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Ladies and gentlemen, esteemed members of the press and fellow economists,

Late 2012 was characterised by the weakening of inflationary pressures and moderate growth of
economy, including narrowing of the foreign trade deficit. We expect such movements to continue in
the current year. According to our projections, after measuring 12.2% in December, inflation will
return within the target tolerance band by the end of 2013, while the economic activity, after
declining by around 2% in 2012, will grow by around 2.5% in 2013.
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In contrast to Serbia and according to estimates, the euro area economy will remain in recession.
Following a 0.4% drop in 2012, GDP in the euro area is expected to contract by 0.1% to 0.2% this
year.

Despite unfavourable tendencies in the real sector, financial markets are recovering and yields on
sovereign bonds of the euro area periphery are declining. This is due to European Central Bank’s
sovereign debt purchase programme, steps towards tighter fiscal integration and the agreement on

Chart 3 Revisions of real GDP growth forecasts for 2012 and Chart 4 Yield on sovereign bonds of euro area members
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the single supervisory mechanism for euro area banks. Global financial markets stabilised further
after the fiscal cliff was avoided in the USA.

These measures, together with further monetary policy easing in the leading world economies,
contributed strongly to falling yields on Serbia’s eurobonds, i.e. to a decline in the country’s risk
premium over the past five months. Risk premia across the region began to decline in July after the
European Central Bank’s governor pledged to do “whatever it takes” to save the euro. The fall in
Serbia’s risk premium began a few months later, after the announcement of fiscal consolidation

measures.
Chart 5 Risk premium indicator - EMBI by country Chart 6 Movements in exchange rates of national currencies
(daily, in basis points) against the euro*
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Increased monetary policy restrictiveness, fiscal consolidation measures and falling risk premium
were the key factors behind the dinar’s appreciation since September. This meant the reversal of the
depreciation trend from the first eight months of 2012. Such developments in the foreign exchange
market were also driven by elevated foreign currency sales following the extension of subsidised
loans.
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In the last quarter of 2012, the economy grew 0.3% relative to the previous quarter, but was 1.5%

down on the same period of 2011. At the year-level, GDP declined by around 2%, chiefly as a result of
the drought-induced agricultural downturn at home and recession in the euro area.

The last quarter saw a 2.1% recovery of industrial production, mainly due to increased production in
automobile and oil industries.
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As the automobile industry is almost fully export-oriented, Serbia’s GDP growth on the expenditure
side in the fourth quarter was largely generated by net exports. Government consumption provided
a positive contribution to growth. On the other hand, domestic private demand, both consumption
and investment, declined.

Chart 10 Average net wages
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In the current year, agricultural recovery and expansion of automobile and oil industries will be the
key generators of economic growth of around 2.5%. Consistent with this, net exports will give the
main impetus to GDP growth despite the modest outlook for recovery of our key foreign trade
partners. Furthermore, a positive contribution is likely to come from private investment which was
exceptionally low in 2012. On the other hand, fiscal consolidation measures are expected to diminish
government consumption, while private consumption is likely to fall owing to declining real
household income.

Growth in year-on-year inflation slowed down during the fourth quarter, arriving at 12.2% in
December. Inflationary pressures were most pronounced in October, driven not only by higher costs
of food production inputs and the effects of past weakening of the dinar, but also by the increase in
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VAT and excises, and growth in administered prices which resumed after an almost one-year stand-
still.

Chart 11 Contribution of CPlI components to y-o-y inflation Chart 12 Price movements
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However, after a 2.8% monthly rise in October, consumer prices stagnated in November, only to
decline by 0.4% in December. Such movements in the last two months of 2012 resulted from lower
prices of certain food products mainly on account of dampened demand, caused by considerable
price hikes in the prior period.

We expect year-on-year inflation to return within the target tolerance band (4+1.5%) by the end of
the current year. It will, however, keep rising for another several months on account of the expected
increase in administered prices and the low base effect. In the year to date, an increase has been
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recorded for prices of cigarettes (due to excise tax harmonisation), medicaments and natural gas.
Higher electricity prices are also quite likely in the coming months.

As of the second quarter, however, with the onset of the new agricultural season and a decrease in
prices of agricultural commodities, year-on-year inflation is likely to decline. Fruit and vegetable
prices will be the first to directly impact a decline in inflation (most notably in May and June), while
cheaper primary agricultural commodities, such as wheat and corn, will exert a more gradual effect

4



through lower costs of processed food production. Global markets have already seen a fall in prices
of primary agricultural commodities.

The past strengthening of the dinar, feeding through to lower import prices, should make a
significant downward pressure on inflation in 2013. Low aggregate demand is also likely to work in
the same, disinflationary direction, given the still high unemployment and low real income of
households. Declining inflation expectations and consistent implementation of fiscal consolidation
measures will also ease the upward pressure on prices.
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Responding to rising inflationary pressures, the National Bank of Serbia tightened its monetary policy
stance over the last eight months. In this period, the key policy rate was raised from 9.5% to 11.75%,
dinar allocations under foreign exchange reserve requirements were increased, while the direction of
main operations was reversed in December, to mop up excess dinar liquidity. Full-blown effects on
inflation will be seen in the course of this year.

With the waning of the inflationary shock caused by food and administered prices, the National Bank
of Serbia’s Executive Board will consider the possibility of easing its monetary policy stance in the
coming months. However, as unexpected changes in the impact of some factors on the above
inflation projection remain possible, the expectations with regard to the character of monetary
policy in the coming period are in no way binding on the National Bank of Serbia.
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Ladies and gentlemen, the National Bank of Serbia’s actions towards maintaining medium term price
and financial stability and the implementation of the Government’s public finance consolidation
measures are the best way to help the economy in the long run. At the same time, this will push
down the country risk and borrowing costs, while enabling a more stable business and investment
environment, which is confirmed by the movements observed over the last several months.



