✓ Former German Minister of Agriculture and CSU politician Mr. Christian Schmidt
should become a new High Representative of the International Community in BiH
✓ Substantial improvements of the COVID-19 trends in B&H in January 2021 –
however outlook on vaccination process in B&H is quite unsecure
✓ B&H authorities failed to agree the Letter of Intent with the IMF for the EFF in
amount of EUR 750 mn – the next chance for negotiations could not be expected
before spring 2021
✓ Released Q3 GDP almost fully matched our expectation with GDP collapsing by 6.3% yoy driven by collapse in exports of goods and services and investments
✓ Negative lending growth to private sector deepens in banking market in
November 2020 being at levels not seen since GFC
✓ FY GDP for 2020 was slightly downside adjusted to -4.8% yoy vs. -5.2% yoy
which was valid since April 2020, followed by very modest rebound by 3% yoy in
2021.
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✓

Former German Minister of Agriculture and CSU politician Mr.
Christian Schmidt should become a new High Representative of the
International Community in Bosnia and Herzegovina (B&H) and
replace Austrian Mr. Valentin Inzko in that position who has been in
the position for almost 12 years. The most important members of the
Peace Implementation Council (PIC) have already been informed of
these intentions.

✓

COVID-19 numbers in the country substantially improved in the first
three weeks of January in B&H, in terms of numbers of new infected
but number of fatalities putting in the group of the best performing in
Jan-2021. However, the vaccination program has not started in the
country which should get the vaccines as part of the COVAX – WHO
program which firstly indicated that the countries among the program
will receive the vaccines in May 2021 earliest. However, the latest info
is that the country should receive the first vaccine in late February
2020.

✓

The Fiscal Council of Bosnia and Herzegovina (B&H) has failed to
agree on a set of the reforms within the Letter of Intent (LOI) for the
new EFF (Extended Fund Facility) arrangement with the International
Monetary Fund (IMF). B&H will have the next opportunity to reach a
debt agreement in the amount of EUR 750 million which should be
mostly directed for programs to overcome the consequences caused
by the COVID-19 pandemic earliest in spring 2021 after the Article IV
mission.

✓

Q3 GDP for B&H released in the first week of January 2021 almost
fully matched our expectation with GDP collapsing by -6.3% yoy,
while based on the last months high frequency data we expected
decline in Q3 in range of -5% to -6% yoy. As expected, rebound in
H2 2020 started on a very weak foot as GDP on quarterly basis
increase in Q3 by pale 3.9% qoq after collapse by -10.4% qoq in
Q2. A high-frequency data show that despite additional prolongation
of containment measures in services sectors in Q4, we can expect
sluggish rebound with our Q4 GDP estimate for yoy decline in range
of -5% to -5.5% yoy. This result in only minor adjustment of our
overall FY GDP for 2020 to -4.8% yoy vs. -5.2% yoy which was valid
since April 2020. Hence, also our real GDP 2021 forecast was
revised slightly downwards to 3% yoy.
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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 Q3 2020; Industrial production and retail trade index as of November-20.
Balance of payments: Trade balance and foreign reserves as of November-20. BoP data as of Q3 2020;
Prices, wages, unemployment: Prices as of November-20; Wages as of October-20.
Fiscal position: Public debt as of Q2 2020
Banking sector indicators: Assets, loans and deposits as of November-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 January 2021;
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Politics
The International Community agreed on a new High
Representative in Bosnia and Herzegovina
New HR in B&H has been agreed

Former German Minister of Agriculture and CSU politician Mr. Christian
Schmidt should become a new High Representative of the International
Community in BiH and replace Austrian Mr. Valentin Inzko in that
position who has been in the position for almost 12 years. The most
important members of the Peace Implementation Council (PIC) have
already been informed of these intentions approved also by Russia. The
change in staff indicates a new policy of the international
community towards B&H. According to diplomatic sources, the country

Source: Raiffeisen RESEARCH

needs to be thoroughly reformed. The current High Representative, Mr.
Inzko, and his predecessor, Mr Christian Schwarz-Schilling, have already
provided guidance in the recent months. Both believe that the rule of
corrupt nationalist politicians must be limited in the short-term. The
judicial system must be thoroughly reformed, the constitution of the
country based on Dayton Peace Agreement improved, war crimes must
no longer be glorified, which includes secessionist narratives and rising
fascism.
People all over the planet are full of hope that the arrival of the new year
will be one of the first steps towards ending the global COVID-19
pandemic. The European Union will procure Pfizer/BioNTechna and
Moderna vaccine, which is expected to be produced in larger quantities
in 2021. However, a strong withstand was seen from everyone in the
Western Balkans by the news that the distribution of vaccines through the
Covax program (procurement system for poor countries through the
WHO) for which all countries paid 5 billion dollars, will not begin before
May 2021. This means that EU countries will almost do complete
vaccination of their population at the point when the countries of the
Western Balkans could start vaccinating their people. B&H has paid for
1.23 mn of vaccines through this program which is enough for
vaccination of 16% of population. The latest indication that the vaccine
could be the earliest in end of February in the country and to start with
vaccination process. However, also other Western Balkan countries are
also in the very early stages and slow pace of vaccination with low
number of vaccinated in Serbia, Albania, Kosovo, Montenegro and
Northern Macedonia. Though, the latest news indicates that in B&H, the
Council of Ministers of B&H has adopted the initiative which enables the
state Ministry of civil affairs for direct negotiations and public
procurement with the producers which could enable additional number
of vaccines to the country until the year end.
The Fiscal Council of Bosnia and Herzegovina has failed to agree on a
set of the reforms within the Letter of Intent (LOI) for the new EFF
(Extended Fund Facility) arrangement with the International Monetary
Fund (IMF). Bosnia and Herzegovina will have the next opportunity to
reach a debt agreement in the amount of EUR 750 million, which should
be mostly directed for programs to overcome the consequences caused
by the COVID-19 pandemic earliest in the spring of 2020 after the
Article IV mission is done. According to the 2020 Work Program, the
Council of Ministers of B&H did very little in a year to fulfill the given
promises of the parties that formed it, so only three percent of the laws
within the Program have been passed, with low probability that the
Program will be fulfilled even with a half by the end of the 2022
mandate. In any case, B&H is entering the new year, 2021, with very
unstable positions in the State and Federal level government and not
knowing the exact outcome of the elections in the city of Mostar, where
the political pressures are rising from many parties for new counting of
the votes in Mostar.
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GDP Q3 developments
Q3 GDP shows collapse by -6.3% yoy matching our
expectation
GDP categories % yoy Q1-Q3

Source: CBBH, Raiffeisen BANK dd BiH

Key drivers of GDP % yoy

Source CBBH, Raiffeisen BANK dd BiH

Source: CBBH, Raiffeisen BANK dd BiH

Quarterly GDP performance

Source: CBBH, Raiffeisen BANK dd BiH

The first week of January 2021 brought release of Q3 GDP for B&H which
almost fully matching our expectation. Namely, GDP in Q3 collapsed by
-6.3% yoy, while based on the last months high frequency data we
expected decline in Q3 in range of -5% to -6% yoy. As expected, rebound
in H2 2020 started on a very weak foot, as GDP on quarterly basis
increase in Q3 by pale 3.9% qoq after collapse by -10.4% qoq in Q2.
The largest contribution to overall decline of GDP in Q3 on annual level
came from still deep slump in exports of goods and services (-22% yoy in
Q3, especially due to absence of services exports and revenues from
tourism exports), followed by decline in gross investments (-13% yoy). Also
as expected modest rebound was reported in private consumption in
absence of tourism season and citizens from bh. diaspora who usually lift
up Q3 performance. Hence, overall private consumption in Q3 was down
by -3.1% yoy even though it was a bit better than we have expected.
Therefore, overall domestic demand (consumption and investments)
improved its dynamics in Q3 a bit better than we have been expected, thus
resulting in lower decline of imports of goods and services by -14.3% yoy.
As expected, general government consumption was the only positive GDP
category increasing by 0.3% yoy.
Looking on the production side of GDP, the only “surprise” was deeper
collapse in Transport and warehousing which almost doubled their losses
in yoy terms in Q3 than in Q2 thus being the largest contributor to overall
GDP decline (-45.8% yoy in Q3 vs. -23.9% yoy in Q2) mostly as result of
B&H citizens being on the red lists for travelling due to worsening COVID19 situation and vice versa. Other industries mostly were in line with
expectations – Wholesale and retail trade halved their losses with their
quarterly performance of decline by -10.8% yoy being the second largest
negative GDP contributor (as it makes 13.8% of GDP, thus contributed 1.6 percentage points to overall GDP decline). Manufacturing industry
(12.3% share in GDP) which also reported half lower decline in Q3 by
-6.9% yoy thus making -0.8 percentage points (pp) of overall economy
decline in Q3. Although being only 2% of GDP – Accommodation and
hospitality services (Tourism services) in line with expectation showed only
minor improvement in Q3 being down almost 50% compared to previous
year (-48% yoy) and contributing -1.2 pp to overall GDP decline. Very
important negative driver of overall GDP decline in Q3 was decline in Tax
collection and tax contribution which collapsed by -5.6% yoy thus driving
GDP decline by additional -1 pp.
Coming to more resilient industries during the COVID-19 crisis, the
situation remains similar to Q2. Agriculture, Information and
communication, Construction, Public administration, Health and Education
and other administrative services were the sectors with positive growth in
Q3 GDP. The most important “positive buffer” was solid growth of
Agriculture (5.6% yoy), Construction (3.5% yoy) and Information and
communication (2.3% yoy) which all will report overall positive FY 2020
growth. Only “surprise” came from the Financial services which reported
decline in yoy terms in Q3 by -0.6% with also quite negative outlook for
Q4 due to decline of overall credit growth and demand in the banking
sector, although FY 2020 should remain in positive area.
Although overall GDP in Q3 was mostly matching our expectation, highfrequency data (exports, imports, retail sales, industrial production) show
that despite additional prolongation of containment measures in Q4 in
services sectors we can expect sluggish rebound in Q4 with our Q4 GDP
estimate for yoy decline in range of -5% to -5.5% yoy. This result in only
minor adjustment of our overall FY GDP for 2020 to -4.8% yoy vs. -5.2%
yoy which was valid since April 2020.
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BoP developments as of Q3
Collapse in tourism revenues and slow rebound in
exports drives the C/A deficit up in Q3 2020
BoP key developments (mn BAM)

Source: CBBH, Raiffeisen BANK dd BiH

Financing of C/A deficit

Source: CBBH, Raiffeisen BANK dd BiH

C/A vs. Net FDI (in BAM mn)

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

Source: CBBH, Raiffeisen BANK dd BiH

In beginning of January 2021, Balance of payments (BoP) for Q3 2020
was released by the CBBH. C/A deficit in Q3 increased more than 5
times compared to amount reported in the same period last year, mostly
thanks to vanishing tourism exports revenues. These revenues are
usually the highest in Q3 each year thanks to summer tourist season,
bringing usually down the C/A deficit in Q3. Hence, overall C/A deficit in
Q3 amounted to BAM 385.9 mn which is 514% yoy higher vs. BAM 63
mn in Q3 2019. The increase of C/A deficit was driven mostly by
collapse in Services account surpluses by 61% yoy, but also by rebound
in Trade of goods deficit and dynamics of imports and exports compared
to amounts reported during full lock-down in Q2.
Primary and
Secondary income accounts inflows were mostly in line with expectations
as remittances from bh. diaspora declined by -14% yoy, while on Capital
account FDI inflow not surprisingly was the lowest in Q3 out of all
quarters in 2020.
Hence, overall C/A deficit in period Q1-Q3 2020, amounted to BAM 1
bn (EUR 510 mn) which is increase by 29% compared to same period of
2019 and accounts to -2.9% of GDP for 2020. Hence, C/A deficit has
been close to our FY forecast of -3.1% GDP showing need for a slight
upward adjustment of our target to -3.5% to -3.8% GDP.
By analyzing underlying components, there were no major surprises in
Trade of goods deficit, as it’s been reporting similar dynamics to Q2
2020. Overall Trade of goods deficit in Q1-Q3 2020, amounted to BAM
-4.7 bn being lower by -21% yoy and stood at -13.6% of GDP for 2020
thus matching our FY estimated of -18.6% GDP. Thus, dynamics in the
trade of goods has been mostly in line with our expectation showing still
deeper decline of imports than exports, even though pace of rebound in
exports of goods has been quite sluggish in Q3. However, the weakest
link in the C/A developments in Q1-Q3 of 2020 period is crash in
revenues from exports of tourism services which in this period amounted
to BAM 1.6 bn which is decline by 50% yoy. In Q4 we do not expect any
major rebound in tourism revenues inflow. Therefore, very important
segment for C/A deficit balancing of B&H, surplus in the Services account
in the first three quarters was lower by 55%, meaning that B&H lost more
than BAM 1.2 bn revenues due to impact of the COVID-19 crisis on B&H
Tourism industry.
In addition, finally coming to the most important segment for stabilizing
the C/A deficit of B&H – Secondary income (remittances from the bh.
diaspora) continued with the same trend as in the Q2, thus reporting in
the first three quarters decline of surplus by -13% yoy amounting to BAM
2.6 bn which means that B&H has lost BAM 404 mn remittances in the
first three quarters of 2020. Our first estimate of the COVID-19 crisis hit
we have estimated loss of overall inflow of remittances by 10-12% yoy in
2020 which proved to be a good estimate.
In the Capital account, Q3 brought extremely low net inflow of FDIs in in
amount of BAM 87 mn, meaning that overall net inflow as of Q3 of FDIs
in the country stood at EUR 239 mn which puts our very conservative FY
target of EUR 440 mn of net inflow or 2.5% GDP slightly under the
downward pressure down to 1.8% GDP.
Taking into account all the above-mentioned trends in the BoP account
and the C/A especially, C/A deficit in Q1-Q3 has been close to our FY
forecast of -3.1% GDP showing need for a slight upward adjustment of
our target to -3.5% to -3.8% GDP in 2020 in line with the latest trends.
Our 2021 target remains intact for the time being of C/A deficit at -4.5%
GDP.
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Real sector developments
Both industrial output and retail sales index contracted,
although at much slower pace in November

Industrial output (% yoy)

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

Retail sales index

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

Recession in industrial production which started in 2019 would most
certainly extend in 2020 as a result of shutting-down of production
facilities of some of major producers in 2019 and weaker economic
activity in 2020 mostly reflected on manufacturing industry. Although
October’s and November’s readings saw modest recovery with lower
negative annual growth rates compared to the previous period, as well
as positive month-on-month dynamics (0.05% and 1.7%t respectively),
Some relief dynamics recorded in October driven by stronger external
demand and positive performance of exports, diminished in November
as total exports of goods in November was also reporting slight decline
by -1.8% yoy. Accordingly, in November 2020, overall industrial
production index went down by -1.9% yoy pointing to still troubled
conditions in this sector while rebound of exports driven Manufacturing
and external demand has not been reached. According to November's
readings, not the single category of this index recorded increase this
month: Mining declined by -8.3% yoy, Manufacturing by -1.7% yoy and
Electricity supply by -0.3% yoy. Within the most hit category in November
“Mining”, subcategories that suffered strongest decline were: Mining of
metal ores with decline by -14.3% yoy and Mining of coal and lignite
dropping by -9% yoy. Given the negative trend in 2020 for eleven
months in row, the industrial production index for the first 11 months of
2020 declined by
-7% yoy which is in line with our target rate for FY
2020. Nevertheless, as key industrial segment - Manufacturing is
dominantly export oriented, despite some rebound seen in the H2 2020
it will take longer period of time for B&H industrial output to hit level of
production which was recorded before 2019 when recessionary trends
started.
B&H retail sales showed very weak positive turnover and dynamics in
November when it comes to monthly data with overall retail index being
up by 0.9% mom. Two main categories of retail sales index: Automotive
fuel and non-food products contributed positively to overall index
performance with increase by 1.3% and 1.9% mom respectively, while
category food product went down by 0.7% mom. Contrary to monthly
developments, the retail trade index has not brought turnover in dynamic
when it comes to yoy data, so index dropped even more than expected
by -7.3% yoy thus marking the 9th straight month of decline. November
brought the highest number of infected in the country and although
authorities have not introduced expected more strict containment
measures which would result with closing shopping malls and introduce
stricter restriction of movements, many small businesses were still closed
and shut down permanently and people in general held back on
spending. All three main categories of the index contracted this month,
so retail sale of automotive fuel collapsed by -15.5% yoy, food retail
trade went down by -5.9% yoy while non-food retail trade decreased by 4.5% yoy. Positive contribution to the index reported retail sales of sport
equipment and toys rising by 14.4% yoy and retail sales of pharmacy
products with increase by 7.9% yoy.
All in all, since the begging of the year the retail trade index was down
by -8.5% yoy and is heading toward its first negative full-year growth rate
since data for the whole country are available (2013).
As we expected only deceleration in retail sales dynamics to continue in
Q4 due to COVID-19 situation in November our FY target for retail sales
index was revised slightly down to -8% yoy.
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Real sector developments
Unexpected positive rebound in labor market during
September and October, but unemployment rate is still
high

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

According to the latest figures published by the State Agency for Statistics
for Oct-20, positive rebound from the previous month continued in
October as well with additional 3.6K of people less on the
unemployment bureaus in the country. Positive trend from the last two
months under review brought the official unemployment rate below 34%,
more precisely to 33.9% which is 20 bps below the previous month
reading, which is the lowest rate since March 2020. Latest positive
dynamics is still in the shadow of overall negative picture painted from
the start of the corona outbreak in March 2020 with 15.9K people were
left unemployed since. Out of the total number of job seekers, 236K or
57% were women. In comparison to the same period of the year before,
unemployment in B&H was higher by 13K persons or 3.3%. In the
structure of total unemployed persons, the largest share have highly
skilled workers (32%) and workers with secondary education level
(29.1%). Even though September and October brought positive rebound
in the statistics data, we do not expect stronger decline in unemployment
figures until the end of the year so we will keep our current
unemployment target for FY 2020 closed to 17%.
According to the State Agency for Statistics, the number of employed
people in B&H in October 2020 stood at 807.9K, of whom 348.6 were
women. In comparison to September 2020, the number of employed
people increased by 0.2% which is 1,635 persons. Manufacturing
industry employs the highest number of total employed persons or
20.1%, thereupon is Retail and Wholesale with 18.2% persons employed.
Overall positive trend in wage dynamics also was continued in Oct-20.
Average gross wage remained at the same level as September's reading
of BAM 1,485 which is increase by 3.1% yoy. Net wage on the other
hand reached BAM 961 in Oct-20 and was higher 3.1% yoy. In addition
to all above, State Agency for the Statistics published Labor Force Survey
for the Q2 2020 according to which there were 1.38 mn active persons
in B&H, out of which 1.16 million (84%) were employed and 220 thsd
(16%) were unemployed persons. The number of employed persons for
the Q2 2020 increased 0.9% qoq and the number of unemployed
persons decreased 4.1% qoq. There were 1.55 mn inactive persons in in
seeking jobs in the same period which is the same number as Q1 2020.
According to the Agency for Statistics consumer price index (CPI) in
October remained at same level as month before decreasing by -1.6%
yoy. On a monthly comparison basis, CPI rose 0.1% in October, after
adding 0.7% in September- CPI deflation trend was fueled mostly by
categories: clothing and footwear and transport prices which decreased
by -11.2% and -10.8% yoy in October, respectively. This is not surprising
B&H due to fact country is fully oil and gas dependent. Transport and
housing costs (25% of the CPI basket), highly correlated to oil and gas
prices which reported strong deflationary trends through 2020 thus
affecting negatively overall CPI dynamics as expected.
On the other hand, prices of food and non-alcoholic beverages rose by
1% yoy in October, prices of alcoholic beverages and tobacco increased
by 3.5% and prices in restaurant and hotels increased by 1.8% yoy. On
monthly bases categories other miscellaneous goods and services and
maintenance of the house posted strongest increase by 0.4% mom.
All in all, due to the fact that inflation rate has had average of -0.9% yoy
in the first eleven months of the year, we have slightly revised downwards
our FY 2020 inflation target by 20 bps to -0.9% yoy since we do not
expect positive rebound in domestic demand and price level in the last
month of the year.
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Banking sector
Household loans generator of overall loan dynamics in
negative area in November, for the first time since GFC

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

Banking Agency of Republic of Srpska published their report on the
banking sector performance for Q3 2020 by the mid December, so data
for the both entities (FB&H and RS) for Q3 are available now. Namely, as
of 30.09.2020, in B&H operated 23 banks with total of 9,514 employees
which is 2.3% less than in the same period 2019. As mentioned in the
previous report, the profitability of the banking sector deteriorated further
with BAM 206 mn of net profit in Q3 which is down by 37.2% compared
to Q3 2019. Over 60% of total revenues represents interest revenues that
have continued its downward trend started in 2012 intensifying further in
2020 due to COVID-19 outbreak and introduced relief measures for
affected borrowers. Consequently, as of Q3 2020 the gross interest
revenues came down to BAM 743.8 mn (-3.4% yoy). The other revenues
amounted to BAM 464.8 mn (-1.8% yoy) dominantly consisted of service
fees. Consequently, the total revenues amounted to BAM 1.21 bn (-2.8%
yoy) out of which 72% of revenues have been generated in FB&H
banking sector where 15 of 23 banks operates. Total expenses came up
to BAM 995.9 mn (9.9% yoy) out of which BAM 142.4 mn (-0.5% yoy)
refers to interest costs and BAM 853.6 mn (11.9% yoy) to other costs.
This is the highest expenses amount for the period (Q1-Q3) since 2014.
Although profitability of the banking sector worsened as a result of
weaker economic activity as well as introduced relief measures for clients
in order to reduce the risk of default, the stability of the banking sector
was not threatened in the period of crisis. Total assets of the banking
sector reached BAM 32.5 bn which is slightly more (0.5% yoy) than in the
same period last year. Total loans went up by 1.6% yoy to BAM 20.6 bn
while on the funding side total deposits also went up by 1.3% yoy to BAM
25.5 bn.
November figures on loans and deposits published by CBBH have not
came as a surprise, total deposit continued its slow pace growth, while
loans negative dynamics worsened on both annual and monthly level.
Total deposits continue to rise reaching record high amount of BAM 24.9
bn at growth rate of 5.04% yoy. Steady growth rate of retail savings by
3.5% yoy (four months in row) to BAM 13.48 bn was followed with first
double digit growth rate of corporate deposit after four months of 12.4%
yoy which led to record high amount of this category of BAM 6.16 bn.
On the other side, corporate loans descended even more in November
with negative growth rate of -3.56% yoy, pushing the overall loans
dynamics deeper in negative area. Thus, total loans amounted BAM 20.4
bn in November which is -1.2% yoy lower than in the same period 2019
and -0.03% lower than month before. In addition to that, household
loans also, registered decline by -0.09% yoy to BAM 9.93 bn, which is
the first negative growth rate since 2010. Even though mortgage loans
are constantly recoding rising (7.9% yoy in November), non-purpose
retail loans are registering decline four months in row, plunging by -2%
in November. Considering non purpose loans share in total retail loans
of 74%, negative performance of this loan category pushed the retail
loans in negative territory.
Given the fact that previously anticipated growth of overall loan portfolio
grounded on expected positive impact of Entity Guarantee scheme
program in Q4 2020 has not been materialized as baseline scenario as
it came across many obstacles in implementation, our FY target for 2020
for credit growth has been revised downward to -1.2% yoy which is the
first year of credit growth decline since 2009-2010 global financial crisis.

9

Economic outlook
We have adjusted slightly downwards our forecasted
real GDP growth to -4.8% in 2020 and 3% in 2021
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

The first three weeks of January 2021 brought positive news in terms of
the COVID-19 developments in B&H, with only 13 people daily infected
on 100K people or (468 people on average until January 18th), which
puts B&H in the group of one of the best performing countries in CEE
and Europe in terms of the COVID-19 containment.
However, the only negative trend which will remain and characterize
overall situation with COVID-19 in B&H is the high overall fatality rate of
5.7% which one of the highest among the CEE countries. Substantially
improving trends in terms of COVID-19 in B&H, for many has been
surprise, as the country has been implementing one of the “softer lockdowns measures” compared to other especially Wester European
countries. However, it seems that the country has reached already “some
level of herd immunity” as the second wave in B&H has started much
earlier than in the EU, during summer 2020, with very high numbers of
daily infected. We do not expect any major changes in Q1 in terms of
the containment measures in the country. Currently country has
introduced the curfew starting from 11 pm, while cafes and restaurants
are also allowed to work until the curfew. The higher grades of the
schools are mostly remotely working while lower grades and
kindergartens are working normally. Coming to the vaccination process,
B&H authorities have ordered and paid for 1.23 mn as part of the
COVAX facility within the WHO program which is enough for 16%
population so far and which should be distributed to the country within
Q1 2021 earliest according to the latest info. Hence, the vaccination in
B&H in 2021 is expected to be slow-paced, as the authorities have only
initiated direct negotiations and procurements with the vaccine producers
global wide.
As said, Q3 GDP was in line with our Q3 estimate reporting plunge by
-6.3% yoy (our estimate was in range of -5% to -6% yoo) thus brining
overall GDP performance in Q1-Q3 period to -4.5% yoy. H1 2020 GDP
performance was a bit better than expected mostly thanks to better
performing private consumption. From the heavy weight indicators
perspective for Q4 2020 (industrial production, external trade data and
to some extent retail sales and construct data) we see that current
containment measures in services are not affecting especially industrial
production and exports rebound in Q4 and slight rebound in retail sales.
Hence, we expect lower decline in Q4 2020 in range of -5% to -5.5%
yoy which bring overall GDP performance in range of -4.5% to -4.8%
yoy being the main reason for our slight downward adjustment of our FY
2020 to -4.8% yoy (from initial -5.2% yoy since April 2020). Also, we
adjusted the pace of recovery of 2021 GDP to 3% yoy in real terms as it
seems that the distribution and vaccination process in Western Balkan
countries will have quite slow-paced resulting in slow lifting up of all
containment measures and normalization of economic dynamics.
In addition, coming to other leading indicators, we have been one of the
first who forecasted the deflation in B&H economy in 2020 which should
end at -0.9% yoy in 2020 (vs. our first forecast of -0.5%) followed by
rebound to 1.3% yoy in 2021. We have slightly cut down our expected
unemployment rate down to -17% as the latest official data show
increase of employment in the country. Our C/A deficit after the release
of Q3 2020 BoP data shows only slight upward pressure on C/A deficit
to -3.7% GDP vs. -3.1% GDP as the slump in services account is quite
heavy while rebound in imports of goods is better than expected. With
slight rebound of GDP and especially investments in 2021, we expect
increase of the C/A deficit to -4.5% GDP in 2021. The deficit and public
debt data and targets remained unchanged with -3.5% GDP and 38%
GDP respectively in 2020.
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