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CROATIA  

COMMENTS
 

Recent political and other developments 
 

On 1 December, the Croatian government 
submitted its third Pre-Accession Economic 
Programme (2007-2009) to the Commission.  It 
foresees real growth to reach 5% and inflation to 
decelerate to 2.8% by 2009. Structural reforms 
will focus on continued privatisation, shipyard 
restructuring, public administration and health 
care reform. 

Also on 1 December, the Parliament voted the 
2007 budget which foresees a further reduction 
of the consolidated general government to 2.8% 
of GDP (GFS) from 3% planned for 2006. 

In November, the IMF published preliminary 
conclusions of a staff mission in the context of 
an Art IV consultation, highlighting a recent 
deterioration of the current account and a high 
level of external indebtedness as important 
policy challenges. 

In December, the Central Bank announced new 
restrictive administrative measures, namely in 
the form of credit ceilings penalising credit 
growth above 12% over a reference period.  

 

Output and demand 
 

In the 3rd quarter of 2006, GDP growth 
accelerated to 4.7% year-on-year, bringing the 
average growth rate in the first three quarters to 
4.7%, up from 4.3% in 2005.  Growth continued 
to be driven by strong domestic demand.  In 
particular, investment spending increased 
strongly by 9.3% year-on-year (compared to 
8.4% in the 2nd quarter), and private 
consumption grew by 3.9% compared to 2.1% in 
the previous quarter.  Exports of goods and 
services decelerated to 2.2% (from 5.5%), and 
imports grew more rapidly by 5.5% (4.2%).  
Recently published high frequency indicators 
suggest a continuation of strong growth in the 
beginning of the third quarter.  In October, 
industrial production growth accelerated to 8.5% 
year-on-year, from 3% in September, resulting 
in a cumulative growth rate of 4.6% in the first 
ten months, compared to 5.2% for the same 
period a year ago.  Construction output picked 

up to almost 10% year-on-year in October, from 
4.7% in September. In the first ten months, 
construction output grew by 10.1%, compared to 
a drop of 0.8% in 2005.  

 

Labour market 
 

The officially registered unemployment rate 
stood at 16.9% in November compared to 17.7% 
in the same months a year ago.  According to 
official data by the Employment office, 
employment increased by a moderate 0.6% year-
on-year in November.  Statistics on insured 
persons in the Pension Insurance Fund continue 
to suggest a stronger year-on-year employment 
growth. Most recent data from the labour force 
survey reported a decline in the unemployment 
rate to 11.8% in the first half of 2006, down 
from 13.1% in the first half of 2005.  

Average gross wages increased by 6.6% year-
on-year in October and by 5.9% on average in 
the first ten months, compared to an annual 
average growth of 4.4% in 2005.  Deflated by 
consumer price inflation, this translates into a 
real year-on-year wage increase of 3.9% in 
October and an average increase of 2.9% in the 
first ten months.   

 

International transactions 
 

According to most recent data published by the 
Croatian National Bank, the current account 
deficit further widened.  In the twelve months to 
end-September, it increased sharply to 8.2% of 
GDP as compared to 6.5% of GDP in 2005. In 
the same time, the trade deficit rose to 25.1% of 
GDP (up from 24.3% in 2005) and the surplus in 
services slightly declined to 16.8% (from 17.1% 
of GDP in 2005).  Moreover, a higher income 
balance deficit of 3.3% (3.1% in 2005) and a 
lower surplus in transfers of 3.5% (against 3.8% 
in 2005) added to the increase of the current 
account deficit.  

According to data released by the Statistical 
Office, merchandise exports rose 4% and 
imports 9.5% year-on-year in November.  In the 
first eleven months, cumulative merchandise 
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exports rose stronger (15.6%) than imports 
13.5%). In the same period, the merchandise 
trade deficit increased 11.6% year-on-year to 
24.5% of expected 2006 GDP.   

On a four-quarter moving average, net FDI 
inflows increased to 5.2% of GDP, up from 4% 
in 2005, providing for coverage of almost 65% 
of the current account deficit.  

At end-November 2006, official reserve assets 
of the Croatian National Bank stood at a 
comfortable level of EUR 9 billion, reflecting a 
nominal increase of around 24.4% as compared 
to November 2005, and equivalent to around 5 
months of 2005 imports of goods and services.  
At end-2005, external debt amounted to 82.6% 
of GDP, up from 80.2% at end-2004. In 2006, 
external debt continued to grow to EUR 27.7 
billion in October, or 14% year on year. In the 
twelve months to October, the growth of 
external debt was mainly driven by an 
acceleration of external borrowing of the 
corporate (34.2% y-o-y) and banking (11.9%) 
sector, while the government sector reduced its 
outstanding foreign indebtedness (3.7%).  

 

Prices 
 

Average annual consumer price inflation 
increased significantly from to 2.1% in 2004 to 
3.3% in 2005, resulting from higher prices for 
energy (oil), transport and food.  On a twelve-
months moving average, consumer prices stood 
at 3.3% in November.  However, year-on-year 
inflation increased to 2.5% from 2.2% in 
October, largely on the back of an acceleration 
of food prices.  Industrial producer prices 
increased by 1.9% year-on-year in December, 
bringing the annual average increase in 2006 to 
2.9%, a slight deceleration from the 3% increase 
in 2005.  

 

Monetary and financial indicators 
 

Monetary policy continued to be geared at 
maintaining price stability through a tightly 
managed float, which implied foreign exchange 
interventions to contain appreciation pressures 
of the domestic currency.  Year-on-year growth 
of broad money M4 accelerated from 9.6% in 
2005 to 19.1% in October 2006.  Annual 
domestic credit growth accelerated from 17.2% 
in 2005 to 22%.  In 2005, commercial banks' 
lending to households expanded more strongly 
(20.3%) than lending to enterprises (14.3%), but 

the growth of lending to both sectors accelerated 
to around 22.5% year-on-year in October. 

Average lending rates for credits that are not 
indexed to a foreign currency stood at 9.45% in 
September, down from 11.1% in the beginning 
of 2006.  Average lending rates with a foreign 
exchange clause slightly increased to 6.4% in 
September, following a temporary drop to 6% in 
mid-2006.  Average three-month interest rates 
declined to 4.35% in November, from 4.49% in 
October, due to higher liquidity in the market.  

In the twelve months to November, the Kuna 
appreciated by 0.9% vis-à-vis the euro, as 
compared to an appreciation of 1.4% in 2005.  In 
nominal effective terms, the Kuna appreciated 
by 1.6% in the twelve months to September. 
Preliminary data suggest that the real effective 
exchange rate (deflated by consumer prices) 
appreciated by 2.6% in the same period.   

 

General government balance 
 

The revised budget 2006, adopted in July, 
foresees a reduction of the consolidated general 
government deficit to 3% of GDP in 2006 in 
GFS terms.  Fiscal developments in the first 
three quarters of 2006 have been marked by 
strong revenue growth and a moderation of 
spending.  According to officially released data 
in GFS standard, total revenues of the 
consolidated general government increased by 
10% compared to the same period a year ago. 
Revenues from value added tax increased by 
9%, from income tax by 19% and from excises 
by 5.6%.  Total spending, without capital 
spending, grew 5.4% over the same period.  
Spending on wages and goods and services 
continued to grow by 5.9% and 13.6%, 
respectively.  The net acquisition of non-
financial assets (capital spending) declined by 
5.5%, largely due to base effects. In the first 
three quarters, the consolidated general 
government cash deficit fell by 70% to HRK 
1,636 million, or to 0.7% of expected full-year 
GDP.  However, cash budget balances usually 
underestimates the deficit as calculated under 
ESA 95 standards, as increases in arrears, paid 
out guarantees and other adjustments are not 
taken into account.  By end-June 2006, the stock 
of general government debt had grown by 3.7% 
year-on-year, reaching 41.4% of GDP.  This 
does not include the stock of issued state 
guarantees of 5.2% of GDP and the debt of the 
State Development Bank (HBOR) of 2.8% of 
GDP.   
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TABLE 
European Commission, ECFIN-D-1

CROATIA

2002 2003 2004 2005 2006 200602 200603 200604 200610 200611 200612

2007 2008 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : 4.6 4.6 : :
Industrial production 1.2 Ann. % ch 5.6 4.0 3.6 5.1 : -0.1 5.9 : 8.5 6.8 :
Gross domestic product 1.3 Ann. % ch 5.6 5.3 3.8 4.3 4.5f 4.6 4.5 3.6 4.7 : N.A. N.A. N.A.
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : :
Private consumption 1.5 Ann. % ch 7.7 4.6 3.9 3.4 4.0f 4.4 3.6 2.1 3.9 : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch 13.9 24.7 4.4 4.8 7.2f 7.5 7.5 8.4 9.3 : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP 4.8 2.5 2.3 2.7 : 3.3 3.5 : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 14.8 14.3 13.8 12.7 11.5f 10.9 10.7 16.8 15.9 : 16.8 16.9 :
Employment 2.2 Ann. % ch 4.4 0.1 1.6 0.4 1.5f 1.8 0.8 0.7 0.7 : 0.6 0.6 :
Wages 2.3 Ann. % ch 6.0 4.8 6.4 4.4 7.0f 7.4 6.1 5.9 5.6 : 6.6 : :
3  International transactions 
Exports of goods 3.1 Ann. % ch -1.3 7.6 16.9 8.1 : 4.4 11.1 : 40.6 4.0 :
Imports of goods 3.2 Ann. % ch 9.8 13.1 5.4 10.5 : 7.8 12.1 : 11.5 9.5 :
Trade balance 3.3 % of GDP -25.1 -27.0 -24.3 -25.4 -24.6f -25.0 -24.9 -26.1 -26.4 : -22.3 -24.5 :
Exports goods and services 3.4 % of GDP 45.3 47.1 47.4 47.1 6.8f 7.1 7.2 47.1 47.1 : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP 56.4 57.9 56.7 55.8 6.0f 6.8 5.8 56.8 56.9 : N.A. N.A. N.A.
Current account balance 3.6 % of GDP -8.5 -7.2 -5.0 -6.5 -7.0f -7.2 -6.9 -8.1 -8.2 : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 2.5 6.4 2.5 3.9 : 5.3 5.2 : N.A. N.A. N.A.
4  Prices 
CPI 4.1 Ann. % ch 1.7 1.8 2.1 3.3 3.4f 3.1 3.0 3.8 3.2 : 3.4 3.3 :
GDP Deflator 4.2 Ann. % ch 3.6 3.9 3.3 3.2 3.0f 3.5 3.3 3.9 3.3 : 1.0 1.0 :
Producer prices 4.3 Ann. % ch -0.4 1.9 3.5 3.0 2.9 3.6 2.7 : 3.0 2.9 2.9
Import prices 4.4 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. 4.63 5.42 7.31 6.21 4.46 4.10 4.43 4.46 4.49 4.35 4.52
Bond yield  5.2 % p.a. N.A. N.A. N.A. N.A. N.A. : : : : : :
Stock markets 5.3 Index 1,167 1,129 1,284 1,920 2,771 2,574 3,045 3,241 3,259 3,256 3,209
M4 5.4 Ann. % ch 30.8 11.4 8.2 9.6 : 13.1 16.3 : 18.4 16.1 :
Exchange rate HRK/EUR 5.5 Value 7.42 7.58 7.50 7.40 7.32 7.27 7.32 7.35 7.37 7.33 7.35
Nominal eff. exchange rate 5.6 Index 97.80 94.94 91.66 90.49 : 88.75 88.66 : 90.00 : :
6  Government balance and debt
General government balance 6.1 % of GDP -4.1 -4.5 -5.0 -3.9 -3.5f -3.6 -3.3 : : : N.A. N.A. N.A.
General government debt 6.2 % of GDP 40.0 40.9 43.7 44.2 44.5f 44.3 44.0 : : : N.A. N.A. N.A.

f: ECFIN forecast Autumn 2006

ECFIN Forecast
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THE FORMER YUGOSLAV 
REPUBLIC OF MACEDONIA  

COMMENTS
 

Recent political and other developments 
 

On 19 December, the former Yugoslav Republic 
of Macedonia signed an agreement for enlarging 
the Central European Free Trade Agreement 
(CEFTA) to a new framework, called "CEFTA 
2006".  This regional free trade agreement 
includes Albania, Serbia, Montenegro, Bosnia 
and Herzegovina, Kosovo, Moldova, as well as 
Croatia and the former Yugoslav Republic of 
Macedonia. In case all participants ratify this 
treaty by 31 March 2007, CEFTA 2006 will 
enter into force on 1 May 2007.  This agreement 
will replace the current network of more than 30 
bilateral free trade agreements and lead to a 
significant simplification of regional trade 
conditions.   

On 1 December, the government submitted its 
first Pre-Accession Economic Programme 
(2007-2009) to the Commission.    

 

Output and demand 
 

In the third quarter of 2005, output expansion 
accelerated slightly to 3% year-on-year.  This 
brought GDP growth during the first three 
quarters of 2006 to 2.7% year-on-year, reflecting 
weaker growth of industrial output and 
construction.  In 2005, real GDP growth had 
been 3.8%, compared to 4.1% in 2004. In order 
to reach the government's growth target of 4% 
for 2006, fourth quarter output growth would 
have to be above 7%.  For 2007, international 
forecasts expect economic growth at around 4%.  

Industrial production, which accounts for some 
20% of total value added, rose by 3% year-on-
year during the first eleven months of the year, 
compared to 7.4% the year before.  This 
relatively low growth is mainly a result of weak 
growth at the beginning of the year, while in 
July and August, year-on-year growth rates were 
6.2% and 9.0% respectively.  In 2004, industrial 
output had declined by 2.2%.  These strong 
fluctuations have been the result of the 
temporary closure of a few, significant 
production sites due to changes in ownership in 

2004 and the reopening of production in those 
plants in mid-2005.  

 

Labour market 
 

Unemployment is declining, but according to 
official data is still on a high level.  According to 
labour force survey data, unemployment has 
fallen to 36.1% in the 2nd quarter of 2006, which 
is 1.3 percentage points lower than a year 
before. During the first half of 2006, the labour 
force increased by 3.1%, while the number of 
employed persons rose by 6.2% year-on-year.  
This resulted in a decline in the number of 
unemployed persons by 2.1%, compared to the 
first half of 2005.  

Nominal wage growth appears to accelerate. 
After strong rises of nominal gross wages in the 
post-crisis period 2002-2004, wage growth 
moderated to 2.7% in 2005.  However, towards 
the end of 2005, nominal wages started to 
increase again.  This trend continued during 
2006, with a nominal increase by 8.7% in the 
third quarter.  

 

International transactions 
 

The external balances continued to improve 
during the first three quarters of 2006. By 
September 2006, the current account balance has 
turned from a deficit of nearly 8% of GDP in 
2004 and 1.4% in 2005, to a surplus of about 2% 
of the (estimated) GDP.  In particular the third 
quarter registered a significant improvement in 
the current account, resulting from a marked 
reduction in the trade deficit and a strong 
increase in private transfers in the form of cash 
exchanges at the foreign exchange offices.  As a 
result, net private transfers amounted to EUR 
856 million during the first nine months of 2006 
(23% of GDP), compared to EUR 589 million a 
year before.  The trade account registered a 
deficit of a similar size, amounting to EUR 840 
million (22% of GDP).  Another noteworthy 
development has been the relatively high inflow 
of FDI in the first quarter of 2006, amounting to 
some EUR 250 million (nearly 5% of GDP).  A 
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large part of this inflow has been related to the 
privatisation of the electricity distribution 
company ESM to a foreign investor. In the 
second and third quarter, FDI inflows returned 
to 1.7% and 1.0% of GDP, respectively. 

Commodity exports accelerated markedly during 
the first nine months of 2006, increasing by 45% 
in EUR terms compared to the same period a 
year before.  Nominal imports rose by 43%. The 
main factors for this strong increase were 
increased trade in iron and steel, construction 
materials and textiles.  

At the end of November 2006, official reserve 
assets of the National Bank stood at a level of 
EUR 1.4 billion, equivalent to more than 5 
months of 2006 imports of goods and services.  

 

Prices 
 

Consumer price inflation remains low but 
however accelerated to 3.2% in 2006, compared 
to an increase by 0.5% in 2005 only.  The main 
reasons for this relatively strong rise have been 
increases in excise taxes for alcohol and tobacco 
and higher energy prices.  For 2007 and 2008, 
inflation is expected to decelerate, based on the 
fading out of the impact of the rise in excise 
duties, and further reductions in import duties 
due to the country's commitments as a member 
to WTO.   

 

Monetary and financial indicators 
 

Monetary conditions eased during 2006, 
reflecting improved confidence in the stability of 
the exchange rate regime.  Average weighted 
nominal lending rates declined from 12.1% at 
the end of 2005 to about 11% in September 
2006.  In spite of higher inflation, interest rates 
on deposits came down from 5.6% in December 
2005 to 4.4% in September 2006, implying a 
sharp decline of real interest rates.  Credit 
growth to the private sector continued to be 
high, at some 25% during the first nine months 
of 2006.  Year-on-year growth of M4 was 21.9% 
in September 2006.  

The exchange rate of the Denar has remained 
largely unchanged against the euro on a level of 

61.2 MKD/EUR.  The National Bank intends to 
maintain its current informal peg vis-à-vis the 
EUR.  

Foreign exchange reserves amounted to EUR 1.4 
billion by end-September, which corresponds to 
more than 5 months of imports.  Important 
reasons for the rapid increase in reserves were 
the inflow from the ESM privatisation proceeds 
(about 5% of GDP) and other foreign exchange 
inflows through the cash exchange offices. 

By end-November 2006, the gross external debt 
amounted to some 37% of the projected full-year 
GDP.  The rating of a EUR 150 million 
government Eurobond issue was BB/Positive by 
Fitch and BB+ by S&P.  

 

General government balance 
 

Central government revenues increased year-on-
year by 1.7% during the first three quarters of 
2006, while central government expenditures 
rose by 5.3%.  As a result, the general 
government balance deteriorated during the first 
three quarters by 1.2 percentage points of GDP, 
from an annualised surplus of about 1.5% of 
GDP in September 2005 to a surplus of 0.3% in 
September 2006.  For the whole year 2006, a 
deficit of 0.6% of GDP is envisaged. 

As a result of the sale of the EUR 150 million 
Eurobond, the general government debt ratio 
increased to 41% of GDP at the end of 2005. 
However, after the buyback of London Club 
debt at the beginning of 2006, the ratio has 
declined to some 35.6% of the projected full-
year GDP. 

On 29 December, the Parliament adopted the 
budget for 2007, planning a central government 
deficit of 1% of GDP, following a deficit of 
0.6% of GDP in 2006.  The budget proposal is 
based on an ambitious real GDP growth of 6% 
in 2007 and consumer price inflation of 3%.  In 
order to increase the incentives for investment, 
the tax on profit and personal income is being 
reduced to 12% by 1 January 2007 and will be 
further lowered to 10% by January 2008.  
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TABLE 
European Commission, ECFIN-D-1

The former Yugoslav Republic of Macedonia

2002 2003 2004 2005 2006 200602 200603 200604 200607 200608 200609

2007 2008 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance : : : : : : : : : : : :
Industrial production 1.2 Ann. % ch 5.3 4.7 -2.2 7.2 : : : 1.7 4.3 : 8.4 4.4 :
Gross domestic product 1.3 Ann. % ch 0.9 2.8 4.1 3.8 3.8f 4.5 5.5 2.6 3.0 : N.A. N.A. N.A.
Consumer confidence 1.4 Balance : : : : : : : : : : : : :
Private consumption 1.5 Ann. % ch 12.5 -1.5 6.2 1.9f 3.0f 3.5 4.2 : : : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch 17.6 1.1 10.9 3.0f 4.0f 10.0 15.0 : : : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP 4.0 3.2 3.7 3.6f 3.5f 3.4 3.6 : : : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 31.9 36.7 37.2 37.3 37.1f 36.2 35.1 36.1 : : : : :
Employment 2.2 Ann. % ch -6.3 -2.9 -4.1 4.4 3.1f 3.4 3.6 2.4 : : : : :
Wages 2.3 Ann. % ch 6.9 4.8 4.0 2.7 4.3f 3.7 3.2 8.6 8.7 : : : :
3  International transactions 
Exports of goods 3.1 Ann. % ch -3.6 22.5 22.4 22.0 18f 14.0 16.0 14.0 31.5 : : : :
Imports of goods 3.2 Ann. % ch 17.8 15.6 25.9 11.3 12f 11.0 14.0 10.4 : : : : :
Trade balance 3.3 % of GDP -21.4 -18.4 -20.9 -18.6 -18.1f -17.8 -18.1 -28.9 E -18.5 E : N.A. N.A. N.A.
Exports goods and services 3.4 % of GDP 38.0 37.9 40.2 44.4 N.A. N.A. N.A. : : : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP 58.2 54.8 60.5 63.8 N.A. N.A. N.A. : : : N.A. N.A. N.A.
Current account balance 3.6 % of GDP -9.5 -3.5 -7.9 -1.4 -2.8f -3.4 -4.0 -5.0 E 13.0 E : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 2.1 2.0 2.8 0.5 : : : 1.7 E 1.0 E : N.A. N.A. N.A.
4  Prices 
CPI 4.1 Ann. % ch 1.8 1.2 -0.4 0.5 3.2 2.7 2.3 3.5 3.6 3.1 2.6 3.7 2.9
GDP Deflator 4.2 Ann. % ch 3.4 0.3 1.3 3.3 3.7f 3.6 2.5 : : : : : :
Producer prices 4.3 Ann. % ch N.A. -0.2 1.2 2.0 : 5.7 4.1 : 1.8 2.3 :
Import prices 4.4 Ann. % ch : : : : : : : : : : :
5  Monetary and financial indicators 
Interest rate (deposit) 5.1 % p.a. 9.20 6.70 6.50 5.70 : 4.40 : : 4.60 4.40 :
Bond yield/T- Bills 3 M, Average  5 % p.a. : : 8.49 10.00 6.40 6.36 6.03 6.22 6.27 6.13 6.26
Stock markets MBI-10 5.3 Index 1,095 1,179 1,352 1,941 3,234 2,672 3,706 3,993 4,245 4,020 3,715
M4 5.4 Ann. % ch -9.8 16.0 16.3 15.1 : 14.6 21.7 : : : :
Exchange rate MKD/EUR 5.5 Value 60.98 61.26 61.34 61.30 61.19 61.17 61.17 61.17 61.18 61.18 61.16
Nominal eff. exchange rate 5.6 Index : : : : : : : : : :
6  Government balance and debt
General government balance 6.1 % of GDP -5.6 -1.1 0.0 0.3 -0.6f -1.2 -1.0 : : : N.A. N.A. N.A.
General government debt 6.2 % of GDP 43.0 39.0 36.6 40.9 35.6f 34.6 34.0 : : : N.A. N.A. N.A.
E: Calculated on base of estimated GDP for 2006
f: ECFIN forecast Autumn 2006

ECFIN Forecast
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TURKEY  

COMMENTS 
 

Recent political and other developments 
 

On 15 December 2006, the European Council 
decided to partially freeze accession talks with 
Turkey over the refusal of Turkey to open its 
ports and airports to all EU-Member States. Out 
of 35 chapters, 8 will not be opened and none 
will be closed.   

The IMF Board completed in December 2006 
the fifth review of the Stand-By Arrangement 
(2005-2007) and disbursed EUR 8 billion.  
Future relations with the Fund risk being 
complicated by the delay – until after the 
November 2007 elections - in the privatisation 
of Turkey's electricity distribution companies – a 
key condition for further reviews.  Besides, the 
implementation of the new social security 
reform law has been postponed by six months 
until June 2007.  This happened after the 
constitutional court annulled some articles which 
aimed at increasing the retirement age of public 
sector employees.  At the same time, the 
government reiterated its commitment to social 
security reform and pledged to make the 
necessary amendments. 

 

Output and demand 
 

Annual real GDP growth fell significantly from 
7.0% in the half first of 2006 to 3.4% in the third 
quarter, chiefly due to weaker private 
consumption, which was partly driven by the 
tighter monetary stance, higher interest rates and 
less lending.  Public consumption and 
investment increased by respectively 15.4% and 
9.4% in the year to the third quarter.  This 
brought real GDP growth to 5.6% in the first 
nine months of 2006.  Contributions of the 
external sector changed substantially. Imports 
grew at 1.7% in the third quarter of 2006, down 
significantly from 9.2% in the first six months of 
2006.  Export growth picked up from 3.2% in 
the first half of 2006 to 5.7% in the third quarter.    

On the supply side, construction growth 
remained very strong and constant, at 20% year-
on-year.  While overall industrial production 
remains relatively strong, growing by 6.4%, 
manufacturing output growth was mainly 

concentrated in export oriented sectors, which 
may lead to higher exports in the final quarter of 
the year, also taking into consideration the 10-
15% depreciation of the Turkish currency. 
Business and consumers confidence indicators, 
as well as capacity utilisation indicate a recovery 
in the final months of 2006.  

 

Labour market 
 

Unemployment rates fell from 9.4% in the first 
nine months of 2005 to 9.1% in the same period 
of 2006.  The unemployment rate declined both 
in urban and rural areas. In urban areas the 
unemployment rate currently amounts to 11.8%, 
while the unemployment rate in rural areas 
stands at 5.3%.  Although overall employment 
rates fell to less than 45%, employment in the 
service sector has risen, which may indicate an 
acceleration in the sectoral shift away from a 
largely agricultural economy. 

The economic recovery has, since early 2004, 
caused acceleration in wage growth throughout 
the economy.  The trend continued in 2005 and 
the first nine months of 2006.  Real wages per 
worked hour in the manufacturing sector 
increased at rates above 10% year-on-year.  The 
authorities took commitments to substantially 
increase the public sector wage bill in 2006 and 
reopened talks on higher wages following the 
May-June financial market turbulence.   

 

International transactions 
 

Robust economic growth, falling inflation, a 
strong lira and falling interest rates caused 
imports to grow very strongly in 2005. In 2006, 
however, merchandise import growth fell from 
rates of over 30% in early 2005 to 17% year-on 
year.  The highest growth rates were recorded in 
consumption and intermediate goods. 

In tandem, export growth has stabilized at rates 
around 15%.  Exports of textile products and 
apparel, which represent about 20% of total 
exports, appeared to have suffered from WTO 
liberalisation and continue to fall.  Car exports 
grew by almost 20% in January-September 
2006.  In value terms, trade with the EU 
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amounts to about respectively 50% and 40% for 
exports and imports.   

The external trade deficit widened marginally to 
about 11% of GDP.  According to provisional 
figures, the current account deficit increased in 
tandem with trade deficit to about 8% of GDP.  
The depreciation of the TRY and the gains in 
price competitiveness are expected to boost 
exports in the coming months.  

Privatisation receipts picked up significantly 
since 2005.  This contributed to a quadrupling of 
net FDI (3% of GDP), in part due to the 
successful privatisation of Turkish Telekom.  In 
2006, a further strong rise of FDI has been 
observed.  In the first nine months of 2006, over 
50% of the current account deficit has been 
financed with FDI.  In particular, investors' 
interest in the financial sector has been growing. 
This bodes well for the privatisation of the two 
largest state owned banks - Halk and Ziraat - 
which should be finalised by 2007-2008. 
Foreign ownership in the Turkish banking sector 
increased from less than 5% in 2004 to almost 
20% by November 2006.   

 

Prices 
 

Disinflation had been rapid during the past three 
years, but its pace fell significantly in 2005, 
mainly due to the appreciation of the lira, and by 
rising energy prices.  After falling throughout 
2005 to 7.7% in December, inflation picked up 
to 9.7% in December 2006.  Producer prices 
rose by 11.6% in the year to December 2006, 
compared to 4.4% a year earlier.  

The depreciation of the TRY contributed to 
rising upward pressures, while the decrease in 
oil prices helped on the production front.  

 

Monetary and financial indicators 
 

Turkish financial markets have been highly 
volatile in the first half of 2006.  In May-June, 
the TRY depreciated by over 25% vis-à-vis the 
euro and slightly less vis-à-vis the US dollar.  
These developments were induced by the 
increase in US yields, which was aggravated by 
a perceived increase in political risks with 
Turkish parliamentary and presidential elections 
due before the end of 2007.  

In July-December, the TRY has recovered about 
half of the earlier losses, after the Central Bank 
tightened monetary policies and increased 
overnight borrowing and lending rates by 

respectively 400 and 600 basis points, thus 
mitigating almost the entire cumulative 650 
basis points' cuts made since the beginning of 
2005.  Overnight borrowing and lending rates 
now stand at respectively 17% and 22%. 
Government bond yields (benchmark) have 
fallen gradually from levels of 30-50% in 2003 
to about 23% by December.  Similar trends are 
affecting interest rates on deposits, which 
amounted to 20% by the end of 2006 with very 
little differences for one to twelve months 
maturities, down from about 23% one year 
earlier.  

Increases in TRY interest rates and measures 
taken to slow down consumer credit seem to 
have had some effect as credit growth fell back 
to less than 20% year-on-year in nominal terms 
in 2006 from rates around 40% in early 2005.  
Both corporate loans and consumer loans seem 
to have paused.  According to the Banking 
Supervision and Regulatory Agency (BRSA), 
banks have been very cautious in controlling 
FX-positions, amidst the financial turbulence. In 
early 2006, banks maturity mismatches had been 
rapidly increasing, since the bulk of the loans 
carried fixed interest rates and were almost fully 
matched by 3-months deposits.  After rising 
strongly by an annual 60% in 2004-2005, the 
Istanbul Stock Exchange Index fell by 1.7% in 
2006 in TRY terms (by 15.7% in EUR terms).  

 

General government balance 
 

In 2005, the budget deficit narrowed to 1.2% of 
GDP (2006 fiscal notification and ESA 95 
definition, equal to 2% using national 
methodology).  General government gross fixed 
capital formation amounted to a relatively high 
4.3% of GDP.  The cash budget deficit was 
reduced by 68.1% year-on-year in real terms, on 
the back of a 38.5% real decrease in the interest 
expenditures.  Other expenditures increased by 
10.5%, mainly due to significantly higher than 
budgeted shortages in the social security system.  

For 2006-2007, the government plans to keep its 
primary budgetary surplus stable at 6½% of 
GNP.  The reduction of corporate income tax in 
early 2006 from 30% to 20% seems so far to 
have barely affected cash-based indicators for 
2006 (January-November), which points again at 
an overall satisfactory budgetary performance.  
General government gross debt came down to 
around 65% of GDP by end-2006, about 10 
percentage points lower than a year before 
(ESA 95, fiscal notification). 
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TABLE 

European Commission, ECFIN-D-1

2002 2003 2004 2005 2006 200602 200603 200604 200610 200611 200612

2007 2008 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance 102.0 104.1 106.8 102.8 : 104.2 102.9 : 100.4 100.7 :
Industrial production 1.2 Ann. % ch 9.4 8.7 9.8 5.4 : 9.3 5.6 : 2.5 : :
Gross domestic product 1.3 Ann. % ch 7.9 5.8 9.0 7.4 6.0f 6.4 6.3 7.8 3.4 : N.A. N.A. N.A.
Consumer confidence 1.4 Balance N.A. N.A. 106.7 100.1 : 98.2 90.5 : 91.6 93.4 :
Private consumption 1.5

Ann. % ch 2.1 6.6 10.1 8.8 7.8f 7.0 5.5 10.4 1.3 : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch -1.1 10.0 32.4 24.0 11.3f 10.3 8.1 11.5 9.4 : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP 4.7 7.3 7.9 5.2 : 4.5 3.6 : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 10.4 10.5 10.3 10.2 9.8f 9.1 8.9 8.8 9.1 : : : :
Employment 2.2 Ann. % ch -0.3 -0.8 2.0 1.7 1.6f 1.9 1.4 0.6 1.9 : : : :
Wages 2.3 Ann. % ch 37.2 23.0 13.4 12.2 16.7f 14.1 12.3 11.4 10.8 : : : :
3  International transactions 
Exports of goods 3.1 Ann. % ch 16.7 27.6 30.9 14.8 : 18.8 16.4 : -0.1 : :
Imports of goods 3.2 Ann. % ch 24.5 34.5 40.7 19.7 : 23.1 17.9 : 11.8 :
Trade balance 3.3 % of GDP -4.0 -5.8 -7.9 -9.1 -10.4f -10.2 -10.0 -10.1 -10.6 : N.A. N.A. N.A.
Exports goods and services 3.4 % of GDP 29.2 27.4 28.9 27.4 5.2f 5.9 6.2 27.1 27.6 : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP 30.7 30.7 34.7 34.0 6.4f 6.0 5.5 35.1 35.8 : N.A. N.A. N.A.
Current account balance 3.6

% of GDP -0.8 -3.3 -5.2 -6.4 -6.5f -7.2 -7.2 -7.6 -8.5 : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 0.5 0.5 0.7 2.4 : 4.4 4.7 : N.A. N.A. N.A.
4  Prices 
CPI 4.1 Ann. % ch 45.0 21.6 8.6 8.2 9.6 8.6 6.1 9.6 10.8 : 10.0 9.9 9.7
GDP Deflator 4.2 Ann. % ch 44.3 22.5 9.8 5.4 8.5f 8.0 5.0 9.5 14.2 : : : :
Producer prices 4.3 Ann. % ch 50.1 22.7 14.6 5.9 9.3 8.4 12.6 : 10.9 11.7 :
Import prices 4.4

Ann. % ch : : : : : : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. 50.49 37.68 24.26 20.40 : 19.42 23.80 : 23.91 23.91 :
Bond yield  5.2 % p.a. : : : : : : : : : : :
Stock markets 5.3 Index 11,013 12,312 19,899 29,353 39,867 39,805 36,572 38,809 38,487 38,929 39,011
M4 5.4 Ann. % ch 36.5 31.9 40.9 30.9 : 41.1 28.2 : 24.8 22.6 :
Exchange rate TRY/EUR 5.5 Value 1.43 1.69 1.77 1.67 1.80 1.83 1.91 1.87 1.86 1.88 1.89
Nominal eff. exchange rate 5.6

Index 31.05 27.47 26.72 28.04 : 25.79 24.62 : : : :
6  Government balance and debt
General government balance 6.1 % of GDP -12.9 -11.3 -5.7 -1.2 -3.6f -4.0 -3.3 : : : : : :
General government debt 6.2 % of GDP 93.0 85.2 76.9 69.6 69.4f 66.1 63.3 : : : : : :
f: ECFIN forecast Autumn 2006
(*) Interim HICP is not available for Turkey.

TURKEY

ECFIN Forecast
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ALBANIA  

COMMENTS 
 

Recent political and other developments 
 

On 1 December, the Albanian government 
submitted its first Economic and Fiscal 
Programme (2006-2008) in the framework of 
enhanced economic policy cooperation with the 
EU.  The Programme foresees real growth to 
accelerate to 6% in 2007, with stable inflation 
estimated at 3%.  Structural reforms will focus 
on privatisation of strategic sectors, attracting 
foreign investment, enhancing business 
environment and export competitiveness and 
continuing public administration reform. 

The Interim Agreement with the EU on trade 
and trade-related matters, signed in Luxembourg 
on 12 June 2006, entered in force on 
1 December.  It will be effective until the 
Stabilisation and Association Agreement 
establishing a comprehensive contractual 
framework between the EU and Albania has 
been ratified by the parliaments of Albania and 
all EU member states.  

In November 2006, the IMF staff successfully 
completed the second review under the 
PRGF/EFF arrangement.  The IMF mission 
concluded that the reform progress in Albania is 
on track but that structural reforms should be 
stepped up, in particular by accelerating the 
privatisation efforts. 

Despite government actions that have been taken 
to ensure a reliable power supply over winter, in 
November 2006 Albania started again 
experiencing serious difficulties with electricity 
supply.  The Minister of Economy and Energy 
acknowledged that the country was on the eve of 
a major energy crisis, similar to that of 2005. 

 

Output and demand 
 

Albania’s fairly stable macroeconomic 
environment, characterised by strong GDP 
growth and moderate inflation, has been 
maintained throughout 2006.  The repercussions 
of the crisis at the end of 2005 on economic 
growth combined with weakening economic 
activity in the construction sector and 
deceleration in export growth are estimated at 
1% of GDP in 2006.  The economic growth 
continues to be led mainly by domestic demand 

fed by booming credit and significant 
remittances inflows.  The annual growth of sales 
reached 11% over the first semester 2006, a 
level similar to the average recorded over the 
last years. Trade recorded the highest growth 
rates, while construction and transportation 
sectors continued to suffer from apparent 
slowdown.  

 

Labour market 
 

The labour market situation improved slightly 
throughout 2006.  The unemployment rate 
(based on registered data) declined marginally to 
13.8% in the third quarter of 2006.  Private 
sector employment accounted for more than 4/5 
of all working people, out of which 71% worked 
in the agriculture, which continues to have an 
important function as economic and social 
buffer, alleviating poverty and unemployment. 

 

International transactions 
 

Indicators for the first eight months of 2006 
show a continuing deterioration of external 
accounts.  Over this period, the trade deficit 
widened further by 17% on an annual basis.  The 
current account deficit (excluding official 
transfers) in 2006 is estimated at 8.6% of GDP, 
compared to 6.9% in 2005.  Part of this 
continuing deterioration also apparently reflects 
improvements in customs administration, with 
more goods going through the formal channels.  
The export base remains very low, narrow and 
undiversified, mainly due to a lack of non-price 
competitiveness, resulting -among others- from 
poor infrastructure and the uninviting business 
environment.  The financing of the trade deficit 
continued to depend largely on significant 
remittances and other current transfers from 
abroad, estimated at around 15% of GDP in 
2006.  According to national sources, they 
represent 33% of disposable income of an 
average family and almost 40% in rural areas. 
Foreign direct investment (FDI) is estimated at 
3.3% of GDP for 2006. 

Gross usable reserves continued to rise 
throughout 2005 and 2006.  This was partly due 
to inflows of private transfers.  Net international 
reserves of the Bank of Albania reached 
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approximately EUR 1 billion at the end of 2005, 
a cover of around 4 months of the country’s 
imports.  They slightly decreased by around 3% 
during the first seven months of 2006. 

The external debt situation did not change 
significantly over 2006 as external debt is 
estimated to have slightly increased to 17.8% of 
GDP in 2006 from 17.6% in 2005.  Total public 
debt is also expected to remain stable at around 
55% of GDP.  

 

Prices 
 

After a temporary decline in the first quarter of 
2006 modest inflationary pressure resumed in 
the second quarter of 2006.  These were derived 
from external developments -persistent pressure 
from rising fuel and electricity prices and the 
excise hike on alcohol and tobacco-, continuing 
excess liquidity in the banking sector and 
reduced supply of agricultural products.  CPI 
inflation reached 2.5% y-o-y and average annual 
inflation stood at 2.4% in December 2006.  
Thereby it still remained at the lower end of the 
Bank of Albania’s informal 2-4% annual 
inflation target range.   

 

Monetary and financial indicators 
 

Following the interest hike in July 2006, the 
Bank of Albania increased its main policy rate 
further by 25 basis points to 5.5% in December 
2006, on the back of renewed inflationary 
pressures.  The Bank of Albania currently 
examines prerequisites for a gradual change in 
its monetary policy strategy towards a formal 
inflation targeting regime with the aim of 
enhancing transparency and credibility of its 
monetary policies. 

Buoyant growth in money supply, peaking in 
mid 2005, has slowed down.  A reduction of 
public borrowing was partly offset by a massive 
boom in credit induced by high demand for 
monetary assets.  Annual growth of the 
monetary aggregate M3 thus decreased from 
19% in mid-2005 to 10% in August 2006.  

The narrowing interest rate spread between the 
euro and the lek together with growth in private 
transfers from abroad resulted in a massive 

increase in the growth rates of foreign currency 
deposits, peaking at 31% in 2005, a record high 
for the last three years.  Over 2006, the growth 
rate of foreign currency deposits slowed 
gradually down and reached 18% in August 
2006.  Also the growth of credit to the private 
sector that recently recorded a significant 
expansion (growing by 74% during 2005) 
moderated to 60% in the 3rd quarter 2006, 
compared to 64% in the 2nd quarter 2006.  In 
August 2006, outstanding credit amounted to 
18% of GDP, an increase from 14.6% in 
December 2005.  The lek remained relatively 
stable vis-à-vis the euro during 2006. 

The Albanian banking sector remains highly 
liquid, with a ratio of liquid assets to total assets 
of 62% as of March 2006, and profitable, with 
average ROA at 1.4% and average ROE at 
22.2% (indicators for 2005).  The lending-
deposit interest rate spread (for lek-denominated 
loans and deposits) stood at 8% in mid 2006.  
The share of non-performing loans in total loans 
remained moderate at 2.3% at end 2005 and 
increased to 3.0% by March 2006.  The capital 
adequacy ratio decreased to 19.3% in the first 
quarter of 2006, still above the minimum level 
of 12% established by the Bank of Albania.   

 

General government balance 
 

Given a favourable performance of the budget in 
the first half of 2006, a supplementary budget 
was adopted in July 2006 for the second half of 
the year with expenditure increases in the 
amount of 2.2% of GDP, mainly for 
infrastructure development. Over the first ten 
months of 2006, the budget registered a surplus 
of 0.6% of GDP.  Nevertheless, as a deficit is 
expected for the last two months, a budget 
deficit for the full year is estimated at 3.8% of 
GDP.  

On 30 November, the Assembly approved the 
2007 budget.  It foresees a deficit of 4.7% of 
GDP and excludes proceeds from potential 
privatisations.  The budget projects revenues at 
25.8% of GDP, exceeding 2006 budget 
projections by around 10%.  The budget foresees 
expenditure at 30.6% of GDP, growing by about 
12.5% over the 2006 budget.  Priority sectors for 
government expenditure will remain 
infrastructure, health care and education. 
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TABLE 
European Commission, ECFIN-D-1

ALBANIA

2002 2003 2004 2005 2006 200601 200602 200603 200604 200610 200611 200612
Q1 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Industrial production 1.2 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Gross domestic product 1.3 Ann. % ch 2.9 5.7 5.9 5.5 : : : : : : : :
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Private consumption 1.5 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Gross fixed capital formation 1.6 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Change in stocks 1.7 % of GDP 0.8 -1.8 : : : : : : : : : :
2  Labour market
Unemployment 2.1 % 16.0 15.2 14.7 14.3 : 14.0 13.9 13.8 : : : :
Employment 2.2 Ann. % ch -14.1 0.9 -0.8 1.3 : : : : : : : :
Wages 2.3 Ann. % ch 22.7 8.5 16.5 7.9 : : : : : : : :
3  International transactions 
Exports of goods 3.1 Ann. % ch 8.4 35.4 34.9 8.8 : 11.7 : : : : : :
Imports of goods 3.2 Ann. % ch 11.6 20.1 23.1 12.9 : 21.7 : : : : : :
Trade balance 3.3 % of GDP -25.9 -25.1 -21.7 -24.1 : : : : : : : :
Exports goods and services 3.4 % of GDP 20.5 20.8 21.5 21.6 : : : : : : : :
Imports goods and services 3.5 % of GDP 46.3 45.9 43.2 45.8 : : : : : : : :
Current account balance 3.6 % of GDP -7.2 -5.5 -3.8 -6.9 : : : : : : : :
Direct investment (FDI, net) 3.7 % of GDP 3.0 3.2 4.6 3.1 : 3.3 3.4 3.5 : : : :
4  Prices 
CPI 4.1 Ann. % ch 5.2 2.3 2.9 2.4 : : : : : 2.3 2.3 2.4
GDP Deflator 4.2 Ann. % ch 2.6 7.4 2.0 2.4 : : : : : : : :
Producer prices 4.3 Ann. % ch 6.5 6.2 10.8 5.1 : 0.9 -0.1 : : : : :
Import prices 4.4 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. 9.49 8.87 6.78 5.55 5.49 5.21 5.08 5.41 6.26 6.19 6.24 6.35
Bond yield  5.2 % p.a. N.A. 11.40 9.92 8.22 7.31 7.33 6.39 7.10 8.43 8.50 8.40 8.40
Stock markets 5.3 Index N.A. N.A. N.A. N.A. N.A. : : : : : : :
M2 5.4 Ann. % ch 12.2 7.6 8.2 11.7 : 7.5 6.1 7.1 : 7.9 : :
Exchange rate LEK/EUR 5.5 Value 131.7 136.8 127.2 123.7 122.8 122.6 122.6 122.4 123.4 123.0 123.8 123.5
Change in real eff. exchange rate 5.6 Index -10.9 1.2 5.1 1.5 : : : : : : : :
6  Government balance and debt
General government balance 6.1 % of GDP -6.6 -4.5 -5.1 -3.6 : : : : : : : :
General government debt 6.2 % of GDP 65.0 61.8 56.5 55.3 : : : : : : : :
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BOSNIA AND HERZEGOVINA 

COMMENTS 
 

Recent political and other developments 
 

Technical negotiations on a Stabilisation and 
Association Agreement (SAA) were 
successfully concluded in December 2006.  The 
SAA covers free trade, justice, freedom and 
security and institutional, general and final 
provisions.  However, the signature of the 
Agreement also depends on the implementation 
of a number of key reforms, including police 
reform, for which delays have occurred and the 
required conditions are currently not met. 

Presidential and parliamentary elections (at 
State, Entity, cantonal, and Brcko District level) 
took place on 1 October 2006.  The formation of 
governments has thereafter proceeded at varying 
pace.  An agreement on forming a coalition 
government was reached and Mr Spiric (SNSD) 
has been appointed as the Chairman of the 
Council of Ministers of Bosnia Herzegovina.  In 
the RS, the SNDS of Prime Minister Dodik was 
confirmed as the leading political force and he 
headed the new government.  In the Federation, 
the parties which won the elections in 2002 lost 
some ground.   

 

Output and demand 
 

The Central Bank estimates GDP growth to have 
slowed down from 6% in 2004 to 5.5% in 2005. 
No estimates for the growth rate for 2006 were 
available but projections points to GDP growth 
between 5 and 6 percent.  The strong emphasis 
in the economy on raw materials and related 
manufacturing remained and these sectors 
constituted a major driver for growth. Industrial 
production in the RS expanded strongly during 
2006 and increased by 32% in November year-
on-year, compared to 20% in 2005.  Growth was 
largely driven by traditional sectors such as 
mining and manufacturing of mineral, metal and 
wood products.  Industrial production 
accelerated also in the Federation, but from a 
lower pace. Industrial production grew by 15% 
in November year-on-year, but increased by 
only 7.6% when considering the first eleven 
months of 2006 compared to the year before.  
Any detailed analysis of economic developments 
is however impeded by poor quality and 
availability of statistics.  

 

Labour market 
 

Official unemployment declined to 44.3% in 
March 2006 compared to 44.6% in December 
2005.  This decline was however mostly due to a 
revision of registration methods in the RS and 
does not necessarily reflect an increased number 
of jobs.  Data showed a reduction of jobs in 
manufacturing by 8%, a result of recent 
privatisations and ongoing restructuring in 
certain sectors.  However, overall official 
statistics do not correctly reflect unemployment 
levels.  A Labour Force Survey conducted in 
April 2006 estimated unemployment at around 
30% of the labour force, while labour force 
participation was estimated to be only 43%.  

Real wage growth continued to be higher in the 
RS than in the Federation, reducing the existing 
gap in wage levels between the entities.  
Average net real wages increased by 2.9% in 
December 2005 compared to a year before.  Real 
wage growth slowed down in 2006 and 
amounted to around 1% in June compared to the 
year before.  This was largely a reflection of 
higher inflation rates and a comparatively slower 
growth rate in nominal wages.  However, in the 
RS real wage growth remained relatively strong, 
as real wages grew by 4.8% y-o-y in November.  

 

International transactions 
 

The current account deficit widened from 20.8% 
of GDP in 2004 to 22.5% in 2005.  However, a 
large part of the widening was driven by 
increased imports in the fourth quarter of 2005 
in the run-up to VAT introduction.  It was 
matched by a sizeable reduction of the current 
account deficit in 2006.  During the first six 
months, exports increased by around 30% and 
imports remained flat compared to the same 
period the year before.  Export nominal growth 
was supported by improved reporting as well as 
stronger performance and favourable price 
developments in some sectors.  Import figures 
for 2006 were favourably affected by the 
forward shift of imports to end-2005, also 
because of VAT introduction on 1 January 2006.  
Partly due to temporary factors, the current 
account deficit therefore decreased significantly 



19 

in the first half of 2006 to around 15% of GDP 
on an annual basis.  Exports continued to expand 
in the second half of 2006 and grew by 27% in 
nominal terms in November year-on-year. 
However, imports started to pick up and 
increased by 6.7%.  

Inflows of foreign direct investment (FDI) 
weakened in 2005, to 5.2% of GDP.  The 
downward trend continued in 2006 and inflows 
dropped by 8% in the first half of the year 
compared to the same period in 2005.  FDI 
inflows remain intimately linked to the 
privatisation process.  Other types of investment 
inflows grew strongly in 2005 and covered over 
half of the current account deficit.  These 
inflows were partly a result of transfers from 
foreign parent companies to banks and increased 
lending operations.  Such mainly banking-
related investment inflows decreased somewhat 
in 2006.  Yet, their role in financing the current 
account deficit remained strong.  The inflow of 
trade credits and lending to the non-
governmental sector equalled 49% of the current 
account deficit in the first half of the year.  
Errors and omissions in the balance of payments 
statistics remained large at 20% of the current 
account deficit.  Net foreign reserves increased 
by 20% in euro terms during 2005 and covered 
around 4 months of imports.  In the first 7 
months of 2006 reserves rose by another 17%.  

The downward trend of public external debt 
continued.  The debt stock amounted to 27.2% 
of GDP at end 2005 and it decreased by 4% in 
Euro terms during the first six months of 2006.  
Private external debt on the other hand rose in 
2005 and is estimated to represent around 30% 
of total external debt, but with limited data on 
developments available.   

 

Prices 
 

The introduction of VAT in January 2006 
impacted inflation developments, in particular in 
the end of 2005 and the beginning of 2006. 
Inflation (retail price index) jumped from 4.3% 
in December 2005 to 7.6% in January 2006.  
Upward inflationary pressures have thereafter 
largely subsided.  In November, monthly 
inflation was 0.2% in the Federation and zero in 
the RS.  Inflation on a yearly basis decreased 
during the second half of 2006, partly due to 
base effects.  In the RS, inflation amounted to 
5.7% in November year-on-year, down from 7% 
the previous month.  In the Federation, inflation 
reached 6.9% in November.  

 

Monetary and financial indicators 
 

In December 2005 the Central Bank raised 
reserve requirements –which under the Currency 
Board regime are virtually its only monetary 
policy intervention instrument - for banks from 
10% to 15%.  This measure was taken partly 
following high credit growth in 2005.  The 
measure seemed to have some effect and total 
annual credit growth slowed down from 27.3% 
in 2005 to 22.9% by November 2006.  The 
slowdown was partly driven by slower growth in 
loans to private enterprises of 24% in November 
on a yearly basis.  Growth of credit to 
households also slowed down but remained 
relatively strong at 28.3% y-o-y in November.  

 

General government balance 
 

The consolidated budget balance had turned 
from a deficit in 2004 to a surplus of 0.9% in 
2005.  This change stemmed from stronger sales 
and excise tax revenues and a reduction in 
expenditures.  However, the state and entity 
budgets for 2006 have been expansionary. In 
addition, the law related to war veterans which 
was adopted in the Federation in early 
September will, if implemented, significantly 
raise expenditures from 2007.  Proposed 
amendments to the state-level law on Frozen 
Foreign Currency Deposits will also, if adopted, 
have a serious negative fiscal impact.  Despite 
some rebalancing of budgets in mid 2006, 
government expenditure is therefore set to 
increase from an already high level of around 
50% of GDP.  

Revenue collection was strong in 2006, in 
particular from the newly introduced VAT.  
Total indirect tax revenue rose by around 30% in 
the first nine months over the same period in 
2005, although partly due to temporary factors.  
The extra revenues are likely to fully cover the 
increasing expenditures in 2006. However 
important fiscal risks may materialise.  

The mechanism on dividing the indirect tax 
revenues between the different levels of 
government continued to be contested  Funds in 
the single account were blocked several times 
during 2006, resulting in delays of transfer of 
funds to the entities and the Brsko district.  A 
failure to agree on allocation mechanisms in 
December resulted in the account being blocked 
again.  
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TABLE 
European Commission, ECFIN-D-1

BOSNIA AND HERZEGOVINA

2002 2003 2004 2005 2006 200601 200602 200603 200604 200610 200611 200612
Q1 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Industrial production 1.2 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Gross domestic product 1.3 Ann. % ch 5.5 3.0 6.0 5.5 : : : : : N.A. N.A. N.A.
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Private consumption 1.5 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 40.9 42.0 43.1 44.1 : : : : : : : :
Employment 2.2 Ann. % ch 1.9 -0.6 0.8 0.8 : : : : : : : :
Wages 2.3 Ann. % ch 1.4 8.4 4.3 6.1 : 8.5 9.9 9.6 : 10.3 : :
3  International transactions 
Exports of goods 3.1 Ann. % ch -7.8 11.5 28.7 24.5 : 32.0 28.9 : : : : :
Imports of goods 3.2 Ann. % ch 2.5 6.0 7.6 13.8 : -2.0 0.1 : : : : :
Trade balance 3.3 % of GDP -54.5 -53.9 -49.1 -49.7 : -47.8 -35.9 : : N.A. N.A. N.A.
Exports goods and services 3.4 % of GDP 26.6 28.5 32.1 36.1 : 29.8 26.1 : : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP -77.5 -78.0 -76.1 -80.3 : -62.8 -51.7 : : N.A. N.A. N.A.
Current account balance 3.6 % of GDP -19.4 -21.1 -19.8 -21.7 : -20.3 -14.5 : : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 4.4 5.0 7.1 5.2 : 5.3 3.9 : : N.A. N.A. N.A.
4  Prices 
RPI 4.1 Ann. % ch 0.2 0.6 0.5 4.3 : 6.8 8.8 7.6 : : : :
GDP Deflator 4.2 Ann. % ch 0.7 2.3 4.0 1.9 : : : : : N.A. N.A. N.A.
Producer prices 4.3 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Import prices 4.4 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. N.A. N.A. N.A. N.A. N.A. : : : : : : :
Bond yield  5.2 % p.a. N.A. N.A. N.A. N.A. N.A. : : : : : : :
Stock markets 5.3 Index N.A. N.A. N.A. N.A. N.A. : : : : : : :
M2 5.4 Ann. % ch 66.7 4.8 19.9 18.7 : 18.0 20.4 22.8 : 24.2 : :
Exchange rate BAM/EUR 5.5 Value 1.95 1.95 1.94 1.95 1.94 1.94 1.94 1.94 1.94 1.94 1.94 1.94
Nominal eff. exchange rate 5.6 Index 100.00 97.41 96.32 95.03 : 94.39 : : : : : :
6  Government balance and debt
General government balance 6.1 % of GDP 1.1 -2.4 -0.6 0.9 : : : : : N.A. N.A. N.A.
General government debt 6.2 % of GDP 36.8 32.6 29.9 27.2 : : : : : N.A. N.A. N.A.  



21 

CHARTS 

BOSNIA AND HERZEGOVINA

GDP growth

0

2

4

6

8

2002 2003 2004 2005 2006

% year-on-year Current account balance

-25

-20

-15

-10

2002 2003 2004 2005 2006

% of GDP, 
annual

cumulative

Inflation

-2

0

2

4

6

8

2002 2003 2004 2005 2006

RPI, % year-on-year

General government balance

#N/A

1.8

0.8

-2.4

-3.3

-3

-2

-1

0

1

2

2002 2003 2004 2005 2006

% of GDP
Exchange rate

1.6

1.8

2

2.2

2002 2003 2004 2005 2006
97

100

103

106 Lhs: Nom. BAM/EUR  Rhs: REER

BAM/EUR IndexIndex 
2002=100

Unemployment

40

41

42

43

44

2002 2003 2004 2005 2006

% of labour force

 



 

22 

MONTENEGRO  

COMMENTS 
 

Recent political and other developments 
 

The Parliament elected on 10 November the new 
cabinet, headed by former justice minister 
Zeljko Sturanovic.  

The Parliament approved on 27 November 2006 
the law on voluntary pension funds. The bill 
permits investment in government bonds and 
corporate shares traded on the stock exchange 
with no limitations for investments on capital 
markets abroad.  On 11 December the 
Parliament also endorsed the bill amending the 
insurance law.  The new law establishes a 
special agency, independent from the Central 
Bank, to supervise the insurance companies.  On 
21 December the Parliament adopted the bill 
amending the personal income tax law. The 
amendments foresee a flat tax rate of 15% as 
from 2007, to be further reduced to 9% from 
2010. 

On 1 December, the government submitted its 
first Economic and Fiscal Programme (2006-
2008) in the framework of enhanced economic 
policy cooperation with the EU.   

On 18 December Montenegro and the EU 
completed the last technical round on the 
Stabilisation and Association Agreement (SAA). 
The Agreement will be initialled in early 2007. 

The country signed on 19 December 2006 the 
Central European Free Trade Agreement 
(CEFTA).  The ratification of the agreement is 
expected during the first half of 2007. 

Membership in the IMF and World Bank has 
been approved by the boards of governors and 
will be effective on 18 January 2007. 

 

Output and demand 
 

GDP grew by 6.3% y/y in September 2006, 
according to the State Secretariat for 
Development.  

In November, industrial output increased 
slightly by 0.5% y/y after three consecutive 
months of decline.  The manufacturing industry 
recorded a 9% y-o-y expansion pulled by the 
metal industry performance with a 21.8% hike 
y-o-y, while output from other branches such as 

food and beverages and chemicals declined.  
Mining and quarrying production increased by 
19% y/y while the electricity, gas and water 
supply contracted by 22.3% y-o-y as a 
consequence of the deterioration of the climatic 
situation (which negatively affects hydro-
electricity production).  In the period January-
November, mining and quarrying rose by 4.8% 
y-o-y and utilities production by 3.4%.  The 
manufacturing industry had a negative 
contribution of 0.3% y-o-y. 

 

Labour market 
 

According to the Employment Agency of 
Montenegro (ZZZ), the unemployment rate 
remained at 14.7% by mid-December, a 
reduction of 21.8% since the beginning of the 
year.  Job creation amounted to nearly 39,000 
over the period, of which 6,770 seasonally 
employed workers.  

Gross average wages increased by 12% y-o-y in 
November to EUR 385.5.  The sectors with the 
highest wage increases y/y were utilities (35.8%) 
and mining (33.5%), while the lower ones were 
registered in trade (5.1%) and real estate (8.3%). 

On 17 December Montenegro and Serbia 
reached an agreement on social insurance.  
Apart from regulating standard issues it also 
covers student benefits, as many Montenegrin 
students study in Serbia. The agreement also 
affects some 1,500 Montenegrins and 3,500 
Serbians pensioners. 

 

International transactions 
 

The current account deficit widened by 82.6% 
y/y in the first half of 2006, representing some 
17.7% of GDP in annualised terms.  The high 
increase was driven mainly by the continuous 
widening of the foreign trade balance (38.9% 
y/y).  However, the visible imports/exports 
coverage ratio slightly improved to 43.6%.  The 
balances on services and current transfers 
worsened, in spite of higher tourism revenue, 
dropping by 27% and 42.8% y/y respectively). 
In 2006, revenues from tourism grew by 23.5% 
y/y collecting EUR 322.3 million (or 17.6% of 
the forecasted GDP).  The season has been the 
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most successful in the last 15 years, witnessing 
the arrival of 952,000 visitors who spent a total 
of 6 million overnights.  Arrivals of foreign 
visitors continued to grow much faster (40.4% 
y/y) than domestic ones (3.9% y/y). 
Furthermore, the gross operating profit per hotel 
room increased from 11.8% in 2005 to 20.1% in 
2006. 

The inflow of net FDI in the first nine months 
amounted to EUR 273.4 million.  The direct 
investments outflow was EUR 50.3 million, of 
which, EUR 45.6 million referred to the 
withdrawal of capital invested by non-residents. 

 

Prices 
 

Inflation remained fairly low.  In November 
however, the retail price index accelerated to 
1.9% y/y driven by the increase on industrial 
(1.7% y/y) and agricultural (5.5% y/y) products' 
prices.  The cost of goods rose by 1.9% y/y 
while prices of services stabilised at 2% y/y. 
Cumulative inflation since beginning of the year 
increased by 2.1% y/y. 

From January 2007, the Central Bank will use 
the cost of living index instead of the retail price 
index for measuring inflation. 

 

Monetary and financial indicators 
 

Bank deposits surged by 106.2% y/y to EUR 
855 million at end October.  Growth was driven 
by the household sector (152.7% y/y), which 
remains net lender while the corporate sector's 
savings were EUR 237.8 million.  Credit 
increased by 83% since the beginning of the 
year to EUR 688 million (39.1% of the 
forecasted GDP).  Private companies' loans 
totalled EUR 354 million, and households EUR 
251 million.  The average weighted nominal 
lending interest rate (9.5%) declined in October 
by 0.12 pps. Finally, the bank privatisation was 
completed in November with the selling of the 
state-owned stake in Niksicka Banka. 

End December, the total turnover of the two 
stock exchanges expanded by 90% y/y to EUR 
377 million. Total market capitalisation in 
Montenegroberza soared by 87% y/y to EUR 1.6 
billion, while NEX Montenegro grew more 
moderately by 31% y/y to EUR 1.9 billion. 

 

General government balance 
 

The state budget registered a EUR 34.3 million 
surplus by the end of November (2% of the 
forecasted GDP).  During that period, revenues 
increased by 31.8% to EUR 505.6 million 
boosted by a 42.4% y/y strong VAT collection 
increase, with VAT accounting for 49.1% of 
overall revenues. Personal income tax grew 
more moderately by 8.9% y/y.  The corporate 
income tax underperformed by 21.1% compared 
to the plan, or 40.7% less compared to the 
previous year.  Budget expenditures grew by 
23.7% y/y to EUR 471.3 million, of which, 
spending for gross wages amounted to EUR 
142.4 million, while transfers to state funds and 
public institutions grew by 32.2% y/y to EUR 
109.8 million. 

On 27 December, the Parliament adopted the 
2007 budget.  It foresees a EUR 0.6 million 
surplus.  Current revenues are expected to 
increase by 21.5% to EUR 583.5 million while 
current expenditures will grow by 12.3% to 
EUR 582.9 million (or 41.2% of GDP).  The 
budget includes for the first time a division 
between current and capital expenditures.  It also 
discounts a decrease of 6.1% y/y of revenues 
due to the implementation of the flat rate tax in 
2007. 

Public debt declined by 7.9% since the 
beginning of the year totalling at the end of 
September EUR 644.9 million, or 36.7% of the 
forecasted GDP.  In the same period, the 
external debt diminished by 7% to EUR 477.3 
million.  Furthermore, the country signed in 
December a debt settlement agreement together 
with Serbia and Italy, according to which the 
liabilities of Montenegro towards Italy are being 
reduced by EUR 31.9 million to EUR 16.4 
million, to be fully repaid by 2041.  
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TABLE 
European Commission, ECFIN-D-1

MONTENEGRO

2002 2003 2004 2005 2006 200601 200602 200603 200604 200610 200611 200612
Q1 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Industrial production 1.2 Ann. % ch 0.6 2.4 13.8 -1.9 : 0.4 9.0 -11.2 : -4.8 0.5 :
Gross domestic product 1.3 Ann. % ch 1.7 2.4 4.2 4.1 : 6.8 6.5 6.3 : N.A. N.A. N.A.
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Private consumption 1.5 Ann. % ch 6.4 : : : : : : : : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch -16.1 : : : : : : : : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP 2.4 0.7 -1.9 : : : : : : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 28.9 26.0 22.3 18.5 14.7 18.7 16.1 14.7 14.7 14.7 14.7 14.7
Employment 2.2 Ann. % ch -0.3 -3.3 29.9 2.0 : 4.0 4.3 6.1 : : : :
Wages 2.3 Ann. % ch 9.7 40.4 11.8 7.8 : 15.5 20.7 13.6 : 14.9 12.0 :
3  International transactions 
Exports of goods 3.1 Ann. % ch 37.1 -16.1 67.1 1.9 : -12.0 33.0 : : : : :
Imports of goods 3.2 Ann. % ch 3.4 -15.7 37.9 12.2 : 14.8 36.3 : : : : :
Trade balance 3.3 % of GDP -32.6 -25.8 -26.6 -31.3 : -34.2 -38.5 : : N.A. N.A. N.A.
Exports goods and services 3.4 % of GDP 37.0 33.2 44.8 : : : : : : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP 62.6 51.0 62.0 : : : : : : N.A. N.A. N.A.
Current account balance 3.6 % of GDP -12.6 -7.3 -7.6 -9.4 : -12.9 -17.7 : : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 6.9 2.8 3.2 23.2 27.3e 16.4 18.9 24.8 : N.A. N.A. N.A.
4  Prices 
CPI 4.1 Ann. % ch 17.8 7.9 3.4 3.4 : 2.3 2.2 2.1 : 1.7 1.9 :
GDP Deflator 4.2 Ann. % ch 2.9 4.6 8.2 0.8 : : : : : N.A. N.A. N.A.
Producer prices 4.3 Ann. % ch 0.7 8.2 3.6 3.5 : 2.3 3.6 4.3 : 4.1 : :
Import prices 4.4 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. N.A. N.A. 10.58 1.20 1.21 0.73 2.00 0.91 : : : :
Bond yield  5.2 % p.a. N.A. N.A. 9.98 3.09 1.17 0.58 1.94 1.71 0.47 0.45 0.49 :
Stock markets 5.3 Index N.A. 1,000 1,758 5,670 14,406 10,339 11,579 17,436 18,269 18,853 18,021 17,934
M21 5.4 Ann. % ch N.A. N.A. 11.4 40.5 : 46.2 35.5 56.9 : 68.6 : :
Exchange rate EUR/EUR 5.5 Value 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Nominal eff. exchange rate 5.6 Index N.A. N.A. N.A. N.A. N.A. : : : : : : :
6  Government balance and debt
General government balance 6.1 % of GDP N.A. -1.9 -2.6 -2.9 : N.A. N.A. N.A. N.A. N.A. N.A. N.A.
General government debt 6.2 % of GDP 88.3 51.1 47.4 42.7 : N.A. N.A. N.A. N.A. N.A. N.A. N.A.  
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SERBIA  

COMMENTS 
 

Recent political and other developments 
 

The new constitution, which was adopted by 
Parliament on 30 September, was confirmed by 
a referendum on 28-29 October.  A law on the 
implementation of the constitution was adopted 
by Parliament on 10 November and early 
parliamentary elections were scheduled for 
21 January.  Although a date has not been set 
yet, presidential elections are likely to be held 
during the first half of the year.  On 1 October, 
MPs of G17 Plus left the Parliament in line with 
their earlier decision over the insufficient 
cooperation of Serbia with ICTY and the calling 
off of SAA negotiations by the European 
Commission.  In early November, the 
Parliament acknowledged the resignation of four 
G17 Plus ministers, including among others the 
minister of finance and a deputy prime minister 
and nominated coordinators to the Ministries 
previously held by G17 Plus.  Following the 
announcement of early elections in Serbia, UN 
special envoy Martti Ahtisaari has postponed the 
presentation of a proposal for the future status of 
Kosovo, initially planned for November, for 
after the elections. 

Serbia has been, together with other regional 
countries, invited to join NATO's Partnership for 
Peace (PfP) programme and on 14 December, 
Serbia has signed a framework agreement 
regulating its accession to PfP.  On 19 December 
Serbia has, together with other regional 
countries, signed the Central European Free 
Trade Agreement (CEFTA), replacing bilateral 
free trade agreements in the framework of the 
Stability Pact for South Eastern Europe and 
complying with the EU's recommendation, that 
prospective members states should prepared for 
EU membership by establishing free trade areas. 

 

Output and demand 
 

GDP growth decelerated during the third quarter 
of 2006 to 4.6% year-on-year, compared to 5.6% 
and 7.4% in the first and second quarter, 
respectively.  Growth rates for the 1st and 2nd 
quarter were revised downwards by 0.5% and 
1%, respectively from earlier published figures, 
due to changes in weights for the 2002 base 
year. 

As a result, GDP grew by 5.4% year-on-year 
during the first nine months of 2006.  Growth 
was strongest in transportation (27%), financial 
intermediation (14.6%) and commerce (8.4%).  
The manufacturing sector grew by 4.5% while 
hotels and restaurants as well as other services 
declined by 3% and 2.9%, respectively. 

Industrial production slowed to 1.4% year-on-
year in November from 1.6% year-on-year in 
October and 1.8% year-on-year in September.  
As a result of the marked deceleration of 
industrial activity since July, industrial output 
expanded by 4.6% year-on-year during the first 
eleven months of 2006, compared to 6.5% year-
on-year during the first half of the year. 

The production of durable consumer goods grew 
strongly by 27.8% year-on-year, followed by the 
production of intermediated goods and energy 
which grew by 6.8% and 2%, respectively.  The 
production of capital goods declined by 10.1% 
year-on-year during the first half of the year. 

Manufacturing output, which accounts for about 
¾ of total industrial production, grew by 5.3% 
year-on-year during the first eleven months of 
2006.  Among manufacturing output, in 
particular the production of tobacco and 
chemical products as well as base metals and 
furniture grew strongly, while the production of 
textiles and clothing, rubber and plastic products 
as well as motor vehicles declined. 

 

Labour market 
 

Labour market conditions remained difficult and 
employment declined by 1.7% year-on-year in 
the third quarter of 2006, following a contraction 
by 2% during the second quarter, as enterprise 
restructuring and related staff reductions 
continued.  The unemployment rate remained at 
a relatively high 21.5%. 

Real wages grew by 9.7% year-on-year during 
the third quarter, compared to 8.2% in second 
quarter, and further accelerated to 13.4% and 
15.1% in October and November, respectively, 
partly due to the rapid decline in inflation during 
the second half of 2006. 
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International transactions 
 

Imports grew by 24.1% year-on-year during the 
first eleven months of 2006 supported by an 
appreciation of the dinar, stronger real wage 
growth as well as still robust, albeit somewhat 
moderating, credit growth.  Exports surged by 
43% compared to the same period a year earlier. 
This is partly due to the fact that trade with 
Montenegro is now counted as foreign trade, and 
also a reflection of earlier economic 
restructuring and growing private sector activity.  

During the first eleven months of 2006, the trade 
deficit widened by 9.7% to EUR 4.8 billion 
compared to the same period a year earlier. 
Rising prices and growing consumption resulted 
in an increase of 22.5% of the trade deficit for 
energy products.  The continuing need for 
upgrading of physical capital and lower 
domestic production of capital goods contributed 
to a widening of the trade balance for these 
goods by 16.6%.  However, growing domestic 
production of intermediate and durable 
consumer goods helped to improve the trade 
balance for these groups of goods by 6.5% and 
3.1%, respectively. 

The current account widened strongly by about 
53% to 2 billion during the first ten months of 
2006, already exceeding the EUR 1.8 billion 
deficit for the whole of 2005.  However, it is 
worth nothing that the 2005 current account 
balance was affected by the introduction of the 
VAT in January 2005 which resulted in an 
artificially low import base in early 2005. 

Strong inflows of foreign direct investment, in 
the third quarter related to the sale of mobile 
operator Mobi 63 to Norwegian Telenor and 
other privatisations, amounted to € 2.3 billion 
for the first ten months of 2006, more than 
covering the current account deficit for the same 
period. In addition, strong foreign borrowing by 
the private sector added to capital inflows and 
medium-, and long term borrowing reached 
about EUR 2.4 billion during the first ten month 
of 2006.  As a result, foreign exchange reserves 
of the National Bank of Serbia were boosted and 
exceeded EUR 8 billion by end October. 

 

Prices 
 

Strong disinflation continued in the fourth 
quarter of 2006, supported by the continuing 
appreciation of the dinar vis-à-vis the euro, 
declining oil price in world markets, as well as 

delays in the adjustment of some utility prices 
and a more restrictive monetary policy stance, . 
And annual inflation stood at 6.6% in December, 
compared to 17.5% a year earlier.  Core 
inflation, excluding administered prices and 
agricultural products, declined to 5.9% in 
December, compared to 14.6% a year earlier and 
stood well below the 7-9% NBS policy target for 
2006. 

 

Monetary and financial indicators 
 

Following the substantial increase of reserve 
requirements in 2006 and the gradual 
withdrawal of the National Bank of Serbia from 
interventions in the foreign exchange market, 
growth of monetary aggregates slowed down 
during 2006.  Credit growth to households and 
enterprises recently somewhat slowed but 
remained at robust annual growth rates of 74% 
and 31%, respectively in September 2006. 

In the course of 2006, the NBS reduced foreign 
exchange interventions and allowed for greater 
market flexibility. As a result, and against the 
backdrop of strong foreign currency inflows, the 
dinar appreciated by 7.6% vis-à-vis the euro 
between January and December 2006. 

In light of the continuing deceleration of 
inflation in recent months and a drop of core 
inflation below target, the Monetary Council of 
the National Bank of Serbia has began to reduce 
its policy interest rate for 2-weeks repo-
operations in four consecutive steps by a total of 
400 bps since 1 November. 

 

General government balance 
 

On 28 September, the Serbian parliament 
approved the revised 2006 budget, reducing the 
projected surplus to 0.8% of GDP from 2.1%, to 
allow for the implementation of the National 
Investment Plan, which foresees additional 
expenditures in the amount of about 
€ 400 million in the remainder of 2006. 
However, considering administrative and 
absorption capacity constraints it is unlikely that 
the 2006 budget will be fully executed according 
to plan. In the absence of a 2007 budget – the 
adoption of which will be left for the new 
parliament – the government has adopted a 
degree on temporary financing to secure 
operability of government functions during the 
first three months of 2007. 



 

28 

TABLE 
European Commission, ECFIN-D-1

SERBIA

2002 2003 2004 2005 2006 200601 200602 200603 200604 200610 200611 200612
Q1 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Industrial production 1.2 Ann. % ch 1.8 -3.0 7.1 0.8 : 5.3 6.0 3.9 : 1.6 1.4 :
Gross domestic product 1.3 Ann. % ch 4.2 2.5 8.4 6.2 : 6.2 5.6 4.6 : N.A. N.A. N.A.
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Private consumption 1.5 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
Gross fixed capital formation 1.6 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
Change in stocks 1.7 % of GDP N.A. N.A. N.A. N.A. N.A. : : : : N.A. N.A. N.A.
2  Labour market
Unemployment 2.1 % 13.3 14.6 18.5 20.8 : 21.4 21.6 21.5 : 21.4 21.4 :
Employment 2.2 Ann. % ch -3.4 -2.7 0.4 -6.7 : 0.1 -2.0 -1.7 : -1.2 -1.0 :
Wages 2.3 Ann. % ch 30.4 14.0 11.1 6.8 : 10.9 8.2 9.7 : 13.4 15.1 :
3  International transactions 
Exports of goods 3.1 Ann. % ch 20.6 32.8 27.8 27.2 : 18.5 22.6 42.1 : 42.4 : :
Imports of goods 3.2 Ann. % ch 31.8 33.2 43.8 -2.7 : 31.0 18.7 19.4 : 16.3 : :
Trade balance 3.3 % of GDP -22.3 -23.2 -29.5 -22.8 : -24.6 : : : N.A. N.A. N.A.
Exports goods and services 3.4 % of GDP 18.7 19.5 22.7 25.1 : : : : : N.A. N.A. N.A.
Imports goods and services 3.5 % of GDP 38.2 39.6 48.4 45.2 : : : : : N.A. N.A. N.A.
Current account balance 3.6 % of GDP -7.9 -7.2 -11.7 -8.4 : -10.4 : : : N.A. N.A. N.A.
Direct investment (FDI, net) 3.7 % of GDP 3.0 6.7 3.9 5.9 : 5.5 : : : N.A. N.A. N.A.
4  Prices 
RPI 4.1 Ann. % ch 19.5 11.7 10.1 16.5 12.7 14.8 15.6 12.5 8.2 9.3 8.8 6.6
GDP Deflator 4.2 Ann. % ch 24.9 12.1 12.7 15.1 : : : : : : : :
Producer prices 4.3 Ann. % ch 8.8 4.6 9.1 14.2 : 14.3 16.2 14.6 : 10.0 8.0 :
Import prices 4.4 Ann. % ch 1.5 15.3 21.4 5.7 : -5.9 : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. N.A. N.A. 21.17 14.58 N.A. 14.47 14.47 12.61 : 11.93 11.85 :
Bond yield  5.2 % p.a. N.A. N.A. N.A. N.A. N.A. : : : : : : :
Stock markets 5.3 Index N.A. N.A. N.A. 1,494 1,734 1,636 1,681 1,734 1,883 1,806 1,917 1,927
M3 5.4 Ann. % ch N.A. 27.5 30.3 43.2 : 44.4 38.5 35.7 : 33.1 34.3 :
Exchange rate CSD/EUR 5.5 Value 60.74 65.29 73.10 83.25 83.91 87.48 86.48 82.95 78.74 78.66 78.46 79.11
Nominal eff. exchange rate 5.6 Index 101.53 97.28 93.53 92.41 : 98.50 100.70 105.13 : 109.40 112.40 :
6  Government balance and debt
General government balance 6.1 % of GDP -3.1 -1.1 0.9 1.9 : : : : : N.A. N.A. N.A.
General government debt 6.2 % of GDP 80.6 70.9 56.7 52.9 : N.A. N.A. N.A. N.A. N.A. N.A. N.A.  
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KOSOVO  
(as defined by UNSCR 1244) 

COMMENTS 
 

Recent political and other developments 
 

Status discussions and negotiations led by UN 
Special Envoy Mr Ahtisaari have been ongoing. 
The timing of status negotiations has however 
recently been prolonged: while the initial 
intention was to proceed with a disclosure to the 
parties of the full text of draft status settlement 
in Autumn and to report to the UN Security 
Council before the end of 2006, parliamentary 
elections in Serbia made it necessary to postpone 
the release of the draft status settlement until 
after 21 January 2007, date of the election. 

The IMF staff mission to Pristina in the second 
half of October 2006 and the authorities of 
Kosovo did not agree on the 2007 budget which 
includes a number of provisions to start 
implementing the recently promulgated "law on 
veterans".  The latter law is considered by the 
IMF as seriously jeopardizing fiscal 
sustainability.  Hence, no understanding has 
been reached either on a new Letter of Intent 
laying out a sustainable macro-economic and 
fiscal framework.  As of December 2006, 
discussions between the authorities of Kosovo 
and the IMF on the revision of the policy 
commitments were still ongoing. 

The Council of the European Union adopted on 
30 November a decision to provide Kosovo with 
exceptional financial assistance of up to EUR 50 
million in the form of grants to the budget, to 
address upcoming budgetary financing needs 
which cannot be locally met. 

 

Output and demand 
 

The decline in donor’s support and the 
downsizing of the international community's 
presence continue to have negative effect on 
economic developments in Kosovo.  According 
to IMF estimates1, GDP is estimated to have 
declined by 1% in 2005.  There are nevertheless 
some signs of increasing dynamics and 
resilience of private sector activity in 2006, 
partially compensating the continuous rapid 
decline in foreign assistance.  Significant 

                                                 
1 Macroeconomic data in this note are based on the 

IMF staff estimates, except otherwise indicated. 

increases in the number of new businesses 
registered, tax revenues, and trade, as well as 
steady growth in credits provided to businesses 
are underlying this trend. 

 

Labour market 
 

Official statistics point to an unemployment rate 
of 42 - 44%, even though the real unemployment 
level is most probably lower due to a sizeable 
informal economy.  The number of registered 
job seekers increased by 3% year-on-year to 
around 325,000 in November 2006, 
approximately by 5,000 more than in the 
beginning of the year. Labour costs in Kosovo 
remained in regional terms excessively high, 
dampening private sector development and 
export competitiveness. 

 

International transactions 
 

The external situation of Kosovo remains 
precarious.  In September 2006, the Central 
Banking Authority of Kosovo released its first 
Bulletin on 2004-2005 Balance of Payments 
Statistics of Kosovo, which was prepared with 
significant technical assistance by the IMF.  
According to the Bulletin, the trade deficit was 
close to 50% of GDP.  The coverage ratio of 
regular imports by exports was at an extremely 
low level of 4% in 2005, mainly due to lacking 
export capacity and competitiveness.  Given the 
absence of sizeable foreign direct investment 
inflows, the financing of the current account 
deficit continued to rely on foreign assistance in 
form of project support (steadily decreasing 
from 20.8% of GDP in 2005 to 16.8% in 2006; 
source: IMF) and, to a lesser extent, on private 
capital transfers (estimated at around 15% of 
GDP in 2006).  However, a modest increase in 
FDI inflows has been recorded recently, in the 
wake of acceleration of the privatisation process. 
The IMF estimates FDI, including privatisation 
proceeds, at around 10% in 2006.  

The trade deficit over the first three quarters 
2006 reached 39% of GDP, an increase by 2% 
of GDP compared with the same period of 2005.  
While Kosovo exports increased by 1.5% of 
GDP (on annual basis), imports registered an 
increase of 3.5% of GDP. 
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Kosovo currently does not assume any sovereign 
debt servicing obligations.  This situation may 
however change if -following status negotiations 
under the auspices of UN special envoy 
Mr Ahtisaari, and subject to their outcome- the 
servicing of a notional share of sovereign loans 
attributable to Kosovo which are currently being 
serviced by Serbia is transferred to Kosovo. 

 

Prices 
 

Inflation has been very moderate, to some extent 
owing to the weakness in economic activity and 
downwards adjustments in the context of 
downsizing of the international community's 
presence which had boosted prices in the early 
years of UNMIK's mandate.  After two years of 
deflation, for 2006 the IMF estimates CPI 
inflation at 0.9%. According to national sources, 
consumer prices decreased by 0.2% over the 
first eleven months of 20062.  

 

Monetary and financial indicators 
 

The monetary framework in Kosovo is anchored 
on the use of the euro as sole legal tender.  
Given the absence of autonomous monetary 
policy, the budget is the core policy tool for 
macroeconomic adjustment.  The CBAK is in 
charge of regulating foreign exchange 
operations, providing payments services and 
supervising banks and other financial 
institutions.  The CBAK closely monitors 
liquidity in the banking sector and credit 
expansion, with liquidity ratios and reserve 
requirements respectively as main tools of 
intervention.  

Notwithstanding the conservative lending 
policies and prudential requirements, the annual 
credit growth continued to be substantial (38% 
y/y in 2005 and 27% y/y as of October 2006). 
For loans with maturity over 1 year, it reached 
an annual growth of around 50%. The banking 
sector in Kosovo appeared to remain sound, 
profitable and well capitalised.  The capital 
adequacy ratio of commercial banks in Kosovo 
was equal to 14.7% at the end of 2005.  Local 
banks remain very liquid, with the loan-to-
deposit ratio standing at around 61% at the end 

                                                 
2 Source: Statistical Office of Kosovo (SOK). In 

2006, the SOK changed the methodology for 
calculating the CPI. The historical data were 
however not revised. Thus, the reliability of annual 
inflation estimate for November 2006 was limited. 

of 2005 and 70% in October 2006, partly as a 
result of high prudential requirements set by the 
CBAK. The available financial indicators should 
be interpreted with caution. 

In March 2006, the CBAK revoked a license and 
ordered a closure of and ailing bank, Credit 
Bank of Pristina, with little detrimental impact 
on credibility and liquidity of the overall 
financial sector. Since then, there remain six 
commercial banks operating in Kosovo. As a 
result, the degree of concentration of the three 
largest banks further increased in terms of assets 
by 6%, reaching 80% of total banking sector 
deposits. 

 

General government balance 
 

The fiscal development over the first three 
quarters of 2006 was on aggregate much more 
favourable than budgeted.  Revenue collection 
exceeded the budget target, while only 74% of 
the expenditure was realized. Capital investment 
registered the highest under-spending, with only 
45% of programmed levels.  Against this 
development, the budget for the full year is 
expected to turn out close to balance. 

The budget for 2007 adopted by the Assembly in 
December foresees a deficit of EUR 35 million 
(1.6% of GDP).  The estimated bank balance of 
cash deposits -which currently finance the 
deficit- is projected to decline from around EUR 
105 million at the end of 2006 to EUR 75 
million at the end of 2007 (i.e. by EUR 25 
million above the minimum contingency balance 
as recommended by the IMF). 

Considerable fiscal risks however remain, 
mainly due to the vulnerability of the energy 
sector, additional fiscal costs arising from the 
upcoming status settlement -notably debt 
servicing- and other possible contingent 
liabilities (currently not reflected in the proposed 
budget).   
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TABLE 
European Commission, ECFIN-D-1

KOSOVO (as defined by UNSCR 1244)

2002 2003 2004 2005 2006 200601 200602 200603 200604 200610 200611 200612
Q1 Q2 Q3 Q4 Oct Nov Dec

1  Output and demand
Industrial confidence 1.1 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Industrial production 1.2 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Gross domestic product 1.3 Ann. % ch -2.4 -0.1 3.2 -1.0 : : : : : : : :
Consumer confidence 1.4 Balance N.A. N.A. N.A. N.A. N.A. : : : : : : :
Private consumption 1.5 Ann. % ch 0.3 1.9 3.3 5.5 : : : : : : : :
Investment (Gross fixed cap form) 1.6 Ann. % ch 23.7 22.9 25.1 25.8 : : : : : : : :
Change in stocks 1.7 % of GDP N.A. N.A. N.A. N.A. N.A. : : : : : : :
2  Labour market
Unemployment 2.1 % 47.0 49.7 39.7 42.2 : : : : : : : :
Employment 2.2 Ann. % ch 9.7 -24.8 4.7 -17.1 : : : : : : : :
Wages 2.3 Ann. % ch N.A. 2.0 9.3 5.6 : : : : : : : :
3  International transactions 
Exports of goods 3.1 Ann. % ch 77.4 10.9 29.5 -10.1 : : : : : : : :
Imports of goods 3.2 Ann. % ch 1.6 -2.1 -11.7 5.3 : : : : : : : :
Trade balance 3.3 % of GDP -46.0 -43.9 -41.0 -45.4 : : : : : : : :
Exports goods and services 3.4 % of GDP 13.4 12.0 9.2 9.0 : : : : : : : :
Imports goods and services 3.5 % of GDP 58.8 56.1 54.5 58.9 : : : : : : : :
Current acc bal, after foreign assist 3.6 % of GDP -8.0 -9.6 -11.2 -15.2 : : : : : : : :
Direct investment (FDI, net) 3.7 % of GDP 0.4 0.9 0.9 2.7 : : : : : : : :
4  Prices 
CPI 4.1 Ann. % ch 3.6 1.2 -1.5 -1.7 : : : : : : : :
GDP Deflator 4.2 Ann. % ch 3.8 0.3 -2.7 -2.8 : : : : : : : :
Producer prices 4.3 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
Import prices 4.4 Ann. % ch N.A. N.A. N.A. N.A. N.A. : : : : : : :
5  Monetary and financial indicators 
Interest rate (3 months) 5.1 % p.a. 15.6 14.6 15.7 15.6 : 15.3 : : : 15.0 : :
Bond yield  5.2 % p.a. N.A. N.A. N.A. N.A. N.A. : : : : : : :
Stock markets 5.3 Index N.A. N.A. N.A. N.A. N.A. : : : : : : :
M2 5.4 Ann. % ch -13.2 2.8 9.5 -3.2 : -3.4 -0.7 0.6 : 1.0 : :
Exchange rate EUR/EUR 5.5 Value 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Real eff. exchange rate (CPI) 5.6 Index 0.9 -0.9 -3.1 -4.9 : : : : : : : :
6  Government balance and debt
General government balance 6.1 % of GDP 4.4 2.1 -6.0 -3.1 : : : : : : : :
General government debt 6.2 % of GDP : : : : : : : : : : : :
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CROATIA Explanatory notes 
 

Recent economic developments in candidate countries – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available N.A. 

1.2. Industrial production Annual percentage change, volume, excluding construction Ecowin/Reuters 

1.3. Gross domestic product Annual percentage change, volume (1997 prices) Ecowin/Reuters 

1.4. Consumer confidence indicator Not available N.A. 

1.5. Private consumption Annual percentage change, volume (1997 prices) Ecowin/Reuters 

1.6. Gross fixed capital formation Annual percentage change, volume (1997 prices) Ecowin/Reuters 

1.7. Change in stocks In percent of GDP, volume (1997 prices) Ecowin/Reuters 

2 Labour market  

2.1. Unemployment In percent of total labour force, Labour Force Survey definition for annual 
data. Monthly and quarterly data are based on official data on registered 
employment and unemployment 

Ecowin/Reuters 

2.2. Employment Annual percentage change, Labour Force Survey definition for annual 
data. Monthly and quarterly data are based on official data on registered 
employment and unemployment 

Ecowin/Reuters 

2.3. Wages Annual percentage change; average gross wages (nominal amount in 
kuna) 

Ecowin/Reuters 

3. International Transactions  

3.1. Exports of goods Annual percentage change, mio. USD, fob Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, mio. USD, cif Ecowin/Reuters 

3.3. Trade balance In percent of GDP, fob-cif Ecowin/Reuters 

3.4. Exports goods and services In percent of GDP, volume (1997 prices) Ecowin/Reuters 

3.5. Imports goods and services In percent of GDP, volume (1997 prices) Ecowin/Reuters 

3.6. Current account balance In percent of GDP, rolling four quarter for quarterly data Ecowin/Reuters 

3.7. Direct investment (FDI, net) In percent of GDP, annualised data Ecowin/Reuters 

4. Prices  

4.1. Interim CPI Annual average percentage change, HICP not yet available for Croatia Ecowin/Reuters 

4.2. GDP deflator Annual percentage change Ecowin/Reuters 

4.3. Producer prices Annual percentage change, without construction, index 2001 Ecowin/Reuters 

4.4. Import prices Not available N.A. 

5. Monetary and financial indicators  

5.1. Interest rate Zagreb Interbank 3 month - middle rate Ecowin/Reuters 

5.2. Bond yield Not available N.A. 

5.3. Stock markets CROBEX index Ecowin/Reuters 

5.4. M4 Annual percentage change, M4 (Broadest money) Ecowin/Reuters 

5.5. Exchange rate HRK/EUR Period averages, midpoint exchange rates Ecowin/Reuters 

5.6. Nominal eff. exchange rate Index 2001, period averages Ecowin/Reuters 

6. Government balance and debt  

6.1. General government balance In percent of GDP Nat. sources 

6.2. General government debt In percent of GDP  Nat. sources 
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THE FORMER 
YUGOSLAV REPUBLIC 
OF MACEDONIA 

Explanatory 
notes 

 
Recent economic developments in candidate countries – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Annual percentage change, volume, excluding construction SSO 

1.3. Gross domestic product Annual percentage change, volume (previous year prices) SSO 

1.4. Consumer confidence indicator Not available  

1.5. Private consumption Annual percentage change, volume (previous year prices) SSO  

1.6. Gross fixed capital formation Annual percentage change, volume (previous year prices) SSO 

1.7. Change in stocks In percent of GDP, volume (previous year prices) SSO 

2 Labour market  

2.1. Unemployment In percent of total labour force, Labour Force Survey definition for annual 
data, registered otherwise SSO 

2.2. Employment Annual percentage change, Labour Force Survey definition for annual 
data, registered otherwise SSO 

2.3. Wages Annual percentage change; average gross wages (nominal amount in 
Denar) SSO 

3. International Transactions  

3.1. Exports of goods Annual percentage change,  fob NBRM 

3.2. Imports of goods Annual percentage change, cif NBRM 

3.3. Trade balance In percent of GDP, fob-cif NBRM 

3.4. Exports goods and services In percent of GDP, volume  SSO 

3.5. Imports goods and services In percent of GDP, volume  SSO 

3.6. Current account balance In percent of GDP, rolling four quarter for quarterly data NBRM 

3.7. Direct investment (FDI, net) In percent of GDP, annualised data NBRM 

4. Prices  

4.1. CPI Annual average percentage change, HICP not yet available for fYRoM SSO/Ecowin/ 
Reuters 

4.2. GDP deflator Annual percentage change SSO 

4.3. Producer prices Annual percentage change, industrial products SSO 

4.4. Import prices Not available SSO 

5. Monetary and financial indicators  

5.1. Interest rate Interest rate Denar deposits NBRM 

5.2. Bond yield Not available NBRM 

5.3. Stock markets MSE Index (MBI-10) Macedonian SE 

5.4. M4 Annual percentage change, M4 (Broadest money) NBRM 

5.5. Exchange rate MKD/EUR Averages, spot close Ecowin/Reuters 

5.6. Nominal eff. exchange rate   

6. Government balance and debt  

6.1. General government balance In percent of GDP MoF 

6.2. General government debt In percent of GDP  MoF 
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TURKEY Explanatory notes 
 

Recent economic developments in candidate countries – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Industry survey, confidence index real sector Nat. sources 

1.2. Industrial production Annual percentage change, volume (index 1997), excluding construction Ecowin/Reuters 

1.3. Gross domestic product Annual percentage change, volume (1987 prices) Ecowin/Reuters 

1.4. Consumer confidence indicator Consumer tendency survey Nat. sources 

1.5. Private consumption Annual percentage change, volume (1987 prices) Ecowin/Reuters 

1.6. Gross fixed capital formation Annual percentage change Ecowin/Reuters 

1.7. Change in stocks In percent of GDP Ecowin/Reuters 

2 Labour market  

2.1. Unemployment In percent of total labour force, Labour Force Survey data Ecowin/Reuters 

2.2. Employment Annual percentage change, Labour Force Survey data Ecowin/Reuters 

2.3. Wages Annual percentage change; index of real earning per production worker 
in manufacturing industry 

Nat. sources 

3. International Transactions  

3.1. Exports of goods Annual percentage change, mio. USD, fob Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, mio. USD, cif Ecowin/Reuters 

3.3. Trade balance In percent of GDP, annualised moving average Ecowin/Reuters 

3.4. Exports goods and services In percent of GDP Ecowin/Reuters 

3.5. Imports goods and services In percent of GDP Ecowin/Reuters 

3.6. Current account balance In percent of GDP, annualised moving average Ecowin/Reuters 

3.7. Direct investment (FDI, net) In percent of GDP, annualised moving average of direct investment in 
reporting economy minus direct investment abroad 

Ecowin/Reuters 

4. Prices  

4.1. CPI Annual percentage change, index 1994, Interim HICP is not available Ecowin/Reuters 

4.2. GDP deflator Annual percentage change Ecowin/Reuters 

4.3. Producer prices Annual percentage change, wholesale prices index (1994) Ecowin/Reuters 

4.4. Import prices Annual percentage change, index (1994) Ecowin/Reuters 

5. Monetary and financial indicators  

5.1. Interest rate Percent p.a., Interest rates on deposits, weighted averages of 3-month 
deposits 

Ecowin/Reuters 

5.2. Bond yield Not available N.A. 

5.3. Stock markets ISE index, trading volume (business), January 1986 = 1 Turkish Lira Ecowin/Reuters 

5.4. M3 Annual percentage change Ecowin/Reuters 

5.5. Exchange rate YTL/EUR Period averages Eurostat 

5.6. Nominal eff. exchange rate Index 1999, period averages Eurostat 

6. Government balance and debt  

6.1. General government balance In percent of GDP Nat. sources 

6.2. General government debt In percent of GDP, ESA 95 methodology Nat. sources 
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ALBANIA Explanatory notes 
 

Recent economic developments – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Not available  

1.3. Gross domestic product Annual percentage change, volume. Annual data IMF 

1.4. Consumer confidence indicator Not available  

1.5. Private consumption Not available  

1.6. Gross fixed capital formation Not available  

1.7. Change in stocks In percent of GDP. Annual data Ecowin/Reuters 

2 Labour market  

2.1. Unemployment In percent of total labour force Ecowin/INSTAT 

2.2. Employment Annual percentage change Ecowin/Reuters 

2.3. Wages Average monthly wages in State sector Ecowin/Reuters 

3. International Transactions  

3.1. Exports of goods Annual percentage change, mio. USD Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, mio. USD Ecowin/Reuters 

3.3. Trade balance In percent of GDP, annualised moving average IMF 

3.4. Exports goods and services In percent of GDP. Annual data IMF 

3.5. Imports goods and services In percent of GDP. Annual data IMF 

3.6. Current account balance In percent of GDP, annualised moving average IMF 

3.7. Direct investment (FDI, net) In percent of GDP, annualised moving average of Net Foreign Direct 
Investment, mio. USD 

IMF 

4. Prices  

4.1. Interim CPI Consumer Prices, All items, Total. Annual percentage change IMF 

4.2. GDP deflator Implicit GDP deflator. Annual percentage change  

4.3. Producer prices Annual percentage change, Total, index (1998) Ecowin/Reuters 

4.4. Import prices Not available  

5. Monetary and financial indicators  

5.1. Interest rate Treasury Bills, 3 Month Auction, Yield Ecowin/Reuters 

5.2. Bond yield Government Benchmarks, 2 Year Bond, Yield Ecowin/Reuters 

5.3. Stock markets Not available  

5.4. M4 Annual percentage change Ecowin/Reuters 

5.5. Exchange rate LEK/EUR Period averages Ecowin/Reuters 

5.6. Change in real eff. exchange 
rate 

End of period, in percent IMF 

6. Government balance and debt  

6.1. General government balance In percent of GDP IMF 

6.2. General government debt In percent of GDP  IMF 
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BOSNIA AND HERZEGOVINA Explanatory notes 
 

Recent economic developments – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Not available  

1.3. Gross domestic product Annual percentage change Ecowin/Reuters 

1.4. Consumer confidence indicator Not available  

1.5. Private consumption Not available  

1.6. Gross fixed capital formation Not available  

1.7. Change in stocks Not available  

2 Labour market  

2.1. Unemployment Registered, in percent of total labour force CBBH 

2.2. Employment Registered, annual percentage change CBBH 

2.3. Wages Annual percentage change, average gross wages, BAM Ecowin/Reuters 

3. International Transactions  

3.1. Exports of goods Annual percentage change, mio. BAM, General merchandise, FOB Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, mio. BAM, General merchandise, FOB Ecowin/Reuters 

3.3. Trade balance In percent of GDP, annualised data Ecowin/Reuters 

3.4. Exports goods and services In percent of GDP, estimated from Balance of Payments data  

3.5. Imports goods and services In percent of GDP, estimated from Balance of Payments data  

3.6. Current account balance In percent of GDP, annualised data Ecowin/Reuters 

3.7. Direct investment (FDI, net) In percent of GDP, annualised data Ecowin/Reuters 

4. Prices  

4.1. Interim CPI Retail price index. CBBH 

4.2. GDP deflator Implicit GDP deflator. Annual percentage change  

4.3. Producer prices Not available  

4.4. Import prices Not available  

5. Monetary and financial indicators  

5.1. Interest rate Not available  

5.2. Bond yield Not available  

5.3. Stock markets Not available  

5.4. M2 Annual percentage change, M2 (broadest money) Ecowin/Reuters 

5.5. Exchange rate BAM/EUR Period averages, spot rates, close Ecowin/Reuters 

5.6. Nominal eff. exchange rate Index (2002=100) Ecowin/Reuters 

6. Government balance and debt  

6.1. General government balance In percent of GDP. Certain local level data not included CBBH 

6.2. General government debt In percent of GDP. As there is no domestic debt, all debt reported is 
external 

CBBH 
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MONTENEGRO Explanatory notes 
 

Recent economic developments – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Annual percentage change Ecowin/Reuters 

1.3. Gross domestic product Annual percentage change, annual data, chain index MONSTAT 

1.4. Consumer confidence indicator Not available  

1.5. Private consumption Annual percentage change, annual data, chain index MONSTAT 

1.6. Gross fixed capital formation Annual percentage change, annual data, chain index MONSTAT 

1.7. Change in stocks Annual percentage change, annual data MONSTAT 

2 Labour market  

2.1. Unemployment In percent of active population Ecowin/Reuters 

2.2. Employment Annual percentage change of registered employment Ecowin/Reuters 

2.3. Wages Annual percentage change, average gross wages (nominal, in EUR) Ecowin/Reuters 

3. International Transactions  

3.1. Exports of goods Annual percentage change, thou. EUR Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, thou. EUR Ecowin/Reuters 

3.3. Trade balance In percent of GDP, annualised data Ecowin/Reuters 

3.4. Exports goods and services Annual data MONSTAT 

3.5. Imports goods and services Annual data MONSTAT 

3.6. Current account balance In percent of GDP, annualised data Ecowin/Reuters 

3.7. Direct investment (FDI, net) In percent of GDP, annualised data Ecowin/Reuters 

4. Prices  

4.1. Interim CPI Retail Prices index, annual average percentage change, moving base 
year 

Ecowin/Reuters 

4.2. GDP deflator Implicit GDP deflator. Annual percentage change Ecowin/Reuters 

4.3. Producer prices Annual percentage change Ecowin/Reuters 

4.4. Import prices Not available  

5. Monetary and financial indicators  

5.1. Interest rate Treasury Bills, 3 Month, auction, yield, average Ecowin/Reuters 

5.2. Bond yield Treasury Bills, 6 Month, auction, yield, average Ecowin/Reuters 

5.3. Stock markets NEX20 Index, Close Ecowin/Reuters 

5.4. M21 Annual percentage change, M21 (Broadest money) Ecowin/Reuters 

5.5. Exchange rate EUR/EUR Use of the Euro since March 2002  

5.6. Nominal exchange rate Not available  

6. Government balance and debt  

6.1. General government balance In percent of GDP Min. of Finance 

6.2. General government debt In percent of GDP  Min. of Finance 
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SERBIA Explanatory notes 
 

Recent economic developments – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Annual percentage change, total, 2005=100, SA, Index Ecowin/Reuters 

1.3. Gross domestic product Annual percentage change at constant (average) prices 2002 Production 
approach 

Ecowin/Reuters 

1.4. Consumer confidence indicator Not available.  

1.5. Private consumption Not available  

1.6. Gross fixed capital formation Not available  

1.7. Change in stocks Not available  

2 Labour market  

2.1. Unemployment In percent of total labour force, Labour Force Survey definition for annual 
data. Monthly and quarterly data are based on official data on registered 
employment and unemployment 

National 

 

2.2. Employment Annual percentage change, Labour Force Survey definition for annual 
data. Monthly and quarterly data are based on official data on registered 
employment and unemployment 

Ecowin/Reuters 

2.3. Wages Annual percentage change; average growth rate, real Ecowin/Reuters 

3. International Transactions  

3.1. Exports of goods Annual percentage change, mio. USD, fob Ecowin/Reuters 

3.2. Imports of goods Annual percentage change, mio. USD, cif Ecowin/Reuters 

3.3. Trade balance In percent of GDP, fob-cif, annualised data Ecowin/Reuters 

3.4. Exports goods and services Not available  

3.5. Imports goods and services Not available  

3.6. Current account balance In percent of GDP, annualised data Ecowin/Reuters 

3.7. Direct investment (FDI, net) In percent of GDP, annualised data Ecowin/Reuters 

4. Prices  

4.1. Interim CPI Annual average percentage change, retail prices, total, index (2005) Ecowin/Reuters 

4.2. GDP deflator Implicit GDP deflator. Annual percentage change  

4.3. Producer prices Annual percentage change, total, index (2000) Ecowin/Reuters 

4.4. Import prices Not available  

5. Monetary and financial indicators  

5.1. Interest rate Treasury Bills, 3 month, yield, average, CSD Ecowin/Reuters 

5.2. Bond yield Not available  

5.3. Stock markets Belgrade Stock Exchange, BELEXfm index, price return, close, CSD Ecowin/Reuters 

5.4. M3 Annual percentage change, M3 (broad money), CSD Ecowin/Reuters 

5.5. Exchange rate CSD/EUR Spot Rates, close, period average Ecowin/Reuters 

5.6. Nominal eff. exchange rate Period average, moving base year, CSD Ecowin/Reuters 

6. Government balance and debt  

6.1. General government balance Consolidated GG, Overall balance including grants. In percent of GDP IMF 

6.2. General government debt Public sector debt. In percent of GDP  IMF 
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KOSOVO 
(as defined by UNSCR 1244) Explanatory notes 
 

Recent economic developments in – Explanatory notes 

No. Indicator Note Source 

1 Output and demand  

1.1. Industrial confidence indicator Not available  

1.2. Industrial production Not available  

1.3. Gross domestic product Annual percentage change IMF 

1.4. Consumer confidence indicator Not available  

1.5. Private consumption Annual percentage change IMF 

1.6. Investment Annual percentage change IMF 

1.7. Change in stocks Not available  

2 Labour market  

2.1. Unemployment In percent of total labour force Statistical Office 
of Kosovo (SOK) 

2.2. Employment Annual percentage change of number of employees according to the Tax 
Register 

Statistical Office 
of Kosovo (SOK) 

2.3. Wages Annual percentage change, average monthly wages according to the 
Tax Register 

Statistical Office 
of Kosovo (SOK) 

3. International Transactions  

3.1. Exports of goods Annual percentage change IMF 

3.2. Imports of goods Annual percentage change IMF 

3.3. Trade balance In percent of GDP IMF 

3.4. Exports goods and services In percent of GDP IMF 

3.5. Imports goods and services In percent of GDP. IMF 

3.6. Current account balance In percent of GDP, Annual data IMF 

3.7. Direct investment (FDI, net) In percent of GDP, Annual data IMF 

4. Prices  

4.1. Interim CPI Annual average percentage change, index (May 2002 = 100) IMF 

4.2. GDP deflator Annual percentage change IMF 

4.3. Producer prices Not available  

4.4. Import prices Not available  

5. Monetary and financial indicators  

5.1. Interest rate % p.a Central Banking 
Authority (CBAK) 

5.2. Bond yield Not available  

5.3. Stock markets Not available  

5.4. M2 Annual percentage change, M2 (Broadest money) Central Banking 
Authority (CBAK) 

5.5. Exchange rate EUR/EUR   

5.6. Real eff. exchange rate CPI based, annual average change IMF 

6. Government balance and debt  

6.1. General government balance In percent of GDP IMF 

6.2. General government debt   
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