


RER no.10 highlights:

® All economies of the Western Balkans
continue to grow, showing improvements
in employment and poverty reduction.

® Investment continues to make robust
contributions to growth. After several
years of moderation, consumption
accelerated in all countries based on
improved labor market outcomes and/or
higher public wages and transfers.

® In the countries pursuing consolidation,
fiscal accounts have also improved,
reducing deficits, lowering fiscal risks,
and stabilizing debt levels. But in other
countries revenue growth struggled to
compensate for increased spending,
hurting fiscal balances and debt levels.

® Amid the complex global environment,
sustaining and strengthening growth will
require continued commitment to address
remaining external vulnerabilities, lower
fiscal imbalances and boldly implement
structural reforms.
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The six countries of South East Europe
(SEE6)—Albania, Bosnia and Herzegovina
(BiH), FYR Macedonia,
Montenegro, and Serbia—must operate

Kosovo,

within a complicated global environment.
Political, institutional, and policy uncertainty
in advanced economies, still low commodity
prices, and exceptionally low interest rates
dampen global growth expectations. Growth
is slow everywhere, and the European Union
(EU), a major destination for SEE6 exports,
this year is estimated to grow 1.9 percent,
even less than last year’s 2 percent. In Europe,
uncertainty has been heightened by the
referendum decision in the United Kingdom
to exit the EU, the ongoing crisis in Greece,
pressures on Italian banks, political tensions in
Turkey, and the continuing refugee crisis. Brexit
has renewed the debate about the future of the
EU and the potential impact on states that are
on the path to accession. But SEE6 countries
continue to pursue firmly their aspirations for
integration with the EU, with several countries
this year having opened new chapters.

Table A. Recovery consolidates through 2018
Real GDP growth 2015 2016 2017f 2018f

(percent)

Albania 28 32 35 35
Bosnia and Herzegovina 3.0 2.8 3.2 3.7
Kosovo 39 36 39 37
Macedonia, FYR 37 20 33 37
Montenegro 32 32 36 30
Serbia 0.7 25 28 35
SEE6 22 27 32 36

Sources: Data from central banks and national statistical offices, World
Bank staff projections.
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Despite the external context, growth in
SEEG is firming up. We project growth
to strengthen from 2.2 percent in 2015
to 2.7 percent in 2016, driven by robust
investment and recovering household
consumption. The regional expansion reflects
the recovery of growth primarily in Serbia,
and also in Albania (Table A). Investment
continues to drive growth, especially in
Albania, and Serbia. After

several years of moderation, consumption also

Montenegro,

accelerated, mainly fueled by improvements in
labor markets (Albania, Kosovo, and Serbia)
and higher public wages and transfers (FYR
Macedonia and Montenegro).

Resilient economic growth and labor market
reforms continue to support private sector job
creation. Combined with stronger economic
growth, reduced labor market rigidities resulted
in employment growth of 4.7 percent in
Serbia in the first half of 2016. Formalization
efforts contributed to 6.7 percent employment
growth in Albania. However, despite recent
improvements, employment is still below pre-
crisis levels in all SEE6 countries except FYR
Macedonia and Montenegro. Unemployment
continued to decline in most countries except
Montenegro, where it grew in part due to recent
public policy choices. However, the regional
average remains high at about 25 percent.

Risks to the near-term outlook of SEEG are
on the downside, with external positions
especially vulnerable. In 2016, the region’s
current account deficit (CAD) is expected to
hold at 6.4 percent of GDP, higher than in
2015 as the narrower deficit in Serbia is offset

OVERVIEW | IX
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by wider deficits in its neighbors. Larger trade
deficits, falling remittances, and dividend
payments to nonresident investors are driving
this dynamic for Albania, Montenegro, and
Kosovo. Lower income inflows and remittances
explain the wider CADs of Bosnia and
Herzegovina (BiH) and FYR Macedonia. After
surging in 2015, net inflows of foreign direct
investment (FDI) declined as a share of GDP in
2016 but continue to finance a large proportion
of the CADs. Portfolio flows declined for
several consecutive periods, reflecting negative
developments in international markets.
Countries that persisted with fiscal
consolidation efforts stabilized their public
and publicly guaranteed (PPG) debt for the
first time since the global crisis began. Fiscal
consolidations started to bear fruit, helping
reduce the region’s average fiscal deficic from
3.6 percent of GDP in 2015 to 3.4 percent
in 2016. These results were driven by Albania,
BiH, and Serbia that continue their fiscal
consolidation efforts and are expected to
record low or declining fiscal deficits this year
and declining public and publicly guaranteed
(PPG) debt for the first time since 2009. In
contrast, fiscal positions are likely to worsen
in Kosovo, FYR Macedonia, and Montenegro,
leading to larger PPG debts.

In most SEE countries lending to the private
sector is slowly recovering. Credit growth
has rebounded in Serbia as economic activity
geared up. Similarly, new lending has grown
in Albania, particularly for consumption, and
Kosovo, pushed by lower lending rates. Credit
growth stayed positive in FYR Macedonia and
Kosovo, although eroding confidence affected
corporate lending in the first part of 2016.
Credit growth has been weaker in Montenegro
because of low credit demand from the

X | OVERVIEW

corporate segment; and supply conditions in
BiH also kept credit growth down. Although
banks in the region are profitable, liquid, and
well-capitalized, non-performing loans (NPLs)
are still higher than they were before the crisis.

Near-term growth prospects for the SEEG
are positive, but the risks highlight the
importance of structural reforms for
successful rebalancing from domestic to
external sources of growth. Growth in the
region is forecast to rise from 2.7 percent in
2016 to 3.6 percent in 2018 because of greater
domestic demand—investment with support
from consumption—as well as recovering
exports. However, economic growth prospects
in the EU, and other uncertainties in the region
will continue to weigh on growth projections in
the SEE6. With most countries either emerging
from or entering the election cycle, political
uncertainty is exacerbating the risks, although
the beginning of a new political cycle provides
an opportunity to advance structural reforms.
Issues that are constraining SEEG potential
growth are the stubbornly high unemployment,
weak business and governance environment,
inferior delivery of public services, and shallow
global integration.



Resilient Growth
Amid Rising Risks






Growth in the SEE6 is likely to hit
2.7 percent this year, driven by the recovery
in Serbia, where GDP is expected to grow
by 2.5 percent (Figure 1.1). After negative or
minimal growth in 2014 and 2015, real GDP in
Serbia, the largest SEE6 economy has recovered
to the pre-crisis level—the last country in the
region to do so. Other SEE6 countries are
expected to repeat last year’s performance, with
a small pickup in growth for Albania, stable
growth for Montenegro, and mild deceleration
for Bosnia and Herzegovina (to 2.8 percent)
and Kosovo (to 3.6 percent). Growth in FYR
Macedonia is expected to decelerate abruptly
from 3.7 percent in 2015 to 2 percent in
2016 as prolonged political uncertainty
depresses economic activity, particularly private

investment.

Figure 1.1. SEE6: Growth performance
strengthens

Real GDP growth, 2014, 2015 and 2016f, percent

28 '
3 25 27

20 19

ALB BIH KOS  MKD MNE  SRB SEE6 EU
B 2014 2015 B 2016f

Sources: Data from central banks and national statistical offices, World
Bank staff projections.

Investment continues to make robust
contributions to growth. In 2016, investment
is expected to be primary source of growth
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for Albania, Montenegro, and Serbia and a
robust source for Kosovo and BiH (Figure
1.2). Private investment in large infrastructure
projects has stimulated growth in Albania
(mainly in the energy sector) and Bosnia and
Herzegovina (energy and tourism). For Serbia,
private investment—mainly driven by foreign
direct investment (FDI) in manufacturing
and construction—has been central. Kosovo
is expected to benefit from both public
investment (mainly in roads) and domestic
private investment. Montenegro’s growth has
been supported by a large publicly-financed
highway project. FYR Macedonia is the only
SEEG6 country where investment is expected to
limit growth; public investment has not been
sufficient to compensate for the steep decline
in private investment. The prolonged political
uncertainty has weakened investment which—
for the first time in six years—is subtracting
from growth in FYR Macedonia.

Consumption is, once again, a major
growth driver. Domestic consumption, a
primary engine of growth immediately after
the crisis, had a relatively minor role in 2015
but has since accelerated. It is driven by private
consumption, mainly fueled by positive
economic and labor market developments
(Albania, Serbia, BiH, and Kosovo) or generous
public wages and transfers (FYR Macedonia,
Kosovo, and Montenegro). As several countries
move forward with fiscal consolidation, growth

in government consumption is slowing.
As imports pick up, the contribution of net

CXPOI'tS becomes ncgativc. Net exports are

contributing negatively to growth this year in all

1. MODERATE ECONOMIC EXPANSION BUT HIGHER RISKS | 3
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Figure 1.2. Investment and consumption drive growth

Decomposition of real GDP growth, percent
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Sources: Data from central banks and national statistical offices, World Bank staff projections.

countries except Serbia, where manufacturing
exports are doing well, and Montenegro, due to
tourism. Unlike in 2015, services exports have
not been able to compensate for the prolonged
effects of low international commodity
prices in Albania and Kosovo. Imports are
rising in all countries, driven primarily by
investment-related needs, and to a lesser extent

consumption-related, imports.

The near-term growth prospects for the
SEEG are positive (Table 1.1). Growth in
the region is forecast to rise from 2.2 percent
in 2015 to 3.6 percent in 2018 as domestic
demand intensifies, boosted by investment
with support from consumption, and as
exports recover. In Serbia, BiH, and FYR
Macedonia, in the medium term growth is
expected to rise, supported by diversified
investment in productive activitdes and by
private consumption. In Albania, Kosovo, and
Montenegro—countries where large public
projects are part of the expansion—growth
is projected to slow down as project activities
level off. Consumption is expected to stay
strong, however, supported by continued

improvements in labor market outcomes.

4 | 1. MODERATE ECONOMIC EXPANSION BUT HIGHER RISKS

Table 1.1. Positive growth outlook
Real GDP growth 2015 2016f 2017f 2018

(percent)

Albania 28 32 35 35
Bosnia and Herzegovina 3.0 2.8 3.2 3.7
Kosovo 39 36 39 37
Macedonia, FYR 3.7 20 33 3.7
Montenegro 32 32 36 30
Serbia 0.7 25 28 35
SEE6 22 27 32 36

Sources: Data from central banks and national statistical offices, World
Bank staff projections.

Exports will benefit from a stable outlook for
the EU.

Therisks to the positive outlook are associated
with increasing external pressures. The
sluggish expansion in the EU, the uncertainty
about the implications of Brexit, continued
weakness in Greece, the political tensions in
Turkey, and the refugee crisis will continue to
weigh on SEE6 growth prospects. While the
direct impact of Brexit on the SEE6 is expected
to be small, indirect effects arising from lower
than expected growth in the EU could be
significant. Impacts could come through trade,
growth, and financial sector channels; the EU



is the biggest SEE6 trade partner and most of
its FDI originates there. Heightened volatility
could trigger investors’ flight to quality as risk
aversion rises, impacting external financing
through interest rates, exchange rates, and
capital flows. This would make it more difficult
to meet the region’s relatively large financing
needs. Increasing uncertainty about banking
stability in Italy or other EU countries hit by
Brexit could affect the parent banks of regional
intermediaries, leading to further deleveraging
and tighter credit. Across the region, however,
domestic funding and the inward orientation of
most financial/banking systems is a mitigating
factor. Finally, political tensions and security
concerns in Turkey may well bring about
a possible slowdown in Turkey’s economic
growth. That could have moderate impacts on
the SEEG through trade and investment links
but could also result in an increase in tourism

in the SEEG.

With most countries either emerging from
or entering the election cycle, political
uncertainty is heightened. In the past, SEEG
elections have often been accompanied by extra
spending or lower revenue collections. This
time, at least Albania, BiH, and Serbia seem to
have broken that pattern. However, as elections
approach pressures could intensify, which could
slow consolidation. In FYR Macedonia, the
effects of the prolonged political turmoil and
the uncertainty around elections are starting
to weaken the economy. Though FDI has been
somewhat resilient there, domestic investment
has plunged. On the fiscal side, wages,
pensions, and transfers have gone up markedly
this year in FYR Macedonia and Montenegro,
and in Albania poor planning and management
of investments could lead to the accumulation
of new arrears. Finally, in Kosovo, prolonged
political instability and lack of agreement

RESILIENT GROWTH AMID RISING RISKS

on sensitive topics such as demarcation of
the border with Montenegro have started to
discourage FDI. As new governments take
office, positive momentum in structural reforms
related to labor regulations, the business
climate, efficiency of public investments and
services, and economic integration could help
speed up growth.

1. MODERATE ECONOMIC EXPANSION BUT HIGHER RISKS | 5



SOUTH EAST EUROPE REGULAR ECONOMIC REPORT NO.10

Robust economic growth and labor market
reforms have continued to support job
creation in 2016, especially in the private
sector. Employment is still below pre-crisis
levels in all countries except FYR Macedonia
and Montenegro (Figures 2.1 and 2.2). Recent
labor market reforms in Serbia (2014) and
BiH (2015) are starting to generate dividends.
Combined with stronger economic activity, the
reduced labor market rigidities have resulted

Figure 2.1. Employment struggles to reach
pre-crisis levels

Except in Montenegro, positive labor
market developments are reducing high
unemployment. Despite the expansion in labor
force participation, in Albania unemployment
declined 0.7 pp and in Serbia 1.1 p.p. in the
first half of 2016. In contrast, the decline
in labor force participation further helped
reduce unemployment in BiH (by 2.3 pp) and
Macedonia (by 1.8 pp). Montenegro is the

only country where unemployment worsened.

Figure 2.2. Unemployment remains high
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in annual employment growth of 4.7 percent
in Serbia, half of it in the formal sector. In
Albania, formalization efforts have added to
the economic recovery, leading to a 6.7 percent
growth in employment, mainly in services and
manufacturing. Despite continuing job creation
in tourism and construction, Montenegro’s
employment growth has been subdued as many
women left their jobs to become eligible for the

new mother care lifetime benefit.

6 | 2. MORE JOBS CREATED, BUT STUBBORN UNEMPLOYMENT

Source: National statistical offices.
Note: Long-term unemployment is presented as percentage of the labor

force, instead of the conventional percentage of the unemployed. June
2010 to June 2016 changes are used.

Recent positive developments notwithstanding,
regional unemployment remains high, averaging
almost 25 percent in 2016 and ranging from
17 percent of the labor force in Albania to about
33 percent in Kosovo; more than 66 percent
of those unemployed have been jobless for
prolonged periods (Figure 1.2). The youth
unemployment rate is about double that of the
working-age population, which has implications
for future income generation (Box 1).
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Box 1. Youth unemployment in SEE6

Today, nearly 25 percent of the youth in the six South East European countries (SEEG6) is inactive—
not in employment, education, or training. Stubbornly high youth unemployment ranges from
38.8 percent in Montenegro to 54.3 percent in Bosnia and Herzegovina. These problems partly
reflect the difficulty the SEEG has had in recovering from the 2008 global financial crisis, which sent
already high youth unemployment soaring.

Economic growth affects employment opportunities for youth more than for adults. While the crisis
disproportionally hurts youth, it takes less economic growth to create jobs for youth than for adults
in periods of expansion.

Poor labor outcomes also embody deeper structural problems in SEE6, where not only unemployment
is high across the board, but labor force participation is low, especially for young women and
minorities. Rigid labor regulation constrains opportunities for those entering labor markets, and
taxation is relatively higher for low-wage and part-time workers—groups that are disproportionately
young—which discourages this type of work.

New SEEG labor market entrants are not equipped with the skills employers demand. Lack of access
to productive inputs and professional connections also worsens their prospects for entrepreneurship
as well as employment. Finally, certain cultural norms may narrow employment opportunities for
youth, particularly women and members of ethnic minorities; important countervailing policies are
to increase access to quality and affordable child care and make efforts over the long term to shift
norms to make opportunities more equal.

Addressing the challenges faced by the cyclically unemployed and structurally jobless young people
requires tailored policy responses. It is vital to keep youth engaged in the labor market during
recessions and build their human capital while the labor market recovers. For the structurally jobless,
the policy agenda is deeper; it is necessary to address the disincentives to work and hire youth that
are embedded in exclusionary labor regulations and labor taxation; equip new labor entrants with
the skills the market needs; and improve their access to productive inputs, such as land, finance, and
professional connections.

Source: South East Europe Regular Economic Report Special Topic Ten Messages About Youth Employment in South East Europe, World Bank
(forthcoming)

Combined with better

labor market unchanged in Kosovo and FYR Macedonia,

performance, low inflation has helped
boost the purchasing power of the poorest
households. In 2016, inflation in the SEEG6
region has been subdued even though growth
is recovering. After reaching 1 percent in 2015,
regional inflation is expected to reach 1.5 percent
in 2016 but will range from 1.5 percent in
BiH to 2 percent in Serbia. Consumer prices

are expected to decline in Montenegro, remain

and grow slowly in Albania. Most countries
have been affected by low international food
and oil prices, which disproportionally benefit
low-income houscholds. As a result, poverty
(measured as US$5/day at 2005 PPP) is
expected to decline in 2016 across the region.

In the near term economic growth is likely to

continue supporting positive labor market

2. MORE JOBS CREATED, BUT STUBBORN UNEMPLOYMENT | 7
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developments and poverty reduction. As
growth prospects firm up in the next year,
labor market outcomes should continue to
encourage income generation and employment
opportunities, particularly among vulnerable
segments of the population, so that poverty can
be expected to be reduced faster.

8 | 2. MORE JOBS CREATED, BUT STUBBORN UNEMPLOYMENT



On average, current account deficits in the
region deteriorated marginally in 2016, with
the narrowing in Serbia offset by a widening
in the other countries. Forced by the global
financial crisis to adjust, the average external
imbalance in SEEG halved between 2007 and
2015 (Figure 3.1). In 2016, the CAD for the
region remains at 6.6 percent, marginally higher
than the 6.2 percent in 2015. Larger trade
deficits and falling remittances are the driving
forces of this in Albania, Montenegro, and
Kosovo; lower income inflows and remittances
explain the wider deficits in BiH and
Macedonia. In Serbia, healthy manufacturing
exports and an improved balance of trade in
services drove the CAD to narrow, against the
regional trend.

Trade deficits expanded in commodity-
exporting countries but again narrowed in

manufacturing CXPOI'tCl'S. GOOdS CXPOl‘tS as

Figure 3.1. Current account deficits widened
slightly in 2016, except in Serbia

RESILIENT GROWTH AMID RISING RISKS

a share of GDP declined in Albania, Kosovo,
and Montenegro, mainly because of continuing
low international commodity prices. In
contrast, in Serbia and FYR Macedonia,
manufacturing exports expanded, helped by
positive growth in the EU. Meanwhile, imports
related to investment projects and recovering

consumption expanded.

For most countries FDI continues to be
the main source of external financing. FDI
inflows are expected to cover 20 to 100 percent
of the region’s CADs, despite declining as a
share of GDP this year in all SEE6 countries
except FYR Macedonia. Causes of the FDI
decline range from lower investment in
commodity activities due to low international
(Albania), of dividends

(Montenegro), and delays in a large investment

prices payout

project (Kosovo). Portfolio flows have now

declined for several consecutive periods,

Figure 3.2. Trade deficits dragged current
account balances down

Current account balance, select years
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Sources: Central banks and national statistical offices.
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Figure 3.3. FDI and Portfolio inflows
declined...

Figure 3.4. ...in most countries in SEE6
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reflecting both developments in international
markets and political uncertainty in several
countries. There has been no significant change
in external indebtedness as share of GDP,
although countries continue to take advantage
of still-favorable borrowing terms. International
reserves of 4.5 to 7.3 months offer support
should there be renewed external volatility.

External imbalances are expected to gradually
narrow in the near term as exports gain
momentum. CAD:s are expected to decline in
2017 and 2018 in all countries except Kosovo
and Montenegro, mainly because of a declining
trade balance. Services exports are expected
to pick up across the board. Goods exports
are expected to expand in Serbia and FYR
Macedonia, but to remain subdued in SEEG
commodity producers. Import pressures are
also expected to recede as investment projects
phase out. While financial volatility can cause
problems for covering the CAD, FDI and
external buffers (such as comfortable external
reserves) help relieve financing pressures in

most countries in the region.

]_ O | 3. EXTERNAL POSITIONS REMAIN VULNERABLE

Sources: Data from central banks and national statistical offices, World
Bank staff projections.

Table 3.1. Tighter External Outlook for SEE6

Percent of GDP 2015 2016 2017f 2018'
Goods exports 253 25.7 26.7 26.9
Trade balance -15.6 -15.2 -15.1 -15.2
Current account balance -6.2 -6.6 -6.6 -6.4

Foreign Direct 6.0 47 48 438
Investment

External debt 80.4 80.3 79.4 80.4

Sources: Data from central banks and national statistical offices,
WorldBank staff projections.




Fiscal consolidation is on track to reduce
the average fiscal deficit of the region to
3.3 percent of GDP in 2016, from 3.6 percent
in 2015. The extensive use of countercyclical
polices after the global crisis extinguished fiscal
buffers and led to steep increases in public debt
in most countries in the region. While the recent
decline is a welcome development, behind the
averages, there are two distinct developments.
Albania, BiH, and Serbia continue to pursue
fiscal consolidation in 2016, and are expected
to substantially reduce their fiscal deficits (or
maintain it low in the case of BiH). In contrast,
fiscal positions are worsening in Kosovo,
FYR Macedonia, and Montenegro because of
increasing current spending and large capital

inflows for projects.

While revenues expanded across the SEE6,
different spending patterns drive diverging
fiscal outcomes. Policy reforms and efforts

Figure 4.1. Fiscal consolidations reduced
deficits in Albania and Serbia...

RESILIENT GROWTH AMID RISING RISKS

to improve revenue collection in 2015 led
to higher revenue-to-GDP ratios in 2016 in
Albania, Kosovo, and FYR Macedonia and
helped contain the effect of slower one-off
revenues in BiH. Strengthened economic
activity contributed to the gains in Serbia
and Montenegro. Reforms constraining the
size of the public sector, wages, and transfers
are starting to bear fruit in Serbia, reductions
in current spending drove down the overall
spending-to-GDP ratio. In Albania, both
current and capital spending declined as a
share of GDP and arrears were cleared. In
BiH cuts in current spending created room for
more capital spending without pressuring the
fiscal balance. In contrast, in Kosovo and FYR
Macedonia, current spending expanded in line
with the political cycle. In Montenegro both
social transfers and capital spending drove the

expansion.

Figure 4.2. ...but expenditure pressures are
not matched by revenue performance in most
countries

Fiscal deficit, 2014-16, in percent of GDP

9
8
7
6
5
4
3
2
1
0
-1
-2
MNE  ALB SRB MKD KOS BIH SEE6
B 2014 2015 W 2016

Contribution to change in fiscal deficit, 2016, percent of GDP
4

0 °
-2
[ J
-4
MNE  ALB SRB MKD KOS BIH SEE6
B Expenditure Revenue @ Change in fiscal deficit

Sources: National statistical offices and Ministries of Finance, World Bank
staff projections.

Sources: National statistical offices and Ministries of Finance, World Bank
staff projections.
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For the first time since the global crisis,
fiscal consolidation is helping stabilize the
public and publicly guaranteed (PPG) debt.
Growth, smaller fiscal deficits, and muted
exchange rate effects contributed to a drop of
0.2-0.5 pp in the PPG debt-to-GDP ratios of
Albania, BiH, and Serbia, reversing the rising
trend experienced since 2009 (Figure 5.3). In
contrast, higher fiscal deficits and government
guarantees associated with infrastructure
projects contributed to an increase of 1 pp—
3.6 pp in the ratios of Kosovo, FYR Macedonia,
and Montenegro. In the aggregate, the regional
PPG debt-to-GDP ratio is expected to go up
by 1.6 pp. in 2016, reaching 56.5 percent by
year-end, which is 20 pp higher than before the

global financial crisis.

Figure 4.3. Fiscal consolidations help stabilize
public debt in Albania and Serbia

Public and publicly guaranteed debt, 2007, 2015, 2016, in
percent of GDP
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Sources: National statistical offices and Ministries of Finance, World Bank
staff projections.

Increasing reliance on external financing
exposes SEEG to exchange and refinancing
risks. Eurobond issuances are expected to
cover a large share of the financing needs of
Albania, FYR Macedonia, and Montenegro,
replacing traditional domestic sources. Large
investment projects weighing on the PPG debts
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of Montenegro and FYR Macedonia are also
financed externally. While this shift to external
financing has helped reduce average interest
rates and increase average maturity, it also has
exposed countries to the risks associated with

adverse changes in the external environment.

SEE6 countries are committed to fiscal
consolidation in the near term, in order
to start reducing public debt. By 2018, all
countries are expected to have lower fiscal
deficits, with adjustments ranging from
0.3 percent of GDP for BiH to 1.4 percent
for Albania. Public spending is driving the
consolidation efforts. Only Albania and FYR
Macedonia are expected to also bring in more
revenues. PPG debts in SEEG6 are expect to start
heading downward by 2018 in all countries
except Kosovo and Montenegro. While Kosovo’s
debrt is still low, the steep upward trajectory of
Montenegro’s public debt is raising questions
about its medium-term fiscal sustainability.

Table 4.1. SEE6: Fiscal developments and
outlook

Percent of GDP 2015 2016f 2017 2018

Public revenues 349 355 353 35.0

Public expenditures 38,5 389 383 375

Fiscal balance -3.6 -34 -3.0 -25

Public and publicly 55.3 56.5 56.9 56.5

guaranteed debt

Sources: National statistical offices, Ministries of Finance, World Bank staff
projections.
Note: Average weighted by GDP.



Credit growth is recovering, especially in
countries where the pick-up in economic
activity has stimulated demand. In Serbia
it rebounded dramatically, from a 12-month
contraction of 2 percent in October 2014 to an
expansion of 12.2 percent in July 2016, because
of stronger demand, mainly from small and
medium-sized private companies (Figure 5.1).
Similarly, new lending has grown in Albania,
particularly in the consumption segment.
Credit growth has continued to be positive in
Kosovo, supported by lower lending rates and
declining nonperforming loans (NPLs), and in
FYR Macedonia, although shaken confidence
slowed it down in the first part of 2016.

RESILIENT GROWTH AMID RISING RISKS

Credit growth has been less than 3 percent in
Montenegro and BiH, reflecting lower credit
demand from corporations in the former and

supply factors in the latter.

In general, banks in SEEG are well-capitalized
and liquid, with still-growing domination of
domestic deposits in the funding structure.
The deleveraging of foreign banks—instigated
by the global financial crisis and prolonged by
the pressure from the European Banking Union
to reduce balance sheets in some parent banks—
has driven up domestic deposits and reduced
average loan-to-deposit ratios. Deposits are the

largest funding source for banks, accounting in

Figure 5.1. Stronger economic activity drives private sector demand for credit

Credit growth, y/y 3 month moving average, Dec 2009-Jun 2016, percent
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Figure 5.2. Capital adequacy ratios remain
adequate

Figure 5.3. Nonperforming loans mostly
decline
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2016 for 54 percent of total liabilities (Albania)
to almost 86 percent (Kosovo). The average
loan-to-deposit ratio was about 92 percent in
mid-2016, down from 119 percent in 2008.
The capital adequacy of the system reached
an average of 17.3 percent in Q1 2016, which
should be sufficient to absorb identified risks in
the system (Figure 5.2).

Steps to improve resolution frameworks
have put NPLs on a declining trend in
most SEE6 countries. Serbia and Albania
adopted comprehensive strategies to address
the large share of distressed assets within the
banking system. A recent asset quality review
of 14 banks in Serbia revealed that none of the
banks participating in the review had a capital
adequacy ratio below the regulatory minimum
of 12 percent, but there was a need for further
re-classification and adjustment. Regulators
now require banks to write off fully provisioned
NPLs older than two years in FYR Macedonia
and three years in Albania. In Kosovo, a new
private bailiff system has been supporting
enforcement of collateral recovery, helping to
bring down NPLs. In BiH, the authorities in
Republika Srpska took measures, including a

Source: National central banks.

new insolvency law, to reinforce proceedings
for corporate bankruptcy and out-of-court
restructuring. In 2015 Montenegro adopted
a law on voluntary financial restructuring
known as the ‘Podgorica approach’ to guide
out-of-court restructuring of economically
viable companies. Despite these efforts, recent
increase in NPLs in Albania occurred, related

to the bankruptcy of a large banking group.

But more remains to be done in the region
as risks to financial stability persist, among
them still high NPLs, asset quality concerns,
and foreign currency lending to unhedged
borrowers. The regional average for NPLs is
about 14 percent, with levels even higher in
Albania (20 percent) and Serbia (19.6 percent).
The recent failures of domestic banks renewed
concerns about asset quality and the overall
health of specific banks, in particular in BiH
and Montenegro. In Albania, FYR Macedonia,
and Serbia, foreign currency lending is a high
40-70 percent of total lending, posing risks
to unhedged borrowers if there are nominal

exchange rate movements.
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In general, the near-term growth prospects
for the SEE6 economies continue to
be positive, assuming that progress on
structural reforms continue. The EU accession
negotiations have progressed well. The recovery
in economic growth is consolidating this
year, with projections of even higher growth
in 2017 and 2018. Growth has continued to
create jobs (a welcome change from the recent
past); employment growth picked up. Fiscal
accounts have also improved, reducing deficits
and fiscal risks and stabilizing debt levels in
some countries. Lending to the private sector
has also recovered considerably so far this year.
However, there are still notable risks, with
external positions especially vulnerable. The
sluggish expansion in the EU, the uncertainty
about the ripple effects of Brexit, continued
weakness in Greece, and the political tensions
in Turkey will continue to weigh on growth
prospects in the Western Balkans.

Now, more than ever, heightened risks
underscore the urgency of structural reforms
to reinforce the nascent rebalancing from
domestic to external sources of growth with
larger reliance on investment. The benefits of
job-creating growth need to be consolidated
and built on in order to break the cycle of
emigration, limited reforms, and slow growth.
And as previously discussed in this publication,
for that five areas of reforms are particularly

urgent:

® Eliminate disincentives and barriers to
formal employment, to enable faster
growth, job creation and poverty

reduction;

RESILIENT GROWTH AMID RISING RISKS

Improve the business climate and
governance to enable firms create more
jobs, expand, and increase productivity;
Enhance the equity, quality, and
efficiency of public services and social
protection systems, while reducing
government footprint;

Deepen global integration so that
economies benefit stronger from export
growth;

Ensure sustainable use of energy and
natural resources and stewardship of the

environment.
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SEEG6: Key Economic Indicators

2012 2013 2014 2015f 2016f 2017¢ 2018
Real GDP growth (percent)
Albania 1.4 1.0 1.8 2.8 3.2 3.5 3.5
Bosnia and Herzegovina -0.9 2.4 1.1 3.0 2.8 3.2 3.7
Kosovo 2.8 3.4 1.2 3.9 3.6 3.9 3.7
Macedonia, FYR -0.5 2.9 3.5 3.7 2.0 3.3 3.7
Montenegro -2.7 3.5 1.8 3.2 3.2 3.6 3.0
Serbia -1.0 2.6 -1.8 0.7 2.5 2.8 3.5
SEE6 -0.4 2.5 0.3 2.2 2.7 3.2 3.6
Consumer price inflation (percent, end of period)
Albania 2.4 1.9 0.7 1.9 1.8 2.3 3.0
Bosnia and Herzegovina 1.7 -1.4 -0.5 -1.3 -1.5 0.0 0.0
Kosovo 3.7 0.5 -0.4 -0.1 0.0 0.3 0.5
Macedonia, FYR 4.7 1.4 -0.3 -0.3 0.1 0.0 0.0
Montenegro 5.1 0.3 -0.3 1.4 0.5 2.2 2.2
Serbia 12.2 2.2 1.7 2.1 2.0 3.5 3.5
SEE6 7.0 1.2 0.7 1.0 1.5 3.0 3.2
Public expenditures (percent of GDP)
Albania 28.2 29.2 32.3 31.3 29.6 29.3 28.2
Bosnia and Herzegovina 45.8 44.8 45.8 42.6 43.7 44 .4 43.6
Kosovo 28.5 28.1 27.0 27.3 29.4 28.2 29.2
Macedonia, FYR 36.0 34.2 34.0 34.5 35.2 35.1 34.6
Montenegro 46.8 46.9 47.7 50.2 51.8 50.2 48.4
Serbia 46.6 43.5 46.3 44.8 43.7 42.6 42.0
SEE6 38.6 37.8 38.9 38.5 38.9 38.3 37.5
Public revenues (percent of GDP)

Albania 24.8 24.0 26.3 26.5 27.1 27.1 27.1
Bosnia and Herzegovina 43.8 42.7 43.8 43.2 43.1 43.8 43.3
Kosovo 25.9 25.2 24.4 25.4 26.9 26.6 26.6
Macedonia, FYR 32.1 30.2 29.8 30.9 31.1 31.7 31.6
Montenegro 40.9 42.3 44.6 42.2 43.7 42.1 41.1
Serbia 39.4 37.9 39.7 41.1 41.2 40.4 40.3
SEE6 34.5 33.7 34.8 34.9 35.5 35.3 35.0
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SEEG6: Key Economic Indicators

2012 2013 2014 2015° 2016 2017¢ 2018
Fiscal balance (percent of GDP)
Albania -3.4 -5.2 -6.0 -4.8 -2.5 -2.2 -1.1
Bosnia and Herzegovina -2.0 -2.1 -2.0 0.7 -0.6 -0.6 -0.3
Kosovo -2.6 -2.9 -2.6 2.1 -2.5 -1.6 -2.6
Macedonia, FYR -3.8 -3.9 -4.2 -3.6 -4.1 -3.4 -3.0
Montenegro -5.8 -4.6 -3.1 -8.0 -8.1 -8.1 -7.3
Serbia -7.2 -5.6 -6.6 -3.7 -2.5 -2.2 -1.7
SEE6 -4.1 -4.1 -4.1 -3.6 -3.4 -3.0 -2.5
Public debt (percent of GDP)
Albania 58.1 66.6 68.0 68.6 67.6 65.5 64.8
Bosnia and Herzegovina 36.6 37.7 41.8 41.9 41.5 39.7 37.4
Kosovo 6.9 7.8 9.4 11.9 13.1 14.7 16.2
Macedonia, FYR 33.7 34.2 38.2 37.9 40.8 42.7 43.9
Montenegro 65.4 66.8 68.8 68.1 72.3 76.4 78.6
Serbia 49.2 52.6 64.1 69.9 71.4 70.9 72.7
SEE6 41.6 44.3 48.4 49.7 51.1 51.7 52.3
Public and publicly guaranteed debt (percent of GDP)
Albania 62.1 70.4 72.1 72.7 72.5 70.7 67.8
Bosnia and Herzegovina 44.3 40.8 43.0 43.3 43.2 41.4 39.2
Kosovo 8.2 9.0 10.6 13.1 14.3 15.9 17.3
Macedonia, FYR 38.3 40.5 45.9 46.4 49.6 52.2 54.1
Montenegro 77.4 76.1 77.7 78.9 82.6 86.3 88.0
Serbia 57.4 60.9 71.8 77.2 76.8 75.2 72.7
SEE6 47.9 49.6 53.5 55.3 56.5 56.9 56.5
Goods exports (percent of GDP)

Albania 154 17.6 9.0 8.3 7.0 6.9 6.8
Bosnia and Herzegovina 22.6 24.3 24.2 24.7 24.2 23.9 23.5
Kosovo 5.6 5.5 5.8 5.6 5.2 5.3 5.4
Macedonia, FYR 304 29.1 325 334 34.0 35.0 36.4
Montenegro 12.3 11.8 10.3 9.0 8.8 8.7 8.5
Serbia 26.5 30.7 31.9 34.5 36.1 38.6 39.1
SEE6 22.5 24.7 24.3 25.3 25.7 26.7 26.9
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SEEG6: Key Economic Indicators

2012 2013 2014 2015f 2016f 2017¢ 2018
Trade balance (percent of GDP)
Albania -18.0 -17.5 -20.9 -18.2 -20.8 -21.6 -21.9
Bosnia and Herzegovina -24.0 -20.8 -22.7 -19.2 -17.3 -17.2 -17.7
Kosovo -34.3 -31.7 -31.0 -30.4 -31.7 -32.1 -32.9
Macedonia, FYR -22.4 -18.3 -17.6 -16.3 -16.4 -16.3 -15.9
Montenegro -24.5 -20.1 -19.8 -18.7 -19.2 -19.5 -19.5
Serbia -17.5 -11.2 -10.9 -9.9 -8.2 -7.7 -7.2
SEE6 -20.9 -16.7 -17.3 -15.6 -15.2 -15.1 -15.2
Current account balance (percent of GDP)
Albania -9.8 -10.5 -12.5 -11.7 -13.1 -13.0 -12.0
Bosnia and Herzegovina -8.8 -5.7 -7.5 -5.5 -6.2 -6.1 -5.6
Kosovo -7.5 -6.4 -7.9 9.1 -11.4 -12.6 -14.2
Macedonia, FYR -3.2 -1.6 -0.8 -1.4 2.1 -1.7 -1.4
Montenegro -18.5 -14.5 -15.2 -13.4 -14.2 -14.9 -15.2
Serbia -11.6 -6.1 -6.0 -4.8 -4.2 -3.9 -3.8
SEE6 -9.8 -6.5 -7.1 -6.2 -6.6 -6.6 -6.4
External debt (percent of GDP)
Albania 56.8 64.4 72.4 74.2 74.6 74.9 75.9
Bosnia and Herzegovina 74.7 73.8 76.9 76.6 74.3 72.1 70.0
Kosovo 30.0 30.2 31.2 33.4 33.9 34.6 35.1
Macedonia, FYR 66.1 64.0 70.3 69.9 72.0 71.4 70.9
Montenegro 144.8 142.3 145.2 147.9 149.2 149.6 150.3
Serbia 81.2 75.1 78.4 80.1 77.6 73.8 0.0
SEE6 75.6 75.0 79.1 80.4 80.3 79.4 80.4
Unemployment rate (period average, percent)

Albania 134 16.0 17.5 17.1 16.8 16.6 16.5
Bosnia and Herzegovina 28.1 27.5 27.5 27.7 25.4 n.a. n.a.
Kosovo 30.9 30.0 35.3 329 32.9 35.3 35.3
Macedonia, FYR 31.0 29.0 28.0 26.1 24.8 23.9 22.7
Montenegro 19.8 19.5 18.0 17.6 17.8 17.8 17.5
Serbia 24.0 22.1 19.2 17.7 16.8 159 16.9
SEE6 23.9 23.3 22.4 21.3 20.3 n.a. n.a

Source: World Bank calculations and projections on data from national authorities and World Economic Outlook (2015).

Last updated on 6/25/2015.
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ALBANIA 2012 2013 2014 2015 2016°¢ 2017f 2018f
GDP growth (% change, y-0-y) 1.4 1.0 1.8 2.8 3.2 3.5 3.5
Composition

Consumption 0.1 1.4 2.5 -1.0 0.9 1.1 1.8

Investment -2.8 -0.6 -1.2 2.9 2.8 2.5 2.0

Net exports 4.7 -16 2.1 0.8 -0.5 -0.1 -0.3

Exports -0.4 -7.2 0.9 -0.1 1.6 3.2 3.1
Imports (-) -5.1 -5.6 3.0 -09 2.1 3.3 3.4
Inflation, consumer prices 2.0 19 1.6 1.9 0.9 1.5 2.9
(% change, y-o0-y, period average)
Public revenues (percent of GDP) 248 240 263 265 271 271 27.1
Public expenditures (percent of GDP) 282 29.2 323 313 296 293 282

Of which:

Wage bill (percent of GDP) 5.2 5.2 5.1 5.1 4.7 4.7 4.7

Social benefits (percent of GDP) 9.0 9.5 9.9 9.8 10 10 10

Capital expenditures (percent of GDP) 4.6 4.8 4.3 4.2 3.7 3.7 3.7
Fiscal balance (percent of GDP) -3.4 -5.2 -6.0 -4.8 -2.5 -2.2 -1.1
Primary fiscal balance (percent of GDP) -0.3 -2.0 -3.1 -2.1 0.3 0.6 1.6
Public and publicly guaranteed debt 62.1 704 72,1 72.7 725 70.7 67.8
(percent of GDP)

Of which: External (percent of GDP) 286 269 296 335 346 337 333
Goods exports (percent of GDP) 154 17.6 9.0 8.3 7.0 6.9 6.8
Goods imports (percent of GDP) 356 349 299 296 316 320 305
Net services exports (percent of GDP) 2.2 -0.2 3.2 3.8 3.5 1.9
Trade balance (percent of GDP) -18 -175 -209 -181 -20.8 -21.6 -21.8
Remittance inflows (percent of GDP) 9.2 7.1 7.2 6.9 6.7 6.4 6.1
Current account balance (percent of GDP) -98 -105 -125 -11.7 -13.1 -13.0 120
Foreign direct investment inflows (percent of GDP) 6.5 9.2 8.2 7.4 7.1 7.1 6.5
External debt, total as percent of GDP 56.8 644 724 742 746 749 751
Real private credit growth (percent, period average) 1.4 -1.4 2.0 -0.8 4.2 4.0 4.0
Nonperforming loans 225 235 228 182 200 n.a n.a
(percent of gross loans, end of period)

Unemployment rate (percent, period average) 134 160 175 17.1 16.8 n.a n.a
Youth unemployment rate (percent, period average) 285 29.7 356 323 32 n.a n.a
Labor force participation rate 57.3 525 5B3.7 557 56 n.a n.a
(percent, period average)

GDP per capita, PPP (current international $) 10,109 10,255 10,645 10,926 11,517 11,920 12,337
Poverty rate at US$5/day, PPP 475 47.2 46.7 46.2 455 n.a n.a

(percent of population)
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BOSNIA AND HERZEGOVINA 2012 2013 2014 2015 2016 2017f 2018
Real GDP growth (percent) -0.9 2.4 1.1 3.0 2.8 3.2 3.7
Composition (percentage points):

Consumption n.a. n.a. n.a. 0.9 2.2 2.2 2.6

Investment n.a. n.a. n.a. 0.2 1.0 1.3 1.8

Net exports n.a. n.a. n.a. 2.0 -0.4 -0.3 -0.7

Exports n.a. n.a. n.a. 1.0 0.7 0.8 1.0
Imports (-) n.a. n.a. n.a. -0.9 1.1 1.2 1.7
Consumer price inflation 2.0 -0.1 -0.9 -1.0 -1.4 -0.5 0.5
(percent, period average)
Public revenues (percent of GDP) 43.8 42.7 43.8 43.2 43.1 43.8 43.3
Public expenditures (percent of GDP) 45.8 448 45.8 42.6 43.7 44 .4 43.6

Of which:

Wage bill (percent of GDP) 12.7 123 12.0 11.5 11.3 10.9 10.4

Social benefits (percent of GDP) 16.8 16.5 17.1 16.6 17.7 16.3 15.0

Capital expenditures (percent of GDP) 3.1 3.9 4.3 2.0 3.6 4.4 3.5
Fiscal balance (percent of GDP) 20 21 -2.0 0.7 -0.6 -0.6 -0.3
Primary fiscal balance (percent of GDP) -1.2 -1.4 -1.2 1.6 0.5 0.5 0.9
Public debt (percent of GDP) 36.6 37.7 41.8 41.9 41.5 39.7 37.4
Public and publicly guaranteed debt 443  40.8 43.0 43.3 43.2 n.a. n.a.
(percent of GDP)

Of which: External (percent of GDP) 27.5 283 30.9 30.8 30.7 n.a. n.a.
Goods exports (percent of GDP) 226 243 24.2 24 .4 24.2 23.9 23.5
Goods imports (percent of GDP) 53.5 520 53.9 50.5 49.0 48.3 48.3
Net services exports (percent of GDP) 7.0 6.8 7.0 7.1 7.5 7.3 7.1
Trade balance (percent of GDP) -24.0 -208 -22.7 -190 -17.3 -17.2 -17.7
Remittance inflows (percent of GDP) 8.1 8.1 8.5 8.3 8.2 8.0 7.7
Current account balance (percent of GDP) -8.8 -5.7 -7.5 -5.5 -6.2 -6.1 -5.6
Foreign direct investment inflows -2.0 -1.7 -2.6 -1.4 -1.1 -1.1 -1.1
(percent of GDP)

External debt (percent of GDP) 74.7 73.8 76.9 76.6 74.3 72.1 70.0
Real private credit growth 2.9 2.4 1.8 2.5 2.6 n.a. n.a.
(percent, period average)

Nonperforming loans 13.5 15.1 14.2 13.7 13.2 n.a. n.a.
(percent of gross loans, end of period)

Unemployment rate (percent, period average) 28.1 275 27.5 27.7 25.4 n.a. n.a.
Youth unemployment rate 63.3 588 62.9 62.3 54.3 n.a. n.a.
(percent, period average)

Labor force participation rate 440 43.6 43.7 441 43.1 n.a. n.a.

(percent, period average)

GDP per capita, PPP (current international $)

9,400.9 9,798.3 10,084.5 10,491.8 10,937.6 11,472.1 12,162.0

Poverty rate at US$5/day, PPP
(percent of population)

n.a.

n.a. n.a. n.a.

n.a.

n.a.

n.a.

Sources: Country authorities, World Bank estimates and projections.

Notes: Labor market data for 2015 are preliminary. Credit growth for 2015 reflect year-to-date annual rolling averages. Non-performing loans show year-to-date

actuals.
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KOSOVO 2012 2013 2014 2015 2016 2017 2018
Real GDP growth (percent) 2.8 3.4 1.2 3.9 3.6 3.9 3.7
Composition (percentage points):
Consumption 2.7 2.3 3.8 2.2 4.2 2.7 2.6
Investment -4.5 -0.1 -1.4 2.8 1.7 2.3 2.7
Net exports 4.5 1.2 -1.2 -1.1 -2.4 -1.1 -1.6
Exports 0.1 0.4 3.0 0.6 0.8 0.9 0.6
Imports (-) 44  -0.8 4.2 1.6 3.2 2.0 2.2
Consumer price inflation (percent, period average) 2.5 1.8 0.4 -0.5 0.0 0.3 0.5
Public revenues (percent of GDP) 259 252 244 254 269 266 266
Public expenditures (percent of GDP) 285 281 270 273 294 283 283
Of which:
Wage bill (percent of GDP) 8.1 7.9 9.1 9.1 9.2 9.2 9.4
Social benefits (percent of GDP) 3.7 4.2 6.1 6.9 7.4 7.4 7.6
Capital expenditures (percent of GDP) 10.8 10.1 7.5 7.4 7.0 7.7 7.6
Fiscal balance (percent of GDP) -2.6 -2.9 -2.6 -2.1 -2.5 -1.7 -1.4
Primary fiscal balance (percent of GDP) -2.4 -2.5 -2.4 -1.8 -2.2 -1.5 -1.2
Public debt (percent of GDP) 8.2 9.0 106 13.1 143 159 173
Of which: External (percent of GDP) 6.7 6.1 5.9 6.5 6.5 6.4 6.2
Goods exports (percent of GDP) 5.6 5.5 5.8 5.6 5.2 5.3 5.4
Goods imports (percent of GDP) 46.3 43.1 428 421 444 453 46.6
Net services exports (percent of GDP) 6.4 5.9 6.0 6.1 7.5 7.9 8.3
Trade balance (percent of GDP) -343 -316 -31.0 -30.3 -31.6 -32.1 -33.0
Remittance inflows (percent of GDP) 120 11.7 125 130 134 13.8 143
Current account balance (percent of GDP) -7.5 -6.4 -7.9 9.1 -114 -126 -14.2
Foreign direct investment inflows (percent of GDP) 4.5 5.3 2.7 5.6 3.7 4.5 5.2
External debt (percent of GDP) 30.0 30.2 312 334 339 346 351
Real private credit growth (percent, period average) 5.8 1.9 3.0 7.3 n.a. n.a. n.a.
Nonperforming loans 7.5 8.7 8.5 6.2 4.7 4.2 3.9
(percent of gross loans, end of period)
Unemployment rate (percent, period average) 30,9 30.0 353 329 n.a. n.a. n.a.
Youth unemployment rate (percent, period average) 55,3 559 61.0 57.7 n.a. n.a. n.a.
Labor force participation rate 369 405 416 376 n.a. n.a. n.a.
(percent, period average)
GDP per capita (US$) 3,600.7 3,877.2 4,053.6 3,560.9 3,623.8 3,683.4 3,728.7

Sources: Country authorities, World Bank estimates and projections.
Notes: Credit growth for 2015 reflects year-to-date annual rolling averages. Nonperforming loans show year-to-date actuals.
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FYR MACEDONIA 2012 2013 2014 2015 2016 2017f 2018f
Real GDP Growth (percent) -0.5 2.9 3.5 3.7 2.0 3.3 3.7
Composition (percentage points)

Consumption 1.3 1.4 1.6 3.0 3.2 2.5 2.6

Investment 2.7 0.1 3.8 0.0 -0.9 0.9 1.1

Net exports -4.5 1.3 -1.7 0.7 -0.3 0.0 0.1

Exports 0.9 2.6 8.0 2.3 2.5 2.9 3.6
Imports (-) 5.4 1.3 9.7 1.6 2.8 3.0 3.5
Consumer price inflation (percent, period average) 3.3 2.8 -0.3 -0.3 -0.1 0.6 1.4
Public revenues (percent of GDP) 32,1 302 298 309 31.1 31.7 316
Public expenditures (percent of GDP) 36.0 342 340 345 352 351 346

Of which:

Wage bill (percent of GDP) 7.7 7.2 7.0 6.9 6.9 6.9 6.8

Social transfers (percent of GDP) 149 148 149 148 157 155 154

Capital expenditures (percent of GDP) 5.2 4.4 4.3 4.4 3.9 4.1 4.2
Fiscal balance (percent of GDP) -3.8 -3.9 -4.2 -3.6 -4.1 -3.4 -3.0
Primary fiscal balance (percent of GDP) -2.9 -2.9 -3.2 -2.3 -2.8 -2.2 -1.9
Public debt (percent of GDP) 33.7 342 38.2 379 40.8 42.7 439
Public and publicly guaranteed debt 38.3 405 459 46.4 496 522 5H4.1
(percent of GDP)

Of which: External (percent of GDP) 256 255 319 313 346 36.1 379
Goods exports (percent of GDP) 304 29.1 325 334 340 350 364
Goods imports (percent of GDP) 56,9 520 543 534 551 56.0 572
Net services exports (percent of GDP) 4.1 4.6 4.2 3.8 4.7 4.8 4.8
Trade balance (percent of GDP) 224 -183 -176 -16.3 -164 -16.3 -159
Remittances inflows (percent of GDP) 2.4 2.2 2.2 2.1 2.2 2.3 2.3
Current Account Balance (percent of GDP) -3.2 -1.6 -0.8 -1.4 2.1 -1.7 -1.4
Foreign direct investment inflows (percent of GDP) 1.7 2.8 2.3 1.9 2.4 2.5 2.7
External debt (percent of GDP) 66.1 640 70.3 699 720 714 709
Real private credit growth (percent, period average) 0.5 49 103 9.9 4.5 6.8 8.0
Non-performing loans 103 11.3 11.1 10.6 7.8 7.6 7.3
(percent of gross loans, end of period)

Unemployment rate (percent, period average) 31.0 290 28.0 26.1 248 239 227
Youth unemployment rate (percent, period average) 53.9 519 5H3.1 473 50.0 495 488
Labor force participation rate 56.5 57.2 573 570 56.6 57.0 57.2
(percent, period average)

GDP per capita, PPP (current international $) 11,874 12,468 12,938 13,330 13,583 14,059 14,551
Poverty rate at US$5/day, PPP 19.2 19.1 187 173 164 n.a. n.a.

(percent of population)

Sources: Country authorities, World Bank estimates and projections.

Notes: Data on remittances reflect only worker remittances and not overall private transfers which are significantly higher.
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MONTENEGRO 2012 2013 2014 2015 2016 2017f 2018f
Real GDP growth (percent) -2.7 3.5 1.8 3.2 3.2 3.6 3.0
Composition (percentage points):

Consumption 2.7 1.6 2.6 1.2 0.5 2.8 4.3

Investment 0.5 0.5 0.5 3.0 1.9 0.1 -2.5

Net exports -0.5 1.5 -1.2 -1.0 0.8 0.7 1.2

Exports -0.1 -0.5 -0.3 3.8 0.5 1.3 1.9
Imports (-) 04 -20 1.0 48 -04 0.6 0.6
Consumer price inflation (percent, period average) 4.1 2.2 -0.7 1.5 -0.5 1.5 2.2
Public revenues (percent of GDP) 40.9 423 446 422 4377 421 411
Public expenditures (percent of GDP) 46.8 46.9 47.7 50.2 51.8 502 484

Of which:

Wage bill (percent of GDP) 141 13.0 133 133 128 122 11.7

Social benefits (percent of GDP) 152 144 143 139 149 150 14.8

Capital expenditures (percent of GDP) 4.3 4.2 59 9.1 11.5 108 103
Fiscal balance (percent of GDP) -5.8 -4.6 -3.1 -8.0 -8.1 -8.1 -7.3
Primary fiscal balance (percent of GDP) -4.0 -2.4 -0.8 -5.6 -5.9 -5.6 -4.8
Public debt (percent of GDP) 654 668 688 681 723 764 786
Public and publicly guaranteed debt 774 76.1 77.7 789 826 863 88.0
(percent of GDP)

Of which: External (percent of GDP) 49.8 495 56.0 585 650 71.0 733
Goods exports (percent of GDP) 123 11.8 10.3 9.0 8.8 8.7 8.5
Goods imports (percent of GDP) 56.0 51.3 50.1 49.7 495 494 49.1
Net services exports (percent of GDP) 19.2 194 200 220 215 21.2 21.1
Trade and services balance (percent of GDP) -245 -20.1 -19.8 -18.7 -19.2 -195 -195
Remittance inflows (percent of GDP) 4.9 4.6 4.3 4.2 4.1 3.9 3.8
Current account balance (percent of GDP) -185 -145 -152 -134 -142 -149 -15.2
Foreign direct investment inflows (percent of GDP) 14.5 96 102 172 11.0 11.2 10.8
External debt (percent of GDP) 1448 142.3 1452 1479 149.2 1496 150.3
Real private credit growth (percent, period average) -11.5 -0.1 -1.1 0.8 0.9 1.0 1.2
Non-performing loans 165 175 159 125 127 120 115
(percent of gross loans, end of period)

Unemployment rate (percent, period average) 198 195 180 176 178 178 175
Youth unemployment rate (percent, period average) 426 417 363 385 39.1 390 380
Labor force participation rate 49.8 50.1 52.7 537 543 541 547
(percent, period average)

GDP per capita, PPP (current international $) 13,730 14,286 14,338 14,395 14,525 14,699 14,876
Poverty rate at US$5/day, PPP 192 187 133 119 11.1 9.0 8.5

(percent of population)

Sources: Country authorities, World Bank estimates and projections.

Notes: Labor market indicators and credit growth for 2015 reflect year-to-date annual rolling averages. Non-performing loans show year-to-date actuals.
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SERBIA 2012 2013 2014 2015 2016 2017f 2018f
Real GDP growth (percent) -1.0 2.6 -1.8 0.7 2.5 2.8 3.5
Composition (percentage points):

Consumption -1.2 -0.6 -1.1 -0.7 0.7 0.6 2.2

Investment 0.6 -1.5 -0.1 1.1 1.3 1.6 1.2

Net exports -0.4 4.8 -0.6 0.3 0.5 0.6 0.1

Exports 0.3 7.4 2.3 3.5 4.7 4.5 3.9
Imports (-) 0.7 2.6 3.0 3.2 4.2 3.9 3.8
Consumer price inflation (percent, period average) 7.3 7.7 2.1 1.9 1.3 3.2 3.5
Public revenues (percent of GDP) 394 379 397 41.1 41.2 404 40.3
Public expenditures (percent of GDP) 46.6 435 463 448 4377 426 420

Of which:

Wage bill (percent of GDP) 10.5 10.1 9.9 9.0 8.6 8.2 8.0

Social benefits (percent of GDP) 181 177 178 179 17.1 16.7 164

Capital expenditures (percent of GDP) 3.3 2.1 2.5 2.9 3.0 3.4 3.5
Fiscal balance (percent of GDP) -7.2 -5.6 -6.6 -3.7 -2.5 2.2 -1.7
Primary fiscal balance (percent of GDP) -5.3 -3.2 -3.7 -0.5 1.0 1.3 1.9
Public debt (percent of GDP) 49.2 526 641 699 714 709 727
Public and publicly guaranteed debt 574 609 718 772 768 752 727
(percent of GDP)

Of which: External (percent of GDP) 454 487 56.0 60.7 604 59.0 56.3
Goods exports (percent of GDP) 265 30.7 319 345 361 386 391
Goods imports (percent of GDP) 443 428 443 466 47.0 494 495
Net services exports (percent of GDP) 0.4 0.9 1.4 2.2 2.7 3.1 3.2
Trade balance (percent of GDP) -175 -11.2 -109 -9.9 -8.2 -7.7 -7.2
Remittance inflows (percent of GDP) 6.1 6.3 5.6 6.3 5.9 6.0 5.8
Current account balance (percent of GDP) -11.6 -6.1 -6.0 -4.8 -4.2 -3.9 -3.8
Foreign direct investment inflows (percent of GDP) 2.4 3.8 3.7 5.5 4.9 4.4 4.4
External debt (percent of GDP) 81.2 751 784 801 776 738 710
Real private credit growth (percent, period average) 6.1 -1.9 -2.3 3.7 3.3 5.0 6.0
Non-performing loans 186 214 215 216 20.2 199 209
(percent of gross loans, end of period)

Unemployment rate (percent, period average) 240 221 19.2 177 168 159 169
Youth unemployment rate (percent, period average) 51.0 494 476 43.2 424 409 418
Labor force participation rate 46.7 484 519 516 520 527 41.0
(percent, period average)

GDP per capita, PPP (current international $) 12,790.8 13,400.3 13,436.2 13,671.4 14,047.0 14,561.3 15,377.9
Poverty rate at US$5/day, PPP n.a. n.a. n.a. n.a. n.a. n.a. n.a.

(percent of population)

Sources: Country authorities, World Bank estimates and projections.
Notes: Labor market indicators and credit growth for 2015 reflect year-to-date annual rolling averages. Non-performing loans show year-to-date actuals.
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