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SUMMARY

The first quarter saw a record rise in consumer prices,
partly as a result of the base effect, but mainly as a result of
strong growth in prices of raw materials, energy, food and
oilin the international market, especially after the outbreak
of the war in Ukraine. Inflationary shock represents the
most significant risk for economic activity in medium term.
According to the latest available official data, in the fourth
quarter of 2021, a strong growth of real economic activity
was recorded at the annual level, mainly resulting from the
low base from the previous year. However, the growth of
real GDP in the fourth quarter was much slower due to a
strong growth of prices in the fourth quarter of 2021. In the
May round of medium term projections of key macroeco-
nomic variables, projected annual growth rates of real GDP
until 2024 were revised significantly downwards, compared
to the previous round of projections from November 2021.
In the three-year projection period, we expect considerably
slower economic activity and strong inflation pressures.

A strong inflationary shock is causing signs of a spiral
between nominal wages and inflation, due to the increasing
trade union pressure and a fallin the citizens’ already poor
standard of living. However, average nominal wage did not
completely follow the inflation growth, so the growth of
average real wage was much slower.

The quarterly decline in foreign exchange reserves was pri-
marily the result of uncertainty related to Russian-owned
banks, followed by a strong withdrawal of deposits from
these banks and the rest of the banking sector. After the
successful restructuring process, the situation normalised
and further outflow of deposits was stopped. In the end of
March, foreign exchange reserves, at the annual level, were
higher by more than KM 2.3 billion. Cash outside mone-
tary authorities, due to uncertainty and growing demand
for cash during the first quarter recorded a significant
increase. After several month long growth, money supply
decreased in the first quarter of 2022 due to decreased

term and savings deposits in the local and foreign currency.
Consequently, balances of reserve accounts with the CBBH
decreased in that period. The outflow of deposits recorded
in the first quarter did not affect credit dynamics and banks
recorded moderate credit growth rates.

Positive trends in foreign trade, as well as in the services
sector, continued in the fourth quarter of 2021, which affe-
cted the improvement of the balance of payments position
compared to the same period in 2020. Observed at the
level of the entire 2021, the current account deficit was
significantly lower than in 2020. Also, due to the nominal
decline in the current account deficit and the growth of
economic activity, in the fourth quarter there was a decline
in the current account deficit expressed as a percentage
of GDP. High growth rates of commodity trade achieved in
2021 were also seen in the first quarter of the current year.

Fiscal indicators improved significantly in 2021 due to the
recovery of economy after a strong economic contraction
caused by the COVID-19 pandemic. This resulted in record
revenue growth for the general government sector, which
surpassed the pre-pandemic levels. The growth of reve-
nues partly resulted from the growth of prices, which was
particularly obvious in the second part of the previous
year. Stronger inflation pressures have led to higher no-
minal allocations for public sector pensions and salaries,
representing the fiscal sector’s response to the inflationary
shock. Further increases in government spending can be
expected in the event of rising inflation pressures. In the
medium and long term, the intensity of government spen-
ding could be limited by the amount of public debt, as well
as due liabilities related to public debt servicing.

Editor in Chief
Belma Colakovié, Ph.D.
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Main economic indicators

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021*

Nominal GDP of BH. (KM million) Current Prices” 26,223 26,779 27,359 28,589 29,904 31,376 33,444 35,296 34,240 37,324
Real Growth Rate of GDP (in %)1) -1.0 25 1.2 31 3.2 3.2 3.7 28 3.1 71
Consumer Prices Growth Rate in BH? in percentage

Average Annual Growth Rate of CPI 21 -0.1 -0.9 -1.0 -11 1.2 14 0.6 -1.0 2.0
Annual Growth Rate of CPI for December 1.8 =122 -04 =13 -03 13 1.6 -0.1 -1.6 6.3
General Government Budget? asa percentage of GDP

Revenue 43.8 4.7 438 4.0 2.7 431 431 4.5 421
Expenditure® 45.8 44.8 45.8 423 41.5 40.5 40.8 40.6 474

Overall Balance 2.0 2.2 2.0 0.7 12 2.6 23 19 53

Money and Loan asa percentage of GDP

Broad Money (M2) 56.9 60.1 63.1 65.2 67.5 70.5 723 74.6 82.5 84.4
Loans to Non-government Sector 56.1 56.5 56.2 55.0 543 55.6 55.1 55.7 56.0 533

Gross Foreign Reserves

KM million 6,509 7,068 7,826 8,606 9,531 10,557 11,623 12,597 13,868 16,348
USD million 4,274 4,797 5,309 4,883 5391 6,083 7,012 7,210 8,079 9,885
In Months of Imports of Goods and Services 53 5.8 6.1 6.7 72 71 73 7.8 10.0 93

Current Account Balance

KM million -2,266 -1,425 -1,983 -1,458 -1,424 -1,520 -1,094 -985 -1,286 -802
USD million -1,488 -967 -1,345 -827 -805 -876 -660 -564 -749 -485
As a Percentage of GDP -8.6 5.3 -7.2 -5.1 -4.8 -4.8 33 -2.8 -3.8 21

Trade Balance®

KM million -7,779 -7,099 -7,874 -7,176 -7,089 -7.417 7,521 -7,965 -6,291 -7,196
USD million -5,108 -4,817 5,342 -4,071 -4,010 -4,274 -4,538 -4,559 -3,665 -4,351
As a Percentage of GDP -29.7 -26.5 -28.8 -25.1 -23.7 -23.6 -22.5 -22.6 -18.4 -19.1

External Debt of Government Sector

KM million 7212 7,563 8,442 8,693 8,872 8,147 8,198 8,140 8,726 9,348
USD million 4,861 5330 5,249 4,856 4,782 4,996 4,801 4,657 5479 5417
As a Percentage of GDP 27.5 28.2 309 304 29.7 26.0 24.5 231 25.5 24.8

External Debt Servicing®

KM million 413 685 761 581 723 983 955 794 m 773

USD million 271 465 516 330 409 567 576 454 432 467

As a Percentage of Exports of Goods and Services 49 7.6 8.2 5.7 6.7 7.7 6.7 5.5 6.3 47
Note:

1) Source: Agency for Statistics of Bosnia and Herzegovina, Gross Domestic Product for BH for IV quarter 2021, production approach, March, 2022.
*GDP for 2021 is an estimate of the BH Statistics Agency.

2) Source: Agency of Statistics of Bosnia and Herzegovina

3) Source: Central Bank of BH

4) Expenditures also include net acquisition of fixed assets.

5) Balance of exports and imports of goods on balance of payments basis includes adjustments of coverage and value done for the purpose of
balance of payments reporting, in accordance with the IMF methodology (Balance of Payments Manual, sixth edition)

6) Source: BH Ministry of Finance and Treasury
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1. INTERNATIONAL ECONOMIC ENVIRONMENT

The beginning of the year was marked by the continu-
ation of strong inflationary pressure on a global level,
which was intensified by the war in Ukraine. The big-
gestimpact on the growth of consumer prices in the EU
was the growth of energy and food prices, due to the
great dependence of European countries on Ukrainian
and Russian exports. Based on an updated assessment
of the inflation outlook and taking into account the
uncertain environment, the ECB reduced the pace of se-
curities purchases (APPs) in the coming months during
the first quarter. The growth of the money supply in the
euro area was also recorded in the first quarter of 2022,
but at a much more moderate pace as announced. The
ECB'’s key interest rates remained unchanged during the
first quarter. Yields on bonds of all euro area countries
haverisen, and the difference in borrowing costs of euro
area countries with above-average public debt relative
to the yields of German reference bonds is growing.

After high annual growth rates of economic activity at the
global level in the previous year, primarily as a result of
the base effect, growth continued in the first quarter of
this year. Growth was slower than expected, largely due to
the outbreak of war in Ukraine, which has a major impact
on economic activity and inflation. Sanctions imposed on
Russia over the war in Ukraine, as well as the recent intro-
duction of new epidemiological measures in Asia, have also
created new bottlenecks and difficulties in supply chains.
Therefore, the European Commission’s spring projections
for EU GDP developments have been revised downwards.

Graph 1.1: Annual Changes of the GDP in Selected Countries
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In the first quarter, consumer prices in the euro area conti-
nued to rise significantly, causing inflation to rise significan-
tly more than the ECB’s monetary target. Annual inflation
at the end of March in the EU and the USA was 7.8% and

9.2%, respectively. The most significant contribution to
record inflation rates in the euro area in the first quarter
was made by energy and food prices (Graph 1.2). From the
aspect of importance for individual consumption, electrici-
ty, gas and other fuels! recorded an annual price increase
of 47.5% in the euro area in March. Significant inflationary
pressure on the level of consumer prices was also made
due to the growth of food prices, which in the EU amoun-
ted to 6.9% in March, on an annual level. The growth of
consumer prices in the USA was even more evident, which
is why the FED has again increased the reference interest
rate by 50 basis points since May. The key ECB interest
rates in the first quarter remained unchanged, and their
possible increase can be expected after the cessation of
the purchase of net assets under the APP.

The war in Ukraine and the sanctions imposed on Russia
have a strong impact on the global markets for raw ma-
terials and energy, which will further intensify import
inflationary pressures. It also highlights the significant
global increase in the price of wheat after the outbreak of
war in Ukraine, given that Russia and Ukraine are among
the largest exporters of wheat in the world, and together
account for more than 25% of global supply. According to
the European Commission’s spring projections, inflation in
the euro area will reach its peak in the second quarter of
this year and then begin to decline slowly.

Graph 1.2: Trends of the Consumer Prices Index in Euro Area, at
the end of the first quarter
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The economic environment in 2022 is defined by uncertain-
ty, growing inflationary pressures and faster normalisation
of monetary policy than expected. Although the impact
of omicron-strain coronavirus on economic growth was

! The share of this component in the classification of individual con-

sumption in March 2022 was 2.8%.
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reduced in early 2022, the war in Ukraine significantly
affected economic activity and increased inflation due to
rising energy and raw material prices and disruptions in
international trade. The impact of these factors on global
inflation in the future will depend on the course of the
conflict, the impact of current sanctions, and possible
additional measures.

Monetary policy-making has become increasingly com-
plex due to slowing economic growth and rising inflation.
During the first quarter, the ECB’s interest rate on the
main refinancing operations, and the interest rates on
the permanently available lending facility from the cen-
tral bank and the permanently available deposit facility
with the central bank, remained unchanged at 0.00%,
0.25%, i.e. -0.50% respectively. Based on an updated
assessment of inflation prospects and taking into account
the uncertain environment, the ECB revised the pace of
the securities purchase programme (APP) for the coming
months during the first quarter. Monthly net purchases
under the APP will amount to EUR 40 billion in April,
EUR 30 billion in May and EUR 20 billion in June, while
net purchases in the third quarter will be adjusted based
on new data on economic trends. As announced by the
ECB, if the new data confirm the expectation that the
medium-term inflation outlook will not weaken even
after the reduction of net purchases of securities, net
purchases under the APP will be completely suspended
in the third quarter. In this regard, the ECB’s key interest
rates are expected to be gradually adjusted as early as
the beginning of the third quarter, with two rate increa-
sesin July and September. This strategy implies that, by
the beginning of the fourth quarter of 2022, the ECB is
expected to leave the zone of negative rates.?

Unlike the ECB, central banks in the USA, UK and Austra-
lia have already started raising their key interest rates
late last year. According to the latest information from
May, the Bank of England (BoE), in order to mitigate the
effects of inflation, which is now projected to reach 10%
this year, has raised its rates to 1%, their highest level
since 2009. Market expectations are that BoE will raise
its rates to 2% -2.25% by the end of 2022. The FED also
raised its key rate by 50 bp again in May, the biggest jump
in 22 years.® In addition, the FED announced that from
June 2022, they will start reducing their USD 9 trillion in
balance sheet assets, accumulated during the coronavi-
rus pandemic, in order to contribute to bringing inflation
under control.

2https://www.ecb.europa.eu/press/inter/date/2022/html/ecb.
in220530~bc5¢f9621c.hr.html

*https://www.federalreserve.gov/monetarypolicy/files/mone-
tary20220504al.pdf

Graph 1.3: Key Interest Rates of the Leading Central Banks,
Selected Countries
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Since the outbreak of the pandemic, the ECB has bought
over EUR 2 trillion in euro resident securities to stabili-
ze markets and boost the economy. The growth of the
money supply in the euro area was also recorded in the
first quarter of 2022, but at a much more moderate pace
as announced (Graph 1.3). The purchase of Eurosystem
securities remained the only source of asset growth, and
the recorded quarterly asset growth rate of 3.5% was
below 4% for the first time in two years. Loans to euro
area credit institutions did not change compared to the
previous quarter.

Graph 1.4: The Federal Reserve Assets, Selected Items
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Total assets in the FED's balance sheet reached a value
of almost USD 9 trillion (Graph 1.3). The increase in total
assets was fully defined by the increase in securities
purchases, which increased by about USD 1.53 trillion
reflecting the continuing net purchases of securities by
the Federal Open Market Committee (FOMC). As was the
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case at the last session in December, during the last five
months of 2022, the FED decided to raise its key interest
rate twice as much as 1% in May 2022. At the last session
held at the beginning of the second quarter of 2022, it
was also decided to continue with a significant reduction
in monthly securities purchases, and the decline in FED
assets is already visible in data from early May and should
continue in the future. Starting 1 June 2022, for treasury
securities, the upper limit on the purchase of securities
will initially be set at USD 30 billion per month, and after
three months will increase to USD 60 billion per month.
For mortgage-backed securities, the upper limit on the
purchase of securities will initially be set at USD 17.5 billion
per month, and after three months will increase to USD 35
billion per month.

In the reporting period, yields on the secondary market of
ten-year EU bonds were affected by high inflation, rising
reference interest rates of some central banks and expe-
ctations regarding the change in the direction of the ECB’s
monetary policy. The best indicator of a complete change
in financial conditions and risk perception are yields on
German ten-year bonds, which become positive for the first
time in 3 years (Graph 1.5). The growth in yields on German
bonds, which are the reference value for the capital market
in the European Union, is also reflected in the yields on
other government bonds, which mostly increased signifi-
cantly more than the yield on German bonds. In the group
of countries with above-average growth in yields, yields on
Croatian bonds increased the most (1.7 percentage points),
followed by two countries in the Eastern European region,
Hungary, Poland, with an increase in yields of 1.52 pp and
1.48 pp, respectively.

Graph 1.5: Public Debt against the GDP in Euro Area
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The growth and the rate of yield on ten-year bonds in
Hungary and Poland is a consequence of the growth of re-
ference interest rates of the Hungarian and Polish national
banks, i.e. restrictive monetary policy aimed at reducing

inflation. At the end of the first quarter, Romania had the
highest rate of yield on ten-year bonds in the EU (6.2%),
and only the Netherlands with (0.34%) deviated slightly
from German yields (0.28%). All other countries record
more than twice the rate of yield. The growth of the devia-
tion of the yield of most countries relative to the German
yields implies a further growth of the public debt costs of
the EU countries, especially in the conditions of the expe-
cted beginning of the restrictive monetary policy of the
ECB and the change of the FED’s monetary policy. After a
period of convergence of euro area yield rates due to the
effects of APP and other securities purchase programmes,
their dispersion occurs during the normalisation period and
countries with relatively high levels of public debt record
strong yield growth.

The trend of rising oil prices continued in the first quarter
of 2022, and was especially intensified at the beginning of
the war in Ukraine, when at one point the price reached
its highest value since 2008. The average price of crude
oil (Brent type) reached the level of USD 117.5 per barrel
in March, which represents an annual growth of 79.3%
(Graph 1.6). High oil prices are primarily the result of fears
that due to the war in Ukraine and sanctions imposed by
the West, there could be a disruption in supplies from
Russia, the world’s largest oil exporter after Saudi Arabia.
Additional impetus to the rise in prices was given by the
resistance of the OPEC member countries to the call of
the countries of the largest oil importers, led by the USA,
to increase production and thus lower the global prices of
this energy source. The announcement of the USA and its
allies about the release of certain quantities of oil from their
strategic reserves brought certain positive changes, which
currently reduced the price of oil, also providing the room
for manoeuvre for possible future interventions of this
type. According to the latest available data, the decision
of the state energy company of Saudi Arabia to increase
the price of crude oil (such as Arab Light) for deliveries in
Asia by as much as USD 9.35 per barrel gave additional
impetus to price growth.




CBBH Bulletin 1 2022

Graph 1.6: Oil Prices and Annual Changes
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Text box: Trends in food and energy prices in the light of
the war in Ukraine

After many years of consumer price stability, inflation has
become an economic challenge recently. Central banks
around the world have long been of the opinion that in-
flation is a transitory pandemic and that, by normalizing
distribution chains and bringing the Covid-19 virus under
control, consumer prices will stabilize. However, the war
events in Ukraine gave additional impetus to the growth of
consumer prices, primarily of energy and food, maintaining
them at historically high levels. At the beginning of 2022,
the monetary authorities made a turnaround and began to
tighten monetary policy.

In March 2022, average consumer prices in the EU recor-
ded an annual growth of 7.8%. The biggest impact on the
growth of consumer prices in the EU was the growth of
energy prices (electricity, gas and other fuels), due to the
great dependence of European countries on Russian energy
and fear of possible interruptions in their distribution due
to the war in Ukraine and Western sanctions on Russia.
The food department also recorded a significant annual
inflation rate at EU level of 6.9%. In the USA, the growth
of consumer prices is even higher, so that in March there
was an annual growth of consumer prices of 8.5%, which
is the highest growth since December 1981.

Inflationary pressures faced by the world are largely cau-
sed by the supply-side factors. The rise in energy prices in
the last two years is the largest since the 1973 oil crisis,
while food prices, of which Russia and Ukraine are major
exporters, as well as agricultural fertilizers, have risen the
most since 2008. According to the Food and Agriculture
Organisation of the United Nations (FAQ), food prices re-
ached a historic maximum globally in March, with 29% of
world wheat, 19% of corn and as much as 78% of sunflower
oil exports coming from Ukraine and Russia. As of April
this year, the price of wheat increased by 153.6% compa-

red to the average price of the three pre-pandemic years,
corn 113.6%, while the price of sunflower oil rose almost
threefold (Graph 1.7).

Graph 1.7: Growth Rates of Selected Goods Prices, Average
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The global level of grain prices rose further after Russia
banned their exports in March, followed by some other
countries, including India, the world’s second-largest wheat
producer. Although wheat production in India is largely
destined for the domestic market, world traders hoped to
be able to make up for the reduced supply from Ukraine
and Russia with Indian stocks. More than half of the wor-
ld’s sunflower oil production came from Ukraine, and its
production was significantly reduced due to the war. On the
other hand, in order to satisfy the needs of the domestic
market, Russia, as the second largest producer of sunflower
oil, introduced quotas on the export of this agricultural pro-
duct. Ukraine exported about 30% less grain in April than
last year. Although the EU receives 36% of grain imports
from this country, the European Commission believes that
the EU’s internal market can only absorb these shocks.

Prices of agricultural products are largely affected by the
growth of factors of production, primarily oil (more details
on the movement of oil prices in Chapter 1) and fertilizers.
High natural gas prices have raised the prices of fertilizers
that use fossil fuels as a production input, so that the price
of ureain April recorded an annual growth of 181.9% (USD
925 per ton). High prices of agricultural fertilizers are a con-
sequence of farmers’ concerns that sanctions against Russia
could lead to supply disruptions, given that in 2021 Russia
was the largest exporter of nitrate fertilizers and the second
largest exporter of potassium and phosphorus fertilizers.

High prices of natural gas and oil are leading to a reo-
rientation of energy trade, and as one of the alternatives,
coal is again being an option, which is recording significant
demand, as well as rising prices. Rising energy prices thre-
aten to delay the transition to cleaner forms of energy,
and several countries have also announced an increase in
fossil fuel production. On the other hand, high metal prices
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increase the price of renewable energy, which requires
metals such as aluminium and nickel to produce batteries.

In addition to rising prices of factors of production, aggra-
vated distribution chains have an additional impact. Na-
mely, due to the Chinese policy of strict anti-pandemic
measures, the container port in Shanghai, as one of the
busiest in the world, was in strict isolation in April, which
further affected delays and increased transport costs. The
average retention time of goods before delivery in this
port was 8 days in April, which is 75% longer than the time
when the port operates under normal circumstances. Al-
though Chinese ports are considered the most efficient, the
growth of container traffic globally is due to growth outside
Chinese ports. Despite the growth of container traffic,
much more ships are currently waiting to be unloaded in
ports than was the case in the years before the pandemic.

According to a World Bank’s report, energy prices are expe-
cted to rise by more than 50% in 2022, followed by stabi-
lization in 2023 and 2024. It is estimated that the price of
wheat in the current year will increase by more than 40%,
reaching a record value in nominal terms, while metal prices
should increase by about 16%, before stabilization in 2023.

The COVID-19 crisis has had a strong impact on the growth
of public spending in countries around the world in the past
two years. After the end of the pandemic, inflationary pre-
ssures, which were intensified by the outbreak of the war in
Ukraine, caused increased allocations for public spending.
In the countries of the region, according to the plan for
allocations for public spending in 2022, significant funds
are planned for salaries and social allocations (Graph 1.8.).

Graph 1.8: Plan of Contributions for the Public Consumption in BH

and in the Countries of the Region in 2022
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2. REAL SECTOR

Economic activity recorded significant growth in the
fourth quarter of 2021, as a result of both the low base
from the previous year and the record export activity at
the same time. After an intensive growth of industrial
production in the previous year, at the beginning of the
current year amore moderate growth was recorded, to
which the processing industry production contributed
the most. The first quarter recorded a record rise in con-
sumer prices, as a result of strong growth in the prices
of raw materials, energy, food and oil on the interna-
tional market, especially after the outbreak of war in
Ukraine. Inflationary pressure on the domestic market
was mostly exerted by the food, beverage and transport
sectors. Producer prices of industrial products also
continued to grow intensely, especially in the industrial
groups of energy and intermediate goods. At the end of
the first quarter, a record low number of unemployed
persons was recorded, with an ever increasing rise in
average nominal wages in the labour market.

2.1 Gross domestic product

According to the latest available official data*, in the fourth
quarter of 2021, real economic activity grew by 7.5% com-
pared to the same quarter last year, mostly as a result of
the low base from the previous year when the coronavirus
pandemic caused restrictions on the flow of goods and ser-
vices. At the same time, real GDP growth was significantly
slower than nominal growth (11.2% on an annual basis),
due to evident price growth in the fourth quarter of 2021.

Observed by areas of classification of activities, at the
annual level, the most pronounced growth of real activity
was still expected by the hospitality and catering indu-
stry with 50.1%. Trade and manufacturing (Graph 2.1) also
recorded strong growth by 17.1% and 8.8%, respectively.
These activities were reduced in the same period last year.
Also, strong growth in real economic activity was recorded
in transport and communications. On the other hand, a
sharp decline in economic activity was recorded in mining.

“Source: BH Agency for Statistics, March 2022.

Graph 2.1: Annual Change of Activities per Industry
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It clearly follows from the monitored movement of real
activity according to the expenditure approach by compo-
nents (Graph 2.2) that exports of goods and services had
the most significant contribution to real GDP growth at
the end of the fourth quarter. Also, continued growth was
recorded in the sphere of household consumption and gross
investment. Significant growth in imports of goods and ser-
vices had a negative effect on the current account balance
and overall economic activity. Comparing the movement
of real GDP according to the expenditure and production
approach, almost identical growth was recorded in the
fourth quarter. At the same time, nominal GDP, according
to the expenditure approach, recorded identical growth in
activity and real value, which indicates almost unchanged
prices measured on the basis of deflators. In the current
year, the growth of real GDP is expected to slow down, due
to the disappearance of the base effect and the increase
in inflationary pressure.

Graph 2.2: Contribution of the GDP Annual Change per Expenditures
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Text box: CBBH spring projections of economic activity

In the spring round of macroeconomic projections, official
quarterly data from the end of 2021, high frequency data
until April of the current year, and projections of exogenous
variables for the period of 2022, 2023 and 2024 were used.
In the three-year projection period, we expect markedly
slower economic activity and strong inflationary pressures.
Projections for 2024 are the first published by the CBBH,
while the 2022 and 2023 values are revised projections
compared to the previous, autumn round of projections. The
key deviation in this round of projections from the previous
round concerns the global inflation growth trend intensified
by the outbreak of the war in Ukraine, which caused, among
other things, strong shocks in world markets for energy,
food and production materials, with supply chains further
strained as the epidemiological situation in China worsens.

According to the current projection, real GDP is expected to
grow by 2.8% in 2022 (Graph 2.3) and compared to the au-
tumn round of medium-term macroeconomic projections,
the growth rate has been revised down by 1.1 percentage
points in 2022, and 61 basis points for 2023, as a result
of a completely different macroeconomic environment.
Preliminary assessment of economic activity in 2024 is
modest, given the level of development of the country. In
the projection horizon, we expect stagnation of personal
consumption as the most important component of GDP
expenditure calculation, due to high inflationary pressure
on household disposable income. The projected real growth
of exports in 2022 is the result of an increase in foreign
demand, which has partially replaced the disruption in
global distribution chains in the domestic market, primarily
from East Asia. The expected growth of investments in
2022 is mostly the consequence of the low base, bearing
in mind that only at the end of the current year, total inve-
stments reach pre-pandemic levels from 2019. We expect
a slight increase in real government spending, primarily
as a result of rising expenditure on wages and pensions.

Graph 2.3: Contribution to the GDP Annual Change per its Integral
Parts
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Inflationary shock represents the most significant risk for
economic activity in the projection horizon. Compared to
the autumn round of projections (Graph 2.4), the record
growth of inflation mostly causes significant revisions of
all macroeconomic indicators in the projection period. The
most significant contribution to the growth of prices in
the coming period is expected from the sectors of food,
transport and administrative prices, where overheads are
specially singled out. In 2022, we expect inflation measured
by consumer prices in the amount of 7.7% (Graph 2.5), while
in the next two years of the projection horizon we expect
significantly higher inflation rates compared to historical
average consumer prices. The growth of inflation is influen-
ced by the aforementioned shocks on the world energy and
food markets, but also by the already visible growth of other
domestic prices, which is especially reflected in the record
growth of producer prices. Furthermore, a strong inflati-
onary shock is causing signs of a spiral between nominal
wages and inflation, due to growing Trade Union pressure
and a fall in the citizens’ already poor standard of living.

Graph 2.4: Contribution of the Price Sections in Different Projection
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Graph 2.5: Contribution to the Annual Change of Consumer Prices
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As for other projections of macroeconomic indicators,
global uncertainty and more restrictive conventional and
unconventional monetary policies of leading central banks
will cause interest rates to rise over the projection horizon.
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In the current year, we expect moderate growth in loans
to households and companies of up to 3.0%. In the labour
market, the growth of the number of employed persons
of 3.2% is expected to continue in the current year, while
at the same time the growth of average nominal net wa-
ges of 8.6% is expected, mostly due to strong growth of
minimum wages during the year. Cost inflation in the real
estate market, which is reflected in the record growth of
construction materials, will create additional pressure on
the continued growth of average real estate prices in the
current year. The trend of rising real estate prices is also
present in many EU countries and is one of the significant
indicators of macroeconomic imbalances in recent years.

2.2 Industrial production

After a record growth of industrial production in the pre-
vious year, at the beginning of the current year a more
moderate growth was recorded, and at the end of the first
quarter it amounted to 3.2% compared to the same period
last year. An increase in industrial production of 6.2% was
recorded compared to the same period in 2019, before the
beginning of the coronavirus pandemic. The growth of the
industrial production contributed the most to the record
growth of exports of goods and services.

Observed by industrial areas, the annual growth of indu-
strial production was influenced by the strong growth of
the processing industry production. On the other hand, in
the first quarter there was a decline in electricity and gas
production (Graph 2.6).

Graph 2.6: Contribution to the Annual Growth Rate of

Industry per Industrial Areas
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Positive examples of business in the first quarter came
from most industry activities, although only a few acti-
vities recorded growth above 0.5% (Graph 2.7). The most
significant contribution to the growth of annual production
came from the metal industry activities. In addition to the
above-mentioned significant decline in electricity and gas
production, a slight decline in production was recorded in
mining and quarrying.

Graph 2.7: Contribution to the Industry Annual Growth Rate per

Activities, at the end of March
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2.3 Prices

The first quarter recorded a record rise in consumer pri-
ces, as a result of the base effect, and as a result of strong
growth in prices of raw materials, energy, food and oil
on the international market, especially after the outbreak
of war in Ukraine. For the first three months, consumer
prices rose by 8.4% on an annual level. Producer prices of
industrial products continued to grow strongly (Graph 2.8),
with special emphasis on prices in the industrial groups
of energy and intermediate goods, which recorded annual
growth of 18.2% and 19.8% at the end of the first quarter,
respectively. Looking at industrial areas, producer prices
in the manufacturing industry on the domestic market
recorded an annual growth of 19.1%, while prices in electri-
city production for the foreign market recorded an annual
growth of as much as 166.5%°.

Graph 2.8: Annual Changes in Production and Consumer Prices,
at the end of quarter
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At the annual level, at the end of the first quarter, inflati-
onary pressure on consumer prices was mostly exerted by

° See Chapter 4.3. Foreign trade.
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the food and beverage and transport sectors (Graph 2.9).
Food prices mostly contributed to the growth of inflation,
and almost half of the total inflation was related to food
and non-alcoholic beverages. The higher inflation rate in BH
should be viewed in the context of lower level of inflation
in BH, compared to the euro area, in previous years. In the
euro area, prices of all sectors of the average consumer
basket increased (Graph 2.10), while in the domestic market
the prices of clothing and footwear continuously decreased
the average consumer prices.

Graph 2.9: Contributions to the Annual Change Rates of
Consumer Prices at the End of Quarter
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Graph 2.10: Contributions to the Annual Rates of Consumer
Prices Change in Euro Area
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It clearly follows from the annual change in consumer pri-
ces for the first three months that the prices of food and
non-alcoholic beverages, transport, and overheads contri-
buted the most to rising inflation. On the other hand, the
continuous deflationary pressure on the general price level
comes from the clothing and footwear sector. At the end
of the first quarter, there was an annual increase in prices
in the food and non-alcoholic beverages, and transport,
of as much as 14.8% and 24.5%, respectively (Graph 2.11).

Graph 2.11: Annual Change of Consumer Prices, per months,

and cumulatively
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The continuation of the high inflation rate, which is expe-
cted in the next reporting period, is a consequence of furt-
her growth in food and energy prices on the international
market. In the context of rapid inflation estimates for the
first half of the current year, inflationary pressures are
expected to weaken slightly in the second half of the year,
but primarily due to the higher base effect from the pre-
vious year.

2.4 Wages and employment

Trends in labour market indicators indicated an improve-
ment in the situation compared to the previous quarter
(Graph 2.12). At the end of the first quarter, a record low
number of unemployed persons was recorded, with a signi-
ficant increase in employment, which only reached the level
before the coronavirus pandemic at the end of the previous
year. The stronger decline in the number of unemployed
than the increase in employment can be partly explained
by the increase in the number of pensioners.

Graph 2.12: Number of the Unemployed and Annual Changes
at the Labour Market
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Compared to the fourth quarter of 2021, there is a notice-
able increase in the number of employed persons (Graph
2.13), primarily due to the growth of employment in trade,
and information and communication. On the other hand,
a decrease in the number of employed persons was re-
corded in the real estate, construction and industrial se-
ctors (Graph 2.14). If the first quarter data are compared
with those from the time before the proclamation of the
coronavirus pandemic, the largest decline in the number
of employees was recorded in real estate, hospitality and
catering sectors. On the other hand, the most pronounced
growth compared to the time before the pandemic was
recorded in information and communications and health
sectors.

Graph 2.13: Quarter Change in Number of the Employed at

Cumulative Level
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Since the beginning of the current year, the labour market
has been affected by the strong growth of nominal net
wages on an annual basis, which is partly caused by the
acceleration of inflationary pressure and the adjustment
of wages. Strong inflationary shock causes signs of a spiral
between nominal wages and inflation. The average net
wages at the end of the first quarter, compared to the same
month last year, was nominally higher by 10.4%. In the first
quarter, wage growth was recorded in all activities, with
the most pronounced growth recorded in administrative
and support service activities, hospitality and catering,
real estate, entertainment and recreation. Given the record
growth of average consumer prices on a quarterly basis,
real net wages in the first quarter recorded much slower
growth than nominal wages (Graph 2.15).

Graph 2.15: Trends of Average Wages at Quarter Level
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3. FINANCIAL SECTOR

The first quarter of 2022 recorded a decrease in fo-
reign exchange reserves. Cash outside the monetary
authorities in the structure of reserve money, due to
uncertainty and growing demand for cash, recorded
a significant increase during the first quarter and af-
ter several months of growth, there was a decrease in
money supply in a broader sense. In the first quarter
of 2022, the growth trend of the base for calculating
required reserves was stopped, as well as the surplus
above the required reserves. Significant outflow of
deposits from banks did not stop banks’ lending acti-
vity, nor did the growth of interest rates on certain
categories of time deposits contribute to the growth
of total bank deposits. Some BH banks continued to
reduce foreign assets which, due to a smaller declinein
foreign liabilities compared to foreign assets, led to a
decrease in net foreign assets of the banking sector. In
the public debt market of the BH entities, the situation
remained unchanged, Republika Srpska continued to
borrow, while the Federation of Bosnia and Herzegovi-
na did not issue public debt. There is also a difference
between the entities in the equity securities market,
and the stock market indices on the BLSE, as opposed
to those on the SASE, have recorded growth.

3.1 Foreign exchange reserves and
monetary trends

At the end of March 2022, net foreign exchange reserves
amounted to KM 15.95 billion, and compared to December
2021, they decreased by KM 392.84 million (Graph 3.1.). The
quarterly decline in foreign exchange reserves is primarily
the result of uncertainty created by Russian-owned banks,
after which a strong withdrawal of deposits from these
banks and the rest of the banking sector began. After the
successful restructuring process, the situation normalised
and further outflow of deposits was stopped. Compared
to February 2022 alone, net foreign exchange reserves in
March decreased by KM 384.5 million. After a significant
decrease in January 2022, the foreign liabilities of banks
decreased only slightly in February, the same as in March.
Unlike foreign liabilities, foreign assets of some banks re-
corded a significant decline during the first quarter of 2022,
and the decline decreased not only in loans to non-resi-
dents, but also in foreign currency holding (more informa-
tion in Chapter 3.3.2). The quarterly balance of purchases
and sales with commercial banks and internal depositors
was negative and amounted to KM 257.8 million, and the
repayment of foreign debt for the first three months of
2022 amounted to KM 165.97 million. At the annual level,
foreign exchange reserves increased by KM 2.31 billion.

Graph 3.1: The CBBH Foreign Exchange Reserves
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According to the report on the Currency Board arrange-
ment, the foreign exchange reserves of the CBBH as of 31
March 2022 exceeded the CBBH liabilities by KM 646.2
million, and the coverage of monetary liabilities by the fo-
reign exchange reserves of the CBBH at the end of the first
quarter amounted to 104.22%. The decline in the coverage
ratio is, in addition to the abovementioned, a consequence
of changes in the fair value of the investment portfolio due
to increasing yields on foreign markets.

Cash outside the monetary authorities in the structure of
reserve money due to uncertainty and growing demand for
cash during the first quarter recorded a significant incre-
ase (KM 409.9 million). The reduction of banks’ deposits
with the monetary authorities in the amount of KM 723.5
million had a strong impact on the quarterly decrease in
reserve money (KM 291.1 million), due to the sudden wit-
hdrawal of deposits of population and non-financial com-
panies from banks. Despite intensive outflows of deposits
in the observed period, the banking sector showed that it
is extremely liquid and the stability of this sector was not
endangered. The balance of reserve money is still above
the situation from the third quarter of 2021, and compared
to the same period last year, reserve money is higher by
16.79%. (Graph 3.2).
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Graph 3.2: Quarterly Changes in Reserve Money Components
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After several months of growth, monetary trends in the
first quarter of 2022 were marked by a decrease in the
money supply in a broader sense, almost entirely caused
by a decrease in other deposits in domestic and other de-
posits in foreign currency® (Graph 3.3). As a result, the
quarterly decline in the monetary aggregate QM amo-
unted to as much as KM 490.1 million. If considered by
maturity, compared to the previous quarter, all deposits
decreased, and the largest decrease in deposits occurred
in the position of other (long-term) deposits (5.26%), and
only in the household sector the share of others in total
deposits decreased by 0.5 percentage points. In addition
to the already mentioned growth of cash outside banks,
transferable deposits in domestic currency decreased by
KM 417 million, so the monetary aggregate M1 in the last
quarter recorded a decrease of KM 102.1 million. At the
end of March 2022, the money supply achieved an annual
growth of 7.2% with a decline in total transferable and
other deposits of domestic sectors).

Graph 3.3: Components of Monetary Aggregates, Positions
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¢ According to the methodology, other deposits in domestic and other
deposits in foreign currency imply time and savings deposits.

Due to changes in reserve money as well as in monetary
aggregates recorded during the first quarter, the mone-
tary multiplier M2 did not record significant changes. The
slower decline of the monetary aggregate M1 compared
to the decline of reserve money, caused that the monetary
multiplier for M1 showed a slight increase in the last three
months (Graph 3.4). Without a significant growth of time
and savings deposits of domestic sectors, which is prima-
rily conditioned by the return of depositors’ confidence in
the banking sector as well as the level of interest rates on
time deposits, no significant growth of money multiplier
M2 can be expected.

Graph 3.4: Monetary Multiplication

150 2.50
1.45 - 245
1.40 - 240
135 - 235
130 - 230
125 - 225
1.20 - 220
115 - 215
110 - 210
1.05 - 2.05
1.00 - 2.00
g 8 8 8 8 838 538 388 8 8
——Monetary multiplication M1 (lhs)
—— Monetary multiplication M2 (rhs)
Source: CBBH

The quarterly trend of the money supply, reviewed by coun-
ter-items in the observed period, was determined entirely
by the decrease in net foreign assets (Graph 3.5). After
several months of growth, net foreign assets at the end
of the first quarter recorded a significant decline of KM
752.9 million. In addition to the decline in foreign assets,
the decrease in net foreign assets was also affected by the
quarterly decrease in foreign liabilities (detailed in section
3.3.3). In the structure of claims on domestic sectors, no
significant oscillations were recorded compared to the
previous quarter.
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Graph 3.5: Quarterly Changes of M2 and Counteritems of Money
Supply
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3.2 Required reserves

In the first quarter of 2022, the growth trend of the base for
calculating the required reserves (RR) was stopped, as well
as the surplus above the required reserve. The significant
decrease in the balance of reserve accounts with the CBBH,
recorded primarily in March, is the result of the introdu-
ction of sanctions against Russian-owned banks and the
consequent panic among domestic depositors. The average
basis for calculating the RR at the end of the first quarter
of 2022 amounted to KM 29.69 billion, and is lower than
the average situation in the fourth quarter of 2021 by KM
224.5 million. Compared to the same period last year, the
basis for calculating the RR is higher by KM 1.82 billion. The
recorded quarterly decrease in the base for calculating the
RR is the result not only of the decrease in total deposits
of domestic sectors in the first three months of 2022, but
it also partly resulted from the decline in foreign liabilities
in the first three months.

Since the beginning of implementation of decision on intro-
ducing a remuneration for foreign currency base since 01
June 2021 at the aggregate level there was an increase in
the base in KM in the amount of KM 1 billion and a decrease
in the base in foreign currencies and with a currency clause
cumulatively in the amount of KM 186.25 million. The trend
of increasing the base in KM was present even before the
reported period. Total holdings on reserve accounts with
the CBBH at the end of the accounting period amounted
to KM 6.28 billion and were lower than at the end of the
year by KM 803 million. The significant decrease in CBBH
reserve account holdings, recorded in March, is the result
of the restructuring of two Sber Group commercial banks
in BH and the consequent sharp withdrawal of deposits
mostly from these banks, whose total quarterly base dec-
line was over 50% at the entire system level. Despite the
significant reduction in total account holdings with the
CBBH, there are no indications that the liquidity position
of banks in the last accounting period in March was in any
way threatened. Consequently, due to the decrease in total

account holdings with the CBBH in the observed period,
the implicit reserve requirement rate decreased compared
to the previous quarter and had a value of 21.5% at the end
of March (Graph 3.6).

Graph 3.6: Balance of Reserve Accounts with the CBBH and Implicit
Rate of RR
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Due to the reduction of the base for calculating the RR, the
average required reserve, which grew in the first two mon-
ths of this year, decreased again in March to the December
level of KM 2.9 billion. At the end of the first quarter of
2022, the average surplus above the required reserve was
reduced by KM 691 million due to geopolitical tensions and
adecrease in bank deposits in the first quarter (Graph 3.7).
According to the latest available data, strong outflows of
bank deposits were stopped at the beginning of the second
quarter of this year and reached their peak at the end of
the first quarter of 2022.

Graph 3.7:
Quarterly Changes of Excess Holdings above Required Reserve
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The Governing Board of the Central Bank of Bosnia and
Herzegovina (CBBH), at its session held on 27 October
2021, decided to change the rate of remuneration for funds
above the required reserve on the reserve accounts of
banks with the CBBH to -0.75% (ECB Deposit Facility Rate
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reduced by 25 basis points). The decision made by CBBH
GB to increase the remuneration to the surplus above the
required reserve came into force on 01 January 2022. This
decision aims at discouraging banks from holding a signi-
ficant amount of funds above the required reserves with
the CBBH. Given the circumstances created by the new
shocks on the market, the effects of the beginning of the
application of this decision cannot be clearly distinguis-
hed during the first quarter. The CBBH did not change the
reserve requirement on the basis of the base in foreign
currencies and in the domestic currency with a currency
clause in the first quarter of 2022, and it is equal to the
rate applied by the ECB to deposits of commercial banks
(Deposit Facility Rate) reduced by 10 basis points, which is
currently -0.60%. The CBBH kept the RR rate unchanged
during the first quarter of 2022, at 10%.

3.3 Commercial banks' activities

The outflow of deposits recorded in the first quarter did
not affect credit dynamics and banks recorded moderate
credit growth rates. Banking panic has caused a significant
reduction in banks’ deposit potential, but due to strong
growth in the last two years, the state of deposits is still
significantly above pre-pandemic levels. In the observed
period, interest rates on certain categories of new-term de-
posits increased. Banks continued to reduce foreign assets,
and their decline was greater than the decline in foreign
liabilities, which affected the decline in net foreign assets.

3.4 Loans

In the first quarter of 2022, as a consequence of the gre-
atest demand for loans, there was a quarterly increase in
loans to private non-financial companies of 1.7%. Credit
growth of this value was last achieved in the first half of
last year, while the annual credit dynamics of this sector
in the reporting period has not yet reached pre-pandemic
growth rates (Graph 3.8). The contribution to the annual
credit growth (3.8%) of the non-financial companies and
households sectors is approximately the same as in the
previous quarter and amounts to 1.3 percentage points
(pp) and 2.7 pp, respectively.

Graph 3.8: Annual Growth Rate of Loans of BH Banks
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In the reporting period, the growth of housing loans and
consumer non-purpose loans to households continued,
and the annual growth rates were higher than a year ago
(Graph 3.9). The contribution to the annual growth of total
loans to households is completely differently distributed in
the two main segments of loans to households. The annual
growth rate of housing loans is still significantly higher than
the growth rate of consumer non-purpose loans, but due
to higher levels of consumer non-purpose loans contribute
more to the growth of retail loans (3.4 percentage points)
compared to housing loans (2.2 percentage points). Due to
the base effect, high credit growth rates were maintained,
especially in the area of housing loans, which grew at a rate
of 10% (g/g-4), which is twice the growth rate of consumer
non-purpose loans.

Graph 3.9: Annual Growth Rate of Loans to Households
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3.3.1 Deposits

In the first quarter of 2022, the almost two-year period of
intensive growth of total bank deposits was interrupted.
The cause of the sudden and unexpected decline in de-
posits (Graph 3.10) of two major sectors of the economy
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(households and private non-financial companies) is the
start of the war in Ukraine and the exclusion of Russian
banks from SWIFT (more in the text box), where the total
deposits of banks in three months decreased by KM 1.01
billion (-3.6%) and most of this decline occurred in the se-
cond half of February and during March. In three months
(December 2021 - March 2022), deposits of banks from the
Sber Group decreased by 352 million or by 15.5%, and from
the end of January to the end of March 2022, deposits of
this group decreased by 18.32%. Despite the extremely high
outflow of deposits, there were no consequences for banks’
lending activity, which implies that banks have adequate
credit potential and that the liquidity of the banking sector
is high. Social protection funds went through the largest
relative decline in deposits, due to internal inflows and out-
flows of deposits. According to the movement of deposits,
public non-financial companies did not record significant
oscillations during the first quarter.

Graph 3.10: Deposits of BH Banks
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Deposits of private non-financial companies, even after
several consecutive quarters of growth, fell by KM 231 mi-
llion, which is a decrease of 4.2% compared to the previous
quarter. This shock did not affect the banks’ lending activity
and they continued (household sector) or increased (private
non-financial companies sector) their lending activity.

As during any banking panic, household deposits decreased
the most (Graph 3.11), which are lower by KM 906 million
compared to the previous quarter at the end of March. From
the end of January to the end of March, deposit owners, na-
tural persons, withdrew a total of KM 936 million from BH
banks. As long-term deposits decreased the most, banks
were deprived of a significant part of long-term sources
from which they finance long-term loans, which further
worsened the maturity structure of total deposits. Long-
term deposits decreased by 6.9% compared to the previous
quarter, and the total decrease in household deposits in
these three months was 6.5%.

Graph 3.11: Quarterly Changes in Deposits of BH Banks
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Text box: The impact of the war in Ukraine on the outflow
of deposits from domestic sectors

Information about the outbreak of war in Ukraine and
especially the introduction of sanctions on the Russian
financial sector, caused panic among depositors of Russian
banks in Europe, who began to withdraw their deposits
en masse from all banks owned by Russian residents, not
only those sanctioned. Immediately after the start of the
war in Ukraine, seven Russian banks were excluded from
SWIFT by the decision of the EU bodies. Depositors reacted
particularly intensely to Sberbank AG Europe, which was
owned by Sberbank Russia, as well as to banks owned
by it in Croatia and Slovenia. Immediately after the start
of the war, on the BH banking market, depositors began
withdrawing deposits from two banks owned by Sberbank
of Europe AG, Sberbank a.d. Banja Luka and Sberbank d.d.
BH, causing panic in the market. Both banks were extre-
mely solvent and extremely liquid, with a share of cash
in assets of about 30%, but the demand for liquidity of
creditors of these banks was so great that banks began
to delay the payment of deposits, which led to further
growth of distrust. Significant cancellation of time deposit
agreements and withdrawal of demand deposits occurred
even in those banks that did not have any ownership or
business relationship with Russia. The decrease in bank
deposits from the end of February was carried over to
the whole of March, and compared to the end of January,
deposits decreased by 4% in March. The decrease in bank
deposits was the largest in the last week of February, when
the monthly decline in deposits was 347 million KM, and
the March monthly decrease in deposits was KM 763 milli-
on which, despite the large outflow of deposits in March,
indicates a gradual decline in demand for currency and
cash. As always, in such market events, deposits of the
most liquid sector, the household sector, decreased the
most, by KM 963.6 million. As the deposits of non-financial
private companies grew for 4 consecutive quarters, their
decrease of KM 367.3 million (1/2022 - 3/2022) may also be
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related to the massive outflow of deposits related to the
war and EU sanctions against Russia, and not with sudden
investment spending. Some of the unexpected and massive
demand for currency was settled by the banks from their
own treasuries, and the payment of other foreign means
of payment was provided through the purchase and sale
of KM in exchange for currency with the CBBH. The CBBH
sold currencies and foreign currencies to commercial banks
in the total net value of KM 98.4 million in February and
KM 302.2 million in March, respectively, and as the balan-
ce of KM sales was positive in the previous few months,
a part of these foreign means of payment was used to
maintain the currency liquidity of some banks. The lar-
gest outflow of deposits in the first quarter occurred in
the transactions of retail deposits in domestic currency
(-6%), household demand deposits in domestic currency
(-10%) and long-term household deposits in foreign cu-
rrency (-6.7%). The decrease in household time deposits
(3/2021 - 1/2021 = -6.7%) could be a limiting factor for
further expansion of long-term loans and could negatively
affect future investment activity. Regardless of the massive
outflow of deposits, which amounted to KM 428 million
(1/2022 - 3/2022) in two banks from the Sber Group, the
banking system managed to maintain stability. The latest
available data show that massive outflows of deposits have
been stopped after the successful restructuring of banks
and that withdrawn deposits have begun to return in part
to the BH banking sector.

3.3.2 Foreign assets and foreign liabilities of
commercial banks

Although the end of last year, as well as the first quarter
of this year, were marked by growth in yields on the
euro area financial market, and growth in ECB interest
rates is expected, BH banks continued to reduce forei-
gn assets (Graph 3.11). In the total decrease of foreign
assets of about half a billion (12/2021 - 3/2022) from
the four key balance sheet positions of foreign assets,
significant changes did not occur only in the position of
transferable deposits with non-residents. For the third
quarter in a row, banks are intensively reducing other,
i.e. time deposits with foreign banks. In the first quarter,
this position was reduced by a total of 150 million KM
(18.5%), and the total reduction for the year is about
KM 600 million. Another position in which banks make
a considerable change in business strategy and reduction
of receivables from partners is other loans to non-resi-
dents. In the reporting period, placements with foreign
debtors decreased by almost one third, while the total
decrease in foreign loans for the last two quarters reac-
hed about KM 680 million, but this is not about a systemic
reduction since most of these changes relate to only one
bank in system. Due to banking panic and increased
demand for currency, the currency balance in banks’
vaults was significantly reduced by 13% compared to
the end of last year.

Graph 3.12: Foreign Liabilities of BH Banks
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After a short-term growth in the last quarter of 2021, the
decrease in foreign liabilities of banks continued so that, in
the observed period, foreign liabilities of banks decreased
by 5.6% (q/q-1). In total, in one year, the banking sector
was left without about half a billion, foreign sources of
financing, which put the foreign liabilities to the lowest
levelin the last 16 years, i.e. to KM 1.84 billion. In addition
to reducing the difference between domestic and foreign
interest rates, one of the reasons for the reduction of forei-
gn liabilities could be a high and sufficient level of domestic
sources of financing. A change, i.e. decrease, occurred in
both deposit positions, transferable and other deposits,
while loans from non-residents did not record significant
oscillations.

As a result of pronounced changes in foreign assets and
continued decline in foreign liabilities, net foreign assets
decreased significantly, as in the previous quarter (Graph
3.12). The value of net foreign assets in this quarter com-
pared to the previous quarter decreased by KM 400 million
and amounts to KM 2.45 billion. Compared to the maximum
recorded value from the third quarter of 2021, net foreign
assets decreased by 25%.

Graph 3.13: Net foreign assets
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3.3.3 Interest rates

At the end of the first quarter, total newly approved loans
to households were approximately at the level of those
at the end of last year and were approved at an average
weighted interest rate of 4.78%, which is 11 basis points
lower than in the previous quarter. After two consecutive
quarters, the decline in newly approved other loans to ho-
useholds increased in the reporting period (5%), while the
demand for housing loans, measured by newly approved
loans of this type, recorded a decline rate. Interest rates
on both groups of loans fell on average, while the decline
was slightly higher on other loans to households.

High liquidity of banks and non-financial companies on
average did not affect the decline in the weighted average
interest rate on loans to non-financial companies, on the
contrary, itincreased. In the part of loans contracted with
variable interest rate and interest rate fixation period of up
to one year (Graph 3.13), which make on average about 85%
of this group of loans, there is an increase in interest rates
under the influence of Euribor and greater business risks
due to the war in Ukraine. The weighted average interest
rate on these loans at the end of the first quarter of 2022
was 3.3% and by 17 bp is higher than in the previous quarter,
but still not above the three-year average.

Graph 3.14: Loans to Non-financial Companies with Variable Interest
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Although the banking sector was exposed to the outflow
of deposits during the last week of February, as well as
during the whole of March, the total weighted average
interest rate on retail deposits with agreed maturity still
ranges from 0.72% to 0.74%. Of the 3 maturity segments
in which interest rate changes are recorded, only in the
maturity segment up to one year the amount of newly con-
tracted deposits has not been reduced. From the aspect of
interest rates, endeavouring to renew the longest maturity
deposits (with a maturity of over two years), banks raised
the interest rate on average, however, despite the growth
of the weighted average interest rate by 35 bp (from 0.84%

t0 1.19%) in the observed period, new-term retail deposits
with agreed maturity over two years decreased by 21%.

Interest rates on longer-term deposits of the non-financial
companies sector also increased, but as in the case of the
household sector, non-financial companies did not incre-
ase their deposits in banks. Deposits of this sector with
agreed maturity decreased by 42% in the last quarter, and
the interest rate increased by 10 bp and, at the end of Q1
2022, it was 0.59%. The average weighted interest rate on
newly term deposits of non-financial companies between
one and two years increased the most, by 56 bp and at the
end of March 2022 it was 0.85 bp.

3.4 Stock Exchanges

Compared to the previous quarter, the turnover on the
BH stock exchanges in Q1 2022 was significantly higher
(116%), and more trading transactions were made on the
BLSE than on the SASE. Of the total turnover of KM 239
million, 44% belongs to SASE. The higher relative share
of the BLSE in the total turnover is the result of the issue
of the public debt of Republika Srpska to the BLSE. In the
previous quarter, due to the absence of both BH entities
from the primary public debt market, the share of stocks
in total turnover was very high for the BH financial market
(42%). In the first quarter of this year, the turnover of stocks
was again reduced below 20% of total turnover due to the
issuance of public debt in RS.

Due to the satisfactory fiscal position, FBH did not issue
public debt in Q1 2022, while on the other hand, RS issued
one issue of treasury bills and one issue of five-year bonds
on the domestic market (BLSE) in accordance with the
auction calendar. The characteristic of both issues is the
growth of yield rates up to maturity, with this growth being
more evident on the bond market (Graph 3.14), which is
expected due to the difference in maturities. The growth
of the yield rate is in line with the general growth trend
of the yield growth on the capital market, caused by the
growth of inflation.
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Graph 3.15: Yield to Maturity Rate in the Primary Market of Five

Year Bonds of Republika Srpska
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The Graph does not show Vienna and the RS issue in Lon-
don, as these are issues on foreign markets, which are
not comparable to the public debt issues on the BH stock
exchanges.

Another common feature of the RS primary public debt
market is the extremely low demand for public debt com-
pared to previous public debt issues, when demand signifi-
cantly exceeded supply. The issue of six-month RS treasury
bills with a nominal value of KM 20 million was repurchased
at an interest rate of 0.6%, and the demand for the issue
was almost equal to the supply.

In the March issue of five-year RS bonds, excluding issues
on foreign markets, the highest level of yield to maturity
was achieved and recorded last time in May 2017. This
auction lasted two days, the yield to maturity rate (3.4%)
exceeded coupon interest rate (2.7%) so that five-year
bonds were sold at a discount of 3.17% of the nominal value.

The downward trend in the market capitalisation of inves-
tment funds on SASE continued and, in 3 months (3/2022
- 12/2021), the value of BIFIX decreased by 9.6% (Graph
3.15). After high growth rates in the previous period, the
value of SASX30 also decreased by 5% on a quarterly ba-
sis, and the value of BIRS increased. Significant growth of
BIRS can be attributed to the absence of RS public debt
issues in January and February, which stimulated demand
for stocks. The reasons for the RS stock market growth
are the underestimation of certain stocks, as well as the
announced recapitalisation of the electricity sector at a
price higher than the market price. Opposite to the stock
market is the secondary market of Republika Srpska bonds
on the BLSE, which has been dormant, and the value of the
Republika Srpska Bond Index has only slightly increased
compared to its value at the end of last year.

Graph 3.16: Indices on BH Stock Exchanges
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