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Executive summary
The war in Ukraine had a seismic effect on the security, political and
economic landscape of Southeast Europe. It is just across the border
for Moldova and Romania and in the near neighbourhood for most of
Southeast Europe.

Fears of a spillover into the region were not realised in 2022, but there
are still concerns that Russia could seek to embroil Moldova — part of
which is controlled by Russia-backed separatists — in the war, or to
cause tensions to overflow in existing hotspots such as northern
Kosovo or Bosnia’s Republika Srpska.

Moldova is the only country in the region facing a potential military
threat from the war. Ever since the invasion in February there has been
speculation that Russia might push through from Ukraine to the
separatist republic of Transnistria in Moldova, or that Moldova itself
might be dragged into the war.

This has not happened, mainly as a result of Chisinau’s caution — it
has not imposed sanctions on Russia despite moving closer to the
West during 2022 — and because of the efforts by both Chisinau and
Tiraspol to ensure that the conflict between the two sides of the country
does not escalate. However, towards the end of the year tensions
increased as cuts in deliveries of Russian gas put the squeeze on both
Moldova proper and Moscow-backed Transnistria.

Most of the other countries in the region are either Nato members or
aspiring members. The Nato presence has been stepped up in
countries like Romania that are on the Alliance’s Eastern Flank.

Western Balkan flashpoints

Other security issues facing the region are internal, though some of
these divisions have been amplified by the conflict further east.

At the beginning of 2022, EU foreign policy chief Josep Borrel identified
Bosnia & Herzegovina as one of the two most critical flashpoints in
Europe, along with Ukraine. The international security presence in both
Bosnia and Kosovo was stepped up after Russia’s invasion of Ukraine
over fears Moscow might destabilise one or both of the volatile
situations in the Western Balkans.

In Bosnia, Milodad Dodik, president of the country’s Serb entity
Republika Srpska, has been loudly repeating threats that the entity will
secede from Bosnia for years. However, fears that a more serious
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attempt to secede might be made in 2022 — possibly at the instigation
of Dodo’s political ally Russian President Vladimir Putin — did not
materialise.

Additional tensions came from the actions of the international
community’s high representative in Bosnia, Christian Schmidt, whose
high-handed decision to change the electoral rules on October 2 —
election day in Bosnia — drew widespread condemnation from within
and outside the country.

On the other hand, Bosnia was drawn closer into the Western camp in
December when it was given long-awaited EU candidate status, despite
the sluggish pace of reform resulting from repeated political deadlocks.
Another positive development was the unusually speedy formation of
new governments at state and entity level following the October
elections.

Standoff in northern Kosovo

The other major security flashpoint in the Southeast Europe region in
northern Kosovo, where the situation deteriorated dramatically in the
second half of 2022. A standoff was triggered by the mundane but
politically sensitive issue of car number plates; the Kosovan
government required that cars across the country including the mainly
ethnic Serb northern Kosovo have number plates with the RKS code
rather than the old neutral status KS.

Tensions over the issue led to mass protests, road barricades and a
walkout of state institutions by ethnic Serb officials. The situation was
only eased right at the end of 2022, under heavy pressure from the EU
and the US. However, the situation remains volatile and the next crisis
point is expected to be reached in April, when local elections to replace
officials that quit in 2022 are due to take place.

Between Russia and the West

Even where there was no security threat, the war in Ukraine and the
new geopolitical situation added to existing tensions and created new
political rifts in a number of countries in the region. In much of
Southeast Europe, even some EU members, the question of whether to
steer Westwards or maintain a close relationship with Russia remains
open.

This has become problematic for Serbia, where President Aleksander
Vucic has continued with his long-standing policy of seeking friendly
relations with both Russia and the West, as well as China. This has
served the country well in the past, but post-invasion Belgrade has
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been under heavy pressure to join sanctions on Russia. So far, the
Serbian government has refused to do so because of Belgrade’s
long-standing relations with Russia as well as Moscow’s backing over
the Kosovo issue.

This has damaged Serbia’s standing with the West and led to calls from
MEPs and other European politicians for Serbia’s EU accession
process to be frozen. Moving into 2023 there seems no immediate
prospect of a change of stance by Belgrade; such a step would be
highly difficult politically given the loud pro-Russian voices within
Serbia.

Moldova has long had a highly polarised political landscape. The
landslide victories of President Maia Sandu and her Party of Action and
Solidarity, in 2020 and 2021 respectively, looked set to propel the small
country on a Western course. However, despite notable steps such as
securing EU candidate status, Sandu’s promised reforms have
foundered amid the country’s pressing economic problems.

The window for Sandu and her PAS to make long-lasting reforms on
issues such as corruption and the rule of law is closing as elections
loom in 2024 and 2025 that may see the return to power of the
pro-Russian Socialists or parties tarnished by corruption such as the
Democratic Party or Shor Party. 2023 will be critical in this regard. The
PAS’ government is already under heavy pressure from regular mass
anti-government protests organised by the Shor Party.

Power vacuums

Orientation vis a vis Russia and the West also emerged as a new rift in
Bulgarian politics ahead of the October 2022 general election. This
delivered a fragmented new parliament and the loose alliance that had
previously been working to tackle corruption — the reformist Change
Continues and Democratic Bulgaria together with the Bulgarian
Socialist Party and President Rumen Radev — collapsed, with the
former firmly in the Western camp and the latter two taking a more
pro-Russian tack.

Three months on from the general election there is little hope of a new
government being formed — much less a reform-oriented one with the
will and political capital to tackle corruption — and yet another snap
election is expected in March.

A third country in political disarray is Montenegro, where efforts by a
coalition of around 20 small parties to install a government under
Demos leader Miodrag Lekic fell through in January. This followed a
lengthy standoff with President Milo Djukanovic, who refused to give a
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mandate to Lekic. Early elections are now anticipated in March.

Progress on EU enlargement

EU enlargement is the common goal of the Western Balkan countries.
With the war in Ukraine giving EU members a prod to embrace
European countries outside the bloc, 2022 saw some of the biggest
progress on enlargement in recent years. Not only did Albania and
North Macedonia get the long-awaited nod to start accession talks, but
EU members also extended candidate status to Bosnia, Moldova and
Ukraine.

At the start of 2023, Croatia was admitted into both the Eurozone and
the Schengen area, overtaking Bulgaria and Romania, which joined the
EU six years earlier. Romania in particular plans to make a concerted
effort to secure Schengen membership in 2023.

Overall, however, less action on EU integration is expected in 2023.
North Macedonia’s government now has the politically difficult ask of
getting unpopular constitutional amendments through Parliament for the
country to progress with its accession talks. Meanwhile, of the two
frontrunners in the process, Serbia’s progress appears stymied by its
refusal to fall into line with EU foreign policy on Russia, and
Montenegro’s by its political instability.

Romania had a relatively calm year politically, but 2023 is expected see
the emergence of cracks in the grand coalition between the country’s
two largest parties, the National Liberal Party (PNL) and Social
Democratic Party (PSD). The first challenge will be the handover of the
prime minister position from the PNL to the PSD. After that, as the
super-election year of 2024 approaches, the two parties can be
expected to assert their differences as they art to woo the electorate.

Economic crisis

All this is happening against the backdrop of the economic crisis
caused by the war in Ukraine and related sanctions. The final months of
the year saw the start of a slowdown as rampant inflation took its toll on
companies and households.

For most of the region, growth continued relatively robustly in 2022,
albeit slower than during the rebound from the coronacrisis in 2021.
Three small Southeast European economies — Croatia, Montenegro
and Slovenia — appear to have clocked up some of the fastest growth
in the Emerging Europe area in 2022, helped by the recovery of
international tourism, even though by the end of the year their
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expansion had started to slow.

The region’s largest economy, Romania, saw its growth decelerate
slightly during 2022 but to a still robust 4.6% annual rate, from 5.1% in
2021. But it is expected to grow by only 2-3% in 2023 and to recover
marginally towards growth rates of not much above 4% in the coming
years.

Like other countries, Romania is affected by the recession in Europe;
Germany and other Central and Western European countries are
important markets for goods produced across the Southeast Europe
region. Another factor for the EU members is the funding under the EU
budget and under the Resilience Facility.

By contrast, it was a terrible year for Moldova, where the economy is
expected to have contracted by 4% or more in 2022 — much worse
than anticipated by the government, international financial institutions
(IFIs) and independent analysts. Moldova experienced difficulties on
multiple fronts — from disruptions to trade caused by the war in
neighbouring Ukraine, lower demand from Western countries as
inflation took its toll on spending and a poor harvest due to drought.
Already one of the poorest countries in Europe, Moldovans’ standards
of living have been eroded dramatically by inflation that soared to over
30%. On top of this, Moldova is still hosting tens of thousands of
Ukrainian refugees.

Rampant inflation

While inflation in Moldova was exceptionally high, inflation across the
region accelerated sharply during most of 2022 due the economic
effects of the Russian war in Ukraine. It was also well into the double
digits in Bulgaria, Romania, Serbia and some other countries.

This prompted central banks to hike rates across the board. In an early
sign of the decrease in inflation expected in 2023, however, some
countries have seen a modest slowdown in price growth in the final
months of 2022.

With the hike in prices, the consumer spending that has been an
important driver of growth in the past slowed as disposable incomes
were whittled away.

It also had a damaging impact on tourism in Montenegro, where Prime
Minister Dritan Abazovic warned early in the season that prices were as
high as on France’s Cote d’Azur. Elsewhere in the region, however,
rising prices across Europe benefited lower-cost destinations such as
Albania, which saw a record season amid the arrival of thousands of
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bargain-seekers.

Debt ratios continued to decrease in 2022 after the hikes in borrowing
and economic slumps during the pandemic. Debt had reached high
levels in Albania, Croatia and Montenegro in particular. However, with
the economic slowdown from late 2022, concerns have again been
raised about the sustainability of Montenegro’s debt burden, and the
threat to fiscal stability from the borrowing envisaged in 2023.

Input costs soar

The war and sanctions hit a variety of important sectors, including
energy, grain and metals.

With much of the gas supplied to Southeast Europe coming from
Russia, governments have been scrambling to diversify their sources,
looking to alternative suppliers such as Azerbaijan. This prompted a
speeding up of pipeline and other infrastructure projects.

Croatia’s strong performance so far has been down to a combination of
its relative resilience to the energy crisis, thanks to a large extent to its
construction of the offshore floating liquefied natural gas (FLNG)
terminal on the island of Krk, and partly to the continued post-Covid
rebound of its tourism sector. The FLNG terminal contributes to
Croatia’s energy independence, and the country has ambitions to
become an LNG hub for the region. Zagreb intends to double the
capacity of the terminal from 2.9bn cubic metres to 6.1 bcm.

Romania is also seeking to develop its offshore gas resources in the
Black Sea. BSOG has already started production in the Black Sea and
will add 1 bcm of gas to the country’s depleting production (under 10
bcm per year) and OMV Petrom/Romgaz should begin production in
2027.

Serbia has benefited from its good relations with Russia, securing a
new gas supply deal on favourable terms in spring 2021. Other
countries have fared less well; Gazprom cut off Bulgaria’s supplies in
April when former prime minister Kiril Petkov refused to pay in rubles,
while deliveries to Moldova were cut in autumn 2022, apparently for
political reasons, and there is considerable uncertainty about how much
the country will receive, or even whether.

Metals industries across Europe were hit by the higher energy prices,
with some announcing production cuts as prices started to rise
post-pandemic but before the invasion of Ukraine. Among those
affected in Southeast Europe are aluminium producers such as
Romania’s Alro, Slovakia’s Slovalco and Talum in Slovenia, as well as
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KAP in Montenegro.

Agriculture has been hit by a double-whammy of higher prices of inputs,
notably fuel and fertilisers, and drought linked to climate change. The
worst drought in 500 years affected large parts of Europe in 2022, and
droughts, flooding and other extreme climate events are only expected
to increase in the coming years. Southeast Europe is seen as a climate
change hotspot, with temperatures forecast to increase by well above
the global average.

On a more positive note, as Southeast European states seek to
diversify their energy mix numerous new renewables projects have
been launched or are in the pipeline. This is despite a temporary
increase in coal-fired power production prompted by high gas and
electricity prices.

1.0 Political outlook

1.1 Politics - Albania

2023 takes Albania to halfway through the current parliamentary term.
The local elections scheduled for May 14 will provide a test for Prime
Minister Edi Rama’s ruling Socialist Party — and show whether the
opposition parties have made any progress in winning back voters.

The Socialists won an unprecedented third consecutive term in the April
2021 general election. At the time, Rama outlined plans for his third
term in office, including large-scale infrastructure investments,
completing reconstruction after the 2019 earthquake and digitisation of
public services.

Albania’s main opposition party, the Democratic Party, was torn apart
internally in 2021-22 after its failure to make headway against the
Socialists in the 2021 general election. This prompted former leader
Sali Berisha to wrest control of the party from its then head Lulzim
Basha. The power struggle between the two — which ended in a victory
for Berisha — included a storming of the party’s own headquarters by
Berisha’s supporters in January 2022.

Both current and former leaders have been mired by controversy.
Berisha is on the US sanctions blacklist, accused of involvement in
“significant corruption”. More recently, Basha was accused of accepting
Russian money while at the helm of the Democratic Party.

The third-largest party in Albania, former president Ilir Meta’s Freedom
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Movement (previously the Socialist Movement for Integration, LSI) saw
its share of the vote slip in 2021, and now has only four seats in the
current parliament.

This opposition disarray has helped the Socialists, with a recent poll
showing that Rama remains more popular — or perhaps less unpopular
— than his rivals.

The Euronews Albania Barometer published in October showed that
Albania’s political landscape is deeply polarised, and Albanians are
overwhelmingly pessimistic about the way their country is going.

Of the country’s main politicians none had an approval rating of over
50%. Rama came the closest, with 40.6% saying they had a positive
opinion of him – but that left 56% with a negative opinion.
Other politicians performed even worse. Berisha won the approval of
just 26.2% of respondents, with 71.5% having a negative opinion of
him. Only 6.7% had a positive opinion of Meta, compared with 90.7%
who had a negative opinion.

On announcing the date for the local elections in October, President
Bajram Begaj, who took office earlier in 2022, talked of the need to
establish “political normality” in Albania’s local governments and urged
political parties to go to the elections with “serious and competitive
political alternatives, which focus on the citizen and the best democratic
standards”.

He also said that the Electoral Reform Commission must speed up its
work so as to address all the issues arising from the recommendations
of the OSCE/ODIHR in time.

On the international front, Albania is a Nato member and a staunch
member of the Western camp. It was quick to join international
sanctions on Russia after the invasion of Ukraine in February (though
its economic ties with Russia were already relatively small).

A EU candidate country since 2014, Albania secured the long-awaited
start of accession negotiations in June 2023.

The latest enlargement progress report on Albania, issued by the
European Commission in October, says the county is moderately well
prepared in areas such as public administration reform, the reform of
the judicial system, and calls for additional efforts in the fight against
organised crime and corruption.

Rama has repeatedly criticised the EU for its slow progress on
accession. He also took on the UK government over its scapegoating of
Albanians, accusing British ministers of using them to distract from their
own policy failings.
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Within the Western Balkans region, Albania is one of the founders of
the Open Balkan area (previously dubbed ‘mini Schengen’), alongside
North Macedonia and Serbia, and Rama is an advocate for deeper
regional integration.

1.2 Politics - Bosnia

After holding a general election on October 2, Bosnia set a record in its
political history by establishing all levels of government within two
months. Previously, it had been widely expected that politicians would
stall the process for years as had happened in the past.

Instead, a coalition agreement was signed in early December between
the main Croat and Serb parties – HDZ BiH and SNSD – and nine
formerly opposition Bosniak parties. That ousted the SDA, the Bosniak
party that had ruled for many years, from power.

Bosnia comprises two autonomous entities – the Muslim-Croat
Federation and Republika Srpska, as well as the autonomous Brcko
district. Each of them has its own parliament, government and president
and there are also state-level institutions.

By the end of December, Bosnians had elected governments at all
levels with the state-level one being headed by the Croat Borjana
Kristo.

Also in December Bosnia got its long-awaited EU candidate status,
which could be a game changer for local politics by bringing the Balkan
state closer to the Western orbit  and diminishing the Russian influence
in Republika Srpska.

The leader of the SNSD, Milorad Dodik, who is now president of
Republika Srpska, is openly pro-Russian and has for years threatened
that his entity will secede from Bosnia.

Dodik keeps threatening the secession of Republika Srpska and is
expected to keep blocking the work of state-level institutions and raising
political tensions in the country.

As the secessionist threat has been on the table for years, it is hard to
predict whether Dodik would take actual steps to fulfill his threats. So
far, he has repeatedly backed off under rising international pressure.
However, there are fears that he might spark a conflict in Bosnia if
ordered by Russian President Vladimir Putin whose loyal ally Dodik
remains.
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1.3 Politics - Bulgaria

The political crisis that started in 2020 with the months-long mass
anti-corruption protests deepened in the following two years, producing
four general elections in 18 months and increasingly fragmented
parliaments that make the formation of a stable ruling majority close to
impossible.

After the October 2, 2022 general election, seven parties made it into
the parliament with no clear majority on the horizon. This increased the
powers of President Rumen Radev, who appoints the caretaker
governments and determines the country’s internal and foreign policy in
the absence of a working parliament and regular government.

As the first two out of three mandates for forming a government seem
doomed to fail, all political parties seem focused on entering a new
election campaign rather than seeking to find a working formula for
government.

The winner, former ruling party Gerb, got just 25.3% of the votes. Its
leader Boyko Borissov said he wanted a pro-Western coalition with
reformist pro-Western Change Continues (the second-largest party in
parliament with around 20% of votes) and Democratic Bulgaria, as well
as with the Movement for Rights and Freedoms (DPS). However,
neither Change Continues nor Democratic Bulgaria want to enter in
coalition with Gerb and DPS due to their involvement in several major
corruption scandals and the lack of will for in-depth reform of the
judiciary and the fight against top-level corruption.

As expected, Gerb’s attempt to form a government with the first
mandate failed and on January 3 Radev gave the second one to
Change Continues. Unsurprisingly, Change Continues’ attempt to find
support for its policies also failed and in early January the party decided
to give up the mandate.

Radev has said that, should the first two mandates fail, he would give
the last mandate in January so that another snap vote could be held in
March in case of failure of that mandate. The vote is expected around
mid-March in that case.

There are expectations, however, that Radev would give the last
mandate to the smallest party in parliament – Bulgarian Ascend – led
by his former advisor and former caretaker prime minister Stefan
Yanev. That mandate could theoretically produce a ruling coalition with
the support of the three parties dubbed ‘the paper coalition’ – Gerb, the
DPS and the BSP.

If such a coalition is formed, it is widely expected that it would not
undertake any reforms of the judiciary, and the widespread top-level
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corruption will remain.

Moreover, Bulgaria could be pushed back in the Russian orbit and
become again completely dependent on imports of Russian natural gas
and oil.

On the other hand, Gerb and the DPS would seek to at least appear
pro-Western so that the country starts receiving EU funds under the
recovery and resilience plan, therefore some reforms could be
expected. However, they might not include the most important ones –
those to the judiciary that would make the chief prosecutor accountable
and replaceable.

1.4 Politics - Croatia

Croatia had a very positive start to 2023, as the country became a
member of the eurozone as of January was also accepted in the
Schengen border-free area. Although it joined the EU six years after
Bulgaria and Romania, Croatia managed to quickly advance and enter
the eurozone and Schengen before the other two countries.

This will bring benefits to Prime Minister Andrej Plenkovic’s ruling
Croatian Democratic Union (HDZ) and will most likely neutralise several
corruption scandals involving HDZ members, including ministers who
were either dismissed or resigned in 2022.

The HDZ was involved in corruption scandals in 2022 that could cause
reputational damage to the party, but since it has a comfortable majority
in parliament, Plenkovic’s government is expected to govern the
country for a full term.

The HDZ won the general election in 2020, gaining 66 out of 151 seats
in parliament. The HDZ received the support of the national minority
parties, which elect eight MPs, as well as the People's Party —
Reformists and the Croatian People's Party — Liberal Democrats
(HNS) who won one seat each in the new parliament.

Relations between Plenkovic and President Zoran Milanovic remained
complicated through 2022. Milanovic is from the main opposition party,
the Social Democratic Party (SDP), the long-term rival of the HDZ. He
has sparked several international political scandals with controversial
statements regarding the Russian war in Ukraine and is blocking
attempts by Plenkovic’s government to train Ukrainian troops as part of
an EU initiative.
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1.5 Politics - Kosovo

Kosovo is entering 2023 with a protracted political crisis and elevated
tensions with neighboring Serbia over Pristina’s new rules for car
license plates, which sparked anger among Serbs in northern Kosovo
and the Serbian leadership.

The root of the problem was Pristina’s requirement for the replacement
of old license plates issued by the Serbian authorities for Kosovo’s
Serbs with Kosovan official RKS plates – which was due to enter force
on August 1, 2022. The measure sparked an angry reaction from
Serbian officials and the population in northern Kosovo, which does not
recognise Pristina’s authority. There were fears the situation could
escalate as ethnic Serbs started to block the roads leading to the
border before the entry of the new measures into force. However, the
crisis was averted and Kosovo Serbs started to remove barricades in
northern Kosovo on December 29 after the US and EU exerted
pressure on the authorities to de-escalate the situation.

Serbian officials consider that the new rules for the replacement of
license plates of local Serbs represent a step towards the expulsion of
the Serbian population from Kosovo. Around 50,000 Serbs in northern
Kosovo do not recognise the government in Pristina and consider
themselves to be part of Serbia, from which Kosovo seceded in 2008.

As the situation worsened in the second half of 2022, Nato
secretary-general Jens Stoltenberg told Serbian President Aleksandar
Vucic on August 3 that Nato-led forces in Kosovo, KFOR, are ready to
intervene if stability was jeopardised.

Numerous incidents were reported in that period. The serious one was
on November 5 when Serbs in northern Kosovo decided to abandon
the state institutions where they work in protest against the authorities’
insistence on continuing with re-registration of cars with Serbian plates.
That triggered extraordinary local elections in four municipalities in the
north, which were later postponed until April 2023 due to the worsening
security situation.

The implementation of licence plate decision was postponed several
times with the latest postponement for April 2023 agreed on November
23, 2022 between Belgrade and Pristina, according to which Belgrade
will stop issuing license plates with Kosovan cities’ denominations,
while Pristina will suspend further actions related to the re-registration
of vehicles with RKS plates.

However, the problem was not solved and tensions escalated further by
constant provocation by both sides. Among the incidents reported were
demolition of municipal building, an exchange of fire between ethnic
Serb groups and the Kosovo’s police, an attack on an EULEX car patrol
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with a stun grenade, a demonstration of force by Kosovo special police
in towns populated with Serbs and erecting road barricades on the
Serbian border.

Vucic said that Belgrade will work on reaching an agreement on
normalisation of relations with Pristina, but will not recognise Kosovo as
a state. Other red lines for Belgrade are the need to form the Union of
Serbian Municipalities and the security of the Serb population in the
north.

EU ambassadors on November 30 approved the negotiation mandate
of the EU Council for visa-free travel for Kosovo citizens, which should
start on January 1, 2024 at the latest, after years of delay due to the
prolonged decision making process.

Kosovo officially applied for EU membership on December 15, 2022, a
move opposed by Belgrade..

Kosovo, predominantly inhabited by Kosovan Albanians, and Serbia
have a history of tense relations following Kosovo’s independence war,
which ended with Nato strikes on Serbia in 1999 and Pristina’s
secession from Serbia in 2008. Russia is one of the biggest supporters
of Serbia, and there are fears Moscow could inflame the situation in the
Western Balkans.

1.6 Politics - Moldova

The war in Ukraine forced Moldova’s pro-EU authorities, in full control
of state institutions since mid-2021, to define a bold foreign policy
agenda perhaps sooner than expected, with the main elements being
EU membership and a robust defence system (seen previously as
incompatible with the status of military neutrality inked in the
constitution).

However, the authorities’ performance in terms of internal reforms,
political and economic, remains mixed. While sluggish economic
developments can be explained by external conditions, there has also
been a mixed performance in terms of judicial reforms.

The pro-EU authorities in Moldova have until the next parliamentary
elections in 2025 to implement irreversible legal and economic reforms
before their window of opportunity closes. The next presidential
elections are scheduled for late 2024.

Moldova successfully applied for EU candidate status in 2022 and
seeks membership by 2030. President Maia Sandu said in December
2022 that she expects full membership by 2030. By autumn 2023, the
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European Commission has to evaluate Moldova’s progress on its
recommendations submitted in 2022, when admitting the country as a
potential candidate.

After initially adopting a reserved position towards the war in Ukraine,
largely aimed at preventing the escalation of tensions in separatist
Transnistria, but also because of the mixed sentiment among the local
population, President Maia Sandu blamed Russia for its invasion in
Ukraine.

The Transnistrian conflict remains frozen as the moderate
(business-oriented) faction in the separatist region has prevailed so far.
The gas-for-electricity agreement between the central authorities in
Chisinau and the separatists in Transnistria, which doesn’t seem to
have Moscow’s blessing, is an illustration of this complex situation.  The
balance is, however, fragile and tensions could escalate, especially if
Russia gets more involved. A bill incriminating separatism, which
passed in the first reading in Chisinau, is an example of the type of
opportunity Russia could use to justify more direct intervention in
Transnistria if or when this is needed.

Justice reform is advancing slowly, some decisions are problematic and
the major investigations carried out by newly-appointed prosecutors
against pro-Russian politicians such as former president Igor Dodon,
fugitive businessmen Ilan Shor and Vlad Plahotniuc, controversial
businessman Veaceslav Platon or allegedly corrupt magistrates such as
former general prosecutor Alexandr Stoianoglo are dragging on. New
legislation appears to be getting drafted for individual cases, even
though existing legislation would allow proper prosecution. This is the
case for the so-called Moldovan Magnitsky Law (still a draft), drawn up
to target local politicians and oligarchs, even though they are subject to
existing legislation.

As regards the balance of power and the electoral sentiment in
Moldova, the pro-EU president and her Action and Solidarity party
(PAS) are leading in polls – but the opposition parties are, taken
together, stronger. The balance is fragile and the outcome of the next
parliamentary elections depends on economic developments. The
justice reforms, which failed so far to meet voters’ expectations, are
equally important.

1.7 Politics - Montenegro

After a tense political year in 2022, Montenegro entered 2023 at peak
of political instability due to a deadlock regarding the formation of a new
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government.

A coalition between 20 parties ranging from pro-Russian to pro-Western
took power after the August 2020 general election and formed the first
government without the participation of the Democratic Party of
Socialists (DPS) that had ruled the country for over three decades.

Since the autumn of 2022, Montenegro has been going through the
deepest political crisis in decades as President Milo Djukanovic is
refusing to give a mandate to Miodrag Lekic of the civic Demos party to
form a government despite his nomination by 41 out of 81 MPs.
Djukanovic claims the current parliament should be dissolved and an
early vote should be called. This is now the most likely option after a
falling out within the coalition of 20 small parties that had previously
been united behind Lekic.

A survey carried out in November by the Centre for Civil Education
showed that the majority of Montenegrins see a general election as the
best solution to the current political crisis. According to the poll, 33% of
Montenegrins want early parliamentary and presidential elections, while
another 30% want just a snap general election.

Only 19% of Montenegrins believe that the current parliament can
produce another government that would work properly.

At the same time, trust in institutions remains extremely low. The trust in
political parties is the lowest at just 1.9%. 76% of people believe that
politicians do not take any responsibility for their actions.

1.8 Politics - North Macedonia

2022 was one of the most challenging years for North Macedonia after
the Social Democrats-led government, which came to power in 2017,
signed the bilateral protocol with Bulgaria in July, which opened the way
for the official start of the long-awaited EU accession talks under one
pre-condition which should be fulfilled in 2023.

Namely, North Macedonia should amend the constitution to include
ethnic Bulgarians, a move strongly contested by the opposition parties
in the country. The amendments can be adopted with a two-thirds vote
in the 120-seat parliament, which requires support from opposition
MPs. The main opposition VMRO-DPMNE and the small Left party are
against these changes.

EU officials repeatedly point out that North Macedonia needs to make
constitutional changes in order to progress on its EU path. At the end of
November, German President Frank-Walter Steinmeier said in Skopje
that Germany wants to see North Macedonia in the EU as soon as
possible and he urged MPs to adopt the constitutional changes as a
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crucial step in the EU integration process.

North Macedonia’s PM Dimitar Kovacevski said that the decision will
not be easy, but he expects MPs will “show statesmanship”.

“What is clear is that they have a choice to leave things as they are and
leave the country in stagnation and uncertainty, but I sincerely believe
and am confident that they will be up to the task and make a decision to
enable a better future for us and our children,” Kovacevski said.

In the meantime, opposition VMRO-DPMNE is pressing for snap
elections, dissatisfied with the work of the government of the SDSM and
the ethnic Albanian Democratic Union for Integration (DUI). Their
dissatisfaction mainly concerns the signing of what the opposition
believes is harmful bilateral protocol with Bulgaria, bad management of
the energy crisis and widespread corruption.

In October, North Macedonia signed a status agreement with the EU
that opens the way for the deployment of members of the EU Border
and Coast Guard Agency (Frontex) as part of efforts to curb illegal
migration.

One of the government priorities next year will be the fight against
corruption.

The US new ambassador to Skopje Angela Aggeler recently
announced that a team of US investigators arrived in North Macedonia
to chase former and current corrupt officials from all political parties.

“Sanctions Team from Washington here to take a more aggressive look
at past and current corrupt actors, and to consider all possible
responses. North Macedonia’s justice sector needs more investigations,
prosecutions to show that no one is above the law,” Aggeler said.

The government officials and President Stevo Pendarovski as well as
opposition parties welcomed the decision.

North Macedonia will start the implementation of tax reforms on
January 1, 2023, but the government abandoned the planned concept
of progressive taxation.

Reforms will include revision of tax exemptions, expanding the tax base
and finally suppressing the informal economy. Тhe introduction of
progressive taxation was pre-election promise of the Social Democrats
to deal with the growing inequality in the country.
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1.9 Politics - Romania

The solid majority of the ruling coalition in Romania leaves room for
only internal tensions, likely to intensify as the general elections
scheduled for 2024 approach. The main concern is related to the lack
of relevant opposition, as neither the reformist Union Save Romania
(USR) nor the radical Alliance for the Union of Romanians (AUR) is
developing into a relevant challenger able to threaten the dominance of
the two ruling parties, the National Liberal Party (PNL) and Social
Democratic Party (PSD).

Romania’s ruling coalition, forged and backed by President Klaus
Iohannis in 2021, is heading towards a crucial moment when the prime
minister seat should be handed over by the PNL to the PSD in the
spring of 2023. With a super-electoral year in 2024 (local, general and
presidential votes), the harmony seen so far among the members of the
ruling coalition may come to an end this year, although it’s hard to say
what will trigger this. It’s likely that more disputes will be caused by the
economy than by justice or rule of law, as economic conditions remain
challenging.

Romania managed to have the Cooperation and Verification
Mechanism (CVM), introduced after its EU accession to monitor
progress on fighting corruption, ended in 2022, but Schengen
membership remains a target for 2023. After the final enactment of the
new justice laws, the EU Council, on the recommendation of the
European Commission, lifted the CVM for Romania. Romania adopted
new justice laws, which were promulgated by Iohannis. The Venice
Commission reported that the laws seem to be going in the right
direction and appreciate the fact that “there doesn’t seem to be any
political interference in [the National Anticorruption Directorate] DNA’s
activity”. However, there were also a number of recommendations
made.

Political stability does not prevent public sentiment from deteriorating
significantly. 76% of the Romanians polled by IRES during December
7-12 believe that their country is moving in the wrong direction and 57%
of them said that 2022 was a worse year for them, compared to 2021.
Politicians’ confidence ratings dropped below that of central bank
governor Mugur Isarescu, which slipped below 40% (to 39%) as well.
Thus, the most trusted politicians are Iohannis (trusted by 21% of
Romanians) and PSD leader Marcel Ciolacu (20%). Prime Minister and
PNL leader Nicolae Ciuca come close (19%). However, when it comes
to politicians in general, only 6% of Romanians trust them.
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The PSD leads the latest poll carried out by Inscop in December 2022,
with 31.5% of the voting intentions, followed by the PNL on 20.2%.
AUR was in third place (18.1%) while the USR would get only 10.9% of
the votes.

Inscop head Remus Ștefureac commented that the results indicate
“2023-2024 will be unpredictable years”, though added on a more
optimistic note: “I think that in the end, the electorate will reward serious
work/responsibility and penalise populism/demagogy.”

1.10 Politics - Serbia

2022 marked a full decade since the Serbian Progressive Party (SNS)
first came to power. In April the party scored a dual victory in the
presidential and general elections, which returned Aleksandar Vucic to
the presidency and confirmed the SNS as the largest party in
Parliament by a considerable margin.

Despite the clear victory, it took more than six months for Vucic to
appoint a new government. Finally announced in October and endorsed
by the parliament, the government is again led by PM Ana Brnabic.
47-year-old Brnabic has served as prime minister since 2017. She is
the first woman and first openly gay person in this position in Serbia.
Brnabic said on October 25 that it will be a government of continuity.
She also said the government will face much bigger challenges than
anything that could have been imagined two years earlier.

The government has 25 ministries and three ministers without
portfolios, four more than the previous one. There were some personnel
changes — notably the removal of both Energy and Mining Minister
Zorana Mihajlovic, an outspoken advocate of closer ties with the West,
and, conversely, equally vocal pro-Russian former interior minister
Aleksandar Vulin. Overall, there was no clear message to deduce from
the new appointments, except that Vucic appears to be set on
continuing his attempt to balance relations with Russia and the West.

Looking ahead to 2023, Vucic said in September 2022 that he plans to
create a state-wide political movement in the next six months for
“survival and progress” of the country. The formation of such a
movement may allow Vucic to keep his promise to resign as leader of
the SNS, after he became president in 2017, in line with the
constitution.

He announced during his state of the nation address in January that
this will be his final term as president, and said he does not intend to
change the constitution to enable himself to serve a third term.
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Tensions between Serbia and Kosovo erupted in autumn 2022,
following Pristina’s decision to impose new rules on car number plates
for Serbs living in the northern part of Kosovo.

The dispute had already led to protests and an escalation of tensions in
Serb-dominated northern Kosovo. EU High Commissioner Josep Borrell
warned earlier this month that Kosovo and Serbia were on the edge of
another conflict.

The chief negotiators for Belgrade and Pristina finally reached an
agreement on the bitter dispute over car number plates late on
November 23 that started to ease the tense situation in northern
Kosovo. A crisis was again averted at the end of December, following
heavy pressure from the EU and US.

Longer term, neither state can make progress towards EU accession
unless they reach an agreement on normalisation of their relations.
Serbia refuses to recognise Kosovo’s independence, and, backed by
Russia and China, has kept Serbia out of international organisations.

On the international stage, while condemning the invasion of Ukraine,
Serbia has refused to impose sanctions on Russia, citing the two
countries' friendly relationship and Russia’s support over the Kosovo
issue, despite pressure to do so from EU and US officials.

Vucic has long pursued a ‘four pillar’ foreign policy, aiming at good
relations with the EU, the US, Russia and China. While Serbia’s biggest
trading partners are EU countries, it relies on Russian gas imports, and
signed a new contract with Gazprom on favourable terms earlier this
year.

However, this balancing act became increasingly untenable after the
invasion of Ukraine. Speaking in October, Vucic described Serbia as
the stage for a proxy war between East and West.

Western impatience with Serbia has been growing, causing its EU
accession progress to stall. MEPs voted by an overwhelming majority in
favour of a recommendation calling for the enlargement process to be
“re-energised” – but only for countries that align with EU sanctions
policy on Russia.

Singling out Serbia, which has refused to join Western sanctions on
Russia, the resolution said accession negotiations with the country
“should advance only if the country supports EU sanctions against
Russia and makes significant progress on EU-related reforms”. The
recommendation is not binding on EU members, but it reflects the
unhappiness with Serbia’s refusal to align with the bloc’s foreign policy.
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1.11 Politics - Slovenia

Slovenia ended 2022 with a series of elections which changed the
political landscape in the country. 2023 is expected to be more tranquil
in political terms and the government of PM Robert Golob, who came to
power in June, can focus on overcoming the challenges of the global
energy crisis and subsequent high prices.

55-year-old former energy chief Golob was elected prime minister after
his party Freedom Movement (Gibanje Svoboda) won the April 24
general election defeating former prime minister Janez Jansa’s
right-wing Slovenian Democratic Party (SDS).

The new government was sworn in on June 1. It consists of three
left-liberal parties – the Freedom Movement, the Social Democrats (SD)
and the Left.

Golob underlined that the new government is characterised by diversity
and balance as the only way to solve many challenges in society and
treat problems equally.

The Golob government also plans to focus on the green transition,
climate change, health and social reforms as well as knowledge-based
services.

Slovenia’s Interior Minister Tatjana Bobnar filed her resignation on
December 9 over disagreement with Golob. She cited political pressure
on staffing decisions in the Slovenian police. Bobnar is the first minister
in Golob's government, which came to power in June 2022, to file her
resignation.

On November 13, Slovenian voters elected the first female president of
the country, independent candidate Natasa Pirc Musar, in the second
round of the presidential elections. Pirc Musar defeated the rightwing
politician and former foreign minister Anze Logar, supported by Jansa’s
SDS.

Pirc Musar replaced Borut Pahor, who served two five-year mandates
as president. The role of the president in Slovenia is mostly ceremonial,
but the head of the state is commander-in-chief of the army and also
nominates top judiciary officials, as well as the central bank governor.

Pirc Musar is a 54-year-old lawyer, former journalist and TV presenter,
and ex-president of Slovenia’s Red Cross. Her law firm Pirc Musar &
Lemut Strle represented former US first lady Melania Trump, during her
husband's US presidency.

Pirc Musar highlighted the topics of human rights, the fight against
poverty, giving opportunities to young people and respecting the elderly.
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The mandate of the new president began on December 23.

Slovenians also voted in two rounds of local elections on November 20
and December 4.

On November 27, Slovenians rejected an opposition challenge in a
triple referendum when citizens decided on the fate of the acts on the
structure of the government, on public broadcaster RTV Slovenia and
on long-term healthcare. All three laws were challenged by the SDS.

The previous government under Jansa was heavily criticized for its grip
on the media and undermining democracy.

Following the defeat of Jansa’s party and candidates in the 2022
elections it seems that the Golob’s government will be much more
stable in 2023.

The priorities in 2023 for Slovenia’s foreign policy are for the country to
gain a non-permanent seat at the UN Security Council, and the
stabilisation of the situation in the Western Balkans, where Slovenia is
active via a joint initiative with Croatia dubbed the Brdo-Brijuni Process.
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2.0 Macroeconomic outlook

2.1 Macroeconomy - Albania

Albania  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 12.4 13.1 13.8 14.3 13.9 17.2

Real GDP (% y/y) 3.3 3.8 4.0 2.1 -3.5 8.5

Unemployment rate (avg, %) 15.4 13.6 12.3 11.47 11.7 11.4

Consumer prices (avg, % y/y) 1.3 2.0 2.0 1.4 1.6 2.0 6.7

Consumer prices (eop, % y/y) 2.2 1.8 1.8 1.1 1.1 3.7 7.4

General budget balance (% of GDP) -0.7 -1.4 -1.4 -2.0 -6.7 -6.7

Public debt (% of GDP) 72.4 70.1 67.7 66.2 77.9 84.1

Current account balance (% of GDP) -7.6 -7.5 -6.7 -7.9 -8.8 -7.5

Official FX reserves (EUR bn) 2.3 2.7 3.2 3.1 3.6 4.6

EUR/LC (avg) 137 134 128 123 123

Source: Instat, Bank of Albania, World Bank

2.1.1 GDP growth
Albania’s GDP growth has already slowed in the second half of 2022,
and the slowdown is expected to deepen going into 2023.

The latest figures from statistics office Instat show that Albania’s
economy expanded by 2.23% in the second quarter of 2022, a marked
slowdown from the 6% recorded in the first quarter of the year, when
Albania – in particular its large tourism sector – was recovering strongly
from the coronacrisis, as Russia’s invasion of Ukraine and related
sanctions led to a decline in growth across Emerging Europe.
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The International Monetary Fund (IMF) expects Albania’s economy to
grow by 3.7% in 2022, the fund said in the concluding statement of its
2022 Article IV Mission. Growth in 2022 is backed by “robust activity” in
tourism, real estate and services, according to the IMF. However, it is
expected to slow to around 2% in 2023, which the fund attributed to
expected tighter financial conditions, the slowdown in Europe and the
withdrawal of policy support.

“The Albanian economy has weathered multiple shocks since 2019
relatively well. Although Albania’s direct exposures to Russia’s war in
Ukraine are limited, with twin deficits and high government debt,
Albania now faces challenges stemming from soaring international food
and energy prices, tighter global financial conditions which are likely to
persist, and the economic slowdown in Europe,” the IMF commented in
a statement.

The European Commission forecasts growth will fall to 3.2% this year
and further to 2.6% in 2023 amid weakening private consumption and
investment, before rallying to around 3.4% in 2024.

Commenting on the slowdown, the Commission noted the high inflation
rate this year, despite regulated electricity prices and currency
appreciation that have kept the rate below the double digits seen in
some of Albania’s neighbours.

The slowdown next year will be caused by “weakening private
consumption and investment in the face of uncertainty about prices and
development of trade partners,” the report said.

“For 2023 and 2024, growth is set to be strongly affected by uncertainty
over whether the government increases the regulated electricity price
and how the war will impact exports to and investment from the main
trading partners in the EU,” it elaborated.

“In addition, household consumption in 2023 is expected to be
impacted by the negative effect of lasting high food and transport
prices, as these items account for almost half of the household
budgets.”

After Albania stepped in to support the economy and poorer segments
of the population during the pandemic and again this year as energy
prices rose, the Commission warns that possibilities for fiscal stimulus
will be limited in 2023, due to tightening external financing conditions
and the likely need for increasing subsidies and social support.

The World Bank projects average GDP growth of 2.7% through 2024,
which is below the rate seen before the earthquake that struck parts of
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the country at the end of 2019. The development bank’s current
forecasts are for 3.2% growth in 2022, 2.3% in 2023 and 2.5% in 2024.

Looking further ahead, the World Bank expects private consumption to
return as a key driver of GDP growth in the medium term, while private
investment could provide further support to growth if business climate
reforms are implemented. The decline in poverty is also expected to
continue.

However, it warned: “Enduring geopolitical tensions could further
increase inflation, disrupt supply chains and disturb financial markets;
all of which could further dim Albania’s growth prospects.”

The European Bank for Reconstruction and Development (EBRD) has
maintained its 3.0% GDP growth forecast for Albania in 2022 while
lowering its projection for 2023 by 0.3 of a percentage point (pp) also to
3.0%.

This is broadly in line with forecasts for the Emerging Europe region,
where the EBRD raised projections for many countries for 2022
following a better-than-expected performance in the first half of the
year, but lowered them for 2023 in its latest Regional Economic
Prospects report published in September.

According to the EBRD: “Key risks to the near-term outlook include
rising inflation and tightened financing conditions, which are set to
dampen household consumption and investment. On the positive side,
the strong tourism season will boost external and fiscal accounts ahead
of the challenging heating season and lead growth in the third quarter
of 2022.”
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2.1.2 External environment

Albania’s foreign trade has largely recovered following the dip during
the first year of the coronavirus pandemic.

The latest figures from statistics office Instat, for October 2022, show a
continuing increase in both exports and imports.

A sharp increase in textiles exports was the main factor behind the
12.5% year-on-year increase in Albania’s exports to ALL38bn in
October.

After the export-oriented Albanian textiles industry was badly hit by the
pandemic – when non-essential stores were shut in most markets and
people cut down spending on clothes and accessories – it has since
been recovering.

Textiles and footwear contributed 6.9 percentage points (pp) to the
overall y/y increase in exports in October, with smaller contributions
from other sectors including machinery, equipment and spare parts (2.8
pp) and mineral, fuels, electricity (2.3 pp).

Albania’s government is hoping to achieve record agricultural exports of
€550mn in 2022.

The European Bank for Reconstruction noted the contribution of the
strong tourism season in summer 2022 to boosting “external and fiscal
accounts ahead of the challenging heating season”.

“A tourism season exceeding expectations pushed services exports
and commodity exports, mainly primary commodities, construction
materials and textiles, benefited from price advantages and tight supply
chains,” commented the European Commission in its autumn set of
forecasts.

However, towards the end of the year, some key export sectors were
impacted by falling demand and higher prices of energy and other
input. October saw a y/y fall in exports of construction materials and
metals that dragged total exports down by 3.2 pp.

Imports in October reached ALL83bn, up 8.6% y/y but down 5.3%
month on month. The trade deficit was ALL45bn, up 5.5% y/y but down
8.7% m/m. Albania typically runs a large trade deficit.
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In the first ten months of 2022, Albania’s exports reached ALL404bn, up
by 35.0%, while imports stood at ALL778bn, up by 23.1%. In summer
2022, adverse weather conditions kept hydropower generation low,
which forced Albania to hike its imports of electricity at a time of
extremely high prices.

Looking ahead to 2023, the European Commission forecasts that
slowing domestic demand will decrease import growth strongly. This will
result “in a slightly positive contribution of net exports, also helped by
moderate service export growth, as tourism to Albania remains
relatively cheap and attractive.” Electricity imports remain uncertain as
they are dependent on weather conditions.

Commenting on Albania’s external positions for 2022-2024, the
European Commission said: “In 2022, rising commodity import prices
are projected to widen the merchandise trade deficit even further and to
increase the current account deficit by about 0.8 pp to 8.3% of GDP in
2022, despite a growing service surplus and currency appreciation.
Decelerating import growth, improving terms of trade and a steady
growth of services exports and remittances are set to help the gradual
decrease of the current account deficit to 7.4% of GDP in 2024.”

2.1.3 Inflation and monetary policy

Albania’s annual consumer price inflation rose again to 8.3% in
October, up from 8.1% the previous month, statistics office Instat said
on November 8. Month on month, the consumer price index (CPI) rose
by 0.4%.

Albania’s inflation rate has been climbing sharply since the start of the
global recovery from the coronacrisis, and even more so after the
supply shock from Russia’s invasion of Ukraine, though it is still lower
than most countries in the region.

Rising food prices were the main contributor to Albania’s annual
inflation, increasing by 14.6% y/y and contributing 5.1 pp to the overall
increase.

Within food, the sharpest increase was for oils and fats, where prices
shot up by 27.4% y/y, followed by milk, cheese and eggs (24.3%),
bread and cereals (17.1%), fish (15.3%), confectionary (14.7%), meat
(12.4%) and vegetables (11.8%, including potatoes).

The fastest growth was in transport prices, which rose by 16.9%,
adding 1.0pp.
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Strong growth was also recorded for prices of furniture, household
goods and maintenance (6.5% y/y), hotels, coffee houses and
restaurants (6.1%), alcoholic beverages and tobacco (5.7%) and
housing, water, electricity and other fuel (3.6%).

Transport prices also showed the strongest m/m increase, rising by
1.5%. Most other groups had a smaller increase, while prices fell for
recreation and culture, alcoholic beverages and tobacco and education.

In November, the Bank of Albania raised the base rate by 0.5 of a
percentage point to 2.75%.

The Albanian central bank said that high inflationary pressures remain
the main risk to sustainable and long-term growth in the country. A
statement from the central bank said that the gradual normalisation of
monetary policy is necessary to rein in inflation, and the normalising
cycle will continue.

The Bank of Albania expects that over the next two years the Albanian
economy will continue to grow and inflationary pressures will decrease.

Inflation is predicted to remain high in the fourth quarter of the current
year, but to be progressively reduced during 2023 and to return to the
target in the second quarter of 2024.
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2.1.4 Industrial production
Industrial Production (volume) Index (IPI) is designed to measure
quarterly changes in the volume of industrial production.

Albania’s overall Industrial Production (volume) Index (IPI) has
increased since the lockdowns at the start of the pandemic, though
progress has varied. The overall index reached 122 (above the 2015
level) in Q2, the latest data available, compared to 79 in Q1 2020 and
80 in Q2 2020.

The manufacturing sector rebounded particularly strongly, though it is
not clear whether this will continue into the end of 2022 and start of
2023, given higher input prices and the slowdown in EU economies,
which are among Albania’s main export markets.

Construction also demonstrated a robust recovery from the pandemic,
but its performance dipped somewhat in early 2022. Part of the impetus
for growth in this sector will be lost as post-earthquake reconstruction is
completed; however, the government has ambitious infrastructure
construction plans for the coming years.

The performance of the ‘electricity, gas, steam and air conditioning
supply’ sector has been more erratic. Albania produces almost all its
energy from hydropower and output depends on weather conditions;
the dry spring and summer in 2022 caused production to fall.
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2.2 Macroeconomy - Bosnia & Herzegovina

XXX  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 15.2 16.0 17.0 18.0 17.4 18.8 19.7

Real GDP (% y/y) 3.1 3.2 3.7 2.8 -3.1 7.5 2.4

Consumer prices (avg, % y/y) -1.6 0.8 1.4 0.6 -1.1 2.0 10.5

Consumer prices (eop, % y/y) -0.3 0.7 1.6 -0.1 -1.6 6.3 9.5

General budget balance (% of GDP) 1.2 2.6 2.2 1.9 -5.3 -0.3 -0.5

Public debt (% of GDP) 29.2 26.0 24.5 23.1 25.5 24.8 22.8

Current account balance (% of GDP) -4.8 -4.8 -3.3 -2.6 -3.3 -2.3 -2.5

Official FX reserves (EUR bn) 5.4 6.1 7.0 7.2 8.1 8.4

EUR/LC (avg) 2.0 2.0 2.0 2.0 2.0 2.0 2.0

USD/LC (avg) 1.8 1.7 1.7 1.7 1.7 1.7 1.7

Source: Agency for Statistics of Bosnia and Herzegovina, IMF, CBBH, World Bank

2.2.1 GDP growth

Bosnia’s economic growth is seen slowing down in 2023 due to the
effects of the Russian war in Ukraine. According to the World Bank, the
GDP growth will slow to 2.8% in 2023 from an estimated 4% in 2022. It
should pick up in 2024, expanding by 3.2%. In 2021, the GDP
expanded by 7.59%, reversing a 3.1% contraction the previous year.

The economic growth will be driven mainly by private consumption
supported by remittances and a tightening labour market.

Investment in energy and infrastructure will affect economic growth over
the medium term, although not to the same extent as in 2021 and 2022,
according to the World Bank. At the same time, strong exports are likely
to be offset by higher imports in part for infrastructure projects.

The European Bank for Reconstruction and Development (EBRD) has
projected that Bosnia’s economic growth will slow down to 2.3% in 2023
from an estimated 3% in 2022. The EBRD noted that the worsening
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external environment and an anticipated economic slowdown in the
second half of 2022 and into 2023 in Eurozone export markets are
serious risks to Bosnia’s economic growth.

Bosnia’s state Directorate for Economic Planning (DEP) has projected
that the economy will rise by around 3.2% on average in the period
2023-2025. In 2023, the growth is seen at 3.1%, while in 2024 it should
reach 3% and in 2025 3.4%. During that period, domestic demand,
boosted mainly by private consumption, is expected to be the main
driver of economic growth.

On the other hand, public spending is expected to contract and its
share in GDP will fall. If Bosnia implements planned reforms, that would
boost investment and support economic growth, the DEP said in its
latest macroeconomic projection.

2.2.2 External environment

The International Monetary Fund (IMF) has predicted that Bosnia's
current account gap will expand to 4.3% of GDP in 2022 from 2.1% in
2021. It is anticipated to contract to 3.7% of GDP in 2023.

The state Directorate for Economic Planning (DEP) expects that the
current account deficit will reach around 3.6% of GDP in 2023 from an
estimated 3.9% of GDP in 2022. In 2024-2025, the current account
deficit is set to fall to 2.9% and 3.1% of GDP respectively.

Bosnia’s current account deficit expanded by 97.6% year on year to
BAM1bn (€513.4mn) in the first six months of 2022, according to the
latest available central bank data.

The primary income account surplus contracted by 72% y/y to
BAM521.22mn in January-June. The surplus on the services account
decreased by 67.5% y/y to BAM1.99bn.
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The deficit of the financial account contracted 59.5% y/y to
BAM689.22mn to the end of June.

Net foreign direct investment (FDI) was negative at -BAM429.44mn,
with portfolio investments sinking y/y to -BAM20mn. Other investment
was -BAM13.18mn versus -BAM2.73bn a year ago.

The DEP has noted that the war in Ukraine put in question investments
by Russian companies in energy projects, while the disruption of global
supply chains would affect future projects too. FDI is expected to reach
2.1% of GDP in 2023 from an estimated 1.4% of GDP in 2022. It should
rise to 2.2% of GDP in 2024 and 2025.

Meanwhile, Bosnia’s foreign trade deficit amounted to BAM9.61bn
(€4.91bn) in the first eleven months of 2022, up by 46.9% y/y, according
to the latest available statistics office data. Exports increased by 28.5%
y/y to BAM16.6bn, whereas imports moved up 34.7% y/y to
BAM26.2bn. The coverage of imports by exports was 63.3%, down
from 66.3% a year earlier.

Bosnia’s foreign trade recovered in 2022 after the coronavirus
(COVID-19) pandemic, but the global economic crisis caused by the
Russian war in Ukraine could slow down exports and imports in 2023.

The stabilisation of external factors and an improvement of the working
environment in Bosnia could boost foreign trade in 2023, according to
the DEP. Exports could rise by 6.9% in 2023, 6.2% in 2024 and 6.1% in
2025. On the other hand, the growth rate of imports would be lower, at
4.1% in 2023, 4% in 2024 and 4.6% in 2025.

2.2.3 Inflation and monetary policy

The Directorate for Economic Planning (DEP) has projected Bosnia’s
inflation at 1.8% in 2023. The projection is based on the expectation
that prices of crude oil will fall by 11.7% in 2023, which would lower
food prices, and inflation in the Eurozone would reach 2.1%.

In 2024-2025, the DEP projects that inflation will fall to 1.5-1.7% on the
back of the continuous fall of the crude oil price.

The DEP has noted that the main risk to inflation is the continuation of
the war in Ukraine that would add between 1% and 2% to the
Eurozone’s inflation. That would lift consumer prices in Bosnia as well.

On the other hand, the International Monetary Fund (IMF) projected in
October that Bosnia’s inflation will reach 4.1% in 2023, cooling from an
estimated 9.5% in 2022.

The World Bank has projected that Bosnia’s inflation would reach 11%
in 2022 but should stabilise to pre-pandemic levels in 2023-2024.

Consumer prices in Bosnia increased by 16.3% year on year in
November, slowing down from a 17.4% y/y increase in October,
according to the latest available statistics office data. In monthly terms,
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the CPI increased 0.2% in November, after moving up 2.1% a month
earlier.

Consumer prices in the country increased the most in the following
sectors: food and beverages (+24.5% y/y), transport (+23.8% y/y) and
housing (+19.1% y/y). The clothing sector was the only one to post a
decline in November, by 7.1% y/y. In the first eleven months of 2022
Bosnia posted annual inflation of 14%.

2.2.4 Industrial production

Bosnia’s industry is expected to pick up further in 2023, continuing the
positive trend from 2022. According to Directorate for Economic
Planning (DEP) projections, industrial production should expand by
6.1% in 2023 from an estimated 4.8% in 2022. In 2024, its growth
should slow down to 5.8% before picking up again in 2025, to 6.3%.

The DEP has noted that industry will play a key role in Bosnia’s
economic development in 2023. Reforms would attract more investors
that would contribute to higher growth of the industry.
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Bosnia’s industrial output decreased 1.2% y/y in November, after falling
by 3% y/y in October, with the performance only of the manufacturing
sector remaining positive, according to the latest available working-day
adjusted data from the country’s statistics office.

Although Bosnia’s industry expanded in 2022, it was affected by the
global economic crisis caused by the Russian war of aggression in
Ukraine, which led to the slowdown since June.

Manufacturing production increased 1.2% y/y after falling by 0.9% y/y in
October. Within manufacturing, the strongest y/y increase took place in
motor vehicles, trailers and semi-trailers (up 42.3% y/y), while the
deepest decline was reported for tobacco (down 100%).

Mining production decreased by 1.2% y/y in November, after falling by
11% y/y in October. Output decreased y/y in mining of metal ores (down
17.9% y/y), while it increased in other mining and quarrying (up 8.3%
y/y) and mining of coal and lignite (up 0.8% y/y).

Utilities output decreased 9% y/y in November, after falling 10.3% y/y in
October.

Across the main industrial groups, production increased y/y in capital
goods (up 8.6% y/y), while it decreased in durable consumer goods
(down 7.3% y/y), energy (down 7% y/y), non-durable consumer goods
(down 1.3% y/y) and intermediate goods (down 14% y/y).

2.3 Macroeconomy - Bulgaria

Bulgaria  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (BGN bn) 95.4 102.7 110.0 120.4 120.0 139

Real GDP (% y/y) 3.4 2.9 2.8 3.7 4.2 4.5 4.4

Unemployment rate (avg, %) 7.6 6.2 5.2 4.2 5.1 5.3

Consumer prices (avg, % y/y) -0.8 2.1 2.8 3.1 1.7 3.3 ?

Consumer prices (eop, % y/y) 0.1 2.8 2.3 3.8 0.1 7.8 ?

Current account balance (% of GDP) 1.4 0.7 0.1 0.9 -2.2 3.1 3.2

Source: IMF, World Bank, Bulgarian National Bank, statistics office
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2.3.1 GDP growth

Bulgaria’s economic growth is seen by between just 0.1% and 3% in
2023 as the country is strongly affected by the Russian war in Ukraine,
while the domestic political situation remains highly unstable.

The European Commission is more optimistic in its expectations,
projecting Bulgaria’s 2023 economic growth at 1.1%, down from an
estimated 3.1% in 2022. The slowdown would be a result of lower
domestic and foreign demand.

Fitch Ratings expects that Bulgaria’s economic growth will slow down to
1.4% in 2023 from expected 3.5% in 2022 due to slowing private and
public consumption. In 2014, GDP growth is seen at around 3%. The
European Bank for Reconstruction and Development’s (EBRD’s)
projection is almost the same as that of Fitch – for 1.5% economic
growth in 2023.

The World Bank projected that Bulgaria’s real GDP growth would be
1.7% in 2023, down from an estimated 2.9% in 2022. The global lender
has noted that Bulgaria’s economic growth will slow down in line with
global and EU trends, but that reforms and investment under the
National Recovery and Resilience Plan and the EU Multiannual
Financial Framework would help sustain growth.

On the most optimistic side, the International Monetary Fund (IMF)
projects Bulgaria’s economic growth at 3% in 2023, slowing from an
estimated 3.9% in 2022. However, that projection was made in the
IMF’s October edition of the World Economic Outlook and was based
on older data.

2.3.2 External environment

The World Bank has projected that Bulgaria will swing to a current
account surplus in 2023, at 0.1% of GDP, from an estimated deficit of
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2.7% of GDP in 2022. The current account surplus should rise to 2.4%
of GDP in 2024.

The International Monetary Fund (IMF) has the more pessimistic
expectation that Bulgaria will post a current account deficit of 1.4% of
GDP in 2023 versus an expected deficit of 0.9% of GDP for 2022. The
deficit should fall to 0.1% of GDP in 2024.

According to the latest available central bank data, Bulgaria’s current
account posted a surplus of €770.2mn (1% of GDP) in the first nine
months of 2022, compared with a surplus of €503.6mn reported a year
earlier.

At the same time, Bulgaria’s foreign trade deficit jumped 98.4% y/y in
the first nine months of 2022 to BGN9.87bn (€5.05bn) as trade has
been recovering strongly after the restrictions imposed due to the
coronavirus pandemic. The Russian war in Ukraine did not affect
foreign trade in 2022.

On the other hand, the central bank noted that the external demand
from Bulgaria’s foreign trade partners increased more than expected in
the first half of 2022 despite the war, but the indications of deteriorating
external economic indicators at the end of the year and in the beginning
of 2023 are increasing.

2.3.3 Inflation and monetary policy

Bulgaria’s inflation skyrocketed over most of 2022 due the economic
effects of the Russian war in Ukraine. According to the latest available
statistics office data, the consumer price index (CPI) increased by
17.6% y/y in October, after rising by 18.7% y/y in September, slowing
for the first time in nearly two years but still remaining at the highest
level since July 2008.

The Harmonised Index of Consumer Prices (HICP) increased 14.8% y/y
in October, after rising 15.6% y/y in September.

According to the European Commission, the annual HICP inflation is
expected to slow down to 7.4% in 2023 from a projected 12.8% in
2022. In 2024, it should slow down to 3.2%.

The International Monetary Fund (IMF) projects that the CPI will rise by
just 2.3% in 2023 from an estimated 12.7% in 2022.

Rating agency Standard & Poor’s (S&P) has noted that Bulgaria might
not be able to meet the inflation convergence criterion in 2023 in order
to enter the eurozone in 2024. Fellow rating agency Fitch said that,
given high uncertainty about the inflation trajectory over the next two
years, the risks of a delay in euro adoption beyond 2025 have
increased.
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2.3.4 Industrial production

Bulgaria's industry has been growing since May 2021 when all
coronavirus-related restrictions were lifted and companies were able to
resume normal operations. It was backed mainly by the good
performance of the manufacturing and utilities sectors.

According to the latest available statistics office data, industrial
production increased by 11% y/y in September, after rising by 16.5% y/y
in August.

Manufacturing production increased 13.8% y/y in September, after
rising by 12.7% y/y in August. Within manufacturing, the biggest y/y
increase was registered for computer and communication equipment,
electric and optical products (up 45.9% y/y) and drinks (up 43.3% y/y) in
September. The manufacture of textiles declined the most in
September, by 10.3% y/y.

Mining output fell by 2.4% y/y, after decreasing by a revised 6% y/y in
August.

Utilities output increased by 4.6% y/y in September, following a revised
51.1% y/y rise in August.

Meanwhile, Bulgaria’s Producer Price Index (PPI) for industry increased
by 41.7% year on year in October, the latest available data. This spike
reflected primarily the soaring prices in the electricity, gas, steam and
air conditioning supply sector, where the PPI rose by 97.8% y/y. There
were smaller, though still substantial, increases for manufacturing
(20.8%) and mining and quarrying (4.2%) as well.

The PPI on the domestic market fell by 8.8% m/m and rose by 55.4%
y/y in October. On the non-domestic market, the PPI dropped by 0.2%
m/m and grew by 19.6% y/y.
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2.4 Macroeconomy - Croatia

Croatia  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 47.3 49.9 52.7 55.6 50.2 58.3 ?

Real GDP (% y/y) 3.5 3.4 2.9 3.5 -8.1 4.5 ?

Industrial output (% y/y) -2.6 -10.7 4.4 -1.0 -7.5 17.7 ?

Unemployment rate (avg, %) 7.7 6.2 8.4 6.6 7.5 7.6 ?

Consumer prices (avg, % y/y) -1.1 1.1 1.5 0.8 0.1 2.6 ?

Consumer prices (eop, % y/y) 0.2 1.2 0.8 1.4 -0.7 5.5 9.2

Current account balance (% of GDP) 3.2 3.5 1.9 3.0 -0.1 3.4 2.2

Official FX reserves (EUR bn) 13.5 15.7 17.4 18.6 18.9 25 ?

Gross foreign debt (% of GDP) 95.2 88.6 82.4 74.1 81.8 81.1 ?

EUR/LC (avg) 7.5 7.5 7.4 7.4 7.5 7.5 ?

USD/LC (avg) 6.8 6.6 6.3 6.6 6.6 6.6 ?

Source: IMF, statistics office, central bank

2.4.1 GDP growth

Croatia’s economy performed well in 2022 with the growth projected at
between 5.7% and 6.5%, but economic growth will slow down
significantly in 2023, to around 1% or even less, due to the global
recession and lower disposable income resulting from surging inflation.

The most pessimistic forecast for 2023 is that of the Croatian central
bang and the government – for a mere 0.7% growth.

“It is projected that next year one-third of the world will end in a
recession, so we do not have optimistic expectations,” Finance Minister
Marko Primorac has said.
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International institutions have slightly more positive expectations for the
Croatian economic growth, putting it at around 1%.

The European Commission noted that persistently high inflation,
negative real wage growth and a decline in business and consumer
confidence are expected to lead to a technical recession in the last
quarter of 2022 and the first quarter of 2023.

In 2023, although energy and commodity price growth are set to
moderate, economic growth will slow down due to the subdued real
disposable incomes, particularly in the first half of the year. In the
second half of the year inflation is expected to moderate and real wage
growth should resume, which would push up economic activity.

Fitch Ratings expects Croatia’s growth to “lose steam” in the coming
quarters as a result of inflation affecting domestic demand and a
slowdown in its key trading partners, primarily the eurozone. It therefore
anticipates growth will slow to just 1.1% in 2023, despite an expected
rise in public investment because of the higher absorption of EU funds.

On a more positive note, the World Bank has projected that Croatia’s
economy will perform better in 2023, posting growth of 1.8%. The
International Monetary Fund (IMF) has the most optimistic forecast of
all, forecasting Croatia’s 2023 economic growth at 3.6%.

According to the latest available statistics office data, Croatia’s
economy continued the strong growth from 2021 into the third quarter
of 2022, expanding by 5.2% compared to the same period a year
earlier. However, the growth rate slowed down compared to the
previous quarter when GDP expanded by a revised 8.7% y/y.

In 2020, the Croatian economy was badly hit by the coronavirus
pandemic and lockdowns — which had a strongly negative impact on
the country’s large tourism sector — but picked up in the second
quarter of 2021 to end the year with a better-than-projected 10.2%
growth.
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2.4.2 External environment

Croatia’s current account surplus is forecast at 2% of GDP in 2023
versus a surplus of 2.2% of GDP projected for 2022.

The country recorded a deficit of €1bn on its current account in the
second quarter of 2022, according to data reported by the Croatian
National Bank (HNB).

The central bank commented that the balance in the current and capital
account posted a deficit mainly due to the strong increase in the foreign
goods trade deficit, while unfavourable developments were largely
mitigated by an increase in the net exports of services.

In the second quarter, the current account deficit was significantly
higher compared to a year earlier, when it stood at €837.8mn. Foreign
trade in goods posted a deficit of €1.5bn, up from €1.3bn a year earlier.
The growth of exports (40.5% year on year) and of imports (50.5% y/y)
was robust, strongly reflecting the growth of goods prices, especially
the prices of energy products and other raw materials in the global
market.

On the other hand, net exports of services moved up by 113.3% y/y,
thanks mainly to a rise in income from spending by foreign tourists,
which more than doubled in the second quarter of 2022 from the same
period in the previous year. The primary account posted a surplus of
€3mn versus a surplus of €17mn in Q2 2021.

Statistics office data showed that Croatia’s foreign trade improved in
2022 despite the Russian war in Ukraine mainly thanks to the strong
tourist season. The foreign trade deficit amounted to HRK90.24bn
(€11.97bn) in January-August, up from HRK48.25bn a year earlier.

Foreign trade should continue the upward trend in 2023, although the
growth pace is expected to slow down due to the expected global
economic recession.

2.4.3 Inflation and monetary policy

Inflation in Croatia is expected to slow down in 2023 from the record
high level in 2022. The World Bank says inflation will decline gradually
with improvements in the supply chain. However, it is seen at 10.1% in
2022 and is expected to slow down to 3.9% in 2023. According to the
International Monetary Fund (IMF), consumer prices should rise by
4.9% in 2023 from an estimated 9.2% in 2022.

The government expects that annual inflation will reach 10.4% in 2022
and will slow down to 5.7% in 2023 mainly thanks to improved supply
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chains, lower imported inflation and the high base from 2022. In 2024,
inflation is seen at 2.5%, while in 2025 it should fall further to 2.3%.

The projection of the central bank is similar for 2022 but the institution
expects that the consumer prices will rise more significantly in 2023 –
by 6.7% – slowing down from an estimated 10.3% in 2022 due to the
gradual fall in global prices of raw materials, resolved supply chain
disruptions and weaker market demand.

The European Commission has projected that the harmonised index of
consumer prices (HICP) inflation would reach 6.5% in 2023, down from
10.1% in 2022. In 2024, negative energy inflation is projected to push
the inflation rate lower towards the euro area average, to 2.3%.

Croatia’s consumer price index (CPI) increased by 13.2% year on year
in October and by 1.3% month on month, according to the latest
available statistics office data. The prices of food and non-alcoholic
beverages (by 5.11%) contributed the most to the increase in the
consumer price indices in October as compared to September.

2.4.4 Industrial production

Croatia’s industry has recovered from the coronavirus pandemic and
the restrictions imposed by the authorities to contain the spread of the
disease. However, in 2022, it started declining as it was affected by
rising input prices since Russia’s invasion of Ukraine. That trend is
expected to continue at least in the first half of 2023.

Industrial production inched down by 0.3% year on year, working-day
adjusted, in October, according to statistics office data. Month on
month, industrial production was down by 1.4%. The y/y fall in industrial
production was caused mainly by the electricity, gas, steam and air
conditioning supply sector, where output decreased by 12.6%. Mining
and quarrying production fell by 3.9%. Manufacturing was the sole
sector to post an increase, by 2% y/y.

Total stocks of industrial finished products in Croatia increased by 3.5%
m/m and 0.5% y/y as of the end of October. The total number of people

46 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


employed in industry in October 2022 was up 0.3% m/m and down
0.2% y/y.

At the same time, Croatia's industrial sales increased by 24.7% y/y in
September, after rising by 25.2% year-on-year in the previous month.
The overall rise was mainly backed by the increase in the energy sector
that went up by 96.1% y/y, after rising by 143.6% y/y the previous
month. In the durable consumer goods sector, sales increased by 9.9%
y/y, after rising by 6.1% y/y in the previous month.

Sales in the intermediate goods sector increased by 21.1% y/y,
accelerating from the 16.4% y/y hike in August. The non-durable
consumer goods sector posted a 20.4% annual rise, after increasing by
17% y/y. The capital goods sector increased by 12.3% y/y, after rising
by 14.9% y/y. Through September, industrial sales increased by 23.1%
y/y.

Croatia’s industrial production price index (PPI) increased 17.9% year
on year in October, after rising by 22.16% y/y in the previous month.
The PPI index for total industry, excluding energy, increased 10.6% y/y
and moved up 0.8% on the month. Producer prices in the mining and
quarrying sector jumped 43.4% y/y and went down 10.2% m/m. In the
key manufacturing sector, Croatia’s PPI index increased by 12.4% y/y
and moved up 0.9% m/m.

The PPI in the electricity, gas, steam and air-conditioning sector
increased 63.9% y/y and rose by 5% m/m. In the water supply,
sewerage and waste management sector the PPI was higher by 1.6%
y/y and unchanged m/m.
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2.5 Macroeconomy - Kosovo

Kosovo key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 6.037 6.356 6.671 7.056 6.772 7.958

Real GDP (% y/y) 5.6 4.8 3.4 4.8 -5.3 9.5 2.7

Unemployment rate (avg,
%)

27.5 30.5 29.5 25.7 26 25.8

Nominal industrial wages
(% y/y)

1.7 2.1 5.1 5.3 -2.3 3.9

Producer prices (avg, % y/y) -0.1 0.6 1.4 0.9 -0.6 4.9

Consumer prices (avg, %
y/y)

0.2 1.5 1.1 2.7 0.2 3.3 12

Consumer prices (eop, %
y/y)

1.3 0.5 2.9 1.2 0.1 6.7 12.5

General budget balance (%
of GDP)

-1.2 -2.9 -2.9 -7.6 -1.3 -0.8

Public debt (% of GDP) 14.5 16.4 17.1 17.7 22.5 22.4 21.1

Current account balance (%
of GDP)

-8 -5.5 -7.6 -5.7 -7 -8.8 -10.9

Official FX reserves (EUR
bn)

0.605 0.683 0.769 0.864 0.906 1.1 ?

Source: Thomson Reuters, RBI/Raiffeisen RESEARCH

2.5.1 GDP growth

The International Monetary Fund (IMF) expects Kosovo’s economy to expand by
3-4% in 2023 and inflation to gradually ease depending on prices on the international
markets.

The gradual projected decline of commodity prices would provide relief to households
and firms, with a moderately expansionary fiscal policy also contributing to more
dynamic activity.

The IMF said that the energy price shock that stemmed from the war in Ukraine and
the tighter global financial conditions will inevitably affect demand and economic
activity in Kosovo in 2022 even though the momentum from the 2021 recovery is still
strong.
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In October 2022, the World Bank cut its economic growth projection for Kosovo for
2023 by 0.6 pp to 3.7%, while the economy is expected to expand by 4.2% in 2024.

The World Bank said that inflationary pressures interrupted Kosovo’s recovery path.
GDP is expected to decelerate to 3.1% in 2022 due to slowdown in investments and
private consumption. Exports continued to boost growth. In the current context there
is a need to support the vulnerable to mitigate the impact of surging energy and food
prices. In the medium term accelerated implementation of structural reforms in
energy, education, social protection and health care is critical to enhance sustainable
growth.

2.5.2 External environment

With slowing remittances, the current account is expected to deteriorate until 2023.In
the medium term, non-debt crediting foreign direct investment (FDI) and external
lending will be the key sources of financing for the current account.

Against a significant increase in prices, merchandise imports, which represented
53.4% of GDP in 2021, increased nominally by 26% until July 2022, further
exacerbating Kosovo’s structurally high trade deficits, according to the World Bank.

The trade gap started to increase rapidly from February 2021. Kosovo’s trade gap
widened by 22% y/y to €3.87bn in the first ten months of 2022.

The country’s current account deficit is projected at 10.9% of GDP in 2022 and 8.7%
of GDP in 2023 following a gap of 8.8% of GDP in 2021, according to the
International Monetary Fund (IMF).

2.5.3 Inflation and monetary policy

Kosovo entered an inflationary cycle in February 2021 and the annual inflation rate
reached double digits in March 2022. The annual inflation in Kosovo showed signs of
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slowdown since August 2022, when it dropped to 13% from 14.2% in the previous
month.

In November, year on year, the inflation was caused mostly by an increase of prices
of food by 19.5%, electricity, gas and other fuels by 16.8%, whereas solid fuels
jumped by 43.7%, and transport costs by 10.5%.

The World Bank projected an annual average inflation in Kosovo of 12.1% in 2022
and 4% in 2023.

According to the International Monetary Fund (IMF), average inflation in Kosovo is
expected to decline to 4% – 5% in 2023, according to the baseline scenario.
However, forecasts are subject to significant risks as higher energy prices could lead
to higher inflation and input costs, as well as to electricity rationing, negatively
impacting growth.

2.5.4 Industrial production

Kosovo’s industrial production averaged 3.54% from 2013 until 2022, reaching an all
time high of 43.6% in June of 2021 and a record low of -16.9% in June of 2020.

On the production side, services supported by higher diaspora demand, credit growth
and public transfers are expected to be the main driver of growth, according to the
World Bank.

Kosovo’s producer price index (PPI) grew by an annual 17.2% in the third quarter of
2022, speeding up significantly from a 10% y/y increase in the previous quarter, data
from the statistics agency KAS indicated.

After falling for most of 2020, PPI started to increase since the fourth quarter of 2020
and speeded up the pace of growth throughout 2021.
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2.6 Macroeconomy - Moldova
Moldova  key economic figures and forecasts

2017 2018 2019 2020 2021 2022* DOE

Nominal GDP (EUR bn) 8.5 9.5 10.5 10.1 11.5 13.3 Sep-22

Real GDP (% y/y) 4.2% 4.1% 3.6% -8.3% 13.9% -4.1% Jan-Sep

Industrial output (% y/y) 3.5% 3.8% 2.1% -5.7% 12.4% -1.6% Oct-22

Producer prices (eop, % y/y) 2.3% -0.1% 2.6% 3.8% 16.1% 28.1% Nov-22

Consumer prices (eop, % y/y) 7.3% 0.9% 7.5% 0.4% 13.9% 31.4% Nov-22

General budget balance (% of GDP) -1.5% -5.3% -1.9% -1.9% Jan-Nov

Public debt (% of GDP) 27.2% 36.4% 33.8% 32.1% Sep-22

Current account balance (% of GDP) -5.7% -10.6% -9.3% -7.4% -12.5% -14.1% Sep-22

Official FX reserves (% of GDP) 31.1% 31.4% 29.2% 37.4% 33.9% 33.0% 23 Dec.22

Gross foreign debt (% of GDP) 70% 64% 62% 68% 65% 62% Sep-22

Source: bne IntelliNews ; * estimates for latest 12 months to date of estimate (DOE), unless otherwise indicated

2.6.1 GDP growth
Moldova’s economy is expected to have contracted by 4% or more in
2022, while the outlook for 2023 is for a return to moderate positive
growth. Base effects in agriculture are positive, but the negative effect
of high energy prices will prevail.

The country’s GDP plunged by 8.4% q/q (seasonally adjusted terms) in
Q3 last year, when it marked a 10.3% y/y contraction.

The figures are significantly below the expectations of the government,
international financial institutions (IFIs) and independent analysts, who
were expecting a 3% contraction for the whole year.

In the first three quarters of 2022, the country’s GDP contracted by
4.1% y/y and the base effects are not favourable for the last quarter of
the year.

Speaking of Q3 alone, the 21.4% plunge in agricultural production
contributed 3.5pp to the overall 10.3% y/y contraction. Significant
negative contributions on the formation side were made by the sector of
services to households (trade included, -1.9pp) and real estate (-1.2pp).
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The manufacturing industries contracted by 12.4% y/y in terms of
value-added and contributed 1.2pp to the quarter’s overall negative
performance.

Net taxes collected dropped by 8.7% y/y as a result of significant
subsidies extended to households and firms, contributing a negative
1.2pp to the quarter’s GDP as well.

2.6.2 External environment

Moldova’s current account (CA)  gap widened to more than 14% of
GDP in the 12 months to September 2022, as the country depends on
expensive energy imports.

The external financing, from development partners, investors and
diaspora, was particularly abundant. The external deficit financing,
largely not debt generating, was particularly robust thanks to a
balanced combination of capital and financial transfers, though.which
explains episodic strengthening or the local currency.

The CA deficit in Moldova widened by 37% y/y to $618mn in the third
quarter of the year (Q3).

In the 12 months to September, Moldova’s CA gap reached $1.62bn,
25% more compared to the previous 12-month period, which accounts
for 14.1% of the exact same period’s GDP.

The CA gap to GDP ratio was 12.3% in the 12-month period ending
September 2021 and 7.4% as of September 2020. Before the
COVID-19 year, which had a positive impact on Moldova’s CA gap, the
external balance measured by the CA deficit to GDP gap surpassed the
10% threshold, but not by much.
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When it comes to the CA financing, the $1.62bn CA gap in the most
recent 12-month period was safely covered by the inflow of capital and
financial inflows – each of the two sections of the balance of payments
(BoP) accounting for roughly the same amount as the CA gap (some
$1.6bn each).

The capital account inflows increased by 21% y/y to $1.62bn and the
financial inflows by 15% y/y to $1.59bn, in the 12-month period ending
September.

Moldova’s gross external debt increased by only 4.2% (+$361mn) y/y at
the end of September, to $8.89bn or 62.1% of GDP.

Moldova’s public external debt rose by 19% y/y ($447mn) as of
September – meaning that the non-government sector (particularly the
central bank) ended the period with lower gross external debt. The
government and central bank together posted a combined gross
external debt of $2.77bn (+8%, or +$179mn) at the end of September.
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2.6.3 Inflation and monetary policy

Moldova’s inflation peaked at nearly 35% y/y in the autumn of 2022,
amid a combination of high energy prices and rising food prices.

Moldova’s consumer price inflation eased to 31.4% y/y in November
2022 from 34.6% y/y in October, after prices advanced by only 1% in
the month, preparing the ground for more monetary relaxation.

The National Bank of Moldova (BNM) decided on December 5 to cut
the monetary policy rate by 1.5pp to 20%, after the annual inflation rate
came in slightly below expectations in October.

The central bank said that the monetary policy relaxation will continue if
future inflation data confirm its expectations.

The inflation outlook in Moldova has recently improved after inflation
peaked above 34% y/y in August-October, driven by high energy prices
and weak agricultural production. Furthermore, the economic slowdown
towards the end of the year is easing demand-side pressures and
encouraging the central bank towards milder policies. The government
hopes for a 2% GDP recovery in 2023 and the monetary authority is
likely to be supportive in this regard for a variety of reasons.

The government avoided another electricity price hike in December by
reaching an agreement with the separatist Transnistria region and at
this moment the natural gas price is not under pressure so the
disinflation may continue in the last month of the year as well.

The BNM decided to cut the monetary policy rate by 1.5pp to 20% on
December 5, in response to lower inflation.

The BNM made the cut after the annual inflation rate came in slightly
below expectations in October. The central bank said that the monetary
policy relaxation will continue if future inflation data confirm its
expectations.
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At the same time, the BNM decided to cut by 3pp the required reserve
ratios for the local currency liabilities (to 37%) and foreign currency
liabilities (to 34%).

2.6.4 Industrial production
As energy prices advanced through 2022, economic activity was
silenced: the seasonally-adjusted production index returned to figures
typical of the year 2017 or to the COVID-19 year, 2020.

If Moldova’s industry was still reporting robust annual growth rates in
2021, despite its rather flattish short-term dynamics, the annual growth
figures dropped in the red after the country’s industrial output figures
plunged during 2022. In the 12-month period to October 2022, the
industrial output edged down by 1.6% y/y (-1.4% y/y for the
manufacturing industries) after the 12.4% y/y average advance in 2021
(driven by low-base effects).

During 2016-2021, Moldova’s industrial output advanced at an average
annual rate of 3%. Under the government’s scenario, the growth would
return to figures above 4% per annum from 2023 – but the scenario
was drafted in October and the general outlook has deteriorated,
including for the industrial sector. The high energy prices are the main
deterrent.
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2.7 Macroeconomy - Montenegro

Montenegro  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 4.0 4.3 4.7 5.0 4.1 4.9 ?

Real GDP (% y/y) 2.9 4.7 5.1 4.1 -15.3 13 6.9

Unemployment rate (avg, %) 17.7 16.1 15.2 15.1 17.9 13 ?

Consumer prices (avg, % y/y) -0.3 2.4 -2.6 0.4 -0.3 2.4 12.3

Consumer prices (eop, % y/y) 1.0 1.9 1.6 1.0 -0.9 4.6 ?

General budget balance (% of GDP) -6.2 -6.8 -6.2 -1.8 -10.9 -1.9 -4.9

Current account balance (% of GDP) -16.2 -16.0 -17.0 -14.3 -26.0 -9.2 -10.2

Source: IMF, Thomson Reuters, RBI/Raiffeisen RESEARCH

2.7.1 GDP growth

Montenegro’s economy is seen posting robust growth in 2022, at
around 7%, but the effects of the Russian war in Ukraine have dragged
the GDP growth down and that trend should continue in 2023.

According to the International Monetary Fund (IMF), growth will slow
down to 2.5% in 2023 from an estimated 7.2% in 2022. The World Bank
has a more optimistic projection that Montenegro’s GDP will grow by
3.4% in 2023 from 6.9% in 2022, due to slowing private consumption.

The European Bank for Reconstruction and Development (EBRD)
expects that Montenegro’s economy will grow by as much as 4% in
2023, while the European Commission has estimated it at just 2.9%. In
2024 the economy should speed up to 3.2%, mainly thanks to the
tourism sector and investment in renewable energy generation.
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2.7.2 External environment

Montenegro’s current account deficit remains among the highest in
Southeast Europe and is seen at 14% of GDP in 2023, up from 13.8%
in 2022, according to the IMF.

The World Bank expects that the current account deficit will reach
10.3% of GDP in 2023 compared to 10.2% in 2022.

“While higher energy prices are disproportionately affecting the poor,
they are also supporting a reduction in the trade deficit as Montenegro’s
growing electricity capacities are used for energy exports. These
factors, together with exports of tourism and transport services are
projected to support a reduction in the current account deficit to 9.7% of
GDP in 2024,” the World Bank has said.

According to the latest available central bank data, Montenegro's
current account gap increased by 90.4% y/y to €478.1mn in the first
nine months of 2022. Exports increased by 53.3% y/y to €568.9mn in
January-September, while imports decreased 30.4% y/y to €1.78bn.

The net primary income posted a €102.2mn surplus, increasing by
33.5% y/y. Net secondary income increased 22.2% y/y to €341.5mn.
The services account surplus increased 33.1% y/y to €1.07bn.

The financial account posted a €3.5mn deficit, reversing a €85.5mn
surplus. Net foreign direct investment was -€599mn versus -€352.36mn
a year earlier.

Meanwhile, Montenegro’s foreign trade gap widened by 39.4% y/y to
around €2.4bn in the first ten months of the year, according to statistics
office data. The export-import coverage ratio was 19.6%, versus 16.6%
a year ago.

In the first ten months, Montenegro’s imports soared 44.2% y/y to
€2.94bn, while exports expanded 69.9% y/y to €576.65mn. The
majority of exports consisted of mineral fuels and lubricants, while
machines and transport equipment comprised the top imports.
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Montenegro's total external trade in goods through October was
€3.52bn, indicating an increase of 47.9% in comparison with the
previous year. The main export destinations for Montenegrin producers
were Serbia (€115.3mn), Switzerland (€105.3mn) and Bosnia &
Herzegovina (€74.7mn). Serbia (€506.9mn) was the main source of
imports, followed by China (€270.1mn) and Greece (€247.4).

Although Montenegro is active in trading with its neighbours, the
government has assessed that the Open Balkan initiative created by
three fellow Western Balkan states lacks transparency and relies on the
personal relations of “charismatic leaders”.

Montenegro has been refusing for years to join the Regional Open
Balkan initiative, founded by Albania, North Macedonia and Serbia.
Kosovo and Bosnia & Herzegovina are also reluctant to join the
initiative. For Montenegro, it is an undesirable substitute for and
distraction from European integration.

In 2019, Albanian Prime Minister Edi Rama, North Macedonia’s former
premier Zoran Zaev and Serbian President Aleksandar Vucic pledged
to work together on the initiative and invited other Balkan countries to
join.

However, Bosnia and Montenegro have said they see no particular
benefits from the initiative, as easing travel and trade are already
covered by the wider CEFTA trade agreement between countries in
Southeast Europe. Kosovo has said it would prefer an improved version
of the CEFTA agreement.

2.7.3 Inflation and monetary policy

The International Monetary Fund (IMF) has projected that Montenegro's
consumer prices will rise by 16.3% in 2022 and by 7% in 2023. The
European Commission expects that the consumer price index (CPI)
inflation will slow down to 6.1% in 2023 from 12.3% in 2022. In 2024,
inflation is expected to cool down to 3%.

According to the World Bank, inflation should slow down to 5.9% in
2023 from 12.3% in 2022. Consumer price growth should further slow
down to 2.6% in 2024.

According to the latest available statistics office data, Montenegro's
consumer prices went up by an annual 16.8% in October, after rising by
16% y/y in September. Month on month, consumer prices moved up
1.4%, after going up by the same margin in the previous month.

Food and non-alcoholic prices increased the most in October, by 27.1%
y/y, followed by restaurant and hotel prices, which increased by 17.2%
y/y, and housing costs, which were up by 13.8% y/y.
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2.7.4 Industrial production

Montenegro’s industrial sector started recovering from the coronacrisis
but was hit by the Russian war in Ukraine and the disruption of global
supply chains. As the war continues into 2023, this is likely to further
drag down Montenegro’s industry.

In the third quarter of 2022, industrial production decreased by 6.8%
year on year after rising by 17.2% y/y in the previous quarter, according
to the latest available statistics office data.

Mining and quarrying climbed by 9.7% y/y in the third quarter, while the
output in the manufacturing sector fell by 9% y/y. The electricity, gas,
steam and air conditioning supply sector decreased by 7.8% y/y in the
period under review.

In the third quarter, industrial production in Montenegro remained
unchanged compared with the second quarter of 2022.

Industrial sales in Montenegro grew by 20.4% y/y in the third quarter
and fell by 4.1% from the previous quarter.
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2.8 Macroeconomy - North Macedonia
North Macedonia  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 9.657 10.038 10.744 11.262 10.852 11.690 13.502

Real GDP (% y/y) 2.8 1.1 2.9 3.9 -4.7 3.9 2.7

Industrial output (% y/y) 3.4 0.2 5.4 3.7 -9.5 1.4

Unemployment rate (avg, %) 23.7 22.4 20.7 17.3 16.4 15.7 14.5

Nominal industrial wages (% y/y) 2 2.6 5.9 3.9 7.8 5.7 11.1

Producer prices (avg, % y/y) -2.4 3.5 0.9 2.1 0.6 11.1

Consumer prices (avg, % y/y) -0.2 1.4 1.5 0.8 1.2 3.2 13.5

Consumer prices (eop, % y/y) -0.2 2.4 0.9 0.4 2.3 4.9

General budget balance (% of GDP) -2.7 -2.7 -1.8 -2 -8 -5.4 -5.1

Public debt (% of GDP) 48.8 47.7 48.4 49.2 59.7 61

Current account balance (% of GDP) -2.9 -1 -0.1 -3.3 -3.4 -3.6 -6.7

Official FX reserves (EUR bn) 2.613 2.336 2.867 3.263 3.360 3.643

Gross foreign debt (% of GDP) 73.4 73.0 72.7 79.9 80.3 81.9

LC/EUR (avg) 61,5950 61,5743 61,5111 61,5053 61,6742 61,6275

LC/USD (avg) 55,6860 54,6450 52,1226 54,9505 54,1332 52,1093

Source: Thomson Reuters, RBI/Raiffeisen RESEARCH
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2.8.1 GDP growth

North Macedonia’s central bank revised downwards the GDP growth
rates for 2022 and 2023 to 2.3% (-0.6 pp) and 2.6% (-0.2pp),
respectively, under the baseline scenario.

The country posted GDP growth of 2.7% in the first three quarters of
2022.

In general, the latest estimates for the economic growth are less
favourable for the next two years under the influence of the war in
Ukraine and deepening energy crisis, which, in turn, has a stronger
impact on growth and inflation prospects.

However, GDP growth is expected to be supported by domestic factors
related to planned investments in infrastructure and capacity expansion
in part of the export sector.

If this support is weaker than expected, taking into account the less
favorable external environment, in the central bank’s second scenario
the economic prospects will amount to 2% and 1.8% for 2022 and
2023.

In terms of the growth structure, a positive contribution is expected from
domestic demand, and negative from net exports.

For 2023, the International Monetary Fund (IMF) projects economic
growth of 3% for North Macedonia. The IMF said that economic
activity is projected to slow going into 2023, driven by a combination of
external and domestic factors. A modest recovery in late 2023 is
projected to follow, as global energy and food prices start to subside.
Risks are firmly on the downside, with slower external demand resulting
from a global recession, a sharper rise in international energy prices,
and a further tightening of financial market conditions being the main
ones.

According to the World Bank, which expects GDP growth of 2.7% in
2023, output growth over the medium term is expected to moderate and
downside risks remain elevated. Disruptions related to the war in
Ukraine, overstretched supply chains, mounting inflationary and wage
pressures and the intensifying energy supply crisis continue to weigh
on the outlook.
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2.8.2 External environment

The current account deficit is expected to amount to 7.4% of GDP in
2022 versus 3.1% of GDP in 2021, as a reflection of the significant
expansion of the energy deficit, according to the central bank.

According to the International Monetary Fund (IMF), the current account
gap is forecast at 6.7% of GDP in 2022 and 4.6% in 2023, following a
gap of 3.5% of GDP in 2021.

The World Bank expects North Macedonia’s current account deficit to
drop to 5% of GDP in 2023 from 9.8% of GDP in 2021 and to drop
further to 3% in 2024.

Imports surged in the first half of 2022, leading net exports into negative
territory.

North Macedonia’s economy imports over 30% of its energy needs and
fully relies on imports for gas and oil. Looking ahead, the external
balance is expected to improve, even as iron and steel manufacturing,
which accounts for some 10% of the country’s total exports, is hit by
elevated electricity and declining metal prices, according to the
European Commission.

The IMF said the trade deficit is projected to exceed 24% of GDP in
2022, compared to 20% in 2021, mostly reflecting higher energy prices.
Some of the terms of trade shock is being mitigated by higher
remittances. As a result, the current account deficit will rise to 7.5% of
GDP in 2022, narrowing to 4.2% of GDP in 2023. In the financial
account, the private sector is expected to continue accumulating foreign
assets, as in other periods of heightened uncertainty, with a faster
growth of household deposits in euros than in local currency. These
balance of payments pressures are expected to be partly offset by
foreign direct investment (FDI) inflows and government borrowing.

North Macedonia’s foreign trade deficit deepened to nearly €3.2bn in
the first ten months of 2022 compared with €2.1bn a year earlier, the
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statistics office said. Exports grew by an annual 21.3% to €6.9bn in the
first ten months. Imports jumped by 29.3% y/y to €10.1bn.

Most of the exports consisted of precious metal catalysts, ignition wiring
sets and ferronickel. The most significant imported items included
petroleum oil, platinum and platinum alloys, electricity and colloidal
precious metals.

In terms of total external trade volume, North Macedonia's most
important foreign trade partners were Germany, the UK, Greece, Serbia
and Bulgaria. Import coverage by exports was 68.6%.

2.8.3 Inflation and monetary policy

The central bank projected average annual inflation of 14.3% for 2022,
and expects that in 2023 import prices will decrease, which would also
reduce the pressure on domestic inflation. With such expectations the
average inflation rate is expected to be more moderate, amounting to
about 8-9%, depending on the increase in electricity prices on the
regulated market. In the first eleven months of 2022, the inflation was
13.8%.

The central bank said that the average annual inflation in the first
eleven months of 2022 was 13.8%, while about 76% of the growth was
a direct effect of the higher food and energy prices.

For 2024, North Macedonia's inflation is expected to slow significantly
to 2.4% and return to the historical average of 2% in 2025.

North Macedonia's central bank increased the key interest by 0.75 of a
percentage point (pp) to 4.25% in November, after raising it by 0.5pp a
month earlier, due to surging inflation.

The key rate, which also applies to central bank bills, was hiked in the
previous months too, except in August.

The national bank maintains the continuous tightening of monetary
policy using a wider set of monetary instruments.

The International Monetary Fund (IMF) said that inflation is projected at
12.9% on average in 2022. Still high inflation expectations, indexation,
and high nominal wage growth are expected to create some domestic
inflationary pressures in 2023, keeping inflation at 7.1%. Over the
medium term, inflation would gradually decline to around 2% by 2025,
helped by the close link to euro area inflation under the de-facto peg.

The IMF said that additional energy and food price shocks or a
worsening security situation could further increase inflation and weaken
the global growth outlook, and the global tightening in financial
conditions could worsen the financing situation for emerging markets,
as depicted in the adverse scenario. A reemergence of domestic
political instability could hamper the implementation of the authorities’
policy programme and weaken external market financing prospects. On
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the positive side, a renewed push for reforms, reflecting the opening of
EU accession talks, could boost capital inflows, confidence and the
reform momentum.

2.8.4 Industrial production

The GDP growth in the first half of 2022 was driven by services, as
industry struggled and construction saw a further decline in activity.

North Macedonia's industrial output fell by an annual 5.3% in October,
deepening from a 0.5% decrease in the previous month, according to
statistics office data.

Industrial production has been going up and down since November
2021.

North Macedonia’s industrial production is projected to trend around 2%
in 2023 and 2.5% in 2024, according to Trading Economics’ models.

The key manufacturing sector declined by 2.9% y/y in the third quarter
of 2022 when the overall economy grew by 2%.

In the first ten months of 2022, industrial production edged up 0.3 y/y.
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The key manufacturing industry fell by 0.4% y/y in the first ten months,
while the mining and quarrying edged up 0.5%. The output in the utility
sector was 6.1% higher.

North Macedonia’s domestic industrial producer price index (PPI)
jumped by an annual 22.3% in October, decelerating from a 24.9% y/y
increase in the previous month, statistics office data indicated. The PPI
has started to grow rapidly since February 2021. It has started to show
signs of slowdown in September 2022. In the meantime, the country's
average annual inflation accelerated to 19.8% in October.

2.9 Macroeconomy Romania
Romania key economic figures and forecasts

2017 2018 2019 2020 2021 2022* DOE

Nominal GDP (EUR bn) 186 206 224 220 240 275 Sep-22

Real GDP (% y/y) 8.2% 6.0% 3.8% -3.7% 5.2% 3.9% Sep-22

Industrial output (% y/y) 7.8% 3.5% -2.3% -9.2% 7.1% -0.5% Oct-22

Producer prices (eop, % y/y) 3.4% 4.5% 3.9% 0.3% 33.3% 35.1%% Nov-22

Consumer prices (eop, % y/y) 3.3% 3.3% 4.0% 2.6% 8.2% 16.8% Nov-22

General budget balance (% of GDP) -2.8% -2.8% -4.6% -9.5% -6.8% -4.2% Jan-Nov

Public debt (% of GDP) 35.1% 34.7% 35.3% 47.4% 48.8% 48.0% Oct-22

Current account balance (% of GDP) -3.1% -4.6% -4.9% -5.0% -7.3% -9.5% Oct-22

Official FX reserves (% of GDP) 17.4% 15.5% 14.2% 16.5% 15.5% 15.7% Dec-22

Gross foreign debt (% of GDP) 52.4% 48.5% 49.0% 57.6% 56.9% 50.7% Oct-22

Source: bne IntelliNews ; * estimates for latest 12 months to date of estimate (DOE), unless otherwise indicated
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2.9.1 GDP growth
Romania’s economy decelerated slightly during 2022 and more
markedly in H2 to a still robust 4.6% annual rate, from 5.1% in 2021.
But it is expected to grow by only 2-3% in 2023 and to recover
marginally towards growth rates of not much above 4% in the coming
years.

Exogenous developments (such as the recession in Europe) will matter,
but the absorption of funds under the EU budget and under the
Resilience Facility are key for the country’s growth profile over the
medium term, furthermore with a long-term impact on the size of the
potential growth rate.

The country’s largest financial group Banca Transilvania believes
Romania’s economy will decelerate to a still significant 2.4% growth in
2023. The government based its budget planning for 2023 on slightly
more optimistic expectations of 2.8% GDP growth. The most
pessimistic forecasts for the Romanian economy’s advance in 2023
were drafted by the European Commission (+1.8%) and Fitch rating
agency (+1.6%), while the International Monetary Fund (IMF) and
World Bank trust the country’s economy can grow by more than 3%,
according to the latest available projections.

Partial recovery will take place in 2024, when the country’s GDP is
expected to rise by 3.7%, according to Banca Transilvania’s most
recent projection. The government hopes for 4.8% growth in 2024.

The projected recovery is based on expectations of productive
investments accelerating to 7.6% in 2024, after steadily growing by
5.3% in 2022 and by 5.2% in 2023 against the background of low real
financing costs and the implementation of European programmes,
under Banca Transilvania’s scenario.
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2.9.2 External environment
Romania’s current account (CA) deficit surged by 58.5% y/y to €26.2bn
in the 12 months to October. The 12-month CA deficit thus hit 9.5% of
the annual GDP calculated based on the latest available data, of
end-September, compared to 7.0% calculated on the same base in
October 2021.

Romania’s economy features a structural external deficit aggravated in
recent years by the high energy prices and by the inflow of funds from
the EU budget that push up domestic demand but (at least so far, or
insufficiently) not the domestic supply. This is likely to continue in the
short term, but it is important that productive investments address the
structural external deficit.

The 12-month trade deficit with (net import of) goods surged by 39% y/y
to €31.2bn at the end of October, remaining the main driver of
Romania’s external deficit.

However, the outflows generated by foreign direct investments (FDI)
rose as well, by 36% y/y to €11.2bn over the 12-month period –
reaching a size that is comparable with the surplus generated by
Romania’s net export of services (€11.8bn in the rolling 12-month
period, +29% y/y). Some of the outflows generated by FDI are,
however, reinvested and counted as new FDI.

As regards foreign direct investments in Romania, they dropped further
to €9.4bn in 12 months to October.

When it comes to equity investments (as opposed to reinvested
earnings or intra-group loans), Romania turned for the first time in the
past decades into a net foreign investor (+€512mn in the 12-month
period), thanks to Romgaz taking over a €1bn stake in the Neptun
Deep perimeter from ExxonMobil in August.

67 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


2.9.3 Inflation and monetary policy
Romania’s central bank, the National Bank of Romania (BNR), revised
upwards its forecast for inflation, by 2.4pp to 16.3% at the end of 2022
and by 3.7pp to 11.2% at the end of 2023, in the latest quarterly
Inflation Report published on November 14.

But the forecast, inked by the BNR in the first part of November 2022, is
already obsolete since the government announced the new energy
regulation scheme on November 11. The BNR’s official projection
envisages the continuation of the “price and cap” system until August
2023, while the executive enacted a decree with a view to regulating
prices under a new mechanism until 2025.

Assuming the continuation of the “price and cap” mechanism, in line
with executive’s action, the BNR says inflation would drop to 7.2% of
GDP at the end of 2023 and would reach the upper bound of the
inflation targeting band (2.5% +/-1pp) at the end of the forecast period
in September 2024.

At its latest monetary board meeting, the BNR hiked the refinancing
rate by 50bp to 6.75%. The moderate step — some analysts were not
ruling out a 75bp rate hike — leaves the door open for another increase
in early January, depending on developments in terms of inflation and
economic growth.

By the moderate step on November 8, the BNR confirmed its dovish
stance based on the view that more costly financing would hurt the
economy more than tame exogenous-driven inflation.

However, it admitted that the CORE-2 inflation continued to climb at a
sustained, faster-than-expected pace in Q3, to 11.9% y/y in September
from 9.8% y/y in June.
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2.9.4 Industrial production
Industrial production in Romania contracted by 2.6% y/y in
January-October 2022 and the government’s forecasting body expects
only a marginal recovery in 2023.

The high energy prices and the economic slowdown in Europe are the
main drivers for the bearish outlook after two years of generally
declining volume of industrial activity in the country.

The industrial output index in Romania posted a marginal 0.1% y/y
contraction and an encouraging +3.5% y/y advance for the
manufacturing industries in October – but some sectors were severely
hit by the energy prices while only a few gained ground.

Thus, the output in the chemical industry plunged by 21.6% y/y in
January-October, according to data published by the statistics office
INS and the output in the metallurgy sector contracted by 12.2% y/y in
the same period.

The automobile industry posted a flat performance (-0.3% y/y) in the
10-month period, while the fabrication of other transport means
(tramways is a good example given the activity of local producer Astra)
posted a 7.2% y/y advance.

Oil processing has recovered from last year’s outage of Rompetrol
Rafinare and posted a robust 10.5% y/y advance. Even the usually
robust construction materials manufacturing sector posted a small 0.2%
y/y decline, visibly caused by the rising prices.
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2.10 Macroeconomy - Serbia

Serbia  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 40.7 44.2 50.6 51.5 53.3 59.0

Real GDP (% y/y) 3.3 2.1 4.5 4.3 -0.9 6.8

Unemployment rate (avg, %) 15.3 13.5 12.7 10.4 9.0 9.9

Consumer prices (avg, % y/y) 1.1 3.1 2.0 1.8 1.5 4.1

General budget balance (% of GDP) -1.1 1.4 0.8 0 -7.3 -6.5 -2.4

Current account balance (% of GDP) -1.1 2.0 -2.0 -3.1 -1.9 -4.3

Official FX reserves (EUR bn) 10.2 10.0 11.3 13.4 13.5 16.5

Gross foreign debt (% of GDP) 72.0 65.1 62.2 61.4 65.8 68.5

EUR/LC (avg) 123.1 121.4 118.3 117.9 117.6 117.6

USD/LC (avg) 111.3 107.5 100.3 105.3 103.0 99.5

Source: World Bank, IMF, Serbian statistics office, NBS
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2.10.1 GDP growth
Serbia was one of the Emerging European countries that was least
affected by the pandemic, and in 2021, Serbia posted strong growth of
7.5%, and went on to record GDP growth of 4.5% in the first quarter
and 3.9% in the second quarter of 2022. However, growth slowed in the
second half of the year, amid the broader slowdown across Europe. In
the third quarter, annual GDP growth is estimated to come in at just
1.1% y/y, down from 4.1% y/y n Q2.

“[The] economic slowdown was sharper than expected, mostly
reflecting this year’s drought and an agricultural season considerably
underperforming the assumptions, the reduced external demand and a
further rise in production costs, translating primarily into lower
construction and manufacturing output. Also, due to the low water
levels, the energy sector contracted further,” Serbia’s central bank, the
National Bank of Serbia (NBS) said.

In early October, the International Monetary Fund (IMF) kept its GDP
growth projection for Serbia at 3.5% for 2022. For 2023, the IMF
expects the Serbian economy to grow by 2.7%, down by 1.3
percentage points from the April forecast, and to increase by 4% in
2027, it said in its latest World Economic Outlook report.

The World Bank's latest forecast is for growth of 3.2% in 2022 and
2.7% in 2023 but it warned that risks are tilted to the downside.

“The key challenge is the performance of the Serbian energy sector
and availability of electricity and gas in the winter of 2022/23. Another
challenge will be the availability of financing the fiscal deficit since
interest rates increased significantly over recent months and
subscription rates to auctions of T-bills remain low,” the World Bank
said in October.

Over the medium term, the Serbian economy is expected to grow
steadily at around 3% annually, supported by consumption and
investment, the World Bank said.

In November, the European Commission downgraded its GDP growth
forecast for Serbia for this year to 2.7% from 3.4% in its spring forecast.
Serbia's GDP growth forecast for 2023 was downgraded by 1.4
percentage point to 2.4%. For 2024, the Commission anticipates GDP
growth of 3%.

“The Serbian economy is projected to slow to 2.7% in 2022 and 2.4% in
2023 as the impact of high inflation on real disposable income dampens
private consumption,” the Commission said in its latest European
Economic Forecast report.
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2.10.2 External environment
Serbia’s foreign trade deficit widened by an annual 66.7% to over
€7.9bn in the first nine months of the year, data from by the statistics
office shows.

In euro terms, Serbia’s exports increased by an annual 27.7% to nearly
€20bn in the first nine months of the year, while imports jumped by
36.8% y/y to €27.9bn.

The coverage of imports by exports was 71.4%, down from 76.6%
through the same period in 2021.

In September, the trade deficit totalled €681.1mn as exports rose by
25% y/y to nearly €2bn and imports increased by 26.6% to over €3.1bn.

Foreign trade exchange was the largest with countries with which
Serbia has signed free trade agreements (FTAs). EU member states
accounted for 58.7% of the total trade exchange.

Plans to sign a FTA between Serbia and China were discussed by the
presidents of the two countries back in February, but it is unclear how
soon the deal will be signed. It is expected to significantly expand trade
between Serbia and China.

According to the European Commission, net exports will make a
negative contribution to GDP growth in 2022. However, it added that
looking ahead, “the contribution of net exports to growth is expected to
improve due to decelerating imports and increased export capacity
supported by recent foreign direct investment in the tradable sector”.

“A deeper than expected slowdown in main trading partners, particularly
in the EU, could dampen net exports as compared to the baseline. On
the other hand, increased nearshoring of production could have
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beneficial effects on foreign direct investment and exports,” said the
European Commission’s Autumn Forecast for Serbia.

Serbia’s current account deficit increased sharply in 2022, mainly due
to the much higher cost of energy imports. However, the European
Commission said it is expected to gradually narrow in 2023 and 2024.

2.10.3 Inflation and monetary policy
Serbia’s annual consumer price inflation accelerated during 2022,
reaching 15% in October, according to the latest data from the statistics
office.

Price growth recently has been driven by food and non-alcoholic
beverages, which went up by 22.9% y/y in October. Prices are also
growing rapidly in a range of other sectors, including hotels and
restaurants (20.7% y/y in October), housing, water, electricity, gas and
other fuels (17.9%), furnishings and household maintenance (15.7%)
and transport prices (13.2%).

In the first ten months of the year, Serbia posted inflation of 11.3%.
According to the National Bank of Serbia (NBS), prices in the
international environment are still the main generator of inflationary
pressures in Serbia, but external inflationary pressure has driven up
core inflation as well.

On November 10, the Serbian central bank raised the key policy rate by
50 bp to 4.5% due to a continued rise in cost-push pressures and
inflation, reflecting primarily import price growth.

The European Commission said recently it projected that Serbia’s
inflation will reach 11.9% in 2022, 10.6% in 2023 and 5.6% in 2024.

Central bank governor Jorgovanka Tabakovic said on November 15
that inflation could remain above average into 2024.

The latest medium-term projection from the National Bank of Serbia is
for headline inflation to remain elevated until early 2023, before starting
to fall. This decline will accelerate in the second half of 2023, but
inflation will only return to the target tolerance band in the second half
of 2024.

In a speech on November 15, Tabakovic commented that "inflation in all
countries proved to be stronger and more durable than anticipated”, a
transcript published by the NBS said.
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2.10.4 Industrial production
After a strong recovery from the coronacrisis, Serbia’s industrial
performance has been mixed. Overall, industrial production was 1.9%
higher in the first nine months of the year compared to the same period
in 2021.

As in other countries in the region, the sector has been impacted by
higher costs of energy and other inputs, as well as supply chain
disruptions.

The country’s industrial production edged down 0.3% year on year in
September, reversing a 0.3% y/y increase in the previous month, the
latest statistics office data indicated on October 31.

The industrial production in September was 1.9% higher compared to
the 2021 average. Year on year, Serbia's industrial production in the
mining and quarrying sector increased by 1.3% in September. In the
manufacturing industry the production went down by 0.6% y/y, while in
the utilities sector it was flat.
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According to seasonally adjusted data, industrial production rose by 1%
month on month in September, while the production in the key
manufacturing sector edged up 0.2% m/m.

2.11 Macroeconomy - Slovenia

Slovenia  key economic figures and forecasts

2016 2017 2018 2019 2020 2021 2022

Nominal GDP (EUR bn) 40.418 43.000 45.755 48.393 46.918 52.208

Real GDP (% y/y) 2.2 3.2 4.8 3.5 -4.3 8.2 5.7

Industrial output (% y/y) 6.6 8 4.6 3 -6.2 10.2

Unemployment rate (avg, %) 8 6.6 5.1 4.4 5 4.8 4.3

Nominal industrial wages (% y/y) 1.8 2.7 3.4 4.3 5.8 6.1

Producer prices (avg, % y/y) 0.5 2.2 2.1 0.7 -0.2 5.5

Consumer prices (avg, % y/y) -0.1 1.4 1.7 1.6 -0.1 1.9 8.8

Consumer prices (eop, % y/y) 0.5 1.7 1.4 1.8 -1.1 4.9 10.3

General budget balance (% of GDP) -1.9 -0.1 0.7 0.4 -7.8 -5.2 -3.1

Public debt (% of GDP) 78.5% 74.5 70.3 65.6 79.8 74.7 69.8

Current account balance (% of GDP) 4.8 6.2 6 6.1 7.7 4 -0.6

Official FX reserves (EUR bn) 0.231 0.294 0.329 0.384 0.507 0.646

Gross foreign debt (% of GDP) 101.6 97.3

Source: Thomson Reuters, RBI/Raiffeisen RESEARCH
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2.11.1 GDP growth

The International Monetary Fund (IMF) expects Slovenia’s economy to
expand by 5.4% in 2022 and then to drop to 1.8% in 2023 due to lower
external demand and rising inflation. The projection is made under the
baseline scenario, which assumes no escalation of the war in Ukraine,
a continued normalisation of monetary policy, and fiscal stimulus in
2023. The slowdown will be caused by weaker external demand, and
also by high inflation and greater uncertainty, which are expected to
weigh on private consumption and investment growth..

Over the medium term, growth is expected to rebound to its potential of
around 3% per year.

According to the IMF, the key risks stem from the war in Ukraine and
include further commodity price increases, lower external demand, and
supply chain disruptions.

Inflation could also remain high for longer, possibly triggering higher
wages and higher inflation expectations, which would in turn require a
tighter policy stance. Other risks include a possible correction in real
estate prices, which are seen as overvalued. Upside risks include a
possible continued reduction in energy prices, and a
stronger-than-expected tourism rebound.

According to the Organisation for Economic Co-operation and
Development (OECD), Slovenia’s GDP growth is projected to slow in
2023 to only 0.5%, reflecting high inflation and weaker foreign demand.
Private consumption will be hit by the impact of high inflation on
households’ disposable income. Weaker demand and higher interest
rates will slow investment, although the inflow of EU funds should
moderate the fall to some extent.
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2.11.2 External environment

Slovenia’s current account deficit is seen at 0.8% of GDP in 2023 up
from a deficit of 0.2% in 2022 after years of surpluses, before being flat
in 2024.

Trade activity in the third quarter of 2022 grew by 6.4% and contributed
the most to the structure of total value added for the fourth consecutive
quarter.

In most activities, economic activity slowed down, while for some of
them it declined (agriculture, real estate activities, public administration,
education, human health and social work). Acceleration was observed
in construction (annual growth was 10.4%; in the previous quarter
7.7%).

According to the International Monetary Fund (IMF), the country’s
current account deficit is projected at 0.1% of GDP in 2022, then turning
to a surplus of 0.4% of GDP in 2023. This follows a surplus of 3.8% of
GDP in 2021.

Slovenia posted a current account gap of only €4.4mn in the first nine
months of 2022, compared to a surplus of nearly €1.9bn in the same
period in 2021, according to central bank data. However, the cumulative
current account deficit narrowed compared with the previous months,
mostly due to higher surplus posted in September, of €410.3mn versus
€251.6mn in the same month in 2021

In the third quarter, Slovenia’s exports increased by 11%, somewhat
faster than imports at 10.7% – the first time after five consecutive
quarters of a faster increase in imports than in exports, according to
statistics office data.

The Organisation for Economic Co-operation and Development (OECD)
said that direct trade with Russia and Ukraine was low at the onset of
the war, although nearly all gas and 17% of oil and petroleum imports
came from Russia. Since then, dependence on Russian gas and oil
imports has been reduced through the diversification of suppliers. Also,
gas storage targets were met earlier than expected. Nonetheless,
higher international energy prices have a negative impact on the trade
balance and contribute to inflationary pressures. Higher gas prices are
also weighing on gas-intensive manufacturing (such as basic metals,
chemicals, paper and paper products), which accounts for 4.5% of
employment, more than almost anywhere else in Europe.

The increase in exports was driven by exports of services, which rose
by 21.5%, while imports of services went up by 8.4%.

The central bank said that the current account deficit has been
increasing due to the high import prices of energy products and raw
materials.
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2.11.3 Inflation and monetary policy

The International Monetary Fund IMF sees inflation of 5.1% in 2023,
versus 8.9% in 2022. The IMF predicts that Slovenia’s inflation could
also remain high for longer, which can trigger higher wages and higher
inflation expectations, which would in turn require a tighter policy
stance. Other risks include a possible correction in real estate prices,
which are seen as overvalued. Upside risks include a possible
continued reduction in energy prices, and a stronger-than-expected
tourism rebound.

Over the medium term, growth is expected to rebound to its potential of
around 3% per year.

According to OECD, the labour market will remain tight, contributing to
stronger wage growth. This, together with high energy and food prices,
will keep headline inflation elevated. Only in 2024 will growth pick up as
foreign demand recovers and headline inflation slowly recedes,
reflecting declining domestic demand pressures on the back of fiscal
tightening.

The Organisation for Economic Co-operation and Development (OECD)
expects harmonised index of consumer prices (HICP) inflation of 7.5%
in 2023 down from 9.2% in 2022.

2.11.4 Industrial production

In the first ten months of 2022, industrial production rose by 3.2% y/y. In
the mining and quarrying and in the manufacturing sector it grew by
12.1% y/y and 5.8% y/y respectively in the period under review, while in
the utilities sector it dropped by 24.4% y/y.

Industrial production started to show signs of a major slowdown in
February 2022 when it declined by 1.2% y/y, reversing a 9.9% increase
in January 2022. The biggest increase this year was recorded in August
of 4.8% while in the other months it has been moving in the range of
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0.1% to 2.8% y/y growth, except in September when it also dropped by
0.2%.

Slovenian industrial production is projected to trend around 3.1% in
2023 and 2.4% in 2024, according to Trading Economics.

In most activities, economic activity slowed down in the third quarter of
2022, while some of them declined (agriculture, real estate activities,
public administration, education, human health and social work).
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3.0 Real economy outlook

3.1 Real economy - Albania

3.1.1 Retail

The volume of retail sales increased by 6.1% year on year in the
second quarter of 2022, while sales were up by a seasonally adjusted
0.5% compared to the previous quarter.

The steepest increase was for non-food sales, which rose by 7.5% y/y,
contributing +3.1 percentage points (pp) to the overall increase.
Meanwhile, sales of food, beverages and tobacco were up by 4.8% y/y
and motor fuel retail sales by 5.2%.

Quarter on quarter, food, beverages and tobacco sales were up by
0.9% and motor fuel retail sales by 1.2%, while non-food sales dropped
by 0.4%.

Albania still has a large number of small private shops, while
international retail chains are expanding in the country.

In the food retail sector, the Spar and Conad chains have grown their
networks of supermarkets in recent years. A European Bank for
Reconstruction and Development (EBRD) loan announced in 2022 for
German retail chain Schwarz Group is intended to support the
expansion of Lidl stores in Albania and other Western Balkan countries.

Fashion giant Inditex, owner of brands such as Zara, Massimo Dutti,
Bershka, Pull&Bear and Stradivarius, arrived in Albania in 2014. H&M is
expected to open its first Albanian store in 2023. However,
Klounikas-Lappas, which operates the Mothercare brand in Greece,
said in November that it plans to close its outlet in Albania at the
beginning of 2023, citing poor sales post-pandemic and “fragile”
economic conditions.

As Albania’s retail sector develops, a growing number of malls have
opened. Despite the economic slowdown, Balkan Finance Investment
Group (Balfin) announced the expansion of TEG, already the biggest
shopping centre in Albania, and the opening of the West Park mall in
Korca.

Online retail is still at a relatively early stage in Albania, even compared
to other Central and Southeast European countries. However, the
segment is growing. Among the Albanian e-commerce companies is
Aladini.al, which in 2022 opened its first bricks and mortar
Omni-Channel store.
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3.1.2 Banks
According to the IMF, Albania’s banking system has “weathered the
consecutive shocks relatively well”, with help from the central bank’s
efforts to strengthen regulation and supervision. However, the IMF
warns that "the full impact of the shocks may only become visible on
bank balance sheets over time, and banks are susceptible to credit,
interest rate, and exchange rate risks”.

The IMF advised in October that improving supervision and aligning
regulation with EU standards would “provide the authorities with tools to
better manage financial stability risks”. It also noted that the presence of
banks with significant shareholding by individuals and non-financial
groups “raises the risk of capital shortfalls, related-party transactions,
and large exposures”.

A significant development for Albania’s banking sector in 2022 was
OTP Bank’s acquisition of Alpha Bank Albania that was completed in
July. OTP Bank signed the deal to acquire the Albanian unit of Greece's
Alpha Bank in December for a price of €55mn. The integration with
OTP Bank Albania is expected to be completed in 2023. With a market
share of 5%, based on total assets, Alpha Bank Albania is the country's
eighth largest bank, active in both the retail and corporate segments.

3.1.3 Industry
Albania’s manufacturing and mining sector is relatively small, though
the country is a producer of iron, steel and chrome. Within light industry,
Albania has a large clothing and footwear sector, mainly serving the
garment industry in nearby Italy. Production in the textiles sector
slumped in 2020 when clothes shops around the world were shut
during the first wave of the coronavirus pandemic, but demand has
since recovered.
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Economists see potential for the development of other sectors. The
World Bank, for example, pointed in 2022 to the potential to grow the
auto parts sector, which lags behind those in fellow Western Balkans
countries such as North Macedonia and Serbia. “Albania may take
advantage of the changes in the vehicle production, processes and
reshoring of value chain related to COVID-19,” the World Bank said.

3.1.4 Energy & power

Albania has one of the greenest power sectors in Europe, as it
produces almost all its electricity from hydropower.

This became problematic in 2022 as poor weather conditions meant the
country was unable to generate sufficient electricity domestically and
was forced to make imports at a time of very high prices on
international markets. This prompted officials to urge Albanians to save
energy, and the government has leased two power generation ships
that will produce up to 15% of Albania’s electricity demand.

Only in the autumn, when the country experienced torrential rain, did
the situation in the sector start to improve.

Longer term, to diversify its energy sector, Albania has launched
investments into renewables. Among the major projects underway are
French Voltalia’s construction of the biggest photovoltaic (PV) park in
the Western Balkans.

At the same time Albania, which is one of the countries on the route of
the Trans-Adriatic Pipeline (TAP), is developing its gas sector. At
present the country currently consumes barely any gas, but it envisages
using 2.4bn cubic metres per year of gas by the end of the decade.
This will require substantial investment in the necessary infrastructure.

In October, Albanian natural gas transmission system operator Albgaz
signed a strategic co-operation agreement with Spain’s Enagas. The
agreement paves the way for a potential investment by the Spanish
company in Albgaz.

Previously, a deal was struck with ExxonMobil to build a liquefaction
plant to provide the Vlora power station with gas, once it has been
renovated. Albania has also obtained a floating regasification and
storage unit (FSRU) for the Vlora LNG terminal.
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3.1.5 Construction

After winning the 2021 general election, Socialist leader Edi Rama
announced plans for major investments into transport and tourism
infrastructure. This includes the construction of new airports at Saranda
and Vlora, and ports at Durres, Saranda, Shengjin and Vlora.

At the same time, parts of Albania’s long-neglected rail network are
being overhauled with support from the EBRD with a €36.9mn loan and
the European Union. Funding announced in 2021 will support the
rehabilitation of the line between the country’s two biggest cities, Tirana
and Durres, and a new line to Tirana International Airport.

However, funding for some projects is under scrutiny. Previous Socialist
governments were criticised by the IMF and other international financial
institutions (IFIs) for their use of public-private partnerships (PPPs) for
projects, often launched on the suggestion of a private company and of
questionable value to the country. As of late 2022, there has been an
outcry from the opposition over the plans for a $1bn new tourist port at
Durres, currently the subject of a bitter political row.

3.1.6 Major Sectors

Albania’s tourism sector exceeded expectations in summer 2022. The
prospects for next year are uncertain amid the economic slowdown
expected across Europe, though as a relatively low cost destination,
Albania is hoping to attract budget-conscious travellers.

Long a popular destination among East European seeking a cheap
beach holiday, Albania is increasingly on the radar of travellers from
further afield. Its reputation as a budget destination already became a
major selling point this year, contributing to the strong 2022 figures
alongside the continued rebound in the travel sector following the
coronavirus pandemic.

Agriculture is a major contributor to Albania’s GDP and employs around
40% of its workforce, according to World Bank data. Farmers have
struggled since autumn 2021, as the costs of agricultural inputs such as
oil and fertilisers have risen. More broadly, the sector is also in need of
modernisation, in particular of its irrigation and drainage infrastructure.

Despite the rise in costs, Albania increased production of cereals, fruit
and vegetables in 2021. The government is aiming for a further hike in
agricultural exports to a record €550mn this year. The head of the ruling
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Socialist Party’s parliamentary group, Taulant Balla, said in October that
2022 has been a “good year for agriculture” despite the war in Ukraine,
with efforts to find new export markets paying off.

Alongside traditional agricultural sectors, the government plans to
legalise medical cannabis cultivation. Opposition politicians fiercely
oppose the plan, pointing to Albania’s problem with illegal cannabis
cultivation, which was once estimated to account for as much as half
the country’s GDP.

3.2 Real economy - Bosnia & Herzegovina

3.2.1 Retail

Bosnia’s retail sales rose by 10% y/y in volume terms in Q322, losing
momentum from 16.2% in H1 and 17.1% y/y in 2021, according to the
latest available statistics office data. For the entire January-September
period, retail sales rose by 14% y/y — still very impressive compared to
the 4% GDP growth envisaged for the year.

A threat to Bosnia's buoyant retail sales is inflation, which is eroding
both domestic income and remittances. The slowdown in sales was
caused in Q3 by the subdued sales of car fuels, which advanced by
only 2.9% y/y after the 22.9% y/y surge in H1 (and 22% y/y in 2021).

Bosnia’s state Directorate for Economic Planning (DEP) expects that in
2023-2025 the employment rate will increase thanks to the expected
stabilisation of the international situation, which could boost retail sales.
The number of employed people in Bosnia in 2023 could rise by 1.5%
y/y, while wages should also rise, by around 3.1%.

84 SE Outlook 2023 www.intellinews.com

https://pro.intellinews.com/albanian-opposition-fights-plans-to-legalise-medical-marijuana-cultivation-240902/?source=albania
https://pro.intellinews.com/albanian-opposition-fights-plans-to-legalise-medical-marijuana-cultivation-240902/?source=albania
https://www.bbc.com/news/magazine-38111945
https://www.bbc.com/news/magazine-38111945
http://www.intellinews.com


3.2.2 Banks

Bosnia’s banking sector is well capitalised and generates significant
profits from year to year. Total net income of banks in the country’s two
entities stood at BAM253.39mn as of end-June 2022, versus
BAM215.07mn a year earlier. Net interest income stood at
BAM418.66mn versus BAM404.91mn at the end of June 2021. Loans
increased to BAM21.92bn from BAM21.67bn with non-performing loans
reaching BAM1.14bn, down from BAM1.23bn a year earlier.

In 2023-2025, as the economic activity is expected to improve, along
with stabilisation of energy prices, more intense lending activity could
be expected. According to the Directorate for Economic Planning
(DEP), loans will increase by 5.5% on average in 2023.

3.2.3 Industry

Bosnia’s industrial output started recovering from the coronacrisis in the
first half of 2022 but since July, it was negatively affected by the
disruption of global supply chains caused by the Russian war in
Ukraine. Through October, Bosnia’s industrial output increased 3% y/y,
according to the latest available statistics office data. However, this rise
was backed by the upward trends in the first half of the year.

As the Russian war in Ukraine has not yet ended, the negative trends
from the second half of 2022 could continue well into 2023.

Statistics office data showed that in the first ten months of 2022 only
manufacturing production posted a growth, rising by 4.8% y/y. On the
other hand, mining decreased by 3% through October, while the
production of electricity, gas and steam fell by 4.7% y/y.

Across the main industrial groups, production increased in capital
goods (up by 9.1% y/y), intermediate goods (up 4.3% y/y) and
non-durable consumer goods (up 3.2% y/y), while it fell in energy (down
3.8% y/y) and durable consumer goods (down 0.5% y/y).

Meanwhile, industrial sales increased by 30.9% y/y in the first eight
months of 2022.

3.2.4 Energy & power

More than two-thirds of Bosnia’s electricity is generated from thermal
power plants. However, as they are old and not modernised, the
country is under increasing pressure from international institutions to
close them as they are among Europe’s top polluters.

In an attempt to compensate for the possible closure of coal-fired plants
and the decision to abandon the construction of a new coal-fired unit at

85 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


Tuzla power plant, Bosnia has focused on building more renewable
energy facilities.

Despite that, Bosnia, the sole power exporter in the Balkans, might be
forced to stop selling electricity abroad, particularly during the winter
months, as local citizens are switching to electricity for heating amid
surging prices for natural gas, firewood and wood pellets. The country
is subsidising electricity prices for households, which makes the costs
much lower than on the international markets and this is becoming the
preferred method of heating.

As an attempt to resolve the problem, Bosnian power distributor
Elektrokrajina Banja Luka has proposed to the authorities and utility
Elektroprivreda RS (ERS) to start subsidising heating using biomass,
after many apartment blocks in the city of Banja Luka cancelled their
biomass heating accounts due to rising bills.

3.2.5 Construction

Construction sector in Bosnia has been on a downward trend since the
second quarter of 2022 and fell by 0.8% y/y in the first nine months of
the year, according to statistics office data. Civil engineering has been
rising, by 2.9% y/y in January-September, but building construction fell
by 5% y/y.

At the same time, construction of new dwellings increased by 2.4% y/y
in the first nine months of 2022 to 1,911. The number of uncompleted
dwellings at the end of the third quarter of 2022 was 5,358, up by
17.4% y/y.

Meanwhile, the state-owned Autoceste FBiH has been actively working
on road construction tenders. In November 2022, the company signed
a €167.1mn deal with local Euro-Asfalt for the construction of a section
of the pan-European Corridor Vc. Euro-Asfalt will build the section
connecting the Putnikovo Brdo tunnel to the Medakovo interchange.
The construction works should be completed within 24 months.

3.2.6 Major Sectors

Bosnia's economy relies mainly on electricity generation, mining and
the processing sector.

Bosnia is the sole electricity exporter in the Balkans. Traditionally, the
country exports about 25% of its electricity, which is mainly produced by
local coal-fired and hydropower plants. Two thirds of the exports are to
Croatia, Serbia and Slovenia. However, in 2023 the exports might be
hampered by increased domestic consumption.
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Bosnia’s processing industry mainly depends on exports, which could
be lowered due to the economic crisis caused by the Russian war in
Ukraine.

Bosnia’s coal mining sector remained in crisis in 2022 with miners
striking for unpaid wages.

Meanwhile, tourism has been identified as a sector with the potential to
become of key importance for the economy if it manages to attract
enough investment.

Tourism is becoming increasingly important for Bosnia’s economy and
is attracting attention from international institutions and investors. In
November 2022, Bosna Bank International (BBI) and USAID joined
forces to support the development of local tourism, providing funds to
SMEs.

The cooperation with USAID should secure easier access to financing
to SMEs working in the tourism industry and will help them increase
revenues and open new jobs.

According to the latest available statistics office data, the number of
foreign tourists visiting Bosnia jumped by 72.4% y/y in September to
103,219. The total number of tourists increased by 51.5% y/y to
158,370 in September.

3.3 Real economy - Bulgaria

3.3.1 Retail

Bulgaria’s retail trade was on an upward trend in most of 2022 despite
the economic crisis and surging inflation. It started declining in the last
months of the year, but businesspeople are optimistic for the coming
months.

Bulgaria’s seasonally adjusted retail sales moved up by 0.3% month on
month in September, after rising by 1% m/m in August, according to the
latest available statistics office data. Year on year, retail sales expanded
by 2.1%, rising by the same margin as in August.

Retail sales of food, beverages and tobacco went down 2.8% y/y in
September, after dropping 3.9% y/y in August. Sales of non-food
products (except fuel) expanded 3.3% y/y, after increasing by 4.4% y/y
in August. Automotive fuel sales climbed by 8.8% y/y in September,
after rising by 7.7% y/y in the previous month.

According to the business climate indicator, retail trade increased by 8.7
points m/m in November 2022.

One investment that should be completed in 2023 is the retail park in
the northeastern city of Dobrich that is being built by the Bulgarian
entrepreneur Marian Kolev, majority owner of toy retailer Hippoland.
The retail park will spread on 37,000 sq m at the location of the city's
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former children's shoe factory. The €15mn investment should be
completed in September or October 2023.

In 2023 and 2024, Hippoland intends to open new stores mainly in retail
parks in a move away from locations in shopping malls.

3.3.2 Banks

Bulgarian banks remained stable amid the economic crisis caused by
the Russian war in Ukraine and posted solid profits. The country joined
the EU’s banking union in 2020, which was an additional guarantee for
the stability of the sector.

The aggregate net profit of Bulgarian commercial banks increased
40.9% y/y to BGN1.72bn (€879.4mn) in the first ten months of 2022,
according to Bulgarian National Bank (BNB) data.

Through October, the liquidity coverage ratio was 253.5% compared to
235.9% at the end of September. The liquidity buffer stood at
BGN38.4bn.

The net stable funding ratio (NSFR), applied since June 28, 2021, was
BGN158.9bn as of end-September, and the required stable funding (the
denominator of the NSFR) was BGN72.2bn. The net stable funding
ratio as of end-September amounted to 158.9%, way above the
minimum regulatory requirement of 100%.

Gross loans and advances in October increased by 4% y/y to
BGN96.7bn, mainly thanks to the claims on credit institutions, which
grew by 33.3% y/y to BGN12.1bn.

Compared to end-September, the banking system's gross loan portfolio
reported a growth of 0.8% y/y to BGN84.6bn. Claims on non-financial
corporations increased by 0.2% y/y, while those on households moved
up by 1.1% y/y. Loans to other financial corporations and to the general
governments sector increased by 2.9% y/y and 4.3% y/y, respectively.
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The deposits in the banking system increased by 1.5% y/y to
BGN130bn. Deposits of households increased by 0.8% y/y, while those
of credit institutions moved up by 12.6% y/y.

The banks' total assets increased to BGN151bn at the end of October,
up by 1.4% y/y.

3.3.3 Industry

Bulgaria is a producer of metals including lead, zinc and copper. Among
the internationally listed mining companies active in Bulgaria, Dundee
Precious Metals reported strong results for gold and copper production
in 2021, while Velocity reported positive drill results from its Rozino gold
project.

In 2022, Dundee extended the life of its Chelopech mine in Bulgaria to
2030 and updated the mineral resource and mineral reserve estimates
for the project. The company has said that the proven and probable
mineral reserves were 1.7mn ounces of gold and 341.9mn pounds of
copper.

Velocity announced plans to begin drill testing at its Rozino gold project
as well as its Dangovo prospecting license in the fourth quarter of 2022.
The company also plans to continue drilling at additional sections of its
Iglika copper-gold project in southeastern Bulgaria.

Another company from the metals industry – the aluminium products
manufacturer Alcomet – plans investments in 2023 in order to get
closer to energy independence. The company intends to invest around
€1.3mn in the construction of a 2 MW rooftop solar photovoltaic (PV)
module at its plant. The solar array should be commissioned in
February 2023. The project includes the installation of 5,000 solar
panels that would produce 2,600 MWh of electricity per year. That
would cover about 4% of the energy needs of the production plant.

Alcomet also plans to complete in 2023 the €1.7mn ALUGREEN green
anodising project which began in August 2021 and was co-funded
under the Norway Grants 2014-2021 mechanism.

3.3.4 Energy & power

Bulgaria’s energy sector has remained unreformed over the past year
due to the lack of a stable government and parliament needed for the
in-depth reforms that the country needs in order to meet the EU green
goals.

In its Recovery and Resilience Plan, Bulgaria aims to close down its
coal industry by 2038 or 2040. However, this would pose challenges to
the country as nearly 40% of the energy in Bulgaria is produced by
coal-fired power plants with more than 95% of the fuel being lignite. The
biggest coal-fired power plant is the state-owned Maritsa East 2 with a
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capacity of 1.61 GW of the total 3.85 GW capacity of all coal-fired
power plants.

38% of the €6.6bn Bulgaria should receive under the Recovery and
Resilience Plan would be used for the transition from coal to green
energy.

However, in order to start receiving the EU funds, Sofia must implement
significant reforms, which would require the appointment of a stable
regular government.

The country, which was almost completely dependent on Russia for its
natural gas imports, was cut off by Gazprom at the end of April as the
former pro-Western reformist government led by Kiril Petkov refused to
pay in rubles. Petkov’s government managed to quickly find alternatives
to the Russian gas, securing the delivery of several tankers with
liquified natural gas (LNG) from the US. However, its successor, Golub
Donev’s caretaker cabinet, decided not to accept the tankers, claiming
it was unable to find free slots to unload them.

Petkov also forced the completion of the Greece-Bulgaria gas
interconnector, which allowed the import of 1bn cubic metres of cheap
gas from Azerbaijan – one third of the country’s annual consumption.

Soon after taking office, Donev’s government made quick efforts to
bring Bulgaria back to the Russian orbit, including by trying to persuade
Gazprom to resume deliveries. These efforts have failed so far.

At the same time, Donev’s government is attempting to find a way to
avoid the EU sanctions on the sale of petroleum products produced
from Russian oil. In November, the government said it had accepted an
offer from Lukoil Neftochim Bulgaria to start paying taxes to the country
as of January 2023 if Sofia agrees to sell its products on the EU market.
According to the agreement between the government and Lukoil
Neftochim Bulgaria, the refinery can sell its products in the EU until the
end of 2024 as long as it starts paying profit taxes in Bulgaria. However,
in order to secure that, Lukoil Neftochim would need Russian oil.
Bulgaria was allowed in June to keep buying oil from Russia for two
years so that it can get enough time for the Lukoil Neftochim refinery to
adjust its equipment to produce fuels from liquified natural gas. But the
European Commission has repeatedly pointed out that this oil can only
be used within the country and not sold in the EU.

In December, the Movement for Rights and Freedoms (DPS) suggested
that the country could nationalise Lukoil Neftochim. The plan was
criticised by Democratic Bulgaria which suggested this could be an
attempt by the DPS to take over the refinery. Democratic Bulgaria
proposed another draft bill that would allow the country to take over
Lukoil’s operations.

Also in December, Donev’s government decided to ban exports of oil
products made from crude oil imported from Russia by sea as of March
5, 2023. The ban concerns Bulgarian exports of oil products to buyers
in another EU member state or a third country but will not apply to
petrochemicals or bunker fuel used in ships.
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At the same time, the government approved the implementation of a
derogation from the EU-wide ban on import or transfer of seaborne
crude oil and petroleum products from Russia. The derogation was
granted to Bulgaria by the EU in June under the sixth package of
sanctions adopted by the 27-member bloc in response to the war in
Ukraine. It will be valid until the end of 2024.

3.3.5 Construction

Bulgaria’s construction sector picked up after all restrictions related to
the coronavirus pandemic were lifted in 2021, but started to contract
again in April 2022 due to the Russian war in Ukraine and surging
energy prices. According to the GDP data, the construction sector
contracted by a real 16.4% y/y in Q2 2022.

The construction output decreased by 1.3% year on year in September,
after staying flat y/y in August, according to the latest available statistics
office data.

Even road construction was on a downward trend, after the former
government under Kiril Petkov decided to freeze payments to
construction companies until it checked all contracts signed by the
previous government led by Boyko Borissov.

Despite that, the composite business climate indicator in construction
increased by 2.2 points m/m in November with a favourable
assessment of the current situation and positive expectations for the
next few months.

In November the Supreme Administrative Court (SAC) annulled two
bans by former environment minister Borislav Sandov on the
construction of the Struma motorway in the Kresna Gorge. Construction
of the stretch has been objected to for years by environmentalists,
including Sandov, as it was threatening the area. However, Borissov’s
former government was determined to build the stretch and even gave
up EU funding in 2020, meaning it did not have to comply with EU
standards.

The Struma motorway is part of Pan-European Corridor IV and will
have a length of approximately 150 km. The motorway is on the route
Pernik – Dupnitsa – Blagoevgrad – Sandanski – Kulata, with a crossing
at the border with Greece. Sections completed so far include Dolna
Dikanya-Dupnitsa (16.8 km), Dupnitsa-Blagoevgrad (37.5 km) and
Sandanski-Kulata (14.7 km).

The construction sector could pick up in 2023 if a regular government is
appointed and the road construction projects are restarted. Expected
completion of the pan-European Corridor VIII in 2022 did not happen
but could be carried out in 2023. In October 2021, Bulgaria, Albania
and North Macedonia signed a memorandum of cooperation on the
construction of sustainable infrastructure along the pan-European
Corridor VIII.
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The completion of Corridor VIII, which includes road, rail and port
infrastructure, will lead to better transport and economic connectivity, as
well as improved efficiency of transport services. Corridor VIII connects
the Bulgarian and Albanian coasts via North Macedonia.

At the end of 2022, Bulgaria's Road Infrastructure Agency (API)
launched a tender worth an indicative BGN88mn (€44.9mn) for the
reconstruction and upgrade of a secondary road in the southeastern
part of the country leading to the border with Turkey. The 58.6km road
will connect the town of Tsarevo, on the Black Sea coast, to the town of
Malko Tarnovo near the border with Turkey. Offers can be placed by
companies by January 12, 2023. The road should be completed within
600 days after a contract is signed.

3.3.6 Major Sectors

In the tech sector, Webit Investment Network (WIN), the Bulgarian
company that organises the Webit forum for innovations and
technologies, is also expected to make fresh investments in 2023. The
company is in talks to invest in two start-ups - French green tech
company EcoTree and Swiss food tech firm Alver. WIN will take part in
Alver's planned fourth fundraising round once a lead investor is brought
on board.

Among the fastest developing companies with Bulgarian origin in 2022
was Dronamics, which produces and operates middle-mile cargo
drones. Its Black Swan long-range cargo drone is still being developed
but the company has managed to sign several agreements, including to
launch a drone cargo airline in Malta and to join a consortium for
medical drone deliveries for NHS in Scotland.

In 2023, Bulgarian farming company Agria Group Holding is expected
to get a regulatory nod to complete the acquisition of local bioethanol
producer Almagest. As part of the deal, the farming company will
purchase 441,866 shares with a par value of BGN80 each,
representing 100% of Almagest’s capital.

The tourist sector, which is among the most important for the Bulgarian
economy, has nearly reached its pre-pandemic level despite the
Russian war in Ukraine. Moreover, in the first five months of 2022 the
number of Russian tourists to the country has quadrupled.

Among the widely expected events related to tourism in 2023, is a
possible visit by Elon Musk, the owner of Tesla and Twitter, in April.
Reportedly, Musk will visit the Belogradchik Rocks and Fortress, are
among Bulgaria's 100 national tourist sites and one of the best
preserved fortresses in the country. The fortress was built in the third
century AD by the Romans to guard the strategic roads crossing the
region.
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3.4 Real economy - Croatia

3.4.1 Retail

Croatia’s retail trade, which started recovering from the coronavirus
pandemic in 2021, continued the upward trend at the start of 2022.
However, the surging consumer prices put an end to that trend in the
second half of the year. In the first months of 2023, retail sales are
expected to decline further due to the expected recession. However,
stabilisation of energy prices and cooling inflation could revive the retail
sales.

According to statistics office data, retail trade turnover decreased by a
real 5.5% year on year in October and by 4% month on month. A month
earlier, retail sales decreased by 2.2% y/y.

Working-day adjusted retail trade turnover increased in nominal terms
by 10.1% y/y, after expanding by 13.2% y/y the month before.

The largest impact on the increase in the nominal turnover in October
compared to the same month of the previous year came from
automotive fuels and lubricants with a rise in turnover of 30.1% and an
impact on the total trade turnover of 6.1%, as well as from the food,
beverages and tobacco with a rise in turnover of 14.5% and an impact
on the total turnover of 5%.

q

3.4.2 Banks

Croatian banks remained stable during the coronacrisis and the
economic crisis caused by the Russian war in Ukraine thanks to the
prudent measures of the central bank. The accession of the country to
the EU’s banking union in 2020 was an additional guarantee for the
stability of the sector since then.
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The country became part of the eurozone on January 1, 2023. Several
months earlier, the authorities started preparations, including with
information campaigns. In December, banks started selling euro coins
starter kits.

Croatian commercial banks remained profitable through 2022.
According to the latest available central bank data, the total profit of
Croatian commercial banks increased by 20% compared to
end-December 2021 to HRK5bn (€660mn) in the first nine months of
2022.

The total assets of Croatian banks increased by 10.1% compared to
end-December to HRK551.4bn through September.

Loans and advances increased by 9% from end-December, while
non-performing loans (NPLs) decreased by 17.1% compared to six
months ago. The share of NPLs fell further to 3.3% at the end of
September from 4.3% at the end of December.

The share of NPLs fell in both the portfolio of loans to non-financial
corporations (to 6.5% from 9.9%) and in the portfolio of loans to
households (to 5.5% from 6.6%).

Commercial banks’ return on assets (ROA) increased slightly at the end
of September to 1.3% from 1.2% at the end of 2021, while return on
equity (ROE) rose to 10.2% from 8.8%.

The total capital ratio of the banking system edged down from 25.9% at
the end of 2021 to 24.0%. All credit institutions boasted total capital
ratios in excess of the minimum prescribed of 8%.

The liquidity measured by the liquidity coverage ratio (LCR) remained
high at 198.8% on average with all commercial banks meeting the
prescribed minimum liquidity requirements.

At the end of November, the European Investment Fund (EIF) signed a
€50mn guarantee agreement with Erste Bank Croatia under the
InvestEU Fund to back sustainability, innovation and digitalisation of
local SMEs, as well as the development of the cultural and creative
sectors.

The financing will support SMEs and mid-caps to introduce more
sustainable, climate-friendly technologies and operating practices. It will
also back innovation and digital transformation by securing easier
access to finance for research and technologically-driven companies.

3.4.3 Industry

Croatia’s industry was affected by the disruptions in global supply
chains caused by the Russian war in Ukraine.

In March, oil and gas company INA said it planned to invest HRK4bn
(€530mn) in the upgrade of its refinery at Rijeka in a project that should
be completed by the end of 2023. The project envisages construction of
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a heavy residues processing plan and should improve the
manufacturing scope of Rijeka refinery, increasing the share of
profitable “white oil” products in its output.

Another significant company for Croatia – Djuro Djakovic, one of the
biggest industrial groups in the country – has completed the
restructuring that was approved by the European Commission. Djuro
Djakovic produces vessels for the petrochemical industry, armoured
fighting vehicles and equipment for thermal and hydropower plants.

In September, in line with the restructuring plans, Czech wagon
manufacturer DD Acquisition, owned by entrepreneurs Jaroslav Strnad
and Rene Matera, acquired a 75% stake in Djuro Djakovic for €13.3mn.

DD Acquisition offered to buy the company in March 2021 and was
preferred by Djuro Djakovic as it is a large Central European
manufacturer of wagons and has close relations with the Czech
defence group Czechoslovak Group (CSG). The government will keep
a 25% stake in the company.

Before that, in May, Djuro Djakovic Group’s unit Djuro Djakovic Special
Vehicles signed a deal worth HRK83mn (€11mn) to produce and deliver
its Shimmns freight rail carriages to an unnamed Swiss company. The
wagons are designed to transport sheet metal used mainly in the car
manufacturing industry.

Croatia’s shipbuilding industry has been recovering from the tough
years and seems to have made a good start to 2023.

In November, the Czech holding company CE Industries placed a
binding bid to acquire a majority stake in Croatian shipyard Uljanik
Brodogradnja 1856, offering to pay HRK155mn (€20mn). CE Industries
wants to buy a 54.8% stake in the state-owned company. The offer is
valid for 45 days and also depends on the outcome of the ongoing due
diligence. If successful, it should be completed in the first months of
2023.

CE Industries has offered to continue using Uljanik's dock for building
new ships, and to supplement the production programme with
segments where it has specific know-how in.

In March Croatian shipping company Jadroplov signed a five-year deal
estimated at a combined $50mn with local recycling company Ce-Za-R
to provide transportation services for the next five years.

The deal was signed by Jadroplov's Marshall islands-based subsidiary
Split Maritime. The company will transport cargo using a Jadroplov
vessel from the Adriatic ports of Rijeka and Split to Turkey's
Mediterranean and Marmara Sea ports.

Croatia’s star industrial company remains the electric supercar
producer Rimac Group, which has been going from strength to strength
and is developing sharply, which is expected to continue in 2023. In
June, the company raised €500mn in a series D investment round,
putting the company’s value at over €2bn. The fundraising was led by
SoftBank Vision Fund 2 and the private equity business within Goldman
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Sachs Asset Management, with participation from existing Rimac
shareholders, including Porsche and InvestIndustrial.

Rimac has been rapidly expanding and has become a significant global
player. In November 2021, it launched a joint company with Bugatti
Automobiles, Bugatti Rimac. The Rimac Group is the majority
shareholder in the new company, with a 55% stake.

Meanwhile, the company started building a campus near Zagreb to
accommodate all its operations. The Rimac Campus will also become
the HQ of Bugatti Rimac which is responsible for the future
development of both the Bugatti Automobiles and Rimac Automobili
hypercar brands.

In August, Rimac Group presented the first new Bugatti designed and
developed by the Bugatti Rimac joint venture company – the W16. The
company will produce 99 W16s at a price of €5mn each.

In November, Rimac said that its electric hypercar Nevera achieved a
speed of 412 km/h, setting a world record for an electric vehicle. Rimac
presented the all-electric Nevera — with a price of €2mn — in June
2021. At the time, founder Mate Rimac said the car was the “car I had
in mind when I embarked on the ‘impossible’ journey ten years ago”.

Meanwhile, Mate Rimac decided to make a new investment, which was
not related to the car industry. In July, he invested in local innovative
agri-digital company Gruntek, which has developed an app allowing
Croatians to rent gardens raising organic vegetables near them and
pick what is planted there. A local team of farmers plants and raises the
vegetables.

3.4.4 Energy & power

Croatia’s energy sector did well in 2022 despite the oil and gas
shortages related to the war in Ukraine. Moreover, Zagreb has the
potential to help the region by expanding the capacity of its Krk
liquefied natural gas (LNG)  terminal. The project was recognised as a
key priority by the European Union and Croatia has already done part
of the expansion.

In October, LNG Croatia, the company operating the floating natural
gas terminal off the island of Krk, said it intends to build a refuelling
point for LNG and compressed natural gas (CNG) in the Gazenica port
of the city of Zadar.

The facility should ensure that LNG-fuelled vehicles and vessels can
use the Trans-European Transport Network and Croatia’s maritime and
inland waterways. It is expected also to maximise the potential of the
LNG terminal at Omisalj on the northern Adriatic island of Krk.

LNG Croatia is considering building fuelling points elsewhere, to meet
the growing demand of LNG by the EU.
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The gasification capacity would be increased by installing an additional
gasification module that would have the capacity of gasification and
natural gas delivery capacity of up to 250,000 cubic metres per hour.

Croatia also took steps to increase the storage capacity of its oil
pipeline operator Janaf to guarantee energy security during the Russian
war in Ukraine. The new storage will cover an area of 640,000 square
metres and will increase the Omisalj terminal’s capacity to 2.04mn
cubic metres, while new storage for refined products will total 220,000
cubic metres of capacity.

Janaf’s transportation capacity was also increased to help Serbia and
Hungary.

In August, the government approved plans to expand the capacity of
the LNG terminal and to build a new gas pipeline. The gas pipeline will
run between the towns of Zlobin and Bosiljevo in northwest Croatia,
with an estimated cost of €155mn.

Zagreb also plans to expand the capacity of the LNG terminal on the
island of Krk to an annual 6.1bn cubic metres from the current 2.6 bcm.

Meanwhile, Croatia is focusing on developing renewable energy
facilities quickly. In October, Croatian electrical equipment producer
Koncar Elektroindustrija said that its engineering unit Koncar
Inzenjering signed a contract worth HRK90mn (€12mn) with electricity
producer Male Hidre for the construction of the Otocac small
hydropower plant (HPP). The plant should improve the power usability
of the river Lika, which feeds the existing HPP at Senj.

In September, Geo Power Zagocha, a company owned by Croatian
entrepreneur Dragan Jurilj, said it will start exploratory works on the
construction of a 20 MW geothermal power plant in the Cadavica
municipality. The plant is projected as the largest of this kind in the EU
with the equipment being supplied by Italian manufacturer Turboden.

The company has already started drilling three wells and has identified
well PS-5 as an early candidate for usage. Exploratory works will
include further drilling, overhauling, and hydrodynamic testing of Well
PS-5 to determine its geothermal resource. The project is estimated to
cost HRK24mn (€3.2mn).

The country is also getting international support for developing
renewable energy facilities. The European Bank for Reconstruction and
Development (EBRD) has agreed to lend €43mn to fund the first
utility-scale renewable project in Croatia to be developed outside a
renewables subsidy scheme. The funds will be used for the
construction of two wind farms that will have a combined total grid
capacity of 111 MW, which is enough to power 85,000 households and
help to avoid more than 78,000 tonnes of CO2 emissions annually. That
would raise Croatia’s current electricity generation from renewable
sources (excluding large hydro) by around 10%.

The loan to Kunovac d.o.o., a limited liability company jointly owned by
Taaleri Energia’s SolarWind II Funds and ENCRO Kunovac d.o.o., will
finance the construction and operation of two onshore wind farms in the
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Zadar region. Parallel loans will be provided by Zagrebacka Banka d,d.
and the Croatian Bank for Reconstruction and Development, to create a
total debt financing package of €126mn.

The energy sector was marred by a large scandal involving Croatian oil
and gas company INA. In August, the country’s anti-corruption body,
USKOK, arrested five people suspected of reselling natural gas that
belonged to INA, causing damages worth HRK800mn (€113mn). In
October, USKOK arrested more people involved in the scandal. INA’s
management has resigned following the scandal, which has also
shaken the image of the ruling HDZ party whose members were among
INA’s managers.

In October, INA picked KPMG to carry out an external audit in order to
improve its gas trading business. KPMG will consult INA’s new
management on how to improve gas trading operations and which
corrective or preventive actions should be taken. It will also review
INA’s gas trading portfolio since 2020.

The latest request from Croatia for a review of a UN ruling in a dispute
between INA and Hungary’s MOL was rejected in October. The Swiss
Federal Supreme Court turned down a request by the Croatian
government to review a 2016 ruling by the United Nations trade tribunal
upholding a deal that gave control of INA to MOL.

Croatia turned to the Arbitral Tribunal of the United Nations
Commission on International Trade Law (UNCITRAL) in Geneva in
2014 with the aim of cancelling a 2009 deal that allowed MOL to obtain
a dominant position in INA. MOL won the arbitration case in December
2016.

According to the Swiss top court, there was disagreement between
Croatian courts and international arbitrations on the reliability of
witnesses, but that gave no solid ground for challenging the UN ruling,
as Croatian courts had to rule on the criminal aspect of the case, while
UNCITRAL was in charge of the civil aspect.

3.4.5 Construction

Croatia's construction output increased by 3.9% y/y in the first nine
months of 2022, showing a stable recovery after the recession caused
by the coronacrisis. It was backed by the country’s recovery from two
devastating earthquakes in 2021.

Meanwhile, in July a major construction project was completed, the
Peljesac bridge that connects the Croatian mainland with the Peljesac
peninsula, giving Croatia a continuous land link that bypasses Bosnian
territory. The bridge has put an end to hours-long lines in which traders,
commuters and tourists were forced to wait at the border with Bosnia &
Herzegovina and was set as a top priority for Zagreb. After the collapse
of former Yugoslavia in the 1990s, Bosnia maintained its coastal
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access, but that divided Croatian territory, cutting off the city of
Dubrovnik from the rest of the country.

Completion of the 2.4km bridge is seen as a historic moment for the
country.

Looking forward, Croatian construction companies will have projects
within the country and abroad.

In November, the local waste management company of the
Split-Dalmatia county picked a HRK155.6mn (€21mn) offer by a
consortium of Croatian construction company Saradjen and Slovenian
construction companies GH Holding and VGP Drava Ptuj to design and
build the first phase of the county's future waste management centre.

The project should start in 2023 and should be completed within 14
months. Its overall estimated value is HRK611.4mn. The project will be
co-financed with European Union grants with 71% of the overall
acceptable costs.

In October, Croatian railway infrastructure operator HZ Infrastruktura
signed a contract for a HRK199.1mn railway infrastructure renovation
project with the local unit of Austrian civil engineering company
Swietelsky. The company will upgrade a 3.4 km double railway track on
the section from the Zagreb East railway station to the central station in
the Croatian capital.

The upgrade works have to be finished in 18 months. The project will
be financed entirely from the EU-sponsored Recovery and Resilience
Facility (RRF).

In August, a consortium led by Croatia's Institut IGH won a deal worth
€22.6mn for supervision and legal advisory services on the construction
of European transport corridors VIII and X’s sections in North
Macedonia. Out of the total sum, the Croatian company will get €8.7mn.
The contact should be completed within 58 months.

3.4.6 Major Sectors

Tourism remained a key sector for the Croatian economy and recovered
better than expected in 2022, setting solid ground for further expansion
in 2023.

In 2022, the tourism activity was close to the pre-coronavirus
(COVID-19) level in 2019, as international travel restrictions have been
lifted, allowing the sector to rebound after two years during which travel
was constrained by the pandemic.

This is important for Croatia, which generates around a quarter of its
GDP from tourism, taking into account indirect as well as direct activity.

In November, statistics office data showed that the number of cruise
trips to Croatia increased more than three times y/y to 519 through
September. 76 international ships from 13 countries travelled to Croatia
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in the first nine months of the year. The number of trips they made was
slightly lower compared to the pre-crisis 2019 when they stood at 567.

Of the 519 trips, 44.9% were made to Dubrovnik-Neretva County,
31.2% to Split-Dalmatia County and the remaining 23.9% to Zadar
County, Istria County, Primorje-Gorski Kotar County and Sibenik-Knin
County.

The Croatian IT industry also did well in 2022, setting grounds for even
better performance in 2023. In September, Croatian IT company Span
opened a cyber security centre in the capital Zagreb. The centre was
opened in cooperation with Israeli Cybergym and is the first such facility
in this part of Europe.

The centre will aim to prepare more cyber security experts as
estimations show that within two years the need for such experts will
increase significantly.

In the food and retail sector, Croatia’s largest private company,
Fortenova Group, reported that its consolidated adjusted Ebitda
increased by 20% y/y to HRK2bn (€265mn) in the first nine months of
2022. The consolidated revenue rose 38% y/y to more than HRK30bn
in January-September, the company said in a press release on its
preliminary results.

Excluding the effect of the integration of Slovenian retailer Mercator, the
revenue from continuous operations grew by 15% y/y, mainly thanks to
the good tourism season, significant operational improvements and
partly due to high inflation.

Fortenova Group is the successor of bankrupt concern Agrokor, which
started its business operations in April 2019. At the time, Agrokor’s debt
to Russian Sberbank was turned into equity. Following international
sanctions imposed after the invasion of Ukraine, Sberbank has been
seeking to sell its stake.

In November, local media reported that Sberbank had sold its stake to
Saif Alketbi, a private investor from the United Arab Emirates, for just
€250mn. In response, the Croatian authorities decided to recommend
to the European Commission to put under sanctions two local
businessmen who were allegedly involved in the sale of the 43.4%
stake in Fortenova Group.

The Croatian foreign ministry is gathering evidence of violations of EU
sanctions in the deal and is expected to recommend to the EC to
include the two local businessmen, Kresimir Filipovic and Miodrag
Borojevic, on the list of sanctioned people. The two businessmen are
believed to be in Dubai at present.

Croatia is also expected to recommend sanctions for the
Dutch-registered company SBK ART, a company owned by Sberbank
that holds its stake in Fortenova Group.
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Another big Croatian company – the largest chocolate producer Kras
Group – sold its distribution units in Bosnia & Herzegovina,
Montenegro, Serbia and Slovenia in November.

3.5 Real economy - Kosovo

3.5.1 Retail

GDP from services in Kosovo increased to €274.2mn in the second
quarter of 2022 from €203.8mn in the previous quarter, according to
the statistics office.

According to Trading Economics, GDP from services in Kosovo
averaged €188.29mn from 2011 until 2022, reaching an all time high of
€321.62mn in the third quarter of 2021 and a record low of €97.18mn in
the first quarter of 2011

Sales by vendors of food, drinks and tobacco in Kosovo fell by 2.5%
y/y in September 2022, after dropping by 2.3% y/y a month before,
according to statistics agency data.

Retail sales in non-specialised stores went up by an annual 19.3% y/y,
while sales of fuels in specialised stores jumped by 37.5% y/y in
September.

Retail sales of other household appliances in specialised stores
increased by 9.7% y/y in the period under review.

Prishtina Mall, billed as the biggest shopping mall in the region, is due
to open in 2023. Among the stores will be the first Hamley’s outlet in
the Western Balkans.

Supermarket chains are expanding in Kosovo. In 2022, the European
Bank for Reconstruction and Development (EBRD) announced a
€175mn senior loan to German retail chain Schwarz Group to support
the expansion of Lidl format stores in Kosovo and other the Western
Balkan countries as well as Kaufland operations in Romania and
Moldova.

3.5.2 Banks

Kosovan banks' loan portfolio jumped 18.4% y/y at the end of
September to over €4.2bn of which loans to non-financial corporations
accounted the bulk of over €2.6bn, up by 18.4% y/y.

Kosovan banks' combined deposit portfolio totaled €5.3bn at the end of
September, up 12.7% from the same month in 2021, central bank data
indicated.
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Household deposits accounted for the bulk of the total deposits and
were 11.3% higher y/y at over €3.5bn at the end of September.

Deposits of non-financial corporations increased 16.2% y/y to over
€1bn, while that of financial corporations rose 10.4% y/y to €240.8mn.

11 banks operate in Kosovo, of which nine are foreign-owned.

Net profit totalled €107.7mn at the end of September. The
non-performing loan (NPL) rate was 2.1% of the total loan portfolio.
The loan to deposit ratio was 80.4%, while the liquidity ratio stood at
35.1%.

Kosovo’s financial system successfully faced the biggest challenge in
the history of its operation, caused by the pandemic. However,
according to the central bank, the outbreak of war in Ukraine
interrupted the rapid post-pandemic growth trend and increased overall
risks to financial stability. Furthermore, the main risk for financial
stability in Kosovo comes from the macroeconomic environment. The
operational challenges for businesses, with special emphasis on
certain sectors, have increased due to the increase in the cost of inputs
but also the decrease in reliability that is expected to be reflected in the
decrease in demand. On the other hand, high inflation continues to
affect the decline in the purchasing power of households, with special
emphasis on those with lower incomes.

The International Monetary Fund (IMF) said that the central bank
should take note of the shifting macroeconomic environment when
supervising banks’ working assumptions for credit, liquidity, and
interest risks, and stand ready to take supervisory action when
warranted. To address possible liquidity shocks, systemic banks have
contingent credit lines with foreign financial institutions, and the CBK
has renewed its repo line with the ECB through early 2023, and intends
to negotiate its extension at that time. In particular, the monitoring of
the housing sector needs strengthening. Housing sector statistics are
poor, constraining the authorities’ ability to monitor this sector’s
developments.

3.5.3 Industry
Kosovo’s manufacturing sector grew by 7.8% y/y in the second quarter
of 2022 when the overall economy expanded by 2.1%.

NewCo Ferronikeli, a nickel production plant, is one of the largest
Kosovan exporters, accounting for about 40% of the country's exports.
The area surrounding the plant is rich with mineral deposits. In October
2021 it was forced to close production due to high power prices.

In September 2022, Albanian Balfin Group, which was the owner of
NewCo Ferronikeli since 2018, officially transferred all its shares and
ownership of NewCo Ferronikeli to Turkish YILDIRIM Group.

YILDIRIM has a solid business plan to expand and grow its metals and
mining business and is looking forward to making NewCo Ferronikeli
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into one of the best nickel companies in Europe and one of its most
valuable subsidiaries.

The Trepca mining complex in Kosovo is a huge dilapidated industrial site
near Mitrovice and another important asset of Kosovo.

3.5.4 Energy & power

Kosovo’s gross electricity production in September 2022 fell by 2.8%
y/y to 454.5 GWh, the country’s statistics office said. Kosovo relies
mostly on coal-fired power plant production as the small country has a
huge lignite reserves, but it remains committed to diversifying the
generation portfolio in an effort to achieve an increased share of
renewable energy sources. Kosovo often faces energy crises due to its
outdated thermal power plants (TPPs), which constantly need
repairing.

In October 2022, the EU pledged a grant of €75mn for Kosovo to
overcome the energy crisis that will be available as of January 2023,
European Commission President Ursula von der Leyen said. The grant
is for “immediate support to vulnerable households or businesses”.

The International Monetary Fund (IMF) said that gaps in physical and
social infrastructure vis-a-vis the EU15 are significant, limiting the
attractiveness of Kosovo as a foreign direct investment destination. In
particular, high non-technical and commercial losses make the
electricity sector financially vulnerable, and some unreliability in
domestic supply leave the sector exposed to fluctuations in external
electricity prices. More reliable and greener electricity supply will both
reduce fiscal and business costs, while preparing Kosovo for the
carbon content demands linked with further European integration. IMF
staff urged the authorities to redouble their efforts to expand green
capacity, explore further regional market integration, increase effective
penalties for electricity theft, and strengthen the coordination between
the sector’s stakeholders both at the regulatory and management
levels.

3.5.5 Construction

In the second quarter of 2022, the construction sector, which is one of
the biggest drivers of the economy, fell by almost 18% y/y as overall
economic growth rose 2.1%.

The number of newly registered companies in Kosovo totalled 2,722 in
the third quarter of 2022, up by 9.8% compared with the same quarter
a year before, 11.2% of which were in the construction sector.

In Kosovo the largest share of men is employed in the sectors of
construction, trade and production (38.2%).
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The construction cost index increased by an annual 19.8% in the
second quarter of 2022 from 24.6% in the previous quarter.

It increased 2.2% on a quarterly basis in 2Q22 from 11.5% in the
previous quarter.

3.5.6 Major Sectors

Agriculture is one of the most important sectors for Kosovo’s economy.
According to surveys Kosovo had   agricultural land of 420,327 hectares
in 2021 of which the largest part belonged to meadows and pastures
(51.65%), while arable land participated with 44.82%.

3.6 Real economy - Moldova

3.6.1 Retail
Moldova’s buoyant private consumption posted an average growth rate
of 5.5% over the five-year period to 2021 (when it surged by 10%), but
was severely hit by the shrinking disposable income that was
compressed by both inflation and high energy bills.

Thus, the average retail sales (volume terms) in the 12-month period to
October 2022 decreased by 0.6% y/y after the growth rate came into
the negative area in September (-0.1% y/y). The rising wage
remittances couldn’t offset the drop in domestic incomes. The average
wage in Moldova, already very low by European standards, dropped by
another 11.5% in real terms in 2022 amid rampant inflation of over 30%
y/y during most part of the year.

The outlook for 2023 remains bleak for private consumption, even if the
inflation is easing. The average wage is expected to further drop in real
terms, even if a certain overall economic recovery is possible.
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3.6.2 Banks
After the reform of the banking sector in 2016-2017, the financial
intermediation in Moldova (rather modest, by general standards) has
increased constantly during 2018-2021 with the loans-to-GDP ratio
advancing from 16.9% in December 2017 to 22.6% four years later. The
process however reversed in 2022 amid high (nominal) interest rates
and economic crisis: the ratio dropped to 22% at the end of September.

On the upside, the banking system’s financial health looks robust and
its profitability is significant. Not surprisingly, the country’s largest bank,
maib, seeks to list its shares on the Bucharest Stock Exchange – where
the parent company of another Moldova bank (Victoriabank, controlled
by Banca Transilvania) is listed.

The profitability of Moldovan banks returned, in 2022, to pre-crisis
levels, and the share of non-performing loans (NPLs) – although it
increased after the war began in Ukraine – remains at manageable
levels (6.5% at the end of September 2022). The NPL ratio surged by
1pp during Q1 2022, to 7.1% at the end of March to reflect the impact of
the war, but it eased afterwards as the banks are reconsidering their
loan portfolios. While the overall stock of loans increased only
marginally, the NPL ratio decreased – furthermore with no significant
negative impact on the banking system’s profitability.

Moldova’s banks already accumulated MDL2.85bn (€140mn) of profits
in the first nine months of 2022, 5.1% of the average stock of loans (at
amortised cost) for the three-quarter period. The ratio is significantly
higher than the 4.6% performance of 2021 and the modest 3.5% figure
in 2020. The banks have thus recovered for the second year in a row, in
terms of profitability, after their earnings came under pressure in 2019
amid Covid-19 crisis that impacted the economy.
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3.6.3 Industry
As energy prices have advanced through 2022, economic activity was
silenced: the seasonally-adjusted production index returned to figures
typical of the year 2017 or to the COVID-19 year 2020.

If Moldova’s industry was still reporting robust annual growth rates in
2021, despite its rather flattish short-term dynamics, the annual growth
figures dropped in the red after the country’s industrial output figures
plunged during 2022. In the 12-month period to October 2022, the
industrial output edged down by 1.6% y/y (-1.4% y/y for the
manufacturing industries) after the 12.4% y/y average advance in 202
(driven by low-base effects).

During 2016-2021, Moldova’s industrial output advanced at an average
annual rate of 3%. Under the government’s scenario, the growth would
return to figures above 4% per annum since 2023 – but the scenario
was drafted in October and the general outlook has deteriorated,
including for the industrial sector. High energy prices are the main
deterrent.

106 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


3.6.4 Energy & power
The war in Ukraine reset Moldova’s energy system. Figuratively and, in
several instances, literally – when the Russian missiles caused
blackouts in the country that depends 70-90% on the electricity supplied
by separatist Transnistria and its neighbours Ukraine and Romania.

End-user energy prices surged several times during the year as the
country had to resort to expensive providers of natural gas and
electricity. On the upside, the country developed a national energy
trader (Energocom) that is increasingly active and expects to bring
natural gas from Azerbaijan while purchasing electricity from the
regional market. Infrastructure projects (particularly a more stable,
direct interconnector with Romania and the consolidation of the national
transport grid) are key for this, though.

Moldova lacks not only generation capacities, but also reliable
interconnectors with Romania – which might facilitate access to other
European electricity markets. Electricity remains a problem to be
addressed in the future, while short-term solutions are sketched based
on the circumstances.

As of the end of 2022, Moldova was 60% reliant on Transnistria for
electricity (under a deal involving the transfer of the Russian gas to the
separatists) and 10% on Romania (where the electricity is expensive on
the spot market and scarce under bilateral contracts). But Moldova
remains sensitive to problems in Ukraine, which intermediates the
imports from Romania. Furthermore, Moldova’s electricity consumption
is very low now and should increase significantly in the long term along
with its economic activity and standard of living.

Natural gas supplies are Moldova’s key problem. Its full reliance on
Russian gas made Moldova vulnerable to political threats. The buffer
accumulated during 2022 allowed it to pass all the gas delivered by
Gazprom (less than half the amounts contracted) to Transnistria. But it’s
clear that Moldova as a whole (Transnistria included) can’t survive in
the medium term without at least 2bn cubic metres of gas per year and
the imports along the Turkey-Bulgaria-Romania route are of key
importance for giving up Russian gas. Romania can provide some
emergency support, but it is a net gas importer as well and will remain
so at least until 2027.

Alternative solutions such as the development of green electricity
generation capacities or participation in Romania’s nuclear programme
(boosted by several partnership projects with the US) are of key
importance as well for Moldova’s energy system.

The share of energy from renewable sources in the gross final
consumption of electricity in Moldova is about 4%. But investors
complain about adverse market design. The government is working on
a new long-term strategy for the energy system, to replace the outdated
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one – but the public debates on the document were, at the end of 2020,
at an early stage.

3.6.5 Construction
The construction sector was no exception to Moldova’s overall
economic slowdown in 2022. During the first three quarters, the volume
of construction works plunged by 18% y/y, after the sector already
posted negative dynamics (-0.3%) in 2021, after three years of
outstanding expansion. Amid increasing interest rates, sluggish
economic recovery and still weak disposable incomes, the sole driver
for the sector in 2023 and the coming years remain the public-funded
infrastructure projects and the industrial (and particularly logistic)
segment of real estate. Modern retail chains are also likely to expand
despite the modest advance of retail sales expected in the short term.

The activity contracted on all market segments, with very few
exceptions – maintenance works increased and the government’s
efforts to boost public investments (helped by foreign financing) were
visible in the comparatively softer decline of the civil engineering works.
In January-September 2022, the volume of construction works
decreased, by structural elements, by 21.9% for new construction works
and by 34.2% for capital repairs. The volume of current maintenance
and repair work increased by 7.7% y/y.

By construction objects, the volume of work decreased particularly for
the residential buildings (-28.5%) and non-residential buildings (-16.8%)
while the volume of engineering constructions also contracted by
-12.3%.

3.6.6 Major Sectors
Agriculture is one of Moldova’s key economic sectors and potential
growth drivers. But in 2022, the severe drought pushed down the
production and the increase of import quotas by the European Union
was not the best aid the country could have used. In fact, the Moldovan
apples are rather likely to find appropriate markets in the Middle East
while its maize, sunflower and wheat crops should be processed to a
higher rate domestically in order to increase the share of value-added
exports.
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In January-September 2022, the value added generated by agriculture
contracted by 17% y/y in Moldova, while the prices of the products
generated by the sector surged by over 30% y/y. The sector’s share in
total GDP decreased from 10.4% in the first three quarters of 2021 to
8.6% in the same period of 2022. Typically, agriculture accounts for
around 10% of the GDP in Moldova, but favourable weather pushed the
ratio to 11.9% in 2021.

3.7 Real economy - Montenegro

3.7.1 Retail

Montenegro’s retail sales suffered from surging inflation caused by the
economic consequences of the Russian war in Ukraine. Despite that,
retail trade has been on a positive trend in 2022, which is expected to
continue through 2023.

Montenegro's retail sales measured at constant prices rose by 7.1%
year on year in the third quarter of 2022, slowing from the 18.5% y/y
hike in Q2, according to the latest available statistics office data.
Measured at current prices, retail trade expanded 24.2% y/y in the third
quarter after increasing by 34.2% y/y in the second quarter.

All sectors posted growth in July-September. Fuel sales increased
44.9% y/y, after jumping by 43% y/y in Q1. Trade in food products
expanded by 20.9% y/y in Q3, after going up by 24.1% y/y. Trade in
other non-food products moved up by 41.7% y/y, after rising by 44.7%
y/y in Q2.

Sales of cosmetics and pharmaceuticals increased by 21.4% y/y, after
growing by 35.1% y/y in the previous quarter. On a quarterly
comparison basis, retail sales went up 21.9% at constant prices and by
35.9% at current prices in Q3.
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Meanwhile, Montenegro’s parliament adopted a special law allowing the
government to put a cap on the prices of certain goods. The law sets
conditions for the temporary limiting of prices as part of Podgorica’s
efforts to slow down inflation.

The government is allowed to define the list of products on which price
caps will be applied. The list can be revised every three months. The
government will be allowed to either set a maximal price or define the
specific price of products.

When defining the prices, the government will take into account the
costs of manufacturing, as well as the retail sale prices, so that retailers
do not sell the products at a loss.

Despite the decreasing retail sales, German budget grocery retail giant
Lidl decided to open 20 stores in Montenegro and to employ around
1,000 people across the country. Lidl’s plan should be implemented in
2023 and 2024.

3.7.2 Banks

Montenegro’s banking sector remained stable through 2022 despite the
economic crisis caused by the Russian war in Ukraine.

Montenegrin commercial banks' assets increased 18.3% y/y to €6.15bn
at the end of October after rising 18.4% y/y the previous month,
according to data from the central bank (CBCG). Bank loans, which
accounted for 59.1% of total assets, increased 5.6% y/y in October after
moving up by 4.8% y/y in September, with total stock reaching €3.63bn.
The increase reflected a higher rise in lending to companies.

Corporate lending went up 13.7% y/y to €1.41bn, while household
loans grew 8.3% y/y to €1.57bn at end-October.

Commercial bank deposits increased by 23.2% y/y in October, after
rising 24.4% y/y the month before, reaching €5bn. Corporate deposits
increased 29.6% y/y, after rising by the same margin in September. The
total corporate deposit stock reached €2.2bn. Household deposits were
20.4% y/y higher y/y at €2.36bn, after rising by 20.8% y/y in September.

The average effective interest rate on new loans in Montenegro moved
up 0.59pp year on year in October to 5.59% after falling by 0.5pp y/y
the month before. Mortgage interest rates went up 0.5pp y/y to 5.33.
The average interest rate on consumer loans decreased by 3.66pp y/y
to 0.62%. Effective interest rates on business loans used to purchase
long-term assets moved up 1.81pp y/y to 5.4%.

The share of non-performing loans (NPLs) in Montenegro stood at
5.88% in September, down from 6.2% at the end of 2021 and remaining
unchanged from August. The stock of NPLs reached €215.5mn at
end-September, up 0.45% month on month and 9.55% higher year on
year.
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The central bank also provided data about the stock of total overdue
loan payments (including those that do not count as NPLs), which
increased 8.22% m/m and went up by 36.47% y/y to €187.43mn.

The banking sector also saw some stake sales in 2022. In November, a
stake of around 24% in the Montenegrin unit of Slovenia’s NLB Bank
was sold in a block transaction via the Montenegro Stock Exchange. In
the block transaction, the unknown buyer paid €12.33mn for 3,678,532
shares of NLB. The price per share was €3.35.

The bourse did not specify who the seller was but public broadcaster
RTCG reported that the stake is equal to that owned by local CK Zbirni
Racun.

In February, Ziraat Bank Montenegro, a unit of Turkey’s Ziraat Bank,
increased its capital by €3.1mn via a share issue. The bank issued
3,100 new shares with nominal value of €1,000 per share. Following
the new issue, Ziraat Bank Montenegro’s capital comprises 23,600
shares with nominal value of €23.6mn.

In March, Universal Capital Bank increased its capital by €1mn to
€13.1mn The capital hike was part of the bank’s debt restructuring
plans. The bank issued 1,980,532 new shares with a nominal value of
€0.5 per share. Following the increase, Universal Capital Bank's share
capital comprises 25,934,646 shares with nominal value of €0.5 each.

3.7.3 Industry

Among the main industrial companies, Montenegro’s sole aluminium
smelter and the country’s largest industrial enterprise KAP completed
its shutdown on December 30, 2021, after its owner Uniprom
repeatedly warned that rising electricity prices mean it is no longer
economically viable.

The shutdown came after Uniprom failed to reach an agreement on a
new electricity price with power company EPCG. At the end of 2021,
KAP was paying €45 per MWh plus VAT, while on international markets
the electricity price is now around €250 per MWh. However, KAP’s
contract with EPCG expired at the end of the year and as 2021 neared
its close EPCG requested a price of €183 per MWh as of January 2022
so that it would not suffer financial losses.

In April 2022, Uniprom filed a claim with the commercial court against
power company EPCG, seeking to be paid €17.4mn in financial
damages. Uniprom claims that EPCG must pay the damages for
financial losses caused to KAP’s owner between December 2021, when
the smelter was closed, and March 2022.

Uniprom claims that EPCG was responsible for the closure of the
smelter. On the other hand, EPCG has several times called on Uniprom
to meet and discuss the price for delivering electricity.

In May, Uniprom stopped paying compensation to the former workers of
the KAP aluminium smelter that it owns despite a pledge to pay them
for six months after halting operations.

111 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


While the smelter’s fate is still unknown, in November Montenegro won
another case filed by Russian billionaire Oleg Deripaska regarding his
investment in KAP. The Court of Appeal in Sweden has ruled in favour
of Montenegro in the case.

Deripaska has asked the court to annul a decision from 2019 related to
the privatisation of Montenegro’s sole aluminium smelter and of the
bauxite mining company Rudnici Boksita.

In 2019, the Arbitration Institute of the Stockholm Chamber of
Commerce rejected the case for compensation brought by RDeripaska
over the bankruptcy of KAP and Rudnici Boksita.

Deripaska claimed that Montenegro had breached its obligations to
protect foreign investment after CEAC lost money that it had invested in
KAP. However, according to the arbitration tribunal, Deripaska was
incorrect, as an agreement between Russia and the former Yugoslavia
did not apply to Montenegro.

Montenegro recorded a net foreign direct investment (FDI) inflow of
€213.92mn in the first nine months of 2022, up 70% from the same
period a year earlier, according to the latest available central bank data.
Investments in companies and banks amounted to €52.11mn
(unchanged y/y), while €121.9mn went to real estate investments (up
138% y/y).

In August, entrepreneurs from the Montenegrin diaspora set up an
investment network to support the local economy. The Montenegro
Investment Fund – Diaspora Business Network (MIF) will aim to provide
funds directly to Montenegrin companies, aiming to help the country
become a key tourist and investment destination.

The MIF will also support investments in IT, solar energy, as well as
privatisation of state-owned companies via public-private partnerships.

The companies that are members of MIF will provide 10% of their profit
gained through investments in humanitarian projects.

3.7.4 Energy & power

Montenegro’s government has drafted a roadmap to achieve its goals
for becoming a carbon neutral country, setting a goal to reduce carbon
emissions by 35% by 2030. The country has already reduced emissions
by 30%, fulfilling its previous goal set back in 2015. It hopes that the
reduction of carbon emissions can even reach 40% by 2030 thanks to
new systemic measures in the forestry and agriculture sectors.

In April, Montenegrin power company EPCG said it will invest around
€1bn within five years to increase its renewable energy capacity to
2,000 GWh per year. The country usually has 240 sunny days during
the year and has significant potential to produce electricity from hydro,
wind and sun. It hopes to start exporting green energy.

In 2023, Montenegro hopes to put into operation the 54 MW Gvozd
wind park that would produce 150 GWh per year.
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Meanwhile, EPCG launched a €70mn project for reconstruction of the
Pljevlja coal-fired thermal power plant. The country hopes to upgrade it
so that it meets the EU pollution standards.

In August, Montenegro’s government proposed to scrap VAT on solar
panels as part of the measures it is drafting to mitigate the effects of the
expected energy crisis. The measure aims to support the faster
transition towards renewable energy sources that would secure the
country long-term energy independence.

The government also plans to lower the VAT on solar energy.

In November 2022, the state power company Elektroprivreda Crne
Gore (EPCG) announced a public call for participation in a subsidised
project to support the installation of individual photovoltaic panels. The
call refers to the construction of integrated solar power plants, through
financing and subsidising users for the installation of photovoltaic
systems up to 10 kW for individual residential buildings, or up to 30 kW
for legal entities and individuals as well as business owners.

EKO FOND will provide one fifth of the funds for the implementation of
the project through the allocation of subsidies of 20% for the installation
of photovoltaic panels for households, legal entities and individuals.

"The Solari 3000+ and Solari 500+ project, worth €30mn, marks the
beginning of an energy transition in Montenegro and one of the most
significant investments in the energy sector in the last 40 years," EPCG
said at the time.

The project should continue through 2023. Its goal is to reduce monthly
costs for electricity, to enable energy independence, to reduce carbon
dioxide emissions and preserve the environment.

The repayment period of the investment for users is up to 10 years. By
installing a photovoltaic system, the user becomes the so-called
customer-producer, who meets their energy needs from their own
sources, and any surplus of electricity will be delivered through the
distribution network, which will be financially settled at an annual level.

Also in November, EPCG signed an agreement with the US’ UGT
Renewables on the joint development of projects on the production of
electricity from renewable sources, as well as energy storage.

UGT Renewables’ CEO Adam Cortese said the US company will help
Montenegro in a swift and efficient transition to a cleaner, greener
energy generation base. Cortese said the main goal of the project is to
help Montenegro reach energy independence by producing all the
electricity it needs.

South Korean Hyundai Engineering is expected to join forces with UGT
Renewables and provide green energy solutions in Montenegro and the
Balkans.

In December, the European Commission announced that it will grant
€30mn to Montenegro in January 2023 as part of the EU’s energy
support package for the Western Balkans that should help the country
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keep energy prices lower. The EU’s package for the Western Balkans is
worth €1bn.

Montenegro hopes to get new gas power plants. In July, Switzerland's
SS&A Power Consultancy announced that it was picked by EPCG to
carry out a study on the development of technical solutions for the
energy transition and a preliminary feasibility study for gas power plants
in combination with renewables.

SS&A will develop a study to set EPCG on a path to modernise
Montenegro’s electricity infrastructure, reduce CO2 emissions, and
establish goals for meeting EU standards and regulations in
decarbonising power generation.

The company will also draft a strategy for the operation of gas-fired
power plants and their integration with renewable energy sources, while
also defining future solutions for carbon capture and storage (CCS).

There is an ongoing scandal involving Maltese state energy company
Enemalta’s acquisition of the Mozura wind farm project in Montenegro.
In February 2021, Enemalta found that €6.8mn of the total price of the
deal on the acquisition of Mozura wind farm in Montenegro was not
included in the documents on the deal.

In June the previous year, Reuters reported that 17 Black Limited, an
offshore company investigated by Maltese journalist Caruana Galizia
prior to her murder, was involved in the deal. Moreover, 17 Black
allegedly made a €4.6mn profit from the deal.

Following the publication, Enemalta launched an internal investigation
and found out that, while it acquired the wind farm from Cifidex for
€10.3mn, the contract 'under-declared' the price by €6.8m. The sale
price listed on the contract signed between the two companies and
declared to the tax authorities in the Balkan state was €3.5mn.

Both Enemalta and Montenegro have launched probes into the project
but have not yet revealed any findings.

3.7.5 Construction

The construction sector in Montenegro has partly revived from the
coronacrisis and in July the first priority stretch of the key Bar-Boljare
motorway was launched. Its completion was significantly delayed due to
the coronavirus (COVID-19) pandemic and related slowness in issuing
construction permits.

The Smokovac-Matesevo stretch was funded with a loan from Chinese
Exim Bank. That's put the country in a difficult financial position, with its
debt reaching more than 100% of GDP in 2020.

Podgorica signed the $944mn loan deal with Exim Bank in 2014. The
loan has a 20-year repayment period, five-year grace period and a 2%
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fixed interest rate, which was reduced to 0.88% in July. Podgorica
started drawing funds in 2015.

The 44-kilometre stretch was completed by China’s CRBC and consists
of 18 tunnels, 13 bridges, five viaducts and four interchanges.

Bar-Boljare makes up the Montenegrin part of the future Belgrade-Bar
motorway that will connect the Serbian capital with the main
Montenegrin seaport, Bar. Serbia started the construction of its part of
the motorway in 2021.

Podgorica hopes to start the construction of the second stretch of the
Bar-Boljare motorway, from Matesevo to Andrijevica, in 2024.

The government is now working on the feasibility study for the second
stretch and hopes to be able to start preparatory works on tender for
the construction of the stretch in 2023.

3.7.6 Major Sectors

The tourism sector remains of key importance for Montenegro as it
contributes around a quarter to its GDP. In 2022, the sector showed
signs of strong recovery from the coronavirus pandemic and performed
nearly at the pre-pandemic levels despite the Russian war in Ukraine.

Montenegrin Tourism Minister Goran Djurovic projected that the country
could record a better summer season than in 2019 despite the Russian
war in Ukraine. However, Prime Minister Dritan Abazovic has warned
that the number of foreign tourists during the summer season in the
country was lower than anticipated due to the significantly increased
prices at hotels and restaurants.

Despite that, revenue from tourism reached €916mn in Montenegro by
the end of September, up by 30% y/y.

The World Bank has said that the tourism sector is expected to
continue recovering in 2023, although deteriorating growth prospects in
the EU and the region can affect the recovery. Most tourists visited
seaside resorts in October (83.3%), followed by the capital Podgorica
(11.7%), mountain resorts (2.7%) and other sites (2.4%).

Montenegro wants to invest in its agricultural sector in order to become
more independent amid the disruption of global supply chains. In July,
the European Commission adopted the IPARD III programme of
Montenegro for the period 2021-2027, worth €63mn. The programme
has eight support measures, with Montenegro implementing three of
them.

Investments that will be supported by the IPARD III programme refer to
the acquisition of equipment and machinery, construction, and
reconstruction of buildings.
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3.8 Real economy - North Macedonia

3.8.1 Retail

North Macedonia’s retail sales fell by a real 4.6% year on year in
October, deepening from a 0.7% y/y decrease a month before,
according to statistics office data. In nominal terms retail sales (except
motor vehicles and motorcycles) increased by 12.6% y/y in October
amid annual inflation of 19.8%.

Retail trade in food, beverages and tobacco fell by a real 11% y/y in
October, but rose by a nominal 10.9%.

Retail trade of fuel soared 45.3% y/y in nominal terms, and was up
16.7% in real terms in October.

German discount supermarket chain Lidl is close to opening its first
store in the capital Skopje, after it advertised its first jobs in September
2022. The North Macedonia unit will be run by managers from Lidl's
Bulgarian subsidiary. Lidl already identified a potential location of
200,000 sqm for its logistics centre in Kumanovo, an investment of
€80mn.

After a slowdown in value growth in 2020 when major retailers,
particularly those operating within large shopping malls, were
disrupted, growth accelerated in 2021 to record double-digit value
growth. With COVID-19 having less impact on the country, economic
conditions improved, leading to greater purchasing power for
consumers.

According to Euromonitor International, retail is expected to continue
growing. The country’s recent Nato accession and its EU membership
prospects will also help to boost the country’s ability to achieve its
economic goals, although unemployment and poverty rates remain
high.

In December 2021, North Macedonia introduced a new law on
Packaging and Packaging Waste Management which bans
free-of-charge plastic bags from being distributed in stores for carrying
disposable goods. Instead, retailers must only offer biodegradable bags
that are produced in line with certain standards.

The Swedish clothing retail chain H&M opened its first store in North
Macedonia in August 2022, as part of its expansion plans.

The store is located in East Gate Mall, developed by Albania's Balfin
Group, which was officially opened in October, 2021.

FortonMKA said that Macedonian industrial market accelerated in 2022
in spite of the standstill and uncertainty caused by the ongoing tensions
in Europe. The private sector and the authorities work together to ease
the processes for doing business of FDI countrywide, with a significant
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stake representing the manufacturing expansions in different lines of
business.

3.8.2 Banks

The World Bank said that the banking sector remained stable, but the
liquidity and capital adequacy ratios fell to 20.5% and 17% in 1Q22,
respectively.

The banking sector is expected to continue to provide support for the
economy, with further growth in crediting but at a more moderate pace.
The growth of loans in 2022 will amount to 9.2% on an annual basis.
The credit growth will be supported by the growth of deposits, as the
main source of financing. Deposits are expected to reach a growth of
3.9% by the end of 2022. In the medium term, with the strengthening of
economic activity, a growth of deposits of about 8% is expected in the
period 2024-2025 .

The central bank said that a moderate slowdown in the growth of credit
activity is expected until the end of 2022, which will continue in 2023.

Loan growth in 2022 would reach 9.2% year on year and will slow
down to 7.1% in 2023. In the next period, credit activity is expected to
stabilize, with an average growth rate of 7.5% in the period 2024 -
2025, in conditions of growth of the domestic economy and increased
demand for loans from households and the corporate sector. Despite
the war in Ukraine, the measures taken by the central bank enabled
further growth of deposits which is expected at 3.9% in 2022. Measures
taken by the central bank to encourage denar savings will lead to a
growth of deposits of 6.5% in 2023 and an average 8% for the period
2024-2025.

According to the central bank, North Macedonia’s financial system is
stable, despite the escalation of geopolitical tensions created by
Russia's military invasion of Ukraine, as well as global challenges
related to the energy crisis and high inflation rates. However, in
conditions of increased uncertainty, the need for a thorough risk
assessment, appropriate risk management and further capital building
in order to ensure greater capacity of financial institutions for risk
absorption is emphasised even more.

The International Monetary Fund (IMF) said the banking system is
overall well capitalised, with a core Tier 1 capital ratio of 15.9% at
end-June 2022. Banks benefit from stable funding mainly local deposits
and liabilities of foreign banks to their parents remain low. NPLs
declined to 3.1% at end-June 2022. Stress tests by the NBRNM
indicate that the banking system could withstand a severe
macro-financial shock.
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3.8.3 Industry

According to Invest North Macedonia, the ITC sector is the
fastest-growing sector of the country’s economy.

Agribusiness, including the wine industry, is another fast-growing
industry with an increase of over 10% in the last few years.

The textile industry is one of the most developed and diversified
sectors of the economy in terms of industrial production, employment,
and export earnings and the second biggest industrial sector of the
country after metallurgy.

The automotive sector enjoys dynamic development and growing
importance for the country’s economy.

Energy market developments in North Macedonia included further
construction of an internal gas distribution network, continued
liberalisation of the electricity market, and increased regional
cooperation on electricity and gas interconnections.

The automotive industry is an important part of North Macedonia’s
economy as the country already has a dozen factories producing car
parts. In November an official from the local unit of German car parts
maker Kostal announced that the plant in Ohrid will produce systems
for Volkswagen's hybrid vehicles in the near future. Kostal is present in
the country with its first brownfield investment project since 2016.

Despite the challenges Kostal will start the third investment phase in
the existing factory in Ohrid with an additional investment of over
€50mn in the next three years and over 400 new jobs.

3.8.4 Energy & power

As other countries in the region North Macedonia is struggling to
secure gas and electricity amid the energy crisis stemming from the
war in Ukraine and to diversify energy sources due to its dependence
on Russian gas.

To help the companies the government decided to provide cheaper
electricity for basic foodstuff producers at less than €100 per MWh,
which is half the price on the regulated market. The measure is
expected to quickly stabilise the market, which can lead to a lowering of
basic foodstuff prices by 10%.

North Macedonia plans to focus on renewable energy projects as part
of its energy transition.

PM Dimitar Kovacevski said in November 2022 that the construction of
a 100-MW photovoltaic power plant in Oslomej, a PPP project of the
state-run power producer ESM, is expected to start soon.

118 SE Outlook 2023 www.intellinews.com

http://www.intellinews.com


In October 2022, North Macedonia put into operation a 17-MW
photovoltaic power plant in the eastern part of the country, an
investment by Slovenian energy company GEN-I.

This is the biggest photovoltaic plant in North Macedonia. With the
project, GEN-I is considerably expanding its portfolio of renewable
energy, setting the path for the green transformation in the region.

The government recently approved permits for the construction of three
wind power plants with a total installed capacity of 11 MW to private
investors of which the first wind park, Bogoslovec, should officially start
operating as early as in 2023.

At the end of November, the construction works on the 92-km gas
pipeline section Negotino-Kavadarci-Bitola in North Macedonia, a
project worth €36mn, was completed, part of the gasification network.

The country's gasification will be of great importance in terms of
economic recovery, reduction of air pollution and cheaper energy for
citizens and companies.

On this section, the planned interconnecting gas pipeline with Greece,
that will run the 67 km from Negotino to the Greek border, will be built.

The last section of the primary pipeline network,
Skopje-Tetovo-Gostivar with a length of 76 km, is in the final stage and
is expected to be completed soon.

North Macedonia will also be able to procure natural gas from several
sources via Bulgaria after the gas companies of the two countries
signed an agreement on intersystem connection on October 31 in
Sofia.

Before the sanctions on Moscow, North Macedonia had been receiving
only Russian gas via Bulgaria. The agreement, which is in line with the
EU directives, will increase competition in the gas market and will stop
the monopoly role of some companies in North Macedonia.

In 2022, 80 MW of solar power plants were built in North Macedonia,
and it is expected that by the end of 2023, around 300 MW of
photovoltaic power plants will be installed in the energy system.

The strategy for energy development until 2040, based on the
European Green Deal, envisages the construction of over 1,500 MW of
photovoltaic power plants, over 700 MW of wind power plants and over
500 MW of large hydropower plants.

In the context of the energy crisis, Finance Minister Fatmir Besimi said
that the projects for increasing the domestic electricity production and
securing stable supply are also important.

In that regard, the government expects financial support from the
European Bank for Reconstruction and Development (EBRD) of €16mn
for the construction of the gas interconnector with Greece.
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So far, the government has secured funds of €25mn from the European
Investment Bank (EIB) and a grant of €12mn from the Western Balkan
Investment Framework (WBIF) for the project.

The EBRD’s support is also expected for the construction of the gas
pipeline sections Sveti Nikole - Veles and Gostivar - Kicevo.

3.8.5 Construction

The construction sector, which is one of the biggest drivers of the
economy, dropped by 9.1% in the third quarter of 2022 when the
overall growth of the economy was 2%.

Apartment prices started to grow rapidly since the fourth quarter of
2021, when they rose by 11.2% y/y, compared to a 5.8% y/y increase in
3Q21. In the third quarter of 2022, real estate prices grew by a record
high 21.2% year on year, after going up by 16.5% y/y in the previous
quarter, central bank data showed. Compared with the second quarter
of 2022, real estate prices went up by 4.7% in 3Q22, slowing from a
6.9% q/q increase in the previous quarter.

North Macedonia’s government has chosen Italyn manufacturer of
snowmaking systems TechnoAlpin as a strategic investor for the
development and modernisation of the Popova Sapka ski centre.

The investment of €186mn, which will include improvement of the
primary infrastructure, should be realised starting from 2023 in six
investment phases.

The finance ministry announced that in 2023 priority projects,
supported by the EBRD include the railway section of Corridor VIII
towards Bulgaria and the Kicevo-Bukojcani road section, part of
Kicevo-Ohrid motorway.

“At the same time, with the support of the EBRD, the implementation of
the Solid Waste Management Project will begin in 2023, for which the
Parliament gave the green light and it is expected to be signed in the
first half of January 2023,” Besimi said.

The minister noted that the EBRD is the most active international
financial institution in the country with an active portfolio in public
investments of over €800mn, the largest part of which, over €500mn, is
in the transport sector.
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3.8.6 Major Sectors

Agribusiness is one of the most promising sectors in the country, which
accounted for 8.6% of GDP according to 2020 data. It also accounted
for 11.6% of the total trade.

North Macedonia’s government allocated €193mn for the agricultural
sector in the 2023 state budget, which is up by €45mn compared to this
year.

The 2023 farm budget is based on five key pillars – agricultural
reforms, support of small family businesses, capital investments in the
water supply sector, green transition and modernisation.

Agricultural production increased by a real 3.5% y/y in the third quarter
of 2022.

3.9 Real economy - Romania

3.9.1 Retail
Retail sales increased by 4.8% y/y in the 12-month period to October
2022, but the growth rate visibly slowed from the average 7.1% annual
advance over the 2016-2021 period. Short-term dynamics of the
seasonally-adjusted data reveal that the volume of retail sales has
stagnated since mid-2022 and decreased for the food and non-food
segments. Even if the decline is only marginal and not likely to
accelerate, the outlook for private consumption is modest. Even the
state forecasting body projects a 2.7% advance in private consumption
in 2023 (half the 5.4% advance estimated for 2022).
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Under the latest projection from Banca Transilvania, Romania’s private
consumption is seen as decelerating from 7.1% in 2021 to 5.6% in
2022, respectively 3.3% in 2023, given that the high level of inflationary
pressure has an unfavourable impact on households’ real disposable
income.

Private consumption could accelerate to 4.5% in 2024, an evolution
supported by the improvement of the climate in the labour market,
according to Banca Transilvania.

3.9.2 Banks
The outstanding performance of the banking system was partly driven
by the advance of lending activity (stimulated by state guarantees), but
the higher interest rates also contributed.

The aggregated net profit of Romanian banks surged to RON2.88bn
(€581mn) in Q3 last year, 25% more compared to the same period of
2021. For the year-to-date period January-September, the profit rose by
17.8% y/y to RON7.57bn (+18.2% y/y to €1.53bn).

The annualised return on equity (ROE) in January-September rose to
16.6%, a significant 3pp up from 13.6% in the same period last year.

During the third quarter of this year, the stock of bank loans increased
by just over 16% compared to the same period last year.

Separately, in Q3, the average interbank interest rate used by banks to
set loan interest rates, 3M ROBOR (for funds with a three-month tenor),
soared to 7.7% – five times more compared to Q3 2021 (when it was
1.5%). Over the first nine months of 2022, the average 3M ROBOR was
5.6% compared to 1.6% in the previous year.

Stronger lending resulted in better use of resources. The
loan-to-deposit ratio rose to 73.4% – the highest level since Q3, 2019.
The ratio, which reflects how efficient banks are in using the stock of
deposits, plunged to 65.9% at the end of 2020 amid a significant
accumulation of deposits during the lockdown period not matched by a
similar pace of lending. But the government stepped in and backed
corporate lending through various schemes and the ratio has improved.
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The credit quality is reflected by the improved non-performing loan
(NPL) ratio calculated under EBA methodology. The NPL ratio dropped
to 2.8% at the end of Q3, from 3.0% at the end of Q2 and 3.7% at the
end of Q3 last year. The ratio has constantly decreased since 2014
when first calculated – with a small increase in mid-2020 before the
moratorium on bank loan repayment enforced by the National Bank of
Romania (BNR).

3.9.3 Industry

Industrial production in Romania contracted by 2.6% y/y in
January-October and the government’s forecasting body expects only a
marginal recovery in 2023.

The high energy prices and the economic slowdown in Europe are the
main drivers for the bearish outlook after two years of the generally
declining volume of industrial activity in the country.

The industrial output index in Romania posted a marginal 0.1% y/y
contraction and an encouraging +3.5% y/y advance for the
manufacturing industries in October – but some sectors were severely
hit by the energy prices while those gaining ground are not many.

Thus, the output in the chemical industry plunged by 21.6% y/y in
January-October, according to data published by the statistics office
INS and the output in the metallurgy sector contracted by 12.2% y/y in
the same period.

The automobile industry posted a flat performance (-0.3% y/y) in the
10-month period, while the fabrication of other transport means
(tramways is a good example given the activity of local producer Astra)
posted a 7.2% y/y advance.

Oil processing has recovered from last year’s outage of Rompetrol
Rafinare and posted a robust 10.5% y/y advance. Even the robust
construction materials manufacturing sector posted a small 0.2% y/y
decline, visibly caused by the rising prices.
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3.9.4 Energy & power

Thanks to its comparatively lower reliance on imports of primary energy
resources and higher self-sufficiency rate, Romania’s economy is a
favourable spot in Europe for the development of manufacturing.

BSOG already started production in the Black Sea and will add 1bn
cubic metres of gas to the country’s depleting production (under 10 bcm
per year) and OMV Petrom/Romgaz should begin production in 2027.

The country is developing a broad nuclear cooperation strategy with the
US, aimed at building two new 700-MW reactors by 2030-2031 and
more small-sized reactors across the country.

Separately, the country is hosting a new wave of investments in wind
farms and PV parks. The offshore wind segment remains, however,
underdeveloped.

Even so, the poor functioning of the already dysfunctional European
energy markets in 2022 hit the country as well.

After it completed the liberalisation of the electricity and natural gas
markets, it now has to resort to centralised strategies in order to restore
a certain level of functioning and sustainability. A “cap and subsidy”
system was set in place at the end of 2021 and repeatedly amended
during 2022 – with its two legs (consumer subsidies and windfall profit
taxation).

By the end of December 2022, the government fully enacted the WU
Regulation 1854/2022 on an emergency intervention to address high
energy prices.

In September, Romania adjusted and prolonged the “cap and subsidy”
scheme for energy prices.

The new decree prolongs the validity of the scheme until the end of
August 2023 (from the end of March 2023) and seeks to secure a better
balance between the cost of the subsidies and the revenues generated
from the “solidarity contributions”, which are taxes levied on the
“windfall revenues” derived by energy companies.

Such contributions will be charged along the whole energy chain and
will resemble a "price-plus" system allowing specific profit margins for
each player and penalising attempts to artificially increase the prices by
repeated trading.

The scheme will cost the budget some RON1bln (€200mn) per month
and the solidarity contributions should entirely cover it.

In December, the government transposed the EU tax on windfall profits
for fossil fuel producers and refineries.
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Producers of oil, gas and coal as well as refineries in Romania will pay
a temporary solidarity contribution (also known as windfall profit tax) of
60% levied on their taxable profits in 2022-2023 that are 20% or more
than the average profit for the 2018-2021 period, according to an
emergency decree passed by the government on December 28.

The action, also a transposition of an EU Regulation previously
announced by the government, prompted protests by industry
associations and investors. The most relevant objection is related to the
size of the tax: 60%, well above the minimum floor (33%)
recommended by the EU.

3.9.5 Construction
The construction sector is undergoing a certain recovery after it
stagnated (-0.6% y/y) in 2021. Thus, in the 12-month period to October,
the construction works volume increased by 10% y/y – and all three
segments (residential, non-residential and civil engineering rose
significantly). The infrastructure projects financed from the EU budget
and the non-residential (industrial and logistic) segments are expected
to remain robust while the residential segment might be hit by the rising
interest rates and shrinking disposable incomes resulting in more
caution on the buyer side.

The construction works index in Romania rose by 34.3% y/y in October
2022, driven by civil engineering works (+50% y/y) and the
non-residential buildings sector (+42% y/y).

The seasonally-adjusted index increased by another 5.5% in the month,
resulting in an overall 12% leap over the past three months when the
same two sectors outperformed (rising by +18% and 12% respectively)
in contrast with the 5.5% contraction seen in the residential buildings
segment.

For the third month in a row, construction activity marked a new record
for the past decades.

This seems to be the combined effect of rising interest rates and more
cautious decisions on the side of the household (residential buildings)
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segment and, on the other hand, the effect of a sharp expansion of
logistics projects and more abundant public spending.

As regards public spending, the figures suggest significant amounts
channelled to new constructions and capital repair works as well.

3.9.6 Major Sectors
Romania’s automobile production set a new record in 2022. The
country surpassed Hungary and Italy by automobile production.

Romania ranks as the sixth-largest automobile producer in the EU,
according to the volume produced in the nine months, with 376,047
units – almost 20% more compared to the same period the previous
year and more than countries such as Hungary or Italy produced this
year.

The production of passenger cars from the two factories in Romania
neared 50,000 vehicles in November, bringing the total number of cars
produced in the year-to-date period to 473,535 units.

The full-year production is likely, under these circumstances, to exceed
the record reached in 2019, and also to surpass the 500,000 units
threshold. In November, Dacia assembled 33,066 cars, above the
manufacturer's monthly average for the year, which confirms a positive
trend. At the same time, in Craiova, Ford Otosan produced 15,496 cars,
a volume lower than the monthly average of the manufacturer, but
higher than the previous month.

In the case of Ford, the preparations for entry into the production of
new models added to the withdrawal of production of the EcoSport,
which resulted in a lower activity level. Dacia will certainly surpass the
300,000-unit threshold this year, but it remains unclear whether Ford
will reach the 200,000-unit level.
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3.10 Real economy - Serbia

3.10.1 Retail
Serbia’s retail trade showed healthy growth during 2022, with retail
trade turnover going up by a real 4.6% y/y in August, according to the
latest statistics office data, speeding up slightly from a 4% increase in
the previous month.

Sales of food, beverages and tobacco increased by a real 1.2% y/y,
while trade in non-food products (except motor fuels) went up by a real
3.8% y/y.

Amid rising prices, the government started to cap prices of basic
foodstuffs in autumn 2021, and has continued to do so, in an attempt to
ease the impact of the cost of living on households. Targeted products
include bread and sugar. Exports of certain products were temporarily
banned.

Lidl has been expanding in Serbia — where it was already a popular
retailer, including for visitors from neighbouring countries — and in
August 2022 opened a new logistics centre in the Serbian city of
Lapovo. The logistics centre is Lidl’s second in Serbia. The retailer also
continued to open new stores during the year.

Fellow international retailer Delhaize is also a major player in Serbia, as
is Mercator-S, part of regional retailer Mercator Group.

Ikea, which entered the Serbian market with its first Belgrade store in
2017, opened a shopping park next to its existing store in Bubanj Potok
in May 2022. The second phase of the retail park development is due to
be completed in 2023.

According to Cushman & Wakefield, in Q3 2022, Belgrade retail supply
reached 580,000 square metres, including seven modern western style
shopping centres with around 307,000 sq m gross leasable area GLA.

“Although the buyers and tourists returned to main pedestrian zones in
Belgrade, which had a significant rebound in footfall traffic, still, there is
an increasing trend of relocation of retailers to new shopping centres or
other retail schemes, since they record a higher footfall,” the report from
the real estate company said.

“In order to remain relevant and meet the evolving consumers’ needs,
retailers started to use different omnichannel models, such as BOPIS
(buy online, pick up in store), selling on the social platforms, launching
an online store, etc. Customer experience became essential, and
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landlords are trying to follow the global trends and improve [their
offering] by providing additional benefits to consumers.”

3.10.2 Banks
Serbian banks’ loan portfolio continued to expand in 2022. The loan
portfolio of Serbian commercial banks to the non-financial sector
continued its double-digit annual growth in September, amounting to
11.7% excluding the effect of exchange rate changes, the Bank of
Serbia said on November 24.

The growth rate is at the level of the regional average. Compared to
June, the growth of loans in the third quarter slowed down as a
consequence of the high borrowing base and maturity of loans from the
guarantee scheme.

During the third quarter, loans to companies increased by 14% y/y to
RSD1,635bn (€13.9bn) with a moderate deceleration compared to
June.

Observed by purposes, the biggest increase was recorded in
investment loans, followed by loans for liquidity and current assets.
The annual growth of loans to households slowed down from 9.8% in
June to 8.3% in September to RSD1,446bn.

This followed on from strong lending growth in Q2, when it accelerated
compared to the first quarter. The NBS noted that corporates from the
majority of sectors had stepped up their borrowing, notably companies
engaged in trade, energy and manufacturing.

At the same time, the non-performing loan (NPL) dropped in 2022.
The International Monetary Fund (IMF) noted in November Serbia’s
“well-capitalised and liquid banking system”.
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Fitch Ratings said in August that Serbia preserved its sound banking
sector fundamentals. “The banking sector weathered the pandemic well
and has limited direct exposure to Russian banks,” the rating agency
said.

“The common equity Tier 1 ratio was a still high 18.9% at end-May
2022, liquidity has remained adequate, and return on equity, at 10.8%,
has recovered to pre-pandemic levels. 84% of the sector (by assets) is
foreign-owned, reducing contingent liability risk, but the share of
FC-denominated deposits at 64% is well above the 'BB' median of
18%.”

The EBRD announced a series of loans for Serbian banks in 2022. In
November, the bank said it is considering providing two loans to
Raiffeisen Leasing Serbia of up to €60mn in total for on-lending to
micro, small and medium-sized enterprises (MSMEs). With final
approval expected on January 11, 2023. The EBRD is also providing a
loan of up €5mn to Serbia’s Banca Intesa Beograd (BIB).

Earlier in 2022, the EBRD approved a long-term senior unsecured loan
of up to €15mn to Serbia’s NLB Komercijalna banka for on-lending to
small and medium-sized enterprises (SMEs); a €40mn loan to Addiko
Bank Serbia for on-lending to small and medium enterprises (SMEs);
new financing to Erste Bank in Serbia to support SMEs, alongside
country donors; and, a senior multicurrency unsecured loan of up to
€10mn to Serbia’s 3 Banka (3B) for on-lending to the residential sector.

3.10.3 Industry
Serbia’s industrial production continued to increase in the first nine
months of 2022, following on from the recovery from the coronacrisis in
2021. However, industrial companies were hit by higher costs of energy
and other inputs, as well as supply chain disruptions.

Steel mill HBIS Serbia warned in July it was preparing to shut down one
of its two furnaces due to the global situation in the market, which led to
reduced demand for steel.

The recovery in steel-using industries and in steel demand is expected
to continue following the COVID-led slump in 2020, but at a very
moderate rate. High uncertainty is set to last at least until the end of
2022, conditional upon developments in the Russia-Ukraine war and its
consequences for global supply chains.

HBIS, the owner of the steel mill in Smederevo, and the Chinese
company Zijin Bor Copper, were the largest exporters from Serbia in
2021.

129 SE Outlook 2023 www.intellinews.com

https://www.fitchratings.com/research/sovereigns/fitch-affirms-serbia-at-bb-outlook-stable-19-08-2022
https://www.fitchratings.com/research/sovereigns/fitch-affirms-serbia-at-bb-outlook-stable-19-08-2022
https://pro.intellinews.com/ebrd-mulls-providing-two-loans-of-total-60mn-to-raiffeisen-leasing-serbia-262314/?source=serbia
https://pro.intellinews.com/ebrd-mulls-providing-two-loans-of-total-60mn-to-raiffeisen-leasing-serbia-262314/?source=serbia
https://pro.intellinews.com/ebrd-mulls-providing-up-to-5mn-loan-to-banka-intesa-beograd-261786/?source=serbia
https://pro.intellinews.com/ebrd-mulls-providing-up-to-5mn-loan-to-banka-intesa-beograd-261786/?source=serbia
https://pro.intellinews.com/ebrd-approves-15mn-loan-to-serbia-s-nlb-komercijalna-banka-260631/?source=serbia
https://pro.intellinews.com/ebrd-approves-15mn-loan-to-serbia-s-nlb-komercijalna-banka-260631/?source=serbia
https://pro.intellinews.com/ebrd-mulls-providing-40mn-loan-to-addiko-bank-serbia-260535/?source=serbia
https://pro.intellinews.com/ebrd-mulls-providing-40mn-loan-to-addiko-bank-serbia-260535/?source=serbia
https://pro.intellinews.com/ebrd-works-with-erste-bank-and-country-donors-to-support-serbian-smes-259712/?source=serbia
https://pro.intellinews.com/ebrd-works-with-erste-bank-and-country-donors-to-support-serbian-smes-259712/?source=serbia
https://pro.intellinews.com/ebrd-provides-10mn-loan-to-serbia-s-3-banka-for-on-lending-for-green-investments-263565/?source=bne-banker
https://pro.intellinews.com/ebrd-provides-10mn-loan-to-serbia-s-3-banka-for-on-lending-for-green-investments-263565/?source=bne-banker
https://pro.intellinews.com/steel-mill-hbis-serbia-to-shut-down-one-furnace-due-to-global-crisis-250197/?source=serbia
http://www.intellinews.com


The cement industry, which depends on high-calorie coal from Russia
and Ukraine, has also been affected by the global situation. This came
after 2021 was very successful for the cement industry of Serbia. 2.6mn
tonnes of cement were produced and sold, which is an increase of
more than 10% compared to the previous year.

Despite sanctions, the European Commission said on September 20
that it has approved the acquisition of Serbian petrochemical plant
HIP-Petrohemija LLC Pancevo (HIPP) by Serbian Oil Industry (NIS),
which is majority owned by Russia’s Gazprom.

Commenting on the potential to develop the country’s mining industry,
Serbia’s then minister of mining and energy Zorana Mihajlovic said in
November 2021 that Serbia has proven mineral raw materials worth
€250bn. In particular, she noted the large quantities of lithium, copper,
gold and antimony that are critical for the energy transition and the
green agenda.

In August, an official from the Geological Institute of Serbia commented
that Serbia has gold ore deposits of about 600 tonnes.

Ahead of the April general and presidential elections, Serbia cancelled
the permits for Rio Tinto’s planned lithium mine in Serbia, following
mass environmental protests.

Demand for lithium is growing, as it is used in batteries for electric
vehicles (EVs) as well as smartphones and other electronic products.
Rio Tinto previously announced that the Jadar project would enable it to
become Europe’s biggest supplier of lithium for at least 15 years.

There was speculation at the time that the project might be revived
following the elections, but top Serbian officials have so far denied this.
President Aleksandar Vucic has spoken of his deep regret about the
cancellation of the project.

In manufacturing, the car parts sector has been going strong, with a
series of new investments announced during the year. Recent
investments include several by German auto parts producers such as
Koepfer’s new factory in Smederevo and the announcements of ZF
Friedrichshafen’s second factory in Pancevo and Tristone Flowtech
Holding’s car parts factory in Paraćin.

Belgrade encourages auto parts manufacturers and other
export-oriented manufacturers with subsidies and other incentives. The
country is also a popular destination given its proximity to Central
Europe and relatively low costs.

Serbia is also getting involved in the electrification of the car industry.
Representatives of the Serbian government and automaker Stellantis
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signed an agreement on financing the production of electric cars at the
Fiat factory in Kragujevac in April. The value of the new investment in
the Kragujevac car factory is €190mn, of which €48mn will be allocated
from the national budget.

President Aleksandar Vucic said in April that preparation for the
production of the new car model will last until the end of 2023, and the
production in Kragujevac will start in the third quarter of 2024.
Workers from the plant will be retrained.

In another recent development, EV battery technology company InoBat
signed a declaration of intent with the Serbian government on the
construction of a major new EV battery factory in November.

3.10.4 Energy & power

Serbia, like other countries in Europe, is struggling to produce enough
electricity to secure a stable power supply. While it signed a new
long-term gas supply contract with Russia’s Gazprom in May 2022, oil
imports have been disrupted by EU sanctions on Russia as they were
routed via EU member Croatia.

In October, President Aleksandar Vucic outlined plans for the country to
overcome the energy crisis, including building energy infrastructure with
its neighbours.

Serbia is looking to invest into renewable energy as it moves ahead
with the green transition but for the moment coal is an important part of
its energy mix.

Not only does Serbia have several coal fired power plants, it is in the
process of building the new unit B3 of the Kostolac thermal power plant.
(TPP). The new 350-MW unit, which is part of the state-run power
producer Elektroprivreda Srbije (EPS), is one of the largest investments
in the country’s energy sector in the last three decades.

In October 2022, EPS announced that the construction of B3 unit was
entering its final stages and is slated for commercial operation in
September 2023. The last contingent of equipment needed to complete
construction of the new unit arrived in Serbia on November 26.
Previously Belgrade had been concerned about the slow pace of
construction by China Machinery Engineering Corporation (CMEC), as
well as the quality of the delivered equipment.

Another investment, the combined-cycle power plant (CCPP) in
Pancevo, started electricity production in November. CCPP Pancevo is
the first gas-steam power plant in Serbia, which will produce electricity
and thermal energy using natural gas. The company’s entire production
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is delivered to the domestic power system, which its owner NIS said
contributes to Serbia’s energy security. This will, however, depend on
Serbia securing natural gas to power the plant.

Meanwhile, Serbia should start importing electricity from Azerbaijan in
January 2023, if all preconditions are met, Energy Minister Dubravka
Djedovic said in November. This was agreed during the recent visit of
President of Azerbaijan Ilham Aliyev to Belgrade, where the energy
issue was among the most important topics. According to the minister,
the transmission capacity for electricity imports is 50 MW.

Serbia is in talks with Hungary about potentially becoming a co-owner
of part of the PAKS 1 and/or PAKS 2 nuclear power plants (NPPs).

The Serbian government has also been encouraging the population to
reduce electricity consumption. Serbia cut electricity consumption by an
annual 11% in October following the government's recommendation to
households and companies to save electricity.

Djedovic has warned that gas prices for Serbian households will
increase by 11% and electricity prices by just under 10% in 2023.

Serbia maintains good relations with Russia and declined to join
Western sanctions, which helped the country to secure a new long-term
gas supply deal with Gazprom in May.

Vucic said in October that several interconnectors will be built, including
an interconnector with Bulgaria.

In October, Hungary and Serbia agreed to build a pipeline to transport
Russian Urals crude to Serbia via the Druzhba oil pipeline.

Construction will take between 18 and 24 months. The oil pipeline to
Hungary with a length of up to 128 km is estimated to cost up to
€100mn.

From December, Serbia is no longer able to receive Russian oil
supplies that were previously transported by ship to Croatia then on to
Serbia via the Janaf pipeline. New EU sanctions on Russian oil
deliveries by sea blocked that route.

Vucic announced in October that Serbia is working on building new oil
storage facilities, adding that there are two offers, one from the British
Vitol for 400,000 to 500,000 tonnes of oil, and the other from a local
tie-up for 200,000 tonnes.

Vucic said that Serbia will secure oil in various ways during the crisis
period, including purchasing Iraqi oil, which is 20% more expensive
than Russian oil.
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The construction of an oil pipeline through North Macedonia to the
Albanian port of Durres will be considered as part of the Open Balkan
initiative.

3.10.5 Construction

Serbia has infrastructure construction projects underway in a variety of
sectors. They include the new unit of the Kostolac TPP, due to be
completed in 2023, the Belgrade metro and other rail projects, road
infrastructure, ports, and new oil and gas pipelines.

In the residential construction sector, a report from international real
estate company CBRE says that 2022 saw a “substantial number” of
developments coming onto the market with over 1,100 new apartments.
There are also numerous projects in the pipeline; in Belgrade these
include the Landmark Residence in Vracar and Central Plaza, both due
to be completed in 2024, as well as the ongoing Belgrade Waterfront
development.

However, CBRE noted a slowdown in the residential market in Q3,
when the number of transactions recorded in Belgrade fell 18% q/q and
6% y/y. Price growth for apartments continued in Q3, mainly on the
secondary market, the report said.

Amid the broader economic slowdown the government outlined plans
for an aid package for the construction industry, incoming Minister of
Construction, Transport and Infrastructure Goran Vesić said on October
31.

Vesic said supporting the sector will be a priority for the new
government because it has declined for the last two quarters, and
companies are "facing problems”.

Among the priorities outlined by Vesić are adopting changes to the Law
on Construction in order to speed up obtaining of permits, as well as
improving the work of the Cadastre and the adoption of the Law on
Infrastructure Maintenance.

The cement industry was already hit by the outbreak of war in Ukraine,
as it relied more than 50% on high-calorie coal from Russia and
Ukraine, which is now almost impossible to obtain, according to the
eKapija portal.

This came after 2021 was very successful for the cement industry of
Serbia. 2.6mn tonnes of cement were produced and sold, which is an
increase of more than 10% compared to the previous year.
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3.10.6 Major Sectors

Serbia has reported continued strong growth in the ICT sector. As
reported by bne IntelliNews, international companies in search of tech
talent and innovative local startups are converging in Serbia, an
emerging high-tech hub that is especially strong in blockchain and
game development.

Employment in Serbia’s ICT sector has reached 95,500, up from just
55,000 in 2016, Minister of Information and Telecommunications Mihailo
Jovanović said in November. According to Jovanović, in the last year
“practically every other advertised position” was in the ICT sector, while
enrolment in technical faculties has increased.

International companies are drawn to Serbia by the availability of tech
talent and relatively low costs. Among the major global companies in
Serbia are Microsoft, Intel, Dell and a number of game developers such
as Endava and UbiSoft.

At the same time there has been a growing startup scene that has
emerged in the last few years. Serbia is gradually getting more locally
focused investors, a similar trend to that seen elsewhere in Southeast
Europe and helped by the European Investment Fund (EIF) that was
the cornerstone for a number of venture capital funds in the region.
More recently, the government initiated a €50mn venture fund of funds.
Among the regional venture capital investors active in Serbia are South
Central Ventures, Bulgaria’s LAUNCHub Ventures and Fil Rouge
Capital of Croatia.

Serbia’s IT sector has benefited from the arrival of both companies
leaving Russia (Russian and international) and Russian IT
professionals leaving their home country.

Serbia also has a large agriculture sector, but drought caused a poor
harvest in 2022. Europe faced its worst drought for 500 years in
summer 2022, and Serbia was one of the badly affected countries. This
followed a drought that affected production of vegetables and other
crops in summer 2021, though grain performed considerably better.

The National Bank of Serbia (NBS) warned in November of the
economic risks connected to the agricultural sector. A combination of
drought and high-priced fertilisers – prompting some farmers to cut
back on fertiliser use – led to a worse-than-expected harvest in 2022.
There are now concerns that fertiliser prices will remain high into 2023
as there is no immediate expectation of an end to the war in Ukraine
which sent prices of both fertilisers and energy soaring.
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Meanwhile Serbia is investing into new technology in the agriculture
sector. Digitisation of agriculture is already helping farmers to respond
to changing conditions and raise production, according to the BioSense
Institute in Serbia’s Novi Sad that works on projects that span bio
systems and IT. Compared to the region, Serbia is ahead in the
digitalisation of agriculture, though it still lags behind European
frontrunners like France or the Netherlands.

3.11 Real economy - Slovenia

3.11.1 Retail

In the first ten months of 2022, total retail sales were up by 24.1% y/y
and compared to the reference 2015, they jumped 59.7%. Without
automotive fuel, the retail sales were up 3.8% y/y in the first ten
months.

According to the Organisation for Economic Co-operation and
Development (OECD), the economic growth continued into the summer
2022, supported by the expansion of service activities. However, retail
trade turnover (without volatile automotive fuel sales) registered weaker
growth of 0.4% month-on-month in September, while industrial
production growth turned negative.

3.11.2 Banks

In October the macro stress tests conducted at commercial banks
confirmed the stability of the banking system and demonstrated the
banks’ adequate capital adequacy, the central bank announced.

Despite the positive results, the systemic risks for financial stability are
still elevated and are related to the consequences of the Russian
military aggression on the European economy.
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The central bank said that the high inflation, disruptions in trade and a
decline in confidence exacerbate the macroeconomic situation and may
spill over into the financial system indirectly.

Slovenia’s central bank said in December that it noticed increased
systemic risks in the Slovenian banking system, due to the growing
uncertainty in the economic environment and as a result it raised the
countercyclical capital buffer.

The measure is aimed to increase the resilience of the banking system.

“Similarly to other countries in the EEA, the central bank is therefore
raising the countercyclical capital buffer for exposures from zero to
0.5% of the total risk exposure amount,” the Bank of Slovenia said in a
statement.

Under the new regulations, commercial banks will have to provide
more capital for exposures to the domestic economy within one year.

According to the central bank, banks' profit before taxation in the first
nine months of was €366.5mn, down 1.6% y/y. With the continuation of
relatively favourable income trends, however, renewed net formation of
impairments and provisions in 2022 reduces profits.

Net interest income was higher 6.9% in the first nine months to
€597mn.

3.11.3 Industry

The largest industrial sectors in Slovenia are ferrous metallurgy,
automotive industry, ICT, electronics, healthcare and drug industry as
well as metal processing and metallurgy.

Manufacturing is the most important sector of industrial production and
accounts for 90% of total output. The biggest segments include
fabricated metal products, except machinery and equipment (12%),
electrical equipment (10%), motor vehicles, trailers and semi-trailers
(7%), rubber and plastic products (7%), machinery and equipment
(6%), food products (5%), and basic metals (5%).

Companies in Slovenia, like elsewhere in Europe, are struggling with
soaring energy costs. This has resulted in some, especially those in
energy-intensive industries, halting operations, among them Slovenian
aluminium producer Talum.

In September 2022, it was reported that Talum will reduce further its
production of primary aluminium obtained through electrolysis for the
third time in less than a year from October 1 due to the situation on the
energy market. The aluminium industry is facing a crisis due to the high
energy costs, which forced many producers around the world to cut
capacity as smelting aluminium is particularly energy intensive.

In October 2022, the Slovenian parliament adopted legal changes to
help companies deal with high electricity and gas prices by allocating
€86mn for 2022.
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Slovenia’s Economy Minister Matjaz Han announced on December 14
that the government plans to offer a subsidy scheme for more air
connections in 2023.

3.11.4 Energy & power

Amid the energy crisis, with the stoppage of the Russian gas, Slovenia
is looking to diversify its energy sources and suppliers. In November the
government announced that Slovenia will import natural gas from
Algeria under an agreement signed between Slovenia’s Geoplin and
Algerian company Sonatrach. Imports will start in January 2023.

Algeria will supply around one-third of Slovenia’s annual needs, or
300mn cubic metres of gas, contributing to Slovenia’s energy security
after Russia’s invasion of Ukraine and Western sanctions on Russia.

The International Monetary Fund (IMF) said that energy security should
remain a policy priority. Despite Slovenia’s dependance on natural gas
imports from Russia, supply disruption risks are clearly mitigated by the
strongly diversified domestic energy mix – gas plays a minor role in
electricity generation – and the availability of alternative gas supplies,
including liquefied natural gas (LNG). The authorities should,
nevertheless, make contingency plans and secure sufficient alternative
supplies to avoid disruptions in a worst case scenario. Guided by EU
initiatives, it is important that measures be taken to increase energy
savings, the IMF said. Over the longer term, the Fund believes it is
important to continue to diversify energy supplies and further develop
renewables to reduce dependence on fossil fuels, in line with the
REPowerEU initiative.

While temporary reliance on more polluting energy sources to secure
energy supplies may be needed in the short term, it is important to
continue to keep a focus on long-term climate goals, the IMF said.
Reforms and investments should continue to promote renewable
energy sources and enhance the climate resilience of infrastructure and
other assets, diversifying the energy mix and supporting climate
adaptation.

According to the Organisation for Economic Co-operation and
Development (OECD), efforts to diversify gas supply, including the
expansion of LNG capacity held in other countries and in coordination
with the EU, will help improve energy security. Such efforts should be
implemented alongside structural reforms to raise potential growth and
address labour shortages. This includes a growth-friendly tax reform
with lower labour taxes, financed by higher environmental and property
taxation.

The government responded to the energy crisis with a fiscal package of
0.6% of GDP in 2022 and announced further spending of 2% of GDP
for 2023. This includes direct subsidies to households and businesses
and temporary tax cuts. The government also capped the price of
electricity and gas in September for one year for households and small
businesses. Temporary measures are assumed to be phased out in
2023.
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3.11.5 Construction

Slovenia’s GDP growth slowed to 3.4% year on year in the third quarter
of 2022, but acceleration was observed in construction (annual growth
was 10.4%; in the previous quarter 7.7%).

The International Monetary Fund (IMF) said that rapid house price
growth has increased concerns about real estate overvaluation and the
Bank of Slovenia has appropriately responded by changes in
macroprudential policies, including the introduction of a sectoral
systemic risk buffer and lower loan-to-value limits on second homes.

Slovenia's housing market is not showing signs of cooling just yet
although real estate agents say prices have stopped going up mid-year.

After a record surge in 2021, prices of residential properties rose by a
further 4.1% in first quarter 2022 on the quarter before, going up by as
much as 19.6% year on year.

Additional pressure on the prices comes from a potential change in
property taxation that would reduce the return for property owners,
according to exports. The new government has announced it will raise
tax on rental income from 15% to 25%, the rate in force prior to 2020.

3.11.6 Major Sectors

Compared to 2020, Slovenian tourism recorded better results in 2021.
The inflow from travel exports amounted to €1.5bn, which is 26% more
than in 2020. Foreign guests generated 50% more arrivals than 2020
and 43% more overnight stays.

In the first ten months of 2022, Slovenia recorded even better results as
3.6mn foreign tourists visited the country, which is up by 115% y/y while
overnight stays of foreign tourists grew 113% to nearly 9.3mn,
according to the statistics office.

Minister of Economic Development and Technology Zdravko Pocivalsek
said that the pandemic had severely affected the tourism sector, which
was then followed by the war in Ukraine. He said that the state had
helped the sector with more than €1bn in 10 anti-corona packages and
a special intervention law.

In 2022-2023, the Slovenian authorities plan to develop the segment of
active outdoor experiences and sports tourism as the most promising.

Slovenia plans to develop its space industry as the space sector began
to develop intensively after the country became an associate member
of the European Space Agency (ESA) in 2016.

Slovenia also decided to increase its contribution to European Space
Agency (ESA) programmes in 2022 and 2023 from €3mn to €5.8mn per
year, as it aspires to become a full member of the agency in 2024.
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4.0 Budget and debt outlook

4.1 Budget and debt - Albania

Albania’s 2023 budget is based on projected revenues of ALL632bn
(€5.4bn), or 29% of GDP, up 9% compared to the figure forecast for
2022. Spending is projected at ALL687bn, or 31.6% of GDP.

The draft 2023 budget envisages a reduction in the budget deficit from
3.3% of GDP predicted for 2022 to 2.6% of GDP in 2023. The primary
balance is expected to swing from a deficit of 1.3% of GDP in 2022 to a
surplus of 0.2% of GDP in 2023.

Albania plans to raise at least €500mn through a Eurobond issue in
2023, Finance Minister Delina Ibrahimaj said in November. According to
Ibrahimaj, preparations for the Eurobond issue have already started,
but it will only go ahead if market conditions prove favourable.

The bond issue has been included in the 2023 budget, but Ibrahimaj
stressed that the government has other options if it decides not to
proceed with the issue.

Albania issued its fifth Eurobond in November 2021, to support its
budgets for 2021 and 2022. The €650mn 10-year sovereign Eurobond
was issued with a coupon of 3.50%, down from 3.625% on the previous
Eurobond.

In its opinion on the draft budget for 2023, the Bank of Albania
commended the government’s fiscal consolidation efforts but warned of
the risk that the deficit may exceed the planned value.
The central bank said it supports a consolidation process guided by the
increase in budget revenues, as well as a controlled increase in current
spending in the short term in response to inflation.

“However, the Bank of Albania finds that the balance of risks in the
Budget lies in the direction of expanding the deficit,” central bank
Governor Gent Sejko told the parliament Commission for Economy and
Finance, a Bank of Albania statement said.
"These risks stem from the downside risks on economic growth and the
realisation of the anticipated level of income, as well as from the
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uncertainties in the forecast brought about by the degree of
improvement in tax efficiency and the degree of improvement in the
balances of the energy sector.”

The World Bank has warned of fiscal pressures in the Western Balkans
as growth slows. The average fiscal deficit in 2022 is expected to
increase by 0.4 pp as a share of GDP compared to 2021.

The development bank forecasts that Albania’s public debt will decline
to 68.9% of GDP in 2022, and “more significantly” over the medium
term.

However, this is based on the assumption that the primary balance will
turn positive in 2024; if the fiscal balance deteriorates, this may force
the government to cut public spending to prevent a hike in the
debt-to-GDP ratio.

“Given Albania’s growing reliance on external financing, interest rate
and refinancing-related risks remain elevated. Contingent liabilities in
the form of guarantees to cover energy purchases also represent a
significant risk,” the World Bank said.

4.2 Budget and debt - Bosnia & Herzegovina

Neither the state-level government nor the government of the Bosnian
Federation have yet adopted their budget plans for 2023. In previous
years, it was usual practice for Bosnia to use budgets for previous year
until the politicians reach an agreement and adopt a new plan.

The budget for 2022 was adopted in June 2022 due to the constant
political blockades of the parliament and the governments. The
adoption of the budget was delayed mainly due to the refusal of
representatives of Republika Srpska to participate in the work of
state-level institutions.

The revenue in the 2022 budget plan was set at BAM1.07 (€547mn), up
by 8% y/y. The spending was set at BAM1.89bn, up by 5% y/y.

The state-level government has set the debt repayment at
BAM819.19mn, up by 1% y/y. Indirect tax revenue is seen at
BAM865.5mn, which is an increase of 11% from 2021.

The Federation’s budget for 2022 was also adopted with a delay – at
the end of March. The entity’s budget for 2022 amounted to BAM5.6bn,
up by 2% y/y.

Only Republika Srpska adopted its budget plan for 2022 on time – in
mid-December 2021 – as the long-ruling SNSD has a stable majority
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and no serious opposition there. Republika Sprska’s plan is to spend
BAM4bn.

Bosnia's public debt totalled BAM13bn at the end of September,
equivalent to 29.59% of the projected 2022 GDP, up from BAM12.8bn
at the end of the previous quarter, according to finance ministry data.

Bosnia's indebtedness reached its peak in 2014, when public debt
amounted to 43.4% of GDP, followed by a period of declining
indebtedness. In the period from 2015-2018 Bosnia implemented fiscal
consolidation, bringing the debt down, but it was pushed up again since
the start of the pandemic.

4.3 Budget and debt - Bulgaria

Bulgaria’s caretaker government has decided not to draft a budget for
2023, saying that this should be done by a regular government in
accordance with its policies and priorities. However, as of early January
there was no government in place following the October general
election.

The parliament decided at the end of November to extend the budget
bill for 2022 to 2023. The proposal to extend the budget bill was made
by the caretaker government of Prime Minister Gulub Donev and was
supported by the MPs of Gerb, the Movement for Rights and Freedoms
(DPS), the Bulgarian Socialist Party (BSP) and Bulgarian Ascend.

Reformist Change Continues and Democratic Bulgaria strongly
objected to the extension of the budget bill, saying it does not reflect the
situation in which the country would be in 2023 and would not give any
room for reforms or interventions in case the economic crisis worsens
further.

In the 2022 budget, Bulgaria set the deficit at 4.1% of GDP together
with the costs associated with the measures related to the coronavirus
(COVID-19) pandemic. The deficit excluding coronavirus-related costs
will be 2.5% of the projected end-year GDP.

The country reported a consolidated budget deficit of BGN610mn
(€311.9mn) in the first eleven months of 2022, equalling 0.4% of the
projected end-year GDP. Revenues and grants increased by 17.9%
year on year to BGN56.4bn. Expenditures increased to BGN57bn in
January-November 2022 from BGN47.1bn a year earlier.

Bulgaria’s gross external debt increased 6.9% year on year to €43.95bn
at end-September, according to preliminary central bank data, driven
mainly by the hike in the private sector external debt. The
end-September debt stock is equal to 55.6% of projected 2022 GDP.

Long-term external debt increased 1.8% y/y to €35.42bn at
end-September. Short-term external debt moved up 34.6% y/y to
€8.53bn. The public sector external debt went up 0.1% y/y to €12.5bn
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at end-September. The private sector external debt increased 9.8% y/y
to €31.5bn.

The finance ministry reported that the country’s central government
debt increased by 16.7% year on year to BGN36.3bn (€20.5bn) at the
end of September. Domestic central government debt moved up 50%
y/y and 7.8% m/m to BGN11.1bn at end-September. External central
government debt increased 6.3% y/y and by 20.8% m/m to BGN25.2bn.

Moody's, Fitch and S&P rate Bulgaria at Baa2, BBB and BBB/A-2
respectively. S&P and Fitch have confirmed their ratings in November
and October respectively.

4.4 Budget and debt - Croatia

In its plan for 2023, Croatia is targeting a budget deficit of 2.3% of GDP,
projecting revenues at €24.9bn, up by 9% y/y. Spending is planned at
€26.7bn, €2.1bn more compared to 2022, with the deficit seen at
€1.6bn. The higher spending will be to support the most vulnerable
people, pension system viability, post-earthquake reconstruction, the
green and energy transition, stronger defence capabilities and security.

Tax revenue is projected at €13.3bn in 2023, up by 4.8% y/y. In 2024, it
should reach €14bn, while in 2025 it would increase to €14.7bn. At the
same time, the pension insurance contributions are projected at €4bn,
up by 8.2% y/y. The assistance from the European Union next year is
estimated at €5bn.

In 2024, budget revenues are projected at €24.8bn, while in 2025 the
income should reach €25.8bn. The 2024 budget spending is projected
at €25.6bn, while in 2025 it should reach €25.9bn. The budget deficit
should fall to 1.2% of GDP in 2024 and to 0.3% of GDP in 2025.

In 2023, Croatia will borrow €5.5bn with payments for the debt principal
amounting to €3.7bn. The public-debt-to-GDP ratio will drop from 71.3%
in 2022 to 69% in 2023. Croatia’s government intends to keep the fiscal
policy flexible in the coming period to meet the needs of local
companies, Ukrainian refugees and the areas that suffered from two
devastating earthquakes in 2020.

Meanwhile, in November Croatia’s government decided to impose
additional profit tax on all companies that report a revenue above
HRK300mn (€40mn) for 2022. The funds will be used to finance the
government’s aid to vulnerable groups.

Companies with revenue above HRK300mn for 2022 will have to pay
an additional tax of 33% on the part of their 2022 profit that exceeds by
20% the average profit they had reported for 2018, 2019, 2020 and
2021.

The government expects that around 200 companies will be affected by
the measure and the generated revenue from the tax will be around
HRK2bn. The tax will be imposed only once and only on profits
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generated in 2022. Companies whose profit was higher due to the sale
of assets will not be taxed. The tax will be collected in 2023.

4.5 Budget and debt - Kosovo

At the end of October, Kosovo’s government adopted the state budget
for 2023 worth €3.2bn, which will be higher by about €0.4bn from the
2022 budget. About €750mn will be allocated for wages.

According to PM Albin Kurti, the 2023 state budget comes after "the
most successful year in history, in terms of budget revenues".

The draft budget has three objectives – economic recovery, mitigating
the impact of high inflationary pressures and ensuring macrofiscal
stability for the economic growth. The Ministry of Defence will receive
€123mn from the budget funds in 2023 or 20% more than a year earlier.

The International Monetary Fund (IMF) said that the draft budget for
2023 appropriately envisages a return to the fiscal rule deficit ceiling.
The implied rise in the fiscal deficit will provide a moderate fiscal
impulse of 1-2 pp of GDP, helping the economy soft land. Strong fiscal
buffers suggest a still comfortable financial position. Staff assesses
public debt to be sustainable with the public debt-to-GDP ratio
projected to remain below the legal ceiling of 30% of GDP throughout
the forecast horizon.

The World Bank expects the fiscal deficit to increase to 1.6% of GDP in
2023 from 0.8% expected in 2022 and to grow further to 2.1% in 2024.

The debt is seen at 21.9% of GDP in 2023, up by 1pp from 2022.

4.6 Budget and debt - Moldova

The government of Moldova has endorsed the 2023 budget, with a
public deficit target of 6% of GDP, or MDL18.5bn (€900mn).

The government expects a 2% GDP in 2023, after the 3% GDP decline
in 2022. The budget also assumes 15.7% average inflation next year,
down from 29.3% in 2022.

However, the financing of next year’s budget deficit largely depends on
external financing — which is provided by international financial
institutions and donors. The government envisages that only MDL3.5bn
of the MDL18.5bn deficit, meaning less than 20%, will be financed from
the domestic market.

The actual deficit is thus going to be adjusted in line with the external
financing available. The country has not pursued plans to issue
Eurobonds.
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In the first eleven months of 2022, for instance, the general government
budget deficit in Moldova was only MDL5.2bn, or 1.9% of GDP.

4.7 Budget and debt - Montenegro

Montenegro’s government has adopted the budget for 2023, projecting
the deficit at 5.9% of GDP, or €366mn. The plan is yet to be approved
by the parliament. The budget revenue is seen at €2.852bn, up by
€165mn from 2022. The economic growth is projected at 4%.

“For the first time, the budget envisages an increase of wages in the
public administration, in education and the police. An addition for all
children aged below 18 is being introduced and there will also be funds
for a financial supplement for each newborn child,” Prime Minister
Dritan Abazovic said while introducing the budget draft.

He added that the capital spending for projects other than the
construction of the second section of the Bar-Boljare motorway would
be more than €200mn, while the subsidies for agriculture will be
increased.

Budget spending is planned at €2.852bn, up by €165.6mn from 2022.

The transfers for social protection are planned at €785mn, while €35mn
will go for pension hikes. The government plans to increase the minimal
pension to 60% of the minimum wage in 2023.

Healthcare costs are planned at €402mn. The government also plans to
spend 2% of GDP on defence.

In 2023, Montenegro plans to borrow €600mn to finance its budget
deficit and debt repayment.

However, the 2023 budget plan was strongly criticised by former
finance minister Milojko Spajic, the leader of the Europe Now party, who
said the plan is unsustainable and threatens fiscal stability as it
envisages high borrowing.

“The budget is unsustainable and I would not recommend it to the state,
nor to a foreign state. The current spending is higher than the current
revenue and we are returning to the times of budgets [drafted] by
[former ruling Democratic Party of Socialists] DPS when we were
borrowing €500mn [per year] or so,” Spajic said in late 2022.

He added that the intention of the government to increase the income
was positive but it is happening without the necessary accompanying
reforms.

Moreover, the revision of the 2022 budget has added €200mn spending
without additional revenue, which will result in more debt next year.
Spajic claimed that by 2025 the annual borrowing could increase to
€1bn at that pace.
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The World Bank has projected Montenegro’s fiscal balance at 4% of
GDP in 2023 and 2.7% of GDP in 2024, due to higher social and capital
spending.

Montenegro’s budget deficit fell by 6.5% year on year to €56mn in the
first ten months of the year. The period was marked by good collection
of revenues, which were significantly above the plan, while almost all
categories of expenditures were lower than planned.

The main driver of the rising revenues was the income from VAT that
went up by 34.5% y/y thanks to increasing household spending, higher
imports and inflation but also the successful summer tourist season.

The deficit was equal to 1% of GDP in the first ten months.

Budget revenues in the first ten months totalled €1.63bn, or 28.6% of
the estimated GDP, and were higher by 8.2% compared to the same
period in 2021.

Budget expenditures amounted to €1.68bn or 29.5% of the estimated
GDP and were higher by 7.6% y/y.

Meanwhile, the World Bank has projected that Montenegro’s public
debt will stay high at around 72% of GDP in 2023 and 2024.

“Given the tightening of global financial conditions and Montenegro’s
sizable financing needs of around 9 percent of GDP in 2023,
Montenegro will require very careful debt management and stronger
control over its expenditures,” the World Bank noted.

Montenegro’s public debt stood at €3.66bn at the end of June, equalling
69% of the projected full-year GDP forecast. The foreign debt was
€3.63bn, down from €3.69bn at end-December 2021. China’s Exim
Bank, which has lent the country most of the funds needed for the
Smokovac-Matesevo highway, remained the largest creditor at the end
of June with the debt totalling €722.1mn. Montenegro has asked the EU
for help to repay the debt.

The debt to the International Bank for Reconstruction and Development
(IBRD) totalled €184.71mn. The debt to the European Investment Bank
stood at €97.1mn.

The country also has Eurobonds worth €1.75bn.

Montenegro’s internal debt stood at €382.5mn, down from €401.54mn
at end-2021.

4.8 Budget and debt - North Macedonia

North Macedonia adopted the draft budget for 2023 with a deficit of
MKD42.7bn (€693mn) or 4.6% of the country’s GDP that will be slashed
to 3% of GDP in the medium-term, according to Ministry of Finance
data.
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The fiscal consolidation will continue in 2023. The proposed budget for
2023 is aimed at overcoming the challenges of the global economic and
energy crisis, for which it allocates €250mn. The budget also lays the
foundation for accelerated economic growth in the medium term.

The draft budget for 2023 projected revenues of MKD282bn, up 14.8%
compared to this year and expenditures of MKD324.8bn 12.6% higher.

The budget allocated funds for increasing pensions, supporting
companies and farmers, for transfers to local self-government units, but
also €795mn for capital investments, which is 52.3% more compared to
2022.

Finance Minister Fatmir Besimi said that what is particularly significant
is that the 2023 budget is based on the ‘golden rule’ of economics,
which is that capital investments will be higher than the deficit. This
means borrowing will be used only to finance investments, capital and
added value projects, to accelerate growth and contribute to improving
the lives of citizens.

In November, the International Monetary Fund (IMF) approved a
two-year arrangement for North Macedonia under the Precautionary
and Liquidity Line (PLL) of about €530mn to address the economic
fallout of global shocks from the COVID-19 pandemic and Russia’s
invasion of Ukraine.

The approval of the PLL arrangement allows an immediate
disbursement of about €110mn, which would be followed by another
tranche of about €155mn upon completion of the first review planned in
May 2023.

The PLL arrangement will support the authorities’ policies and boost
international reserves, and can also serve as a catalyst to obtain other
external financing.

The World Bank said that with limited fiscal space, elevated public debt
and increased cost of financing, fiscal support needs to target the most
vulnerable.

Regarding the budget financing and the repayment of the debt in the
amount of MKD52.1bn stemming from due obligations, almost half of
which is from the 2016 Eurobond, will be carried out from domestic and
external sources.

Domestic borrowing will be realised through government securities or
domestic loans, while external financing will come from the issuance of
debt securities on the international capital market, withdrawal of a
tranche from the IMF’s PLL as well as favorable funds from
international financial institutions (IFIs).

North Macedonia’s Finance Minister Fatmir Besimi said that the
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government plans a high level of capital investments in 2023 in the
amount of €790mn including intensification of energy and utility
infrastructure projects.

The IMF said that public debt is set to slightly increase in 2023-25, with
still high fiscal deficits offsetting a still favorable interest-growth rate
differential, before gradually declining in the outer years. The authorities
are committed to consolidate over the medium term, which would place
debt more firmly on a downward path.

4.9 Budget and debt - Romania

Already placed under the Excessive Deficit Procedure since before the
COVID-19 crisis that froze the procedure, Romania seeks to bring the
general government budget deficit down to 4.4% of GDP in 2023 from
an estimated 5.7%-of-GDP gap in 2022, according to the draft budget
published by the Ministry of Finance.

The Fiscal Council, however, estimates that the budget for 2023 will
result in a cash deficit of around 5.7% of GDP.

The medium-term budget strategy published along with the 2023
budget pledges robust public investments and promises to encourage
local investors as a means to sustain economic growth.

The country seeks to make a significant 2.8%-of-GDP fiscal
consolidation (2024 vs. 2022) but also boost public investments to an
average of 6.8% of GDP from 6.2% of GDP this year and around 5% of
GDP in 2020-2021.

Speaking of the growth outlook, Finance Minister Adrian Caciu said that
the country’s hoped-for Schengen membership would have added
0.5pp to its growth rate over a ten-year period, while entering the OECD
would make a much stronger contribution.

The budget for 2023 is drafted based on assumptions of moderate
2.8% GDP growth (compared to 1.8% projected by the EC in the
Autumn Forecast) and still significant 9.6% average inflation (10.2% in
the Autumn Forecast).

The public deficit would come under the 3%-of-GDP threshold in 2024,
helped by resumed economic growth (+4.8%).
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The planning for 2023 and the medium-term strategy for the period
2024-2025 envisage fiscal consolidation “through a sustainable and
balanced effort, which does not impair the government’s capacity to
support the economy and promote investments”, including moderate
growth of the current expenditure on the one hand and relentless efforts
to improve revenue collection on the other, the document reads.

The volume of public investments is planned at 7.22% of GDP in 2023,
to reach 7.7% of GDP in 2026 compared to around 5% of GDP in
2020-2021 and an estimated value of 6.24% this year.

Romania’s public debt, measured based on the EU’s methodology
(Maastricht debt), rose to RON651bn (€132.6bn) at the end of October
and the ytd rise in the stock of public debt reached €15.1bn or €15.9bn
including the effects of the exchange rate variation.

Net borrowing in the first ten months of the year thus exceeded the
figure for the whole of 2021 (€14bn including the effects of the
exchange rate variation, €15.6bn not including the XR effects).

And yet, the debt-to-GDP ratio eased to 48% at the end of October,
compared to 48.8% at the end of 2021.

International rating agency S&P, maintaining Romania’s BBB-
sovereign rating as well as its stable outlook in its October country
update, estimated that the country’s public debt-to-GDP ratio will
remain under 50%: from 48.8% at the end of 2021 to 47.5% at the end
of 2022 and 46.1% at the end of the forecast cycle in 2025.

4.10 Budget and debt - Serbia

The Serbian government adopted the state budget for 2023 in
November, planning to raise revenues by about 8%.

The draft budget has both austerity and development components, and
is based on three pillars: increasing pensions and wages, more funds
for investments as well as allocation of funds for the energy sector.

The budget foresees total revenues and incomes of RSD1,843bn
(€15.7bn), which is 7.8% more than the previous year’s budget.
Tax revenues are planned at RSD1,593bn, and non-tax revenues at
RSD200.1bn.

The budget foresees GDP growth of 2.5% in 2023 with GDP of about
€68bn.

The budget still has to be approved by the parliament. Earlier in
November, Serbia’s parliament endorsed the revised 2022 state budget
with a deficit of €2.4bn.
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The European Commission said expects Serbia’s general government
deficit to remain at around 4% of GDP in 2022 and to only slowly
decline thereafter. “Supported by high nominal GDP growth, the
debt-to-GDP ratio is expected to gradually fall throughout the forecast
horizon," the report said.

Serbian Finance Minister Sinisa Mali said in November that in 2023
Serbia will repay a maturing debt of €4.6bn through new loans and
bond issues on the domestic market.

At the end of the second quarter, Serbia’s external debt stood at 67.7%
of GDP, up from 67.5% of GDP in the previous quarter, according to
central bank data.

“About €4.6bn of direct debt obligations are due next year, of which
67% is internal debt, 10% are obligations to the World Bank, the
European Investment Bank and other international financial institutions,
and 16% are from bilateral agreements,” Mali said in an interview with
Politika.

Mali said that Serbia does not have high interest rates on its debt and
expects that the share of loan interests in GDP for the next few years to
remain below or around 2%.

“This ratio has been halved in the last few years. At the end of 2022, it
will amount to about 1.6% of GDP, and in 2015 it was as much as 2.9%
of GDP,” Mali said.

In November, Serbia reached a €2.4bn 24-month Stand-By
Arrangement (SBA) with the IMF.

The SBA replaced the existing non-financial 30-month Policy
Coordination Instrument (PCI), approved by the IMF in June 2021 and
will build on the PCI reform agenda.

The SBA still has to be endorsed by the IMF executive board, which is
expected to consider it in December.

“This arrangement would help address emerging external and fiscal
financing needs given the challenging global economic environment
and support the authorities’ macroeconomic policies and structural
reform efforts, with a focus on the energy sector,” the IMF said.

Serbia intends to use the financing that will become available during the
first part of the arrangement and to treat the remaining access as
precautionary.
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4.11 Budget and debt - Slovenia

In November, Slovenia’s parliament adopted the state budgets for the
next two years, setting budget deficits of 5.3% of GDP in 2023 and 3%
of GDP in 2024.

The state budgets for 2023 and 2024 reflect the current situation with
the war in Ukraine and are intended to mitigate the consequences of
the price increases for households and the economy.

Spending in 2023 will be the highest ever at €16.7bn, and will decline
slightly in 2024 with high allocation of funds for measures to mitigate
the energy crisis.

However, Slovenia’s Fiscal Council warned against "unrealistic
planning" in the state budget for 2023 and 2024 and pointed out the
budget risks.

According to the Fiscal Council, the key shortcomings of the state
budgets for the next two years are the inadequate basis due to the
unrealistic budget revision for 2022, unrealistically high planning of
investments and the underestimation of the expenditures growth for
2024.

According to the Organisation for Economic Co-operation and
Development (OECD), faster fiscal consolidation is needed to reduce
demand pressures. Support should be financed by cuts to other
recurrent spending and be better targeted. This entails replacing energy
price caps with temporary direct subsidies for low-income households
that preserve energy saving incentives.

The OECD said the government responded to the energy crisis with a
fiscal package of 0.6% of GDP in 2022 and announced further
spending of 2% of GDP for 2023. This includes direct subsidies to
households and businesses and temporary tax cuts. The government
also capped the price of electricity and gas in September for one year
for households and small businesses. Temporary measures are
assumed to be phased out in 2023. These measures are expected to
increase the budget deficit to 5% of GDP in 2023, before the fiscal
stance is tightened in 2024.

General government gross debt is seen at 98% of GDP in 2023 up from
95.4%/GDP in 2022, according to OECD.
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5.0 Markets outlook

5.1 Markets - Albania

The Albanian Securities Exchange (ALSE) is the first private capital
securities exchange in Albania. ALSE was launched by a group of
financial markets specialists and intended as a fresh start for the
Albanian capital market after the Tirana Stock Exchange (TSE) never
had a single listed security in its 18 years of operation. Government
securities are currently traded on the ALSE. However, pre-pandemic
talk of IPOs of major Albanian companies on the new exchange never
came to fruition.

5.2 Markets - Bosnia & Herzegovina

There are two stock exchanges in Bosnia - the Sarajevo Stock
Exchange (SASE) in the Bosnian Federation, and the Banja Luka Stock
Exchange (BLSE) in Republika Srpska.

The turnovers of the two bourses are not high as the stock market in
Bosnia is not well developed. In the past years, most of the turnover
comes from trading in entity government securities, with very low
amounts of trading in company shares.

According to official data from the stock exchanges, in 2021, the total
turnover on the SASE was BAM321.1mn, and on the BLSE it was
BAM268.4mn. In the first six months of 2022, the total turnover on the
SASE was BAM245.1mn, and on the BLSE it was BAM210.6mn.
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5.3 Markets - Bulgaria

Bulgaria’s stock market revived in 2021 following the deterioration in
2020 caused by the coronacrisis. In 2022, the stock market was
negatively affected by the Russian invasion in Ukraine, particularly in
February and March, when the blue-chip SOFIX index fell sharply. It
subsequently recovered but declined again after the October 2 snap
general election that has produced even more political instability and
lack of perspective for a regular government in the coming months.

Although in the weeks after the vote the index gradually recovered, at
the beginning of December it stood at only 605.43 points – above the
538.96 points in early March but below the 650.71 points in early
January.

The movement of the index will depend on internal politics and
developments in Ukraine through 2023. As a new early election is
expected in March, this could again drag down the bourse trade.

Despite that, several IPOs and bond issues are expected in 2023.

Bulgarian investment company Rodina Capital, previously known as
Rodina 91, will seek authorisation from its shareholders to increase its
capital to up to BGN50mn over a period of five years. The capital could
be raised via a new share issue or by converting bonds or warrants into
shares. Rodina Capital will also seek authorisation to issue warrants
that entitle shareholders to subscribe for shares in a future capital
increase. During the potential capital increase, existing shareholders
will be entitled to acquire shares corresponding to their stakes in the
company.

Bulgarian diversified group Ekip-98 Holding decided to issue freely
transferable and secured eight-year bonds worth BGN15mn. The bonds
have a floating semi-annual coupon based on the six-month Euribor
plus 3.00%, but no less than 3.25% and no more than 6.00%.

Bulgarian honey-based products producer Mellifera has applied to hold
an IPO on the BEAM growth market of the Bulgarian Stock Exchange,
seeking to raise up to BGN2.01mn. The company plans to offer up to
456,500 shares with a par value of BGN1 and an issue price of BGN4.4
per share. Bulgarian asset manager Ug Market will act as advisor on
the deal.

BEAM was created to allow small and medium-sized enterprises
(SMEs) to seek listings under simplified procedures as compared to the
regulated market.

There are also companies that plan IPOs and bond issues on
international bourses.
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Newly-established Bulgarian company AE Solar Horizon will aim to
raise €100mn by the end of 2023 and is already in talks with a number
of European stock exchanges about a potential future initial public
offering (IPO).

Bulgaria's Fibank decided to extend beyond December 2022 the
duration of its one-year bond issuance programme worth up to €100mn.
The bank has said that the issuance of perpetual, non-cumulative,
uncollateralised, deeply subordinated and non-convertible bonds meet
specific requirements for additional Tier 1 (AT1) capital.

Fibank’s bond issue programme was launched in December 2021 and it
has already listed four tranches of debt paper on the regulated market
of the Luxembourg Stock Exchange, raising €40mn. The bonds have a
fixed annual interest rate of 8% and no pre-determined maturity date.

5.4 Markets - Croatia

Croatia’s bourse, the Zagreb Stock Exchange, was strongly affected by
the start of the Russian invasion of Ukraine. After picking up to above
2,000 points in 2021, the Zagreb Stock Exchange’s Crobex10 sank to
around 1,900 points at the start of the war. It went above 2,100 points
for a short time in April to sink again in the following months and stay
around the 1,900 points mark.

As the market conditions were not good, not many companies decided
to launch IPOs in 2022. The IT company Span raised HRK101.19mn
from the sale of 578,200 existing shares in a public offering in
September. All of the shares in the public offering representing 29.50%
of Span's issued share capital were sold with the final sale price being
set at HRK175, at the upper end of the price range of the offering.
Span's listing was the first by a technology company on the ZSE since
July 2003 when shares of Ericsson Nikola Tesla started trading on the
Zagreb bourse.

Looking forward, Fortenova Group has said that it will most likely hold
an IPO in up to two years. One of the company’s owners, the local
businessman Pavao Vujnovac, said he would sell most of his 29%
stake in Fortenova during the IPO but gave no further details.
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5.5 Markets - Kosovo

Kosovo does not have a stock exchange. Creating one would help
revive the economy, increasing liquidity and encouraging more people
to invest.

5.6 Markets - Moldova

While Moldova’s local stock exchange remains rather irrelevant, major
companies in the country are seeking to list their shares on the
Bucharest Stock Exchange (BVB).

The leader of the Moldovan banking market, maib (Moldova Agroind
Bank), has received its shareholders’ approval to list its shares on the
BVB. In December 2022, the supervisory board of maib approved a
syndicate of investment banking advisors, following the decision of
December 14 to list the company's shares on the main market of the
BVB.

The second-largest Moldovan telecommunications operator Moldcell,
taken over in 2020 by Nepalese group CG Corp Global owned by Binod
Chaudhary, plans to list its shares on the BVB.

The two companies would join Purcari Winery — a company set up in
Moldova but also operating in Romania – that already has its shares
listed on the BVB.

”Successful listing of maib shares on the international stock exchange
would be an important achievement not only for the bank but for the
whole country – as it would place Moldova under the spotlight of
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investors and attract foreign capital to the country. Maib is on its way to
achieving a long-term ROE target of 20%,” said Vytautas Plunksnis,
chairman of the board of directors of maib.

He said he expects fast growth of the underbanked Moldovan market
combined with dividend payments of 35-50% of the net profit, which
would attract investors to the leader of the Moldovan banking industry.
Maib has a 36.3% market share by assets.

The main shareholders of maib are the European Bank for
Reconstruction and Development (EBRD) and Dealbeata Investments,
who own 41% of the bank’s shares (48% of the voting rights) indirectly
through HEIM Partners Limited (UK)

5.7 Markets - Montenegro

Montenegro’s stock exchange is small and not well developed. Its
market capitalisation was €3.34bn at the end of October, while the
turnover stood at €1.2mn. As in previous years, in 2023 the bourse is
not expected to develop significantly due to the small market in the
country of around 620,000 people.

5.8 Markets - North Macedonia

The focus of the Macedonian Stock Exchange (MSE) in the next period
will be to further develop the bourse to become comparable to the
modern and well organised secondary securities markets to attract not
only domestic, but also foreign investors.

Regarding the image of the Macedonian Stock Exchange, a survey
presented in November 2022 showed that respondents gave a high
average rating for the professionalism and seriousness of the
institution, that it achieves good cooperation with other financial
institutions in the country and that it can be one of the leading
institutions for dynamisation and further development of the capital
market.

The survey showed there is a negative trend among Macedonian
companies when it comes to transition to joint stock companies. The
biggest reason for the uncertainty is the lack of information among the
management, or the fear of negative consequences

Regarding securities issues, most of the companies surveyed were
afraid of the risks they carry, so they don't even think about issuing
them.

Established in 1995, the MSE became a full member of the Federation
of Eurasian Stock Exchanges (FEAS) at the end of October 2022. The
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full membership in FEAS enables full use of all benefits and services
provided by the Federation, such as business and promotional support,
exchange of knowledge and experiences, access to research and
publications.

The Zagreb Stock Exchange (ZSE) announced in August that it raised
its share capital in the Macedonian Stock Exchange (MSE) by an
additional 5.23% to about 30%.

5.9 Markets - Romania

BET, the main index of the 20 most liquid companies on the Bucharest
Stock Exchange (BVB), ended 2022 with a decline of 10.7%. The
market plunged after Russia invaded Ukraine on February 24 and later
during several episodes in May and September as investors were
pricing in the impacts of the crisis in terms of energy prices and interest
rates.

BET-TR, which includes the dividend yields for the 20 companies,
ended the year in the red (-1.85%) for the first time since 2011. Even
BET-NG, the index of energy and utility companies, lost 5% in the year
amid a mixed performance by its member companies. The BETAeRO
index, which includes the shares traded on the alternative market (the
so-called “growth shares”), plunged by 22.2%.

The overall decline came, however, after robust growth rates in the
previous years: BET soared by 33% and BET-TR by 40% in 2021. The
local capital market ended 2022 with a total capitalization of RON211bn
(€2bn), about RON38bn (-22%) less than at the end of 2021.

The capitalisation of the main market dropped by 13.9% to RON197bn
at the end of 2022. The average daily liquidity in 2022 for the main
market (shares only) was RON50.9mn, the equivalent of €10.3mn.
Overall, the equivalent of 6.5% of the market capitalisation (shares
only) was traded during 2022 – in line with the past five years’ average.
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5.10 Markets - Serbia

Serbia is one of the bigger economies in Southeast Europe, with a
significant number of large companies, both public and private, yet
activity on the stock exchange does not match up.

However, that may change in the coming years after two key events in
2021: the government’s adoption of a capital markets development
strategy and the Athens stock exchange’s acquisition of a 10.24%
equity stake in the Belgrade Stock Exchange (Belex).

A series of IPOs of major state companies are expected on Belex in the
coming years, which should reactivate Serbia’s capital market, the CEO
of the exchange, Siniša Krneta, said in an interview with bne
IntelliNews in Belgrade in April 2022.

The performance of the BELEX15 gradually recovered between spring
2020 and summer 2022, before declining slightly in autumn 2022, as
the economy started to slow down.
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5.11 Markets - Slovenia

The SBI TOP benchmark index on the Ljubljana bourse lost 16.9% in
2022, after rising by almost 40% the year before, according to bourse
data.

Head of the Ljubljana Stock Exchange (LJSE) Ales Ipavec in November
expressed optimism regarding the development of the Slovenian capital
market, following comments in recent years suggesting that it is
underdeveloped.

After growing by almost 40% in 2021, the SBI TOP blue chip index has
lost 15% in 2022, but Ipavec noted this was comparable to other
indices in Central Europe.

The LJSE also attracted two new exchange-traded funds (ETFs) to
increase their number to seven, and the number of market makers is
growing, which he said, was an important indicator during the
COVID-19 crisis.

"Maybe it's time to stop talking about the market lacking liquidity,"
Ipavec said. This year's turnover is expected to exceed €400mn again,
and it has increased by 50% in five years, with the number of
transactions also growing.

According to Robin Gorenscek of the brokerage Ilirika, the Slovenian
market is attractive in terms of dividend yield. The growth in dividends is
expected to continue in 2022, as the nine-month results are
encouraging and better than expected.

Economy Minister Matjaz Han mentioned the advantages of Slovenia
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such as security, stability, favourable macroeconomic indicators, an
attractive geostrategic location and creative and innovative economy.

The LJSE presented its annual awards on November 30 to companies
and members who made a mark in the last year with the main award for
best relationship with investors going to the fuel retailer Petrol after
years of dominance by drug maker Krka.

In the standard listing, journalists and analysts rated the newly listed
company Equinox the best. The shares of this real estate company
were included in the standard listing of the LJSE in January 2022.

Ipavec expressed the hope that there will be more IPOs in 2023, while
also expecting the effect of the next wave of privatisation.
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