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Business, Finance, Investments and Markets in the Republic of Macedonia

GOVERNMENT SAYS IT IS SATISFIED WITH TAX POLICY EXECUTION

FLAT TAX RATE DRIVES UP
TAX REVENUES BY 10%

From January to May this year, tax revenues climbed up by 10% from the same period of last year,
exceeding projections by 20%, Finance Minister Trajko Slaveski informed.

Having reduced taxes and introduced the 12 percent flat tax rate
earlier this year, which will further decline to 10 percent at the start of
2008, Macedonia is well on its way of becoming the country with the
lowest tax rates in Europe. Finance Minister Trajko Slaveski said the
Government made a strong input in improving the country’s business
climate, by making it possible for companies to pay lower taxes and invest
their free capital in new businesses and creation of new jobs. At the same
time, a message has been sent to foreign firms that Macedonia is a good
place to invest one’s money, Minister Slaveski said. The Government is
pleased with the achievements of the new tax policy and the flat tax rate,
he further explained, and added that from January to May 2007, the
overall tax revenues went up by 10 percent from the same period of last
year, exceeding projections by 20 percent.

“As we said once we took office, one of the priorities of the Ministry
of Finance is execution of an efficient tax policy moving in the direction
of reducing and leveling the personal income tax and the profit tax,
rounding off the process of fiscalization, as well as applying an unbiased
treatment of all taxpayers. As citizens of this country we are privileged
to pay the lowest taxes in Europe. But this also places a responsibility on
us to be consistent in paying tax and to jointly fight those who refuse to
do so,” Minister Slaveski told MIC.

In about 6 months the personal income tax and the profit tax will
stand at a mere 10 percent. Only a few months ago, the personal income
tax was 15, 18 and 24 percent, and the profit tax was 15 percent.

“The reduction is substantial and firms have already started seeing
the benefits from it. By way of levying the lowest tax rate in Europe, the
Republic of Macedonia becomes a favorable investment destination for
both domestic and foreign companies,” Minister Slaveski explained.

With a view to conducting as efficient tax policy as possible, the Ministry
of Finance will make more efforts to consistently carry out and complete the
process of fiscalization, Minister Slaveski said. “When being given a fiscal
receipt, people are sure that the value added tax, which is part of the price of
the products they buy, will be paid to the state and their money will not end
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The Ministry of Finance launcheda |,
media campaign in mid-June to promote
the advantages of the flat rate, and the
effects of fiscalization on development in general, as well as to point out the
disadvantages of tax evasion. The campaign will last through the end of the
year, under the motto “For the Common Good”. Its message is that paying
taxes is important to improve all the living and working conditions. The
Government is going to spend on it 24.1 million denars, or about 400,000
euros, which, according to Minister Slaveski, is not much, given that it accounts
for only one percent of the total tax revenues generated this year.

“With this campaign, we want to encourage people to think that every
denar they pay in tax returns in the form of better services and better living
conditions within the framework of the state and the municipalities. This
is the road toward better education, modern agriculture, better health care
system, developed infrastructure, richer culture, high degree of national
security, and unobstructed functioning of municipalities,” Minister Slaveski
explained the goals of the campaign.

He also said that the pressure on those who want to avoid the obligation
toward their own state will increase. “So that the tax policy can be efficient
ithas to be executed consistently. The Government will not only maintain
its present policy of close control and harsh sanctioning, but will also work
to strengthen it. As we have already demonstrated, we are not going to
let the responsibility of tax payment be a burden only of a certain group
of citizens and businessmen,” he concluded.
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DEVELOPMENT

INVESTMENT PROGRAM 2007-2010
PROMOTED

RECOMMENDATIONS AND GUIDELINES FOR MACEDONIA'S
TRANSFORMATION INTO AN INVESTMENT HEAVEN.

Over the next three years more efforts will be made to improve the
investment, trade and tax policies, promote and alleviate investments,
prevent corruption, improve the policy of protecting competition, and
promote corporate management, and small and medium businesses.

Helping Macedonia grow into a favorable business destination,
and a country that will know how to use its competitive advantages is
the goal of the Program for Promoting Investments in the Republic of
Macedonia from 2007 to 2010 promoted by the Ministry of Economy.
Encouraging investments, tax and trade policy, fighting corruption and
promoting corporate performance integrity, protecting competition,
reforming business regulations, human resources and corporate
management are the Program’s priority areas, Economy Minister Vera
Rafajlovska told MIC.

The Program builds on the already achieved results in the campaign
for cutting taxes, introducing duty-free access to the markets of the
EU, Southeast Europe, Turkey and Ukraine, joining CEFTA, canceling
certain administrative barriers, reforming the cadastre and promoting
public sector transparency and banking sector competitiveness.

“The improved business climate will help foster Macedonia’s
competitiveness and attract more domestic and foreign investments.
In that regard, the Government has undertaken a series of activities,
strengthened the institutional capacity for investment, considerably
improved the business environment thanks to the tax reforms and
the introduction of duty-free access to the European markets and
realized its promotional campaign ‘Invest in Macedonia;” Minister
Rafajlovska said.

The analyses of the European Agency for Reconstruction, she further
explained, showed that the most attractive areas for investment in
Macedonia are agriculture, food production, production of automobile
parts, information technology, education and medical aids.

Emphasizing the importance of the foreign investments, for the
smaller countries in particular, EU Ambassador Erwan Fouere said that
Macedonia failed over the past 16 years to take maximum advantage
of the foreign investment benefits.

“The lack of Greenfield investments in most of the sectors which
are considered a driving force of the country’s economic growth is
especially alarming,” Mr. Fouere said.

He said that Macedonia had to work on improving its legislation,
particularly its business-related laws, reform its judiciary, improve its
rule of law, conduct successful structural reforms, strengthen its banking
sector, develop its infrastructure, and liberalize its market.

According to Ambassador Fouere, cutting down on red-tape
procedures is the key to attracting, starting and sustaining businesses,
which, he said, in Macedonia has already gone underway.

U.S. Ambassador Gillian Milovanovic hailed the government
economic measures, which in the first quarter of this year, she said,
led to a progress of the Macedonian economy.

“Although the indicators of the economic growth relate to only a few
months, they nevertheless produce a favorable image for Macedonia,”
Ambassador Milovanovic said.

She referred to the Program for Promoting Investments as a kind
of a tool to help tap Macedonia’s potential.

The Program for Promoting Investments 2007-2010 that the
Government adopted on 3 June is backed by the European Agency
for Reconstruction.

The market is the decisive factor tipping the balance in favor
of the investors’ decision to come to invest their capital, says Irish
foreign investment expert David Banks, and from that point of view,
Macedonia’s advantage is its future EU membership.

However, in his view, Macedonias political and economic stability,
friendly administration, and human resources are ahead of the country’s
tax relieves and promotion on the list of comparative advantages. “It
is very important for you to know what you want when you speak of
increasing the country’s competitiveness,” Mr. Banks said.

Figure: FDI in the Republic of Macedonia by sector (in %, end 2005)
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MACEDONIAN Q1 GDP GROWS 7%

Macedonia’s GDP in the first quarter of 2007 increased
by 7 percent, Prime Minister Nikola Gruevski stated
in the middle of June. “This is a historic growth in
Macedonia’s 17 years of independence and is due to
the growth in almost all the sectors - mining, transport,
trade, banking, services, etc,” he said.

The Prime Minister further explained that industrial
production climbed up by 10 percent, exportsincreased
by 42.6 percent and imports halved relative to the
same period of last year. These figures, according to
the Government, demonstrate that the Macedonian
economy is getting more competitive. Investments in
equipment and machinery increased by 10.7 percent
from the same period of last year.

Asked if this growth rate stands for an improvement of
the standards of living, Deputy Prime Minister Stavreski
said it was too early for such conclusions.

“Provided that over the next ten years, the GDP growth
stays 7 percent, the standard of living will double. It is
too early fora 7 percent growth rate in a single quarter
to reflect on the standard of living,” Stavreski said.

Government officials say the figures are a result of the
methodology used in 2006 too.

BUDGET SPENDING TO EXCEED
PROJECTION BY EUR 80 MN IN 2007

Budget spending this year will exceed projections by
80 million euros, said Finance Minister Trajko Slaveski
at the presentation of the supplemental budget, which
passed the Government at the end of June. The overall
expenditures are now projected at 117.7 billion denars,
orabout 1.91 billion euros, 82.4 billion denars, or about
1.3 billion euros, of which is for the central budget.

More money will be allocated for capital expenditures,
and within those frames, for development of free eco-
nomic zones, education, procurement of computers for
schools, agriculture, customs and promotion of Macedo-
niaas an attractive investment destination. However, no
money has been allocated for the redundant employees
of the bankrupt loss-making enterprises.

Elaborating the motives for the budget modifications,
Minister Slaveski said the new projection was indispens-
ablealso because of the start of the second stage of the
process of decentralization on 1 July this year.

“The supplemental budget may also be passed after
1 July without disrupting the functioning of the local
self-government, especially of those municipalities that
will qualify for the second stage of the decentralization
process,” Minister Slaveski said.





STATISTICS

RISING NUMBER OF WOMEN
GOING INTO BUSINESS

Most of the credits were approved to agricultural firms, which account
for 45 percent of the total number of businesses, and to firms from the
service, trade and production sectors.

The Macedonian Enterprise Development Foundation approved
credits on the home market in the amount of over 2.7 million euros to 748
small and micro businesses last year, 971,000 euros of which to 41 small
businesses in the form of loans of up to 15,000 euros, and 1.8 million euros
to 707 micro businesses in the form of credits of up to 75,000 euros. With
these funds, livelihood has been secured for 1,431 present employees and
302 new jobs have been created.

Most of the credits were approved to agricultural firms, which account
for 45 percent of the total number of businesses, and to firms from the
service, trade and production sectors. Tatjana Lazarevska, head of the
department for promoting employment at the Macedonian Enterprise
Development Foundation told MIC that about 30 percent of all the loans
went to rural areas and the rest ended up in businessmen from cities.
Foundation officials say that the entrepreneur’s spirit in women, who
constituted one fourth of the beneficiaries of their credit line last year, is
on the rise.

Cooperation and training of bank officers deciding whether a credit
should be approved or not is part of the Foundation's activities. One of the
gravest problem entrepreneurs singled out, as a reason for not taking any
loans was that banks used to bring their decisions in a centralized fashion.
However, the situation has now changed and decisions are being taken at
branch rather than head offices;” Lazarevska told MIC.

The Foundation’s analysis of the granted loans from 1998 to 2006
demonstrated that 20 percent of the loans were approved in Skopje, and 80
percent in Bitola, Veles, Strumica, and Stip. The budget of the Foundation
last year totaled 200 million denars, 87 percent of which were approved
loans. The Foundation accounts for 70 percent of the loans it approves to
firms, while banks, which channel the loans, make up 30 percent. Lazarevska
agrees that interest rates on entrepreneur loans in Macedonia are still high,
yet adds that the market defines them.

“Banks are those that take on the risk and consequently define the rates,
she explains. The firms that are beneficiaries of the Foundation’s credit line
pay interest rates of 7 to 12 percent depending on the size of their loans.
Foundation officials underline that the loan repayment rate is excellent,
which means that the businesses in which the money has been invested are

faring well and making profit. The repaid money is operational and new
loans are being approved. This year the budget of the Foundation totals
3.3 million euros. The money will be targeted for loans to small and micro
businesses, while analyses are being made of the need for credits of specific
sectors, such as tourism, information technology and bio-production.

The Foundation's overall budget since this institution went on duty
in 1998 to date amounts to 10 million euros, provided from a donation
from the Netherlands.

SHORT-TERM MACROECONOMIC
INDICATORS IN Q1 OF 2007

GRross DoMESTIC PRODUCT - Gross Domestic Product in the first
quarter of 2007 increased by 7.0 % from the same period of 2006.

In this period most of the economic sectors, production and service

alike, noted an increase.
GROSS FIXED CAPITAL FORMATION-MACHINERY AND EQUIPMENT
- Investments in machinery and equipment, according to the commodity
flow method, in the first quarter of 2007 went up by 10.7% compared
with the same quarter a year ago.

The highest increase was recorded in the group of equipment for

mining, metallurgy, and construction.
GENERAL GOVERNMENT CONSUMPTION BUDGET REVENUES AND
EXPENDITURE AND FUND’S BUDGET - The General Government
Consumption in the first quarter of 2007 amounted to 14,748 million denars
and compared with the same period of 2006 increased by 6.7%.

The Revenues of the Central Budget in the first quarter of 2007
increased by 18.7 % compared with the same period of 2006, to 18,195
million denars, as a result of the 24.5% increase in collection of taxes
and contributions, which is mostly a result of the 35.9% increase in
VAT revenues.

The Budget Expenditure in the first quarter of 2007 declined by 1.7
% compared with the same period of 2006, to 15,576 million denars.

In the first quarter of 2007 the Central Budget had a surplus of

2,619 million denars.
FOREIGN TRADE EXCHANGE AND BALANCE OF PAYMENTS - Exports
of goods and services in the first quarter 2007 nominally increased by
37.7% compared with the first quarter of 2006. Exports of goods increased
in nominal terms by 42.6% and exports of services rose by 19.4%.

Imports of goods and services in the first quarter 2007 noted a
nominal increase of 21.2% compared with the same period of 2006,
where imports of goods nominally increased by 22.3, and imports of
services climbed up by 14.9%.

CONSUMER BASKET IN MAY
TOTALS MKD 10,633

The consumer basket for food and beverages of afamily
of 4in May this year, calculated based on retail prices,
totaled 10,633 denars, which is a 2.5 percent increase
from the previous month.

According to the State Statistical Office, the retail price
index in May climbed up by 0.4 percent, while costs
of living increased by 0.7 percent from the previous
month.

13%

A price index increase has been noted in the group
of farming products. A minimum retail price index
growth of 0.1 percent is noted in the groups of non-
food industrial products and the group of industrial
food products.
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GOVERNMENT TO SET UP STATE
LOTTERY

The Government is going to establish a joint stock
company for state lottery, Finance Minister Trajko
Slaveski said.

As of 1 January next year, the State will be organizing
lotto, lottery, instant lottery, football pools and TV
tombola with the aim of generating extra budget
revenues to be used as support for civic associations
and projects of public interest.

“Half of the proceeds will be placed into a trust for fund-
ing construction and maintenance of sports facilities,”
Minister Slaveski said.

' 17%

22%

17%

He further explained that this type of lotteries was
organized in Great Britain, Belgium, Romania, Croatia
and Serbia.

The games of chance will be organized by a joint stock
company to be established with state budget money.
Under the law on games of chance, the starting price
for lottery amounts to 250,000 euros, for lotto 1,050,000
euros, for the pools 385,000 euros, for instant lottery
550,000 euros and for TV tombola 1,570,00 euros.
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FOREIGN INVESTMENTS

EBRD PROJECTS FDI OF $150 MN
IN MACEDONIA

According to the EBRD report, FDI in Macedonia from 1994 to 2007
topped 1.6 billion dollars, which compared with the other countries of
the region, is better only from Montenegro’s FDI of 1.2 billion dollars.

Foreign direct investments (FDI) in Macedonia this year will total
only 150 million dollars, while the country’s economic growth rate will
be 4 instead of 6 percent as the Government projected. These forecasts
were laid out in the last transition report of the European Bank for
Reconstruction and Development (EBRD) on the countries of Central
and Eastern Europe.

Compared with the other 29 countries in transition, about whose
macroeconomic indicators the EBRD made projections, this year
Macedonia’s FDI will be better only than Tajikistan’s and Kyrgyzstan’s.
Macedonia will be close to Montenegro, which may hope for 161
million dollars this year.

Macedonia’s economic growth remains insufficient and its
unemployment high, despite the measures for business climate
improvement. The level of investments in the real economy from
foreign and domestic companies is very low. In result, the unemployed
constitute one-third of the total workforce. However, these figures
are disputable, considering that they include people working in the
informal economy too, the EBRD report says.

According to the EBRD report, FDI in Macedonia from 1994
to 2007 topped 1.6 billion dollars, which compared with the other
countries of the region, is better only from Montenegros FDI of 1.2
billion dollars. Romania, where foreign investors brought 35.5 billion
dolars in 12 years, has the highest FDI, and is followed by Bulgaria

Figure: Rate of net direct and portfolio investments (in million euros)

with 17 billion dollars, Croatia with 14 billion dollars and Serbia with
9.8 billion dollars.

In all the countries of the region more FDI is expected this year.
Four hundred million dollars has been projected for Albania, 9.6 billion
dollars for Romania, and 3 billion dollars each for Bulgaria and Serbia.
Therefore, EBRD projected for these countries higher economic growth
rates of 6 percent on average.

MORE EQUAL TREATMENT
FOR ALL PARTICIPANTS IN ZONES

The Government refuses to renounce the incentives it offers to
foreign investors in Macedonia’s free economic zones. Nor does it intend
to reduce them, in spite of the recommendations from Brussels. All
the rules - 10-year exemption from profit tax, 5-year exemption from
personal income tax, exemption from utility fees and fees for using
local gas, electricity and water infrastructure at the free economic zones
- will stay in force.

The tax and customs relieves foreign investors are entitled to in
the Macedonian duty free zones prompted criticisms from the EU,
whose officials complained the tax relieves were introduced without
their prior consent and in breach of the Stabilization and Association
Agreement.

The Macedonian Government responded that the development of
the zones contravened no EU regulations and that it had no intention of
reducing the tax relieves for foreign investors. Under the modifications
to the law on technological and industrial zones, the Government will
only try to provide more equal treatment of all investors.

“The modifications we made do not mean that the free economic
zone incentives would change. It only means that a more equal treatment
for all the participants in the zones will be provided,” said Economy

Minister Vera Rafajlovska.
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8%

law should be over by Sep-

tember. The law on techno-

logical and industrial zones

will undergo changes as far

competition is concerned,
which means that some of the

N WA 1O N

privileges offered to investors
1 inthefree economic zones will

2006 W :(5)2 Direct and portfolio investments (left scale)
Direct and portfolio investments, % of GDP (right scale,

300
2005 | 250

200 /
2004 150 /

100 A/
2003 50 :.

0

o  becut, yet in general the tax

0 50 100 150 200 250 300 2003 2004 2005 2006 relieves will stay in force.
AUTOMOBILE INDUSTRY TO SEVEN COMPANIES RACING FOR FREE PROMOTION ABROAD
FLOURISH TWO NATIONAL WIMAX LICENSES Home firms from seven manufacturing branches - fruit

Macedonia stands a chance of becoming an American
Detroit. The date for opening the facilities of the U.S.
giant Johnson Controls and Johnson Matthey of
Great Britain have already been set, while Chinese
companies are in talks over assembling vehicles in
Macedonia.

Lada of Russia is searching for a location for building
afacility in the Balkans, and Macedonia is considered
a serious candidate. Raptor Motors of Australia is
seriously interested in doing automobile business
in Macedonia too.

The Skopje bus producer, Sanos, presented at a press
conference the models of a Chinese car manufacturer,
which might be assembled in Macedonia. In the be-
ginning Sanos would put out 5,000 cars a year and
its full capacity would be 10,000.

A total of 35 bids have been submitted at the tender
competition for 20 licenses for rendering wireless
Internet services that may be Telecom’s competition
as far as rates are concerned.

Seven bids are racing for two national licenses whose
starting price is 200,000 euros. The other bids are
for the six regions that Macedonia has been divided
into and in each of which there will be three wireless
technology operators.

At the Wednesday opening of the bids, only the names
of the companies that provided bids, without the rates
they offered, were disclosed. The bidders racing for
national licenses include one of the former shareholders
of Makedonski telekomunikacii - the Greek company
Cosmo Telco - WiMAX Telecom of Austria, Cosmofon,
the consortium of Neotel and Neocom, Nekskom
Makedonija and Ultra.

The best bids will be granted WiMAX licenses by 20
July and the companies will start operations within
six months.

and vegetables, wine, mineral water, sweets, milk
and dairy products, textile and wood - will have the
opportunity to promote themselves abroad by way
of CDs and catalogues.

The Ministry of Economy is preparing the advertising
materials for presentation of the Macedonian firms.
The goal is to collect information on the majority
production firms from Macedonia in one publication
with the aim of presenting them better abroad and
increasing their competitiveness.

The promotional material, on the preparation of which
60,000 euros will be spent, will be distributed through
the Macedonian embassies, fair events, and directly to
potential foreign investors.

Economy Ministry officials say a web portal for presen-
tation of certified companies only will also be created
and updated on a regular basis.

The firms that want to be included in the promotional
materials will have to provide their applications to the
Ministry of Economy by end of June. The forms can be
taken out from the Ministry or downloaded from www.
economy.gov.mk.





STOCK EXCHANGE

MACEDONIANS GAIN ACCESS
TO FOREIGN STOCK MARKETS

Macedonians can make savings deposits in foreign banks when
Macedonia joins the EU. Expert’s trusts that it is good to open up the
stock market, considering that people will have greater and safer
choice for investment.

Macedonian citizens will be able to buy shares on foreign stock
markets from June next year, as stipulated by the Stabilization and
Association Agreement signed with the European Union, according to
which full capital flow liberalization as far as portfolio investments are
concerned comes into force in the middle of 2008. These adjustments to
the EU regulations have been incorporated in the Foreign Exchange Law
and therefore the law needs no changing. In June next year the provisions
preventing Macedonian citizens from making foreign stock market
investments will cease to apply, Finance Ministry officials explain.

However, people will be afforded the opportunity to make savings
deposits in foreign banks only after Macedonia joins the European Union.
According to the authorities, the present recruitment of Macedonia
citizens for making investments in stock markets of other countries
through foreign investment funds is risky. Yet starting from next year, once
they it is incorporated into a legal framework, this type of investments
will be safe because there will protective mechanisms. Experts trusts
thatit is good to open up the stock market, considering that people will
have greater and safer choice for investment.

“However, there are certain risks that institutions should brace for.
Instead of money from Macedonia, transition ‘savings’ from offshore
countries may be invested in foreign stock markets. Thus, in a legal
manner, through foreign stock market investments and capital turnover,
the money, completely Taundered, may be brought back to Macedonia,”
Tome Nenovski, professor at the American College, warns. Experts agree
that the money is already returning to the country under the guise of
investments from offshore countries. However, liberalization might
make the process much easier.

“Institutions fighting organized crime and money laundering
must keep a watchful eye on all transactions to forestall the process;”
Nenovski adds.

Professor Miroljub Sukarov from the University of Southeast Europe
says that the creation of the possibility for Macedonian citizens to invest
in foreign stock markets is necessary and welcomed.

“In this way everyone will have the right to choose the shares to
invest in. Our stock market’s offer is still very modest and there are
only few solvent firms. On foreign markets, people will be able to
pick shares they consider safer than those offered on the home stock
market,” Sukarov says.

All agree that the capital flow liberalization will not disturb the
financial market. The Foreign Exchange Law contains a protective
provision stipulating that, “in case the balance of payments and the
financial system are threatened by major disturbances, the National
Bank in agreement with the Government shall introduce special
protective measures, the application of which shall take no longer than
six months.”

Figure:  Structure of stock market turnover in 2006
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NO OBSTACLES TO ACQUIRING ASSETS ABROAD

As of May next year Macedonian citizens will be able to buy real estate abroad
too.They can do it now provided they set up a firm abroad or conclude contracts
with foreign partners that will purchase the assets on their behalf for a given
compensation and convey the estate to them immediately afterwards.

“As of next year it will not be necessary to circumvent laws, because buying
assets abroad will become lawful," authorities explain.

SMALLER COMMISSIONS ON
MACEDONIAN STOCK EXCHANGE

The management of the Macedonian Stock Exchange
is seriously considering cutting commissions charged
on trading in securities. The issue was raised at one of
the meetings of the Stock Exchange Board of Directors.
According to sources, the cut may be as extensive as
two-thirds of the presentamounts. Stock market officials
refrain from making any comments for now.

Last year the stock market generated revenues from
fees and commissions of nearly 2.7 million euros, 2.6
million euros of which was revenues from transactions.
Revenues from commissions on trading in securities
more than doubled relative to 2005, when the stock
market revenues totaled 1,145,065 euros, over a million
euros of which was from commissions.

Brokerage houses had been calling for a reduction in
commissions and fees paid into the account of the
Securities and Exchange Commission for quite some
time now. Stock market officials, on the other hand, said
the commissions were that high owing to their liabilities
to the Securities and Exchange Commission too.

POPOVA KULA - FIRST WINERY
ON STOCK MARKET

The shares of the winery Popova Kula became listed
on the Stock Exchange for the first time last month,
and turnover of 12.4 million denars was realized im-
mediately afterwards, through the sale of 44,030 shares
at an average price of 282.25 denars.

According to Jordan Trajkov, director of Popova Kula,
thisis the first firm in Macedonia that after transforming
itself from a limited liability company into a joint stock
company became listed on the stock market and had
an initial public offer of shares.

“This is not only success for the winery, but is also an
encouragement for the development of the Macedonian
capital market," Trajkov said.

The Popova Kula winery has recently increased the
number of its shareholders from 30 to 132 and the size
of its capital from 1.6 to 2.7 million euros.

A new stock market index, MBI-10, without the shares
of Ohridska banka and the agricultural company
Pelagonija, was set up on the stock market last week
too. Investors took lesser interest in trading in these
two shares and therefore the shares of TTK banka of

Skopje and the Tetovo apparel-producing firm Tetex
joined the group of the most liquid shares.

The new index of publicly-owned enterprises, MBID,
with a base value of 1,000 index points and fifteen
selected shares including those of Mittal Steel, QBE
Macedonia, OKTA, Stopanska banka Skopje, Prilepska
pivarnica, Makedonski telekomunikacii, Makedonska
banka, Uni banka and Tutunska banka, was established
last month too.

CZECH FIRM TO TAKE OVER EMO

The Czech financial group J&T are interested in tak-
ing over EMO of Ohrid, the facility producing electric
equipment. Representatives of the group have already
visited the industry to inspect the situation upon prior
consent from the Ministry of Economy.

“The Czech group, which is present in Slovakia and
other countries of Eastern Europe, expressed interest
in visiting the company to screen its condition. We
still do not know what exactly they are interested in,
because the deadline for submitting bids is end of
June,"Economy Ministry officials explained.

The Government is selling its stakes of the company
for the second time.
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IT SECTOR

MACEDONIA NOTES INCREASE IN USE
OF COMPUTERS AND INTERNET

Compared with the other countries of the region, Macedonia is on the
third place by the use of computers, right behind Slovenia and Croatia,
and on the fifth place by the use of the Internet.

In 2007 Macedonia witnessed a rise in the use of computers and
the Internet compared with last year, as evidenced by the latest survey
“Using the Internet and Computers in Macedonia”

The use of the Internet went up by 5 percent relative to last year,
while the use of computers scaled up by 4 percent. The results of the
survey showed that 47 percent of the interviewees use a computer, while
32 percent are Internet users. Sixty-four percent of the computer users
use computers on a daily basis and only one percent use computers less
than once a month. Forty-four percent of the interviewees said they use
the Internet daily, 42 percent use the Web at least once a week, while
less than 2 percent access the Web only once a month. It is students
that use computers and the Internet most.

Forty percent of the households have computers, while 17 percent have
access to the Internet. The highest percentage of computer possession and
Internet access has been noted in Skopje, where 43 percent of the households
have computers, while only 20 percent have Internet access.

Compared with the other countries of the region, Macedonia is
on the third place by the use of computers, right behind Slovenia and
Croatia, and on the fifth place by the use of the Internet.

The Minister without Portfolio responsible for information
technology, Ivo Ivanovski, who attended the presentation, said free

Figure:  Computer and Internet users aged 15-74, by educational groups
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Internet access would be provided for citizens in four stages, a project
to be conducted over the next two years. In addition, he announced
the start of the project “The World in Your Hand” within which free
Internet cafes will be opened up in 15 municipalities.

“The use of the Internet is expected to improve the quality; availability
and efficiency of the public organizations at the citizens’ service, which
would consequently improve the efficiency of public sector institutions;”
Minister Ivanovski said.

The survey was conducted from 23 to 29 March on a sample of
1,057 interviewees.

DOMESTICICT COMPANIES TROUBLED
BY SKILLED STAFF DEFICIENCY

Macedonian ICT companies are troubled by a shortage of qualified
workforce. The trend is unfortunately on the rise, as evidenced by the
survey conducted by the Economic Chamber for Information and
Communication Technologies (MASIT).

The survey demonstrated that the ICT employees also lack in
business skills, such as project management, sales and marketing, and
planning and organization.

Education Minister Sulejman Rushiti said the education reforms
could not bypass the strong information technology influence, in three
segments in particular - education management, curriculum development
and ICT staff education.

“The Government is aware of the importance of the ICT and therefore
initiated a few major projects in this sector;,” he said.

TELECOM OFFERS INTERNET
PROTOCOL TELEVISION

Telecom is preparing to become serious competition to cable
operators. The company will start offering Internet protocol television
and its customers will gain access to 40 to 60 television channels with
regulated copyrights and Macedonian subtitles. This service, however,
will become available next year. ADSL customers constitute the target
group for the IPTV service.

At the moment Telecom has approximately 20,000 ADSL customers.
The size of the investment has not yet been revealed. Telecom officials
say they are still analyzing the costs and contend this will be one of the
greatest Telecom investments ever. This project, which is one of the five
Telecom intends to focus on in the future, has already been endorsed
by the company’s Board of Directors.

MACEDONIA AND BULGARIATO
TEAM UP IN CORRIDOR 8 LOBBYING

Macedonia and Bulgaria will join forces in providing
funds for construction of a railroad between the two
countries along Corridor 8, said Macedonian Transport
Minister Mile Janakieski after the end of the European
Conference of Transport Ministers in Sofia, Bulgaria.

100 % 1

He also said that the fullimplementation of the project
totaled about 130 million euros, which the two countries 80 1
do not have and therefore lobbying for funds from
both sides would begin.

29.5%

The railroad on Macedonian territory will be 90 km

Figure: Average imports of energy resources 2003-2006
Source: Ministry of Economy
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EUR 22 MN PAID FORTE-TO

The first installment of 22 million euros for realization
of the project for constructing Skopje’s first gas power
station, Te-To, was paid. Alstom of France and Gama
of Turkey can now proceed to build the station’s gas
turbine.

Import component

Te-To'sowners are the Russian company Project Manage-
ment Consulting LTD, holding 60 percent, Toplifikacija,
Skopje's heating utility, and Bitar of Russia, each holding
20 percent of Te-To's capital.

—3>1.19 Oilderivatives

Te-To officials informed that the project would cost
135.8 million euros and that a combined gas station

60 + 78%

—> 100% Coke

long and a portion of the infrastructure has already
been built, while only two-km of railroad should be
constructed in Bulgaria.

“We used the Conference for holding a dozen bilateral 40 + 338%
meetings and primarily for presenting the project

we are developing with the Ministry of Transport

of the Republic of Bulgaria regarding Corridor 8 rail
infrastructure, and which we should also present to 20 |
the Council of Ministers in Luxembourg,” Minister
Janakieski said.

0]

with capacity of 200 megawatts and heating energy
of 160 megawatts would be installed.

The new gas station will be a free producer covering
the deficiency of electricity and heating energy in the
country and having a portion of its output offered on
the free power market.

Around 30 percent of the investments have been
provided from internal funds and the rest from credits
from foreign banks.

—» 169 Coal

0% Geothermal water

213% Electrical energy





TOURISM
ITALIANS TO HELP MACEDONIA’S TOURIST PROMOTION

MACEDONIA HAS GREAT RURAL
AND CULTURAL POTENTIAL

Analyses show that in Macedonia, cultural and rural tourisms have
huge potentials, and the key word is promotion, which would put
Macedonia higher up on the international tourism map. The objective
of the SITOUR project (corridors 5 and 10) is providing efficient support
for both the Macedonian tourism and the tourism industries of the
other countries of the Western Balkans.

Seeking out ways to attract Italian tourists and choosing the right
commercial package that would suit their taste are the basic things that
Macedonian tour operators will try to learn over the next year from
their Italian colleagues.

Giuseppe Di Pietro, vice president of the Commercial Chamber of
Pescara told MIC it was easy to speak about the Macedonian tourism
offer considering its mountains, lakes, monasteries and other natural
beauties. “Analyses show that in Macedonia, cultural and rural tourisms
have huge potentials, and the key word is promotion, which would put
Macedonia higher up on the international tourism map,” Di Pietro said.
He presented the objectives of the SITOUR Project (corridors 5 and
10), designed to provide efficient support for both the Macedonian
tourism and the tourism industries of the other countries of the Western
Balkans, that is to say to help complete the tourist offer into a quality
and commercial package that will draw the Italian tourists’ attention.

“Tourism can help invigorate other economic branches too and
therefore we are here to unite the natural and cultural values of Macedonia
and in the most beneficial and profitable way to tap them in attaining
commercial goals. In this way, we will try to launch Macedonia onto
the world’s tourist map,” Di Pietro added.

Mile Spirovski, president of the Association of Travel Agents of
Macedonia, explains that Macedonian travel agents will be staying with
their Italian colleagues for three weeks over the next thirteen months
and together with them try to find out what it takes to meet the Italian
tourists’ demand in Macedonia.

“We'll try to create a quality product to enrich our tourist offer;
Spirovski pledged, hoping that this bilateral cooperation will also help
increase the number of Macedonian tourists who want to go to Italy.

The history of the project SITOUR (corridors 5 and 10) started in
2003. Jelisaveta Georgieva, Secretary General of the Economic Chamber

of Macedonia, which is a partner in the project, told MIC that the focus
was intentionally put on tourism, as an area dynamic enough to be
internationalized. “The idea for Italy to be project leader is rooted in
the fact that this country is an international and primarily a European
tourist brand,” Georgieva explains.

Moreover, Italy is Macedonia’s third greatest trade partner, after
Germany and Greece. Last year trade totaled 463 million dollars, 50
percent of which was Macedonian exports. Trade kept rising still and
in the first few months of this year climbed up by 35 percent from the
same period of last year.

“SITUR is expected to boost cross-border cooperation in order to
reshape the advertising of the regions. In addition, an efficient presentation
of the tourism potentials will be organized and Italy’s relations with the
countries of the region will be promoted.

ATTRACTIVE PROMOTION OF TOURISM
IS MORE IMPORTANT THAN CREDITING

Tourism experts believe that credits for travel agents cannot be
beneficial unless the country has a strategy for attracting tourists. The
Tourist Association of Macedonia believes that before offering loans to
travel agents, investments need to be made in preserving Macedonians
natural resources that should be used for bringing more tourists.

“If we take foreign tourists to Lake Ohrid now, they will
unfortunately witness a lot of litter,” says Olivera Gjekik, Secretary of
the Association.

In the course of 2007, the Macedonian Enterprise Development
Foundation is going to approve loans for tourism promotion. The main
activities of this non-governmental organization include providing funds
for development of agriculture, IT sector and tourism.

“Our activities focus on providing financial services to those areas
and beneficiaries that have not been included so far;’ Tatjana Lazarevska
from the Foundation explains. “We are now trying to define the problems
tourism entrepreneurs face. Together with them we are going to define
the final product, which may then become an integral part of the banks’
programs.”

In order to foster tourism in Macedonia, the Government said a
new national strategy for tourism would be developed in seven years.
The anticipated results include creation of a tourist map of Macedonia
and development of rural tourism.

Some of the Government's last activities to promote Macedonia’s
tourism are the participation in a few international fairs.

TOURISM IN THE
REPUBLIC OF MACEDONIA

The number of tourists in April 2007 compared to April
2006 increased by 9.0%, and the number of nights
spent increased by 9.0%.

The number of tourists in the period January-April
2007 compared to the same period last year, decreased
by 1.2%, and the number of nights spent decreased
by 3.1%.

The number of tourists in April 2007 compared to the
previous month increased by 16.9%. The number of
domestic tourists increased by 17.8%, and of foreign
tourists by 16.3%.

The number of nights spentin April 2007 compared to
the previous month increased by 21.2%. The number
of domestic tourists increased by 16.2%, and of foreign
tourists by 24.9%.

OHRID BECOMES PART OF HILTON
HOTEL CHAIN

The world-renowned hotel brand Hilton will build a
hotel in Ohrid. The Government announced Hilton'’s
investment in Macedonia’s hotelier business on early
June.

Hilton’s 5-star luxury hotel will be located by the
shore of Lake Ohrid, on a beach near the Ineks Gorica
complex.

The deal was struck on 1 June at the public bidding for
the land of 15,000 square meters. The contracted firm
paid for the location 908,000 euros, while the whole
investment is estimated at about 25 million euros. The
hotel should be over in two and a half years.

Hilton's entrance into the Macedonian market is the
first top-class hotel investment in Macedonia, which
has long been announced. Hilton was long searching
for a location in Skopje too.

GERMANWINGS TO START
SUMMER FLIGHTS

The German low-cost airline Germanwings will be flying
from Cologne to Ohrid and back twice a week from 16
June to 26 August, the web portal Total reported.

“We received an offer from this airline and a month ago
we gave them consent for making landings at Ohrid
Airport,’said Tomislav Tuntev, director of the sector for
traffic at Ohrid Airport. In his view, Germanwings said
their planes would be flying to Ohrid during the summer
and, if there is interest, throughout the year as well.

Representatives of the Skopje travel agency Skywings,

a representative of Germanwings, say that one-way
and return tickets will cost 100 euros and 200 euros
respectively.

Germanwings is a German discount airline offering
cheap flights to all the main airports in Europe. A special
discountis granted provided that the client books the
flight earlier. In addition, cheap hotel accommodation
in Germany is being offered.

Cologne will be the third German City, after Hamburg
and Dusseldrof, connected to Ohrid by air.
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AGRICULTURE

CREDIT FUND OF EUR 13 MN FOR
FARMERS ESTABLISHED

Farmers hail the idea, yet caution that due to the mortgage that banks
demand little money will actually be used. Interest rates on farming
loans will stand at 6-7%.

The Government set up a credit fund of 13 million euros for
agricultural development. The money has been provided from the
revolving funds of the IFAD and PSLD credit lines and in about a month
the money will be channeled as loans through Macedonian commercial
banks. Interest rates will be 6 percent for primary production and 7
percent for manufacturing and trade in farming products.

“After increasing the subsidies and cutting the value added tax, this
is the third grand measure to assist and promote agriculture,” Deputy
Prime Minister Zoran Stavreski said.

Agriculture Minister Aco Spasenoski hopes that interests will
further decline by one more percent and the Government will cover a
portion of the costs.

“I expect farmers to show great interest because the money will
help them prepare for using the European Union pre-accession funds,”
Minister Spasenoski says.

Farmers hail the idea, yet caution that due to the mortgage that
banks demand little money will actually be used.

“Through the Agrarian Council we asked the Government to set
up an agricultural bank through which cheap credits will be placed.
Until such a bank is formed, the problems of crediting farmers will
continue,” representatives of the Federation of Farmers of Macedonia
say. They also add that the possibility of mortgaging land is brought
into question considering that it is very hard to take out a property list
from the cadastre. Another problem are the certificates for possessing
goods issued by the Veterinary Administration.

“The machinery of individual farmers is old and dilapidated and no
one would accept it as a mortgage. Therefore only farmers in possession of
ahouse or apartment in the centers of the cities are eligible for receiving
credits,” farmers complain.

According to Minister Spasenoski, the money from the fund
will chiefly be used for the underdeveloped sectors to make them
more competitive, while loans will be approved in adherence with the
Development Strategy. He further stresses that banks will have to accept
machinery and livestock, in addition to land, as mortgage.

“This is a condition, which commercial banks will have to accept if
they want to channel the loans,” Minister Spasenoski says.

So that the fund may operate better, field counselors will be helping
farmers elaborate their business ideas and apply for loans.

FARMERS RACING FOR RURAL
DEVELOPMENT PROGRAM MONEY

Only registered farmers and firms, whose basic activity is agriculture,
are eligible to apply for money from the Rural Development Program,
whose fund totals 45 million denars.

From 1 June to 15 July this year applications can be submitted
for funds from the Rural Development Program, according to which
financial aid of a total of 45 million denars will be granted for investments
in agricultural cooperatives, as well as in equipment for processing of
agricultural produces. Only registered farmers and firms, whose basic
activity is agriculture, are eligible to apply for money.

The funds of the Program will be distributed by the co-funding
principle. Applicants will have to invest 100 percent of their own money
in the realization of the investment and have 50 percent of it repaid as
a grant provided that it is determined that the money has truly been
spent on procuring the required equipment, officials from the Sector
for Rural Development of the Ministry of Agriculture explain.

Applications will be granted by 30 October. The money will be paid
into savings books instead of making cash payments, as was the case
last year. The number of farmers encompassed by the Program depends
on the amount of the requested funds.

Sixty legal and 120 physical persons were granted financial aid from
the Rural Development Program last year. The interest in procuring
tractors was the highest.

Table: Rural settlements and population by size 1981-1994

SGef:tlllgr; ths Settlements [heex Population Index
by size 1981 1994 | 1981=100 | 198 1994 | 1981=100
<99 379 576 151.1 17,549 23,121 131.7
100-499 703 568 81.2 177177 | 142,797 80.6
500-999 312 233 746 220,421 170,480 771
1,000-1,999 165 137 83.1 27,945 | 192955 84.6
2,000-4,999 74 80 108.1 01,631 | 236717 106.0
> 5,000 3 10 3333 15,214 17,239 346.1
Total 1,636 1,604 98.1 879937 | 782877 88.9

CROATIAN AGROKORTO INVEST
EUR 200 MN IN MACEDONIA

The Croatian food industry Agrokor plans to invest
200 million euros in Macedonia. Agrokor officials
presented their company to Prime Minister Nikola
Gruevski in early June.

“Agrokor plans to build buyout centers, a facility for
processing of fruit and vegetables and a chain of
supermarkets,” said Agrokor general manager lvica
Todorovic.

The first buyout center, the construction of which
is estimated at 10 million euros, will be opened up
in Strumica. According to Todorovic, Agrokor is a
regional company and its smallest investment so far
has been the investment in Bosnia and Herzegovina
of 200 million euros.

“We also received information about the free zones.
We may take interest in making investments there too,
particularly in the production of ketchup and canned
fruit and vegetables," Todorovic stressed.

EUR 2.7 MN FOR SMALL
BUSINESSES

The Macedonian Enterprise Development Foundation
approved credits of 2.7 million euros to 748 firms last
year. About 971,000 euros was approved to 41 small
businesses and 1.8 million euros to 707 micro-firms.

Tatjana Lazarevska from the Foundation stated Tuesday
that the credits created 302 jobs and that most of them
were for businesses from the sectors of agriculture,
services, trade and production. Thirty-one percent of the
credits went to rural and 69 percent to urban areas.

Foundation officials explain that the number of female
entrepreneurs, beneficiaries of their loans, increased.
The analysis of the Foundation of the period from 1998
to 2006 demonstrated that 20 percent of the credits
ended up in the region of Skopje.

SWEDISH CAPITAL FORBETTER
MILK PRODUCTION

The Macedonian Milk Company with majority Swed-
ish capital, Swedmilk Makedonija, is expected to sign
its first contracts for cooperation with farmers of the
region of Skopje and buy out the first quantities of
home-produced milk in August.

“This milk company is going to absorb a great portion
of the home milk production, and the strengthening of
its capacity will result into a’milk crisis’in the reversed
direction though. There will not be enough milk and
therefore all the programs and incentives of the Min-
istry of Agriculture and the project lines that farmers
will have at their disposal will have to be employed to
increase the stock-breeding fund,” Agriculture Minister
Aco Spasenoski said.

The Milk Company has a capacity for daily processing of
250tons of milk, but in the beginning it will buy out only
50 tons a day. Thus for about 5,000 members of house-
holds making a living from milk production in Macedonia,
real conditions are created for becoming regular suppliers
and partners of Swedmilk Makedonija. The Milk Company
is expected to take on 100 employees.






