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Core Views

A weakened policy-making process in Macedonia will increasingly invite criticism from
EU observers, while declining economic activity in Europe will make the benefits of
stricter adherence to accession criteria less appealing. This raises uncertainty over
policy direction in Macedonia in the medium term and could derail the long-standing
convergence process. Economic growth in Macedonia will continue to rise in the near
future as domestic demand continues to strengthen. Nevertheless, beyond 2015, real
GDP growth will gradually decelerate as the impact of weaker external demand on
exports and fixed investment catches up with an otherwise robust economic recovery.

As regional economic weakness is beginning to take its toll on an otherwise resilient
German economy, so the outlook for Macedonia's trade account will continue to notably
deteriorate over the coming years.

Major Forecast Changes

We have revised up our real GDP growth forecast for 2014 and 2015 to 3.3% (from
2.7%) and 3.5% (from 2.5%) respectively. We have changed our outlook for
Macedonia's current account, now expecting a widening of the shortfall to 2.2% of GDP
in 2014 (from 1.9% in 2013), and 3.5% of GDP in 2015. We previously expected a
narrowing of the deficit to 1.3% of GDP by 2015.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Index
Domestic Politics
Rising Uncertainty Over Future EU Convergence
A weakened policy-making process in Macedonia will increasingly invite criticism from
EU observers, while declining economic activity in Europe will make the benefits of
stricter adherence to accession criteria less appealing.

Table: POLITICAL OVERVIEW
Long-Term Political Outlook
Unresolved Name Dispute And Ethnic Tensions Pose Long-Term Risks
Stalled progress on Macedonia's EU accession hopes and lingering ethnic tensions
remain major challenges to the county's long-term stability. Moreover, we note that a
deteriorating demographic picture could pose severe economic challenges and
exacerbate ethnic tensions as Macedonian society grows more heterogeneous over the
coming decades.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Index
Economic Activity
Stronger Growth Despite Rising External Headwinds
Economic growth in Macedonia will continue to rise in the near future as domestic
demand continues to strengthen. Nevertheless, beyond 2015, real GDP growth will
gradually decelerate as the impact of weaker external demand on exports and fixed
investment catches up with an otherwise robust economic recovery.
Table: BMI Economic Growth Forecasts
Table: GDP By Expenditure
Balance Of Payments
German Economic Weakness Will Take Major Toll On Current Account
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As regional economic weakness is beginning to take its toll on an otherwise resilient
German economy, so the outlook for Macedonia's trade account will continue to notably
deteriorate over the coming years. In addition to a weaker export performance, we also
see a less positive picture for private transfers into Macedonia, which will lead to further
widening of the current account deficit through to 2016.

Table: Goods Exports By Largest Destination, % Of Total Exports

Table: Largest Goods Exports By Category, % Of Total Exports (In Descending Order)

Table: Current Account Balance
Fiscal Policy
Expansionary Fiscal Policy Sustainable, Renewed Consolidation Ahead
Macedonia's nominal budget deficit will begin to shrink in 2015, despite higher
government expenditure. Stronger economic growth and institutional endorsement by
the EU of Macedonia's latest infrastructure spending programmes mean that the
increase in public debt to above 40% of GDP will not prove overly costly for the
government.

Table: Fiscal Policy
Regional Outlook
Sluggish Rebalancing Impedes Regional Recovery
Germany's current account peaked at 6.8% of GDP in 2013, but domestic demand will
not be strong enough in the coming years to support eurozone rebalancing or a stronger
regional recovery. By perpetuating eurozone savings imbalances, impeding a more
robust recovery and encouraging investment into low yielding assets,

Table: Balance Of Payments

CHAPTER 3: 10-YEAR FORECAST

The Macedonian Economy To 2023

Pursuit Of Continued Reforms Will Support Steady Return To Growth

Macedonia's reformist trajectory looks set to generate solid GDP growth through to

2023 amid steady convergence to EU political and economic standards. Nevertheless,

we caution that political uncertainties could yet pose risks to the longer-term outlook.
Table: Long-Term Macroeconomic Forecasts

CHAPTER 4: OPERATIONAL RISK

Operational Risk Index

Operational Risk
Table: South East Europe — Labour Market Risk
Table: South East Europe — Logistics Risk
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Table: South East Europe — Crime And Security Risk
Table: South East Europe — Trade And Investment Risk
Table: Main Import Products, 2012

CHAPTER 5: BMI GLOBAL ASSUMPTIONS

Global Outlook
Warning Signs Growing

Table: Global Assumptions

Table: Developed States, Real GDP GrowtH, %

Table: BMI VERSUS BLOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Emerging Markets, Real GDP Growth, %
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