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

Since we last met at the presentation of the August Report, inflationary pressures have receded 

further and economic recovery has moved along.    

As announced repeatedly by the National Bank of Serbia over the last year and a half, year-on-year 

inflation has returned within the target tolerance band in September. Even though it undershot the 

target in October when it fell to 2.2%, year-on-year inflation is expected to move within the target 

tolerance band in the coming period. The new inflation projection is lower than the one released in 

August mainly owing to the very good agricultural season whose effects reflected on food prices 

more than anticipated earlier.  

While the projection of GDP growth in 2013 remains unchanged at around 2%, the projection for 

2014 has been revised down to around 1.5% on account of the dampening effects that fiscal 

consolidation measures are likely to produce on consumption in the near term. These measures, 

however, must be implemented in order to ensure public finance sustainability and macroeconomic 

stability which are the key prerequisites for viable economic growth.  

The reduction of external imbalance has proceeded at an even faster pace than expected earlier. As a 

result, the current account deficit of the balance of payments is projected to contract to around 4–

5% of GDP this year.    

* * * 

The global economic environment remained in the third quarter under the dominant sway of 

developments in the United States, i.e. anticipation of the Fed’s decision on the monetary stimulus 

tapering and the budget and debt ceiling crises. Uncertainty in the international financial markets 

persisted until the Fed’s September meeting which postponed the decision on the start of reduction 

of the quantitative easing programme. Coupled with positive foreign trade trends, this led to the 

weakening of depreciation pressures in the domestic market from mid-September onwards and 

paved the way for appreciation pressures in October. An additional impetus to appreciation 

pressures came from the announcement of fiscal consolidation measures, which encouraged non-

Chart 1 Achievement of November 2012 inflation 
projection, by quarter
(y-o-y rates, in %)
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Chart 2 GDP growth projection  
(y-o-y rates, in %)
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residents to invest into government securities. In October and November the National Bank of Serbia 

intervened in the interbank foreign exchange market on the side of purchase. In the year to date, the 

National Bank sold EUR 425 million in the interbank foreign exchange market and bought EUR 365 

million. By intervening in both directions, the National Bank has once again confirmed its 

commitment to preventing major short-term fluctuations, without targeting any specific level of the 

exchange rate.    

Market concerns and reactions to the Fed’s monetary policy reflected on risk premium movements 

across the region. Our risk premium, measured by the Emerging Markets Bond Index (EMBI), 

followed the regional pattern, with somewhat more pronounced changes in both directions 

compared to other countries. Mid-November, Serbia’s EMBI stood at 438 basis points.  

Though the euro area emerged from recession in the second quarter, it is still too early to speak of a 

major recovery, as the pace of growth remains uneven. Encouraging, though, is a much better 

outlook for the euro area economy– its fall in 2013 is likely to be smaller and its growth in 2014 

stronger than expected before. The recovery of economic activity should also be aided by the 

lowering of the ECB rate to the historical low of 0.25% in November.  

* * * 

Domestic economy grew 1.1% seasonally-adjusted in the third quarter, led by a boost in industrial 

and agricultural production, as well as by net exports on the expenditure side. These factors will also 

determine the annual movements of GDP, which is estimated to go up by around 2%. We expect that 

the incipient euro area recovery and the beginning of Serbia’s negotiations on EU membership will 

boost investment in 2014 and encourage a rise in net exports. Nevertheless, due to fiscal 

consolidation measures, the contribution of government and household consumption to growth will 

remain negative. Hence, GDP growth in 2014 has been projected at around 1.5%. 

Chart 3 Risk premium indicator − EMBI by country 
(daily, in basis points)
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The current account deficit in the three months to September stood at only 1.4% of estimated GDP. 

It decreased owing to continued expansion in the automobile industry in particular, the effect of 

substitution of petroleum products imports, higher inflow from remittances, and fiscal consolidation 

measures. For the first time, quarterly exports reached EUR 3 billion. Relative to the same period last 

year, exports in the third quarter rose by 38.2% and imports by 10.5%. The annual current account 

deficit is expected to be 4–5% of GDP, which is below expectations stated in the August Inflation 

Report. 

* * * 

Inflationary pressures have continued to ease. In the year to October, inflation reached 2.6%, of 

which 2.1 percentage points are attributable to growth of administered prices, while food prices 

recorded a decline.  

In line with expectations which the National Bank of Serbia has communicated during the past year 

and a half, year-on-year inflation returned within the target tolerance band in September. In addition 

to monetary policy measures, the push was also generated by the fall in primary agricultural 

products, low aggregate demand and relative stability of the dinar exchange rate. By October, core 
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Chart 5 Revisions of real GDP growth forecasts for 2013 and 
2014 by the IMF*
(%)

Source: IMF WEO Update (July 2013) and IMF WEO (October 2013).  

Chart 6 Yield on government bonds in 
neighbouring countries
(daily data, in %)
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Chart 7 Exports and imports of goods and services
(in constant prices 2010)
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Chart 8 Contributions to y-o-y GDP growth
(in pp)
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inflation also returned within the tolerance band (consumer prices excluding food, energy, alcohol 

beverages and cigarettes). 

Last year’s high base and the fall in food prices resulted in year-on-year inflation undershooting the 

target in October and reaching 2.2%. It is expected to rise gradually towards the target over the next 

two months and to fall within the tolerance band by the end of the year, though still short of 4%. To 

recall, the National Bank of Serbia’s objective is to have inflation at 4 ± 1.5% by the end of 2016. 

A decline in year-on-year inflation was accompanied by subsiding inflation expectations of all sectors. 

Expectations of the financial sector have been within the target tolerance band since October. Falling 

inflation and inflation expectations have made dinar interest rates more attractive and boosted dinar 

savings. In October and the first half of November, dinar savings rose by RSD 5.7 billion. Since early 

2013, they have grown by RSD 11.4 billion. 

According to our projection, inflation will move within the target tolerance band next year.  

The main disinflationary factors in the coming period will be very low costs in food production and 

low aggregate demand. The disinflationary effect of domestic demand will be further amplified by 

the Government’s economic measures which will reflect on lower government and household 

consumption next year. On the other hand, the one-off direct effect of the VAT increase on inflation 

is estimated at 0.5 percentage points. The indirect effect will be small and limited by the producers’ 

opportunity to raise prices against the background of low domestic demand.    

Risks to the inflation projection are associated chiefly with developments in the international 

environment and access to external finance against expected monetary policy easing of central banks 

of developed countries.  Implementation of credible fiscal consolidation measures may ease possible 

negative effects in this regard.   
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* * * 

Having analysed current and expected macroeconomic developments, the National Bank of Serbia’s 

Executive Board decided at its last meeting to cut the key policy rate by 0.5 percentage points down 

to 10%. 

 

Given the subsiding of inflationary pressures and assuming fiscal consolidation is implemented as 

planned, the Executive Board will consider further monetary policy easing in the coming period. 

However, as unexpected changes in the impact of some factors on the inflation projection remain 

possible, the expectation with regard to the character of monetary policy in the coming period is in 

no way binding on the NBS.   

In view of the risks we are facing, a durable reduction in external imbalance is an imperative and 

requires improvement in the fiscal position. The National Bank of Serbia therefore supports the 

Government’s commitment to consistent implementation of consolidation measures, which will 

ensure macroeconomic stability and open up additional scope for further monetary policy easing.  
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