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COUNTRIES-WITH SPECIAL REFERENCE TO MACEDONIA

Abstract

This paper discusses the implications of the global financial crisis for developing countries, with
special reference to Republic of Macednia. The crisis, through deleveraging and/or flight to quality, spread to
those economies whose companies and banks had no connection with the securities linked to the subprime
mortgages that triggered the crisis. The hierarchical and asymmetrical nature of the present international
financial and monetary architecture caused these movements to have much greater destabilizing effects on the
foreign exchange markets of the emerging-market economies. The global financial and economic crisis has
demonstrated the need for major reforms in the system of global economic governance. Such reforms are
necessary in order to reduce the predominant influence of financial markets in determining the conditions
under which governments design their macroeconomic and development policies. The key to greater stability
lie in a multilaterally agreed set of principles and rules for exchange-rate management, accompanied by a
framework for macroeconomic policy coordination among the systemically important countries. In developing
countries and emerging-market economies the use of capital controls would help stabilize the macroeconomic
context for investment in real productive capacity and successful integration into the global economy. Besides
the statement of Macedonian government in 2008 that Macedonia will not feel the effects of the global financial
crises, based on the fact that Macedonian economy and financial and banking sector waren’t integrated
enough in the global one, and its liquidity was based on stable sources, one year after Macedonia has already

strongly felt the effects of the global financial and economic crisis, and the country has entered the recession.
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The main reason is that Macedonia is a small country and its economy is based on liberal external trade; on
the annual level it reaches about 100% and more of the annual GDP of the country.
Key word: financial crises, implications, developing countries, Macedonia

Introduction

The economic crisis that developed in financial markets in the developed world has spread — in a
variety of ways — into developing countries. integrated financial sectors, which felt the aftershocks from Wall
Street and the City. Next came the impact on trade, as volumes and prices of commodities and manufactures
collapsed across the globe. Workers selling food on the street, doing piecework in the home and picking
through waste were affected alongside workers in the factories as demand for their services dropped and more
people joined their ranks. Remittances from migrant workers in rich countries were also hit, though not as
badly as anticipated.

Finally, with an even greater lag time, comes the impact on government spending in poor countries and donor
aid budgets — it is yet to be seen whether rich country governments will stand by their aid promises, or force
poor countries and people to pay the price of th rich world’s financial folly.

Many developing countries enter this crisis with advantages that they lacked during the shocks of the
1980s or 1990s. The strengthening of macroeconomic policies — including fiscal and external positions, in
many cases — leaves them less vulnerable.

The first priority is to prevent financial contagion from crippling domestic banking and non-banking
financial sectors. Because of the high level of interlinkages among the world's financial firms and sectors, these
effects have begun to arrive before the real-economy effects in some countries. Stock markets have declined
sharply, some currencies have depreciated substantially, and sovereign interest-rate spreads have risen with the
"flight to safety” in world markets. At a more micro level, some developing-country exporters are already
finding it hard to obtain the trade credits that are their lifeblood, which could cripple export sectors that will
soon be hit by the fall in foreign demand.

Developing countries that enter the crisis with large balance-of-payments and fiscal deficits were the
most vulnerable to these effects. Such countries had larger financing and adjustment needs, if the current
account swings sharply from deficit to balance as capital dries up, as occurred in the Asian financial crisis. This
put a deep strain on the balance sheets of domestic firms and banks, potentially leading to a cascade of
bankruptcies and bank failures. If their fiscal resources were already strained to the limit, then it was impossible
to mount domestically financed rescues of their financial sectors. These countries were likely had to seek
financing for the international financial institutions, especially at a time when bilateral donors are already
straining to meet domestic crisis needs.

More generally, developing-country governments have two main macroeconomic tools for responding
to the negative shock that is coming their way: monetary policy and fiscal policy. One great risk is that if the

credit crisis is not effectively resolved, the global economy could enter a period of deflation like the one that
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Japan suffered through in the 1990s. In that environment, standard monetary policy will not likely be effective
in the developed economies.

Firms in these countries are already on or near the global technological frontier, so there is limited
room for industrial upgrading, meaning that any credit-financed expansion would primarily be in terms of
production capacity. But in the face of low demand and excess capacity, developed country firms are not likely
to want or be able to borrow to finance expansion.

In the developing world, by contrast, there is more room for credit-financed industrial upgrading,
which may give more room for monetary policy to work in those countries that can afford to use it. Not all
countries were able to; some found themselves forced to tighten monetary policy and increased interest rates to
prevent excessive currency depreciation or capital outflows.

On the fiscal-policy side, developing-country governments have a variety of tools that they could use to
cushion the blow of the shock. Governments with some fiscal space can respond by injecting some well-
designed fiscal stimulus into their economies, to generate domestic demand that can offset the expected decline
in foreign demand. Developing countries have pressing needs that can be met through public investments. One
such need is building of infrastructure, especially after a period when private-sector growth has sometimes
outstripped the ability of the public sector to provide the infrastructure needed to sustain that growth and rural

infrastructure where the infrastructural gap exists between urban and rural areas.

A brief outline of the crisis

The origins of the current world financial crisis are now well known. They lie in the worldwide
financial excesses of the past few years and even decades; the bursting of the housing and oil price bubbles;
excessively low interest rate policies; massive trade surpluses in some countries and trade deficits in others; and
savings rates that are too low in some parts of the global economy and too high elsewhere.! The cumulative
effect is a financial and liquidity crisis that become a global macroeconomic upheaval, with significantly
negative world GDP growth, sharply increased unemployment, pressures on public revenues and deflation.

In developed countries, the crisis stems from a drying up of credit flows as financial institutions are no
longer able to assess the creditworthiness of other enterprises, whether financial or nonfinancial. For instance,
the inability of some companies to obtain insurance for orders they have placed with suppliers has caused them
to curtail or shut down their production and sales activities. This problem has been aggravated by developments
on the demand side, with households compelled to increase their savings to compensate for the fall in the value
of their financial and real estate assets. Rising fears of unemployment have also led households to curtail
consumption. In this sense, the crisis differs from most of those in the past in that the problem is not a lack of
demand for credit but a lack of supply of credit.

For the developing countries, which have become increasingly integrated into global trade and finance
over the past few decades, the crisis is not one of credit but of falling demand in the markets of developed

countries. The financial crisis in the developed countries did not initially affect developing and transition

1 Marcelo de Paiva Abreu, The Effect of the World Financial Crisis on Developing Countries:An Initial Assessment, 2009
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economies as the crisis did not originate within their financial systems. It was even hoped that the real economy
in the developing countries would escape unscathed and even that growth in developing countries would help to
buoy the world economy, as it did in the recession at the beginning of this century. But when demand fell in
developed countries, volumes and prices of exports from developing countries declined. This initial severe
contraction of output and employment in the export industries of developing and transition countries in turn has
spread to other industries in these countries, causing economy-wide declines in output and employment.

The extent of the effects of the global crisis on developing countries depends on the importance of
exports and capital inflows in their economies. Countries that depend on exports of primary commaodities other
than oil have also been hit hard because of the sharp decline in prices of export commaodities.

The increasing integration of world finance also means that the crisis is having a serious effect, both
directly and indirectly, on investment in developing countries. Not only is foreign direct investment (FDI)
declining, but foreign financial institutions are withdrawing their investments in developing countries’ stock
exchanges and repatriating the proceeds, resulting in sharp declines, often of more than 50 percent, in stock
prices and large devaluations, often of more than 25 percent, in their currencies. The drop in stock prices
further hurts investment in developing countries; the effect of currency devaluation, however, depends on the
share of imported inputs in production or in the consumption basket of workers.

The financial crisis had its immediate reverberations in those developing countries that were closely
linked to the global financial markets, as capital took refuge in safe havens and there was a rapid flight of
capital from emerging markets to the advanced economies and particularly the US. This initial impact on the
developing countries , however, was less pronounced as they were less integrated into the global fi nancial
markets. With the
deepening of the financial crisis, freezing of credit, and the sharp fall in the market value of private wealth, the
financial crisis turned into a crisis of the real economy, beginning in the fall of 2008. The least developed
countries have been affected more during this later phase of real economic crisis.

The global economic crisis has led to a sharp reduction in world trade and rapid decline in commaodity
prices. Th is is one of the main mechanisms through which developing countries have been affected.

Foreign direct investment (FDI) flows which achieved their highest level in 2007 have been declining
rapidly since the onset of the financial crisis. The decline in FDI is the second channel through which the
developing economies have been aff ected.

A third transmission mechanism, which can be of critical importance for some developing and least
developed countries, is the slowdown in migrant workers remittance flows. As unemployment in the advanced
countries increases and the end of the commodity export boom in some of the labour importing developing
countries reduces the demand for migrant labour, the labour exporting developing countries have experienced
noticeable declines in remittance flows.

The economic crisis has led to a sharp deterioration in the fiscal position of all advanced economies.
This put pressure on the Official Development Assistance (ODA) budget of the Organisation for Economic

Cooperation and Development (OECD) countries, which had dire consequences for the developing
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countries.The impact of the global economic crisis on the developing countries is thus multifaceted, and
affected different countries in different ways, depending on the mode of integration of the particular country in
the global economy and the structure of its domestic economy.

Besides the great deal of uncertainty with regard to the depth and length of the economic recession in
the advanced countries, it is nevertheless clear that the global crisis had important implications for growth and
poverty in the less developed countries and for the achievement of the Millennium Development Goals. This
can be particularly onerous, as the current global crisis has arrived on the heels of the food and fuel crisis of
2007 2008 which inflicted a great deal of hardship on non-oil exporting countries.

The global financial crisis have caused a considerable slowdown in most developed countries.
Governments around the word tried to contain the crisis. Stock markets were down more than 40% from their
recent highs.? Investment banks have collapsed, rescue packages were drawn up involving more than a trillion
US dollars, and interest rates have been cut around the world in what looks like a coordinated response.

Leading indicators of global economic activity, such as shipping rates, were declining at alarming rates.

Impact of the financial crisis on developing countries and their response

The financial crisis affected developing countries in two possible ways. First, there was financial
contagion and spillovers for stock markets in emerging markets. The Russian stock market had to stop trading
twice; the India stock market dropped by 8% in one day at the same time as stock markets in the USA and
Brazil plunged. Stock markets across the world — developed and developing — have all dropped substantially
since May 2008. We have seen share prices tumble between 12 and 19% in the USA, UK and Japan in just one
week, while the MSCI emerging market index fell 23%. This includes stock markets in Brazil, South Africa,
India and China. We need to better understand the nature of the financial linkages, how they occur (as they do
appear to occur) and whether anything can be done to minimise contagion.

Second, the economic downturn in developed countries had also significant impact on developing
countries. The channels of impact on developing countries include:

« Trade and trade prices. Growth in China and India has increased imports and pushed up the demand
for copper, oil and other natural resources, which has led to greater exports and higher prices, including from
African countries. Growth in China and India was likely to slow down, which had knock on effects on other
poorer countries.

» Remittances. Remittances to developing countries declined. There were fewer economic migrants
coming to developed countries when they are in a recession, so fewer remittances and also probably lower
volumes of remittances per migrant.

* Foreign direct investment (FDI) and equity investment. These was under pressure. While 2007 was
a record year for FDI to developing countries, equity finance was under pressure and corporate and project

finance were already weakening

2 Overseas Development institute: The global financial crisis and developing countries. October, 2008.
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» Commercial lending. Banks under pressure in developed countries were not able to lend as much as
they have done in the past. Investors were, increasingly, factoring in the risk of some emerging market
countries defaulting on their debt, following the financial collapse of Iceland. This limited investment in such
countries as Argentina, Iceland, Pakistan and Ukraine.

« Aid. Aid budgets were under pressure because of debt problems and weak fiscal positions, e.g. in the
UK and other European countries and in the USA.

» Other official flows. Capital adequacy ratios of development finance institutions were under
pressure. However these have been relatively high recently, so there is scope for taking on more risks.

Each of these channels needed to be monitored, as changes in these variables had direct consequences
for growth and development. Those countries that have done well by participating in the global economy lost
out most, depending on policy responses, and this was not the time to reject globalisation, but to better
understand how to regulate and manage the globalisation processes for the benefit of developing countries. The
impact on developing countries varied. It have depended on the response in developed countries to the financial
crisis and the slowdown, and the economic characteristics and policy responses, in developing countries.

Given the fact that there has been a worldwide trend towards external opening in recent decades, the
global crisis had severe effects on developing countries. As indicated, remittances showed some resilience.
Financial turmoil had stronger effects on middle income countries more integrated into world financial
markets, whereas low-income countries dependent on official flows have remained less affected by the capital
flows channel. Given the magnitude of the collapse of commodity prices, the trade channel affected all
countries, but was likely to affect commodity-dependent economies more, many of which are low income
countries. Countries with stabilization funds (generally, energy exporters and some metal exporters) were able
to use past savings to cushion the effect of commodity price downswings.

National responses aimed to mitigate the contractionary effects coming from abroad and to rethink their
trade strategies. The room for maneuver to adopt expansionary fiscal and monetary policies depended on
balance of payments constraints. In the case of fiscal policy, it also depended on recent fiscal stances, inherited
public sector debts and the existence (or the absence) of well-developed domestic bond markets where the
public sector could finance its current imbalances in non-inflationary ways. Given the dependence on balance
of payments constraints, the availability of external financing was critical.

The dominant pattern over this period was an increasing number of countries with current account (and
indeed larger size) deficits. This trend was matched, however, by broad-based and, in many cases, large
improvements in debt ratios and, to a lesser extent, by foreign exchange reserve accumulation. Debt
improvements were associated both with domestic policies and with the major debt relief initiatives for low-
income countries (the Multilateral Debt Relief Initiative and a major debt relief granted individually by the
Paris Club). ®

The nature of the policy packages that were adopted depended on the countries’ current stance. For

those countries with a strong debt and foreign exchange reserve position but relatively weak fiscal stance, the

3 Working paper: The financial crisis and its impact on developing countries. UNDP, 2009
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room for maneuver lied more in monetary than with fiscal policy. More generally, most emerging economies
had the capacity to avoid the traditional pro-cyclical monetary policies of past crises and followed the
expansionary policy trajectories of industrial economies. Most had actually adopted policies to ease domestic
financing, to facilitate access of private sector companies to foreign exchange and, to a lesser extent, to reduce
domestic interest rates. They should continue to move in that direction. A similar rule of easing monetary
policy should be followed by other developing countries.

In the fiscal area, there was significant room to maneuver in a relatively large group of developing
countries. They used this space to mitigate the effects of the external shock. Infrastructure investment and
social spending were in the focus of these programs. The strategy depended on each country’s social policy
framework. Universal social policies in the areas of nutrition, basic education and health should be the major
policy focus, but targeted programs for the poor, such as conditional cash transfers, make sense in middle-
income countries (in poorer countries, by definition, poverty is widespread and universal programs are clearly
superior). Special emergency employment programs were also the essential complement, since unemployment
insurance, the traditional automatic stabilizer of industrial countries is generally absent in developing countries.
Within the available mix of policies, experience indicates that tax reduction policies are unlikely to have the
best effects and, rather, strengthening the tax base should be the focus of policy makers.

Although trade opportunities are not generally viable, trade policy also played a important role in the
recovery in at least three different ways. First, non-traditional exports could be encouraged, particularly in
commodity-dependent economies, through a mix of exchange rate depreciation and sectoral incentives. Second,
the possibility of strengthening domestic linkages of existing manufacturing export activities could also play a
role. Third, more active South-South cooperation could play a role, by encouraging trade through existing
integration processes. Payments agreements among central banks also plaedy a role in facilitating such trade

without the need for hard currencies.

Finally, and very importantly, the crisis provided an opportunity to rethink the role of domestic
markets, which were largely left out from the radar of policy makers during the reform period. Indeed, a major
implication of expansionary macroeconomic policies was that all countries can contribute to the global
economic recovery by focusing on their domestic demand. Protection policies would be clearly counter-
productive, generating beggar-thy-neighbor effects. But policies that focus on the mass market for consumer
goods and on strengthening small- and medium-sized enterprises, which tend to depend heavily on local

markets, can play a role in policy packages that place domestic demand again at the center of economic policy.

The impact of the global financial crisis on Macedonian economy
Towards the middle of 2008th, when the global financial crisis was hanging with all its strength, the
Macedonian Government thought that Macedonia will not feel the effects of the global financial crisis. It even
stated in certain occasions that the Macedonian economy will make profit out of the crises. This statement has

been supported with the fact that The Macedonian Financial and Banking Sector wasn’t integrated enough in
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the global one, and its liquidity was based on stable sources (deposits of the citizens and cooperative sector), so
significant disrupt in the Macedonian economy couldn’t occur.

One year after this “Don’t worry” policy, Macedonia has already strongly felt the effects of the global
financial and economic crisis, and the country has entered the recession. According to the official preliminary
data from the State Statistical Office, Macedonia’s GDP in the first two quarters notes decreases of 0,9 % and
1,4 %.4

Macedonia is small country and its economy is based on liberal external trade; on the annual level it
reaches about 100% and more of the annual GDP of the country. The economy depends on the import of goods,
which is nearly twice bigger than the export of the country. As a result of that, Macedonian trade deficit
reached the level of over 25% of the GDP in 2008 with absolute value of over 2, 5 million dollars.

Traditionally, in significant part, the high trade deficit has been financed from the money transfers of
Macedonian workers abroad. The global crisis has affected these transfers despite the fact that the growth of the
trade deficit has remained on the same level. These disadvantages have created huge deficit on the current
account, of 14% of the GDP in 2008. Thus, Macedonia has entered the state of economic recession, followed
by a strong decline of the situation in the external sector.

The global financial and economic crisis that erupted in 2007 and 2008 and the ensuing Great
Recession had a huge impact on the Macedonian economy. Previous healthy growth rates were rapidly
interrupted towards the end of 2008, and GDP even fell in 2009, before recovering sluggishly in 2010-2011
and then slightly falling again in 2012.

As a small open economy, heavily dependent on trade and financial links with other countries, it is
commonly thought that the trade channel was the strongest transmission channel. Indeed, exports were the first
to react to the crisis, falling rapidly by 6.3 % in 2008 and 15.8 % in 2009, in real terms.® Other GDP
components were more sluggish, but eventually they also adjusted downwards. Imports only slowed down in
2008, but then fell by 14.3% in real terms in 2009. Most of the adjustment in domestic demand also occurred
with some delay,
with personal consumption falling by 4.7% in 2009, while gross investments were almost unchanged in 2009
and then fell by 6.7% in 2010. However, the effects of the crisis were also felt via the financial channel. Unlike
most other countries, this was not so much due to the halt of foreign funding, as lending was mostly financed
by domestic deposits, but to the heightened uncertainty and consequently the more conservative bank lending
activity.

Indeed, credit growth slowed from 34.4% in 2008 to 3.5% and 7.1% in the end of 2009 and 2010
respectively, and is still far from the double — digit growth before the crisis. In addition, the uncertainty
regarding the euro crisis also affected private transfers, which are essential in financing relatively large trade
deficits. Their annual growth became negative in the final quarter of 2007, and they continued to fall in most of
2008 and early 20009.

* Friedrich-Ebert-Stiftung, Office Macedonia: The Impact of the Global Financial Crisis on the Macedonian Economy and the
Economic Situation in the Macedonian Households, October, 2009
5> Rilind Kabashi: Effects of the global crisis on Macedonia: a counterfactual analysis.academia.edu
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Finally, these movements in the economy, and particularly in foreign reserves, resulted in various
policy responses by the central bank. Unlike most other central banks, the NBRM was tightening its policy
until March 2009 in order to maintain the exchange rate stability, and then kept it unchanged by the end of
2009 before the start of its gradual relaxation. In addition, the central bank intervened in the market by selling
foreign currency, particularly in the first half of 2009. The central bank also undertook additional measures in
order to maintain and strengthen financial stability. Certainly, monetary policy actions were significantly
affected by the need to maintain a stable exchange rate, while inflation slowed down due to supply side factors,
which implied that output
movements had only secondary priority in the early stage of the crisis. However, once foreign reserve
movements were stabilised, the central bank did pay additional attention to supporting economic growth.

The banking system has retained the role of the most developed financial sector in the Macedonian
economy. Total assets of the banking sector on 31.12. grew by 7.1%, in comparison from last year. The reasons
for the dominant role of the banks were:®

e The traditional role of the banks as major financiers of the Republic of Macedonia,
e Poor development of the financial markets,

o Deregulation and competition in the banking sector,

¢ High profitability of banks.

The global financial and economic crisis, had a different impact on the Macedonian financial and real
sector. The Macedonian financial and banking sector was not directly affected by the global financial crisis, but
could not avoid the negative effects of the global recession movements, that were spilled on the domestic real
sector, and through reduced production and consumption on the banking sector, as well. The stable position of
the banking sector was result due to its closeness to international financial markets, lack of exposure to "toxic
financial products,” its strong capital and liquid position, caution in taking risks, and effective prudential
measures taken by the National Bank of Macedonia (NBRM). Although the world crisis has been spread on the
relation: financial - real sector, in Republic of Macedonia, an opposite case had happened, so the crisis
occurred, because of the recession, that limited and reduced the lending and financing, afterwards.

The first attack by the crisis in 2009, has created great pressure on the Macedonian denar, because of
the high euroisation of the financial obligations in the country, where has emerged some serious pressures and
risks on the financial stability, which can be seen, through increased buying of euros, reduced volume of capital
flows and the existence of an imbalance of foreign exchange market, which created some conditions
devaluation rate. This situation waseven greater, if we known to the Macedonian denar is pegged to the euro

and the trade deficit is very high and the reserves are limited.

Solutions for overcoming the consequences of the crisis in Macedonia

® Marijan Stevanovski, Aleksandar Dejanovski: The Consequences of the World Economic Crisis on the Macedonian Financial and
Real Estate Sector. TEM Journal — VVolume 2 / Number 1/ 2013
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Having in mind the mentioned effects the global economic crisis had on the macedonian economy, the
primary challenges facing economic policy decision makers were:

o how to alleviate the effects of the crisis without disrupting market principles, while at the same time
helping with long term measures that will improve the competitiveness of the domestic economy,
and

¢ how to finance the domestic economy, in circumstances of reduced domestic demand and reduced
economic activity as a result of reduced external consumption.

The approach which promises the most appropriate solutions was a cooperation between economic
policy decision makers, experts and the business community. Based on the already established dialogue with
the business community, from the end of 2008 up to the third quarter of 2009 three packages of so called anti-
crisis measures have been implemented.’

The first package of anti-crisis measures (November 2008) was comprised of 10 measures aimed at
relieving the economy, valued at 300 million euros. These measures were directed at improving the liquidity of
companies by eliminating certain income taxes (companies do not pay income tax if they do not distribute it to
the owners of the companies, which means this money remains as operational funds for the companies); the
writing off of interest payments due to unpaid personal income tax, income tax and real estate tax; payments for
pension insurance of the most vulnerable categories of labor intensive companies; reprogramming of tax
obligations, more precisely those companies that are experiencing difficulties in their work were able to pay
their tax in installments up to three years. Furthermore, among the first package of anti-crisis measures are also
measures that were implemented at the request of companies-customs breaks for importing equipment, raw
materials and repro-material intended for production. This lifted customs for approximately 500 tariff items.

The second package of anti-crisis measures (March 2009) promoted an investment program with
infrastructure projects in energy, transport, environmental protection, education and culture. Total investments
amount to 8 Billion Euros which were planned to be realized over the next 6--8 years with state investments,
private investments or public-private partnerships. The goal was to more easily overcome the global crisis in
the coming period and to continue the investment cycle, and with that to alleviate the effects of reduced foreign
demand on the domestic economy.

The third package of anti-crisis measures (May 2009) encompasses 70 measures refered to three
segments: first - the rebalancing of the 2009 budget; second - credit support for companies; and third - other
measures aimed at reducing barriers and costs of doing business by companies.

The rebalancing of the 2009 budget was aimed at reducing expenditures in order to adapt to reduced
income, which was supposed to save money that sould be used to maintain the macro-economic stability of the
country and maintain a stable exchange rate for the denar. The need for a rebalance was because of the creation

of a fiscal policy, which through increased productive investments, which also included public investments,

7 Dr. Fatmir Besimi, Minister of the Economy of the Republic of Macedonia: The global economic crisis and the challenges facing the
Republic of Macedonia.2009
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was aimed at efficiently stimulating the expected slowing of economic activity caused by the crisis.

As far as credit support for companies is concerned, a package of measures for direct credit support of
the private sector was adopted, through a credit line from the European Investment Bank (100 million euros).
The money were earmarked for support of small and medium size companies, which employ the largest
percentage of workers in the Republic of Macedonia (approximately 90% of all employed in industry). The
support was realized through the Macedonian bank for development promotion (100 million euros) and the
commercial banks (100 million euro). Macedonian bank for development promotion participated with
subventions for interest payments for small and medium size companies (interest rates were approximately 6%,
which was less than the current market interest rate of 12%), and in subventions for the guarantees that the
commercial banks are asking from companies for extending credit lines to them, as well as for extending
guarantees from the Macedonian bank for development promotion for Macedonian companies trying to enter
foreign markets.

The other measures for supporting companies, through a reduction of barriers and costs of doing
business in the Republic of Macedonia are part of a mosaic of greater measures. More precisely, this package of
measures refered to measures to simplify customs procedures and speed up the flow of goods through the
border. The successful implementation of the first phase of the project Regulatory guillotine contributed to a
reduction of bureaucracy, expenses that companies make to receive permits, confirmations, approvals and other
administrative services, which burden every day work.

Besides the three packages of anti-crisis measures, aimed at securing greater macro-economic stability,
sustaining domestic financial liquidity and stability of the exchange rates in circumstances in which trade
deficits have increased and reduced FDI's,the need appeared for additional external financing of the domestic
economy in order to compensate for reduced foreign demand. This was especially important for macedonian
macro-economic stability, especially because of the policy of the monetary authorities to maintain a stable
exchange rate, when foreign financing will directly influence the reduction of interest rates and increase foreign
currency reserves. Having these arguments in mind, the Republic of Macedonia issued euro-bonds in the
amount of 175 million euros.

Macro-economic movements in the first three quarters of 2009 indicated that macro-economic stability
have been maintained, in the sense of stable prices and a stable exchange rate, which for a small and open
economy is of exceptional importance in creating a favorable business climate. In the long run this created
conditions to attract more investments, which with new technology and know-how can make the domestic
economy more competitive on the world markets.

Along with the continuing dialogue with the business community and the monitoring of current
economic movements, further measures had been prepared, like a new rebalancing of the Budget, new
reductions and elimination of customs for repro-material and equipment for production, as well as other forms
of support for companies based on market principles and the functioning of an open economy.

Despite the challenges Macedonian economy was and is still facing due to the effects of the global

economic crisis, it still have to solve the chronic transition problems, more precisely the several year long trade
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deficit and unemployment. At the same time the main challenge remains —h ow to increase the competitiveness
of the domestic economy, so that it can handle global competition, which is especially important for a small and
open economy. The goals of macedonian economic, industrial and trade policy is to create a horizontal frame
(according to the Lisbon convention), which has to link the constant improvement of the business climate,
attract investments and increase innovation in science. This will influence the creation of a new structure of

import and export, constant economic growth and improve the living standard.

Conclusion

The financial crisis had its immediate reverberations in those developing countries that were closely
linked to the global financial markets, as capital took refuge in safe havens and there was a rapid flight of
capital from emerging markets to the advanced economies and particularly the US. This initial impact on the
less developed countries, however, was less pronounced as they were less integrated into the global fi nancial
markets. With the deepening of the financial crisis, freezing of credit, and the sharp fall in the market value of
private wealth, the financial crisis turned into a crisis of the real economy, beginning in the fall of 2008. The
lessdeveloped countries have been affected more during this later phase of real economic crisis. The global
economic crisis has led to a sharp reduction in world trade and rapid decline in commaodity prices. This is one
of the main mechanisms through which these countries have been affected.
In the Republic of Macedonia, as a small and open economy, the effects of the global economic crisis were felt
with a certain delay. The impact was primarily in the real sector, through the foreign trade exchange, as a
consequence of which there was a drop in industrial production, an increased trade deficit and reduced FDI's.
This in turn reflected itself in reduced budget income, reduced financial liquidity and increased interest rates.

Eliminating certain taxes, reducing customs for repro-material and machines, the investment program
in infrastructure, the rebalancing of the budget, foreign credit lines (in order not to reduce domestic demand), as
well as the securing of funding for the Macedonian bank for development promotion in order to secure cheaper
credits for small and medium sized companies, were part of the measures which we undertook to alleviate the
consequences of the crisis. At the same time, attention was paid to make sure that the measures would have an
effect in reducing the consequences of the crisis, but at the same time that they are market oriented so that in

the long run they will increase the competitiveness of the domestic economy.
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