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Structure of presentation

A A retrospective on Serbia before the crisis
A Ser bl aodos r e stpdate glabal/tegiondl drnigs 2 0
A Looking ahead:
A Prospects for economic stability and recovery
A Global and regional
A Serbia
A Fiscal accounts
A Private sector growth
A role of banks



Serbia: history matters, and more than

usual

iIn 1990, Serbia was relatively B g, S 0
rich and export oriented - — st

o Economy derailed by 1990s oo
traumas (hyperinflation, trade
sanctions, wars)

u Has reemerged since 2000 as a
relatively poor and closed
economy

Exports as Share of GDP

u Social and political (n percent)
conseguences aseria

B New EU member states

o Unhappy population
1 Fragmented politics

i Distributional issues
dominate

o But large majority in favor
of EU accession




Ser b1 &ass Pasitioa: Growth Decent but

200408 catchup gr owt h
others

But three troubling symptoms:
(1) Wrong growth engine

i

i

(2) Excessive financing by foreigner

u

i

i

(3) Risky currency structure of debts
A Domestic credit (80 % FX)
A Crossborder credit (all FX)
A Corporatesargelyunhedged

Unsustainable

Non-tradables drive growth
Tradable sector uncompetitive

Inclex of Wcome (PPP, 2 rcaphay o 2003, EU-27 = 100

Domestic savings close to nil

2008 CAD 21 % of GDBfinanceg
by foreign banks

2008 FDI + external debt 110 % :
GDP
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The macroeconomic policy was
chall enged D

Pro-cyclical fiscal policy éand high 1 nfl a

when the crisis hit in September 2008 there was a serious risk
of tot al | mpl osi on due to bankso p
turn to the IMF for support



The IMF Standby Arrangement: Large External

Correction

Crisis hit through trade and finance

channels
Economic rebalancing

progressing in an orderly way

A Absorption overhang reduced

A Domestic savings rising

A Local currency market
development started

But rebalancing is also painful

A Public wage and pension freezes

A Largedinardepreciation

v Unhedgedorporate balance

sheets hit hard

v Inflation in double digits
A Large drop in private employment
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Vienna Initiative

~

A Initiative successful (perhaps more than in other countries) du
A Small # of foreign banks with high combined market share
A High risk of potential instability (CAD gmesis.euroizatiol

A No need to rollover sovereign debt;

A The NBSO unuswual |l y goo éybanki
exposures

Exposure of Foreign Parent
Banks (Billions of Euros)

Percent
Dec-08 Dec-10 Change change

Total exposure 8.7 8.t -0.2 -2.4
Long term 8.C 7.4 -0.€ -7.€

Short term 0.7 1. 0.4 57.¢




Serbi aodos | MF prog

What owor kedo Whatdid not (quite) work

A Financial crisis prevented despite A Inflation resurfaced
large depreciation A Employment contracted sharply

A Banks kept exposure at a critical 4 - Structural fiscal reforms sputtered
time in 0910 A Public employment

A Regained cost competitiveness.: rationalization defeated

A Fiscal deficit levels in 2009 (just A Pension reform too modest

0 . g
over 4%) reasonable A Public investment sacrificed
Key fiscal rules put in place a

A Pro-growth structural reforms slow

The program bought time and started policy corrections -- the
key challenge remains medium -term, growth -oriented
structural reforms, entailing short -term/political/special

Interest costs for longer  -term broader benefit



Recent global economic trends: growth remains robust, :
t hough with some nAperi phe

Growth Momentum Indicator
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New WEO: Global growth slightly revised up in 2011,
but not in 2012

Real GDP Growth Projections
(percent change from a year earlier)

Euro CESE
World U.S. Area EU-27 Economies Russia

2011 (Apr 11 WEO) 44 28 16 1.8 43 48
2011 (Apr 10 WEO) 43 26 15 18 34 33
2012 (Apr 11 WEO 45 29 18 21 43 45

Inflationary pressures are going up, especially in emerging
markets, due to energy and food prices spikes; regional

turbul ence I n the Mi ddl e Eas



Serbir aodos growt h’
middle of the (European) pack



