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MEMORANDUM OF UNDERSTANDING
BETWEEN THE EUROPEAN UNION
AND THE REPUBLIC OF NORTH MACEDONIA

1. On 25 May 2020, the European Parliament and the Council of the European Union
adopted a decision (Decision (EU) 2020/701") on providing macro-financial assistance
to enlargement and neighbourhood countries in the context of the COVID-19 pandemic.
The Decision makes available to the Republic of North Macedonia (hereafter referred to
as “the Country”) macro-tinancial assistance (hereafter referred to as “assistance™) of up
to EUR 160 mn in the form of a loan. The assistance shall be made available for one
year starting from the first day after the entry into force of this Memorandum of
Understanding (hereafter referred to as “the MoU™),

2. The objective of this assistance is to ecase the Country’s external financing consiraints,
alleviate its balance of payments and budgetary needs, strengthen its foreign exchange
reserve position and help the Country address the current external and financial
vulnerabilities. This assistance from the European Union is complementary to the
resources provided to the Country by international financial institutions and bilateral
donors in support of the authorities’ economic stabilisation and reform programme.

3. The assistance shall be disbursed in two instalments of up to EUR 80 million each.

4. The first instalment of the assistance shall be released upon the signature and entry into
force of this MoU and the accompanying Loan Facility Agreement and shail be
conditional upon an implementation of Rapid Financing Instrument agreed between the
Country and the International Monetary Fund (hereafter referred to as “the IMF”).

The release of the second instalment shall not, in principle, take place eatlier than three
months after the release of the first instalment.

The disbursement of the second instalment of the assistance will be conditional on both
a positive assessment by the European Commission (hereafter referred to as “the
Commission”) on behalf of the European Union, of progress made with respect to a
numnber of macroeconomic and structural adjustment measures and, if applicable, a
satisfactory track record in the implementation of the commitments agreed with the
IMF. The policy conditions attached to this assistance are based on the Economic
Reform Programme endorsed by the authorities of the Country. Accordingly, before the
- release of second instalment of this assistance, the Commission, in co-operation with the .
national authorities, will verify that the conditions attached to this assmtance have been IR
._adequatelynespected or new undelstandmgs 1eacheci ' IR S

5. . Prior to the 1eIease of the second msta[ment by the Commnss;on the Countly IR
authontles shali pmwde the Commsssmn w1th a Comphance Statement ‘on the e
7 fulfilment of the cond1t1onallty attachcd to the mstaiments in question. Upon 1eceipt of o

the compllance statement by the authouties of the Countiy, the Commlsswn wlli_.'..?
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evaluate, based on consultations with the authorities of the Country, progress made with
respect to the fulfilment of the conditionality. In this evaluation, particular attention will
be paid to reforms to improve Public Finance Management, good governance and the
fight against corruption, to strengthen the financial sector, and the business
environment. The concrete policy measures and frame of reference for this evaluation
are made explicit in Annex I, In case of a negative evaluation, the Commission may
withhold the disbursement of the instalments until the Country proves the compliance
with the conditionality, If necessary, Annex [ may be amended upon mutual agreement,
following the completion of the respective approval processes of the European Union

and the Country.

The Commission will also continuously verify the financing needs of the Country and
may reduce, suspend or cancel the assistance in case the financing needs of the Country
have decreased fundamentally during the period of disbursement compared to the initial

projections.

The Commission shall transfer the instalments to a euro account of the Ministry of
Finance of the Republic of North Macedonia (hereafter referred to as “the Recipient”) at
the National Bank of the Republic of North Macedonia (hereafter referred to as “the
Agent”). Given the substantial budgetary and external debt financing needs faced by the
Country, the proceeds of the loan will be used to finance the Country’s budget and for

refinancing existing external debt.

During the implementation of the assistance, the Country’s authorities shall supply the
Commission with all information that is relevant for the monitoring of its economic and
financial situation and for the assessment of progress in structural reforms. In particular,
the authorities will supply to the Commission on a timely basis the relevant information

as set out in Annex Il

With a view to preventing irregularities and fraud related to the use of the assistance and
ensuring the protection of the EU’s financial interests, the relevant provisions of the
Loan Facility Agreement will apply, notably those regarding regular checks by the
Country on the use of European Union assistance, and checks, audits and investigations
performed by the Commission, including the European Anti-Fraud Office, and the
European Court of Auditors and the European Public Prosccutor’s Office. Also, the
provisions of the Loan Facility Agreement on early repayment will apply in case it has
been established that the Country has engaged, in relation to the management of this
assistance, in any act of fraud, comlpllon or any othej 1llegaf activity,

The Commission, Leptesented by 1ts owh agents or its du[y mandated experts shalil have
the right to carry out opeaatloual assessments of the administrative procedures and

. financial circuits of the Country.and of the Agent that relate to the ‘management of .
~European Unijon macro-financial assistance thteughout the dulatlon of thls MoU and f01 RO
_ 'ﬁve years aﬁel the dlsbulsement of the Iast mstalment (e\—post pe1 10d) RO,

. An mdependent ex-post evaluatlon ef the asmstance may be camed out by the
- Commission or its duly authoused 1epaesentat1ves ‘The ‘authorities ‘of the-Country are -
i ’_commltted to supplymg all: necessary information to the’ Commlsswn leplesented byits
- own agents or its duly. mandated experts ‘for the duration of this | process. The evaluatlon RS
1ep011 w1ll be made avallab!e to the authoutles of the Counu Y. f01 comments S
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The authorities will ensure, as appropriate, close co-operation with the European
Commission.

This assistance is implemented on the understanding that the authorities of the Country
will continue to respect effective democratic mechanisms, including a multi-party
parliamentary system and the rule of law, and to guarantee the respect for human rights.

Annexes | and II are an integral part of this MoU.

All notices in relation with the present MoU shall validly be given if in writing and sent
to:

For the European Union European Commission

Directorate General for

Economic and Financial Affairs
CHAR 11/248
B-1049 Brussels, Belgium

For the Republic of North Macedonia Ministry of Finance
Dame Gruev 12

1000 Skopje, North Macedonia

With copy to:

Central Bank of the Republic of North
Macedonia

Kuzman Josifovski Pitu |

1000 Skopje, North Macedonia

The present MoU shall enter into force following the signature by the European Union
and the Republic of North Macedonia.

The MoU may be amended upon mutual agreement of the parties in form of a written
Addendum. The Addendum will be an integral part of this MoU and will enter into
force according to the same procedures as the MoU.




Done in 8&’095625 on ’(3/0?/26311 four originals in the English language.

FOR THE EUROPEAN UNION FORTHE REPUBLIC ORTH MACEDONIA
as Lender as wer

ke




ANNEXT
STRUCTURAL REFORM CRITERIA

At the time of the Commission staff review that will precede the decision on the
disbursement of the second instalment, the authorities of the Country are committed to

have accomplished the following actions:

Public finance

I. Send draft Organic Budget Law to Single National Electronic Registry Of Regulations
(ENER) of the Republic of North Macedonia for public consultation. The draft law
envisages the establishment of fiscal rules and a fiscal council with a view to
strengthening fiscal sustainability in the medium term.

2. With a view to improving revenue mobilisation, conduct a comprehensive review of
foregone revenues from tax deductions in personal and corporate income taxation and
preferential VAT rates, in line with the draft Tax System Reform Strategy 2020-2023.

3. Progress with the preparation of amendments to the law on public-private parinerships
with a view to improving prioritisation and selection of projects as well as fiscal risk
management.

4. To enhance fiscal transparency, publish on a quarterly basis on the Ministry of Finance
website: a) quarterly income and expenses statements of all state-owned and public
enterprises on central level with a three to four months lag; b) consolidated data of

municipalities’ budget execution of revenues and expenditures.

Good governance and fight against corruption

5. Publish on a quarterly basis comprehensive information on the adoption and
implementation of the COVID-19 emergency support measures, including the amounts
of aid by category of beneﬁciarjes, the identity of and the amounts allocated to the 50
largest beneficiaries of aid, as well as the. COI’ldlthl]S and allocatlon criteria for support .
. _m hne with natlonal legal 1equnements on conﬁdentlahty ' .'

6. Pr epate a Human Resources Stlategy f01 the Judw:at y and P;osecutlon o

Fmanc:al Sectm _5 S ST i Y . .
7 Ensme wgufal meetmgs of the Fmancxai Stablhty Commlttee and pnepane a Dl aﬁ: Law. it

clanfymg the cenhal bank’s macn opludenttal mandate
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8. Publish on a designated web page a list of paratiscal charges on central and local level,

including their value.

Social policy
9. Establish a Youth Employment Unit within the Department for Active Employment

Measures of the Employment Agency to coordinate and monitor all activities related to

inclusion of young people in the labour market.




ANNEX II

MONITORING SYSTEM

1. Monitoring of macro-economic and financial developments and policies

During the implementation of the Eurépean Union macro-financial assistance, the following
indicators and reports shall be published or provided to the Commission by the relevant

authorities of the Country, on a quarterly basis.

a) Information submitted by the Ministry of Finance:

-2

GDP or national income (quarterly)

Main components of GDP (quarterly)

Employment and unemployment rates (quarterly)

Level and composition of general and central government revenue and expenditure as
well as government payment arrears (quarterly)

Fiscal balance of the central government (quarterly)

Fiscal balance of the general government (annual)

External public debt stock and (interest and principal) payments for central government
(quarterly)

Domestic public debt stock and (interest and principal) payments for central government
{(quarterly)

Scheduled quarterly payments (interest and principal) of domestic and external debt for
central government for the years 2020-2021 (quarterly)

Consumer and producer prices (monthly)

Interest rates (yields) on government bonds at public debt (primary) auctions (monthly)

b) Information submitted by the Central Bank of the Republic of North Macedonia

Interbank interest rates at benchmark maturities (monthly)

Banks’ overal! lending rate {(monthly)
Balance-of-payments and main components (quartetly)

International reserve position {monthly)
Nominal bilateral exchange rates against the euro and the USD (monthly)

2 Mumtormg of pollcy measures specnfwd in Almex |

During the implementation of the Eunopean Umon macro- ﬁnancml assistance, data and/m
information relating to the implementation of policy measures specified in Annex 1 shall be

pmwded to the Comm;ssxon by the 1e[evant authoratles of the Countl Yy, on lequest ﬂom the_ BT s

Commassmn notably
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Publication of quarterly income and expenses statements of SOEs and public enterprises
at central government level on the MoF website. Publication of consolidated data of
municipalities’ quarterly execution of revenue and expenditure on the MoF website.
Publication of comprehensive information on a designated website on the adoption and
implementation of the COVID-19 emergency support measures, including quarterly
reports on the amounts of aid by category of beneficiaries, as well as the conditions and
allocation criteria for support. The identity of and the amounts allocated to the 50 largest
beneficiaries of aid, in each quarter should also be included.

Human Resources Strategies for the Judiciary and Prosecution,

Public announcements from Financial Stability Committee meetings, Draft Law for
clarifying the Central Bank’s macroprudential mandate.

Publication of the list of parafiscal charges on central and local level including their value

on a designated web page.




