Economic Developments in B&H in 2011
After real economic growth of -2.9% in 2009, analysis of key economic indicators demonstrates that the B&H economy has begun to stabilise in the second half of 2010 mostly based on a strong recovery of export sector. 

More precisely, economic recovery in EU countries in 2010 has increased demand for goods manufactured by B&H companies especially in metal industry (Mittal Steel, Aluminij, Birač), oil and chemical industry, and wood and textile industry. This contributed to a strong export rise of 27% in the first eleven months this year.  However, branches such as consumption and investments still show very poor recovery as they are burdened by extremely high unemployment rate, salary drop, and very limited lending activities. That is why the projected real economic growth in this year will not exceed 0.5%.
B&H macroeconomic environment is expected to continue stabilising in 2011 although we project very low real economic growth of 2%, low inflation level of 2.5%, moderate decrease of official unemployment rate to 42%, and further reduction of consolidated budget deficit to -3.4% of GDP. 

All this shows that the economic growth in 2011 will still be driven by export growth thanks to a stabilised demand by the EU countries and the region, but also followed by moderate recovery of domestic consumption due to the projected labour market stabilisation, lower unemployment rate, stable volume of incoming foreign payments, and more positive credit growth of 2-3% (0.7% in 2010). These are also the key drivers of the domestic consumption which makes even 80% of GDP in B&H. Also, the year 2011 can experienced more favourable situation in terms of investments due to continuation of infrastructure works on the Vc Corridor, new investments into domestic electric-power companies and expansion of their capacities, and better inflow of foreign direct investments which in 2010 reached only EUR 220 million or 20% lower than in 2009.  

However, the economic growth rate will not improve the living standard considerably since employment rate and net salaries in the labour market are unlikely to rise. On the other side, price increase of gas and electricity, as well as basic consumables in B&H, could result in notable pressure to the living standard in the next year and higher inflation rate of 2.5%. Projected increase of oil price in the world markets has been followed by a strong dollar appreciation in the second half of the year which justified the forecasted inflation level. 

A three-year period arrangement with MMF already gave certain effects important for consolidation of massive state apparatus and public consumption in B&H, therefore we expect this arrangement to continue and thus contribute to further consolidation of public expenditure and savings in 2010 as well as continuation of social and pension system reform. This would also considerably support the public finances of B&H and thus make the BH economy more competitive. All this would additionally reduce total budget deficit in 2011 to -3.4% of GDP.  

However, imperative for any negotiations on the public sector and structural reforms which are crucial for acceleration of economic growth, continuation of European integrations and improvement of the living standard in B&H, is to form a new Government as soon as possible and to have constructive dialogue of the future ruling coalition.  

Projected growth for the next year could be disrupted by delays in forming the Government and continuing reforms, which is a very bad signal for potential foreign investors. Also, the growth forecast might also be negatively affected by escalating debt crisis in Europe which would shrink the economic growth of EU and reduce the export from B&H. This would mean weaker inflow of foreign capital and payments and low inflow of capital and credit lines through the banking sector.  
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Nominal GDP (EUR bn)

11.1

12.6

12.3

12.5

13.1

13.9

Real GDP (% yoy)

6.2

5.7

-2.9

0.5

2.0

4.5

GDP per capita (EUR)

2896

3288

3194

3254

3385

3622

GDP per capita (EUR at PPP)

6300

6700

6600

6700

6800

7000

Household consumption (real, % yoy)

6.0

5.5

-5.5

0.0

2.0

4.0

Gross fixed capital formation (real, % yoy)

28.8

9.6

-8.1

0.5

3.5

5.5

Industrial output (% yoy)

6.0

10.2

-3.3

1.0

4.0

6.0

Producer prices (avg, % yoy)

0.6

7.5

-0.5

0.6

1.5

1.7

Consumer prices (avg, % yoy)

1.5

7.4

-0.4

1.9

2.5

2.1

Average gross industrial wages (LCY, % yoy)

7.1

8.2

3.0

1.0

3.0

5.5

Unemployment rate (avg, %)

43.9

40.1

41.8

43.0

42.0

40.0

General budget balance (% of GDP)

1.2

-2.2

-4.5

-4.0

-3.4

-3.0

External public debt (% of GDP)

18.2

17.2

21.7

25.0

28.0

31.0

Trade balance (% of GDP)

-36.6

-38.8

-28.5

-25.7

-28.5

-26.5

Current account balance (% of GDP)

-10.4

-15.1

-7.5

-7.0

-7.3

-7.1

Net foreign direct investment (% of GDP)

13.6

5.7

3.7

2.1

3.5

4.5

Official FX reserves (EUR bn)

3.4

3.2

3.2

3.4

4.1

4.7

Gross foreign debt (% of GDP)

47.5

49.0

54.1

58.3

60.6

60.3

EUR/LCY (eop)

1.96

1.96

1.96

1.96

1.96

1.96

EUR/LCY (avg)

1.96

1.96

1.96

1.96

1.96

1.96

USD/LCY (eop)

1.34

1.41

1.37

1.39

1.63

1.63

USD/LCY (avg)

1.43

1.33

1.40

1.46

1.50

1.60
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