgrade the cooperation between Macedonia and the EU, the
press rel ease reads.

GOVERNVMENT DEFI NES MACROECONOM C POLI CY FOR 2004

Macedoni an Gover nment defined Monday the country's

macr oeconom ¢ policy for 2004. The CGovernnent concl uded
that the macroecononmic results in 2003, presented by the
growm h of industrial production, fiscal consolidation,
low inflation rate and | ower interest rates, denonstrated
gradual revival of Mcedoni an economny. The next year
macr oeconom ¢ policy will be focused on opening new jobs
and poverty reduction. Considering that neeting of these
goals is directly connected with the econom c grow h,
creation of conditions for such growmh has been set as
the Governnent's priority.

The Governnent will also focus its efforts on increasing
i nvestments, econom zing, intensifying structural
reforns, creating conpetitive private sector and
inmproving the institutional framework for functioning of
t he mar ket economy in accordance with the European Union
st andards.

The foreign exchange policy will be focused on

mai ntai ning the stable Denar- Euro exchange rate, foreign
exchange reserves, continuation of the process of

i beralization of Macedonia's economic relations with
foreign countries, creating conditions for increasing the
export of goods and services, attracting foreign capital
and mai ntai ni ng sustai nable | evel of external debt.

| M= TO TRANSFER SECOND TRANCHE OF STAND- BY ARRANGEMENT

The National Bank of Macedonia (NBM announced that on
Decenber 26 the International Mnetary Fund transferred

t he second tranche of the stand-by arrangenent anounting
to US$ 5.9 million. The Wrld Bank also sent a letter to
NBM saying that all conditions have been net for



rel easing the last tranche of the FESAL Il arrangenent
worth US$ 21 million, which is to be transferred to the
NBM account in January. NBM al so received the Dutch
grant of EUR 17 mllion for support of Mcedonia's

bal ance of paynent.

MACEDONI AN GOVERNMENT TO REVI EW AGREEMENT ON REGULAR
Al RLI NE

"The Mnistry of Transport and Communi cations will submt
an information with estimation of the Agreenent on
regul ar airline signed between MAT and the state, as well
as the annex to the Agreenent, ainmed at defining the
problens that are result of its application, and will try
to resolve themimediately,” Mnister of Transport and
Conmmuni cati ons Agron Buxhaku said on Decenber 26 at a
press conference. He assessed that it is a harnfu
agreenment signed by the fornmer government, but it does
not necessarily neans that Macedonia will fail to neet
its obligations for elimnating the nonopolistic status.

Buxhaku al so infornmed that the Agreenent with the US
Enbassy on selling of 45 thousand squares neters
construction site, located on Skopje's fortress, was
signed. "The price is Euro 50 per a square nmeter and it
is not alow price, considering the fact that the USis
Macedoni a's strategic partner,” he said.

2004 BUDGET PASSED
The Parlianent passed the Budget for the upcom ng year at

1:15 a.m on Decenber 29. The 2004 Budget anobunts to
59.512 billion denars, 0.5 percent higher that the

previous Budget. In view of a consistent tax policy, the
assets have been secured by proper revenues that are
estimated at 57.065 billion denars, which creates a

deficit of 2.447 billion denars. The deficit wll be
financed by credits and donations, as well as with the
i ssuance of short-termtreasury bills.

The | argest part of the revenues, i.e. 52.785 billion
denars, are tax noney, 65.8 percent of which obtained
fromthe val ue added tax and the excises. The non-tax
revenues are estimated at 3.730 billion denars, while the
capital revenues are 550 million denars. On the
expenditure side, 20.938 billion denars are intended for
salaries, rental fees and contributions, 22.391 billion
denars for current transfers, 1.145 billion denars for
structural refornms, and 922 mllion denars for the public
adm ni stration reforns.



The capital expenditures in the Budget are secured with
6.191 billion denars, including the 1.6 billion denars
capital transfers to the Roads Fund and the 300 mllion
denars to the Macedoni an Railway Conpany. Total of 350
mllion denars have been allocated to strategic policies,
i.e. Macedonia's integration processes to EU and NATQ
the third state university, as well as the enploynent of
600 nmenbers of ethnic communities. The decentralization
process is incurred with 60 mllion denars, while between
200 and 250 m | lion denars have been foreseen for the
presidential and | ocal elections that are supposed to be
hel d next year.

STABLE PRI CES AND DENAR RATE I N 2004

The Council of the National Bank of the Republic of
Macedoni a passed the nonetary policy goals and
projections for 2004. The nonetary policy neasures wl|
be directed to neeting the projected inflation rate of
2.8 percent and nmaintaining a stable exchange rate of the
denar against the euro, as an indirect goal of the
nmonetary policy. Favorable novenents on the foreign
currency market are expected for next year, which wll
enabl e the mai ntenance of the foreign currency reserves
in the National Bank on the | evel of four nonths of

i mport.

This is based on the expectations for a nore intensive
exports gromh of 9 percent in regards to the inport
growh estimated at 4 percent in 2004. The upward trend
of the deposits in banks is expected to continue in 2004,
due to the restored faith in the banking system and the
abol i shment of limts for foreign currency disposal by

| egal entities. The increased dynam cs of the econom c
growh in 2004 will be supported by the intensification
of the banks' credit to non-governnent sector by 9
percent on annual basis.

5 BI LLI ON DENARS HEALTH DEBT

The total debt incurred by the Health Insurance Fund
amounts to 5 billion denars, while only 387 mllion
denars have been saved fromthe 800 mllion denars
savings foreseen with by the stand by arrangenent.

Regardl ess of all that, N kola Panovski, the new Director
of the Health Fund believes that this year the Fund's
budget has not experienced an increased expenditures
trend. In order to reduce the debt the Fund concl uded
contracts for zero-interest rate credits with
Konerci j al na and St opanska Banka.



CRVENKOVSKI SAYS 2004 - YEAR OF ECONOM C DEVELOPMENT AND
| NVESTMENTS

The next year will be focused on econom ¢ devel opnent and
i nvestments, Macedonian Prine M nister Branko Crvenkovski
said on Decenber 29. "The ongoing year has been focused
on the country's stabilization and consolidation of the
interethnic relations, which along with the

i npl ementati on of the Framework Agreenent, restoration of
the relations with the international financial
institutions, and mai ntenance of stable fiscal policy and
regi onal cooperation, have created new i nage for
Macedoni a, presenting it as an attractive destination for
i nvestnents," Crvenkovski said. He added that the new
investnments will contribute to alleviating the major
probl em Macedoni a has been facing - hi gh unenpl oynent
rate. Underlying the significance of the
decentralization process, Cvenkovski said a package of
laws on this issue should be adopted before submtting
Macedoni a's application for the EU nenbership.

MACEDONI A ENDS PRI VATI SATI ON W TH EUR 2. 3 BI LLI ON REVENUE

State shares in 1,700 Macedoni an conpani es have been sold
for over EUR 2.3 billion since 1993 and privatization in
t he country has ended on Decenber 31, 2003. The GOM sol d
resi dual shares in 203 conpani es over the |ast six nonths
and failed to put in private hands shares in 132
conpanies, wth a conbined value of EUR 71.5 m | 1lion.

The unsol d shares will be transferred to the Pension and
Di sabl ed I nsurance Fund (PDIF). Another 194 conpanies
will remain state-owned, out of which 139 are undergoing
i nsol vency procedures and the remaining are | oss-nmakers.

Al t hough state shares were offered at discounts of up to
90 percent, mainly donestic conpanies were interested in
the last round of the privatization, MIco Kupev fromthe
Macedoni an Stock Exchange said. The Privatization Agency
will be closed down in March 2004. The agency staff of
55 will be noved to PDIF and various mnistries and its
property will be transferred to the public housing fund.

PENSI ONS CONTRI BUTI ONS TO BE PAI D BY ACCOUNT BLOCKI NG

Starting with April 1, 2004, the Macedoni an Pensi on Fund
will be able to block the accounts of all |legal entities
that have failed to pay the contributions. This is one
of the measures announced by the Fund's Director Bosko
Kitanovski, in its attenpt to secure a greater collection
of the pension insurance contributions.
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As Kitanovski explained, all obligations in 2003 have
been realized, providing a 30 mllion denar savings. The
proj ected budget for 2004 has been increased by 1 billion
denars, and it will amount to 29.8 billion denars. There
are estimations that it wll cover all obligations and
mai ntain the regularity and the established dynamcs in
the allocation of pensions. At present, there are about
261, 000 pensi on beneficiaries.
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