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

Since we last met at the presentation of the February Inflation Report, inflationary pressures have 
stayed low and the external imbalance continued narrowing down. Y-o-y inflation revolved around the 
lower bound of the target tolerance band and measured 2.1% in April. Such inflation movements 
reflected several factors: monetary policy measures, low cost-push pressure, weak aggregate demand, 
the drop in inflation expectations and a stable exchange rate of the dinar.   

Until the end of this quarter y-o-y inflation is expected to continue moving around the lower bound of 
the target tolerance band. After that, in H2, inflation will steadily rise towards the target, remaining 
however within the bounds of the 4±1.5% target tolerance band until the end of the projection horizon.  

Based on our projection, GDP growth will be lower this year than in 2013 and will amount to around 
1.0%. It is expected to be led by net exports, supported by the nascent economic recovery of the euro 
area, our key foreign trade partner. The contribution of final consumption, on the other hand, will 
remain negative and will be probably reinforced by the short-term adverse effects of additional fiscal 
consolidation measures. For the same reason, GDP growth in 2015 will also be lower than anticipated 
at the time of the February Inflation Report.  

* * * 

The recovery of the euro area proceeded in Q1 and its growth prospects for this and the next year have 
improved – the euro area economy is forecast to grow 1.2% in 2014 and 1.5% in 2015. The gradual 
pickup of demand in the euro area should have a positive impact on both our economic activity and 
foreign trade. At the same time, inflation in the euro area remains well below the target. Given the 
risks stemming from an extended period of low inflation, ECB officials allowed for the possibility of 
further monetary policy relaxation, including the use of non-conventional measures.   

By contrast to the ECB, the Fed decided at its March and April meetings to proceed with QE tapering. 
While the decision to start reducing its asset purchases in January had caused turmoil worldwide, 
inducing investors to sell the risky assets of emerging market economies, notably those running huge 
current account deficits, the reaction of global financial markets to the Fed’s subsequent decisions was 
significantly milder. Nonetheless, the winding down of the US monetary stimulus continues to 
represent a potential source of heightened volatility for the financial markets of emerging economies.  
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Chart 1 Inflation projection
(y-o-y rates, in %)

Source: NBS.

Chart 2 GDP growth projection  
(y-o-y rates, in %)
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The still present geopolitical tensions over Ukraine have been also an important element of the 
international environment in the prior period. As the Ukraine crisis continues, questions are raised as 
to its potential impact on global economic flows. If the crisis takes a turn for the worse, Serbia will 
suffer indirect negative effects through the rise in global prices, primarily those of energy and cereals, 
that is, through disruptions in trade and financial flows should there be deterioration in the economies 
that we cooperate with the most. Further on, a potential increase in investor risk aversion and an 
additional reduction in their exposure towards emerging markets, Serbia included, would probably 
cause a rise in the risk premia of those countries and send depreciation pressures on their currencies. 

In early 2014, the dinar was under depreciation pressures generated by both global and local factors. 
Even though it was expected, the Fed’s decision to start QE tapering triggered a temporary rise in the 
risk premia and ushered in depreciation pressures in all countries of the region, especially in the course 
of January. In Serbia, these pressures were aggravated by the seasonally higher demand of energy 
importers’ demand for foreign exchange. However, the pressures on the Serbian foreign exchange 
market were moderated by the low current account deficit and the net sale of foreign exchange by non-
residents as of mid-March which led to the emergence of appreciation pressures. Judging that they 
were only temporary, until mid-March the NBS intervened in the IFEM by selling and from late 
March to mid-April by buying foreign exchange.   
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Chart 3 Movements in GDP and economic activity indicators 
of the euro area  
(quarterly rates)

Sources: Eurostat and Markit Group.
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Chart 4 Revisions of real GDP growth forecasts for 
2014 and 2015 by the IMF*
(%)

Source: IMF WEO Update (January 2014) and IMF WEO  (April 2014).

Chart 5 Risk premium indicator − EMBI by country 
(daily, in basis points)
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Since the beginning of the year, the risk premia, measured by EMBI, have declined across the region, 
and most sharply in the case of Serbia. EMBI for Serbiа is currently at around 260 bp, its lowest value 
since November 2007.  

* * * 

Based on the preliminary estimates of the Statistical Office of the Republic of Serbia, GDP growth 
slowed down in Q1 to 0.4% y-o-y. According to our estimate, this growth was led by net exports, 
while private investment and private consumption provided a negative contribution. On the production 
side, positive contribution came from industry and services, and the negative from agriculture and 
construction. It is important to note, however, that the fall in construction was less steep than in the 
previous quarters. 

Net exports provided a positive contribution to GDP growth in Q1 as the growth in exports outpaced 
that in imports. The key impetus to export growth came from motor vehicles, while high agricultural 
yields last year continued to reflect on the exports of agricultural products. Another positive signal is 
that nearly all branches of manufacturing exported more in Q1 than in the same period last year. As a 
result, the 12-month export-to-import ratio continued to improve, amounting to around 75% in March, 
its highest level ever.  

According to our estimate, the external imbalance will continue to narrow and the current account 
deficit will fall to below 4.0% of GDP this year. This will be prompted primarily by the continued 
growth in exports led by external demand, i.e. the recovery of our main foreign trade partners. At the 
same time, a drop in domestic demand during fiscal consolidation should bring about the deceleration 
of imports. Also underpinning our expectation of further narrowing in the external imbalance are 
developments in Q1, when the current account deficit was halved compared to the same period last 
year.  

Despite the expected recovery of the euro area, GDP growth is likely to weaken this and the next year 
compared to 2013. The weaker growth this year will be due to the wearing-off of the effects of the 
supply-side factors which led the growth in 2013 (i.e. agriculture and automobile and oil industries), as 
well as to the implementation of fiscal consolidation measures. Because of the expected fiscal 
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adjustment, whose effects on GPD are bound to be negative in the short run, the contribution of 
household and government consumption to growth will remain negative this and the next year. 
However, fiscal consolidation and the announced structural reforms will open the room for faster and 
sustainable GDP growth in the medium term.  

* * * 

Both cost-push and demand-side inflationary pressures remained low in the first four months of the 
year. Though prices of primary agricultural commodities continued up, the costs of raw materials in 
food production remain low. There were no major pressures from import prices in the prior period 
either. The consumer price growth of 1.8% was mainly due to the increase in the special VAT rate and 
excise tax.  

Unlike headline inflation, which has been revolving around the lower bound of the target tolerance 
band over the past several months, core inflation has been moving within the band since October last 
year. It measured 3.3% in April. Let us remind ourselves that core inflation is a part of the consumer 
price index which is most strongly affected by the monetary policy measures.  

According to our estimate, y-o-y inflation will continue to move around the lower bound of the 
target tolerance band in Q2. Though low last year’s base for food prices will contribute to the 
gradual increase in inflation as of H2, it will move within the bounds of the target tolerance band 
until the end of the projection period.  

Low domestic demand remains the main disinflationary factor. Its effect will be amplified by the 
announced fiscal consolidation measures. On the other hand, with the onset of the new agricultural 
season, food prices will generate a moderate inflationary effect. As assumed in the projection, 
following a very good agricultural season last year, this year’s season will be average. This will bring 
food production costs back to their neutral level, while food prices will display dynamics similar to 
that of other components of the CPI.  

The projection assumes that administered prices will contribute around 2.0 pp to inflation this year. 
However, the electricity price hike has still not been confirmed and in case it does not happen, the 
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contribution of administered prices will be smaller by around 0.5 pp, implying downside risks to the 
projected inflation path.  

One-year ahead inflation expectations of the financial sector continued to move within the bounds of 
the target tolerance band. In March, the expectations of businesses also declined to the target level. 
From the aspect of target achievement, the impact of inflation expectations is now neutral, which was 
not the case in the years before when they had an inflationary effect.  

The risks to the projected inflation path are associated primarily with primary agricultural commodity 
prices and developments in the international environment, and to a certain degree with fiscal 
movements at home.  

* * * 

Based on the analysis of current and expected macroeconomic trends, at its last meeting the NBS 
Executive Board decided to cut the key policy rate by 50 bp to 9.0%.  

Looking ahead, further monetary policy easing will depend primarily on the strength of potential 
negative effects of external shocks on the country’s risk premium and primary commodity prices, as 
well as on the pace and intensity of fiscal consolidation and the outcome of this year’s agricultural 
season.  

The external environment is still characterised by uncertainties regarding capital flows to emerging 
economies, which amplified with the outbreak of the crisis in Ukraine. It is therefore important that 
fiscal consolidation be implemented, as well as structural reforms, mainly in the public sector, labour 
market and the business environment. This would strengthen the economic fundamentals, i.e. create a 
foothold for sustainable economic growth, while at the same time increasing the resilience of our 
economy to potential external shocks. This would also open the room for further monetary policy 
easing. 
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Chart 11 Inflation projection
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