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Abstracts

Core Views

The results of the October 12 election provide little optimism for a change in Bosnia’s

dysfunctional political system, especially as hard line parties representing each of the

three constituent peoples made strong gains. With few signs that radical improvements

are forthcoming, we expect the country to muddle through in the coming years, with

frustrating delays to badly-needed reforms.

The economic recovery that began with earnest in 2013 faces an important, albeit

temporary, setback after historic flooding in May caused massive damage to property

and infrastructure. The domestic problem will be compounded by a regional slowdown,

especially among Bosnia’s key trading partners.

Budget policy will continue to be guided by the government’s Stand-By Agreement with

the IMF – which we expect to be extended beyond June 2015 – though budget

execution will still be affected by political disputes.

Major Forecast Changes

We have adjusted our target for GDP growth in 2015 to 1.6%, from a previous 2.5%, as

political uncertainty following the election weighs on investment activity and regional

headwinds restrict export growth. We have lowered our target for annual average

inflation in 2014 to -0.8%, from a previous 0.3%, as the deflationary trend persisted

throughout the first three quarters of the year. We have also lowered our inflation target

for 2015 to 1.5%, from a previous 1.8%. After coming in at a revised 5.9% of GDP in

2013, we have increased our target for the current account deficit to 7.9% of GDP in
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2014 on account of reduced export growth in the aftermath of flooding. We have

also raised our 2015 forecast to 8.2% of GDP, from a previous 7.3%.
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