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Ladies and gentlemen, esteemed members of the press, dear colleagues,

Let us now give a detailed overview of current developments in the domestic and international
environment which motivated monetary policy decisions in the period since the last Report, as well as of
our new projections of inflation and economic activity.
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Taking into account heightened uncertainty in the international environment, which has persisted for
quite a while now and features as the key risk in our projections, | would like to start off with the
external scene. Global growth outlook is weaker than three months ago and almost all relevant
institutions downgraded their projections of global economic growth for this and the following year.
Weaker external demand and specific factors on the supply side in some members of the euro area, our
most important trade partner, slowed down the euro area’s economic growth and led to downward
revisions. On the other hand, economic growth in the regions of Central and Southeastern Europe,
which are also our important foreign trade partners, is likely to remain relatively high, despite the mild
downward adjustment.
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The slowdown of global growth and the decline in global oil prices from October until December last
year led to a lower inflation and downgrades in inflation projections for this and the following year in
the majority of countries. Euro area inflation is still expected to trend below the target in the next two
years, but at the level of 1.5%, not 1.7% as expected three months ago.

Although futures suggest that the global oil price in the next two years will move at the current level of
around USD 60 per barrel, its movement remains uncertain, due to the impact of both supply- and
demand-side factors. According to futures, no major changes are likely in global prices of primary
agricultural commodities either.
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The leading central banks — the Federal Reserve System and the European Central Bank — proceeded
with monetary policy normalisation, announcing that it may be slower than previously suggested. The
factors behind are the weaker global growth outlook and lower oil prices. Still, it remains uncertain to
what extent the normalisation of monetary policies of leading central banks will be slower and different
from market expectations, which might affect global capital flows.

Contrary to the uncertainty in the international environment, domestic macroeconomic conditions in
which monetary policy is implemented remained favourable. Internal and external imbalances narrowed
down significantly, which increased Serbia's resilience to developments in the international
environment. This is also indicated by Serbia's low risk premium.

Chat5Ri sk premium indicator - E chateMovementsin EUR/RSD exchange rate and NBS FX
(daily, in basis points) interventions

(in EUR mn) (EUR/RSD)
650 100

600
550
500
450
400
350
300
250
200
150
100

80
60
40
20
0
-20

| 120

110

100

90

80
-80

0 -100 70
2013 2014 2015 2016 2017 2018 2019 2011 2012 2013 2014 2015 2016 2017 2018 2019
= Serbia e EMBI Global Composite . i
= EMBI Europe e Croatia Source: NBS. B NBS interventions (LHS)*
Hungary Poland * + sale; - purchase. o
Source: JP Morgamr==Turkey Romania 1 EUR in RSD. e EUR/RSD exchange rate (RHS)

A favourable perception of investment in Serbia is also signalled by the high net inflow of foreign direct
investment, which in 2018 reached EUR 3.2 bn, boosting the country's production and export potential.
The actual current account deficit matches our projection and its share in GDP remained at 5.2%,
despite the rise in global oil prices and higher necessary imports of equipment and raw materials for
investment and industry needs. On the other hand, dynamic and diversified growth in manufacturing
exports continued, as confirmed by the positive contributions from almost all manufacturing branches.
Favourable balance of payments trends, with the full coverage of the current account deficit by net FDI
inflow, also fuelled appreciation pressures in the FX market, so the National Bank of Serbia intervened
by purchasing EUR 1.6 bn net in 2018. Thanks to this, FX reserves went up, which further strengthened
our economy, making it more resilient to external influences.



Owing to NBS measures and the achieved macroeconomic stability, citizens’ confidence in the domestic
currency and NBS monetary policy has been growing stronger each year. In this context, it is important
to note that dinar savings recorded dynamic growth of over 20% in 2018. The growth of dinar savings
was also boosted by the greater profitability of savings in domestic currency, both in the short and long
run, as confirmed by the analyses which are regularly prepared and published on the NBS website. The
rising confidence in the banking system is evidenced also by the growth in household FX savings, which
reached EUR 10 bn at end-2018.

Past monetary policy easing, low country risk premium and low interest rates in the euro area
contributed to the maintenance of favourable terms of financing of the private sector and government.
Along with the effects of rising economic activity and positive trends in the labour market, lending
growth accelerated to 9.9% y-o-y in December (excluding the exchange rate effect). This growth was led
primarily by higher lending to corporates in the last three months of 2018. If the effects of NPL write-off
and assignment are excluded from the calculation, lending growth is even stronger, measuring 12.2%. It
should be noted that the NPL share in total loans dropped to its new low of 5.7% in December, or by
as much as 16.7 pp since the adoption of the NPL Resolution Strategy.
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Last year we revised up the expected economic growth of Serbia on several occasions, and other
relevant domestic and international institutions did the same. According to the preliminary estimate of
the Statistical Office, GDP grew 4.4% in 2018, reflecting excellent results in agriculture, construction, and
the pick-up in the majority of service sectors. Positive contribution also came from industry, despite the
deceleration of external demand growth.

We expect that the GDP growth of around 3.5% this year will be fully driven by domestic demand. Unlike
the previous projection, when we expected a neutral contribution, we now expect net exports to
provide a mildly negative contribution to GDP. This is primarily a consequence of the slower than
expected growth in the euro area, where we see the risks around the GDP growth projection,
particularly in the first part of the year. On the other hand, greater contribution to economic growth is
expected from domestic factors, as indicated primarily by the significantly higher than expected net
inflow of FDI and a faster rise in government capital investment which have already approached the
level of 4% of GDP.
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On the production side, we expect sustained growth in service sectors, industry and construction, while
agriculture will most probably give a negative contribution due to the base effect. In the medium term,
we expect economic growth to step up to around 4%, driven by investment, exports, and sustainable
rise in household consumption.
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In line with our November projection, y-o-y inflation continued moving within the target tolerance band,
reaching in December 2.0%, which is also its average value for 2018. More than three quarters of the
contribution to inflation came from only three groups of products: vegetables, petroleum products and
cigarettes, indicating generally low inflationary pressures. Low core inflation, at the level of around 1%
y-o-y, and inflation expectations of the financial and corporate sectors, somewhat below the 3%
inflation target, additionally confirm subdued inflationary pressures.
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Our central projection, which is somewhat lower than the November projection, shows that y-o-y
inflation will continue moving within the target tolerance band — most probably in its lower part, until
the end of the projection horizon.

As in the previous projection, we expect that the rising aggregate demand will be the main inflation
factor throughout the projection period. In addition, disinflationary pressures on account of the past
appreciation of the dinar should gradually dissipate, while the rise in administered prices should be
somewhat faster than in the previous years. The high base for vegetable and petroleum product prices
will push inflation down in the coming period. The uncertainty surrounding the inflation projection
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relates primarily to the developments in the international commodity and financial markets and to
administered price growth to a certain extent. The administered price hike might be lower than
assumed, making the risks to the projection slightly skewed to the downside.
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Ladies and gentlemen, dear colleagues,

At the end of today’s presentation, | would like to draw your attention to the four text boxes in the
February Inflation Report:

1. Text box one is dedicated to the NBS’s ten-year experience in the implementation of the
inflation targeting strategy and explanation of the success in achieving and preserving low and
stable inflation and anchoring of inflation expectations.

2. Text box two analyses the balance of payments in 2018. We will present these trends today in
more detail.

3. Text box three presents a global current topic, namely monetary policy normalisation of leading
central banks, and examines the potential effects on Serbia.

4. Text box four analyses our inflation and GDP projections made last year.

Thank you for your attention. Now | would like to give the floor to Nikola Dragasevi¢, general manager
of the Monetary and Foreign Exchange Operations Department, who will present developments in the
interbank money and FX market.



