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The global financial crisis that arose as a result of the fall in real estate prices in
the United States, the enormous increase of borrowers who owned a mortgage loan
that could not repay and the bankruptcy of the Lehman brothers as a symbol of the
crisis caused a significant destabilization of the financial markets and a drastic
decline of stock exchange activities both in the USA and in other economies in the
world. In order to stabilize economies from the global transmission of the crisis,
governments and central banks created a series of fiscal and monetary measures.
Although a large number of economists from the Keynesian provenance indicate
the importance of the role of fiscal policy in the stabilization of economies during
the crisis, empirical research indicates the significance of monetary measures in
the domain of increasing the liquidity of the financial sector and stabilizing
macroeconomic flows.

The subject of the research paper is the role of the monetary policy and the
measures of the National Bank of North Macedonia created during the global
financial crisis in the direction of stabilizing the Macedonian economy.

The purpose of the research paper is to examine the effects of monetary measures
and policies on the key economic indicators of North Macedonia.

The research paper is based on secondary methods and is composed of
descriptive statistics, correlation analysis, trend analysis and regression analysis.
Based on the research, it can be concluded that North Macedonia, as a small and
open economy, volatile to international economic trends, notes certain effects of
the global crisis, while the National Bank of North Macedonia resorted to adapting
the monetary policy in the direction of sterilization of the effects of the crisis and
stabilization of the macroeconomic situation.
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1. Introduction

The uncontrolled placement of housing loans by banks in the United States and the option
of issuing bonds as collateral with relatively high interest rates, which continuously
increased the banks' capacity to issue loans, influenced the growth of demand for real
estate and the so-called skyrocketing increase in their price. The high demand for loans
implied a reduction in banks' criteria for approving loans and the occurrence of frequent
errors in mortgage value assessments, resulting in rapid loan approval without checking
the creditworthiness of borrowers.

The difficulty in collecting annuities, problems in servicing obligations on issued bonds,
and the loss of trust among customers led to a situation where banks faced a shortage of
liquid assets, gradually losing their role as intermediaries between investors and
borrowers. As a result of illiquidity, a large number of banks and financial institutions faced
bankruptcy. The most significant financial institution that faced bankruptcy was the
investment company Lehman Brothers, which had a significant negative impact on the
financial market in the United States, but also globally, reducing the frequency of capital,
investments and lending.

In order to deal with the crisis, that is, to maintain bank liquidity and prevent bankruptcy,
a large number of Central Banks, primarily the US Federal Reserve, created a set of
measures, the most exploited of which was the one for the purchase of non-performing
loans and direct injection of fresh financial assets into banks. Alarge number of European
countries, among other things, nationalized the most critical banks in order to send a
signal to customers who have deposits with banks that their deposits are safe.

The research focuses on the role of monetary policy during the global financial crisis in
the Republic of North Macedonia. The research is composed of descriptive statistics of
the country's key macroeconomic variables, correlation analysis, and trend analysis.

2. Theoretical background

According to many analyses, the main cause of the global financial crisis cannot
yet be accurately defined. In order to revive the American economy and creating housing
opportunities mostly for young soldiers, the United States implemented the British system
of crediting using mortgages. The emergence of such loans on the US market with a
relatively low interest rate contributed to the growth of demand by the population and
relatively uncontrolled supply by banks (Toarna & Cojanu, 2015). Before the onset of the
global financial crisis in 2007-2008, the United States experienced a significant growth or
expansion in the housing market. This period of expansion is known as the “Great
Moderation” (Bernanke & Geithner, 2013). This phenomenon began in the mid 1980s
after high inflation rates and macroeconomic instability, with key macroeconomic
parameters in the United States such as economic growth, inflation, unemployment, and
interest rates being relatively stable, and the economic growth rate recorded a significant
increase, on the other hand, the other macroeconomic parameters recorded a decline
(Giannone, Lenza, & Reichlin, 2008) (McKibbin & Stoeckel, 2009).

The beginning of the global financial crisis in 2007 and the bankruptcy of Lehman
Brothers, which represents a kind of symbol of the crisis, the Federal Reserve, that is, the
central banking system of the United States, created a series of measures and policies
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to resolve the crisis. Because the crisis had an international effect due to spillovers to the
Eurozone and other countries in Europe, the Fed coordinated with other central banks
(ECB, Bank of England, and Bank of Japan) in the creation and implementation of
monetary policies (Kohn, 2010) (Bordo, 2021).

A large number of developing countries, especially the countries of Central and
Eastern Europe, including the RNM, have experienced a series of consequences for
economic flows since the beginning of the Global Financial Crisis, the significance of the
consequences varying from country to country depending on the internal economic
situation. According to research, economic growth immediately after the start of the crisis
in developing countries fell from 13.8% in 2007 to 6.1% in 2008, the downward trend
continued in 2009, with economic growth of 2.1% (Isabella, 2012) (Claessens,
Dell’Ariccia, Igan, & Laeven, 2010).

As economic policymakers, governments and central banks were key factors in
identifying the causes of the crisis and creating economic measures and stabilization
policies, but many economists point to their poor responsiveness and coordination at the
beginning of the crisis, allowing the crisis to spill over to a larger scale. The key fiscal
measures taken by the Governments are those in the domain of growth in public
spending, tax cuts, and growth in capital investments and subsidizing companies. The
aim of fiscal stimulus was to stimulate economic growth, which was affected by the
reduced inflow of foreign capital in the form of FDI and portfolio investments, the decline
in stock market indices and the collapse of banking systems, as well as the relatively
conservative approach of investors and the economy (Padoan, 2009). Andresen (2009)
points out that the fiscal policy of countries played a key role in dealing with the crisis
because only fiscal stimuli can stimulate the growth of aggregate demand, while also
considering that the key problem of the crisis is reduced aggregate demand. It also points
out that fiscal measures should impact unemployment towards a permanent reduction
and long-term stabilization of the labor market.

According to many researchers, fiscal policy was key in resolving the crisis, at the
expense of monetary policy, which, according to its characteristics and specifics, reacts
more slowly due to time adjustments and cannot influence the overall economy, especially
in terms of unemployment and aggregate demand. In the domain of crisis management
and the recovery of national economies, a significant contribution was made, especially
in maintaining the liquidity of banking systems and reducing inflation (da Silva & Vilela,
2017). What was characteristic of the monetary policy is that it differed from country to
country due to the degree of impact of the crisis on the national economy and the effects,
so some countries tightened monetary policy, and a large number of central banks in
developing countries have reduced reference interest rates and reduced reserve
requirements since the beginning of the crisis in order to improve the liquidity of
commercial banks and stimulate economic activity (Berkmen, Gelos, Rennhack, & Walsh,
2012). Those countries that faced a rise in inflation, including the RNM, have created a
series of measures characteristic of restrictive monetary policy, among which the most
popular are those for increasing the reference interest rate and increasing the required
reserve rate.
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3. Research methodology

The subject of the research is the setting of the monetary policy during the 2008 Global
Financial Crisis in the Republic of North Macedonia.

The aim of the research is to investigate the effects of the crisis on the Macedonian
economy and the contribution of monetary policy for stabilization.

Research tasks:

Identification of the causes of the crisis;

Analysis of the monetary measures taken by the Central Banks of the leading
economies;

Determination of the transmission of the crisis upon the Macedonian economy;
Analysis of the key macroeconomic variables of Macedonia;

Analysis of the monetary measures of the NBRM during the Global Financial
Crisis;

Basic hypothesis of the research

HO — The monetary policy during the Global Financial Crisis has made a significant
contribution to the prevention and stabilization of the Macedonian economy.

Specific research hypotheses

H1 — The increase in the interest rate on Denar deposits had a significant
contribution to the stabilization of the Macedonian economy.

H2 — The slowdown in the growth of the volume of credit placements had a
significant contribution upon the stabilization of the Macedonian economy.

H3 — The slowdown in the growth of the monetary aggregate M2 had a significant
contribution upon the stabilization of the Macedonian economy.

16



Table 1 Research variables.

Description Unit Source
Inflation INF National bank of Macedonia
Interest rate on Denar deposits IRT National bank of Macedonia
'tl)'c;t:llsloans from banks and savings TCR National bank of Macedonia
Current account of the balance of CAC National bank of Macedonia
payments
Monetary aggregate M2 MA2 National bank of Macedonia
Foreign direct investments FDI State statistical office
Gross domestic product GDP Ministry of finance
Public debt PDB Ministry of finance
Unemployment UNE Ministry of finance

Research period: 2005-2014
Data frequency: Annual
The research is composed of: descriptive statistics, correlation analysis, trend analysis.

4. Research results

4.1. Descriptive statistics

From the descriptive statistics (Table 2) it is concluded that the average value of inflation
for the calculation period is 2.48, the interest rate on loans is 5.39, the average deficit
on the current account of the balance of payments is 254.82, the average GDP growth
is 3.31, and the average public debt for the calculation period is 29.28. The highest
standard deviation was observed in inflation at 2.58, in the current account of PB deficit
at 263.87, in FDI, and in GDP at 2.35.

Table 2 Descriptive statistics.

INF IRT TCR CAC MA2 FDI GDP PDB UNE
17452 -| 18543
Mean 2,48 | 5,387 19| 254,82 71 254,63 3,31 29,28 32,81
Standard 0,8160 | 0,3458 | 19139, | 83,442 | 13185, | 44,203 | 0,7428 | 1,9488 | 0,9463
Error 61| 51767 | 15187 | 47759 | 15757 | 79803 | 84767 | 91423 | 90805
. 18450 -| 19378
Median 2,55 | 5,155 6| 167,85 15 228,67 35| 29,15 32,75
Mode #N/A 7,05 #N/A #N/A #N/A #N/A #N/A #N/A #N/A
Standard 2,5806 | 1,0936 | 60523, | 263,86 | 41695, | 139,78 | 2,3492 | 6,1629 | 2,9927
Deviation 11469 | 79315 3124 | 82828 | 12923 4683 | 07904 | 35808 505
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Sample 6.6595 | 11961 | 36630 | 69626, | 17384 | 19539, | 55187 | 37,981 | 8,9565
Variance 55556 | 34444 | 71343 | 47067 | 83802 | 7576 | 77778 | 77778 | 55556
Kurtosis 27’5%8 0,5585 | 0,6434 29’2282 07’8252 07893 | 04567 | 1.6043 | 0,8555
10575 | 09963 30828 | 62129 | 40546 | 09935
Skewness 16’;5% %gggz 05871 | 14576 | 0,9372 09"7‘2;2 0,6005 %gg?j 0,0457
17949 | 67432 | 16872 49914 90415
Range 9| 335 18503 905.4 1292(1) 42876 71 174 9.1
Minimum 0,7 37| 70524 | -8622 1044; 7721 05| 206| 282
Maximum 83| 705 25552 432 2336; 505,97 6.5 38| 373
17452 T 18543
Sum 248 | 5387 12 | 25485 12| 25463 33| 2028 3281
Count 10 10 10 10 10 10 10 10 10
Confidence | 1,8460 | 0,7823 | 43295, | 188.75 | 29826, | 99.995 | 1.6805 | 44086 | 2,1408
Level(95,0%) | 58236 | 71051 | 76949 | 99984 | 89864 | 93833 | 22098 | 98692 | 84738

Source: Authors’ calculations (Excel).

4.2. Correlation analysis

According to the correlation analysis (Table 3), in the context of the research, it is
concluded that the interest rate has a negative correlation with public debt, credit
placements are positively correlated with M2, M2 has a strong negative correlation with
unemployment, FDI has a positive correlation with GDP and GDP has a strong correlation
with unemployment, which in principle is justified by the general economic theory.

Table 3 Correlation analysis.

INF IRT TCR CAC MA2 FDI GDP PDB | UNE
INF 1
IRT | 0,03301 1
TCR | -0,0079 | -0,0923 1
CAC | -0,6107 | -0,4439 | 0,07805 1
MS2 | 0,01596 | -0,0445 | 0,98348 | 0,0624 1
FDI | 0,55569 | -0,1841 | -0,1374 | -0,4043 | -0,0395 1
GDP | 0,31015 | -0,3267 | -0,5142 | -0,1143 | -0,4979 | 0,63457 1
PDB | -0,4328 | -0,7041 | 0,12781 | 0,76731 | 0,03232 | -0,5222 | -0,1471 1
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‘ UNE ‘ 0,12893 ‘ 0,23886 ‘ -0,9725 ‘ -0,2028 | -0,9359 | 0,17766 ‘ 0,51029 ‘ -0,2895 ‘ 1 ‘

Source: Authors’ calculations (Excel).

4.2. Trend analysis

According to the analysis of the trend of key macroeconomic indicators, it is concluded
that the Global Financial Crisis had a significant impact on inflation in Macedonia (Figure
1), reaching 8.3% in 2008, as a result of inflation and the pressure of reduced economic
activity in key trading partners, GDP in 2009 recorded a significant decline, amounting to
-0.40%, what is characteristic is that despite the growth in the following year, GDP for the
entire accounting period recorded a downward trend. Also, during the crisis period, FDI
recorded a significant decline, primarily as a result of reduced capital allocation and
reduced investment activities on a global level.
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1 Trend analysis.
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As a monetary policy response to the effects of the crisis, the interest rate on deposits in
Denars from 2007 to 2010 recorded a growing trend (Figure 1), slowing the growth of
credit placements and monetary aggregates. Due to the decline in exports, and as a result
of the strong effects of the crisis on the European economy, Macedonia's current account
balance of payments deficit increased rapidly in 2007, 2008 and 2009.

5. Discussion

The results of the research show that the Republic of North Macedonia, as a developing
country and an open economy, did not experience critical consequences from the Global
Financial Crisis, due to the low public debt and mostly owing to the Macedonian financial
markets, as well as the prudent monetary policy that largely contributed to the prevention
of spillover of the crisis. The global financial crisis has seen the country experience short-
term inflationary increases, as well as a decline in FDI inflows and a higher current
account deficit.

Based on the research, the general and specific hypotheses of the research are accepted.
Regarding the first specific hypothesis H1 — The increase of the interest rate on Denar
deposits had a significant contribution to the stabilization of the Macedonian economy,
the NBRNM in 2008, 2009 and 2010 increased the reference interest rate several times,
this caused an increase in commercial interest rates, increasing the expectations of the
economy and the population for a stable economy, and on the other hand causing caution
in borrowing from commercial banks. Regarding the second special hypothesis H2 — The
slowdown in the growth of the volume of credit placements had a significant contribution
to the stabilization of the Macedonian economy, the increase in commercial interest rates
caused a slowdown in the growth of bank credit placements, with GDP recording a decline
of 0.4% in 2009, however, the slowdown in credit growth had a significant impact on the
amortization of crisis shocks and the expectations of the economy and the population in
the domain of deposit safety and bank liquidity. Regarding the third special hypothesis H3
— The slowdown in the growth of the monetary aggregate M2 had a significant contribution
to the stabilization of the Macedonian economy, namely, the slowdown in growth of M2
significantly contributed to the sterilization of imported inflation and its return within the
established corridor.

6. Conclusion

The global financial crisis of 2007/2008, which occurred as a result of uncontrolled
mortgage lending with overvaluation of the value of the mortgage and the collapse of the
banking system due to the increasing proportion of non-performing loans in total loans,
contributed to the destabilization of global economic flows. Namely, the crisis that arose
in the United States relatively quickly spilled over into the countries that were the largest
trading partners of the United States at the time, implying an increase in inflation, slowing
economic activity, recession in some countries, and growing investor distrust in financial
systems. In order to stabilize and consolidate the banking system, a large number of
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Central Banks created a series of conventional and unconventional measures, among
which the most common were the increase in the reference interest rate, the purchase of
non-performing loans, and the nationalization of banks with critical credit portfolios.

The research concludes that the effects of the global financial crisis were most prevalent
in developed countries of the European Union, which are the so-called natural trading
partners of the United States, primarily due to close economic and trading ties as well as
the strong influence of financial markets located in the United States on stock markets in
the EU. The Republic of North Macedonia, as a developing country and a country
susceptible to the import of global crises, in this case, due to previously undertaken
economic policies, especially the low public debt rate and the small percentage share of
borrowing on foreign markets in total borrowing and the prudent monetary policy, the
country did not feel significant consequences of the crisis.

Consequently, the crisis was reflected in a decrease in GDP growth, an increase in
inflation, and a decrease in FDI inflows. The research shows that the NBRNM has taken
a series of restrictive monetary measures to deal with inflation and prevent major shocks,
the most significant measure being the increase in the reference interest rate, which
implied an increase in commercial interest rates, a slowdown in the growth of credit
placements and the money supply in circulation.
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