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OVERVIEW - FLASH NOTES

akk

The Western Balkans’ economic output expanded faster in the first quarter of 2024 than in the
previous three months. The region’s real GDP growth accelerated to 3.9% year-on-year in Q1-2024 from
3.2% in the preceding quarter as all economies except Albania recorded a pick-up in the rate of output
growth. GDP growth accelerated the most in Kosovo, Bosnia and Herzegovina and Serbia.

Economic growth was generally driven by domestic demand. Consumer spending remained a key
contributor to output growth in the first quarter of 2024, with its year-on-year growth accelerating in most
economies of the region. Household consumption was supported by continued high nominal wage growth
across the region, which translated into sizeable real wage increases amid lower inflation. Investment rose
markedly in almost all economies, notably in North Macedonia where it surged after four successive
quarters of year-on-year decline. Trade dynamics were generally dragged down by contracting exports while
imports held up better, leading to negative contributions from international trade to GDP growth.

The unemployment rate fell in most economies in the first quarter of 2024, compared to the
same period a year before. In line with the acceleration in economic activity, average annual employment
growth picked-up notably to 2.5%! in the Western Balkans, while labour force participation increased in
some countries. Overall, unemployment rates in the region were at historically low levels but remained high
compared with the EU, ranging from 9.4% in Serbia to 13.5% in Bosnia and Herzegovina.

The region’s four-quarter moving total current account deficit increased to 3.6% of GDP in
March from 2.8% in 2023, still a low level by historical standards. This put an end to the trend of
improving external balances that had started in the third quarter of 2022. The deterioration was broad-
based across countries and was due to increasing merchandise trade deficits, lower secondary income
(mainly remittances) surpluses and in some cases also decreasing services trade surpluses as a percent of
GDP. Foreign direct investment inflows as a share of GDP were stable or increased in most countries in the
four guarters to March, while they continued to cover most or all of the current account deficit. Foreign
exchange reserves remained broadly stable or, as in Serbia, increased.

Average annual inflation slowed further to 4.1% in the first quarter of 2024. Annual consumer
price inflation remained unchanged or slightly accelerated in most economies in April and May, ranging from
an average of 2% in Bosnia and Herzegovina to 5.4% in Montenegro, whereas it further decelerated in
Albania and Serbia. Inflation rates falling to within the target range enabled central banks in the latter two
countries to embark on gradual monetary policy easing. In June, the National Bank of Serbia cut the key
policy rate by 25 bps. to 6.25%, while in July the Bank of Albania reduced it to 3% from 3.25%. The central
bank of North Macedonia has kept the key policy rate at 6.3% since September 2023.

Continued economic expansion supported the growth of budget revenues and fiscal balances
improved in almost all Western Balkan economies in the first five months of 2024, except for
North Macedonia. In some countries (Albania, North Macedonia) budget balances also benefitted from
lower capital spending compared to a year before. The public debt-to-GDP ratio decreased in most
economies of the region in the first quarter of 2024 compared to end-2023, partly due to the robust rise in
nominal GDP. The fall in the debt burden was most pronounced in Serbia (in May) and Albania. The public

! This figure does not include Albania and Kosovo for which first-quarter data were not available by the cut-off date for this report.



debt ratio remained the highest in Montenegro at 66.4% of GDP, followed by Albania and North Macedonia
at 55.8% and 50.4% of GDP, respectively.

In Tiirkiye, economic growth accelerated notably in the first quarter of 2024, with real GDP
expanding by 5.7% on a year-on-year basis. Growth was driven by still strong, albeit moderating
domestic demand, in particular robust household consumption and a marked increase in investment as well
as a positive contribution of net exports. The current account deficit narrowed to 2.8% of GDP in the 12
months to April, down from 4.1% in 2023. Over the same period, the merchandise trade deficit shrank
significantly compared to a year before, mainly due the strong contraction of non-monetary gold imports
since the beginning of 2024. The central bank’s foreign exchange reserves have recovered the losses
incurred in January-April, reaching EUR 148 billion on 21 June.

On the back of the lowest monthly inflation rate in a year, annual inflation decreased to 71.6%
in June, from a peak of 75.4% in May. The central bank has kept its key policy rate unchanged at 50%
since March and signalled its readiness to further tighten the monetary policy stance in case of a significant
deterioration in the inflation outlook. The lira’s value against the US dollar remained broadly stable in the
second quarter of 2024.

Boosted by the surge in indirect tax income, total budget revenue grew by more than 100%
year-on-year in the first five months of 2024, while total expenditure also doubled in nominal
terms. The sizeable budget surplus registered in May brought the cumulative central government budget
deficit to TRY 472 billion (1.1% of projected GDP) in January-May, slightly higher than the shortfall recorded
in the same period a year before. The general government debt decreased to 28.5% of GDP at end-March,
compared to 29.6% at end-2023.
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Candidate and potential candidate countries: Overview graphs
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Chart 5: General government balance, % GDP

Chart 6: General government debt, % GDP
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Candidate and potential candidate countries: Summary table

ECFIN 2024
Spring forecast

2019 2020 2021 2022 2023 | 2024 2025 |Q423 Q124 Q224 Apr24 May 24 Jun 24

Gross domestic product (in real terms, annual % change)

Albania 21 -3.3 8.9 4.8 3.4 3.3 3.5 3.8 3.6 : N.A. N.A. N.A.
Bosnia and Herzegovina 2.3 -2.9 7.3 3.8 1.6 2.3 2.8 1.7 2.7 : N.A.  NA. NA.
Montenegro 41 -15.3  13.0 6.4 6.0 3.4 3.0 4.3 4.4 : N.A. N.A. N.A.
North Macedonia 39 47 45 22 1.0 2.9 3.0 09 12 : N.A.  NA.  NA.
Serbia 4.3 -0.9 7.7 2.5 2.5 3.5 4.3 3.8 4.7 : N.A. N.A. N.A.
Turkiye 0.8 1.9 11.4 5.5 4.5 3.5 3.8 4.0 5.7 : N.A. NA. N.A.
Kosovo 4.8 -5.3 10.7 4.3 3.3 : : 40 56 : N.A. NA.  NA.
Unemployment

Albania 12.0 12.2 121 11.3 11.2 10.9 10.4 11.2 : : N.A. NA. N.A.
Bosnia and Herzegovina 157 159 174 154 132 : : 127 135 : N.A. NA.  NA.
Montenegro 15.4 18.4 16.9 15.1 13.4 11.8 1.7 124 12.0 : N.A. NA. N.A.
North Macedonia 17.5 16.6 15.6 14.5 13.2 12.9 12.8 13.2 129 : N.A. NA. N.A.
Serbia 11.2 9.7 11.0 9.5 9.4 9.3 9.1 9.1 9.4 : N.A. NA. N.A.
Tirkiye 13.7 13.1 12.0 10.5 9.4 10.2 10.2 8.6 9.3 : 8.5 : :
Kosovo 25.7 25.9 20.7 12.6 : : : : : : N.A. NA. N.A.

Current account balance* (% of GDP)

Albania -7.9 -8.7 7.7 -5.9 -0.9 -1.1 -1.2 1.0 -1.9 : N.A.  NA. N.A.
Bosnia and Herzegovina -2.6 -2.8 -1.8 4.3 2.7 -2.8 -2.5 2.7 3.7 : N.A.  NA. N.A.
Montenegro -14.3  -26.1 92 129 -116 | -10.3 9.7 -11.6 -13.8 : N.A.  NA. N.A.
North Macedonia -3.0 -2.9 -2.8 -6.1 0.7 -1.0 -1.1 07 13 : N.A.  NA. N.A.
Serbia -6.9 -4.1 -4.2 -6.9 -2.6 -3.6 -3.6 26 29 : N.A.  NA. N.A.
Tarkiye 2.0 4.3 -0.8 -5.1 -4.1 -2.7 -2.1 41 2.8 : N.A.  NA. N.A.
Kosovo -5.7 -7.0 87 -103 -7.6 : : 7.6 -85 : N.A.  NA. N.A.

Inflation (Consumer price index, annual % change)

Albania 1.4 1.6 2.0 6.7 4.8 3.0 3.0 3.9 2.7 21 21 2.2 21
Bosnia and Herzegovina 0.6 -1.1 2.0 14.0 6.1 2.2 2.0 2.0 2.0 : 2.0 2.0 :
Montenegro (HICP) 0.5 -0.8 2.5 11.9 8.9 4.8 4.3 5.7 5.3 : 5.8 5.1

North Macedonia 0.8 1.2 3.2 14.1 9.6 3.0 1.9 3.4 3.4 : 4.0 4.5

Serbia 1.8 1.6 4.1 12.0 12.4 4.7 3.2 8.0 5.7 : 5.0 4.5 :
Turkiye 15.2 12.3 19.6 72.3 53.9 57.4 31.5 62.7 ©66.8 723} 698 754 71.6
Kosovo 2.7 0.2 3.3 11.6 4.9 : : 2.8 21 : 2.4 2.4 :

General government balance** (% of GDP)

Albania -1.9 -6.7 4.6 -3.7 -1.4 -2.4 -2.0 -1.4 1.3 : 1.8 2.0 :
Bosnia and Herzegovina 1.9 -5.2 -0.3 -0.4 : -1.5 -1.0 : : : N.A.  NA. NA.
Montenegro -2.0 -11.1 -1.9 -4.2 0.6 -3.7 -3.2 0.6 0.2 : N.A. N.A. N.A.
North Macedonia -2.0 -8.0 -5.3 -4.4 -4.9 -3.7 -3.0 49 -1.6 : -1.6 -2.2 :
Serbia -0.2 -8.0 4.1 -3.2 -2.2 -2.2 -1.5 22 02 : -0.3 N.A. N.A.
Trkiye -3.2 -2.9 -2.3 -1.1 -5.2 -4.3 -3.6 -5.2 : : N.A. N.A. N.A.
Kosovo -2.9 -7.6 -1.2 -0.5 -0.2 : : -0.2 0.8 : 1.4 1.7 :

General government debt*** (% of GDP)

Albania 65.8 74.3 74.5 64.5 58.9 58.2 57.2 58.9 55.8 : N.A. N.A. N.A.
Bosnia and Herzegovina 323  36.1 339 293 269 | 293 29.0 269 26.3 : N.A.  N.A. N.A.
Montenegro 76.5 1053 825 68.0 59.3 61.7 62.9 59.3 ©66.4 : N.A. N.A. N.A.
North Macedonia 40.5 50.8 51.4 50.5 53.1 54.6 54.2 53.1 50.4 : N.A. N.A. N.A.
Serbia 52.0 57.0 56.5 55.2 52.0 51.4 49.9 52.0 47.7 : N.A. N.A. N.A.
Turkiye 32.4 39.4 40.4 30.8 29.6 31.1 31.3 29.6 28.5 : N.A. N.A. N.A.
Kosovo 17.6 22.4 21.5 20.0 17.5 : : 17.5 15.6 : N.A. N.A. N.A.

Forecast: ECFIN forecast Spring 2024 published May 2024.

* Q figures refer to moving annual total.

** M and Q figures refer to the cumulative balance divided by the estimated annual GDP.
*** Q figures in percent of estimated annual GDP.




ALBANIA

Key developments

On 14 May, the annual Economic and Financial
Dialogue between the EU and the Western Balkan
Partners, Tirkiye, Georgia, Republic of Moldova
and Ukraine took place. The jointly adopted policy
guidance invites Albania to continue its fiscal
consolidation path, reduce arrears, and increase
tax revenue as a share of GDP. In addition,
Albania agreed to improve fiscal risk monitoring,
increase the transparency and accountability of
state-owned enterprises and ensure a sufficiently
tight monetary policy stance to preserve price
stability.

On 28 June, the Institute of Statistics, published
the preliminary results of the Population and
Housing Census 2023. Data shows that Albania's
population fell from 2.8 million in 2011 to 24
million in 2023 (a 14% decline). Furthermore,
results show that the working age population is
down to about 1.55 million people from 1.9
million in 2011, marking a decrease of 18.3%.
The largest decline in the working-age population
was seen in the 15 to 19-year-old age group,
which shrank by 46.8%.

Real sector

Real GDP increased by 3.6% y-o-y in Q1-2024,
slowing slightly from 3.8% in the previous three
months.

Private consumption growth accelerated in Q1 to
3.7% y-o-y (from 1.7% in Q4-2023 and 2.4% in
Q3-2023). In contrast, government consumption
decelerated to 3.5% y-o-y, following high growth
rates in the previous two quarters (16.1% in Q4-
2023 and 99% in Q3-2023). Investment
expanded as well, registering a higher growth
rate of 7.7% y-o-y compared to 5% y-o-y in Q4-
2023. After surging by almost 18% y-o-y in Q3-
2023 and 15.1% y-o-y in Q4-2023, total exports
declined by 9.9% y-o-y in Q1-2024, due to a drop
in exports of goods (-30.8% y-o0-y) and a much
smaller decline in exports of services (-1.4% y-o-
y) which followed four consecutive quarters of
very high growth. Total imports increased by
7.6% y-0-y in Q1-2024, supported by increases in
both goods and services imports.

On the production side, construction was the main
contributor to GDP growth in Q1-2024 (by
1.19pps.), followed by public administration,
education and health (092 pps.); and trade,

transport, accommodation and food services
(0.76 pps.). As in the previous quarter, agriculture
and industry recorded negative contributions to
growth in Q1-2024 (-0.31 pps. and -0.15 pps.
respectively).

The economic sentiment indicator (ESI) improved
over March and April but declined slightly in May
(by 1.1 points) due to the lower confidence of
consumers and across the sectors of industry and
construction. Nevertheless, the May level stands
close to the historical maximum and around 13
points above the long-term average. Confidence
in services and trade rose for the third
consecutive month.

Labour market

Labour market data for Q1-2024 has not been
published yet. The latest available Labour Force
Survey shows that the employment rate for the
population aged 15 to 64 stood at 66.7% in Q4-
2023, down by 1 pp. compared to the previous
qguarter. The unemployment rate (15-64 years)
edged up by 0.2 pps. go-g and also y-o-y to
11.2% in Q4-2023. The youth unemployment
rate stood at 22%, the same level as in Q3-2023.

The labour force participation rate (15-64 years)
decreased 1 pp. g-o-q to 75.1% in Q4-2023.
Female participation rate fell by 0.5 pps. y-o-y to
68.6% which expanded the gender gap to
13.2 pps. in Q4-2023.

The average monthly nominal wage increased by
13.8% y-o-y in Q1-2024, driven by a 16% y-o-y
increase in public sector wages; while the average
private sector wage rose by 12.7% y-o-y.
Agriculture remains the sector with the lowest
wages while financial and insurance activities
sector has the highest average wage.

External sector

The current account deficit increased to 1.9% of
GDP in the four quarters to Q1-2024, from a
historical low of 09% in full-year 2023.
Nevertheless, the deficit was smaller than the
5.1% recorded in the same period one year
earlier. The services trade surplus increased by
1.9 pps. y-0-y to 15.7% of GDP in the year to Q1-
2024, while the goods trade deficit narrowed by
1.4 pps. y-0-y to 21.9% of GDP.

The surplus of the secondary income balance fell
by 0.7 pps. y-o0-y to 5.5% of GDP, mainly because



remittances continued to fall, from 4.6% of GDP
in Q1-2023 to 4.3% in Q1-2024. The primary
income deficit decreased by 0.4 pps. y-o-y to
1.2% of GDP in Q1-2024. The share of total
exports in GDP was 38.5% in Q1-2024 while the
total imports-to-GDP ratio stood at 44.7%.

In the four quarters to Q1-2024, net FDI inflows
increased by 9.7% y-o-y, but their share in GDP
slightly decreased to 5.8% from 6.3% one year
earlier.

Foreign reserves decreased from EUR 5.8 billion
in December 2023 to EUR 5.6 billion in March
2024, their coverage of imports decreased as
well (from 7.3 to 6.8 months).

Monetary developments

The inflation rate fell to 2.3% in March, further to
2.1% in April and then registered a small uptick
to 2.2% in May 2023. The key contributors to
inflation in May were ‘Food and non-alcoholic
beverage’ prices (with 0.69 pps. contribution to
the inflation rate), ‘Housing, water, electricity, gas
and other fuels’ prices (042 pps.), followed by
‘Furniture household goods and maintenance’
prices (0.28 pps.).

In May, food prices continued to increase in
annual terms (by 1.9%) but fell (by 0.7%)
compared to April 2024. ‘Furniture households
goods and maintenance’ prices together with
‘recreation and culture’ prices saw the largest
annual increase (by 3.7%) and they were also
slightly up compared to April 2024. Nevertheless,
food prices remain the key contributor to the
inflation rate due to their high weight in the
consumer price index.

In July 2024, the Bank of Albania decreased the
policy rate to 3% from 3.25%. At the same time,
the interest rate for the overnight deposit was
reduced to 2% (from 2.25%), while the interest
rate for the overnight lending declined to 4%
(from 4.25%).

The growth of monetary aggregate M3 averaged
2.3% in 2023, followed by an increase to 3.3%
y-0-y in May 2024.

The lek continued to appreciate against the euro
in Q1 and Q2 of 2024, supported by foreign
currency inflows from tourism. The exchange rate
was at ALL/EUR 100.4 in June, down from 103.9
in January 2024.

Financial sector
Credit growth to the private sector accelerated to

11.6% y-o-y in Q1-2024, up from 8.5% y-o0-y in
Q1-2023 (and higher by 3 pps. compared to the

previous quarter). The expansion of the loan
portfolio was mainly in lek; with the annual
growth of the lek portfolio reaching 19.2%. Credit
in foreign currency continued to slow down, with
an average annual growth of 3.1% (0.6 pps. lower
than in Q4-2023). Overall, the share of loans in
the national currency increased by 7.7 pps. y-o-v,
reaching 57.2% of total loans.

The average interest rate on new loans in lek to
enterprises was 6.6% in Q1-2024, recording a
marginal increase from the previous quarter. The
average interest rate on mortgage loans in lek to
households was 4.3% in Q1-2024, up from 4.0%
in Q4-2023, while the interest rate on consumer
loans stood almost flat at 9.7%. The interest
rates on loans in euro continued to increase.

Deposits recoded an annual growth of 11.4% in
Q1-2024, slightly higher than 10.7% in Q4-2023.

The banking sector’s capital adequacy ratio was
17.5% in Q1-2024, standing at the same level as
in Q1-2023, but lower by 0.2 pps. compared to
the previous quarter. The broad liquidity ratio
decreased by 0.1 pps. y-o-y (and 0.9 pps. g-0-q)
to 29.9% in March 2024. The return on assets
rose from 2% in December 2023 to 2.2% in
March 2024, while the return on equity increased
from 17.3% to 19.2% over the same period. The
ratio of non-performing loans to total loans was
4.6% in March 2024, down from 5.2% a year
earlier, and 4.7% in December 2023.

Fiscal developments

Public revenue increased strongly (+11.2%) in
January-May 2024 compared to the same period
of 2023, driven by higher income from taxes
(11.8% y-o0-y). Revenues surpassed the budgeted
figures over this period by 3.4% and amounted to
almost 42% of the full-year target.

Total expenditure rose by less than revenues over
the first five months of the year (+6.5% y-o0-y),
with current expenditure higher by 9.1% y-o-y,
while capital expenditures were lower by 4.3%
y-o0-y. Overall, spending was lower than expected
(with execution at about 949% of the plan), driven
by low capital expenditure execution (at 73.7% of
the plan).

The January-May fiscal surplus increased by
40.5% y-o-y and amounted to 2.1% of GDP.
Public debt stood at 55.8% of GDP in March
2024, down from 58.9% at end-2023.
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ALBANIA

ECFIN 2024
Spring forecast

2019 2020 2021 2022 2023 | 2024 2025 | Q423 Q124 Q224 | Apr24 May 24 Jun24

1 Real sector

Industrial confidence ™! Balance 6.1 -0.8 6.4 7.2 8.4 : : 9.3 5.5 5.2 5.1 6.0 45
Industrial production ' Ann. % chi 5.5 -10.1 23.6 7.9 11.4 : : 5.9 3.5 : N.A. N.A. N.A.
Gross domestic product 3 Ann.%chi 2.1 -3.3 8.9 4.8 3.4 3.3 3.5 3.8 3.6 : N.A. N.A. N.A.
Private consumption " Ann. % chi 3.3 3.3 4.7 7.4 3.0 2.7 3.2 1.7 3.7 : NA.  NA.  NA
Gross fixed capital formation ' Ann. % chi  -3.6 -1.4 19.2 6.5 6.4 3.0 2.8 5.0 7.7 : N.A. N.A. N.A.
Construction index ' Ann. % chi 2.5 9.5 18.0 12.5 : : : : : : NA.  NA.  NA
Retail sales 7 Ann. % chi 4.2 1.0 5.3 5.1

2 Labour market

Unemployment ! % 12.0 12.2 12.1 11.3 1.2 | 109 10.4 11.2 : : NA.  NA.  NA
Employment %2 Ann. % chi 2.4 -1.9 0.4 4.8 1.6 1.0 1.2 1.5 : : NA.  NA.  NA
Wages 23 Ann.%chl 3.8 2.7 6.3 8.2 14.0 : : 13.7 13.8 : N.A. N.A. N.A.
3 External sector

Exports of goods >’ Ann. % chi 3.8 9.0 35.6 32.0 9.5 : : 112 223 : 1.8 124

Imports of goods >2 Ann. % chi 1.2 6.8 32.3 18.7 8.2 : : -12.8 0.4 : 0.6 1.6

Trade in goods balance* 2 % ofGDPI 229 224 253 238 214 | 208 206 | -21.3 220 : NA.  NA.  NA
Exports goods and senices* 34 % ofGDP} 31.3 227 31.3 37.5 39.9 : : 39.7 38.5 : N.A. N.A. N.A.
Imports goods and senices* 35 % of GDP} 45.0 37.2 44.8 47.9 451 : : 44.9 44.7 : N.A. N.A. N.A.
Current account balance* >® % ofGDP| 7.9 -8.7 7.7 5.9 0.9 -1.1 -1.2 -1.0 1.9 : N.A. N.A. N.A.
Direct investment (FDI, net)* 37 % ofGDP! 7.5 6.7 6.5 6.6 5.9 : : 5.8 5.8 : N.A. N.A. N.A.
International reserves >® mnEUR | 3,360 3,942 4,972 4952 5847 : : 5,847 5617 : 5,444 5,490

Int. reserves / months Imp *° Ratio 6.5 9.6 8.8 6.9 7.3 : : 7.3 6.8 : N.A. N.A. N.A.
4 Monetary developments

cPI*! Ann. % chi 1.4 1.6 2.0 6.7 4.8 3.0 3.0 3.9 2.7 2.1 2.1 2.2 2.1
Producer prices +2 Ann. % chi -0.8 -3.4 27 19.9 6.8 : : 5.9 2.8

Food prices 3 Ann.%chi 2.9 3.6 3.9 11.8 9.4 : : 71 3.3 1.8 15 1.9 2.0
M3 44 Ann. % chi 4.3 10.5 8.6 4.9 2.3 : : 2.3 2.4 : 2.3 3.3
Exchange rate ALL/EUR *® Value 123.00 123.74 122.45 118.98 108.77 : : 104.13  103.79 100.82 | 101.57 100.53 100.35
Real effective exchange rate *° Index 108.3 1103 1121 1123  124.3 : : 1306  129.5 : 132.3  134.0

5 Financial indicators

Interest rate (3 months-TRIBOR) *" % p.a. 1.45 1.46 1.39 2.21 3.68 : : 3.72 380 375 390 368  3.68
Bond yield 2 % p.a. 1.76 1.63 1.63 1.93

Stock markets >3 Index N.A. N.A. N.A. N.A. N.A. : : N.A. N.A. NA. | NA.  NA  NA
Credit growth > Ann. % chi 3.0 6.1 6.9 11.2 2.6 : : 1.9 5.7 : 8.5 9.9

Deposit growth Ann.%chi 2.5 5.8 8.5 8.0 1.9 : : 1.0 2.4 : 2.8 3.8

Non performing loans 5© % total 8.4 8.1 5.7 5.0 4.7 : : 4.7 4.6 : 4.8

6 Fiscal developments

General government revenue** ®' % ofGDP! 272 25.9 27.5 26.8 27.8 : : 27.8 6.7 : N.A. N.A. N.A.
General government expenditure* ®' o, ofgpp| 29.1 32.6 32.1 30.4 29.2 : : 29.2 5.4 : N.A. N.A. N.A.
General government balance** &' %ofGDPI -1.9 6.7 4.6 3.7 1.4 2.4 2.0 1.4 1.3 : 1.8 2.0

General government debt*** 52 % ofGDP| 65.8 74.3 74.5 64.5 58.9 | 58.2 57.2 58.9 55.8 : NA.  NA.  NA

f: ECFIN forecast Spring 2024 published May 2024

* Q figures refer to moving annual total.

** M and Q figures refer to the cumulative balance divided by the estimated annual GDP.
*** Q figures in percent of estimated annual GDP.
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BOSNIA AND HERZEGOVINA

Key developments

On 14 May, the Economic and Financial Dialogue
between the EU and the Western Balkans
Partners, Tirkiye, Georgia, Republic of Moldova
and Ukraine discussed Bosnia and Herzegovina’s
2024-2026 Economic Reform Programme. The
participants adopted a set of policy
recommendations, stressing among others the
importance of a timely adoption of the country’s
budgets, of increasing public investment and of
improving the efficiency of tax collection. The
dialogue also called for better monitoring fiscal
risks, strengthening the analytical capacities of
institutions responsible for fiscal policies as well
as providing better quality and more timely data
in the areas of macroeconomy, regional accounts,
labour force survey and government finance.

On June 13, the Executive Board of the IMF
concluded the Article IV consultation, highlighting
the need for containing current public spending
while preserving growth-enhancing investment.
The IMF also stressed that high public financing
needs require careful fiscal planning.

On 4 July, with about a half-year delay, the
Council of Ministers adopted the 2024 state level
budget, envisaging spending for the state-level
institutions of about 2%2% of GDP, increasing
nominal spending by some 3%, i.e. slightly above
expected inflation.

Real sector

Real GDP growth picked up to 2.7% y-o-y in Q1-
2024, according to preliminary estimates, from
1.7% in the previous three months. In terms of
expenditure, the main growth driver was a strong
increase of gross capital formation by 49.8%,
contributing 7.5 pps. to growth. However, there is
no information to which extent this increase was
driven by fixed investment, inventories or
statistical discrepancies. At the same time, the
fall in exports, which had started in Q2-2023,
deepened to 14.9% y-o-y, subtracting 7 pps. from
overall growth. Private consumption, usually the
main source of growth, rose by 2.7% vy-o-y,
contributing 2.2 pps. to overall output growth.
Import growth turned positive (1.3% y-o-y) after
three consecutive quarters of decrease. On the
production side, growth was mainly driven by
trade, transport and tourism, contributing 1.7 pps.
to growth. Output in industry, accounting for
about 20% of total gross value added, declined
for the seventh consecutive quarter. For 2023,

provisional data suggest output growth of about
1.6% in 2023, compared to 3.9% a year before.

High-frequency indicators paint a diverse picture.
Industrial production registered further declines
by 24% and 10.4% vy-o-y in April and May,
respectively, following a drop of 5% in Q1-2024
and 6% in Q4-2023. A key driver was lower
output in energy production and mining. On the
other hand, retail sales turnover remained strong,
increasing by 13.2% y-o-y in April after 12.7% y-
0-y in Q1-2024 and 14.9% y-o-y in Q4-2023.

In  tourism, the post-pandemic rebound
moderated. In Q1-2024, the number of arrivals
was 2.5% higher than a year before, while the
number of overnight stays increased by only
0.8%. During the whole year of 2023, arrivals and
overnight stays were still 1849% and 13.9%
higher than in 2022. However, in April, tourism
arrivals and overnight stays were some 10%
higher than a year before. The largest group of
foreign tourists continued to come from Croatia,
followed by Serbia, Slovenia and Turkey.

Labour market

Growth of rregistered employment came to a
standstill in Q1 (+0.1% y-o-y), following a 1.9%
growth in Q4-2023. In April, employment
remained largely unchanged, too. Available data
point to significant employment losses in
manufacturing and mining (-3% y-o-y), which
however were largely compensated by
employment growth in construction (+6% y-o-y)
and in education and health (+1.5% y-o-y, each).
During 2023, average employment growth was
1.4%, mainly because of job growth in the
accommodation and food sector, as well as in
information and communication and education.

The number of registered unemployed was 4.7%
lower y-o-y in Q1-2024, compared to a drop by
3% in Q4-2023. In April, the y-o-y decrease was
57%. This brought the administrative
unemployment rate down to 27.8% in April, from
29% a year before. However, the Labour Force
Survey (LFS) registered a rather stable
unemployment rate, at 13.5% in Q1-2024,
compared to 13.3% a year before. The LFS youth
unemployment rate (age group 15-24) fell to
27.4% in Q1 from 30.1% a year before.

Annual growth in average nominal gross wages
remained high, at 9.6% in Q1-2024, compared to
10.7% in Q4-2023. During the Q1-2024 real
wages were some 8% higher than a year before
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when using headline inflation as deflator, after
growing by 7% in 2023. Official wage statistics
do not include micro enterprises, which represent
a large share of employment.

External sector

The current account deficit increased to 3.7% of
GDP in the four quarters to Q1-2024, compared
to 2.7% in 2023. This deterioration is mainly the
result of a higher merchandise trade deficit,
which rose by 1.5 pps. g-o-q to 22.3% of GDP.
The services trade surplus increased by 0.2 pps.
to 82% of GDP. The primary and secondary
income balances remained at a similar level g-o-

a.

The weakness in exports continued in Q1: nominal
exports fell by 12.7% y-o-y, while the value of
imports increased by 4.9%. Recent monthly data
for April and May show a high volatility on the
export side, with export earnings increasing by
5% y-o-y in April before dropping by 9.2% y-o-y
in May, while import values rose by 10.1% and
0.9%, respectively. The main factors behind these
dynamics were lower exports of base metals and
mineral products amid lower foreign demand
from Germany, Italy and Croatia, which together
account for about 40% of the country’s total
exports.

Net FDI inflows stood at 3.1% of GDP in the four
quarters to Q1-2024, largely unchanged
compared to 3.3% of GDP in 2023 as a whole.
About 40% of those inflows were reinvested
earnings. The main inflows were in the electricity,
the financial and the petroleum and coal sector
(about 10% of total inflows each). Official foreign
exchange reserves remained largely stable in Q1-
2024, at slightly below 7 months of imports of
goods and services.

Monetary developments

Annual headline inflation remained at 2.0% in the
first five months of 2024, like in Q4-2023. The
main inflation drivers were still relatively high
price rises for food and non-alcoholic beverages,
increasing by 2.5% on average during Q1-2024.
The weight of this category in the consumption
basket is nearly one third. In April and May, the
main factor pushing up headline inflation were
prices for transport, increasing by 3.0% and 4.5%,
respectively. On the other hand, prices for
clothing and footwear continued to decline, by
6.4% on average in Q1 and by 7.3% and 7.5% in
April and May.

Growth of the monetary aggregate M2 slightly
accelerated in  Q1-2024, reaching 9.3%,
compared to 7.7% in Q4-2023. In April and May,

the increase in M2 remained high, at 9.1% and
8.49%, respectively. The main driving factors were
deposits in domestic currency.

Financial sector

Annual credit growth continued to accelerate,
from 6.1% y-o-y in Q4-2023 to 7.7% in Q1l1-
2024. In Aprii and May lending growth
accelerated further, with the stock of loans being
8.4% and 9.4% higher than a year before. The
main factors were solid growth (8% in Q1 and
8.4% and 9.1% in April and May) in bank loans to
households, which account for about 50% of total
loans. Lending to private companies, which
account for about 42% of total loans, rose by
8.2% in Q1-2024 and by 9.3% and 10.2% in April
and May respectively.

Bank deposit growth accelerated to 7.9% y-o-y in
Q1-2024 and stood at 85% and 7.2% in April
and May. It continued to be mainly driven by
household deposits, which during the first five
months of 2024 were some 10% higher than a
year before. Corporate deposits were higher by
14% y-o-y, while deposits of the entity
governments were some 20% lower than a year
before. The loan-to-deposit ratio remained largely
unchanged at 75.7% at the end of Q1-2024
before increasing slightly to 77% by end-May.

The share of non-performing loans in total loans
continued to decline, to 3.6% at the end of Q1-
2024, compared to 3.8% at the end of Q4-2023,
and 4.2% one vyear earlier. Banking sector
profitability improved. The return-on-equity (ROE)
ratio rose from 15.0% in Q4-2023 to 18.5% in
Q1-2024. The return on assets (ROA) improved
from 2.0% in Q4-2023 to 2.5% in Q1-2024. The
banking system’s overall capital-adequacy ratio
remained stable, at 19.5% in Q1-2024, compared
to 19.7% in Q4 and 19.4% a year before. This
continues to be well above the regulatory
minimum of 12%.

Fiscal developments

According to IMF estimates, the country’s fiscal
position deteriorated in 2023, from a surplus of
09% of GDP in 2022 to a deficit of 1.79%,
resulting from permanent increases in public
wages and social spending. During the first 6
months of 2024, revenue from centrally collected
indirect taxes registered nominal growth of
12.5%, or some 10% in real terms. This revenue
category accounts for nearly half of total
revenues.

Driven by nominal GDP growth, the general
government debt ratio declined slightly from
26.9% in Q4-2023 to 26.3% in Q1-2024. There
was an increase in the nominal debt level, mainly
due higher domestic-currency debt.
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ECFIN 2024
Spring forecast

2019 2020 2021 2022 2023 | 2024 2025 | Q423 Q124 Q224 | Apr24 May 24 Jun24
1 Real sector
Industrial confidence ** Balance | NNA.  NA.  NA. NA. NA : : NA.  NA  NA N.A. NA.  NA.
Industrial production 12 Ann. % chi -5.3 6.3 9.7 1.0 -3.9 : : -6.0 -5.0 : -2.4 -10.4 :
Gross domestic product Ann.%chi 2.3 2.9 7.3 3.8 1.6 2.3 2.8 1.7 2.7 : N.A. N.AA.  NA.
Private consumption T4 Ann.%chi 3.8 -3.5 4.0 4.9 1.6 2.2 3.0 2.0 2.7 : N.A. N.A. N.A.
Gross fixed capital formation ° Ann.%chi 5.8 4.1 5.1 0.3 : 3.0 4.0 : : : N.A. N.AA.  NA.
Construction index ' An.%chi 154 186 120 8.1 1.3 : : 1.3 3.3 : N.A. NA.  NA.
Retail sales "7 Ann. % chl 5.2 68 185 139 14.0 : : 149 127 : 13.2
2 Labour market
Unemployment 21 % 15.7 15.9 17.4 15.4 13.2 : : 12.7 13.5 : N.A. N.A. N.A.
Employment 2 Ann.%chi 2.5 -1.2 0.9 2.3 1.4 1.5 1.6 1.9 0.1 : 0.2
Wages %2 Ann.%chi 4.3 4.0 44 117 130 : : 107 96 : 11.2
3 External sector
Exports of goods ' Ann.%chi 23 74 349 288 -43 : : 7.0 127 : 5.0 9.2
Imports of goods *2 Ann.%chl 11 -135 267 336  -2.6 : : 62 49 : 10.1 0.9
Trade in goods balance* *2 % of GDP} -22.3  -18.0 -18.3 223 -20.8 : : -19.7 -20.8 : N.A. N.A. N.A.
Exports goods and senices* > % of GDP|{ 40.0 34.6 42.6 48.1 44.1 : : 41.7 40.1 : N.A. N.A. N.A.
Imports goods and senices* 35 % of GDP{ 54.5 47.9 53.9 61.9 56.9 : : 53.8 53.3 : N.A. N.A. N.A.
Current account balance* *° %ofGDP; 26 28 18 43 27 | 28 25 | 27 37 : NA. NA.  NA.
Direct investment (FDI, net)* 37 % of GDP| 2.1 2.0 2.7 3.0 3.3 : : 3.1 3.1 : N.A. NA.  NA.
International reserves % mnEUR | 6441 7,091 8359 8214 8,329 : : 8,329 8,19 : 8,115 8,062
Int. reserves / months Imp *° Ratio 78 100 93 68 70 : : 70 68
4 Monetary developments
cpPi*! Ann.%chl 0.6 1.1 20 140 6.1 2.2 2.0 2.0 2.0 : 2.0 2.0
Producer prices *2 An.%chi 0.4 0.4 45 184 58 : : 1.8 0.3 : 0.9 2.1
Food prices ** Ann.%chi 1.1 1.0 35 215 105 : : 4.1 2.0 : 1.3 0.9
M2 44 Ann.%ch; 8.9 7.3 11.6 5.5 7.7 : : 7.7 9.3 : 9.1 8.4
Exchange rate BAM/EUR *° Value 196 1.9 196 196 196 : : 1.96  1.96 : 1.96 1.96
Real effective exchange rate 46 Index 95.9 95.2 94.9 98.6 98.5 : : 98.4 98.4 : 97.7
5 Financial indicators
Interest rate (3 months) > % p.a. NA.  NA. NA.  NA  NA : : NA.  NA.  NA N.A. NA.  NA.
Bond yield 52 % p.a. NA.  NA.  NA NA NA : : NA.  NA  NA N.A. NA.  NA.
Stock markets > Index 772 769 870 1009 1032 : : 1,034 988 994 957 984 1,042
Credit growth 54 Ann.%chi 5.7 1.1 1.7 4.2 5.0 : : 6.1 7.7 : 8.4 9.4
Deposit growth >° Ann.%ch} 9.3 5.6 10.1 5.9 7.2 : : 7.0 7.9 : 8.5 7.2
Non performing loans ¢ % total 7.4 6.1 5.8 4.5 3.8 : : 3.8 3.6 : N.A. NA.  NA.
6 Fiscal developments
General government revenue™ *' o, ofGDP| 42.0 416 41.0 399 : : : : : NA.  NA.  NA.
General government expenditure™ ®lo; ofGDP| 401  46.8 413  40.3 : : : : : : N.A. NA.  NA.
General government balance** ' % ofGDP| 1.9 5.2 03  -04 : 15 1.0 : : : N.A. NA.  NA.
General government debt*** &2 %ofGDP| 32.3 361 339 203 269 | 293 290 | 269 263 : N.A. NA.  NA.

f: ECFIN forecast Spring 2024 published May 2024

*Q figures refer to moving annual total.

** Q figures refer to the cumulative balance divided by the estimated annual GDP.
*** Q figures in percent of estimated annual GDP.
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MONTENEGRO

Key developments

On 14 May, the annual the Economic and
Financial Dialogue between the EU and the
Western Balkans Partners, Tulrkiye, Georgia,
Republic of Moldova and Ukraine adopted joint
conclusions with country-specific policy guidance,
which called on Montenegro, inter alia, to
strengthen fiscal sustainability by adopting a new
medium-term fiscal strategy including
consolidation measures to support continued
public debt reduction. The policy guidance also
invited Montenegro to cost fiscal initiatives prior
to adoption, to properly assess the fiscal risks
stemming from state owned enterprises and to
finalise the setting up of a fiscal council.

In March, the government has reached an
agreement with the EBRD for a loan of EUR 200
million for the continuation of the highway
construction from Matesevo to Andrijevica.

In May the EU adopted the Reform and Growth
Facility for the Western Balkans, through which
Montenegro gains access to over EUR 400 million
in favourable loans and grants in exchange for
implementing reforms.

Real sector

Real GDP expanded by 4.4% y-o-y in Q1-2024,
broadly the same pace as in the previous quarter
(4.3%). Private consumption and gross fixed
capital formation were the key growth drivers,
surging by 5.7% and 8.2% y-o-y respectively in
Q1, which means a strong acceleration from the
previous quarter for these demand components.
The growth of public consumption decelerated to
2.4% y-o-y from 3.1% in Q4-2023. The slump in
merchandise exports continued in Q1, leading to
a deeper contraction in total exports (21% y-o-y,
following a 14.2% drop in Q4-2023). At the same
time, the fall in imports of goods and services
was smaller (4.2% y-o-y), resulting in a large
negative contribution of net exports to GDP
growth of 7.6 pps.

In Q1-2024, industrial production growth
decelerated to 4.9% vy-o-y from 7.4% in the
previous quarter. By sectors, manufacturing and
mining surged by 23% and nearly 20% y-o-y,
respectively, while electricity production fell by
10.5% y-o-y. The value of performed construction
works increased by 3.4% y-o-y in Ql, while
robust consumption demand supported the
growth in retail sales (+7.4%

y-0-y).

High-frequency indicators show a mixed picture.
Industrial production dropped by 4.5% in April
and further by 33% in May The key driver for this
contraction was a large fall in electricity
production (69.4%) and manufacturing (149%). On
the other hand, retail sales continued to increase,
by 14% y-o-y in April, followed by a contraction
of 5.7% in May.

Labour market

In the first quarter, labour market performance
was on a positive trend. According to the labour
force survey (LFS), employment growth
accelerated to 10.1% y-o-y in Q1 compared to
8.8% in the same quarter a year before, even
though it slowed somewhat compared to the
previous quarter. The participation rate (age
group 15-64) increased to 72.3% in Ql from
70.1% in the same quarter of 2023. Meanwhile,
the unemployment rate declined to 12.0% from
12.4% in Q4-2023. It was significantly below the
unemployment rate in Q1-2023 (15.8%). There
was a pronounced decline in the male
unemployment rate, to 10.3% from 15.3% in Q1-
2023, while female unemployment fell to 14.2%
from 15.7% over the same period.

The average net monthly wage (without taxes
and contributions) rose by 4.9% y-o-y in May and
amounted to EUR 832. The gross average wage
increased to EUR 1042.



External sector

The current account deficit widened to 13.8% of
GDP in the four quarter to Q1-2024 from 11.6%
in 2023 but remained unchanged compared to
the same period one year earlier. The
deterioration compared to the previous quarter
was driven by a widening deficit of goods trade,
which reached 44.4% of GDP, as compared to
436% in Q4-2023, and a lower surplus in
services trade (23.9% of GDP versus 24.6% over
the same period). While there was a strong
contraction in goods exports, the decelerating
growth in goods imports led to a marginal
deterioration in the merchandise trade deficit. The
surpluses of the primary and secondary income
balance fell to 07% and 59% of GDP
respectively in the four quarters to Q1-2024,
compared to 1% and 6.4% in 2023.

Net FDI inflows were broadly stable in the four
quarters to March 2024, amounting to 6.2% of
GDP compared to 6.3% in 2023, but nearly
halved from 12% of GDP in the same period a
year before. Net errors and omissions declined to
8.89% of GDP from 13.4% a year before. The
stock of international foreign exchange reserves
was stable at the equivalent of 4.7 months of
imports of goods and services in Q1-2024,
compared to 4.6 months one year earlier.

Monetary developments

Consumer price inflation declined slightly to 5.1%
y-0-y in May from April's 5.8% and 5.3% on
average in Q1. The key drivers of price increases
in January-May were accommodation and
catering (12.8% vy-o-y), clothing and footwear
(12.3%) and electricity prices (6.9%). Softer
increases took place in prices for food (2.5%) as
well as transport (3.2%).

Financial sector

Montenegro’s banking sector has remained stable
and profitable. Return on assets was stable at
26% as compared to Q4-2023, while liquid
assets to short-term liabilities declined to 26.6%
from 32.2% over the same period. Commercial
banks' loan stock kept expanding by 13.4% y-o-y
in May, after moving up by 11.8% y-o-y in April
and by 10.8% y-o-y in Ql. The increase was
mainly driven by very strong growth of lending to
financial institutions, which averaged nearly 50%
y-0-y in January-May. Lending to households and
businesses increased by 10% and 5.5% y-o-y,

respectively over the same period. Lending to
non-residents grew by 228% y-o-y and
accounted to 18.7% of all loans in May. Due to
rapid credit growth, the level of non-performing
loans declined to 4.6% of total loans in May as
compared to 5.5% a year before. The pace of
growth of commercial banks’ deposits was
subdued at 2.8% y-o-y in May, after 2.3% in April
and 3.2% in Q1. By sectors, corporate deposits
contracted by 12% y-o-y on average in the first
five months while deposits of households grew
by 11.2% y-o-y. Deposits of financial institutions
grew by 4.1% y-o-y. Non-resident deposits
accounted for 25.2% of the total in May.

Fiscal developments

Strong consumption supported higher than
planned budget revenue in the first five months
of 2024 (+10.7% y-o-y). Revenues from VAT and
excise duties were up by 12% and 16% y-o-y
respectively. Good economic performance and the
implementation of progressive profit taxation led
to a strong increase in corporate income tax
revenue, which surged by 46.3% y-o-y. While the
overall revenue from social contributions
increased by 124% vy-o-y, health insurance
contributions fell by 22.7% y-o-y.

Budget expenditure increased by 20.7% y-o-y in
January-May. The main drivers for this increase
were higher capital spending, which more than
doubled as compared to the same period of the
previous year, as well as spending on interest
(+18.8%) and on social transfers (+23.5%). The
latter was driven by the increase in minimum
pensions. Overall, the budget surplus stood at
0.5% of estimated GDP in January-May
compared to a deficit of 1.7% of GDP in the same
period of 2023.

In Q1-2024, the public debt ratio increased to
66.4% of GDP from 59.3% of GDP at end-2023.
This increase (EUR 608 million) was driven by
new borrowing. In early March Montenegro issued
a Eurobond in the amount of USD 750 million,
with a maturity of seven years and at an
effective interest rate of 7.25%. Following a
cross-currency transaction, the issued debt
amounts to EUR 687 million, with a more
favourable interest rate of 5.88%.

At end-March government deposits, including
gold, increased substantially to 11% of GDP from
2.2% at end-2023.
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2019 2020 2021 2022 2023 | 2024 2025 | Q423 Q124 Q224 |Apr24 May 24 Jun 24

1 Real sector

Industrial confidence "' Balance | 3.6 -183 3.9 66 5.4 : : 4.8 6.9 57 | 82 37 5.1
Industrial production '2 An.%chi 61 09 57 17 6.2 : : 74 49 : 45  -33.1

Gross domestic product ' Ann. % chi 4.1 -16.3  13.0 6.4 6.0 3.4 3.0 4.3 4.4 : N.A. N.A. N.A.
Private consumption ' Ann. % chf 3.1 4.6 4.0 9.7 5.4 3.2 25 21 5.7 : N.A.  NA.  NA.
Gross fixed capital formation ' Ann. % chi -1.7 -12.0 -12.3 0.1 4.8 4.2 3.7 5.8 8.2 : N.A. N.A. N.A.
Construction index '® Ann. % ch; 10.7 -5.6 -4.8 -4.4 -7.9 : : -3.1 3.4 : N.A. N.A. N.A.
Retail sales " Am.%ch; 52 120 16.6 142 8.0 : : 28 74 : 120 3.2

2 