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✓ The road to the new EFF arrangement with the IMF could be longer than
expected by bh. authorities
✓ Revival of external demand resulted in the first positive yoy growth rate of
Exports of goods in October 2020, after 16 months of negative strike
✓ Industrial production continues with some relief dynamics in the first month of
Q4 driven by export -oriented manufacturing and electricity production
✓ Unexpected rebound in labor market with decline of unemployed by 9.6K in
September 2020
✓ Negative lending growth to private sector deepens in banking market in
October 2020
✓ In high expectation of a positive developments related to COVID-19 crisis and
a mild rebound of economy with 3.5% yoy real GDP growth in 2021
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✓

Negotiations over a new three-year arrangement in amount of EUR
750 mn, through the Extended Fund Facility (EFF), with the
International Monetary Fund (IMF) has started during November
2020. At the session of the Fiscal Council on December 11th, some
of the reforms requested by the IMF were not acceptable for Republic
of Srpska (RS) so no agreement was reached on the text of the Letter
of Intent. The road to new borrowing from the IMF seems will be
longer than expected.

✓

Revival of external demand is driving the recovery of real sector in
B&H. In October Exports of goods finally managed to break 16
months long negative strike of recessionary trends which lasted since
Q2 2019. Thus, exports of goods have posted the first positive yearon-year (yoy) growth rate of 0.6% yoy and the highest nominal value
of exports since May-2019 of BAM 1.02 bn.

✓

Despite expectations bh. authorities did not introduce “light lockdown” and closing of shopping malls and hospitality services in B&H.
However, introduction of tighter measures of movement and
gathering of people resulted in expected first signs of weakening in
retail sales and services in the first month of Q4 2020. B&H retail
sales plunged deeper as of October by -7.1% yoy along with
reporting declines in all segments in mom terms.

✓

Total loan growth in banking sector further slumped to negative area
in October 2020 (-0.6% yoy) reporting two months in a row of
negative lending for the first time after the Global financial crisis
(GFC). Dynamics of the credit growth to private sector and lack of
demand for financing primarily by companies but also households,
clearly show how deep contraction of economy is in 2020.

✓

B&H authorities have ordered 1.23 mn of vaccine for Q1 2021 as
part of the COVAX facility within the WHO program, which is enough
for 16% population so far. In expectation of positive outlook related
to COVID-19 crisis globally we have officially revised our FY 2021
target up to mild rebound of 3.5% yoy in real GDP growth, as we
expect positive news on the vaccine availability to boost upwards
consumer and private sector confidence in B&H.
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Key figures
Key macroeconomic and banking sector indicators of Bosnia and Herzegovina

Note for
✓
✓
✓
✓
✓

column of the last available data:
GDP and real economy: GDP data as of Q2 2020; Industrial production and retail trade index as of October-20.
Balance of payments: Trade balance and foreign reserves as of October-20. BoP data as of Q2 2020;
Prices, wages, unemployment: Prices as of October-20; Wages as of September-20.
Fiscal position: Public debt as of Q2 2020
Banking sector indicators: Assets, loans and deposits as of October-20. Key FSI as of Q3 2020.

Source: Agency for Statistics of B&H, Central Bank of B&H, Raiffeisen BANK dd BiH
Forecasts updates from December 2020;
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Politics
Intense month of international community presence in
B&H and Western Balkans
Negotiations over the new EFF

Source: Raiffeisen RESEARCH

The administration of the newly elect US president Joe Biden should be
committed to strengthening democracy and stopping the influence of
Russia and China in the Western Balkans through cooperation with the
European Union, that is one of the main recommendations before the US
Congress. They referred to the Dayton Peace Agreement, saying that its
formula was temporary and that it’s no longer viable in view of the
international community. As they say, Dayton today serves the interests of
those who fuel ethnic tensions. The USA administration seems to have
higher focus on B&H and Western Balkans in general, within the
mandate of the new president elect. The situation strains as even Russian
foreign minister, Mr. Lavrov comes to visit B&H and Serbia on December
14-15.
After Local Elections in Bosnia and Herzegovina and (not) surprising loss
of political power for nationalist parties in major cities in B&H (Sarajevo,
Banja Luka), the issue of Mostar remains, elections are scheduled for
December 20th.
B&H institutions in line with the announcement have started the
negotiation over EUR 750 mn, a three-year arrangement through the
Extended Fund Facility with the IMF during November 2020. In
explanation of the request the authorities state that the funds will be used
to mitigate the negative consequences of the second wave of the COVID19 pandemic. The news that the Council of Ministers of BiH is asking the
International Monetary Fund (IMF) for an arrangement has provoked a
series of public criticism and opposition alarming that the key would be
necessary reforms requested which (usually) were not fully implemented
while it is not known how much money has been directed to the budget
spending.
However, so far only some of the requirements have been publicly
mentioned within the list of the reforms and requirements required by the
IMF within the Letter of Intent which is in process of negotiation with the
authorities. Also, in addition to agreeing of the list of the requirement
with the creditor, the real problem will be also to agree on the
distribution of funds between the State and the two entities. Republic of
Srpska, which is in tighter financial and budget situation compared to the
Federation of BiH, is asking for higher share in total funds than it was
usual percentage within the country’s split. RS is no longer satisfied with
the usual 33 percent but would ask for 40 to 45 percent of the entire
arrangement, which by itself could be a significant stumbling block in the
negotiations.
So far it is known that one of the imperatives and requirements for the
Federal government would be to unblock the work of the Securities
Commission of the Federation of BiH. The private sector financing has
been blocked while millions of BAM in transactions of recapitalization,
mergers and corporative actions have to be approved by the
Commission which has not been appointed due to political blockage for
more than a year. In addition, it was released that the IMF requested
setting up some of the registers and regulatory bodies important for the
functioning of the banking and financial system at the state level. The
IMF is asking for transfer of the register of accounts of natural persons to
the Central Bank of B&H, the certified signature, but also establishing of
the Financial Stability Fund as part of the State Agency for the Deposits
Insurance. Officials from Republika Srpska stated that they will not
support the transfer of any competencies to the State level, even if
required by the IMF and a new arrangement. At the session of the Fiscal
Council on December 11th, which was also attended by the IMF
representatives, no agreement was reached on the text of the Letter of
Intent. The road to new borrowing from the International Monetary Fund
(IMF) seems will be longer than expected.
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Real sector developments
Real sector rebound: Two step forward, one step back

Key export categories yoy %

Source: CBBH, Raiffeisen BANK dd BiH

Best recovering exports % yoy

Source CBBH, Raiffeisen BANK dd BiH

Key export categories in yoy %

Source: CBBH, Raiffeisen BANK dd BiH

After promising September’s rebound in most of the heavy weight real
sector indicators, October’s data brought signs of bumpy recovery road
ahead of us. Due to booming COVID-19 infection numbers across Europe,
light-lock downs and/or additional restrictions were imposed across the
European countries and in B&H resulting in weakening in recovery
momentum in Q4 2020 as expected especially in services and private
consumption driven sectors.
Our expectation for exports of goods and industrial production dynamics
in Q4 was that the new containment measures would hurt recovery that
deeply as in services, although would not bring necessary tailwind for
further recovery. Therefore, in October exports of goods finally managed
to break 16 months long negative strike of recessionary trends which
lasted since Q2 2019. Thus, exports of goods in October posted the first
positive year-on-year (yoy) growth rate of 0.6% yoy and the highest
nominal value since May-2019 of BAM 1.02 bn.
The best performance and contribution to growth of overall exports of
goods out of the largest exports categories was reported in: Furniture
(19.2% yoy) Machinery and mechanical appliances (10.1% yoy,), followed
by Wood and wood products (6% yoy), Plastic and rubber products (20%
yoy) and Prepared foodstuff (7% yoy). Positive performance was also
reported in exports of Agricultural products - fresh Vegetables and fruits,
Animals and Vegetable fats due to some beneficiary arrangements for
exports of agricultural products signed in 2020. However, their share is still
moderate and makes in sum 5% of total exports of goods. Despite
currently low share in total exports, B&H agricultural industry shows signs
of higher competitiveness in international markets which could be
exploited in the future.
However, Base metals, Mineral products and Chemicals due to still
negative price effect in international markets but also Textile and Footwear
as some of the largest export categories still report negative performance
as of October, thus representing the key obstacle for more prominent
revival of exports performance.
Hence, as of October total exports of goods in the first ten months
amounted to BAM 8.6 bn which is -11.2% yoy lower amount compared to
previous year and in line with our FY target for 2020 of -10.1% yoy. All
main 7 exports categories which make more than 60% of exports were in
negative territory compared to the same period in 2019, led by Base
metals (-21.9 yoy), Mineral products (-20.6% yoy), Footwear (-15.3% yoy).
Other categories reported less steep decline Wood and wood products (9.1% yoy), while Furniture, Textile products, Machinery reported decline
lower than 5%. Only positive yoy rates were reported in exports in Food
industry (5.6% of total exports): with Prepared food staff (8.4% yoy), Fruit
and vegetable and Animal production double-digit yoy growth rates which
shows increasing competitiveness of B&H Food industry in the EU markets.
Thus, B&H managed to report surplus in foreign trade in following
categories: Furniture (BAM 552.9 mn), Wood and wood products (BAM
357.6 mn), Footwear (BAM 287.7), Arms and ammunition (BAM 124.1
mn) while the Base metals which used to be the category with largest
surplus reported deep deficit in 2020. In terms of the key markets, the EU
still makes 73% of total exports of goods while the CEFTA countries make
15.9% of total exports, while our top 5 individual markets are: Germany
(15.7%), Croatia (13.1%), Serbia (10.9%), Austria (9.8%) and Italy (9.6%).
The strongest rebound in October was reported in exports to the EU, or to
Germany, Croatia and Slovenia and Turkey were B&H reports positive yoy
growth rates in October. Overall trade surplus B&H reports in trade with
Austria, Switzerland, Bulgaria and Slovenia.
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Real sector developments
Net trade of goods will positively contribute to GDP in
2020
Key import categories in yoy %

Source: CBBH, Raiffeisen BANK dd BiH

Industrial production yoy %

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

Industrial production (BAM)

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

On the other hand, import dynamics which are indicator of the domestic
demand and private consumption strength shows some signs of wavering
in October as yoy growth rate posted slightly deeper decline than in
September. Total imports of goods in October declined by 6.3% yoy
although its nominal value was the highest reported in 2020 and
amounted to BAM 1.6 bn. However, this temporarily weakness in yoy
dynamics is mostly driven by decline in Mineral products imports while by
more detailed analysis in structure of the imports, some categories of
imports are showing the first signs of rebound connected mostly to public
infrastructural investments ahead of the Local Elections, due to increase
of Base metal and Machinery imports. However, widespread recovery of
private consumption and demand has not still been visible in the past
couple of months.
Hence, in the first ten months of 2020 total imports amounted to BAM
13.9 bn and was down by 14.8% yoy which is in line with our FY 2020
estimate of -14% yoy. The largest decline in the same period reported
Mineral product (-40.7%) mostly driven by plunge of oil products prices
in international markets, followed by Transport vehicles and Machinery
(-26% yoy and -10% yoy) and Metal products which show how deep
decline of investment activity in B&H economy still is. We can say that all
major imports categories except some minor items, are in negative
territory in the first ten months of 2020, while negative trend will be kept
in Q4 with exception only for Prepared foodstuff.
Overall trade deficit of goods in the first ten months of 2020 was
reported in amount of BAM 5.32 bn which was 20% lower than in the
past year and stood at -15.5% of GDP for 2020. This is mostly in line
with our FY target for trade deficit of -18.7% GDP which is already at
historically low and below the consensus forecast for B&H. Therefore,
net trade of goods in 2020 and stronger decline of imports than exports
will contribute positively to overall GDP in 2020.
Industrial production as the largest category of B&H economy (19.5%)
continue with reporting some of relief dynamics in the first month of Q4
2020 mostly driven my abovementioned strengthening in external
demand and positive performance of exports. Overall industrial
production index was up by 0.5% in month-on-month terms, while it was
down by -1.2% compared to same month of previous year, which is the
best performance since Jan-2020. Compared to the level of production
in pervious year in Oct-2020 Mining and Electricity production finally
managed to go out of contraction territory. Also rebound in external
demand resulted in brightening up of dynamics and sentiment in
Manufacturing as the major segment of industry in B&H, which was
down -1.8% yoy in October-20 which is the best performance since
January-20. Positive performance and exports in Furniture, Wood
products, Machinery and electrical products was visible also in positive
indices of these goods in Manufacturing production in October 2020.
Overall industrial production index was down by -7.5% yoy as of
October 2020 resulting in only slightly upward revision of the overall
industrial production index for FY 2020 to -7% yoy as we expect to see
only minor slow-down in exports and manufacturing dynamics due to
new COVID-19 light lockdowns in Europe and SEE region compared to
effects it would have in services. However, as already said structural
problems and weaknesses in B&H industry which hit industry in B&H
already in Q2 2019 (closing down of some of major producers) will lead
to somewhat slower recovery in industry in B&H that in other export
driven industries in SEE region in 2021 (4% yoy).
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Real sector developments
Beginning of Q4 have not brought hope for recovery;
construction sector positive two quarters in row

Retail sales index

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

Retail sales per categories

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

Tourism categories

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

B&H retail sales index extended its downward trend in October 2020
being -7.1% down yoy pointing that fragile economic recovery is
wavering. With avoided lockdowns and restrictions when it comes to
retail shopping malls and stores, expected positive trend was disrupted
already at the beginning of Q4 2020. Suppressed consumption due to
second wave of infections erased glimmers of hope for recovery as all
key Retail sales reported mom and yoy declines in October. Automotive
fuel sales led the most the overall negative pressure on the index since
the start of COVID-19 pandemic, with more pronounced decline in
October 2020 by -17.9% yoy. Food retail sales was dropping by -2.8%
yoy while Non-food retail was declining even more by -4.8% yoy.
September’s recovery and positive rebound for all categories on monthly
bases reverted in October when total retail sales index again dropped by
-1.3% mom. Key categories within the index also were with negative
monthly growth rates: Automotive fuel sales being down by -4% mom
and Non-food retail sales dropping by -1.6% mom. IT equipment
turnover recorded strongest decrease in October by -16.2% mom after
two months of strong increase due to start of the remote schools and
work. Hence, the retail trade as the second most important pillar of the
economy (14.5% of GDP) was down by -8.6% yoy in the first ten months
of 2020. It seems that due to rise in second wave of COVID-19 infections
in October and tightening of containment measures, consumer sentiment
was clouded again. Thus, as we expected deceleration in retail sales
dynamics is expected to continue in Q4 due to worsening of COVID-19
situation and our FY target for retail sales index at -6.5% yoy could be
subject to slight downward revision.
B&H Agency for statistics released data on construction sector for Q3
2020 showing that this segment of real sector remained relatively
resilient despite the ongoing crisis and economic slowdown. Authorities
have not imposed any restrictions for construction sector which made
constructor sites working undisturbedly through 2020. Furthermore,
intensified construction works due to the Local Elections and previously
signed contracts kept construction sector in safe positive area. According
to the published data, the seasonally adjusted construction production in
Q3 2020 increased by 0.9% qoq. Depending on the type of construction
objects, in the same period construction work on buildings increased by
0.8% qoq while civil engineering works increased by 1.1% qoq.
Furthermore, in Q3 2020 the number of sold new dwellings went up by
43% compared to the Q3 2019 with 918 units sold at average price of
BAM 1,651 which is higher by 1.6% than in the same quarter last year.
On the other hand, number of building permits issued in October of
2020, compared to the average number of building permits issued in
2019, decreased by -1.1% and compared to the October of 2019,
decreased by -5.3%. This might indicate slowdown momentum in Q4
2020 and challenging conditions for this sector to avoid also light
recession in 2020.
Although, the Government of B&H is implementing necessary measures
to mitigate the impact of the COVID-19 outbreak and is in process of
disbursing the wave 2 of COVID-19 fiscal support measures in amount
of BAM 10 mn to Tourism industry, this sector is still among the most
affected ones with a massive decline in tourist arrivals in period March –
October. Due to travel restrictions and many borders fully closed,
international arrivals plunged -70% yoy in the first ten months of 2020
with 429K tourist visits, accompanied with 1.09 mn or -63.5% yoy
overnight stays. The overall share of tourists from abroad was 40%.
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Labor market and inflation
September brought unexpected turnaround in labor
market

Labor market figures

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

Structure of unemployed

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

CPI (% yoy)

Source: Agency for Statistics of B&H,
Raiffeisen BANK dd BiH

The last month of Q3 brought unexpected positive turnaround in bh.
labor market in terms of unemployed number after the COVID-19 hit.
Therefore, number of unemployed went down by 9.6K people compared
to month before bringing the official unemployment rate down to 34.1%
which is decline by 80 bps compared to month before. Although some of
the job losses after the COVID-19 hit were brought back to official bh.
economy with reported rebound of economy in Q3, still 19.5K people
were left without job compared to March 2020 level. Out of the total
number of unemployed 32.1% were highly skilled workers while 29.3%
were people with secondary education level, while majority of
unemployed or 57% are women. However, with newly imposed
restrictions affecting mostly services sector starting with Q4 2020 we do
not expect further continuation of robust decline in unemployment
figures. Hence, our current unemployment rate for FY 2020 in range of
17.2% to 17.5% is still valid.
Official number of employed persons in Sept-20 was increased by 7.1K
people up to 806.4K which means that the labor force in B&H declined
by 2.5K people. Hence, in total economy number of employed is still
lower by 24K people compared to level before the COVID-19 hit. The
Public administration and public sector services are sectors with the
largest employment in Sept-20 with 31.6%, followed by Industry 25.9%
and Retail and wholesale trade 18.5%. However, Industry and Retail
sales are the sectors which lost the most workers during the COVID-19
crisis which stands at 12.3K people as of Sep-20 or 63% of total people
who lost their jobs in the crisis.
At the end coming to the wage dynamics in the economy, overall positive
trend was continued in Spet-20 in both gross and net wages. Average
gross wage went up to BAM 1,485 being up by 4.9% yoy. Net wage on
the other hand reached BAM 962 on average in Sep-20 and was higher
4.5% yoy despite overall negative trends and increase of unemployment
in the economy of B&H.
B&H has substantial impact of the supply side inflation through the
imported inflation effects as the country is fully oil and gas dependent.
The start of COVID-19 crisis resulting in substantial oil prices plunge in
the international markets already in April and we have been the first who
have cut down the inflation outlook to deflationary territory in B&H in
2020. Hence, transport and housing costs (25% of the CPI basket),
highly correlated to oil and gas prices reported strong deflationary trends
through 2020 thus affecting also overall CPI dynamics as expected.
Dampening effect of the previous oil prices plunge is still burdening the
CPI which has dived further in October by -1.6% yoy, followed by slight
rise in mom terms by 0.7%. Transport prices brought largest negative
impact to overall index, as they are still reporting double-digit drop-in
October of -10.7% yoy as well as -0.4% drop on monthly level. Second
category, highly dependent on oil and gas prices – Housing also
reported a decline by -1.2% yoy. In addition, category Clothing and
footwear is still in deep deflation territory, dropping by -8.7% yoy
followed also by Furnishings and household equipment with the decline
by -1.7% yoy as most of the retailers offered substantial discounts
through the year. On the other hand, the strongest price increase in
October recorded category Alcoholic beverages & tobacco with increase
by 3.6% yoy due to annual harmonization of excise taxes on tobacco
products, followed by Restaurant and hotels which reported an increase
by 1.9% yoy. Overall, inflation rate has been averaging -0.9% yoy in the
first 10 months of the year. Hence, considering collapsed domestic
demand and severe contraction in economy, we have revised our FY
2020 inflation target down by 20 bps to -0.7% yoy.
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Banking sector
Negative tendencies continue in lending to private
sector

FSI in bh. Banking sector

Source: Central Bank of B&H,
Raiffeisen BANK dd BiH

Loan dynamics

Source: Central Bank of B&H,
Raiffeisen BANK dd BiH

Deposits dynamics

Source: Central Bank of B&H,
Raiffeisen BANK dd BiH

Central bank of B&H (CBBH) has published report on B&H banking
sector FSIs performance in Q3 2020 (FSIs – Financial Soundness
indicators), according to which net profit of B&H banking sector
expectedly stumbled to BAM 206 mn which is decline by 37.2% yoy. Even
though significantly affected banking sector in B&H is still strong and
stable, showing no early warning signs of crisis. Accordingly, key
profitability indicators in Q3 2020 shrunk further ROA to 0.9% (ROA in
Q3 2019 1.15%) and ROE to 7% (ROE in Q3 2019 11.1%).
Precautionary pullback from non-essentials spending and lack of
investment appetite in these conditions, reduced demand for loan
products. Hence, interest revenues in banking sector declined by -4.1%
yoy to BAM 601.4 mn or 56.4% of total generated revenues in banking
sector.
In the same period the amount of NPLs was kept on the lower level of
6.6% of total loans, same as in Q1 2020, which is at the same time
lowest reading since Q4 2009. This was direct result of the temporary
measures taken by the entity regulators and introduction of moratorium
and grace period for the affected by the COVID-19 crisis. In the structure
of total NPLs, retail NPLs rose to 5.9% from 5.8% in Q2 2020, while
corporate NPLs went down to 7.2% from 7.5% in previous quarter. The
liquidity ratio improved in Q3 to 28% from 27.3% in Q2 2020. Capital
adequacy ratio has settled at 18.3% well above legal requirement of
12%.
Data on deposits structure published by CBBH in October showed that
confidence in banking sector is evident and strong with total deposits
rising to BAM 24.5 bn. Although at decelerate growth rate of 4.01% yoy,
this is the record high amount considerably fueled by Citizen’s savings
growth at steady 3.5% yoy to BAM 13.4 bn. On the other hand,
corporate deposits representing 24.6% of total deposits, grew further by
9.4% yoy to BAM 6 bn.
Dynamics of lending growth in B&H banking sector in October showed
further deepening of contractionary dynamics by -0.6% yoy, which was
not seen since the Global Financial Crisis. In the total credit portfolio
structure, Corporate loans mostly contributed to the negative loan
dynamics in October as well, with negative growth rate for seventh
month in row of -2.5% yoy and the lowest value since October 2015.
This is also one of good indicators how private sector investments are on
hold due to high uncertainty over the economic outlook.
The generator of loan growth – Household loans, registered lowest
growth rate since January 2011 of only 0.2% yoy with mortgage and
small business loans being in positive area, while consumer non-purpose
loans reported negative performance for the third month in row.
Declining consumer loans are illustrating how strongly hit private
consumption and demand in B&H are after the COVID-19 hit.
Positive dynamics in loan growth was recorded only in subcategory of
Public loans being up by 8.1% yoy in October, but overall contribution of
6% of total loans is not significant to push total loans stronger in positive
area. With October's data being published pointing to absence of
rebound in lending dynamics, our FY 2020 target of 1.8% yoy growth of
total loans is in question considering that implementation of Guarantee
scheme program, based on which we made our forecast for the end of
the year, came across large obstacles due to complicated procedures
and lower guarantee coverage ratio for the banks compared to EU
standards.
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We have revised upwards our real GDP target upwards
to 3.5% yoy
Key indicators recovery

Source: RBI/Raiffeisen RESEARCH
Raiffeisen BANK dd BiH

Unemplyoment and inflation

Source: RBI/Raiffeisen RESEARCH
Raiffeisen BANK dd BiH

C/A, FX reserves and FDIs

Source: RBI/Raiffeisen RESEARCH
Raiffeisen BANK dd BiH

In the last two weeks the trend of newly infected has slowed down in B&H
with 30 people daily infected on 100K people (or 1000 daily on
average), though the trend of decline was overshadowed by the highest
mortality rate in the CEE of 5% on average. Nevertheless, these trends
and especially high mortality rate have not been strong reasons for the
central governments in B&H to introduce the “light-lock down” similar to
the model in other European countries as we had expected previous
month. It seems that the governments are trying to avoid even light lockdown of retail stores and shopping malls, tourism and hospitality services
sectors which are important for the country’s economy (18% of GDP).
Therefore, we expect to see still high numbers in B&H until the end of the
year and winter part of Q1 in terms of COVID-19 infected along with
very contained measures for movement of people and economic activity
especially in services sector. B&H authorities have ordered 1.23 mn of
vaccine for Q1 2021 as part of the COVAX facility within the WHO
program, which is enough for 16% population so far.
B&H was in the group of countries less affected by the COVID-19 crisis in
Q2 with GDP decline of 9.2% yoy, although the rebound in H2 2020 has
been quite weak. We still expect release of Q3 GDP, however the heavy
weight indicators (industrial production, retail sales, external trade data
and tax collection) suggest that GDP in Q3 will be in range of -5% to 6% yoy due to very low rebound in private consumption and retail sales
dynamics in absence of tourism season and citizens from bh. diaspora
who usually lift up Q3 performance. In addition, also rebound in exports
and investments was very slow during the summer months. With
additionally introduced containment measures in October and especially
November, economic dynamics will be under further downward pressure
in Q4 especially in area of services and overall private consumption.
Industrial production and exports in Q4 are expected to be less affected.
Our current Q4 GDP forecast is in range of -6% to -7% yoy. Therefore,
our FY targeted GDP for 2020 remain intact at -5.2% yoy balanced
between better than expected H1 2020 and weaker than forecasted H2
2020.
With promising news related to outlook on availability of the vaccine
world-wide during 2021 which was major break-through in November
2020, our global and B&H economic outlook proved to be correct. We
still expect diminished dynamics due to COVID-19 containment
measures in Q1, with first positive rebound in Q2 and more substantial
peeking up of economic dynamics as of Q3 after the spread of positive
effects of vaccine globally. Therefore, we have slightly revised upwards
our expected real GDP growth for 2021 from current 3% yoy to 3.5% yoy
of real GDP growth in 2021, as we expect that positive news on the
vaccine availability will boost upwards consumer and private sector
investment confidence over the economic outlook. However, we are a bit
more conservative vs consensus’s real GDP target of 4.2% yoy in 2021,
as we do not expect substantial peeking up in public investment cycle or
more extensive and effective COVID-19 fiscal support measures in B&H.
The authorities have announced the new set of the COVID-19 fiscal
support measures for 2021 through the wage and interest subventions
for loan financing and increase of flexibility in the Guarantee funds use.
The size of support measures has not been still defined, but the
governments have started the negotiations with the IMF for the new
Extended Fund Facility (EFF) program in size of EUR 750 mn which
should be available until end of Q1 2021.
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Public debt (% of GDP)

FX reserves (EUR bn)

EUR/BAM (avg)
1.96

1.96

1.96

1.96

1.96

2017

2018

2019

2020f

2021f

Source: Central Bank of B&H, Raiffeisen BANK dd BiH
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