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Introductory note
The Agreement on Inflation Targeting between the Government of the Republic of Serbia and the National
Bank of Serbia, effective as of 1 January 2009, marks a formal switch of the National Bank of Serbia to
inflation targeting as a monetary policy regime. The main principles and operation of the new regime are
defined by the Memorandum on Inflation Targeting as a Monetary Strategy.
Since one of the underlying principles of inflation targeting is strengthening the transparency of monetary
policy and improving the efficiency of communication with the public, the National Bank of Serbia
prepares and publishes quarterly Inflation Reports as its main communication tool. The Inflation Report
provides key economic facts and figures that shape the Executive Board’s decisions and underpin activities
of the National Bank of Serbia.
The Inflation Report aims to cover information on the current and expected inflation movements and to
provide an analysis of underlying macroeconomic developments. It also seeks to explain the reasoning
behind the Executive Board’s decisions and to provide an assessment of monetary policy effectiveness
during the previous quarter. Also integral to this Report are the inflation projection for eight quarters ahead,
assumptions on which the projection is based and an analysis of key risks to achieving the target.
The information contained in this Report will help raise public understanding of monetary policy
implemented by the central bank and awareness of its commitment to achieving the inflation target. It will
also play a role in containing inflation expectations, as well as in achieving and maintaining price stability,
which is the main statutory task of the National Bank of Serbia.
The February Inflation Report was considered and adopted by the NBS Executive Board at its meeting of
11 February 2021.
Earlier issues of the Inflation Report are available on the National Bank of Serbia’s website
(http://www.nbs.rs).

Executive Board of the National Bank of Serbia:
Jorgovanka Tabaković, Governor
Željko Jović, Vice Governor
Ana Ivković, Vice Governor
Dragana Stanić, Vice Governor

ABBREVIATIONS
bp – basis point
CPI – Consumer Price Index
EBRD – European Bank for Reconstruction and Development
ECB – European Central Bank
EIB – European Investment Bank
EMBI – Emerging Markets Bond Index
EU – European Union
FAO – UN Food and Agriculture Organization
FDI – foreign direct investment
Fed – Federal Reserve System
FOMC – Federal Open Market Committee
GDP – gross domestic product
GVA – gross value added
H – half-year
IFEM – Interbank Foreign Exchange Market
IMF – International Monetary Fund
LHS – left hand scale
mn – million
NAVA – non-agricultural value added
NPL – non-performing loan
OFO – other financial organisation
ОPEC – Organization of the Petroleum Exporting Countries
pp – percentage point
Q – quarter
q-o-q – quarter-on-quarter
RHS – right hand scale
RMCP – real marginal cost of processed food production
s-a – seasonally-adjusted
SDR – Special Drawing Right
SORS – Statistical Office of the Republic of Serbia
y-o-y – year-on-year
Other generally accepted abbreviations are not cited.
Macroeconomic projections presented in the Report were concluded on 4 February.
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I Overview

The global recovery which began in mid-2020 was
slowed by the renewed spread of the coronavirus as of
October, which prompted many countries to reinstate
tight containment measures. However, the dynamics of
leading indicators in Q4 suggests that the economic
fallout from the second wave of the pandemic was much
weaker than from the first wave, partly owing to the fact
that many companies adjusted their operations to altered
business conditions, as well as owing to robust monetary
and fiscal stimuli in a large number of countries. The
news about progress in vaccine development and rollout
in late 2020 boosted investor optimism and led to upward
revisions of global growth for this year. Still, uncertainty
as to the course of the pandemic remains, partly due to the
appearance of new coronavirus strains. Many countries,
notably in Europe, extended restrictive containment
measures into the first months of 2021, which could slow
the expected economic recovery, particularly in Q1.
Bearing in mind this and a higher than expected base
effect from 2020, international financial institutions
revised down, relative to October, their 2021 growth
projections for the euro area, our key trade partner.

The second wave of the pandemic slowed global
economic recovery as of October, but its negative effects
were much weaker than in the first wave, owing to robust
monetary and fiscal stimuli in a large number of countries
and the fact that many companies adjusted their
operations to altered business conditions.

Leading central banks – the Fed and ECB, continued to
support economic activity with conventional and
unconventional instruments. Just as it signalled in
October, in December the ECB expanded and extended its
asset purchase programme. In the US, an agreement was
reached on the new fiscal assistance package. Along with
news on progress in vaccine development, the said
monetary and fiscal stimuli in leading economies propped
up investor appetite for riskier assets and led to a rise in
global prices of primary commodities, notably oil. This
brought about a further decline in risk premia of emerging
economies in Q4, including Serbia.

The progress made in vaccine development boosted
investor optimism and readiness to invest in emerging
economies. This spurred growth in the global prices of
primary commodities, notably oil.

The NBS Executive Board decided to continue with
monetary accommodation in December as it assessed that
low inflationary pressures allowed for the provision of
further support to the domestic economy, amid a
deteriorating epidemiological situation as of October and
a slowdown in global recovery, notably in the euro area.
At its meetings in January and February, the Board kept
the key policy rate on hold, assessing that the robust

In the period from the previous Inflation Report, the key
policy rate was trimmed further in December, by 0.25 pp to
1.0%, its new lowest level in the inflation targeting regime.
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monetary and fiscal stimuli will continue to positively
influence corporate and household financing conditions
and disposable income, and that optimism concerning
global economic recovery is rising, owing to news about
the initiated mass vaccination.
Monetary policy easing resulted in a further decline in
money and capital market rates, and contributed to
favourable conditions of corporate and household
financing and a rise in disposable income.

Monetary policy easing influenced a further decline in
rates in the interbank money market and a favourable
price of dinar loans, i.e. smooth functioning of interest
rate and credit channels. Lending continued up in Q4
owing to the effects of measures stimulating sustainable
household lending, approval of loans to micro, small and
medium-sized enterprises and entrepreneurs under the
Guarantee Scheme, and maintained low interest rates in
the euro area money market. Annual lending growth of
almost 10% for the third year in a row is consistent with
our projection. The y-o-y slowdown in late 2020 was
expected and reflects the high base from the previous year
and the fact that more loans matured as of October after
the second moratorium expired.

Owing to macroeconomic and fiscal stability achieved in
the earlier period, room was created for a vigorous
response of fiscal policy. This room was efficiently used,
i.e. production capacities and jobs were preserved in most
sectors of the economy.

The adoption of a large and timely economic assistance
package and higher healthcare spending resulted in a rise
in the consolidated fiscal deficit to 8.0% of GDP in 2020.
Still, owing primarily to higher than expected revenue, a
better result was achieved than forecast by the Ministry of
Finance in the Fiscal Strategy for 2021 with Projections
for 2022 and 2023. Particularly important is the continued
rise in government capital expenditure, which speeds up
the implementation of infrastructure projects and boosts
potential output. Although it temporarily went up – to
57.7% at end-2020 (56.8% at central government level),
the share of general government public debt in GDP
remained below the Maastricht criterion of 60%. At the
same time, as borrowing costs were lower and the
economy contracted less than in other countries, the share
of public debt in GDP recorded moderate growth in 2020.

As expected, the current account deficit narrowed from
April and equalled 4.2% of GDP at year level. The imports
of goods and services posted a sharper fall (5.8%)
than exports (4.9%).

In 2020, the current account deficit was smaller than
projected – it stood at 4.2% of GDP and was by 37.3%
lower compared to previous year. Its narrowing reflects
smaller expenditure on FDI receipts, a lower deficit on
trade in goods, and a rise in surplus in services trade, led
by the improved balance in trade in informationcommunication and tourism services. Working in the
opposite direction was a smaller inflow of remittances
amid the global crisis and reduced labour force mobility,
which was also the case in other countries which in prior
years recorded significant remittances inflows. The deficit
on trade in goods declined on the back of rising investment
in export sectors in the past period, which is why the drop
in external demand had a lesser impact on the reduction in
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domestic exports, which continued to recover in Q4 and
exceeded pre-crisis levels. According to our estimates, the
recovery of domestic demand, primarily of investment
from the pandemic will spur the imports of equipment and
intermediate goods, which will most probably be growing
faster than exports. Gradual narrowing in external
imbalances is expected in the medium run, with the pace
of the reduction depending on the dynamics of the
investment cycle in the coming period.
The FDI inflow to Serbia in 2020 reached EUR 3.0 bn or
EUR 2.9 bn net and, comparatively, was the highest in the
region and sufficient to fully cover the current account
deficit for the sixth year in a row. A significant capital
inflow also came from eurobond issues in the
international financial market, with proceeds collected
from the second issue in 2020 (USD 1.2 bn) used chiefly
for the early repayment of a part of debt under bonds
issued in 2011 and maturing in September this year. High
demand for these securities and the lowest price of
borrowing achieved so far, FDI inflows and affirmed
credit rating confirm investors’ readiness to invest in
Serbia, despite the globally higher risk aversion amid the
pandemic. It should be noted that J.P. Morgan, one of the
leading financial institutions in the world, announced on
11 February the decision to include Serbia’s dinardenominated bonds in its renowned GBI-EM family of
indices as of 30 June 2021. This event, announced by
Governor Tabaković a year ago, is of paramount
importance, given the volumes of trading in securities
included in the index and the fact that this is one of the
most frequently watched indices by international
investors, i.e. one of the benchmark indices of bonds
issued in local currencies of emerging economies. As a
result, Serbia will become an even more attractive
investment destination, as foreign investors are given a
powerful signal that Serbia is a safe and desirable
investment destination and that it will remain so in the
coming period as well.

Capital flows to Serbia remained relatively high despite
the pandemic.

According to our estimate, economic activity rose by
1.3% s-a in Q4 2020, which implies slower recovery
compared to Q3. In y-o-y terms, based on the SORS
estimate, real GDP fell by 1.3% in Q4 and by 1.1% at year
level. This is slightly below our projection from the
previous Report and better than we expected at the start of
the pandemic, thanks primarily to the adoption of the
timely and comprehensive package of monetary and fiscal
stimuli for the private sector. Consistent with
expectations, a negative impulse to GDP came from the
service sector (transport, tourism, catering, recreation and
culture), i.e. activities most severely hit by the pandemic.

The recovery which began in Q3 continued into Q4,
though at a slower pace as the epidemiological situation
deteriorated since October globally and at home and
containment measures were tightened.
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Construction also gave a negative contribution, though to
a lesser extent, due chiefly to the high base from last year.
In contrast, annual growth was recorded in agriculture,
but also in industry which proved resilient amid a global
economic downturn owing to past investment and higher
diversification of production and exports. On the
expenditure side, a decline at year level was registered
primarily in household consumption and, to a lesser
extent, in fixed investment as well. Nonetheless, owing to
the resilience of the labour market and the economic
assistance package, their decline was smaller than we
previously estimated.
According to our estimate, GDP will reach the pre-crisis
level in Q2 2021, and will grow by 5–6% at year level.
GDP growth projection
\R\UDWHVLQ
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As in the past seven years, in an environment of ensured
relative stability of the exchange rate and anchored
inflation expectations, inflation remained low and stable
in 2020, averaging 1.6%.
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We expect economic activity to more than fully recover
from the crisis this year and rise by 5–6%. The growth
will be led by domestic demand and exports, which hinge
on the recovery of external demand and mass vaccination,
expected at home and globally this year. It will also be
supported by the timely and adequate response of
economic policy makers in Serbia and, as a result,
ensured favourable financing conditions and preserved
production capacities and jobs. The same factors are
estimated to ensure a return to a stable medium-term
growth trajectory of around 4% p.a. in the years to come.
On the whole, the risks to the projection are judged to be
symmetric and, as stated in the previous Report, mainly
associated with the course of the pandemic and the
efficiency in winding it down. The risks from the
international environment are titled to the downside due
to the renewed spread of the coronavirus as of October
and the tightening of containment measures in many
European countries, which were extended into the initial
months of 2021. This dampens the growth outlook for our
important trade partners, particularly in H1. On the other
hand, the risks from the domestic environment are tilted
to the upside as the implementation of the announced new
economic assistance package and a fast pace of
vaccination in our country should contribute to faster than
expected recovery of domestic demand.
In the period from the previous Report, inflationary
pressures remained low. The slowdown in y-o-y inflation
from 1.8% in September to 1.3% in December reflects
primarily lower prices of unprocessed food – vegetables
and fresh meat, and the dropout from the y-o-y
calculation of the electricity price increase from
December 2019. Food and energy prices had the
strongest impact on inflation dynamics during the year.
In 2020 inflation measured 1.6% on average. Core
inflation also averaged 1.6% – it slightly accelerated in
late 2020 (to 2.1% y-o-y), mirroring elevated demand for
work-from-home devices (computers, mobile phones)
and medical products. That inflationary pressures are low
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is also indicated by one- and two-year ahead inflation
expectations of financial and corporate sectors, which
continue to move below the midpoint.
Under the central February projection, we expect y-o-y
inflation to move within the lower half of the target
tolerance band this and the next year. It will be somewhat
higher this year compared to 2020 mainly under the
impact of the announced hike in electricity prices and the
expected increase in petroleum product prices, spurred by
the rising global oil price. At the same time, these are the
key reasons why the new inflation projection is somewhat
higher than the previous one. Despite the expected
recovery, consumption is estimated to rise more slowly
than GDP, which is why demand-side inflationary
pressures will remain low over the projection horizon. As
a result, and given the base effect for food and energy
prices, inflation will be lower in 2022 than in 2021.
Uncertainties surrounding the inflation projection in the
short run relate mostly to movements in the global oil
price and fruit and vegetable prices. In the medium run,
the key risks to the projection remain associated with the
international environment, and relate primarily to the
speed of recovery of the euro area, global prices of
primary commodities and capital flows to emerging
markets. The risks to the projection also relate to the
speed of recovery of domestic demand and movement in
administered prices at home. On the whole, the risks to
the inflation projection are judged to be symmetric.

Under the central February projection, y-o-y inflation will
move within the lower half of the target tolerance band
until the end of the projection horizon. Its moderate rise in
the short run will result primarily from the expected
increase in energy prices.

The NBS will continue to watch closely the movement
and impact of key factors from the domestic and
international environment on inflation, financial stability
and the speed of economic recovery. It will therefore
monitor the implementation of the measures taken so far,
and analyse whether they are optimally combined and
appropriate in scope, in order to provide necessary
support to economic recovery, without threatening price
and financial stability. In coordination with the
Government, the NBS stands ready to respond as the
situation with the pandemic evolves at home and abroad.

Full coordination of monetary and fiscal policy measures
will continue for the sake of preserving price and financial
stability and ensuring sustainable economic recovery
from the pandemic-induced crisis.

Inflation projection
\R\ UDWHVLQ
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II Monetary policy since the November Report

In December 2020, the NBS Executive Board trimmed the key policy rate by 0.25 pp, to 1.0%, its new lowest level in the
inflation targeting regime and by 1.25 pp lower than at the onset of the global pandemic-induced crisis. The rate cut was
motivated primarily by the assessment that low inflationary pressures allowed for additional support to the domestic
economy amid a deteriorating epidemiological situation since October and slackening economic recovery at the global level,
particularly in the euro area, our most important economic partner.
In January and February, the key policy rate was kept unchanged, chiefly in view of the past robust monetary and fiscal policy
measures and their positive effect on economic activity going forward, as well as rising optimism over the initiated mass
vaccination programmes, which should enable return to normal functioning of the economy at home and worldwide.

Since the previous Report, the key policy rate was
trimmed in December by 0.25 pp, to 1.0%, its new
lowest level in the inflation targeting regime, while the
main interest rate corridor was narrowed from ±1.0 pp
to ±0.9 pp relative to the key policy rate. The deposit
facility rate was thus reduced by 15 bp, to 0.1%, and the
lending facility rate by 35 bp, to 1.9%. In its December
meeting, the NBS Executive Board also adopted a
decision on loan repayment facilities for borrowers unable
to settle their liabilities due to the circumstances caused by
the pandemic.1
The main factor behind the Board’s decision to cut the key
policy rate in December was the scale of the pandemicinduced crisis worldwide, i.e. renewed worsening of the
epidemiological situation and the consequent slowing of
the incipient economic recovery globally, and especially in
the euro area, as our key trade and financial partner.
Together with the previous ones, this cut brought the key
policy rate to a level 1.25 pp lower than before the onset
of the pandemic-induced crisis, which resulted in a
favourable price of dinar borrowing. The rate cut, along

1
The facilities include loan rescheduling and refinancing, with the approval of a
six-month grace period and an appropriate extension of the repayment term, so
that the borrower’s monthly liabilities are not higher than those envisaged by the
initial repayment schedule.

with the effects of the moratorium, the measures
supporting viable lending to households, and the
approval of loans under the Guarantee Scheme to micro,
small and medium-sized enterprises and entrepreneurs,
enabled the continuation of the double-digit y-o-y growth
in lending activity and the recovery of our economy from
the consequences of the coronavirus crisis.
The NBS had ensured better financial conditions for
corporates and households also using different monetary
policy tools to supply additional dinar and foreign
exchange liquidity to banks under favourable terms. It
also supported smooth functioning of the government
securities market and helped maintain favourable
financing conditions in that market. Dinar corporate
bonds were included in the list of securities that banks
may use in monetary operations with the NBS, in order
to support the domestic economy in overcoming the
consequences of the crisis and bolster the development of
this segment of the capital market. The NBS also adopted
an array of other measures to minimise the pandemic’s
toll on economic activity and employment and to ensure
as fast a recovery as possible.2

2

An overview of NBS measures is given in Table II.1, p. 14.
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Strong NBS support to businesses and households during
the pandemic is owed to the responsible conduct of
economic policy in the prior period, which improved the
capacity of the Serbian monetary and fiscal authorities to
fight the ongoing crisis without jeopardising the
achieved low and stable inflation, as well as other
indicators of macroeconomic stability. The NBS
implemented an accommodative monetary policy in an
environment of maintained price and financial stability,
underpinned primarily by the relative stability of the
exchange rate and fully supplied markets even in times of
crisis, as well as by the anchored inflation expectations
which illustrate the credibility of monetary policy. As in
the past seven years, inflation was firmly under control,
averaging 1.6% y-o-y in Q4, but also in 2020 as a whole.
Average core inflation in 2020 was at the same level,
which suggests that demand-side pressures remain
relatively low despite the continuing rise in wages and
employment in the majority of sectors. The Executive
Board expects that this and the next year inflation will
move in the lower part of the target tolerance band, and
that the mild rise in the short term will be driven by the
expected adjustment in some administered prices and the
low base effect for petroleum product and food prices.
Despite the expected recovery in demand, inflation is
forecast to stay low and stable over the projection
horizon.
The measures taken by the NBS and the Government are
largely to be credited for the better economic outcome in
2020 than hoped for at the start of the pandemic.
According to the SORS flash estimate, the GDP growth
rate in 2020 came at -1.1%, this being one of the best
outcomes in Europe and better than the -1.5% forecast by
the NBS at the onset of the pandemic. A better outturn
reflects primarily the preserved production capacities
and employment during the pandemic, but also a fast
recovery of investment, most notably the accelerated
implementation of infrastructure projects, more
favourable financing conditions and FDI inflow that
remained relatively high and project-diversified. Labour
market data on the rising employment rate and the
maintained single-digit unemployment rate attest to the
significance of the package of economic measures,
which helped sustain favourable trends despite the
challenges imposed by the pandemic. The Executive
Board expects that the country’s maintained favourable
medium-term prospects and the measures taken by the
Government and the NBS will contribute to the recovery
of domestic demand. This, along with the gradual
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normalisation of external demand, will result in a more
than complete recovery of our economy this year.
The Executive Board’s decision to provide additional
support to the domestic economy by lowering the key
policy rate in December was made primarily in view of
the fact that the euro area was in the midst of the second
wave of the epidemic and that it therefore tightened
health protection measures. In the short run this was
expected to negatively affect its economic recovery,
which could dampen external demand for our exports. In
fact, the Board’s decision to further ease its monetary
policy aimed to ease the potential spill-over of the
negative impact of the said developments in the euro
area. The Board also took into account that no major
inflationary pressures from inflation abroad were
anticipated due to the relatively sluggish recovery at the
global level. On the other hand, positive vaccine-related
news gave the reason for optimism, though there was still
large uncertainty over the pace of vaccine production and
roll-out, as well as the course of vaccination globally.
The beginning of the year saw the tightening of health
protection measures in the euro area and hence somewhat
weaker economic outlook, but optimism over gradual
calming of the pandemic increased as the mass
vaccination programmes started. This should sustain the
recovery of external demand and exports, which, together
with the further rise in domestic demand, will provide for
a more than complete recovery of our economy this year
and its robust growth going forward. Domestic demand
will remain supported by the past monetary and fiscal
policy measures that will continue to exert a positive
effect on the financial conditions for corporates and
households and on their disposable income. This is what
the Executive Board had in mind in policy-making at its
meetings in January and February, when it decided to
keep the key policy rate on hold. The Executive Board
also had in mind that caution was required because of the
possibly higher volatility of global prices of primary
commodities and food against the backdrop of
uncertainty, albeit diminished, over the course of the
pandemic. The Board emphasised the strong resilience of
our economy to external shocks, as a result of responsible
running of economic policy in the past years and an
adequate response to the current global crisis. During
2020, FX reserves were maintained at an adequate and
stable level (EUR 13.5 bn at year-end), which reinforced
the resilience of the domestic financial system to shocks
emanating from the international environment. Such FX
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reserves cover more than six months’ worth of the import
of goods and services, which is double the standard on the
adequate coverage of FX reserves by the import of goods
and services.

and appropriately aimed at providing lifelines to
households, preserving jobs, boosting healthcare
spending, and providing sufficient liquidity to the
banking system and relief to borrowers.

The Government and NBS’s success in preserving
macroeconomic and financial stability of the country and
a favourable economic outlook is illustrated by the fact
that Serbia managed to maintain its credit rating even
during these extraordinary circumstances, when rating
downgrades were more widespread than during the
2008/2009 crisis. This success found its way into figures
in November 2020, when Serbia achieved in the
international financial market the lowest price of
financing thus far. A month later the IMF Executive
Board made a decision on successful completion on the
fifth, last review of Serbia’s economic programme.3 They
assessed that the programme was successfully
implemented throughout its duration and that the
measures taken during the pandemic were well-designed

Looking ahead, full coordination of monetary and fiscal
policy measures will be maintained, easing potential
further negative effects from the international
environment and ensuring vibrant growth of the Serbian
economy. The Executive Board stresses the importance
of fiscal policy support to the economy that will continue
in the period ahead, including through expected higher
capital investment. The NBS will continue to carefully
monitor developments at home and abroad, continuously
assessing all the measures taken so far in order to support
further economic recovery, without prejudice to price
and financial stability. As so far, in coordination with the
Government, the NBS will implement all the measures
necessary to ease the position of citizens and businesses
in these extreme circumstances.

3

Programme supported by the Policy Coordination Instrument (PCI), approved to
Serbia in July 2018 for a period od 30 months. The PCI was advisory in nature and
did not involve any disbursement of funds.
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III Inflation movements

In the period since the November Report, inflationary pressures remained low, and the slowdown in y-o-y inflation to 1.3%
in December mostly reflects lower prices of unprocessed food – vegetables and fresh meat. The prices of food, along with
those of energy, were also the ones that largely determined the annual inflation dynamics. Inflation averaged 1.6% in 2020,
the same as core inflation, which picked up slightly at year-end to 2.1% y-o-y owing to the rising demand for medical
supplies and equipment for work at home (computers, mobile phones). Low inflationary pressures are also indicated by the
inflation expectations of the financial and corporate sectors, which continue to move below the target midpoint for both one
and two years ahead.

Inflation movements in Q4
Y-o-y inflation in December (1.3%) slowed down relative
to earlier quarters, mostly due to the lower positive
contribution of the base effect and the absence of the
seasonal increase in vegetable prices in December,
followed by the slower than expected rise in the prices of
fruit, and the seasonally unusual cheapening of fresh meat.
Other CPI components maintained relatively stable
movement in Q4, with a similar contribution to the
December and September y-o-y inflation outturns. It was
unprocessed food prices, together with those of petroleum
products, that predominantly determined the dynamics of
y-o-y inflation in the past year, which, according to SORS
estimate, averaged 1.6%,4 consistent with our
expectations stated in the November Report. Core
inflation (measured by CPI excluding the prices of food,
energy, alcohol and cigarettes) stood at 2.1% y-o- y in
December, providing a somewhat higher contribution to
y-o-y inflation in December (1.0 pp) than in September
(0.8 pp), primarily owing to the rise in demand for
equipment for work at home (computers, mobile phones)
and medical supplies. In 2020, core inflation averaged
1.6%, which was also the average for headline inflation.

&KDUW,,, &RQWULEXWLRQRI&3,FRPSRQHQWVWR\R\
LQIODWLRQLQ
LQSS
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&KDUW,,,&RQWULEXWLRQWR\R\FRQVXPHUSULFHJURZWK
LQSS







At quarterly level, consumer prices increased by 0.2%
in Q4. The prices of food and non-alcoholic beverages
gave a -0.1 pp cumulative contribution to inflation in Q4,
as the growth in vegetable and processed food prices

4
Average CPI is derived as the simple arithmetic mean of 12 published monthly
CPIs (month on last year average). Hence the average annual rate reflects not only
the change in prices, but also the effect of the change in weights.
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7DUJHWWROHUDQFHEDQG
6RXUFHV 6256DQG1%6FDOFXODWLRQ
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&KDUW,,,+HDGOLQHDQGFRUHLQIODWLRQ
\R\UDWHVLQ


(5.7% and 0.8%, respectively) was neutralised by the
decline in the prices of fruit (13.4%) and fresh meat
(2.1%), which mirrored the dynamics of their global
counterparts.
Energy prices also fell in Q4 (0.6%, contribution: -0.1
pp), reflecting a decrease in petroleum product prices in
the domestic market (1.7%). The entire Q4 decrease in
petroleum product prices was recorded in October and
November, while December saw an increase (0.7%),
driven by the rise in the global oil price.
The prices of industrial products (excluding food and
energy) went up by 1.0% in Q4 (0.3 pp contribution to
inflation), reflecting almost entirely a seasonal rise in the
prices of clothes and footwear (2.6%) and higher prices of
mobile phones and devices (0.2 pp cumulative
contribution to inflation). Working in the same direction
was the quarterly increase in the prices of medical and
pharmaceutical supplies, furniture and apartment
maintenance and repair materials.
The 0.4% rise in the prices of services in Q4 (with a 0.1
pp contribution to inflation) is mostly attributable to the
increase in the prices of utility (1.1%) and medical
services (1.9%). The majority of other services also
recorded a slight increase in Q4.



The administered price growth of 0.2% in Q4, which
was almost entirely a result of the utility services price
hike, did not reflect significantly on quarterly inflation. In
y-o-y terms, these prices slowed down additionally to
3.3% in December (from 4.3% in September), mainly due
to the drop-out of the December 2019 electricity price
hike from the calculation of y-o-y inflation.








           
&RUHLQIODWLRQ
+HDGOLQHLQIODWLRQ
&RUHLQIODWLRQ± SHULRGDYHUDJH
+HDGOLQHLQIODWLRQ± SHULRGDYHUDJH
6RXUFHV 6256DQG1%6FDOFXODWLRQ
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The prices within core inflation edged up by 0.8% (0.4
pp contribution), led by the increase in the prices of
clothes and footwear, mobile phones, as well as utility
and medical services.
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Text box 1: Core inflation in Serbia – determinants, indicators and outlook
As headline inflation includes volatile components such as food and energy prices which are not under the impact of
monetary policy measures, it is highly important for central banks to monitor movements of inflation indicators that
exclude those components, i.e. the so-called core inflation. For instance, the Fed’s preferred measure of inflation is
inflation excluding food and energy prices, measured by the personal consumption expenditures price index. The ECB also
pays particular attention to core inflation indicators, primarily the movement of inflation excluding the prices of energy,
food, alcohol and cigarettes.
&KDUW2 &RQWULEXWLRQVRILQGLYLGXDOJURXSVRI
SURGXFWVDQGVHUYLFHVWR\R\FRUHLQIODWLRQ

&KDUW2 &RQWULEXWLRQVRILQGLYLGXDOJURXSVRI
SURGXFWVDQGVHUYLFHVWRKHDGOLQH\R\LQIODWLRQ
LQSS
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6RXUFHV6256DQG1%6FDOFXODWLRQ
































&DUV
$XGLR79FRPSXWHUVWHOHSKRQHVDQGRWKHUHTXLSPHQW
/DQGOLQHWHOHSKRQ\
5HVWDXUDQWVDQGKRWHOV
7UDYHOSDFNDJHV
&KHPLFDOSKDUDPDFHXWLFDODQGPHGLFDOSURGXFWVDQGVHUYLFHV
5HQWDQGPDWHULDODQGVHUYLFHVIRUDSDUWPHQWPDLQWHQDQFHDQGUHSDLU
&ORWKHVDQGVKRHV
2WKHU
7RWDOFRUHLQIODWLRQ 
6RXUFHV6256DQG1%6FDOFXODWLRQ

As there is no single definition of core inflation, when making monetary policy decisions, in accordance with
international practice, the NBS monitors several core inflation indicators – inflation measured by the change in CPI
excluding energy; energy and unprocessed food; energy, food (unprocessed and processed), alcohol and cigarettes. The
criterion for exclusion of individual categories is the volatility of their prices, as well as the direct or indirect government
impact on their changes.
The strongest volatility of headline inflation originates from food and energy prices, which also have a relatively high
share in the consumer basket, while the volatility of core inflation components is much smaller (Charts О.1.1 and О.1.2).
The contribution of core inflation to headline inflation moved between 0.5 pp and 1.0 pp in 2020, with a trough recorded in
January and a peak in December. Petroleum products were a positive contributor to y-o-y inflation only in the first two
months. Thereafter, consistent with the movement of global oil prices, petroleum products were a negative contributor to
headline inflation until the end of the year, most notably in May (-1.2 pp). Until mid-2020, vegetable prices also provided a
negative contribution to headline y-o-y inflation, while the contribution of fruit prices remained positive throughout the year.
Within core inflation (measured by CPI change excluding energy, food, alcohol and cigarettes) – which moved between
1.0% in January and 2.1% y-o-y in December – a negative contribution during the year stemmed from the prices of shoes,
clothes and cars. A positive contribution came from chemical, pharmaceutical and medical products and services, landline
telephony services, and travel packages.
Core inflation rose moderately as of September, on the back of a y-o-y rise in prices of audio devices, TV sets,
computers, telephones and other equipment, which can be associated with work from home and online school programmes
as measures to combat the pandemic.
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The NBS also regularly estimates and monitors core &KDUW 2 +HDGOLQHLQIODWLRQDQGLQGLFDWRUVRIFRUH
inflation based on the trimmed mean calculation – the LQIODWLRQ
\R\UDWHVLQ 
price index components are first grouped in descending 
order, by the criterion of price growth during the month,

and a defined percentage of the highest and lowest change
values is excluded from calculation. Contrary to the first 

method which determines the inflation components to be
excluded from calculation, in the trimmed mean method

one decides on the percentage of extreme values to be

excluded from calculation, with the excluded product

categories varying depending on the calculation period.

The NBS trims 15%, i.e. excludes 7.5% of products with
           
both the highest and lowest price growth during the month,
+HDGOLQHLQIODWLRQ
,QIODWLRQH[FOXGLQJHQHUJ\IRRGDOFRKRODQGFLJDUHWWHV
regardless of the type of products. The movement of this
7ULPPHGPHDQ
indicator also suggests low and stable inflationary
6RXUFHV6256DQG1%6SURMHFWLRQ
pressures, but exhibits somewhat higher volatility than the
movement of y-o-y inflation excluding energy, food, alcohol and cigarettes, which is particularly visible in the first part of
the observed period – from 2009 to 2013 (Chart О.1.3). On the other hand, in late 2020 y-o-y inflation excluding energy,
food, alcohol and cigarettes measured 2.1%, while core inflation estimated based on the trimmed mean method was 1.3%.
To examine the impact of individual factors on the movement of core inflation (CPI excluding the prices of energy,
food, alcohol and cigarettes), the following two links were econometrically estimated:
݁ݔ

ܿ
ߨ ܿݐൌ ߚͳ ߨݐെͳ
 ߚʹ ߨݐ

 ߚ͵  ݐܴܧ ߚͶ  ݐ ܽ݃ܲܦܩ ߚͷ ߨ ܣܧݐ ߝݐ

ܿ
ߨ ܿݐൌ ܿ ݐݏ݊ ߚͳ ߨݐെͳ


݁ݔ
ߚʹ ߨݐ

 ߚ͵  ݐܴܧ ߚͶ  ݐݓ ߚͷ ߨ ܣܧݐ ߝݐ

(1)
(2)

where ߨ ܿݐmeans core inflation, ߨ ݔ݁ݐinflation expectations,  ݐܴܧdinar exchange rate against the euro – the indirect exchange
rate notation is applied where growth indicates the dinar’s appreciation against the euro,  ݐ ܽ݃ܲܦܩis the output gap for the
previous four quarters,  ݐݓnet nominal wages, and ߨ ܣܧݐeuro area inflation.
All variables are expressed as y-o-y changes, in percentage, except for the output gap which represents a percentage
deviation from trend. The analysis was carried out on quarterly data for the period Q1 2009 – Q3 2020. Using the output
gap-based model, we also forecast core inflation movement in the next two years.
In both models, all estimated coefficients have an
7DEOHɈ(VWLPDWHGPRGHOFRHIILFLHQWVIRUFRUHLQIODWLRQ
expected sign and are statistically significant. The
0RGHO
0RGHO
presented models explain 98% of core inflation
&RQVWDQW

variations (Table О.1.1). The model suggests that a
&RUHLQIODWLRQODJ ȕ


,QIODWLRQH[SHFWDWLRQV ȕ


decline in inflation expectations, dinar’s appreciation
([FKDQJHUDWH(8556' ȕ


against the euro, a lower output gap and falling euro
2XWSXWJDS ȕ


:DJHV ȕ


area inflation lead to a decline in core inflation, which
(XURDUHDLQIODWLRQ ȕ


is also affected by a lag, i.e. core inflation from the
5


+LJKHVWVWDWLVWLFDOVLJQLILFDQFHLHSYDOXH SYDOXHɚ SYDOXH
previous quarter, and vice versa, which is in line with

theoretical assumptions. For instance, according to the
first equation, a 1 pp decline in inflation expectations
leads to a 0.3 pp decline in y-o-y core inflation in the same quarter, dinar’s appreciation against the euro by 1 pp leads to
a 0.1 pp decline in core inflation, while a 1 pp decline in euro area inflation brings about a 0.2 pp fall in domestic core
inflation. The second link also suggests a statistically significant connection between wages and core inflation, with y-o-y
wage growth of 1 pp leading to a rise in y-o-y core inflation of 0.05 pp.
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Core inflation estimated based on the model tracks
actual inflation at a close range in the observed period
(Chart О.1.5), but there is a certain deviation in the period
from the outbreak of the pandemic, due primarily to the
fact that 2020 saw an increase in the prices of those
products for which demand was on the rise (primarily
equipment to facilitate work from home), while the prices
of products and services for which demand contracted
significantly were more rigid. In addition, in the calculation
of inflation for 2020, the growth rates of prices of some
products and services were imputed by the growth rates of
these prices from the same period last year (e.g. prices of
travel packages) since it was not possible to ensure their
full coverage due to the pandemic.

&KDUW2 0RGHOEDVHGGHWHUPLQDQWVRIFRUHLQIODWLRQ
LQSS




















(XURDUHDLQIODWLRQ
2XWSXWJDS
(8556'
,QIODWLRQH[SHFWDWLRQV
/DJ
5HVLGXDO
&RUHLQIODWLRQ 
6RXUFHV6256DQG1%6FDOFXODWLRQ

The projection of core inflation based on the
coefficients obtained from this model and the inflation
factor assumptions underlying the medium-term inflation
projection model (a relatively stable exchange rate,
anchored inflation expectations, moderate wage growth /
negative output gap and low euro area inflation) suggests
that core inflation will remain low and stable in the coming
period (Chart О.1.5).

&KDUW 2 &RUHLQIODWLRQDQGLWVPRGHOEDVHG
HVWLPDWHDQGSURMHFWLRQ
\R\UDWHVLQ 

























,QIODWLRQH[FOXGLQJHQHUJ\IRRGDOFRKRODQGFLJDUHWWHV
0RGHO  EDVHGFRUHLQIODWLRQ
6RXUFHV6256DQG1%6SURMHFWLRQ
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&KDUW,,,&RQWULEXWLRQWR\R\SURGXFHUSULFHJURZWK 

Producer and import prices

LQSS

In 2020, industrial producer prices for the domestic
market declined, indicating persistently low cost-push
inflationary pressures. The y-o-y drop in industrial
producer prices moderated in December, to -1.8% (from
-2.4% in September and -2.7% in June), driven mostly by
the renewed y-o-y increase in the producer prices of
non-durable consumer goods in Q4. In addition, the
prices of intermediate goods (especially base metals)
recorded a mild y-o-y rise in Q4, as well as the prices of
durable consumer goods. In contrast, the energy
production prices continued down in Q4 (primarily
domestic crude oil), as well as the prices of capital
goods (notably construction materials). After falling by
1.1% y-o-y in September, the prices of elements and
materials incorporated in construction fell further by
1.5% y-o-y in December, confirming low cost-push
pressures in construction as well.
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6RXUFHV'HVWDWLV)$2%ORRPEHUJ(XURVWDW6256DQG1%6FDOFXODWLRQ

Similar to producer prices, dinar-denominated import
prices5 have been on the y-o-y decline amid the
pandemic, which is mainly attributable to subdued
demand. This y-o-y decline moderated in December to 2.0% (from -2.6% in the three previous quarters),
primarily as a result of lower negative contribution of the
global oil price and export prices of Germany (which are
used to approximate the prices of imported equipment and
intermediate goods), which measured -1.4 pp and -0.4 pp,
respectively (from -2.4 pp cumulative contribution in
September). At the same time, cumulative contribution of
global food and euro area consumer prices (which are
used to approximate the prices of imported services)
stayed almost unchanged (-0.2 pp). Dinar-denominated
import prices also declined owing to the dinar’s
strengthening against the dollar, caused by the euro’s
appreciation vis-à-vis the dollar.

&KDUW,,,&XUUHQWLQIODWLRQDQGRQH\HDUDKHDG
LQIODWLRQH[SHFWDWLRQV

Inflation expectations

\R\UDWHVLQ 


Inflation expectations of the financial and corporate
sectors for both one and two years ahead stayed low
and stable throughout 2020, consistent with the NBS
medium-term inflation projection released in
November.
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)LQDQFLDOVHFWRU
&RUSRUDWHVHFWRU
)LQDQFLDOVHFWRU%ORRPEHUJ
6RXUFHV*DOOXS,SVRV1LQDPHGLD%ORRPEHUJ DQG1%6
,SVRVDQG*DOOXSXQWLO'HFHPEHU1LQDPHGLDVLQFH'HFHPEHUDQG
,SVRVVLQFH-DQXDU\
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According to the results of the Ipsos survey, one-year
ahead inflation expectations of the financial sector
averaged around 2% in Q4 2020 and January 2021.

5

Preliminary data. The weighted average of the global Brent oil price and food
price index (FAO index), euro area consumer prices, and export prices of
Germany, one of Serbia’s most significant foreign trade partners, is used as an
indicator of import prices. The base year is 2010.
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According to the results of the Bloomberg survey, shortterm inflation expectations of the financial sector stood at
a somewhat higher level in Q4 2020 and January 2021,
moving in the 2.2–2.3% range. Looking at a longer
horizon, the financial sector has expected inflation to be
within the NBS target tolerance band for more than seven
years now (since October 2013), which points to the
credibility of the NBS monetary policy.
One-year ahead inflation expectations of corporates
were anchored in the lower part of the target band in Q4
2020 and in early 2021. They were stable in October and
November at 1.9%, while in December they increased
slightly to 2.0%, only to slip to the lower bound of the
target band (1.5%) in January. Stable inflation
expectations of the corporate sector are observed in the
survey results on the expected production input prices, as
more than 60% of corporates expect that the prices of
production inputs will not change over the next twelve
months.
Typically higher than those of other sectors, one-year
ahead inflation expectations of the household sector
moved in the 5–9% range in Q4 and January. Somewhat
higher short-term inflation expectations of households
are probably due to the announced increase in the prices
of energy and utility services, and persistent uncertainties
regarding the duration of the new wave of the
coronavirus contagion. However, speaking in favour of
the expected preservation of price stability are also the
results of the qualitative survey6, which show that in the
period under review the index of perceived inflation
continued to record higher values than the index of
expected inflation. Such movements indicate that
households expect inflation to be lower over the next
twelve months than in the past year.
Medium-term inflation expectations of the financial
sector, i.e. two-year ahead expectations are anchored
within the NBS target tolerance band since their
monitoring began (March 2014). They stood at 2.5% in
October and November, and declined to 2.3% in
December, where they stayed in January. Two-year
ahead inflation expectations of the corporate sector
moved in the range of 1.9–2.0% in Q4 and January, while
those of households ranged between 5.0% and 7.0%.

&KDUW,,,+RXVHKROGSHUFHLYHGDQGH[SHFWHGLQIODWLRQ
LQLQGH[SRLQWV
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-DQXDU\

6
For more details on the qualitative expectations of households see the February
2016 Inflation Report – Text box 2, p. 15.
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IV Inflation determinants

1 Financial market trends
The key policy rate cut drove down the interest rates in
the interbank money market in December. Investors’
rising interest in dinar government securities brought
about a fall in interest rates, and their confidence in
Serbia was reaffirmed in the international market, with
a successful eurobond issue, under the most favourable
conditions thus far.
The dinar remained stable against the euro in Q4.

Interest rates
In December, the NBS trimmed its key policy rate by 0.25
pp, to 1.0%, and narrowed the main interest rates corridor
from 1 pp to 0.9 pp. As a result, the deposit facility rate
was cut to 0.1% and the lending facility rate to 1.9%. The
average rate in the auctions of repo sale of securities in
Q4 was almost equal to the deposit facility rate, meaning
it fell by 16 bp at the quarterly level, to 0.1%, while the
stock of sold repo securities at year-end stayed unchanged
relative to end-September (RSD 30 bn).
In the overnight interbank money market, there was a
mild increase in BEONIA (from 0.26% to 0.3%) in
November due to a somewhat stronger demand for shortterm loans. Amid deteriorating epidemiological situation,
the NBS decided to open up as of mid-November two
regular lines for supplying cheap dinar liquidity to banks
and, by extension, to the corporate sector – auctions of
repo purchase of dinar securities and additional swap
auctions of FX purchase with a three-month transaction
maturity. This should make the financing conditions even
more favourable and provide impetus to lending growth.
Until the end of January the NBS supplied to banks via
these auctions RSD 43.1 bn, which contributed to the
decline in BEONIA, which was broadly equal to the
deposit facility rate during December, only to slide below
it by year-end, settling at 0.08%.

&KDUW,9 'LQDUOLTXLGLW\
LQ56'EQ


































([FHVVIXQGVGHSRVLWIDFLOLWLHVUHSRVWRFNDQGFDVKYDXOW
([FHVVIXQGVGHSRVLWIDFLOLWLHVUHSRVWRFNDQGFDVKYDXOW
GD\PRYLQJDYHUDJHV
6RXUFH 1%6

BELIBOR rates for up to one-week maturities stayed flat
in October and November, while those for longer
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maturities oscillated negligibly (up to 1 bp) in the same
period. After the NBS key policy rate cut in December,
BELIBOR rates also declined – by up to 12 bp, which
roughly corresponds to the decrease in the average repo
rate. At year-end, they ranged between 0.3% and 1.1%.

&KDUW,9,QWHUHVWUDWHPRYHPHQWV
GDLO\GDWDSDLQ





As interbank money market rates remained stable in
January, at the end of the month BELIBOR rates of all
maturities were unchanged relative to end-2020.
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In the primary market, seven auctions were held for the
sale of dinar government securities in Q4. In the sale
auction held in October, effective rate on two-year dinar
securities stayed unchanged (1.95%), while that on fiveyear dinar securities decreased by 6 bp, to 2.59%, in the
sale auction held by the end of November. After
increasing by 0.3 pp in October, the effective rate on
twelve-year benchmark bonds declined significantly in
the two following auctions (by a total of 0.45 pp), settling
at 3.85% in the auction held in early December. It should
be noted that Q4 saw a much stronger demand for twelveyear securities (in three auctions, with the planned sales
volume worth RSD 5 bn each, the total value of the
submitted bids was RSD 97 bn). After the first auction in
October, when the government accepted all bids, in
November it accepted almost a half of them, while in
December, in the conditions of secured financing in the
international financial market, slightly less than a fifth of
the submitted bids was accepted in the domestic market,
leading to a significant drop in interest rates.



Stronger demand in the auctions of dinar government
securities was primarily driven by greater interest of nonresidents in twelve-year dinar securities, as evidenced by
their over 82% share in the total purchase of these
securities.7 In Q4, the stock of dinar securities owned by
non-residents increased by RSD 26.3 bn, to RSD 232.4
bn, or 24.4% of the entire stock of sold dinar securities,
which almost completely offset non-residents’ exit from
dinar securities after the outbreak of the pandemic.
Rising investor confidence, reflected in the greater
interest in Serbian government securities, was also
confirmed in the international financial market. In
November (settlement carried out in December), Serbia
successfully realised an issue of dollar eurobonds worth
USD 1.2 bn, with a yield of 2.35% and a coupon rate of
2.125%. At the same time, to protect public debt from
exchange rate risk, the Republic of Serbia carried out a

7

In the three auctions held, twelve-year dinar securities were sold in the nominal
amount of RSD 43.8 bn, of which RSD 36.0 bn (82.2%) to non-residents.
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hedging transaction, achieving a coupon rate for
financing in euros of 1.066%, this being the lowest rate
on euro financing ever recorded by our country. The
funds raised were used for the early repayment of a part
of the debt under bonds issued in 2011 (USD 900 mn),
which means that in September this year a smaller
amount of bonds will mature (USD 700 mn).

&KDUW,9<LHOGFXUYHLQWKHVHFRQGDU\JRYHUQPHQW
VHFXULWLHVPDUNHW
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Investors were more active in the secondary market, as
testified by higher turnover, which rose from RSD 55.9
bn in Q3 to RSD 124.8 bn in Q4. Yield rates largely
mirrored the movement of rates in the primary market. In
December, they ranged from 1.25% for the remaining
four-month maturity to 3.7% for the remaining twelveyear maturity, on average. At end-December, yield rates
dropped further to 3.5% for the remaining twelve-year
maturity.
During January the government organised two more sale
auctions for five- and twelve-year securities, where
effective rates declined by 0.4 pp to 2.2% and 3.4%,
respectively. Yield rates in the secondary market mirrored
their movement and ranged on average from 1.0% for
three-month maturity to 3.4% for twelve-year maturity.
The average interest rate on dinar loans to corporates
declined by 0.1 pp from September, to 3.2% in
December. This is entirely attributable to the decline in
interest rates on investment loans (1.1 pp, to 2.9%), while
those on working capital loans and other non-categorised
loans almost flatlined in Q4, standing in December at
3.4% and 3.0%, respectively.
The average interest rate on dinar cash loans to
households, which are the dominant category of new
dinar household loans, equalled 9.2% in December, as in
September. Interest rates on other dinar household loans
declined in Q4, ranging between 2.1% for consumer
loans to 5.3% for other non-categorised loans, so the
weighted average rate on total dinar household loans
equalled 8.5% in December.
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The weighted average rate on euro-indexed and euro
corporate loans edged up from September by 0.3 pp, to
3% in December, due to the rise in rates on investment
loans (0.5 pp, to 3.6%) and those on working capital
loans, which rose by 0.1 pp, to 2.7%.







Consistent with the movement of EURIBOR, the average
interest rate on housing loans dropped by 0.1 pp, to 2.6%,
its lowest level since the comparable statistics were first
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produced. On the other hand, interest rates on other euroindexed household loans edged up slightly, so the
weighted average rate on euro-indexed household loans
stayed unchanged from September, at 3.3%.
Interest rates on time deposits edged up slightly in Q4.
Thus, rates on dinar household savings were slightly
revised up, to 2.35%, while those on euro savings edged
up by 0.1 pp, to 1.2% in December. The average interest
rate on time dinar deposits of corporates recorded similar
growth (to 1.4%), while the rate on corporate time euro
deposits recorded a somewhat greater increase (0.3 pp, to
0.9% in December).
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Risk premium
EURO EMBIG for Serbia (risk premium for eurodenominated debt) fell significantly in Q4. In addition to
global factors, such as optimism regarding the
coronavirus vaccines despite the growing number of
infected persons and newly introduced restrictive health
measures, this was also underpinned by Serbia’s
economic policy measures in response to the crisis, the
recovery of economic activity at home, as well as the
expected more than full recovery from the crisis in 2021.
Under the impact of these factors, EURO EMBIG for
Serbia dropped by 82 bp in Q4, to 143 bp, again below
EURO EMBIG Composite, which fell by 43 bp, to 158
bp. However, the risk premia for euro-denominated debt
of all the observed countries in the region, as well as the
composite measure, remained higher than at end-2019,
i.e. before the outbreak of the pandemic. In January,
EURO EMBIG for Serbia edged up slightly, to 149 bp,
still staying below EURO EMBIG Composite that fell
mildly, to 151 bp.
Since the new eurobond in dollars (SRB 30) was included
in the calculation of EMBI for Serbia by J.P. Morgan, on
31 December 2020, after eurobond SRB 2021 had been
excluded from the calculation for a couple of months, the
data on the US-dollar EMBI for Serbia is published again.
On that day, it measured 128 bp, and was significantly
below EMBI Global Composite (323 bp). Both indicators
were stable during January and were only slightly higher
at the month’s end compared to end-Q4 (the composite
measure equalling 324 bp and EMBI for Serbia 136 bp).



A December report by Standard & Poor’s stated that
Serbia’s affirmed BB+ rating and a stable outlook are
supported by the fact that Serbia entered the pandemiccaused crisis with significantly better overall
macroeconomic indicators as a result of the preservation
of price, financial and fiscal stability, as well as relative
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stability of the EUR/RSD exchange rate, by the NBS and
the Government of the Republic of Serbia in the previous
period. The Agency also emphasised that orderly public
finances and increased FX reserves created ample room
for Serbian authorities to support the economy by
adequate measures during the pandemic.

Foreign capital inflow
The balance of payments financial account recorded a net
capital inflow in the amount of EUR 736.7 bn in Q4, as a
result of higher FDI and portfolio investment. On the other
hand, an outflow was registered under trade and financial
loans and banks’ increased balances in accounts abroad.
Net inflow of FDI to Serbia was relatively high in Q4 –
EUR 1.2 bn, a third of which related to the sale of the
state-owned stake in Komercijalna banka, whose
privatisation was a part of the arrangement with the IMF.
In 2020 as a whole, net FDI inflow amounted to EUR 2.9
bn, providing for the full coverage of the current account
deficit (146.5%). Compared to 2019, net FDI inflow in
2020 was lower by almost one fifth, which is less than the
average decline recorded in the EU countries and in
Southeast Europe.8 Moreover, one should bear in mind
that Serbia had a record high FDI inflow in 2019 (EUR
3.6 bn net), and that lower FDI in 2020 reflects mainly a
reduction in reinvested earnings, which was expected
given the fall in corporate profitability amid the
pandemic. Sector-wise, slightly more than one fourth of
investments was channelled into manufacturing (26%),
followed by the financial sector (18%), transport and
warehousing, as well as construction. The bulk of FDI
came from European (71%)9 and Asian countries (20%).
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In Q4, Serbia issued in the international financial market
ten-year bonds worth USD 1.2 bn, under the most
favourable conditions thus far. Most of the funds raised
were used for the early repayment of a part of the debt
under ten-year dollar bonds issued in 2011 at a
significantly higher coupon rate (7.25%). In Q4, nonresidents increased their investment in government
securities in the domestic market, while residents stepped
up their investment in foreign securities. Hence, portfolio
investment generated a net inflow of EUR 296.4 mn in
Q4. Overall in 2020, Serbia recorded an inflow of
portfolio investment worth EUR 1.6 bn, testifying to
investors’ confidence in the preservation of the country’s
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Based on data from the January issue of UNCTAD Investment Trends Monitor.
See Text box 2, p. 28.
9
Mostly EU investments.

8
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macroeconomic stability even in the conditions of
heightened uncertainty and rising risk aversion.
Foreign financial loans generated a net outflow of EUR
271.2 mn in Q4. Of this amount, the government net
repaid its debt by EUR 196.2 mn, banks by EUR 65.4 mn
and companies by EUR 9.6 mn. Outflows were also
recorded under trade loans (EUR 260.2 mn) and currency
and deposits (EUR 183.0 mn), the latter reflecting the
increase in banks’ balances abroad and the decline in nonresidents’ balances in Serbia.
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Text box 2: Capital flows to Serbia and its regional
peers during the pandemic
The coronavirus crisis had a strong impact on global capital flows in 2020. Immediately upon the outbreak of the
pandemic, we saw economic lockdowns, containment measures and dented investor and consumer confidence as a
consequence of extreme uncertainty over the fallout on economic and financial flows. In other words, we saw a
simultaneous interaction of supply- and demand-side shocks. All of this triggered in March and April a rise in investment
in safe assets and a contraction in capital flows to emerging markets amid reduced risk appetite. With the gradual opening
of economies and easing of containment measures, as well as with the support of large economic assistance packages
adopted by many governments worldwide, a global recovery began from May onwards, leading to a decline in emerging
markets’ risk premia and a rise in their capital inflows. However, these inflows remained lower than pre-crisis.
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When it comes to capital flows to Serbia, we can
say that, in spite of the crisis, our country recorded a
relatively high FDI inflow of EUR 2.9 bn net (EUR 3.0 bn
gross). Such – by 18.3% lower net inflow than in 2019 is
attributable primarily to lower reinvested earnings (by
EUR 0.8 bn), though it should be taken into account that
2019 was the year of record high FDI inflow (EUR 3.8 bn
gross or EUR 3.6 bn net). Besides, FDI inflow in 2020,
which was 13% higher than the five-year average and
41% higher than the ten-year average, remained widely
dispersed and, as before, mostly channelled to exportoriented sectors, providing for the full coverage of the
current account deficit. As regards portfolio investment,
Serbia recorded a net inflow of EUR 1.6 bn, which for its
major part stemmed from the issue of seven-year
eurobonds worth EUR 2 bn in the international financial
market in May in order to ensure adequate fiscal support
to the economy in fighting the pandemic, as the funds
raised through the second eurobond issue in 2020 were
mostly used for the early repayment of a part of debt
under bonds issued back in 2011. In early 2020, nonresidents scaled down their investment in government
securities, especially from February through April,
leading to a net outflow of close to EUR 223 mn in this
period, and the same happened in July when the
epidemiological situation deteriorated. The share of non-







According to an UNCTAD Investment Trends Monitor released in January this year, global FDI fell in 2020 by 42%
from USD 1.5 tn in 2019 to an estimated USD 859 bn, this being a much sharper drop than the one recorded in the two
years following the global financial crisis of 2008. It is estimated that FDI to EU countries collapsed by 71% in 2020,
while the FDI drop in Southeast Europe, where Serbia belongs, measured 28%. In its World Investment Report published
in June 2020, UNCTAD projected global FDI to decrease
by a further 5 to 10 per cent in 2021 and to initiate a
&KDUW 2)',QHWLQIORZ
gradual recovery only in 2022. Though economic
LQ(85PQ
lockdowns at the outbreak of the pandemic had an

immediate effect as a supply-side shock, the drop in FDI


in 2020 and 2021 is seen primarily as a consequence of

the demand-side shock, i.e. investment restraint amid

heightened uncertainty.

4±4
4±4
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residents in the local primary market of dinar government securities increased only late in the year on the back of growing
optimism over global economic recovery spurred by the news on likely mass vaccination. In addition, at the close of the
year Serbia issued in the international financial market ten-year eurobonds worth USD 1.2 bn at the most favourable
conditions thus far (1.066%1 in euros), and the funds raised were mostly used for the early repayment of a portion of debt
under expensive dollar eurobonds issued back in 2011.
Both eurobond auctions in the international financial markets were by several times oversubscribed, which, along
with affirmed credit rating, with positive (Moody’s in September) and stable outlook (Fitch in September and Standard
& Poor’s in December), is a proof of the confidence investors have in the sustainability of Serbia’s macroeconomic
stability even in these trying times.
It should be noted that J.P. Morgan, one of the leading financial institutions in the world, announced on 11 February
the decision to include Serbia’s dinar-denominated bonds in its renowned GBI-EM family of indices as of 30 June 2021.
This event, announced by Governor Tabaković a year ago, is of paramount importance, given the volumes of trading in
securities included in the index and the fact that this is one of the most frequently watched indices by international
investors, i.e. one of the benchmark indices of bonds
issued in local currencies of emerging economies. As
&KDUW 2 )',OLDELOLWLHVE\LQVWUXPHQW
LQ(85PQ
a result, Serbia will become an even more attractive

investment destination, as foreign investors are given

a powerful signal that Serbia is a safe and desirable

investment destination and that it will remain so in the

coming period as well.
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In an environment of low interest rates in the
international money market and accommodative
monetary policy of the ECB, residents’ borrowing
under financial loans increased by EUR 405.9 mn
net. This increase was driven primarily by banks,
whose net liabilities to foreign creditors climbed by
EUR 455.5 mn, as well as by enterprises, which
borrowed EUR 267.2 mn. Still, relative to 2019, the
inflow from financial loans was by two thirds lower,
thanks also to the Government which net repaid its
debt by EUR 308.5 mn, while in 2019 its debt
increased by a similar amount.
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The deficit on the primary income account
narrowed down significantly, reflecting chiefly lower expenditure in respect of FDI receipts (down by EUR 1.1 bn, to
EUR 1.3 bn). FDI expenditure declined mainly on account of lower estimated reinvested earnings that can be linked to
reduced profitability of foreign-owned companies due to the pandemic. Owing to more favourable conditions of
borrowing in the prior period, portfolio investment expenditure also went down (by EUR 61.1 mn, to EUR 250.6 mn),
which, together with a smaller deficit on trade in goods and a higher surplus on trade in services, led to a decrease in the
current account deficit by 37.3%, to 4.2% of GDP. On the other hand, what worked toward increasing the current account
deficit was the lower surplus on the secondary income account (by EUR 357.3 mn), due to a smaller inflow of
remittances. Namely, remittances contracted amid the global crisis and reduced labour force mobility by 12.9%, to EUR
2.9 bn, which corresponds to movements in other countries with traditionally high inflows on this account.
A comparison of selected items of the balance of payments (FDI and portfolio investment, primary and secondary
income) of Serbia and its regional peers (Bulgaria, Romania, Croatia, North Macedonia, Montenegro, Bosnia and
Herzegovina, and Albania) in 2020 reveals similar trends in capital flows. The comparison was made based on data for

1
Dollar bonds issued at the coupon rate of 2.125%, after which by a swap transaction liabilities under these bonds were converted from dollars into euros,
achieving a de facto coupon rate for euro financing of 1.066%.
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the nine months of 2020, given that for some of the
countries analysed, data are available concluding
with Q3.

&KDUW 2 3RUWIROLRLQYHVWPHQWQHWLQIORZ
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With a net FDI inflow of EUR 1.7 bn in the nine

months of 2020, Serbia was a regional leader, and was

followed by Romania with a net FDI inflow of EUR 1.6

bn. In the conditions of the pandemic and globally

increased risk aversion, the majority of countries

(Romania, Bulgaria, Albania, North Macedonia, Bosnia

and Herzegovina, and Serbia) recorded a y-o-y decrease

in net FDI inflow, while a y-o-y increase was recorded
by Montenegro and Croatia, the former on account of
lower residents’ investment abroad and the latter on
account of lower repayment of inter-company loans
4±4
4±4
than in the same period of 2019. The sharpest y-o-y
6RXUFHV:HEVLWHVRIFHQWUDOEDQNV
decrease in net FDI inflow was suffered by Romania (as
much as 62.4%), followed by North Macedonia
(43.4%), Bosnia and Herzegovina (38.3%) and Serbia (34.2%). Looking at FDI inflow alone, we can see that relative to
the same period a year earlier it was mostly equity investment and reinvested earnings that went down, while inflows
from inter-company loans in some countries even increased (Bulgaria, Serbia, Montenegro).
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Net inflow from portfolio investment in the nine months of 2020 was recorded by Romania, Serbia, North
Macedonia, Croatia and Albania, as a result of eurobond issues in the international financial market. The largest net
inflow was seen in Romania, which issued eurobonds worth over EUR 9 bn during the nine months of 2020, only to issue
additional EUR 2.5 bn in eurobonds again in November.
The improvement in the primary income balance in nearly all of the countries observed – switching from a deficit
to a surplus in Montenegro and Bosnia and Herzegovina, as well as a deficit decrease in other countries observed except
Albania – is a result of lower expenditure on FDI receipts. By more than 30% lower FDI expenditure was registered for
Serbia, but also Montenegro, North Macedonia, Croatia and Bulgaria.
By contrast to the primary income balance, the majority of countries in the region recorded a lower surplus on the
secondary income account in the nine months of 2020 compared to the same period a year earlier. The only exceptions
in this respect are Romania and Croatia, where higher inflows stemmed from increased transfers from the EU.
Notwithstanding a 14.8% y-o-y fall, to EUR 2.4 bn in the nine months of 2020, Serbia continues to record the highest
secondary income inflows in the region. As in the case of Serbia, the fall in secondary income inflows in other countries
is due to the lower inflows from personal and other transfers. Though detailed statistics is not available yet for all the
countries observed, we assume that lower personal transfers reflect lower remittances from workers abroad. The impact
of the pandemic on remittance flows unfolds mainly via two channels. First, the GDP fall in the countries from which
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remittances originate affects the disposable income that migrant workers can set aside and send to their home countries,
and second, containment measures make it difficult to transfer a part of remittances that go outside official channels (a
part of remittances brought by the diaspora in cash).
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Trends in the FX market and
exchange rate
As the dinar remained stable against the euro in Q4, its
value was almost unchanged both in quarterly terms and
at the level of 2020. On the other hand, since the dollar
weakened against the euro, the dinar gained 4.7% against
the dollar in Q4 and 9.7% in the year as a whole.
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The depreciation pressures, present since February 2020
as a consequence of the pandemic, waned gradually over
the past months, while November and December even
saw the prevalence of appreciation pressures.
Contributing to these trends were residents who were
selling foreign currency to banks in December rather than
buying it as usual and non-residents who were the
majority buyers of twelve-year dinar government
securities at the November and December auctions. The
supply of foreign currency increased also on account of
the net purchase of foreign cash from citizens and
exchange dealers, as well as of the lengthening of the FX
position of banks on account of the use of payment cards
by non-residents. Even though the decrease in FXindexed bank assets10 worked in the opposite direction, in
quarterly terms, in Q4 the supply of foreign currency
exceeded the demand.
In Q4, the NBS was a net buyer of foreign currency in the
IFEM (EUR 185.0 mn in total). At the level of the year,
the NBS net sold EUR 1,450.0 mn, contributing thereby
to the preservation of the relative stability of the dinar
exchange rate against the euro amid significantly
heightened global uncertainty due to the pandemic.
The volume of trading in the IFEM11 was rising in Q4,
month after month, reaching on average EUR 30.2 mn a
day in December. Such trends drove up the average daily
trading volume in the IFEM to EUR 26.8 mn in Q4, up by
EUR 5.8 mn q-o-q.
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The volume of turnover at FX swap auctions also went up
in Q4, owing to the introduction of additional auctions.
Namely, as of 16 November, additional three-month swap
auctions of purchase of foreign exchange at fixed swap
points are held each Monday. A total of EUR 262.0 mn
was bought (of which EUR 207.0 mn at fixed swap
points) and EUR 55.0 mn sold at three-month swap
auctions in Q4. At regular two-week swap auctions, the
NBS bought from and sold to banks EUR 67.0 mn each.

10
Aiming to balance their long open FX positions, and reduce the exposure to FX
risk, banks buy foreign currency, which results in the weakening of the dinar.
11

Excluding the NBS.
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Among the currencies of inflation targeting countries in
the region, in Q4 the Czech koruna and the Turkish lira
gained against the euro 3.7% and 1.3%, respectively. The
Romanian leu remained unchanged, while the Hungarian
forint lost 0.1% and the Polish zloty 1.9%. At the level of
the year, unlike the dinar, which remained unchanged in
2020, all the said currencies weakened – the Romanian
leu the least (1.9%) and the Turkish lira the most (26.2%).

2 Money and loans

&KDUW,9 'RPHVWLFORDQVWRWKHQRQPRQHWDU\VHFWRUDQG
0
QRPLQDO\R\ UDWHVLQ




Consistent with our expectations, growth in monetary
aggregates has gradually slowed down y-o-y, due to,
among other things, the lifting of the moratorium and
the reduction of direct government assistance. Domestic
lending, supported by accommodative monetary policy
and Guarantee Scheme loans, posted an almost doubledigit growth for the third year in a row.

Monetary aggregates
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'RPHVWLFORDQVWRWKHQRQPRQHWDU\VHFWRU
6RXUFH1%6

&KDUW ,9 &RQWULEXWLRQV WRTXDUWHUO\JURZWKLQ0E\
VHFWRU
LQSS




The rise in money supply continued into Q4 and, typically
for the season, accelerated relative to Q3, largely due to
higher government spending in December. Apart from
that, same as in the previous part of the year, money
supply growth also received a positive impetus from
lending. The broadest monetary aggregate, М3, increased
in Q412 by 4.0%, with 70% of this growth stemming from
the rising dinar component.
Observed by individual category, sight deposits recorded
the strongest growth in Q4, gaining RSD 76.7 bn. Almost
a half of that growth referred to corporate transaction
deposits (RSD 38.1 bn), followed by household deposits,
which added RSD 29.8 bn. Balances in other sectors’
accounts also increased in Q4, but to a much lesser extent.
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Time dinar deposits of non-monetary sectors decreased
by RSD 4.9 bn in Q4, reflecting lower balances in the
accounts of corporates (by RSD 7.7 bn) and local
authorities (by RSD 2.6 bn). On the other hand, time dinar
deposits of other sectors recorded an increase. The
sharpest rise was recorded for dinar savings of households
(residents), which in Q4 gained RSD 3.7 bn, reaching
record high RSD 92.5 bn at end-December. Looking since
the start of the year, households increased their dinar
savings by RSD 13.5 bn or 17.1%, contributing to their
dynamic growth for the third consecutive year. This

12
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reflects citizens’ confidence in financial and price
stability, given that savings growth was realised in
conditions of pandemic-induced crisis and increased risk
aversion. What also contributes to the attractiveness of
dinar relative to FX savings are the higher interest rates
and a more favourable tax treatment.

&KDUW,9 9HORFLW\RIPRQH\
QRPLQDO\R\ UDWHVLQ






In Q4, FX deposits went up by EUR 322.1 mn and 80%
of this growth originated from household (resident)
deposits. At the annual level, FX savings of households
increased by EUR 601.1 mn, reaching record EUR 11.1
bn at end-2020.13 Deposits of other financial organisations
gained EUR 42.0 mn in Q4, and those of non-profit
organisations EUR 24.9 mn. On the other hand, corporate
FX deposits fell by EUR 16.6 mn in Q4.
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0
0
6RXUFH1%6

In y-o-y terms, growth in monetary aggregates gradually
slowed down since mid-202014 – money supply М3
decelerated y-o-y to 18.1% in December (from 18.8% at
end-Q3). Similar tendencies may be expected in the
period ahead, given that the pronounced growth in
money supply in 2020 was connected with liquidity
injections to the domestic economy and a rise in
disposable household income, supported by the NBS’s
measures (monetary policy accommodation and
moratorium effects), as well as a significant direct
government assistance. Money supply was also boosted
by households’ refraining from spending in pandemic
conditions and postponement of investment, which will
tend to loosen up as the vaccination progresses and the
epidemiological situation improves.

Loans

&KDUW,9 &RQWULEXWLRQVWR\R\FRUSRUDWHOHQGLQJJURZWK
LQSSH[FOXGLQJWKHH[FKDQJHUDWHHIIHFW

NBS monetary policy easing, along with the effects of
measures stimulating sustainable household lending,
approval of Guarantee Scheme loans to micro, small and
medium-sized enterprises and entrepreneurs, as well as
the maintained low interest rates in the euro area money
market, enabled the continuation of lending growth in
Q4. Lending growth of almost 10% for the third year in
a row is in line with our projections, while a y-o-y
deceleration late in the year is an expected consequence
of the high base from the previous year and the maturing
of larger amounts since October, after the lifting of the
second moratorium.
At the level of Q4, corporate loans, excluding the effect
of exchange rate changes, declined by RSD 6.7 bn, partly
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13
Money supply M3 includes only resident funds. With non-resident funds
included, at end-December dinar savings equalled RSD 93.0 bn and FX savings
EUR 11.4 bn.
14

Consistent with our expectations presented in the August 2020 Inflation Report.
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&KDUW,9 6WUXFWXUHRIQHZFRUSRUDWHORDQVE\HQWHUSULVH
VL]H
LQ56'EQ



due to larger amounts falling due upon the lifting of the
moratorium. Together with the last year’s high base
effect, this dragged down the y-o-y growth in corporate
loans from 13.3% in September to 9.1% in December. At
the annual level, corporate loan balance went up by RSD
114.4 bn, driven by the growth in liquidity and working
capital loans. Amid growing corporate liquidity needs
and approval of Guarantee Scheme loans, liquidity and
working capital loans have become the dominant
category of corporate loans, making up 43.7% in
December. Next come investment loans, with a 43.0%
share. Sector-wise, in Q4 loan stock increased for
companies in electricity supply, real estate and
construction, while edging down for other sectors.15 In
terms of company size, the market segment of micro,
small and medium-sized enterprises accounted for 69%
of corporate loans in December, while their y-o-y growth
in the same month equalled 9.4%.
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6RXUFH1%6
8QWLO'HFHPEHUWKHFRQWULEXWLRQRIFDVKORDQVLVVKRZQZLWKLQWKH
FRQWULEXWLRQRIRWKHUORDQV
/RDQVH[WHQGHG WRHQWUHSUHQHXUV

The volume of new corporate loans in Q4 amounted to
RSD 258.2 bn, up by 4.0% q-o-q or down by 6.1% y-oy. More than 50% of the corporate loans approved in Q4
were liquidity and working capital loans, and almost two
thirds of these loans were used by micro, small and
medium-sized enterprises which were offered more
favourable terms of financing under the Guarantee
Scheme. Investment loans made up 33% of new
corporate loans in Q4, with two thirds of approved loans
being absorbed by micro, small and medium-sized
enterprises.
Excluding the exchange rate effect, household loans
went up by RSD 7.8 bn in Q4. In terms of purpose, Q4
growth was driven by housing loans (RSD 13.5 bn), аnd
to a lesser extent also by cash loans, while the stock of
non-categorised loans declined. At the annual level,
household loans went up by RSD 127.0 bn and their y-oy growth decelerated from 13.8% in September to 11.4%
in December. In the structure of household loans in
December, the dominant categories were cash loans
(44.4%) and housing loans (36.8%).
The volume of new household loans in Q4 amounted to
RSD 131.5 bn, up by 9.5% from Q3, and down by 6.4%
from the same period last year. Dominant loan categories
were cash loans (60% of new household loans in Q4) and
housing loans (23%), where the amount of housing loans
approved in Q4 increased 22% y-o-y. Loan demand was
boosted by favourable terms of borrowing and the rise in
disposable income in conditions of a relatively solid

15

At the annual level, the loan stock increased across all sectors, most notably in
real estate, transport and construction companies.
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supply, as indicated by the continued growth in the
number of apartments completed since 2016.

&KDUW ,9 &KDQJHLQFRUSRUDWHFUHGLWVWDQGDUGVDQG
FRQWULEXWLQJIDFWRUV
LQQHW

The results of the January Bank Lending Survey of the
NBS16 show that in conditions of persisting risk aversion
banks tightened corporate credit standards in Q4, but to a
much lesser extent compared to the previous two
quarters. On the other hand, in line with the expectations
reported in the October survey, household credit
standards were relaxed in Q4, as a result of the positive
outlook in the real estate market and competition in the
banking sector. In banks’ view, both corporate and
household loan demand expanded in Q4, driven by
liquidity and debt restructuring needs, as well as real
estate purchases by households. The expectations for Q1
2021 show that standards for the approval of corporate
loans will remain largely unchanged, while a mild
tightening is possible in the household sector, due to
higher risk perception. At the same time, banks expect a
further rise in corporate and household loan demand
under the impact of almost the same factors as in Q4.























5LVNSURSHQVLW\
1RQSHUIRUPLQJORDQV
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6RXUFH1%6
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VWDQGDUGV

&KDUW ,9&KDQJHLQKRXVHKROGFUHGLWVWDQGDUGVDQG
FRQWULEXWLQJ IDFWRUV
LQQHW

Dinarisation of corporate and household receivables,
measured by the share of dinar in total receivables,
reached its new maximum of 37.3% in December, rising
by 0.7 pp from end-Q3. The share of dinar corporate
receivables increased by 1.8 pp in Q4, to 21.0% in
December, supported by the approval of dinar loans
under the Guarantee Scheme and purchase of dinar
corporate bonds. On the other hand, the degree of
dinarisation of household receivables dropped by 0.6 pp
to 55.9% in Q4, partly as a result of the higher growth of
housing loans (which are largely approved in foreign
currency) compared to that of cash loans.
Gross NPL ratio increased by 0.3 pp in Q4 to 3.7% in
December, partly as a consequence of larger loan
amounts falling due after the lifting of the second
moratorium. At the same time, the corporate NPL ratio17
rose to 3.1%, while household NPL ratio18 remained at
3.6%. NPL coverage remained high – allowances for
impairment of total loans amounted to 93.2% of NPLs in
December, while allowances for impairment of NPLs
stood at 58.5% of NPLs.
Capital adequacy ratio19 at end-Q3 2020 stood at
22.4%, which suggests high capitalisation and resilience
of the banking sector (regulatory minimum – 8.0%).

16

The NBS conducts the survey since the beginning of 2014.

17

It includes companies and public enterprises. Looking at companies alone, NPL
share in total loans in December also equalled 3.1%.

18

With entrepreneurs and private households included, the share of NPLs is also at
the level of 3.6%.

19

The regulatory framework of Basel III is applied since 30 June 2017.
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3 Aggregate demand
Following a strong recovery of economic activity in Q3
(6.3% s-a), a new wave of the coronavirus brought
more restrictive epidemiological measures, dampening
domestic consumption and slowing down GDP growth
in quarterly terms, to 1.3% s-a in Q4. The faster
rebound in exports compared to imports of goods and
services worked in the opposite direction.

Domestic demand
&KDUW,9 &RQWULEXWLRQVWR\R\ *'3JURZWKUDWHí
H[SHQGLWXUHVLGH
LQSS
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Y-o-y, GDP lost 1.3% in real terms in Q4, primarily due
to the lower private consumption, which according to
our estimate, shrunk by 3% y-o-y (negative contribution
to GDP of 2.1 pp), because the spreading of the new wave
of the coronavirus and the consequent tightening of health
measures limited working hours in the majority of
services. The sharpest fall in activity was recorded in
tourism and catering, as suggested by the reduced number
of overnight stays of domestic tourists by 28% y-o-y, and
the fall in the real catering turnover of over 30% y-o-y in
October. Amid renewed spread of the epidemic, the
consumption channelled to household recreation, cultural
and sports events almost halted, while lower population
mobility negatively affected the transport sector. On the
other hand, Q4 saw a continued rise in retail trade
turnover (2.5% y-o-y), which, however, also lost steam
relative to Q3 (5.6% y-o-y).
Thanks to government and NBS measures, the sources of
private consumption did not contract during the
pandemic, which suggests that the reduction in private
consumption is temporary in nature. Namely, positive
labour market dynamics was maintained in Q4, so the
main source of financing of private consumption – the
wage bill – recorded double-digit growth (13.6 % y-o-y in
the period October–November). In addition, Q4 also saw
an increase in loans intended for consumption and a rise
in remittances by 2.4% y-o-y.
According to our estimate, a mild rise in government
consumption in Q4 somewhat moderated the fall in
private consumption, so the overall consumption dragged
GDP down by 1.9 pp.
Growing investors’ risk aversion amid the global
pandemic weighed down on investment. Still, it should be
noted that the fall in fixed investment, estimated at around
2.0% y-o-y, slowed down significantly in Q4.
Lower investment activity of the private sector (-4.2% yo-y) was particularly pronounced in terms of the purchase
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of new equipment by companies, as indicated by the fall
in machinery production by 8.5% y-o-y and in equipment
imports by 12.7% y-o-y. On the other hand, movement of
construction indicators is encouraging. Namely, the rise in
production and imports of construction material of 8.7%
y-o-y and 12% y-o-y, respectively, in Q4 was also
accompanied by the higher number of construction
permits issued, by 22.3% y-o-y in October and November.
Speaking of the sources of financing of private
investment in Q4, in the pandemic conditions, the
availability of own sources of financing decreased
relative to the same period last year, which was partly
offset by the moratorium on loan repayment and direct
government support. Investment lending also contracted.
On the other hand, high FDI inflow continued, with the
realisation of investments into export-oriented sectors
which were announced before the outbreak of the crisis.
Compared to the pre-crisis period, FDI inflow (excluding
receipts from the privatisation of Komercijalna banka) in
Q4 was almost identical to the inflow realised in Q1,
while edging down by 14.1% y-o-y, which can be
explained by the record high FDI inflow in 2019.
Continued implementation of infrastructure projects
financed by the government resulted in the growth of
government investment оf 9.0% y-o-y in Q4, which
positively contributed to GDP growth with 0.4 pp. It
should be noted that in 2020 as a whole government
investment increased by 7.4%, despite the contraction in
revenues due to the global pandemic.
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According to our estimate, the rise in inventories in Q4
was lower than in the same quarter of the previous year,
most probably due to higher exports of agricultural
products, which gave a negative contribution to GDP
growth.
In quarterly terms, economic activity rose entirely on the
back of net exports. Domestic demand, after excluding
seasonal factors, dropped relative to Q3 due to lower
consumption and partly also due to spending of
inventories, while fixed investment, according to our
estimate, gained 3.5% s-a in Q4.
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Net external demand
Foreign trade movements in 2020 were V-shaped. Y-o-y,
after the fall in real exports and imports of goods and
services in Q2 (20.5% and 19.6%, respectively), Q3 first
saw a considerable deceleration of that fall, while Q4
recorded a real growth in exports of 2.6% and a fall in
imports of 1.1%. A more notable recovery in exports
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compared to imports in Q4 resulted in a positive net
exports contribution to GDP of 2.2 pp.

&KDUW,9 ([SRUWVDQGLPSRUWVRIJRRGVDQGVHUYLFHV
LQSUHYLRXV\HDU FRQVWDQWSULFHVUHI
\R\UDWHVLQ
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&KDUW,9 0RYHPHQWRILQGLFDWRUVRIH[WHUQDOGHPDQGIRU
6HUELDQH[SRUWV

Despite the deceleration of external demand, commodity
exports in euro terms continued to recover in Q4, standing
in December, in s-a terms, 7.1% above the pre-crisis level
(average values in the period January-February). Y-o-y,
commodity exports accelerated to 7.5% in Q4.20 Thanks to
the rebounding exports in the majority of key sectors,
manufacturing exports in Q4 were 2.0% higher than in the
same period of 2019. The largest contributors were higher
exports of electrical equipment and automobiles, and, to a
somewhat lesser extent, also the exports of food, chemical
and metal products, as well as rubber and plastic products.
After another excellent season, the exports of agricultural
products in Q4 accelerated to 42.0% y-o-y, mostly owing
to rising exports of cereals, the positive impact of which
can be expected to persist by the next agricultural season.
More than before, exports growth in Q4 was also
supported by the exports of metal ores, primarily copper.
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Commodity imports also continued to recover, but still
falling short of the pre-crisis level in Q4. In spite of that,
the y-o-y fall in euro-denominated commodity imports in
Q4 (-1.5%) was somewhat sharper than in Q3 (-0.7%),21
reflecting in part the high base from Q4 2019. In terms of
the BEC classification (Classification by Broad
Economic Categories), this fall was determined by the
lower imports of intermediate goods (-5.5% y-o-y) and
equipment (-12.7% y-o-y), while the imports of consumer
goods mildly decelerated to 13.2% y-o-y. Classification
of imports by end-use according to EU methodology
shows that contraction in Q4 was mainly under the impact
of lower energy imports and, to a lesser extent, imports of
capital goods. The imports of consumer and intermediate
goods worked in the opposite direction.
Services trade was recovering more slowly than trade in
goods, as evidenced by the s-a values of services exports
and imports, which were on average lower in Q4 by
around 11% and 13%, respectively, than in the period
before the pandemic.22 The surplus in trade in services in
Q4 went up by 5.4% y-o-y, as a result of the services
imports falling more sharply than exports y-o-y (-7.4%
vs. -5.1%), which was the most pronounced in tourism
and ICT services.

&KDUW,90RYHPHQWRINH\LPSRUWFRPSRQHQWV
FRQWULEXWLRQVWR\R\JURZWKLQSS








Commodity export/import coverage ratio increased in
2020 to 75.5%, or 84.3% with services included.
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20

According to balance of payments data.

21

According to balance of payments data.

22

Reference period average January–February 2020, s-a.
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4 Еconomic activity

&KDUW,9(FRQRPLFDFWLYLW\LQGLFDWRUV
VD+  

According to our estimate, Serbia's economic activity
was 1.3% s-a higher in Q4 than in Q3, while it was lower
by the same amount in y-o-y terms, which is a sign that
the economic recovery has continued, though at a
slower pace due to the worsening of the epidemiological
situation since October globally and at home and the
consequent tightening of health-related measures.
In 2020 as a whole, the Serbian economy contracted by
1.1% amid the global pandemic (preliminary SORS
estimate), posting one of the best results in Europe.
The recovery which started in Q3, when the quarterly
GDP growth measured 6.3% s-a, continued into Q4,
though at a slower pace, due to the aggravation of the
epidemiological situation since October globally and at
home and the consequent tightening of health-related
measures. In Q4, growth was driven by intensified activity
in the construction and industry sectors. On the other hand,
according to our estimate, the level of activity in services
(cumulatively) was unchanged in Q4 from Q3 due to the
new wave of the coronavirus spread, even though services
were the main driver of economic recovery in Q3.










































*'3 /+6
1RQDJULFXOWXUDOYDOXHDGGHG /+6
,QGXVWULDORXWSXW 5+6
6RXUFHV6256DQG1%6FDOFXODWLRQ

&KDUW,9 3K\VLFDOYROXPHRISURGXFWLRQE\EUDQFKRI
PDQXIDFWXULQJ
VD+  















According to the SORS estimate, in y-o-y terms, the GDP
decline decelerated slightly in Q4, to 1.3% y-o-y, from
1.4% in Q3. The lower level of economic activity
compared to Q4 2019 resulted from the slump in services,
and to a lesser extent in construction too, largely on
account of the high base from the previous year, while
agriculture and industry contributed to economic growth.
According to our estimate, industry posted a 1.5% y-o-y
growth in Q4. The physical volume of industrial
production also recorded the same increase in Q4, driven
by the higher volume of production in the sectors of energy
(8% y-o-y) and mining (2% y-o-y), while the volume of
production in manufacturing grew somewhat more
modestly (0.2% y-o-y). It should be taken into account that
the new wave of the coronavirus spread in Europe
instigated the adoption of more stringent health-related
measures which weighed down on external demand for our
exports. The repercussions were particularly visible in the
production of base metals, which headed down by 24.9%
y-o-y reducing the total volume of production in
manufacturing by 1.2 pp. However, considering overall
manufacturing, the volume of production increased in 12
out of 24 sectors in Q4, with the largest positive
contribution stemming from food products, electrical
equipment and rubber and plastic products.
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Construction indicators suggest acceleration in Q4 from
Q3, as the production and import of construction materials
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went up, and the number of issued construction permits
also increased. Furthermore, the implementation of capital
projects by the government indicates that there was no
slowdown in construction activity. Nevertheless, due to
the high base from the previous year, when the rise in
construction was particularly pronounced at the year-end,
we estimate that in y-o-y terms construction recorded a
drop in Q4 (up to 4% y-o-y), with a negative contribution
to GDP of 0.2 pp, while its quarterly growth was robust
(16.6% s-a).

&KDUW,9&RQVWUXFWLRQDFWLYLW\LQGLFDWRUV
TXDUWHUO\ DYHUDJHVVD  





























3URGXFWLRQRIFRQVWUXFWLRQPDWHULDO
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6RXUFHV6256DQG1%6FDOFXODWLRQ

&KDUW,96HUYLFHVHFWRULQGLFDWRUV
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The tightening of health-related measures in Q4, inter alia,
caused a reduction in working hours for most services in
November and the first half of December. Additionally, the
renewed spread of the coronavirus also reduced the
mobility of the population, which reflected on the decline
in services by 3.8% y-o-y (cumulatively) in Q4,
contributing to GDP decline with around 1.9 pp. Tourism
and catering belong to the sectors which were hit most
badly by the crisis, as suggested by the lower number of
tourist arrivals and overnight stays in Q4 by 58.5% and
47.2% y-o-y, respectively. Transport also suffered a
significant slack due to the pandemic as did entertainment,
recreation and culture. On the other hand, activity in trade
continued up, but the data about the real turnover indicate
that the growth slowed down from the previous quarter
(from 5.6% y-o-y in Q3 to 2.5% y-o-y in Q4).




          
5HWDLOWUDGH
7RXULVWDUULYDOV
7RXULVWRYHUQLJKWVWD\V
6RXUFHV 6256DQG1%6FDOFXODWLRQ

According to the SORS estimate, agriculture rose by
4.5% in 2020, and we estimate that a rise of the same
order took place in Q4. Thus, for the third year in a row,
an above-average agricultural season was recorded, with
wheat, corn and soybean as the main contributors.
Economic recovery in Q4 is also reflected in the rising
income from collected excise tax and VAT on products. As
a result, after two quarters of decline on account of the
ample package of economic assistance, in Q4 net taxes
went up by 0.5% y-o-y, providing a positive contribution
to GDP of 0.1 pp.
In 2020 as a whole, economic activity declined by 1.1%
amid the global pandemic, which is broadly in line with
our projections published in previous reports and better
than expected at the start of the pandemic. Negative
contributions to GDP expectedly originated from services
(transport, tourism, catering, recreation and culture), i.e.
activities which were hit the hardest by the pandemic, and
to a lesser extent from construction too, largely due to the
high base from the previous year. On the other hand,
growth was recorded in agriculture, but also in industry,
which demonstrated resilience in the face of the global
economic slack owing to past investments and greater
diversification of production and exports.
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Text box 3: Impact of human mobility on economic activity
Due to the COVID-19 pandemic, the past year saw a significant contraction of economic activity worldwide, through
various supply- and demand-side channels. This can be primarily associated with reduced human mobility which, in turn,
reflects physical distancing measures, applied by governments across the world to restrict movement and contain the virus,
and voluntary physical distancing exercised by people to reduce mutual contacts.
In Serbia, the restrictive health measures introduced in mid-March brought about a sharp drop in human mobility, as
shown by the Oxford stringency index and the Apple driving mobility index (Chart О.3.1). According to these indices, as
the containment measures were eased, mobility
increased, but began to gradually decline as of August,
&KDUW 2 +XPDQPRELOLW\LQ6HUELDGHSHQGLQJRQ
JRYHUQPHQWPHDVXUHVDQGHYROXWLRQRIWKHSDQGHPLF
led primarily by the news about a deteriorating


epidemiological situation globally and at home.
We used the VAR model to quantify the
lockdown’s impact on reduced mobility. The model
shows that a rise in the stringency index by 10 points
(reinforced movement restriction measures) leads to a
13% decline in population mobility in Serbia in the
period of around two weeks (Chart О.3.2).




















The stringency index, calculated by the University
of Oxford, quantifies anti-epidemiological measures
applied by more than 180 countries. It is constructed
as an average of nine sub-indices rescaled to a value
from 0 (no measure) to 100 (strictest measures). These
sub-indices measure school closures, workplace
closures, cancellations of public events, gathering
restrictions, public transportation closures, stay-athome requirements, public information (epidemicrelated) campaigns, restrictions on internal movement,
and controls on international travelling.
Before the epidemic, the stringency index for
Serbia was, logically, zero. After the restriction of
international travelling in January, launch of the public
information campaign in February and introduction of
the state of emergency in mid-March, the stringency
index increased to its maximum value of 100, where it
stayed one month. Measures were then gradually
eased until June, only to be re-tightened from July as
the epidemiological situation deteriorated.
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&KDUW 2 (VWLPDWHGUHVSRQVHRIGULYLQJPRELOLW\
WRDSRLQWULVHLQWKHVWULQJHQF\LQGH[






































1RWH7KHGRWWHGOLQHVVLJQLI\ERXQGDULHVRI WKHFRQILGHQFHLQWHUYDO
6RXUFH1%6FDOFXODWLRQ

Even though it illustrates well enough the
tendencies concerning the governments’ implementation of health measures, which is why it is most frequently used in
research papers, the stringency index does not fully capture the degree of tightening. For instance, the sub-index measuring
workplace closures only records whether some sectors are closed or not, but not to what extent. When it comes to Serbia,
for instance, this sub-index does not cover the effects of shortened working hours of pubs and restaurants, and retail
facilities during the business week and their full closures on weekends in November, and the extension of their working
hours in December. As the creators of the index highlight, it cannot be used to estimate the efficacy of measures1, but
indicates the direction of governments’ responses to the course of the pandemic.

1

https://www.bsg.ox.ac.uk/sites/default/files/2020-12/BSG-WP-2020-032-v10.pdf.
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In regard to mobility measures, the indices available
for Serbia are the Apple driving mobility index, the
Apple walking mobility and several Google’s mobility
indicators which measure the presence of people in
workplaces, groceries, pharmacies, retail stores,
recreational facilities (including, among other things,
catering facilities), transit stations, parks and
apartments.
All these mobility indicators signal a significant
decline in human mobility in spring months, when the
lockdown measures were the strictest, an upward
tendency during summer, and finally, with the new
wave of the epidemic, a new drop in late 2020, but
much softer than in March and April.

&KDUW 2 ,QGLFDWRUVRIKXPDQPRELOLW\
GD\PRYLQJDYHUDJH






















$SSOHGULYLQJPRELOLW\ -DQ 
$SSOHZDONLQJPRELOLW\ -DQ 
*RRJOHUHWDLODQGUHFUHDWLRQ -DQ)HE 
*RRJOHJURFHULHVDQGSKDUPDFLHV -DQ)HE 
*RRJOHWUDQVLWVWDWLRQV -DQ)HE 
*RRJOHZRUNSODFHV -DQ)HE 

Not incidentally, different economic activity
6RXUFHV$SSOHPRELOLW\WUHQGV*RRJOHPRELOLW\WUHQGV
indicators displayed a very similar tendency as the
health measures and oscillations in human mobility in
the past year obviously had a dominant impact on economic activity.

As the series of mobility indicators are available only since early 2020, the examination of the link between them and
economic activity indicators (manufacturing, retail trade and number of tourist overnight stays) is for the time being in the
initial phase and making solid conclusions about the strength of this link will be possible in the coming period. The Apple’s
indicators for Serbia are available from 13 January, and Google’s indicators from 15 February. However, the latter are not
available for the period from 19 May until 2 July, which further complicates the analysis. In terms of monthly average, we
have practically 12 data, with, the missing data for June for Google’s indicators interpolated based on the movements of
Apple’s indicators. This is certainly insufficient for a reliable econometric analysis, but given the high oscillation of the
series and the indisputably strong link between mobility indicators and economic activity last year, some conclusions can
be made.
Table О.3.1 shows that economic activity
indicators suggest an exceptionally high degree
of correlation with mobility indicators for Serbia
in all observed combinations.

7DEOHɈ&RHIILFLHQWVRIFRUUHODWLRQEHWZHHQJURZWKUDWHVRI
LQGLFDWRUVRIHFRQRPLFDFWLYLW\DQGJURZWKUDWHVRIPRELOLW\
LQGLFDWRUV
*RRJOHLQGLFDWRUV

$SSOHLQGLFDWRUV

However, given the insufficient length of the
(FRQRPLF
5HWDLODQG *URFHULHVDQG 7UDQVLW :RUNSO
'ULYLQJ :DONLQJ
DFWLYLW\
time series for a reliable econometric estimate,
UHFUHDWLRQ
SKDUPDFLHV
VWDWLRQV DFHV
PRELOLW\
PRELOLW\
we carried out a panel analysis for the same
0DQXIDFWXULQJ






period for Serbia and six neighbouring countries
5HWDLOWUDGH






where mobility indicators are available (Hungary,
'RPHVWLFWRXULVP






Romania, Croatia, Bulgaria, Bosnia and
Herzegovina, and North Macedonia), thus
increasing the number of observations for estimate. We estimated 18 models, combining six mobility indicators with three
economic activity indicators.
We regressed the differences (logarithm) of economic activity Δei,t to constant α, difference (logarithm) of mobility
indicators Δmi,t, and dummy variable for countries, i.e. the fixed effect f1:
Δei,t = α + βΔmi,t + f1 + εi,t ,
where i means the country, t period (month), and εi,t regression residuals.
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As data for Bosnia and Herzegovina and North
Macedonia are not available in case of Apple’s
indicators, we worked with the sample of five countries
in regressions containing this variable. Table О.3.2
shows the estimate of coefficient β and the coefficient
of determination R2 for all 18 combinations of
economic activity and mobility indicators.

&KDUW2 /LQNEHWZHHQGULYLQJPRELOLW\DQGGRPHVWLF
WRXULVP






It was shown in all 18 combinations that human

mobility explains economic activity very well, as

indicated by the high statistical significance of the







estimated coefficient β. It can also be seen that Google’s
1XPEHURIRYHUQLJKWVWD\VRIGRPHVWLFWRXULVWV -DQXDU\ 
indicators explain the movements in manufacturing and
ȺSSOHGULYLQJPRELOLW\ -DQXDU\ 
retail trade in our region better than Apple’s indicators
6RXUFHV6256$SSOHPRELOLW\WUHQGV
(they show a higher coefficient of determination and
higher estimated elasticity). Apple’s driving and
walking mobility indicators proved to be statistically more significant than Google’s in the case of domestic tourism.
In all three economic activity indicators, the estimated coefficient β has the highest value in case of groceries and
pharmacies, which can probably be explained by its weaker oscillations during the pandemic.
As shown by economic activity indicators, mobility oscillations hit tourism the most. The estimated elasticity
coefficients show that mobility reduced by 1% lowers the number of tourist overnight stays in our region by between 1.8%
and 5.4%, depending on the mobility indicator.
&KDUW2 /LQNEHWZHHQUHWDLOWUDGHDQGYLVLWVWR
JURFHULHVDQGSKDUPDFLHV

&KDUW2 /LQNEHWZHHQPDQXIDFWXULQJDQG
ZRUNSODFHYLVLWV









































5HWDLOWUDGH -DQXDU\ 
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0DQXIDFWXULQJ -DQXDU\ 
*RRJOHZRUNSODFHV
6RXUFHV 6256*RRJOHPRELOLW\WUHQGV

6RXUFHV 6256*RRJOHPRELOLW\WUHQGV

 'DWDIRUWKHSHULRGIURP 0D\WR  -XO\DUHPLVVLQJ

'DWDIRUWKHSHULRGIURP  0D\WR  -XO\DUHPLVVLQJ

It should be added that the fixed effects (by country) did not prove to be statistically significant and that their exclusion
from the regression makes almost no difference in the presented estimates.
7DEOHɈ(VWLPDWHGFRHIILFLHQWVRIOLQNEHWZHHQHFRQRPLFDFWLYLW\DQGPRELOLW\ ȕ IURPSDQHOPRGHO
(FRQRPLF
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*RRJOHLQGLFDWRUV
5HWDLOWUDGH
DQGUHFUHDWLRQ
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&RHIILFLHQWVRIGHWHUPLQDWLRQ5 IURPHVWLPDWHGHTXDWLRQVDUHVKRZQLQEUDFNHWV

SYDOXH SYDOXH

KLJKHVWVWDWLVWLFDOVLJQLILFDQFHLH SYDOXH
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We estimated the same panel model with the stringency index as the
explanatory variable in order to estimate the direct impact of lockdown
measures on economic activity in the observed countries (Table О.3.3).
The elasticity coefficient is expectedly negative and, similarly to
mobility, it is the highest in tourism (-3.6), and significantly lower in
manufacturing and retail trade (-0.35). Such estimates are expected as
government measures included mainly restricted movement outside
working hours and the closure of catering facilities and trade facilities
which do not sell staples, while the production sector was subject to
much less severe restrictions.
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7DEOHɈ(VWLPDWHRIOLQNEHWZHHQ
HFRQRPLFDFWLYLW\DQGVWULQJHQF\LQGH[
ȕ IURPSDQHOPRGHO
(FRQRPLFDFWLYLW\

5HVXOWVRIHVWLPDWH

0DQXIDFWXULQJ




5HWDLOWUDGH




'RPHVWLFWRXULVP





&RHIILFLHQWVRIGHWHUPLQDWLRQ5IURPHVWLPDWHGHTXDWLRQV
DUHVKRZQLQEUDFNHWV

Judging by the results obtained, the speed of economic recovery
SYDOXH SYDOXH KLJKHVWVWDWLVWLFDO
VLJQLILFDQFHLHSYDOXH
will largely depend on how the epidemiological situation evolves. Our
GDP projection is based on the assumption of gradual weakening of the
epidemic, as a result of mass immunisation, which should lead to the easing of lockdown measures by the government and
rising human mobility, and hence, the acceleration of economic activity to its pre-crisis level. Serbia is currently among
the leading countries in the world in terms of the number of distributed vaccine doses – 7.3 per 100 inhabitants (as at
2 February).
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5 Labour market developments
The increase in wages and employment was preserved
both in the private and public sector and was coupled
with a further decrease in unemployment, indicating the
resilience of the domestic labour market even in the face
of the renewed spread of the coronavirus since October.

Wages and labour productivity
The average nominal net wage equalled RSD 60,518
(i.e. EUR 515) in October and November, up by 8.7%
y-o-y, on account of higher private and public sector
average wages. Supported by the Programme of
Economic Measures, private sector wages went up by
8.8% y-o-y in October and November (same as in Q3).
Due to the base effect23, public sector wage growth
decelerated to 9.0% y-o-y in the same period (from
11.4% in Q3), which brought about a somewhat slower
y-o-y rise in the average nominal net wage in all sectors
(8.7% on average) in October and November (after 9.4%
in Q3). According to the SORS, the average nominal net
wage in 2020 grew by 9.4%.

&KDUW,9$YHUDJHQRPLQDOQHWZDJH
LQ56'WKRXVDQG
7RWDOSXEOLF
DQGSULYDWH
VHFWRUZDJH

3ULYDWHVHFWRU

3XEOLFVHFWRU



2FWREHU1RYHPEHU
2FWREHU1RYHPEHU













6RXUFH 6256

Though at a slower pace than in the months before the
outbreak of the pandemic, the y-o-y increase in the
average nominal net wage continued in October and
November in all economic sectors. The highest y-o-y
wage growth was recorded in the ICT sector (27.1%) and
in health and social protection (18.3%), followed by
agriculture (8.8%), industry (7.0% cumulatively) and
trade (6.6%). Higher wages in October and November
compared to the same period the year before were also
recorded in catering and tourism (6.0%) and transport and
storage (5.4%). In addition, based on the Government
decision, another minimum wage was paid to catering and
tourist organisations (the sixth in a row) in December, as
these sectors are the most affected by the pandemic.
The increase in nominal wages and formal employment
drove the y-o-y rise in the overall nominal net wage bill
(13.6%) in October and November, as the dominant
source of personal consumption and domestic demand.
According to the preliminary data, overall economic
productivity dropped by 3.6% y-o-y in Q4 (after -3.4%
in Q3) due to the spread of the new wave of the pandemic
since October and more stringent health-related measures.

&KDUW,9 1RPLQDOQHWZDJHE\HFRQRPLFVHFWRU
LQ56'WKRXVDQG
$FFRPPRGDWLRQDQGIRRGVHUYLFHV
7UDGH
$JULFXOWXUH
&RQVWUXFWLRQ
0DQXIDFWXULQJ
7UDQVSRUWDQGVWRUDJH
+HDOWK
(GXFDWLRQ
3XEOLFDGPLQLVWUDWLRQ
0LQLQJ
(QHUJ\
)LQDQFLDOVHFWRU
,QIRUPDWLRQDQGFRPPXQLFDWLRQV












2FWREHU1RYHPEHU
2FWREHU1RYHPEHU
6RXUFH 6256

23

Public sector wages increased from 8% to 15% in November 2019 based on the
Government decision.
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Employment

&KDUW,9 6WUXFWXUHRI\R\JURZWKLQWRWDOIRUPDO
HPSOR\PHQW
LQSSSHULRGDYHUDJH

According to Statistical Office data obtained from the
Central Registry of Mandatory Social Insurance, the total
formal employment in Q4 went up by around 28
thousand q-o-q and by around 51 thousand y-o-y. This
indicates that despite the renewed spread of the pandemic,
total formal employment growth accelerated to 2.3% yo-y in Q4 (from 2.0% in Q3) largely on account of
comprehensive and timely economic support of the
government directed primarily towards preservation of
business activity and jobs. In this regard, Q4 saw a further
y-o-y rise in employment with legal entities and
entrepreneurs – by almost 56 thousand on average, while
the number of individual agricultural producers fell by
around 5 thousand on average (similar as in Q3).
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6RXUFHV6256DQG1(6

Total y-o-y increase in formal employment in Q4 was
recorded in branches dominated by the private sector,
primarily manufacturing (around 19 thousand) and
wholesale and retail trade (around 12 thousand), followed
by construction (around 8 thousand) and ICT sector
(around 7 thousand). The relaxation of health-related
measures since May and state aid drove up employment
in catering and tourism, as well as in transport and storage
(by close to 9 thousand cumulatively, compared to the
same period the year before), but employment in these
sectors went slightly down since November. Furthermore,
Q4 also saw a negligible y-o-y drop in public sector
employment and there was an announcement that in early
2021 the ban on employment in public fund beneficiaries
would be relaxed. The law stipulates that public
institutions, authorities and enterprises may fill up to 70%
of vacancies created by people leaving in the previous
year without any special permissions and consents.24
According to the National Employment Service, total
unemployment has been under 500 thousand since
September, reaching 491,347 in December, which is
lower by around 15.5 thousand than the year before. Even
though the y-o-y drop in registered unemployment
accelerated in Q4, from -0.8% in September to -3.1% in
December, it is still slower than before the pandemic. The
y-o-y unemployment reduction in Q4 was recorded in
almost all occupation groups. Industry sectors felt it the
most (by around 6 thousand), as well as trade, catering
and tourism (by around 1 thousand on average, each).
Lower unemployment in Q4 was also recorded in
occupations related to agriculture, construction, and
transport (by almost 2 thousand cumulatively).

24
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The available Labour Force Survey also speaks in
favour of the resilience of the domestic labour market as
the unemployment rate was preserved at a single-digit
level in Q3 (9.0%). At the same time, the activity rate of
the working age population (15–64) reached its pre-crisis
level of 68.7%, while the employment rate of 49.9%
exceeded its pre-crisis level from Q4 2019. Similar
conclusions can also be drawn from additional indicators
from the Labour Force Survey, which provide a more
detailed insight into the labour market situation amid the
pandemic25.

&KDUW,9 /DERXUPDUNHWLQGLFDWRUVDFFRUGLQJWRWKH/DERXU
)RUFH6XUYH\
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3DUWLFLSDWLRQUDWH 5+6
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6RXUFH 6256

25

For more information see Text box 4, p. 46.
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Text box 4: Serbia’s labour market amid the coronavirus pandemic
In the face of the health and economic crisis caused by the coronavirus pandemic, which broke out in almost every
country in early 2020, the economic policy makers in Serbia focused on providing the necessary liquidity to companies
and preserving production capacity and jobs. In a timely and coordinated manner, the NBS and the Government adopted
and implemented numerous economic measures to support the economy and households. Owing to these measures the
domestic labour market was not severely affected by the global crisis and continued recording favourable trends from the
previous years. This is evidenced by the data about the formal labour market, as well as by the main and additional Labour
Force Survey indicators which depict a broader picture of the situation in the labour market during the pandemic.
As for the formal labour market, in the period from February (a month before the pandemic was declared) until
December, the total number of formally employed people increased by around 59 thousand, to around 2.3 mn people on
average in Q4, which is the highest level in the past six
years (Chart О.4.1). At the same time, almost the entire
&KDUW2)RUPDOHPSOR\PHQWDQGXQHPSOR\PHQW
LQWKH± SHULRG
rise in employment was recorded in the private sector
LQWKRXVDQGTXDUWHUO\DYHUDJH
which counts over 1.65 mn employed people and has


accounted for more than 70% of total formal employment


in Serbia in the past three years. The highest number of


new recruits in the observed period was recorded in


manufacturing (around 19 thousand), wholesale and


retail trade (almost 16 thousand), information and


communications (around 9 thousand) and construction


(close to 6 thousand). In parallel with formal employment

increase, registered unemployment continued dropping


in 2020, having lowered to below 500 thousand people








in September 2020 for the first time. In December it stood
7RWDOIRUPDOHPSOR\PHQWSHULRGDYHUDJH 5+6
at 491,347, which is the lowest level on record. At the
5HJLVWHUHGXQHPSOR\PHQWHQGRISHULRG /+6
same time, in the period from February until December,
6RXUFHV6256DQG1(6
unemployment was cut in all occupation groups, primarily
in those related to industry and construction (by around 9
thousand), followed by occupations in services – trade, catering, tourism and transport (by around 3 thousand). Such trends
confirm that existing jobs were preserved, and new ones were created in most economic branches, largely on account of
the comprehensive economic support to the domestic
economy from the start of the pandemic.
&KDUW20DLQODERXUPDUNHWLQGLFDWRUVDFFRUGLQJWR
The resilience of the domestic labour market is also
confirmed by the Labour Force Survey (Chart О.4.2).
Hence, the employment rate measured 49.9% in Q3, and
was above its pre-crisis level from Q4 2019, while at the
same time the activity rate of the working age
population (15–64) of 68.7% in Q3 returned to its precrisis level. In this way, the drop in these indicators in Q2,
largely caused by more difficult job seeking during the
emergency state and lower informal employment, was
offset. More specifically, the activity rate of the 15+
population increased by 2.8 pp from Q2 (161.5 thousand
people), with the majority of them (92.4 thousand) shifting
to employment. After a decline to 7.3% in Q2 (due to
lower activity rate), the unemployment rate was kept at
a single-digit level in Q3, measuring 9.0%, down by 0.5
pp y-o-y.
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The impact of the pandemic was most deeply felt in the informal labour market, as the number of people employed
without a formal work contract dropped by 16.7% in Q2 compared to Q4 2019, while in Q3 the drop softened significantly
(a 1.8% decline compared to the end of the last year.) This contributed to the recovery of informal employment to 17.3%
in Q3, which brought this rate closer to the pre-crisis level.
To cover the labour market trends more comprehensively in accordance with the recommendation of the Eurostat,
additional indicators in the Labour Force Survey1 are being reported (Chart О.4.3) relating to: 1) labour market slack, 2)
absences from work, 3) work from home, and 4) actual hours worked. The calculation of total labour market slack starts
from new categories – extended labour force which includes, in addition to the total number of people employed plus
unemployed, also the so-called potential labour force
which comprises a) people available to work but not
&KDUW2 $GGLWLRQDOODERXUPDUNHW LQGLFDWRUVDFFRUGLQJ
WR/)6
seeking and b) those seeking work but not immediately
LQ 
available.



When potential labour force, together with the

category of part-time workers and all unemployed, is

put into ratio with the extended labour force, labour


market slack expressed as a percentage can be

calculated, which signifies the unmet employment

needs. According to the available Labour Force Survey


data, the total labour market slack reached 19.9% in

Q2, up by 0.4 pp from a year ago, primarily on account
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of increased number of persons available to work (by








around 153 thousand) but prevented by the new
7RWDOODERXUPDUNHW $EVHQFHVIURP
:RUNIURPKRPH
:HHNO\DFWXDO
situation caused by the pandemic. However, already in
VODFN
ZRUN
KRXUVZRUNHGSHU
HPSOR\HH
Q3 the number of temporarily inactive persons
significantly shrank, reflecting the gradual relaxation of
6RXUFH 6256
restrictive health-related measures. Owing to this
particular fact, the activity rate went up, while the total labour market slack went down by 1.2 pp, to 18.7% in Q3
(Chart О.4.3) whereby the unmet need for employment was restored to the pre-crisis level.

Since the emergency state was in force since mid-March until early May, the indicator of absences from work
(measured as the share of employed people absent from the main job in total employment) reached the maximum 11.4%
in Q2, with around 204 thousand people being absent on account of reduced work load due to technical or economic
reasons. Other employed people were absent from their main or additional job due to temporary inability, injury or sickness
(around 33 thousand), annual leave (around 26 thousand) and other reasons. During the summer, business activity in our
country renewed and accelerated and the absences from work indicator declined significantly – to 6.2% in Q3. At the
same time, the number of those absent from work due to technical or economic reasons fell to around 22 thousand. Even
though the dominant reason for absences in Q3 was the seasonally usual annual leave, around 90 thousand less employees
were on an annual leave than in the same period last year. Similar conclusions can also be drawn from the work from
home indicator, which suggests that the share of those working from home in total employment first went up to 12.1%
in Q2, after which it dropped to 9.3% in Q3, owing to the relaxation of the previously introduced containment measures.
Despite this, in Q3 the work from home indicator was 1.9 pp higher than a year ago, which indicates the more and more
present business practice of companies to enable their employees to work remotely.
An additional indicator of scaled-down business activity under the impact of the pandemic is the decline in the average
weekly actual hours worked per employee from around 39 hours per week in Q2 2019 to around 36 hours per week in
Q2 2020 at the level of the overall economy. Due to the nature of their business, companies operating in catering and
tourism expectedly recorded the sharpest y-o-y fall in actual hours worked per employee in Q2 (by 26.0%), as well as

1

Data from the Labour Force Survey are publicly available for Q2 and Q3 2020 and for the same periods of 2019.
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companies in art, entertainment and recreation (by 21.4%). In Q3, business revived and there were less absences from work
due to technical and economic reasons, so the average actual hours worked per employee went up, to around 40 hours
per week in Q3, which is higher by 10.2% q-o-q and by 2.6% y-o-y.
The said indicators used for monitoring the impact of the pandemic on the labour market through the four
interconnected perspectives all lead to the conclusion that Q2 saw a short-term exogenous shock, while Q3 already
witnessed a significant recovery from the consequences of the temporary labour market slack and the return of activities
to pre-crisis levels. Crucial in this context was the proactive economic support of the government aimed at preserving the
results achieved in the past six years in terms of rising activity and employment, coupled with unemployment reduction.
Comparatively observed too, the labour market in Serbia remained relatively resilient to the crisis. This is
suggested by the comparison of the dynamics of the key labour market indicators for Serbia and other CESEE countries in
the period from Q4 2019 until Q3 2020. One can see that the unemployment and employment rates in Serbia were
maintained at pre-crisis levels (Chart О.4.4), despite the negative effects of the coronavirus pandemic.
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6 International environment

&KDUW,9*OREDO&RPSRVLWH30,LQDQG
LQLQGH[SRLQWV 

The nascent global economic recovery from mid-2020
was slowed down by the renewed spread of the virus as
of October, leading to the reinstatement of containment
measures in many countries. However, the achieved
economic growth in the euro area and the USA in Q3,
coupled with further growth of the Chinese economy
and the favourable dynamics of leading economic
activity indicators during Q4, suggest that the economic
consequences of the second wave of the pandemic were
much milder than during the first wave, partly owing to
the fact that many companies adjusted their operations
to altered business conditions, but also owing to strong
monetary and fiscal stimuli in a large number of
countries.
News about the progress and availability of vaccines
against the coronavirus at the end of the year bolstered
the prospects for a global economic recovery and
reflected on decreased uncertainty in the international
financial market and increased readiness of investors to
take up riskier assets, as well as on the rise in the prices
of primary commodities in the global market based on
the expected stronger demand.
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Economic activity





The nascent economic recovery from Q3 slowed down
due to the spread of the virus as of October and the
introduction of restrictive containment measures in many
countries. This resulted in contracted activity in the
services sector, while activity in the production sector
continued up. At the end of the year, news about vaccine
development and availability helped boost the optimism
regarding prospects of global economic growth.
According to the IMF’s January WEO, the global
economy recorded a 3.5% fall in 2020 (0.9 pp above the
October projection) as the results of advanced economies
in Q2 were better than anticipated and also due to the
robust recovery of the Chinese economy. The IMF’s
forecast for 2021 was slightly revised up – by 0.3 pp to
5.5% on account of the anticipated broader application of
the vaccine and additional support to economic growth in
large economies. Even so, uncertainty as to how the
pandemic will unfold is still present. Another concern is
the emergence of new virus strains and in many countries,
notably in Europe, extension of restrictive containment
measures at the start of 2021, which might slow down the
expected economic recovery, primarily in Q1. According
to the January projection of the World Bank, a 4.3% fall
was recorded at the level of 2020, which is a better
result than initially expected (0.9 pp above the June
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projection), considering that developed economies
managed to avoid a more lasting contraction, while
emerging and developing countries are expected to see a
somewhat bigger GDP fall than earlier (-2.6% in 2020).
For this year, the World Bank projected a 4.0% global
growth rate, with the risks to the projection still skewed to
the downside.

&KDUW,930,0DQXIDFWXULQJIRUVHOHFWHGFRXQWULHV
LQLQGH[SRLQWV
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After a strong contraction in Q2 (-11.7% s-a), the euro
area economy recorded growth of 12.4% s-a in Q3,
primarily owing to stepped-up household consumption
and fixed investments (with an aggregate contribution to
GDP growth of 10.3 pp), as well as to the recovery of net
export (with a 2.3 pp contribution). The s-a GDP growth
in Q3 was dominantly driven by the recovery of the
production sector, and to a lesser degree of the services
sector, and was broadly dispersed across geographies –
growth in France reached as high as 18.5%, in Spain it
came at 16.4%, in Italy 16.0%, while Germany’s26 growth
equalled 8.5% (though Germany also recorded a smaller
fall in Q2 than these other countries).
Though the second wave of the pandemic brought about a
reinforcement of containment measures as of midOctober 2020, the ECB estimated in December that
economic activity in the euro area would decline in Q4,
but much less than in Q2. According to the Eurostat’s
preliminary data, the euro area’s GDP growth rate in Q4
came at -0.7% s-a. This is also indicated by the dynamics
of the leading Economic Sentiment Indicator27 for the
euro area, which continued to come closer to the exit from
the contraction stage during Q4 and equalled 92.4 points
in December, far above the level recorded in Q2. Similar
conclusions can be drawn from movements in the
Eurozone PMI Composite,28 which averaged 48.1 points
in Q4, meaning it was higher than the Q2 average (31.3
points). This is mainly the result of the growing activity
of the industrial sector (PMI Manufacturing equalled 55.2
points in December), while activity in the services sector
was still under a strong impact of physical distancing
measures (PMI Services equalled 46.4 points in
December). Relative to September, the ECB revised up its
euro area 2020 GDP growth projection in December (by
0.7 pp to -7.3%), while the Eurostat estimated the growth
rate at -6.8%. The growth forecast for 2021 was revised
down (from 5.0% in September to 3.9% in December)
due to the higher base effect, with assumptions that euro
area economic growth will be driven by progress in the

26

Germany and Italy are Serbia’s key foreign trade partners in the euro area.

27

Index value above 100 points indicates improvement, and below 100 worsening
of economic expectations.
28
Index value above 50 points indicates expansion, and below 50 a decline in
economic activity.
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vaccination process, as well as by the effects of the
undertaken monetary and fiscal policy measures.
Situation in the euro area labour market has improved
somewhat owing to the rising activity and employment
rates, as well as the increase in the total number of actual
hours worked per employee by 14.6% in Q3 (after a fall
of 13.6% in Q2). Another indicator that recovery has
begun is the fall in the euro area unemployment rate to
8.3% in December (from 8.6% in September), as well as
the declining number of people using short-time working
schemes which, together with comprehensive fiscal
measures, gave a significant contribution to the
preservation of jobs in the economy. The labour market
recovery is hampered by the second wave of the
pandemic, as attested by the leading Employment
Expectations Indicator29 in the euro area, which equalled
90.4 points in December, significantly above the June
level (84.5 points), though still below the September level
(92.7 points).

&KDUW,9/HDGLQJHFRQRPLFLQGLFDWRUVLQWKH86$
LQLQGH[SRLQWV


 




After a sharp fall in Q2 (-9.0% s-a), the US economy rose
7.5% s-a in Q3, or 33.4% annualised, dominantly as a
result of significantly higher household consumption and
private sector investments, while lower government
consumption and net exports exerted a negative impact.
Despite the enforced physical distancing measures and
the still weak consumer confidence, the ISM
Manufacturing PMI returned to the expansion zone as
early as June and reached 60.5 points in December,
indicating several months of growth of the physical
volume of production and new export orders. Considering
the faster than expected economic recovery, the Fed
projected in December that the economic recovery
would continue in Q4. According to a preliminary
estimate of the Bureau of Economic Analysis, the US
GDP growth rate in Q4 came at 1.0% s-a. The Fed’s latest
projections indicate that a GDP fall of -2.4% is expected
for the whole of 2020 (1.3 pp above the September
projection), while growth of 4.2% is forecast for 2021.
The US labour market continued to recover, propped
by fiscal stimuli and unemployment benefits. The number
of unemployed persons decreased by 1.8 million in Q4,
whereby the unemployment rate fell to 6.7% in December
(from 7.8% in September). Although the total number of
non-farm payrolls in December declined by around
140,000 persons on a monthly level (preliminary), their
number increased by around 850,000 persons on a
quarterly basis, hence the employment rate climbed to
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Index value above 100 points indicates managers’ high employment
expectations, while the opposite holds true for values below 100.
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57.4% in December (from 56.6% in September). Taking
all of this into account, in December the Fed lowered its
projected unemployment rate for 2020 to 6.7% (after
7.6% in September).

&KDUW,9<R\*'3JURZWKUDWHVLQ&(6((FRXQWULHV
TXDUWHUO\LQ 






The y-o-y fall in economic activity in Central and
Southeast European countries was mitigated
significantly – from -10.2% in Q2 to -3.8% in Q3, mostly
in response to the lower negative contribution from
household consumption and fixed investments, with a
mild recovery in government consumption and net
exports. As in Q2, the smallest y-o-y fall in GDP in Q3
was recorded by Serbia (-1.3%) and Poland (-1.8%),
and the biggest by Croatia (-10.0%). The renewed spread
of the virus during Q4 slowed down the nascent economic
recovery of the region, as seen by the movements of
leading economic activity indicators. According to
assessments by leading analysts, the pace of the recovery
of the observed group of countries will largely depend on
the resilience of domestic demand, as well as on the
economic recovery of the euro area as the region’s key
foreign trade partner. In parallel with vaccine
procurement, countries in the region are expected to
continue supporting their economies in 2021, thus
contributing to more favourable prospects in terms of
drawing in investments and increasing exports.
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After posting y-o-y growth of 4.9% in Q3, the Chinese
economy accelerated to 6.5% in Q4, notably as a result
of robust recovery in the services sector, where the
Services PMI rose additionally – from 54.8 points in
September to 56.3 points in December. At the same time,
activity rose the most in the ICT sector owing to the
development of modern software and e-commerce, as
well as in transport and storage, owing to significant
investments in infrastructure projects. Concurrently, the
Manufacturing PMI remained in the expansion zone and
equalled 53.0 points in December. Taking into account
the stable economic recovery, endorsed by coordinated
measures of monetary and fiscal policies and
development of the local vaccine, the China’s National
Bureau of Statistics estimates that Chinese GDP growth
in 2020 will measure 2.3%.
In Russia, Q3 saw a milder y-o-y fall in GDP (-3.6% after
-8.0% in Q2), due to a slower decline in industrial and
construction activities and the recovery of agriculture and
trade. Based on this, the Bank of Russia estimates that the
Russian economy ended 2020 with a growth rate of
around -4%, and expects it to return to the positive
territory in 2021, which will be greatly facilitated by the
distribution of the local COVID-19 vaccine.
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Inflation movements
As of end-Q3, euro area inflation stood at -0.3% y-o-y.
The negative contribution to inflation during Q4 stemmed
primarily from the prices of energy, and a y-o-y fall was
also recorded by the prices of industrial products
excluding energy. On the other hand, a positive
contribution came from food inflation, which slowed
down to 1.4% in December, driven by the lower prices of
unprocessed food; however, this was offset by a slower yo-y fall in energy prices (to -6.9% y-o-y), as a result of the
rising oil price in the global market, hence headline y-o-y
inflation remained unchanged. As of September, core
inflation trended at 0.2% y-o-y, its lowest value on the
Eurostat’s record. Specific factors, including temporary
changes in indirect taxes, continued to play an important
role in the recent movements in headline inflation in the
euro area and its short-term outlook. As for Serbia’s main
foreign trade partners, y-o-y inflation in Germany,
measured by the Harmonised Index of Consumer Prices,
was negative since August and it declined from -0.4% yo-y in September to -0.7% in December, with the main
negative contribution to inflation coming from the cuts in
the VAT rate from July to December 2020, as part of fiscal
measures due to the pandemic. In Italy, the y-o-y fall in
prices slowed down from -1.0% in September to -0.3% in
December, primarily owing to the lower negative
contribution of energy prices.
Inflation in the USA also remained low due to the still
relatively low aggregate demand and the negative
contribution of energy prices, and it even went further
down in Q4. Headline y-o-y inflation in the USA,
measured by the personal consumption expenditures
index, edged down from 1.4% in September to 1.3% in
December, while inflation excluding the prices of food
and energy – as the Fed’s preferred measure – was also
below the target (1.5%).
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Inflation in observed Central and Southeast European
countries decreased during Q4, and a disinflationary
effect in all observed countries was recorded on account
of lower prices of food, while the y-o-y fall in the prices
of petroleum products decelerated in December, in
accordance with the global oil price movements. Y-o-y
inflation rates declined the most in the Czech Republic
and Poland – by 3.2% in September to 2.3% y-o-y in
December in both countries. Inflation in Hungary
declined in Q4 by 0.7 pp to 2.7% in December, while in
Romania it dropped by 0.4 pp to 2.1%. With the exception
of the Czech Republic, at end-Q4 inflation in other
observed countries trended below the target midpoint.
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Core inflation in all observed countries was still
significantly above headline inflation, and in December it
ranged from 3.3% in Romania to 4.0% in Hungary.

&KDUW,9 0RYHPHQWLQ&3,IRU:HVWHUQ%DONDQV
\R\UDWHVLQ 



Inflation in the majority of Western Balkan countries
declined during Q4. After edging up to 2.0% in October,
y-o-y inflation in Albania was on a decline for the
following two months, coming down to 1.1% in
December. Inflation in Montenegro again went into the
negative zone in Q4, and the y-o-y fall in prices equalled
0.9% in December. Y-o-y inflation in Bosnia and
Herzegovina dropped further into the negative territory,
measuring -1.6% in December. Inflation rose only in
North Macedonia in Q4 – from 1.9% in September to
2.3% in December, its highest level in three years,
attributable to the increasing food inflation and the rise in
the prices of housing and utility services.
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After exhibiting a stable trend during Q3 (11.8%) and in
October (11.9%), y-o-y inflation in Turkey rose during
the following two months under the pressure of the past
weakening of the lira. In December, inflation measured
14.6%, which is its highest level in more than one year.

Monetary policy
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During Q4, the ECB kept its key interest rates unchanged
– the main refinancing operations rate at 0%, lending
facility rate at 0.25% and deposit facility rate at -0.50%,
and it expects them to remain at the current or lower
levels until its projections anticipate inflation at slightly
below 2%. Still, in accordance with expectations, in the
December meeting it adjusted other monetary policy
instruments. A decision was made to increase net asset
purchases within the Pandemic Emergency Purchase
Programme (PEPP) by EUR 500 bn, hence the total
volume of the programme will amount to EUR 1,850 bn.
This amount for asset purchases need not be used in full
if the financial situation improves, but, if otherwise, it
may even be increased. The purchases will continue at
least until end-March 2022 (previously June 2021), i.e.
until the ECB estimates that the crisis caused by the
coronavirus has ended. Also, the ECB extended the period
for reinvestments of the principal amounts of maturing
securities until at least end-2023 (previously end-2022).
Net purchases under the Asset Purchase Programme
(APP) will continue at a monthly pace of EUR 20 bn for
as long as necessary, i.e. they will end slightly before the
ECB starts raising its rates again, with reinvestments of
the principal amounts of maturing instruments for an
extended period thereafter. More favourable conditions
for long-term lending to banks under the TLTRO III
programme will remain in force until June 2022
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(previously June 2021), and it was also decided that
financing through the long-term refinancing programme
PELTRO, introduced to support liquidity during the
pandemic, should continue during 2021 as well.
Temporary repo operations with other central banks from
countries outside of the euro area have been extended
until March 2022. The adopted monetary policy measures
aim to enable favourable financing conditions during the
pandemic, as well as to support economic growth and
price stability over the medium-term.
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With a unanimous vote of FOMC members, the Fed also
kept its federal funds target range unchanged during Q4
(0–0.25%), where it will remain until the Fed estimates
that full employment has been achieved, with inflation at
2% and a tendency to slightly overshoot that level for a
while, which the Fed will most likely tolerate, in
accordance with its changed monetary strategy. Also, it
kept the current dynamics of asset purchases within the
quantitative easing programme – monthly purchase of
Treasury bonds in the amount of USD 80 bn and agency
mortgage-backed securities of USD 40 bn, though at the
December meeting it altered the manner of
communicating about quantitative easing. Hence, instead
of the phrase “in the coming months”, it noted that bond
purchases will continue until substantial further progress
has been made toward the Committee’s maximum
employment and inflation goal, whereby it signalled
readiness to increase bond purchases should the need arise.
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Central banks of Central and Southeast European
countries kept their policy rates unchanged throughout
Q4, though some of them did adjust other monetary
policy tools. The central bank of Hungary kept the policy
rate at 0.6%, but revised its government bond purchase
programme in the local currency by increasing the
volume of bonds that may be bought under the
programme. Also, a decision was made to boost the
support programme to the sector of micro, small and
medium-sized enterprises, which was introduced to
mitigate the adverse effects of the coronavirus pandemic
by ensuring cheap sources of bank financing. The central
bank of Romania also kept its policy rate on hold in Q4
(1.5%), though it trimmed the reserve requirement rate in
foreign currency, with analysts estimating that this
measure will release around EUR 350 mn in the market.
In the January meeting, it cut the policy rate to 1.25%, its
new lowest level, while market participants had expected
it to be maintained at 1.5%. The central bank of Poland
kept its policy rate at 0.1% in Q4; however, for the first
time since April 2010, it intervened by purchasing foreign
currency in the FX market to prevent the appreciation of
the Polish zloty. The central bank of the Czech Republic

6RXUFHV(XURVWDWDQGZHEVLWHV RIFHQWUDOEDQNV
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also kept its policy rate on hold (0.25%), as well as its
other monetary policy instruments.
The central bank of Turkey did not change its policy rate
at the October meeting, contrary to analysts’ expectations,
but it increased its lending facility rate (Late Liquidity
Window) to 14.75%, whereby it effectively expanded its
interest rates corridor. Then, in November, it raised the
policy rate by 475 bp to 15% and in December to 17%,
aiming to stabilise inflation and inflation expectations,
which bore the brunt of the lira’s plunge against the dollar
in the prior period. Also, a decision was made to provide
liquidity to banks solely at the policy rate (at regular repo
auctions) in the coming period.

Financial and commodity markets
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At end-October, uncertainty in the global financial market
rose in response to the deteriorating epidemiological
situation across the world, leading some countries to
enforce new restrictions. Also, in some periods,
uncertainty was further increased by the developments
surrounding US presidential elections, as well as talks
over the new package of fiscal aid in the USA. Overall,
global optimism rose on the back of positive news about
coronavirus vaccine development, as well as expectations
of a solid global economic recovery. However, investors’
concern resurged during December amid the increasing
number of infections in the USA and Europe, and the
emergence of a new coronavirus strain in the United
Kingdom. Still, thanks to the agreement about the
package of fiscal aid in the USA, which was reached after
several months of negotiations, and the deal between the
United Kingdom and the EU about their relations going
forward, optimism in the market began to rise anew at the
end of the year, and so did investors’ risk propensity.
Thus, the implicit measure of financial market volatility
(VIX) dropped by 3.6 pp to 22.8% during Q4, while the
volatility of the currencies of emerging economies,
measured by ЕМ–VXY, dipped by 1.1 pp to 10.7%.
During January, VIX rose 10.3 pp (to 33.1%) as a
consequence of speculative trade in certain shares in the
US stock market at the close of the month, while EM–
VXY declined further by 0.4 pp, reaching 10.4%.
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Yields on ten-year government securities of the
majority of developed European countries declined
during Q4 amid increased demand for safe assets, though
the fall was largely mitigated by the rising optimism in
the market at end-2020. During Q4, yields on Greek tenyear government bonds decreased the most (by 0.4 pp to
0.6%), though they were still positive, as were the yields
on Italian bonds (0.5%), whereas yields on benchmark
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Spanish and Portuguese government bonds almost
dropped to zero. Yields on German ten-year government
securities remained largely unchanged at -0.6%, while
yields on benchmark Austrian and French government
bonds fell deeper into the negative zone (to -0.4% and 0.3%, respectively). On the other hand, yields on ten-year
US Treasuries rose mildly in Q4 (by 0.2 pp to 0.9%),
which was additionally facilitated by the rising optimism
over the adoption of the new package of fiscal aid. In the
majority of observed countries, yields rose slightly during
January (by 0.1 pp on average) owing to the optimism
arising from large-scale vaccination deployment.
The strengthening of the euro against the dollar
continued in Q4. After a relatively stable EUR/USD
exchange rate during October, the prevailing optimism
resulted in the dollar, as a safe-haven currency,
depreciating in November. In conditions of increased risk
propensity, the euro continued to gain on the dollar in
December as well, when it touched its maximum level
since April 2018 (USD/EUR 1.23); also, at end-Q4 the
euro was 4.7% stronger than the dollar relative to end-Q3.
In Q4, the dollar weakened relative to other leading
currencies as well. It regained some of its value against
the euro in January (by 1.6%), due to the rising yield on
US Treasuries amid expectations of strong fiscal
consumption.
The price of gold was relatively stable during October, at
around USD 1,900 per ounce, only to drop to USD 1,763
per ounce in November, in response to the positive news
about vaccine development and expectations that
economic recovery would pick up on this account, which
drove investors to invest in riskier classes of assets.
However, the price of gold went back up in December,
owing to both the deteriorating epidemiological situation
in the world and the depreciation of the dollar. Although
it oscillated a lot during Q4, it ended the quarter at USD
1,888 per ounce, which is almost the same value as at the
end of Q3. During January, the price of gold dipped
slightly, by 1.3% to USD 1,864 per ounce, in conditions
of the appreciation of the dollar.
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The global price of oil initially decreased in October, by
almost 10%, to USD 36.9 per barrel, due to the worsening
health situation in the USA and announcements of new
containment measures in Europe, the stepped-up
production in Libya and Iraq, and data about the rising US
inventories. Afterwards, it started to rise on the back of
the positive market sentiment in November, the
weakening of the dollar, data about the depleting
inventories of crude oil in the USA, expanded sanctions to
Iran and US sanctions to Venezuela. In early December,
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ОPEC countries and Russia agreed to increase daily
output by 500,000 barrels a day as of 1 January 2021,
which is less than initially agreed on (2 mn barrels a day),
therefore the oil price rose further. Investor optimism in
terms of oil demand also grew, and so did the price of oil
– at end-Q4 it equalled USD 51.2 per barrel, up by 25%
from end-Q3. During January, the price of oil continued
up (by 7.2% to USD 54.9 per barrel), which was
facilitated by Saudi Arabia’s decision to voluntarily cut its
production by 1 mn barrels a day in February and March.
Owing to the recovery in global industrial output, notably
in China, and occasional production downtime in South
America due to the spread of the virus, the prices of
metals and minerals continued to increase, and at endQ4 stood 17.1% higher than a quarter earlier, with all
components of this World Bank’s subindex also rising.
The price of the iron ore rose 25.6% and in December
reached its maximum since October 2011. The price of
copper also touched its multi-year ceiling, rising 15.9% in
Q4, while the price of aluminium was 15.5% higher than
at end-Q3. Q4 also saw an increase in the prices of nickel,
zinc, lead and tin. In addition to the gradual recovery of
global production, the rising prices of metals were also
underpinned by the improved sentiment in global
financial markets and the weakening of the dollar.

&KDUW,9 3ULPDU\&RPPRGLW\3ULFH,QGH[
 




























1RQ(QHUJ\3ULFH,QGH[
$JULFXOWXUH
(QHUJ\
0HWDOVDQGPLQHUDOV
6RXUFH:RUOG%DQN
&UXGHRLOQDWXUDOJDVDQGFRDO
&RSSHUDOXPLQLXPLURQRUHOHDGQLFNHO]LQFDQGWLQ

&KDUW,9 :RUOG)RRG3ULFH,QGH[
LQUHDOWHUPVí 













&HUHDOV
0HDW
'DLU\SURGXFWV
9HJHWDEOHRLO
6XJDU
)$2LQGH[
6RXUFH81)$2

58















Global food prices, measured by the FAO index, also
continued up – by 9.8% during Q4, with all components
of the index recording growth and many of them reaching
their multi-year maximums. As in Q3, the price of
vegetable oil recorded the highest rise in Q4 (22.0%), and
in December reached its highest level in more than eight
years. This was mainly the result of the increase in the
price of palm oil amid depleting inventories of chief
producers and a sudden rise in export tariffs in Indonesia,
the world’s leading palm oil producer. The rise in the
prices of cereals, which began in Q3, continued into Q4:
the prices went up 11.2%, and in December reached their
highest since July 2013. The price of wheat increased due
to the diminished inventories of main exporters, poorer
prospects of production in the USA and Russia, and the
introduction of export restrictions by Russia. The price of
corn went up due to the bleak harvest prospects in South
America, as well as the rise in the price of soybean, which
spilled over onto increased demand for corn. The price of
sugar rose 10.2% in Q4, mainly due to the robust import
of China, the world’s second largest sugar importer, as
well as due to the rising import demand in Indonesia. The
prices of dairy rose 6.5% in Q4, while meat prices rose
3.1% relative to end-Q3, though they were still
significantly lower than the levels recorded in H2 2019
and early 2020.
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Text box 5: Impact of the pandemic on public debt and decomposition of the change
in Serbia’s public debt
The pandemic caused a strong reaction of the fiscal policy of countries across the world in an effort to support the
health care system and limit the negative impact on consumption and economic growth. Such support to the economy,
together with lower fiscal revenues due to the contracted economic activity, resulted in an increase in the fiscal deficit and
public debt in almost all countries of the world. The professional public is unanimous in thinking that a fiscal intervention
is entirely justified, considering the extraordinary circumstances in which a temporary deterioration of fiscal indicators was
unavoidable in order to protect people’s health and rein in the negative impact on the economy.

EU fiscal rules have been subject to criticism for
several years now, and the European Commission is
generally on the same page. Right before the pandemic
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Observed by country, the undertaken fiscal measures
differed depending on the fiscal space which
governments of those countries had at their disposal and
the options for favourable financing, as well as the level
of the impact of the pandemic. All EU countries, without
exception, exceeded their planned fiscal results and
public debt levels projected before the pandemic.
Anticipating such movements in these extraordinary
circumstances, in March 2020 the European
Commission proposed, and EU member countries’
finance ministers approved, the activation of a clause to
temporarily suspend EU fiscal rules (deficit and public
debt of maximum 3% and 60% of GDP, respectively, as
well as adjustment rules). While the clause suspends
rules, it does not pertain to the procedures, hence the
European Commission will continue to take the
necessary coordination measures, though deviating from
fiscal requirements that would normally apply.
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The fiscal measures undertaken so far at the global
level have been estimated by the IMF at close to USD
14,000 bn (around 12% of the global GDP), which led to
the rise in global public debt to almost 98% of GDP at
end-2020 (pre-pandemic estimates projected growth at
84% of GDP).1 About one half of these measures implies
additional government spending or forgone revenues
(including temporary tax cuts), and the other half –
support to the liquidity of the economy, including loans,
guarantees and injections of equity capital. The IMF
estimates that the measures resulted in an increase in
fiscal deficit and public debt in GDP during 2020 to
13.3% and 123%, respectively, in advanced countries,
10.3% and 63% in developing and medium-income
countries (Serbia included), and 5.7% and 49% in lowincome countries.

/DWHVWHVWLPDWH
3UHSDQGHPLFHVWLPDWH
6RXUFHV(XURSHDQ&RPPLVVLRQSURMHFWLRQV1RYHPEHUDQG1RYHPEHU
IRU6HUELD SURMHFWLRQVIURPWKH)LVFDO6WUDWHJ\IRUDQG
1RWHWKHILJXUHVLQGLFDWHSURMHFWLRQVIURPHQGEHIRUHWKHSDQGHPLFDQGWKH

Fiscal Monitor Update, IMF, January 2021.
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As for emerging countries, though having smaller
fiscal space than developed countries, since autumn
last year a number of them, including Serbia, managed
to get much better borrowing terms in the global debt
market than before, which was acknowledged at the
presentation of the IMF’s January Fiscal Monitor
Update.
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Still, the IMF estimates that leading developed
countries still have the fiscal space to support demand
if needed. The debate on the role of fiscal policy was
encouraged by Olivier Blanchard2 even before the
pandemic. He stressed that projections indicated that
interest rates in developed countries would be lower
than GDP growth rates over the next 20 years, which, if
it does unfold in that manner, will have extremely
important implications for fiscal policy, because the
costs of public debt and fiscal risks would be much
lower in that case. At the same time, there is an increase
in the optimal level of public investments and the role
of the fiscal policy is gaining importance in the
stabilisation of economic activity (due to limitations
which low interest rates impose on the monetary
policy). Numerous analyses suggest that fiscal
multipliers are higher in a recession stage than during
expansion, and that they are particularly high for
infrastructure projects which improve the long-term
growth outlook. Also, the majority of public
investments has a greater impact on demand than other
categories of public expenditures.3





broke out, in January 2020 the European Commission initiated a public debate concerning the revision of fiscal rules in
order to reach more efficient solutions that would ensure long-term sustainability of public debt and support the
countercyclical fiscal policy. The pandemic postponed this plan, but it also stepped-up the discussion about fiscal policy
and public debt because countries that had a significantly higher public debt than 60% even before the pandemic, increased
their debt further during 2020, by 20–25 pp of GDP
(Italy to almost 160%, and Greece to more than 200%
&KDUW2 (VWLPDWHGLQFUHDVHLQSXEOLFGHEWRIWKH
JHQHUDOJRYHUQPHQW LQ UHODWLYHWRLQ(8
of GDP). The pandemic has not ended yet, which
FRXQWULHVDQG6HUELD
further increases the uncertainty over public finances
LQSSRI*'3
going forward.
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Favourable financing conditions, coupled with robust economic recovery and gradual fiscal adjustment, will be
the key factors of stabilisation and later of lowering the share of Serbia’s public debt in GDP. Its temporary increase
in 2020, by 4.8 pp to 57.7% of GDP at the general government level (to 56.8% of GDP at the central government level)
was among the smallest in Europe and was driven by a strong response of the fiscal policy (with a general government
deficit of around 8.0% of GDP), to minimise the adverse effects of the pandemic. Significant fiscal space for intervention
was secured over the previous years by responsible fiscal policy and consolidation measures, favourable financing
conditions and economic growth, as well as low inflation and a stable exchange rate, whereby the upward path of public
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debt in GDP was reversed in 2016. The downward path was sustained until the pandemic broke out and resulted in the
decrease in general government public debt of as much as 18.3 pp relative to end-2015, to 52.9% at end-2019.
Based on the decomposition of factors affecting the public debt dynamics in GDP, we could see that in 2020 the
debt ratio rose temporarily, which will be followed by its stabilisation, and then a decline:
1) the differential between the real interest rate on public debt and real GDP growth rate and
2) the primary fiscal balance as a ratio to GDP (overall fiscal balance less interest payments).
If we start from the equation to decompose the factors of change in the debt-to-GDP ratio over time period t relative
to the previous period t-1:4
ݎ

݃

݀ ݐെ ݀ݐെͳ ൌ ͳ݃ݐ݀ ݐ ݐെͳ െ ͳ݃ݐ݀ ݐ ݐെͳ െ  ݐܾ  ݐ݂ݏ
we can track the contribution of the key factors: the real interest rate (r), real economic growth rate (g) and primary balance
ratio (pb). The expression sf was added to the equation, which in practical calculation is a residual, and pertains to the
adjustment of the stock of public debt, i.e. includes transactions and/or other factors affecting the stock of public debt,
which are not disclosed in the primary fiscal balance (stock-flow adjustments).
This equation clearly underlines the fact that the interest rate-growth differential is the key concept in assessing fiscal
sustainability, because the position of public finance is much more favourable when it is negative (i.e. when the interest
rate is lower than the growth rate). In such case, the government has an option, even with a certain primary budget deficit,
to stabilise and even reduce the debt-to-GDP ratio. The
government will additionally strengthen the reduction
&KDUW2 &RQWULEXWLRQVWRWKHFKDQJHLQ6HUELD¶VSXEOLF
GHEW
of this ratio if it makes a surplus, instead of the primary
LQ RI*'3
deficit, which, based on the decomposition of Serbia’s

public debt dynamics, we can see was the case in 2019

(Chart О.5.5). And not only in 2019. Several years

before the pandemic Serbia managed to achieve a

negative differential of the interest rate and GDP

growth rate, owing to full coordination of monetary
and fiscal policy measures, which secured favourable

conditions for government and corporate financing and

relatively high real GDP growth rates. Another positive
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When the pandemic broke out, the interest rategrowth differential in 2020 was positive for a while,
due to extraordinary circumstances, which is indeed
common in crisis periods, when there is a contraction in economic activity. Still, even in crisis conditions, its positive
value was relatively small, and thus its impact on the increase of public debt in GDP. This was achieved by adequate
economic policy measures, with an economic structure implying a lower share of sectors “susceptible” to the pandemic,
which limited the contraction of economic activity to 1.1% (SORS preliminary estimate), one of the lowest in Europe.
Thanks to this, the increase of public debt in GDP in 2020 came about primarily due to the contribution of the
primary fiscal deficit (of around 6.0% of GDP). Contrary to this, in the majority of other countries, besides a large
contribution of primary deficit to debt growth, there was also a large contribution of the interest rate-growth

4
See: Escolano, J. (2010), A practical guide to public debt dynamics, fiscal sustainability, and cyclical adjustment of budgetary aggregates, IMF Technical
Notes and Manuals.
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differential due to a significantly bigger drop in the economic activity. Thus, for instance, in the euro area these two factors
had an almost equal impact on the growth of debt in GDP. This explains why Serbia’s public debt in GDP rose less than
in other countries which had a similar form of the package of economic aid amid the pandemic and fiscal deficit
growth.
With assumptions about the movements in key macroeconomic fundamentals, we decomposed the factors that will
impact the change of public debt in GDP in the period 2021–2023. We assumed the movement of fiscal indicators, GDP
and inflation growth rates, and the impact of interest rates on Serbia’s public debt in accordance with the current Fiscal
Strategy, as well as the NBS’s projections and the IMF’s estimates.5 Please note that public debt in GDP in the period 2021–
2023 was projected at a lower level relative to the Fiscal Strategy, because the Strategy envisaged a higher increase in
public debt in GDP in 2020 than the achieved.
Chart О.5.5 shows that the stabilisation of the share of public debt in GDP in 2021, and then its reduction in the
coming years will be facilitated by the significantly lower planned primary deficit in 2021 (1.1% of GDP), as well as the
shift into the surplus thereafter. However, the expected negative differential between the interest rate and GDP
growth will give a key contribution to the reduction in the public debt ratio, which is facilitated by more than a full
recovery of economic activity this year, with a GDP growth rate in the range of 5% to 6%, followed by a stable GDP
growth trajectory of around 4% annualised in the following years, as well as the favourable financing conditions in the
domestic and international market.
We may conclude that Serbia’s public debt is sustainable and far from the level that could lead to a crisis, and
that its growth in 2020 does not pose a risk to its sustainability. At the same time, compared to the majority of other EU
countries, it posted moderate growth, not exceeding the
Maastricht criterion of 60% even in 2020, or the critical
&KDUW2 6LQGLFDWRUILVFDOVXELQGH[DQGILQDQFLDO
FRPSHWLWLYHQHVVVXELQGH[IRU6HUELDIURPWR 
values of the S0 indicator, which the European

Commission monitors for EU members (Chart О.5.6).
S0 is a composite indicator of short-term fiscal
sustainability. Essentially, it includes all relevant fiscal
and macroeconomic indicators in order to identify the
potential existence of fiscal and macroeconomic
vulnerability of public finances that might be a fiscal
stress trigger in the coming year, leaving consequences
on both medium and long-term fiscal sustainability.
Though the values of both subindices of this indicator
(the fiscal subindex and the financial competitiveness
subindex) rose in 2020 as expected, notably as a
consequence of expansive fiscal policy and the fall in
real GDP because of the pandemic, they did not exceed
critical values, hence the S0 indicator does not
anticipate fiscal stress in 2021 either.
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During the pandemic, finding an optimum measure between short-term support to people’s health and the economy on
the one hand, and ensuring medium-term sustainability of public finances on the other, is certainly one of the biggest fiscal
policy challenges for all countries. Though vaccination gives rise to optimism, especially given that Serbia is among the
leading countries in the world in terms of the number of vaccinated people relative to the number of residents, the pandemic
is not over yet. It is therefore important to carefully assess fiscal space and, if it is there, to avoid tightening the fiscal policy
too early (at least a year or two after the GDP fall), in order to additionally support sustainable recovery from the crisis,
particularly bearing in mind that interest rates are at historically low levels. In light of this, we will take a look at another
recently announced government economic aid package to corporates and households, worth around EUR 2.0 bn and
aimed at further encouraging growth in domestic demand and ensuring the fastest possible recovery of the Serbian
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economy. We believe that there is fiscal space for additional measures, because they do not threaten the sustainability of
public finances or macroeconomic stability. Bearing in mind the previous analysis of the decomposition of factors affecting
the movements in the share of public debt in GDP, we estimate that the key role in the debt dynamic is that of the negative
interest rate-growth differential which will be present this year as well, and will ensure that the public debt ratio moves at
around 60% even in case of a somewhat higher primary fiscal deficit.
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V Projection

This year we expect a more than complete economic recovery from the crisis, with a GDP growth rate between 5% and 6%.
Growth will be led by domestic demand and exports, to which mass vaccination expected this year both at home and globally
should make the key contribution, and supported by the timely and adequate response of economic policy makers in Serbia
and the resulting favourable terms of financing, preserved production capacities and jobs, as well as the anticipated rebound
in external demand. In our estimate, the same factors will enable a return to a stable medium-term growth path of around 4%
p.a. in the coming years. The risks to the 2021 projection remain pronounced, primarily in H1, but are, overall, judged to be
symmetric and mostly associated with the speed of vaccination and its efficiency in winding down the pandemic. The risks
relating to international factors are skewed to the downside, due to the renewed spread of the coronavirus since October and
tighter containment measures in many European countries which continued into early 2021 as well. The risks associated with
domestic factors are tilted to the upside, mostly on account of the announced economic assistance package and the swift
pace of vaccination in our country. The implementation of the new economic assistance package would contribute to faster
than expected growth in domestic demand, while the continuation of intensive vaccination could give a further boost to
service sector recovery.
Under the central February projection, y-o-y inflation is expected to move within the lower bound of the target tolerance band
this and the next year. Inflation will be higher in 2021 than in 2020, due primarily to the announced electricity price hike and
the expected rise in petroleum product prices on the back of a higher global price of oil. These are also the key reasons why
the new inflation projection is somewhat higher than the previous one. As, despite the anticipated recovery, GDP is estimated
to grow faster than consumption, demand-side inflationary pressures will remain low over the projection horizon which,
coupled with the base effect for food and energy prices, will lead to lower inflation in 2022 than in 2021. Uncertainties
surrounding the short-term inflation projection refer primarily to movement in the global oil price and fruit and vegetable
prices. In the medium term, the key risks continue to stem from the international environment, and relate primarily to the
speed of recovery of the euro area, global prices of primary commodities and capital flows to emerging economies. In part,
the risks to the projection are also associated with the pace of recovery of domestic demand and movement in administered
prices at home. On the whole, the risks to the inflation projection are judged to be symmetric.

GDP projection
The recovery begun in Q3, when quarterly GDP growth
measured 6.3% s-a, continued into Q4, but at a slower
pace due to a deteriorating epidemiological situation
globally and at home from October onwards and the
tightening of containment measures. Y-o-y, economic
activity declined by 1.3% in Q4 (compared to -1.4% y-oy in Q3). The annual GDP growth rate thus measured
-1.1%, which is slightly below our expectations from
October. As anticipated, the service sector (transport,
tourism, catering, recreation and culture), i.e. the
activities hit particularly hard by the pandemic, provided
a negative contribution to GDP in 2020. The contribution
of construction was also negative, though to a smaller
degree, mostly due to the high base from last year.
Agriculture, by contrast, recorded growth in annual terms,
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as did industry, supported by earlier investments and
increased product and export diversification. On the
expenditure side, household consumption and fixed
investment subsided, but their decline was smaller than
anticipated thanks to labour market resilience and a largescale economic assistance package.
This year, we expect the GDP growth rate to range
between 5% and 6%. This will place us among the few
European economies to reach the pre-crisis level of
economic activity already this year (in Q2, according to
our estimate). Growth will be led by domestic demand
and exports, to which mass vaccination expected this year
both at home and globally should make the key
contribution. It will also be supported by the timely and
adequate response of economic policy makers in Serbia
and the resulting favourable terms of financing, preserved
production capacities and jobs, as well as the anticipated
rebound in external demand. According to our estimate,
the same factors will enable a return to a stable mediumterm growth path of around 4% p.a. in the coming years.
The IMF estimates that the global economic growth
outlook for this year is more favourable than expected in
October. This is mostly due to higher optimism following
news of progress in vaccine development and the start of
their distribution, as well as the fiscal support packages
adopted in the USA and Japan. Global growth is now
projected at 5.5% or 0.3 pp up from the October
projection, primarily reflecting a more favourable outlook
for the USA, while 2022 growth is estimated at 4.2%.
However, the renewed spread of infections from October
onwards and the appearance of new, more contagious
coronavirus strains called for tighter containment
measures, raising concerns over the pace of global
economic recovery in 2021. The IMF’s January
projections also diverge notably with regard to the
assumed speed of recovery of the most advanced
economies – the USA and Japan are expected to recover
faster than projected, while growth rates of the euro area
and the UK have been revised down.
In its January edition of Global Economic Prospects, the
World Bank projects a lower global growth rate for this
year, expecting it to measure 4% in 2021, assuming wide
vaccine distribution during the year, and 3.8% in 2022.
Such recovery is assessed as sluggish, unless economic
policy makers take decisive action to counter the
pandemic and implement reforms to boost investment.
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Most euro area countries reinstated restrictive
containment measures from mid-October 2020 in
response to the second wave of the pandemic. The
majority of leading economic activity indicators for Q4
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remained in the expansion phase for the production
sector, mostly thanks to the ECB’s measures, fiscal
stimulus packages in most euro area economies and the
recovery of external demand from China. By contrast,
activity in the service sector contracted amid physical
distancing measures. The above movements, however,
show that the second wave of the pandemic produced
smaller effects than the first one. On the other hand,
continuation of tight containment measures into the
initial months of 2021, primarily in Germany which is
the largest euro area economy and our most important
individual trade partner, and the effect of a higher base
from 2020 due to faster-than-expected recovery in the
May-September period have led to a downward revision
of the euro area economic growth outlook for 2021.
Thus, in December the ECB revised up its projection of
euro area GDP growth in 2020 (by 0.7 pp relative to
September to -7.3%), while revising down the forecast of
growth in 2021 (from 5.0% in September to 3.9% in
December). The IMF’s expectations are similar. In the
January WEO, the IMF revised down its euro area
growth projection for 2021 to 4.2% (from 5.2% in
October). Consensus Forecasts had somewhat higher
expectations of 2021 GDP growth (4.4%), but this
projection too is lower than in October. Euro area
economic growth will be led by advances in the
vaccination process and the effects of the implemented
monetary and fiscal policy measures. Domestic demand
is expected to rally on both accounts and, together with
higher external demand, result in euro area growth
between 3.6% (IMF) and 4.2% (ECB) next year.
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Consistent with the Consensus Forecasts’ projection, in
our new projection we assume euro area growth to
measure around 4.4% this year, guided by domestic
demand, i.e. the anticipated rebound in investment and
consumption, and to slow moderately to around 4% next
year, due to the base effect.
Relative to the previous report, Consensus Forecasts
revised down the 2021 GDP growth rates for the majority
of Serbia’s other important trade partners as well,
estimating that pre-crisis GDP levels will not be reached
in most of these countries. Going forward, the speed of
recovery of the Central and South East European region
will depend primarily on the availability of vaccines and
their efficiency in suppressing the coronavirus, the pace
of recovery of the euro area, which is the most important
trade partner of this group of countries, and the available
scope for further fiscal and monetary stimuli.
The projected euro area growth will reflect on growth in
our GDP, mostly through the trade and financial channels.
Specifically, the expected rise in external demand,
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coupled with the effects of higher supply on account of
earlier investment in export sectors, ought to support twodigit growth in exports of goods and services this year.
However, the anticipated higher imports of equipment
and intermediate goods for industrial purposes with the
continuation of the investment cycle and the expected
rebound in consumption will most likely result in
somewhat faster import than export growth, i.e. the
negative contribution of net exports to GDP (around -0.7
pp). Going forward, as export capacities go up and
external demand rallies further, the contribution of net
exports is expected to turn positive. Consistent with such
estimate of net exports and the recovery in domestic
demand, and given somewhat less favourable terms of
trade due to the anticipated oil price rise, we expect the
share of the current account deficit to measure around
5.1% of GDP this year. In the medium run, it is expected
to dip moderately (to below 5%) as export capacities go
up and the global economy rallies, while remaining fully
covered by net FDI inflow as in the past six years.



When it comes to domestic demand, we expect it to rally
quickly during the year, helped by:




– weakening of the pandemic and normalisation of
economic flows thanks to the initiated vaccination
process,




– continuation of the investment cycle after its slowdown
during the pandemic,
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6RXUFH1%6
1%6SURMHFWLRQ













– higher disposable income of businesses and households,
and
– preserved labour market due to the robust economic
assistance package (including NBS’s measures).
Moreover, with 7.3 administered vaccine doses per 100
people (as at 2 February), Serbia is currently among the
world’s leading countries.
Though the large-scale economic assistance package in
2020 temporarily pushed up general government public
debt, it measured 57.7% at year end, remaining below the
Maastricht criterion of 60% of GDP. Fiscal policy is
expected to continue to support the economy in
countering the effects of the pandemic, but on a smaller
scale than last year. According to the Fiscal Strategy for
2021 with Projections for 2022 and 2023, the share of
public debt is expected to resume a downward path from
2022, amid the planned general government deficit of
around 3% of GDP and much faster projected nominal
GDP growth. We also used planned capital expenditures
and outlays for public sector wages, pensions and
purchase of goods and services from the above Fiscal
Strategy as assumptions in our current GDP growth
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projection. It should also be noted that an additional
government economic assistance package worth around
EUR 2.0 bn has been announced this year which, in our
view, would provide further support to the recovery in
domestic demand. Though the adoption of this package
would most likely result in public debt measuring around
60% of GDP in 2021, this would not threaten the
sustainability of public finances, as the costs of public
debt servicing remain low (thanks to favourable terms of
financing in both the domestic and the international
market). Moreover, after the temporary and justified rise
in public debt, its share in GDP is expected to subside in
the coming years.
Private consumption is expected to rally this year
(contributing around 3 pp to GDP growth), supported by
preserved wages and employment in most sectors, higher
disposable income of households as a result of the
moratorium on loan repayment and favourable terms of
taking new and repaying outstanding loans, as well as
increased consumer confidence as advances are made in
vaccination and ending the epidemic. Consumption
growth is expected to continue in the coming years as
well, buttressed by the expected end of the pandemic and
reduced propensity for precautionary savings. Though
slower than last year, government consumption is
expected to provide a positive contribution to GDP this
year as well (0.5 pp), due primarily to higher outlays for
healthcare (vaccines, medical workers’ wages and
purchases of medical supplies).
Fixed investment is expected to provide a positive
contribution to GDP growth over the projection horizon
(2.8 pp this year). This will be supported by the rebound
in private investment amid preserved macroeconomic
stability, reduced risk aversion due to anticipated
advances in vaccination and winding down the
pandemic, maintained favourable terms of financing and
global economic recovery. This should lead to higher
FDI inflows, which have remained solid even during the
pandemic. A positive contribution is also expected from
planned government investment projects, particularly in
transport infrastructure. This is signalled by the planned
growth in government capital expenditure which,
according to the Fiscal Strategy, ought to reach 5.5% of
GDP this year, and rise still further next year.
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The anticipated increase in investment, preserved
production capacities and jobs in the majority of sectors,
and the continuation of structural reforms and planned
further systemic upgrades of the business environment
will contribute to potential output growth in the coming
period.
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On the production side, we expect activity in both
service and production sectors to expand and recover
more than fully this year. The only exception is
agriculture where we assumed an average season.
Manufacturing industry growth will be propped up by the
activation of new and expansion of existing capacities on
the supply side, and by the gradual acceleration of
economic growth of our main foreign trade partners on
the demand side. Stepped-up growth in activity is
expected in service sectors as well, on account of
continued positive trends in the labour market thanks to
the undertaken economic policy measures and the
expected rise in domestic demand. A positive contribution
to GDP growth should also come from construction,
given the planned further increase in government capital
expenditure, most notably the current and planned
projects in the area of transport infrastructure, and
favourable trends in the real estate market. Assuming an
average agricultural season after last year’s excellent one,
agriculture is expected to provide a mildly negative
contribution to GDP growth.
&KDUW9 &RQWULEXWLRQVWRUHDO*'3JURZWKSURGXFWLRQ
VLGH
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On the whole, the risks to the GDP projection are
judged to be pronounced, particularly in H1, and
symmetric. They continue to stem mostly from
uncertainty regarding the global course of the
pandemic and the efficiency in winding it down. The
pace of global recovery will also hinge on the
implementation of new accommodative fiscal policy
measures and their scope, as the room for countercyclical
effect of fiscal policy has been narrowed in many
countries. Consistent with the IMF’s assumption
presented in the January WEO, in our baseline scenario
we assumed a weakening of coronavirus transmission
during 2021 amid increased use of the vaccine. According
to the IMF, increased vaccine manufacture and
distribution ought to bring the pandemic to acceptable
levels and spur faster than expected recovery in consumer
and investor confidence. Global growth could, therefore,
be stronger than in the baseline scenario. Further fiscal
policy support would also lift consumption, investment
and employment. On the other hand, problems in vaccine
manufacture and rollout, already experienced by some
advanced economies, and the appearance of new, more
contagious strains could prolong restrictive containment
measures and slow recovery.
Particularly relevant for Serbia is the epidemiological
situation in the euro area and countries of Central and
South East Europe. The tightening of containment
measures in many European countries, which continued
into the initial months of 2021, dampens the growth
outlook of our important foreign trade partners,
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particularly in the first quarter of this year. For this
reason, we judge that downside risks to the 2021 GDP
projection are more pronounced. Any sharper fall in
economic activity in the euro area and the countries with
which we have important trade ties would reflect on
lower growth in Serbia’s exports and weaker FDI, and,
by extension, subdued output in manufacturing. Still, it is
important to note that total exports were less affected by
weaker external demand from the euro area, thanks to
investment from prior period, mostly in the tradable
sectors. Another relatively favourable circumstance is
that the industrial sector in the euro area, to which our
exports are also linked through global production chains,
remained relatively resilient in the new wave of the
pandemic.
The speed of global economic recovery also greatly
influences movements in the international financial and
commodity markets. Slower than expected global growth
would add to the uncertainty in the international
financial market and reflect negatively on business
confidence and investment decisions, which would
probably dent the inflow of capital into emerging
economies, including Serbia. On the other hand, faster
than expected global recovery would boost investor
sentiment and their readiness to invest in emerging
economies. Global financial conditions will largely hinge
on the monetary policies of leading central banks
which were eased further in the conditions of the
pandemic. At the same time, central banks have expressed
their readiness to take additional measures as needed. In
that case, liquidity in the international financial market
would remain high over a longer time period, which
would reflect positively on capital flows to emerging
economies, including Serbia.
The risks to the GDP projection are also associated with
movements in prices of primary commodities. Oil
prices were on the rise in the prior months, propped up
mostly by increased optimism amid news of vaccine
availability. Consistent with futures, we estimate that oil
prices will rise moderately this year and remain at a
similar level next year as well. As Serbia is a net importer
of oil, any fresh decline in the oil price would spill over
to higher disposable income and lower operating
expenses, while its growth would have the opposite
effect. Prices of other primary commodities – base metals
and agricultural commodities were also on the rise in
the prior months, some of them reaching their several
years’ highs. Moderate growth in prices of primary
agricultural commodities is expected going forward as
well, and expectations are similar for prices of base
metals as a result of the expected global recovery and
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demand growth. At the same time, it is important to note
that Serbia, as a net exporter of base metals (iron and
copper in particular) and grains, would benefit from their
higher than projected growth, while their decline would
have the opposite effect.
When it comes to risks from the domestic environment,
we judge them to be tilted to the upside. In our baseline
scenario, we assumed the impact of the pandemic to
weaken thanks to the initiated vaccination process. Any
worsening of the epidemiological situation at home
and globally could, however, trigger refrainment from
consumption and investment for some time yet and
defer their recovery in the expected scope, while faster
vaccination would have the opposite effect.
The implementation of the announced new package of
government economic assistance measures worth
around EUR 2.0 bn, along with preserved production
capacities, wages and employment in the major part of the
economy and the rise in disposable income thanks to the
previously taken measures of the Government and the
NBS, would result in a faster than expected recovery in
domestic demand. Also, if growth in government
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capital expenditure is higher than planned, as in the past
three years, this would spur investment growth on the
expenditure side and construction growth on the
production side, as the bulk of these investments are
directed into transport infrastructure. As private
investments are mostly directed into tradable sectors,
their stronger activation should also lead to faster export
growth on the expenditure side and a rise in
manufacturing on the production side.
To a smaller extent, the risk to the GDP projection is also
associated with movements in agricultural production,
which we assumed to be average this year and provide a
negative contribution to GDP, given last year’s excellent
season. Shifts are possible in either direction here as well,
as a better agricultural season would lead to stronger
exports of primary and processed food products,
especially since global food demand is not elastic and has
not shrunk even during the lockdown of economies.

Inflation projection
In the initial months of 2021, we expect somewhat higher
y-o-y inflation than in 2020, though, under the central
projection, it will not go past the target midpoint. The
main reason for such higher inflation are energy prices,
as their contribution will return to the positive zone after
a year. A somewhat higher contribution should also come
from fruit and vegetable prices.

&KDUW9 6KRUWWHUPLQIODWLRQSURMHFWLRQ
\R\UDWHVLQ








End-Q1 core inflation is expected to be somewhat lower
than at the start of the year, as the increase in prices of
landline telephone services drops out of the y-o-y
calculation (in February).
In the short term, the risks to the projection are mostly
associated with movement in fruit and vegetable prices in
the coming period, as well as with global prices of oil and
primary agricultural commodities.
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Medium-term inflation projection
Under the central February projection, y-o-y inflation will
continue to move within the lower half of the target
tolerance band this and the next year. This year, it is
expected to be somewhat higher than in 2020 under the
impact of temporary factors, though disinflationary
pressures will persist in the medium term. The main
reasons for higher inflation in 2021 are the announced
hike in electricity prices and the rising global oil price,
which will push up petroleum product prices at home. At
the same time, these are the key reasons why the new
inflation projection is somewhat higher than the previous
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one. Since the effect of temporary factors will weaken
towards year-end, we expect inflation in 2022 to be lower,
despite the anticipated economic recovery. As GDP is
estimated to rise faster than consumption, demand-side
inflationary pressures will remain subdued. As a result,
inflation will be lower in 2022 than in 2021.
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In terms of individual components, the inflation profile
will be determined mainly by administered and petroleum
product prices. When it comes to administered prices,
they are expected to see somewhat higher growth this
year (5.6%) due to electricity price adjustments and the
inclusion of the fee for renewable energy sources in CPI
calculation. Next year, we expect their growth to measure
around 4%, as so far.
Petroleum product prices in the domestic market are
expected to go up, primarily in Q1, reflecting oil price
growth in the global market since November 2020. The
contribution of petroleum product prices is thus expected
to turn positive, and remain so until the end of the
projection horizon. Their contribution to inflation will be
the highest in Q2, due to a low base from last year when
the global oil price collapsed amid pandemic-induced
containment measures, which spilled over to a decline in
petroleum product prices at home. Until the end of the
projection horizon, we do not expect any major increase
in global oil prices or, by extension, petroleum product
prices in the domestic market.
By contrast, when it comes to fruit and vegetable prices,
vegetable prices did not record the seasonally expected
increase in late-2020, while fruit prices rose more slowly
than usual for the season. Assuming that they remain
around their current level, which is slightly below neutral,
we do not expect them to have any major impact on
inflation growth. As these prices tend to return to their
neutral level, we expect their contribution to inflation to
be somewhat higher early next year.
We expect some growth in food prices (excluding fruit
and vegetables), mostly because of the base effect for
meat prices which were unusually low last year. Also, the
recent rise in global prices of primary agricultural
commodities could reflect on food prices at home. Over
the medium term, however, we expect food price growth
to be moderate and mostly guided by a gradual rise in
demand.
As in our previous projection, we expect growth in prices
of non-food products and services to be moderate,
consistent with a gradual recovery in demand and low
imported inflation.

National Bank of Serbia

Inflation Report – February 2021

In terms of inflation factors, like our previous three
projections, this inflation projection is also determined by
the fact that global supply and demand remain under a
powerful impact of the pandemic. Though global
economic recovery slackened from October after the
initial leap in global economic activity in mid-2020, the
initiated mass vaccination in many countries has raised
hopes that global trade and economy will soon be on a
sustainable growth path. The pandemic, however,
continues to affect the functioning of the global economy
and pushes up unit production costs. Demand, on the other
hand, remains contained by slow recovery in employment,
wages and investment, households’ reluctance to spend
and the piling up of precautionary savings.
The new winter wave of the coronavirus dented the
initiated recovery of our main trade partner, the euro
area. Its growth is now expected to be lower (4.4%) than
three months ago (5.3%). Next year, euro area growth is
expected to measure 4.0%. Slower euro area recovery
may also imply lower growth in demand for products and
services from Serbia, which could produce disinflationary
effects at home. Still, euro area output gap is not expected
to reflect fully on Serbia’s output gap, since the
pandemic’s negative effects are mostly concentrated in
non-tradable sectors. Our output gap will deepen mildly
in early 2021 and continue to contract thereafter,
gradually softening the disinflationary impact of demand
on inflation. We estimate that the output gap will come to
around -1.7% late this year and contact to roughly -1% in
late 2022 as domestic demand rallies and external demand
goes gradually up. The rebound in domestic demand will
be supported by fiscal policy measures, accommodative
monetary policy and favourable terms of financing for
businesses and households.
In addition to the positive effect of the NBS’s monetary
policy easing on domestic demand, another positive
impulse ought to come from the anticipated extremely
low interest rates in the euro area until the end of the
projection horizon. In December, the ECB took
unconventional monetary policy measures to ease its
monetary policy further, including large-scale asset
purchases until end-March 2022. Futures indicate that
the three-month EURIBOR will be negative not only
until the end of our projection horizon, but even until late
2026 (-0.1%).
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robust fiscal spending and expectations of continued
monetary accommodation, which should have a
simulating effect on the global economy as well. Inflation
is expected to remain relatively low in the euro area going
forward too – in our projection we assume inflation rates
of 1.0% and 1.1% in 2021 and 2022, respectively. In most
countries of the region, which are also our important
trade partners, inflation should be relatively low in the
coming period. With this in mind, we expect inflationary
pressures from dinar-denominated import prices to be
weak until the end of the projection horizon.
When it comes to import prices, the most significant is the
global oil price which has been rising since November
last year. As a result, our assumptions are now higher
relative to our projection three months ago. Still, we do
not expect the global oil price to rise above the current
level on average (around USD 55 per barrel). Namely,
though global oil consumption and production are
expected to go up in 2021 and 2022 and global oil
inventories to continue down during this period, amid
rising global GDP and a gradual rebound in travel
(particularly in late 2021 and in 2022), global oil
consumption is not expected to return to its 2019 level
before 2022. Consistent with oil futures, in our new
projection we assumed that the global oil price will
measure USD 53 per barrel in December 2021 and USD
52 per barrel in December 2022. In line therewith, after
the expected increase in Q1, there should be no major
changes in petroleum product prices at home.
After the collapse caused by the pandemic, most primary
commodity prices have been recovering since mid-2020
in line with gradual relaxation of tight containment
measures and strengthening of demand, particularly from
China. With regard to global prices of primary
agricultural commodities relevant for us, our projection
relies on futures data from global stock exchanges.
Consistent with these data, we revised the assumption of
growth in these prices up for 2021 (to 1.6% compared
with -4.6% in our prior projection) and down for 2022 (to
-5.9% compared with 3.0%). Consistent with this, we
expect prices of primary agricultural commodities in
the domestic market,30 which mirror movements in
their global counterparts, to display similar dynamics.
In the conditions of low and stable inflation for seven
years in a row, anticipated low inflationary pressures and
the achieved credibility of the NBS, we expect inflation
expectations to remain stable until the end of the

30
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projection horizon. Our projection also assumes a
further decline in the country risk premium. Risk
premium based on euro debt subsided notably in Q4, and
is expected to fall still further as advances are made in
controlling the pandemic and global economic activity
recovers.
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Uncertainties surrounding the inflation projection in
the short run are mostly associated with movements in
the global oil price and fruit and vegetable prices. In the
medium run, the key risks to the projection remain
associated with the international environment, and relate
primarily to the speed of recovery of global trade and
economic growth, most notably euro area growth, global
prices of primary agricultural commodities and capital
flows to emerging markets. The risks to the projection
also relate to the speed of recovery of domestic demand
and movement in administered prices at home. On the
whole, the risks to the inflation projection are judged to
be symmetric.
The outlook for the recovery of global trade and economic
growth will largely determine movements in the
international commodity market, most notably prices of
oil and other primary commodities. On the demand side,
there is a risk that global economic growth could be both
faster and slower than expected, depending on the course
of the pandemic, which would affect demand for primary
commodities and, by extension, their prices. Supply-side
factors are specific for each primary commodity. Although
market participants, according to futures, expect the global
oil price to remain around its current level (USD 55 per
barrel) in the coming period as well, shifts in either
direction are possible. Just as the unilateral decision by
Saudi Arabia to downsize its production unexpectedly
curbed global supply and reflected on oil prices early this
year, similar episodes may be expected going forward as
well. Estimating that oil inventories in OECD countries
will fall below their five-year average by June this year,
OPEC+ countries have stressed their commitment to a fast
rebalancing of the market and avoiding disruptions in the
global oil market. As the extent to which member
countries will adhere to this agreement is unknown,
however, both upward and downward departures in the oil
price are possible.
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component, and shifts are possible in either direction, we
judge the risks to the projection on this account to be
symmetric.
Uncertainty in the medium run is still mostly
associated with developments in the international
environment, which will largely be determined by the
efficiency of global vaccine manufacture and
distribution. This will be the key factor behind the speed
of recovery of global trade and economic growth, as
well as euro area growth, and, by extension, the pace
of recovery of our external demand and the level of
imported inflation. On the one hand, recovery could
surprise on the upside if the vaccination process is quick
and widespread, and pandemic management efficient. On
the other hand, inefficient control of the pandemic and
the spread of new virus strains, coupled with problems in
vaccine manufacture and distribution, could result in
slower than expected economic growth. In view of
intensification of the second wave of the coronavirus and
the introduction of further containment measures in
many euro area countries early in the year, we estimate
the risks to its economic growth and inflation in the
coming period to be skewed to the downside.
Global prices of primary agricultural commodities
greatly depend on oil price movements, particularly
through the costs of production. Also, energy prices
impact demand for inputs in the production of ethanol
and biofuels and, by extension, the prices of agricultural
products such as corn, sugar and vegetable oil, which
adds to uncertainty regarding their future movement.
Though the latest projections of global grains production
are being revised up, inventories are, on the other hand,
expected to fall sharply and trade to increase. Given the
uncertainties surrounding global prices of primary
commodities, we estimate the risks to the projection on
this account to be symmetric.
Large-scale monetary and fiscal policy measures of
leading world economies and the initiated mass
vaccination have alleviated the uncertainty in the
international financial market. Inflows to global
investment funds continued, thanks to an improved market
sentiment. Slower distribution of vaccines to many
emerging markets did not pose an impediment to
investment. After substantial outflows in the initial stage
of the pandemic, capital inflows to emerging economies
increased, which helped stabilize their foreign exchange
markets. Still, going forward, uncertainty in the
international financial market and, by extension, capital
flows, will largely depend on the success in controlling the
pandemic globally. With this in mind, we judge the risks to
the inflation projection on this account to be symmetric.
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The risks to the projection are also associated with the
speed of recovery of domestic demand. Any worsening
of the epidemiological situation could slow the recovery
in economic activity. On the other hand, preserved
production capacities, jobs and wages in the largest part
of the economy, as well as the rise in disposable income
and favourable terms of financing thanks to the adopted
monetary and fiscal policy measures, could result in faster
than expected economic recovery, especially since Serbia
has successfully started the vaccination process and is
among the world’s leading countries in terms of the
number of vaccinated persons per number of inhabitants.
Also, an additional package of fiscal measures to support
the economy and households has been announced for this
year. It will be worth EUR 2.0 bn and its purpose is to
give a further impulse to domestic demand. In addition,
further growth in government capital expenditure could
be higher than expected, as was the case in the prior two
years, which would also contribute to faster economic
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recovery. With this in mind, we estimate that the output
gap could close even faster than projected on account of
domestic demand, i.e. that the risks to the inflation
projection on account of domestic demand are skewed to
the upside.
According to our estimate, there is a risk that
administered price growth at home could be somewhat
lower or higher than anticipated, so risks on this account
are symmetric.
Overall, the risks to the inflation projection are judged
to be symmetric until the end of the projection horizon.
The NBS will continue to closely monitor movement and
impact of key factors from the domestic and international
environment on inflation, financial stability and the speed
of economic recovery. It will therefore monitor the
implementation of the measures taken so far, and analyse
whether they are optimally combined and appropriate in
scope, in order to provide necessary support to economic
recovery, without threatening price and financial stability.

Comparison and outcome of inflation
projections
Under the impact of temporary factors, the new mediumterm inflation projection is slightly higher this year than
in the November projection, but inflation is expected to
stay within the lower half of the target tolerance band
until the end of the projection horizon. Disinflationary
pressures continue to prevail over the medium run.
Relative to the projection three months ago, inflation
projected for the next year is somewhat higher, mostly on
account of electricity price increase and a higher global
price of oil.
Administered price growth in 2021 will be higher than
we assumed in our previous projection, reflecting the
adjustment in electricity prices and the inclusion of the
fee for renewable energy sources in CPI calculation. In
2022, we expect the same administered price growth as in
our November projection.
Global oil price growth since November last year is the
key reason why we expect higher petroleum product
prices in Q1 this year than in our previous projection.
Going forward, consistent with current futures
movements, we have assumed no major oil price increase
relative to the current level. Hence, the projected y-o-y
growth in petroleum product prices in 2022 is similar as
in our November projection.
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On the other hand, fruit and vegetable prices will give a
smaller contribution to headline inflation in 2021. These
prices are expected to move around their current level in
Q1, which is lower than expected at the time of making
the November projection. As these prices tend to return to
their neutral level, we expect their somewhat higher
growth early next year than in the previous projection.
When it comes to food prices (excluding fruit and
vegetables), and prices of non-food products and
services, we expect them to see moderate growth,
similarly as in our November projection, as demand
gradually rallies

Outcome of the February 2020 inflation
projection
Almost throughout 2020, y-o-y inflation moved below
our target midpoint published in the February 2020
Inflation Report, hovering around the lower bound of the
target tolerance band.
The key reason behind the lower inflation outturn was the
outbreak of the pandemic, the extent of which was
impossible to foresee at the time of making our projection
in February last year. The pandemic triggered a drastic
downturn in global trade and economic activity. In the
global oil market, this led to a pronounced imbalance
between excessive supply and drastically reduced
demand. The global oil price soon collapsed and was by
more than 70% lower in April than at end-2019. Though
it later recovered, the global oil price remained well
below its 2019 level until end-2020, which spilled over to
lower petroleum product prices at home. Their
disinflationary impact was therefore higher than we
assumed a year ago.
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The drastic slump in the global oil price and low
aggregate demand amid imposed containment
measures were the key factors behind lower inflation
abroad than we expected at the time of making our
February projection. Low inflation, and even deflation
in H2, was particularly present in the euro area, and it
was guided primarily by low energy prices. In particular,
deflation was recorded by the largest euro area economy
and our most important trade partner, Germany, largely
due to reduced VAT from July until December 2020 as
part of the fiscal stimulus package aimed at relieving the
negative effects of the pandemic.
The fall in external demand did not spill over entirely to
domestic demand and its sharper decline and, by
extension, stronger disinflationary pressures were
contained by timely and robust monetary and fiscal
policy measures supporting businesses and households,
thanks to which the domestic economy and labour market
avoided more serious consequences of the global crisis.
In addition, the departure from the assumed stable
EUR/USD relation during the year, i.e. the strengthening
of the euro against the dollar, also contributed to a lower
inflation outturn relative to the projection one year ago.
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Table A
Indicators of Serbia's external position
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Key macroeconomic indicators
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Press releases from NBS
Executive Board meetings

Press release from Executive Board meeting held on 10 December 2020
At its meeting today, the NBS Executive Board decided to ease monetary policy further and trim the key policy rate by
25 basis points, to 1%.
By making such decision, the Executive Board is providing additional support to the domestic economy, having in mind
the scale of the pandemic-induced crisis worldwide, renewed worsening of the epidemiological situation and economic
slowdown globally, and especially in Europe. This additional support is possible owing to the responsible conduct of
economic policy in the prior period, which ensured the capacity of monetary policy and public finance to fight the
current crisis without jeopardising the achieved low and stable inflation and other indicators of macroeconomic stability.
After this cut, the key policy rate is by 1.25 percentage points lower than before the pandemic. The Executive Board
expects that further monetary policy easing, coupled with the past robust response of the NBS and the Government, as
well as the announced additional fiscal policy measures, will continue to exert a positive effect on the financing
conditions for corporates and households and contribute to the rise in their disposable income.
At the same time, the NBS decided to narrow the main interest rate corridor, from ±1.0 percentage point to ±0.9
percentage points relative to the key policy rate, whereby the deposit facility rate was reduced by 15 basis points, to
0.1%, and the lending facilities rate by 35 basis points, to 1.9%.
A softer than initially anticipated economic decline in Q2 and better recovery thereafter are largely attributable to the
adequate support provided to the economy by the NBS and the Government. Having this in mind, the NBS expects an
even more favourable GDP growth rate this year than anticipated at the start of the pandemic, -1.0% instead of -1.5%,
even though the epidemiological situation at home and abroad has deteriorated since October. A better outcome is
supported particularly by the faster than expected recovery of investment, mainly due to the preserved production
capacities and employment in the pandemic conditions, the accelerated implementation of infrastructure projects and
the secured more favourable financing conditions. Labour market data on the rising employment rate and the maintained
single-digit unemployment rate attest to the significance of the package of economic measures, which helped sustain
favourable trends despite the challenges imposed by the pandemic. The country’s maintained positive medium-term
outlook and the measures of the Government and the NBS are expected to support the recovery of domestic demand,
which will, along with the further normalisation of external demand, lead to a more than full recovery of our economy
next year and a GDP growth rate of around 6%.
The Executive Board underlines that inflation in Serbia has stayed firmly under control, as in the past seven years. An
important pillar of low and stable inflation is the relative stability of the exchange rate, as well as anchored inflation
expectations of the financial and corporate sectors, which illustrate the credibility of monetary policy. Consistent with
NBS expectations, October inflation stayed unchanged from a month earlier, measuring 1.8% y-o-y. Despite a continued
rise in wages and employment in the majority of sectors, demand-side pressures remain relatively low, as evidenced by
low and stable core inflation. According to the NBS’s projection, inflation will continue to move in the lower part of the
target tolerance band, closer to its lower bound, and will start its gradual approach to the target midpoint (3%) during
2022, reflecting the expected further recovery in demand.
Although global economic recovery as of May was faster than expected, the accelerated spread of the virus as of
October is worrying, particularly in Europe. In the short run this could slow the recovery of the euro area, our most
important trade and financial partner, and drag down external demand for our exports. Today’s decision of the Executive
Board aims to mitigate a potential spill-over of the negative economic impact of these trends in the euro area. Still, the
vaccine-related news is encouraging, though it is still not known with certainty when it will be available and how fast
it will be rolled out. Due to the relatively slow global recovery, the Board expects no significant inflationary pressures
from inflation abroad, but mandates caution over potentially higher volatility of primary commodity and food prices
amid pandemic-related uncertainties. Still, the Board highlights our economy’s strong resilience to external shocks,
ensured through responsible running of economic policy in the earlier years and an adequate response to the current
global crisis. Moreover, Serbia has recently achieved the lowest price of euro financing in the international financial
market – 1.066% over a ten-year term.
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The challenges as to the course of the pandemic and its impact on economic developments globally and at home will
persist in the coming period, particularly winter. Economic policy makers will therefore strive to support further
recovery of our economy, preserve production capacities and employment, and encourage further growth in exports and
domestic and foreign direct investment. The NBS will continue to keep a close eye on all developments and the impact
of key factors from the domestic and international environment on inflation, financial stability and the pace of economic
recovery. It will continuously assess the impact of all past measures so as to support further economic recovery, without
prejudice to price and financial stability. The NBS will continue to provide banks with cheap dinar liquidity via
additional swap FX and repo securities purchase auctions, thus encouraging further growth in credit and, by extension,
economic activity.
The Executive Board adopted today the Memorandum on Inflation Targets until 2023, keeping the inflation target at
3.0±1.5% until the end of 2023.
The next rate-setting meeting will be held on 14 January 2021.
Press release from Executive Board meeting held on 14 January 2021
At its meeting today, the NBS Executive Board voted to keep the key policy rate unchanged at 1.0%.
In keeping the rate on hold, the Board was guided primarily by the achieved effects of the past robust monetary and fiscal
policy measures, as well as the expected macroeconomic developments in the period ahead, i.e. the expectation that the
timely taken economic measures will continue to exert a positive impact on financial conditions for corporates and
households and on their disposable income.
Adequate support provided by the NBS and the Government to the Serbian economy is largely to be credited for the
better economic outcome in 2020 than hoped for at the start of the pandemic, with a real GDP growth rate of -1.1%, as
estimated by the national Statistical Office. The Executive Board expects that the country’s maintained favourable
medium-term prospects and the measures taken by the Government and the NBS will contribute to the further recovery
of domestic demand. This, along with the normalisation of external demand, will result in a more than complete recovery
of our economy this year and its strong growth going forward. What gives the reason for optimism are the preserved
production capacities and employment during the pandemic, the accelerated implementation of infrastructure projects,
FDI inflow that remained relatively high and project-diversified, the secured favourable financial conditions, and the
expected improvement of the epidemiological situation owing to the initiated vaccination. Labour market data on the
rising employment rate and the maintained single-digit unemployment rate attest to the significance of the package of
economic measures, which helped sustain favourable trends despite the challenges imposed by the pandemic.
The Board stresses that we have entered the eighth year of inflation being low, stable and firmly under control. In 2020,
inflation moved in line with NBS projections and averaged 1.6%. In December 2020 it measured 1.3% y-o-y. An
important pillar of low and stable inflation is the relative stability of the exchange rate, as well as anchored inflation
expectations of the financial and corporate sectors, which illustrate the credibility of monetary policy. Despite a
continued rise in wages and employment in the majority of sectors, demand-side pressures remain relatively muted, as
evidenced by core inflation movements. According to the NBS projection, inflation will continue to move in the lower
part of the target tolerance band, and will start its gradual approach to the target midpoint (3%) during 2022 on the back
of the expected further recovery in demand.
Although the accelerated spread of the virus as of October last year, primarily in Europe, threatened to slow the initiated
economic recovery, the available data for Q4 signal satisfactory resilience of the economy at the global level and in the
euro area, which is our key trade and financial partner. We expect the pandemic to gradually calm in the coming period,
owing to the started vaccination of the population, which will, along with the stimulus adopted by the ECB and fiscal
stimuli of many countries, contribute to the recovery of the euro area, and thus of our external demand. A cautious
conduct of monetary policy is mandated by the still present uncertainty in the international financial market and trends
in the international commodity market, primarily in the market of oil, whose price has been going up due to elevated
expectations that the global recovery is on a gradual recovery path. Still, the Executive Board emphasises the resilience
of our economy to external shocks, as a result of responsible running of the economy in the past years and an adequate
response to the current global crisis.
As noted by the Executive Board, the period ahead, particularly the current winter, will witness challenges concerning
the course of the pandemic and the impact on global and domestic economic developments. Therefore, economic policy
makers will aim to support further recovery of our economy, preserve production capacities and employment, encourage
further growth of the export sector, and domestic and foreign direct investment. The NBS will continue to carefully
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monitor the trends and the impact of key factors at home and abroad on inflation, financial stability and the speed of
economic recovery. We shall continuously assess all the measures taken so far in order to support further economic
recovery, without prejudice to price and financial stability.
The next rate-setting meeting is scheduled for 11 February 2021.
Press release from Executive Board meeting held on 11 February 2021
At its meeting today, the NBS Executive Board voted to keep the key policy rate at 1.0%.
In making the decision, the Executive Board was guided primarily by the continued stimulating effect of the previously
adopted monetary and fiscal policy measures and by the announcement of an additional package of fiscal measures. This
means that coordinated monetary and fiscal policy measures will continue to have a positive effect on the financing
conditions for corporates and households and on their disposable income.
Strong support of the NBS and Government to our corporates and households will ensure the attainment of the pre-crisis
level of economic activity in Q2. Industrial production, retail trade turnover and exports have already reached pre-crisis
levels and we expect that other service sectors will also completely recover as we go further into the vaccination process,
the progress of which has placed Serbia among the best countries in the world. The rebound in domestic demand will be
supported by the continued implementation of infrastructure projects, favourable financing conditions as a result of past
monetary policy easing, as well as the preserved labour market in the face of the pandemic. The resilience of the labour
market and the significance of the package of economic measures are evidenced by the rising employment and the
maintained single-digit unemployment rate during the pandemic. In the Board’s view the announced fiscal package will
provide an additional impetus to domestic demand and economic recovery. Apart from this, FDI inflow to Serbia of EUR
3.0 bn in 2020 was the highest in the region and mostly channelled to tradable sectors, which should, along with the
expected rebound in external demand, lead to the double-digit growth in exports this year.
We have entered the eighth consecutive year of inflation being low, stable and firmly under control. According to NBS
projection, y-o-y inflation will move in the lower half of the target tolerance band until the end of the projection horizon.
Its moderate rise in the short run will result primarily from the expected increase in the prices of electricity and
petroleum products on account of the higher global oil price. The ensured relative stability of the exchange rate and
anchored inflation expectations of the financial and corporate sectors remain an important pillar of low and stable
inflation.
Uncertainty continues to stem from external environment and is mostly associated with the efficiency in pandemic
management and the vaccine production and rollout at global level, as this will determine the pace of the world economic
recovery and developments in the international financial and commodity markets. Large-scale monetary and fiscal
measures of leading world economies and the initiated mass vaccination have eased uncertainty in the international
financial market. However, caution in monetary policy conduct is needed in view of the rise in the global oil price since
last November, as well as the surge in other primary commodity prices, driven by the expectations that the world
economy is on the path of recovery.
The Executive Board underlines that the focus of economic policy makers will stay on supporting a swift recovery of
our economy, preserving production capacities, employment, further growth of the export sector, and a favourable
investment environment. The NBS will continue to watch closely the movement and impact of key factors from the
domestic and international environment on inflation, financial stability and the speed of economic recovery. It will
continuously assess the measures taken so far, in order to provide support to further economic recovery, without
jeopardising price and financial stability.
At today’s meeting, the Executive Board adopted the February Inflation Report, to be published on 18 February. Apart
from the new inflation and GDP projections, the Report also gives detailed explanations of monetary policy decisions
and the underlying macroeconomic developments.
The next rate-setting meeting will be held on 11 March.
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