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PREFACE

The organizing is an evolutionary phenomenon, mtisitre because of laws of existence and
maintaining all structures in all processes ofrtlienctioning. As such, it is a civilizational
phenomenon also that occurs as a component of hunthvidual and social activities and as
a factor in the overall development of man andetgciOn the other hand, as a deliberate human
activity, organizing involves seeking solutionspreblems that occur on the way to achieving
specific goals. No goal can be achieved withoutr@pate or necessary, or at least minimal
organization of conditions, factors and processesiad for goal achievement. However, the
modern era requires new types of leaders and memaged new forms of organization;
demands those who are willing and able to lead:dmepany / corporation / state, in a distinct
competitive environment, with all the good and batés brought by the globalization of world
economy.

The organizers of the LIMEN 2016 conferencéaculty of Engineering Management -
Belgrade, Modern Business School - Belgrade, FaaiflBusiness and Management Sciences
- Novo Mesto, Slovenia, Faculty of Business Manage¢mnd Informatics - Novo Mesto,
Slovenia, Business Academy Smilevski - BAS, Skéfgeedonia, BAS Institute of
Management, Bitola, Macedonia and Association afremists and Managers of the Balkans
headquartered in Belgrade - Serbtahave recognized the problem that nowadays eixists
most modern organizatiorsd much management and too little of leadersdoghey organized
Second International Scientific-Business Conferetited: Leadership and Management:
Integrated Politics of Research and InnovationtMEN 2016 in Belgrade on December 15,
2016 at the Hotel Moskva.

Bearing in mind the challenges of a dynamic engayé¢nm contemporary organizations, it is
clear that within the analysis of
these two important subject
should be applied
interdisciplinary approach. Fo
this reason, the main theme of tf
conference LIMEN 2016 was
processed through the followin
key topics.

» Leaders and Leadership

» Entrepreneurship, Innovation,
Creativity

* Management of Small and
Medium-sized Enterprises

» Contemporary Strategic
Management

* Financial Management and
Banking

» Marketing Management

* Project Management
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* GREEN Management » Public Sector Management

» Natural Resource Management * Human Resources Management
* Quality Management » Organizational Behavior

» Management of New Technologies » Business Ethics

* Management Information Systems » Labour Law

» Education Management » Business Law

* Intercultural Management

The aim of this year’s conference is also achievatihg together the academic community of
the Balkans region and other countries and pulbbicadf their papers with the purpose of
popularization of science and their personal arlbciive affirmation. The unique program

combined presentation of the latest scientific tgwments in these areas, interactive
discussions and other forms of interpersonal exgpba experiences.

The conference was opened [Brof. dr Karmen Erjavec, Vice-Dean of the Faculty of
Business Management and Informatics - Novo Mestoyvedia; Prof. dr Viadimir
TomasSevi, Dean of the Faculty of Engineering Managemenelgiéde and a member of the
Scientific Committee of the conferenderof. dr Goran Dasi¢, Assistant Director of the
Modern Business School from Belgrade and a membéhneo Scientific Committee of the
conference antroS Mir ¢evié, President of the Association of Economists anch&d@rs of
the Balkans.
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Participation in the conference took a totf 192
researcherswith the;paperepresenting:
* 16 different countries,
» 36 different universities,
* 37 eminent faculties,
» 5 scientific institutes,
* 9 colleges,
» various ministries, local governments, publ
and private enterprises, multination
companies, associations, etc.

In the Conterence Proceedings of the LIMEN 20
conferene 97 papershave been published on mol

than 800 pages
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Belgrade, December 15, 2016

WHAT DRIVES CREDIT EUROIZATION IN EMERGING
COUNTRIES? THE EVIDENCE FOR MACEDONIA

HITO JA TIPUIBU/KYBA KPEJIUTHATA EBPOU3ALINJA KAJ
3EMJUTE BO PA3BOJ? IPUMEP 3A P. MAKEIOHHNJA

Tatjana Boshko?!
Gligor Bishev*?
Nevena Vrcelf3

Abstract: In recent years, an increasing share of creditha emerging countries in Europe
has been denominated in foreign currency, a proed¢ss referred to as credit euroization.
Despite warnings from researchers and central banke inherent risks associated with
foreign currency (FX) lending have been undereswa@r neglected by banks and borrowers.
The global financial crisis induced a materializati of these risk factors. The weakening of
emerging European countries currencies againstibm led to a significant increase in the
real costs of unhedged FX borrowing and consequérdgher expected credit default risks for
banks. The FX-loan and FX-deposit ratios do nottaagpthe whole scale of euroization as
transactions often take place outside of the bapkimannels. The high level of euroization is
common in emerging countries in Europe as in coestwith fixed exchange rate regime.
Considering the exchange rate experience of Madaddnis likely to remain significantly
erotized country for an extended period. An appiadpr strategy could be support of the
domestic market and maintain prudent policies thdigate the risks of foreign currency. This
paper shows the presence of the foreign currencylynan the Macedonian economy and
suggests that credit euroization is driven by fgneborrowings.

Key words: crediteuroization, FX, FX- loan, FX-deposit, Macedonia.

AncTpakT: Bo nocieonume 200uHu, 3201eMeHUOm yoel Ha KpeOumu Kaj semjume 80 pazeoj 80
Espona e Oenomunupan 60 cmpaucka 6anyma, npoyec KOoj UCMO MaxKa e NO3HAmM KAaKo
KkpeoumHa espousayuja. llokpaj npedynpedysarbama 00 cmpana HaA ucmpaxcysavume u
yewmpaninume OAHKU, puzuyume NOBP3AHU CO KpPeOUmupaHama CmpaHcka 6aiyma e
nomyeHema uiu ce 3anocmaseHu 00 bawkume u Ooaxchuyume. Inobarnama gurancucka
Kpu3a npeouzsuxa mamepujaiuzayuja Ha osue pusux gaxmopu. Cnabeervemo Ha aiymume
Kaj egponckume 3emju 60 pazeoj 60 0OHOC HA e8POMO 008ede 00 3HAUUMENHO 320]1eMY8arbe Ha
peannume mpouloyu 3a HexeuuparHume 0e8U3HU 3a00XHCY8arbd, A d NOCIe008AMENHO U CO MOod
ce oueKy8a NosUcOK KpeoumeH pusux 3a oankama. Cmanxama Ha OeusHume Kpeoumu u
OesusHUmMe 0eno3umu He ja ongaraam yenama pamKka Ha e8pou3ayujd, Kou Kako mpaHcaKxyuu
ce cyyysaam HA08Op 00 Kanaiume Ha baHkama. Bucokuom cmeneH na espousayuja e wecma
nojasa 6o 3emjume 60 pazeoj 6o Eepona, xaxo u kaj semjume co pesxcum Ha pukcen OesuseH
kypc. Co o2neod Ha desusnuom Kypc Ha Makedonuja, éepojamno maa Ke ocmane 3HAYUMENTHO
espousupana 3a nooone epemeHcku nepuod. Cooogemnmaa cmpameuja moxce 0a ouoe 3Hax
Ha no0OpuwiKa HA OOMAWHUOM NA3AP U 00PAHCYBAIbE HA NPYOEHMHU NOIUMUKU KOU Ke 2U
yonascysaam oesusnume puzuyu. O80j mpyo 20 nOKaxicysa npucycmeo Ha CMpaHcKa 8aiymd,

31 Assistant Professor at Faculty of Tourism and Bessirl_ogistics, University “Goce Delcev”, Stip, Mdoaia
32 University Professor and Executive Director andi@han of the Board, Sparkasse Bank, Macedonia
33Association of Economists and Managers of the Balklistanicka 179/2, Belgrade, Serbia
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2NIABHO, 60 MAKEOOHCKAMA eKOHOMUja U cyzepupa O0eKa KpeoumHamad espousayuja e
NPUOBUICYBANHA 00 CIMPAHA HA CMPAHCKUMeE 3ajMy8arsd.

Kuayunu 300poBu: xpeoumna espouzayuja, oesusu, FX-xpeoum, FX-0enozum, Maxeoonuja.

1. INTRODUCTION

means of payment. Until the establishment of theogean Monetary Union, the most

widespread international reserve currency is dalte2002 that function is assumed by
the euro (Boshkov, 2015). Emerging Europe has beerof the most dynamic growth regions
in the past years. Robust economic growth and thieipation of EU integration fostered
financial deepening (Eller, Frommel and Srzenti@1l®. Rising incomes, the increase in
banking sector activities and financial integratwith more developed countries triggered an
unprecedented credit growth throughout the regieBRD, 2010). The denomination of an
increasing share of these credits in foreign caydms become a distinctive feature of the
catching-up process in the region (Rosenberg arghRj 2008). This phenomenon, which is
also referred to as credit dollarization or crealitoization, however, exposes the financial
system to a number of additional risk factors (Bofdeissner and Stuckler, 2010).

The term euroization implies different monetary egst that use foreign currency as

European countries have a higher degree
euroization of around 60% on averag Tatjana Boshkov
compared to 25-30% - Latin America and She is a University

10% in East Asia (IMF, 2015). Professor at Faculty of
Tourism and Busines: |
The high level of credit euroization i Logistics, “Goce

considered as a challenge for politic Delcev” University —
Euroization is a balance sheet risks for t Stip, Macedonia. She J
economy, as well as debtors in FX, revent teaches  Internatinal
and assets denominated in local currency t Finance, Exchange
are subject to sudden changes in excha rate policy, International Payment Systems,
rate (Balifio, 1999). As a result, currency ri: Financial statement analysis, Network
could turn into indirect credit risk. In additior Systems of Sales, Business Administration. In
high euroization reduces the effectiveness 2006 aside from the Faculty, she completed
monetary policy transmission as the cent the course of Integrated Marketing
bank may affect local currency rates throu: Communication held by Robert Lauterborn,
its policy rate, but has little effect on foreig PhD, University of North Carolina at Chapel

currency rates. Hill USA. During the period 2007-2009
Boshkov worked on Faculty of Economics in
2. LITERATURE REVIEW Prilep, St. Clement Ohridski, University —

Bitola. In 2009, as participant in TEMPUS
A variable, which is believed to be one of tt project, Boshkov realized researcher visit on
most important explanatory variables fc Wirtschaftsuniversitat — Wien. Since 2010,
credit euroization, is the difference betwer she is employed as Assistant at the Faculty of
the domestic lending rate and the foreir Tourism and Business Logistics, Goce
lending rate (Rosenberg and Tirpak, 200: Delcev University — Stip.
Another variable used to explain crec
euroization is the share ébreign currency depositsn total deposits. Banks are typically
prevented by regulation to exhibit large currenagmatches on their balance sheets (Calvo,
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2002). These would occur if banks receive depasitioreign currency and lend in local
currency. Banks thus try to align the amount okifgn currency loans they grant with the
amount of foreign currency deposits they hold (@zsbal., 2010). The EBRD (2010) also
finds that the currency structure of bank depasitskey determinant of FX lending.

Rosenberg and Tirpak (2008) introduce libemn-to-deposit raticas a measure of the extent to
which funding comes from abroad. The typeerthange rate regimes generally believed to
influence the level of credit euroization. Arte200Q5) reports that there exist two competing
views on the relationship between the exchange maggme and currency mismatches.
According to the majority view, fixed exchange re¢gimes encourage currency mismatches,
as economic agents feel to be protected from ang & exchange rate fluctuation (Arteta,
2005).

Studies Title Methods
Exchange Rate Regimes and
Arteta, C. Financial Dollarization: Does Pooled OLS
(2005) Flexibility Reduce Currency
Mismatches in Bank Intermediation
Basso, H., . , L Feasible generalized least Squares
Calvo- Financial Dollarization: The (FGLS)
Gonzalez, Role of Foreign-owned Banks and
. Data on household and corporate
Jurgilas, M. Interest Rates level
(2011)
Bednarik N : _
(2007) Loan dollarization in V4 countries OLS regressions
Beer et al. Borrowing in foreign currency: The Anal_yS|s of survey_dat_a
. Univariate tests Multivariate
(2010) Austrian households as carry traders . . : .
(multinomial) logit regressions
Honig, A. Dollarization, exchange rate regime OLS random effects
(2009) and government quality OLS fixed effects
Rosenberg, . :
C.. Tirpak, Determinants of Foreign Currency

M Borrowing OLS with country fixed effects
(2068) in the New Member States of the EU

Table 1. Literature review of empirical studiesavadit euroization

3. CREDIT EUROIZATION AND FOREIGN FUNDS CHANNEL IN EMERGING
EUROPE

The degree of loan euroization determines the @i@system’s exposure to systemic credit
risk in the case of large devaluations. Credit eat@mn is not uniform across the Central,
Eastern and Southeastern Europe (CESEE regionyir@-ig)). First, there are countries in
Emerging Europe in which FX and FX indexedns contribute more than two thirds of total
private sector lending. This applies to the Baltiantries, Serbia and Albania. Second, there is
a comparatively large group of countries where eetwone third and two thirds of total private
sector loans are denominated in foreign currenéys group consists of Croatia, Hungary,
Romania, Bulgaria, Macedonia, Moldova and Polartdtdl there are three countries, where
FX loans play a relatively minor role - Russia,\&lkia and the Czech Republic.
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Figure 1: Share of FX loans in total private settans in Emerging Europe (2015)
Sources: National central banks and authors cotgpila

The Euro is by far the dominant currency for FX-hean the region. Figure 2 shows that, more
than 90% of all FX-Loans in the selected countwere data are available are denominated
in Euro. In Hungary, two thirds of all FX-Loans alenominated in Swiss Franc. The US Dollar
and the Japanese Yen play only minor roles in sooumtries. Figure 2 shows the strong

relationship between FX-deposits and FX-loans.

100%
90%
80%

70%
60%
50%
40%
30%
20%
10% -
0%

Estonia Serbia Lithuania Hungary Romania Bulgaria Macedonia Czech
Republic

EUR ® Other currencies
Figure 2: Currency denomination of FX-loans in sedd CESEE countries, 2015
Note: Macedonia: banking sector assets in foreigreocy.
Sources: National central banks and authors cotipila

The ability of banks to lend domestically in FX deags critically on their access to foreign
funds. Some authors argue that foreign banks pteflend domestically in foreign currency.
As a result, the premium these banks charge on stan@irrency loans will increase, which
will in turn increase the incentives for borrowimgforeign currency. An interesting question
therefore is, whether foreign banks are actuallyemengaged in FX lending compared to
domestic banks (Calvo, 2002). Figure 3 shows tlposits and loans in percentage of total
deposits to the non-financial private sector amdsthong relationship between FX-deposits and
FX-loans.

63



Belgrade, December 15, 2016

0.8

0.6 1 4 RO ® 8G

04 ¢ MD

FX-loans as % of total loans

FX-Deposits as % of total deposits

Figure 3: FX-deposits vs. FX-loans, 2015
Sources: National central banks and authors caionla

Haiss and Rainer (2011) introduce the foreign fuctsnnel in credit euroization, allowing
foreign funds to enter the country not only throuwgtbsidiaries of foreign banks, but also
through domestic banks borrowing abroad. In theideh they present that banks Banks have
two possible sources of foreign currency supplgFe 4). The first source is foreign currency
deposits of residents. Secondly, to the extent tlmemestic supply of domestic currency
deposits, FX deposits, equity and bonds) does uftits to fund the desired (or demanded)
pace of credit growth, banks might turn to foresgurces of capital to cover this “funding gap”.

Foreign borrowings
(inFX)
Increased FX share Tightrestrictions on
of bank liabilities g

Lendingin DC and

open foreign

hedging of
exposure
. / exchange positions
FX deposits from Active promotion of
clients FXloans

Figure 4: The foreign funds channel in credit exation
Source: Haiss and Rainer, 2011

4. EUROIZATION IN MACEDONIAN ECONOMY

Tackling about euroization in Macedonian econonglpWw we present that FX deposits of

households/total of households show that aftemirpick up of the deposits in foreign currency

in the first wave of the crisis, they graduallyuedd afterwards. The process of stabilization of
the declining trend started in the second quaft2fd5. In recent years, foreign exchange (FX)
and FX-indexed deposits amounted more than 50%taf tleposits in the private sector in

Macedonia. Credit euroization increased by 40%esthe beginning of this decade and rose
about 55% in recent years. Countries with fixedhaxge rate are increasingly euroized
compared to countries with flexible exchange ragime. Macedonia has the lowest pillar,

with over 55% in recent years that is below therage in the region. In terms of deposit

euroisation, Macedonia is one of the most eurotxathtry among others.
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Analyzing the banks’ deposits and credits currestoycture on the liabilities side reflected on

the assets side could be seen that there is dotwioatnibution of the Denar component (Figure
5 and Figure 6).
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Figure 5. Deposit eroization, in %
Source: NBRM, IMF.
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Figure 6. Loan euroization, in %
Source: NBRM, IMF.

Macedonian banking system usually characterize Wwotig FX position, while foreign
liabilities to nonresidents are usually small asleghan 10% of the total liabilities (Figure 7).
In the acute stage of the global crisis, banks medethe spread between the Denar and FX
deposit interest rates, but in the last years tieeetrend of gradual spread reduction. The
Central bank of Macedonia — NBRM shows measurespporting the trend of de-euroization
(Figure 8). For achieving greater progress towardsization is necessary more time. But the
history of countries that had successfully de-eatidn show that its mainly countries with

flexible exchange rate regime. Examples are Clitagl, Mexico and Poland (Reinhart et. al.,
2003).
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Since Macedonia has strong commitment for fixedharge rate, which is peg, this can be
credible reason to be harder for rapid de-eur@mratMacedonia’s long-term commitment to
join the EU and eventually the euro area adds boiléglito the exchange rate regime and make
a move towards more exchange rate flexibility. Desgation should be supported by
macroeconomic stability, public debt managementdealopment of the domestic financial
market. For example, Israel, Chile and Polandesiatieir process of de-euroization by reduced
inflation and gradually stabilization of the econpas liberalization of the financial sector and
capital account.
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Figure 7. Assets and liabilities with FX compongap / banks' own funds (in %)
Source: NBRM.
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Figure 8. Interest rate spread between denar aeifjfocurrency deposit rate (in p.p.)
Source: NBRM.

2012 2013 2014 2015 2016 2017 2018 2019 2020
Reserve/STD(percenty 01.0 06.5 159 115 21.3 185 20.6 344 33.2
Reserve/Months of

prospective import 2 2 .0 2 2 2 .0 .6 .8
goodg/
Reserve/Broad money 7 37 g3 41 54 53 20 90 7.0

(percent)?
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Expanded “Greenspan-
Guidotti” 16

metric:Reserves/(STD+ ™
CA deficit)

8.8

Reserves/Fund
combination metric
(percent)

35.1

10.0 7.7

009 000 031 136 129

253 333 232 234 964 910 87.6 874

Tabel 2. Reserve adequacy ratios for Macedonia2t2020)
Notes: 1/ Suggested threshold for adequacy: 10&eper2/ Suggested range for adequacy: 3-6
months; 3/ Suggested threshold for adequacy: 2feper4/Suggested range for adequacy: 100-150
percent

IMF recommended a tightening of moneta
policies should demand pressures pick ug
low probability in the current environment, ¢
risks to financial stability emerge (IMF
2015). Consumer and mortgage lendir
growth rates have been in the double-digi
which require vigilance. The authorities
agreed and expressed their intention to 1
targeted macro-prudentipblicies to address
risks concentrated in specific borrower grou
while an increase in the policy rat@uld be
considered in case of external or pri
stability risks. Staff supports this approac
Reservesare adequate according to variol
metrics and are projected to remain so in i
medium term dampening external instabili
concerns (Table 2). Nonetheless, some pol
tightening may beneeded to preserve th
ongoing de-euroization, which has a beari
on financial stability, should external
uncertainties negatively impact the pace
private transfer inflows and conversion
deposits from foreign to local currency.

Credit history of the bank must contain ¢
relevant details for the bank to establish t
identity, creditworthiness, orderliness
perform

its obligations and quality o.

Gligor Bishev

His career began in 1984
at the National Bank of
Republic of Macedonia,
first as a junior economist,
and later in 1993 as
General Manager. In 199
he was appointed to b
Vice-governor and in th
period from 1997 to 2000
he was also Vice Governor of the National Bank
of Macedonia. Since 2000, Gligor Bishev, PhD is
General manager in Stopanska banka AD Skopije.
Besides the professional engagement, Dr. Bishev
is active in the field of economic sciences:
Professor at the Faculty of Economics - Prilep;
Faculty of Economics “St. Cyril and Methodius”

in Skopje and on Institute of Economics “Ss.
Cyril and Methodius”- Skopje. After completing
his doctoral studies in 1991, he continued with
his specialization in the London School of
Economics and Political Science in 1995 and as
a guest researcher at the Vienna Institute for
Comparative Economic Studies in 1997. He has
published two books, more than 312 articles and
he has taken part in many discussions and
research studies in professional and scientific

{ Journals in the country and the region.

collateral, including the approval and monitoriigrposures that are part of the retail portfolio
and analyzes of exposure to the debtor of the exgsheate risk (Bishev and Boshkov, 2015).

The reports show that since 2009 differentiatiothefreserve requirement ratios and additional
differentiation since mid-2013 are in favor of ligies in domestic currency. Starting 2012
there are zero reserve requirements on depositsusieholds over 2 years to support long-term
savings. 2015 is period where zero reserve reqgemeron Denar deposits of households over
one year support long-term savings in domesticetiay.
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Macedonia is able to achieve macroeconor

stability under a fixed exchange rate ai NevenaVrcelj

prudent fiscal policy in recent years, and h Nevena Vrcelj rgena je
managed the global crisis relatively we 1988. godine u Ogulinu.
Active management of public debt and ¢l Diplomirala je  2011. |
development of the domestic financial mark godlme na Faklélfetu 2 8
are important policies in supporting the d postovne - studlje ufi 4

L . Beogradu, Megatrend
euroization. The issuance of local currenc univerziteta, na smeru

denominated public debt may be de-euroiz \vegunarodno poslovanje kao student generacije
balance sheet of the government as extend sa prosénom ocenom 10,00. Master studije je
yield curve of domestic currencies. Tt zavrSila 2013. godine na  Fakultetu
development of deep and liquid domes' organizacionih nauka, smer Finansijski
financial market will increase the range menadZment i menadZzment finansijskog rizika sa
local currency — denominated securities a Prosenom ocenom 10,00. Objavila je vise
may contribute to the reduction of foreig Nawnih radova i westvovala na domim |
exchange denominated assets (forel mei:jjn?{(())l‘dsrl](l'rl‘rl] ns‘ta'y.r.g koé‘iﬁ:}%nrﬁgignga' fS;EdI?gtta
- . je do [ udij u
currency depOSI'FS)(Rosenberg and Trip: Univerziteta u Kragujevcu. Event Manager je i
2008). Er!couraglng the developmer_1t of t osniva® UdruZzenja ekonomista i menadZera
domestic investor base such as pension fur ggikana. Govori engleski i kineski jezik.
are likely to be supportive of demand for loc
currency instruments and markets in the long

term.

De-euroization can be a lengthy process and canitakchieving macroeconomic stability.
The public tends to have long memories of pasisceigisodes, and watch the local currency as
risky. Also when the public becomes accustomed dimgu foreign currency in financial
transactions and not internalize the negative matgy of using foreign exchange to the
economy, de-euroization does not happen automigtiealen in the case where the successful
macro stabilization increase the attractivenesbkefocal currency.

Prudential regulation should be aimed to resole d@broization. This will help to provide
management with foreign exchange risks to providéebs and to create soft initiative for de-
euroization.

The economic and financial conditions prove thatdhrrent monetary policy setup is adequate.
Exiting from accommodative monetary policy will mbi depend on changes in the external
position of the economy and its effects on foreigeerves. As of June 30, 2015 the gross
foreign reserves stood at EUR 2,254.8 million aokifjn reserves registered a somewhat
higher decrease than expected in the second guéeterforeign reserves adequacy indicators
remain within the safe zone. The continuing procdsie-euroization reflected by an upward
trend of the share of Denar deposits in total dépasdicates the credibility of the monetary
authority, the strengthened confidence in locateney and the preferences to favor domestic
savings.

The Macedonian banking system is largely fundeddbgnestic deposits and is very well

capitalized. The legal minimum capital adequac$ gercent. In addition the authorities use
moral suasion to induce large banks to maintaintalapdequacy of at least 12 percent. Total
deposit growth in June was somewhat influencedadwef household deposits due to the
domestic political developments and the crisis iagge but total deposits still increased by 8.8
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percent on an annual basis at the end of the semasader. Nonperforming loan ratios have
stabilized and are fully provisioned.

CONCLUSION

The results and literature overview in this papeygest that credit euroization is driven by
foreign borrowings, but that it is irrelevant whethhe funds are channeled into the system via
subsidiaries of Western banks (foreign bank chgrorelia domestic banks borrowing abroad.
The descriptive statistics on Emerging Europeanntms from Central, Eastern and
Southeastern Europe lead to the conclusion thaigke associated with FX lending appear to
have been neglected or underestimated by borroamdslenders across the region. The
economic crisis, however, changed the situatiorkatly and led people to recognize the full
extent of the risks associated with FX lending. Tiederialization of these risks led banks to
dramatically increase the provisions for impairmérgses, implying that they anticipated
increasing credit defaults.

The newly introduced FX loan to FX deposit ratidiiehh was designed to measure the degree
to which foreign currency supply comes from abraadignificantly and positively related to
credit euroization in all model specifications. §8uggests that credit euroization is not only
driven by foreign banks drawing on credit linesnfretheir parent institutions and on lending
these funds directly to local borrowers, but ialdaven by domestic banks borrowing abroad.

Taking in account that Macedonia has fixed exchaatg peg to the euro, the confidence in
the domestic currency is extremely important. Timeofacts are that foreign currency holdings
are sensitive on economic and non-economic fadtwssasing vulnerability of the economy.
In addition, there is need of regular monitorindezding indicators in this field and proactive
role of the Central Banks in managing the riskse &hidences also, suggest that is difficult to
reverse euroization. This is hard also when mataioilgy has been well established. There is
some regional pattern of euroization and reseasctienk that it's related with the region
economic integration into EU and aspiration fonjog to the euro area.

Maybe, the best strategy is to provide incentives @ supportive macro-financial context for
gradual reduction of euroization, through prudémidicies and by maintaining macro stability
and developing domestic debt markets. Macedoniabeas implementing prudent macro
policies and has achieved macro stability in the&t Becade, including during the global
financial crisis. Maintaining such a policies ipr@-requisite of de-euroization. Given that the
exchange rate peg has limited the scope of monptdigy to respond to inflation, fiscal policy
could play a larger role, including by improvinghtic debt management and relying more on
longer term denar loans. This would be an imporsée to de-euroize the balance sheet of the
public sector and to lengthen the yield curve, dosty the development of domestic debt
market. A deep and liquid domestic capital markedd provide more investment opportunities
in denar as a substitute for FX-denominated asets,help the de-euroization.
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