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

Receding inflationary pressures and moderate economic growth marked the beginning of 2013. We
expect such tendencies to continue and to result in the return of year-on-year inflation within the
target tolerance band by October, and economic growth of around 2% this year.
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The economic downturn in the euro area continued in early 2013 and the projected start of
economic recovery has been shifted to the second half of the year. The downturn for the entire 2013
is expected at around 0.3-0.4%. On the other hand, despite occasional turbulences, such as the one
triggered by the Cypriot financial crisis in March, the tendency of easing the financial strain in the
euro area still persists.
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Lower risk aversion in the global financial market, together with economic policy measures in Serbia,
brought about a vigorous decline in the country risk premium since September last year. EMBI, a risk
premium indicator, currently stands at around 330 basis points, down by around 270 basis points
from August last year.



Following the period of relative stability in the first quarter of 2013, new appreciation pressures

ensued, fuelled by the European Commission’s recommendation on the start of negotiations on

Serbia’s accession to the European Union. To ease these pressures, The National Bank of Serbia

engaged in purchasing foreign currency in the interbank foreign exchange market.

Fiscal consolidation is crucial to the maintenance of macroeconomic stability. As it is already certain
that this year’s planned budget deficit of 3.6% of GDP will be exceeded, new fiscal consolidation
measures should be implemented to ensure long-term sustainability of public debt. A new
precautionary arrangement with the IMF would serve as additional support to macroeconomic

stability and a trigger for a more positive perception of Serbia.
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Chart 6 Movements in exchange rates of national currencies

against the euro*
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According to preliminary estimates, in the first three months of 2013 economic growth was 1.9%

year-on-year, or 1.5% quarter-on-quarter.
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Economic growth has so far been almost fully generated by net exports, while domestic demand
remains stagnant. A rise in exports over the last two quarters was driven primarily by automobile
exports, which is also the main reason behind the narrowing of the current account deficit in this
period.

At the level of entire 2013, we have revised our earlier growth forecast of 2.5% down to around
2.0%, chiefly on account of deteriorated outlook for economic recovery in the euro area and our
other foreign trade partners. Though both domestic and global demand will be low this year, we
expect the economic activity to grow on account of recovery of agricultural production and the
improved capacity utilisation in automobile and oil industries.
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These two sectors will in fact lend the key boost to exports in the coming period. Together with fiscal
consolidation measures, this is likely to narrow the current account deficit in 2013 by around 2
percentage points of GDP relative to the previous year.
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Inflationary pressures further abated in early 2013. Though year-on-year inflation was still high in
April — it reached 11.4%, monthly inflation rates over the last six months averaged 0.25%, which is
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consistent with the inflation target level (4£1.5%). A slowdown in inflation began in late 2012, first on
account of food prices, and continued this year based on unprocessed food prices.

The growth of inflation excluding food and energy, the so-called core inflation, also slowed down in
the year to date, averaging 0.25%. A similar increase was recorded in processed food prices, while
the prices of unprocessed food, notably vegetables, registered a stronger seasonal rise. As for
administered prices, there was an upswing in the prices of medicaments and natural gas, as well as of
cigarettes, driven by excise adjustments.

Relatively high monthly inflation in April of 0.8% was mostly attributable to a hike in the prices of
several types of vegetables and will not affect the pace of the inflation’s return within the target
tolerance band.

In the coming period, we expect year-on-year inflation to fall and settle within the bounds of the
target tolerance band by October. The key contribution to its drop will come from lower prices of
primary commodities, stable foreign exchange rate and low aggregate demand.

Chart 13 Short-term inflation projection Chart 14 World prices of primary commodities
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Over the past months, the prices of primary agricultural commodities fell both in the international
and domestic markets — by 20% in all, relative to last year’s August peak. Market expectations
indicate that the drop will continue in the period ahead given the favourable forecasts regarding this
year’s global agricultural yields. Such developments will lead to a further decrease in the costs of
food production, whose effects this year will be disinflationary. In addition, we expect to see a drop
in fruit and vegetable prices as they are still relatively high following the drought in 2012.

As for primary commodities, world oil prices have also receded by around 7% since early 2013,
bringing down the prices of derivatives and opening a possibility of their further decrease.

Additionally, the drop in the country risk premium and moderate strengthening of the dinar in the
previous period induced a fall in import product prices, which has already helped decelerate the pace
of monthly inflation. We expect that the disinflationary effect of the foreign exchange rate will
continue in the foreseeable future.



Despite the projected GDP growth, persistent exceptionally low aggregate demand will act in the
same direction. Allow me to reiterate that this year’s economic growth will not be driven by higher
demand, but by increased utilisation of capacities in the automobile and oil industries, as well as a
recovery in agricultural production.

Over the coming period, the decline in year-on-year inflation should continue hand in hand with
decreasing inflationary expectations, which will additionally spur the disinflation process.

Chart 15 Current inflation and one-year ahead inflation Chart 16 Inflation projection
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Administered prices will be the only ones with an inflationary effect in the near future, primarily on
account of the announced upturn in the price of electricity. This will only slow the fall in inflation, but
will not jeopardize its return within the target tolerance band.

Year-on-year inflation figures will also be declining on account of the high base effect, as last year’s
hikes, that were particularly strong in the period May—October 2012, will be gradually phased out
from the calculations.
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Having assessed that inflationary pressures are falling and that the return of inflation within the
bounds of the target tolerance band is certain — the National Bank of Serbia decided last week to trim
the key policy rate from 11.75% down to 11.25%.

Given the receding inflationary pressures, the Executive Board of the National Bank of Serbia will
consider the possibility of further monetary policy easing in the coming period. However, as
unexpected changes in the impact of some factors on the above inflation projection remain possible,
the expectation stated with regard to the character of monetary policy in the period ahead is in no
way binding on the NBS.

The Executive Board estimates that monetary policy measures will be significantly affected by
international developments, fiscal movements and the effect of the new agricultural season on food
prices.

In any case, all National Bank of Serbia’s measures will be aimed at maintaining price and financial
stability.



