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BCRA - CREDIT RATING AGENCY 

 

 

 

BCRA – CREDIT RATING AGENCY AD (BCRA) is 
the third fully recognized rating agency in the EU, 
registered pursuant to Regulation No. 1060/2009 of 
the European Parliament and of the Council. The 
credit ratings, assigned by the BCRA are valid 
throughout the EU and are fully equal to those, of 
the other agencies, recognized by the European 
Securities and Markets Authorities, without any 
territorial or other limitations. 
 
“BCRA - CREDIT RATING AGENCY” AD rates 
Serbia with unsolicited sovereign long-term 
rating BB+ (ns) and short-term B (ns) with 
stable outlook.  
 
BCRA’s officially adopted Sovereign Rating 
Methodology has been applied  
(https://www.bcra-

bg.com/files/Sovereign_Methodology_2019_en.pdf ) 

 
The report has been prepared and the rating – 
assigned, based on public information, made 
available by the Statistical Office of the Republic of 
Serbia, the National Bank of Serbia, Ministry of 
Finance, the World Bank, the International 
Monetary Fund, the European Commission, 
BCRA’s database etc. BCRA uses sources of 
information, which it considers reliable, however, it 
cannot guarantee the accuracy, adequacy and 
completeness of the information used. 
 
 

http://www.bcra-bg.com/
mailto:stamenova@bcra-bg.com
mailto:dimitrova@bcra-bg.com
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Review report: 

In 2019, geopolitical and regional tensions 
continued to characterise the political situation in 
Serbia. Despite the weekly anti-government 
protests over the entire year in the country, the 
institutional and macroeconomic environment 
remained broadly stable. An element of change in 
political status quo could stem from the 
parliamentary election which is to hold on April 26, 
2020. 

EU accession is a main strategic goal for Serbia, 
as the country has currently opened 18 (last the key 
Chapter 4 – Free Movement of Capital) out of 35 
negotiations chapters. The overall pace of the 
accession process will depend on Serbia’s progress 
in reforms on rule of law and in the normalisation of 
their relations with Kosovo. Concurrently, the IMF’s 
third review on the Policy Coordination Instrument 
pointed that the reform program remained on-track 
with the end-September 2019 quantitative targets 
met. According to IMF staff, the implementation of 
structural reforms were advancing, albeit with 
delays in some areas.  

Figure 1: Contribution to real GDP growth: 2014 – I-IX 2019 

 
Source: SORS 

Following the strong performance in 2018, 
economic growth in 2019 remained robust, albeit 
slightly decelerating. Real GDP expanded by 3.5% 
on average for the first three quarters of 2019, 
backed by the broad-based domestic demand. 
Growth of household consumption accelerated to 
3.3% in real terms, reflecting the sustained gains in 
employment and wages. Government spending 
also added a positive contribution to the GDP 
growth. Fixed investment annually picked up by 
11.4%, benefiting from low-interest rate 
environment, as well as strong public investment. 
Concurrently, the negative contribution of net 
exports to GDP declined. Country’s exports growth 

accelerated to 9.6% in real terms, while imports 
decelerated, but recorded a somewhat more 
dynamic growth rate of 10.7%. 

Figure 2: Contribution to real GVA growth: 2014 – I-IX 2019 

 
Source: SORS 

Observed from the production side, annual GVA 
growth in the first nine months of 2019 was driven 
by the positive developments in services and 
construction. Services expanded by 3.9% 
compared to the same prior-year period, whereas 
the greatest contribution came from trade, public 
services and information and communication. 
Gross value added in the construction sector saw a 
significant real growth of 22.7% reflecting both the 
private investment activity and the implementation 
of large infrastructure projects. The performance of 
the agriculture sector remained volatile, recording a 
negative growth of 0.1%, due to the high base in 
2018. Industry also had a negative contribution, as 
the industrial production shrank by 0.5% on 
average for the first three quarters of 2019. 
However, the activity in industry rebounded in Q3, 
as the gross value of the sector recorded an annual 
growth of 2%. 

Figure 3: Current account: 2014 – I-IX 2019 

 
Source: NBS 

Driven by a deteriorating trade balance, Serbia's 
current account deficit widened to 5.2% of GDP in 
both 2017 and 2018. The negative balance rose to 
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EUR 2 293 mln (5% of the projected GDP) in the 
first nine months of 2019, from EUR 1 634 mln 
(3.8% of GDP) in the same prior-year period. This 
was mainly due to the trade in goods deficit, which 
picked up by 13.3% on an annual basis to EUR       
4 066 mln. Besides, the primary income deficit 
slightly increased to EUR 1 847 mln amid the rising 
stock of foreign investment, while the surplus on 
secondary income decreased to EUR 2 754 mln. 
The overall negative balance was only partly 
compensated by a higher services surplus of EUR 
954 million.  

However, the current account deficit remained fully 
financed by nondebt-generating instruments, as the 
country has benefited from steady FDI inflows. Net 
FDI inflows in the last 5 years averaged to 5.5% of 
GDP, peaking up to 7.4% of GDP in 2018. In the 
first nine months of 2019, net FDI inflow increased 
further - by 37.5% over last year’s high base. Also, 
the improvements in the investment climate are 
evidenced by the World Bank’s Doing Business 
Report for 2020, in which Serbia has advanced 
four positions - now ranking 44th out of 190 
countries. 

Figure 4: Gross external debt: 2014 – Q3 2019 

 
Source: NBS 

External solvency indicators improved further as the 
external debt-to-estimated GDP ratio declined to 
62.2% as of Q3 2019. Gross external debt at the 
end of September 2019 amounted to EUR 28 576 
mln, posting a nominal increase of EUR 1 810 mln 
(6.8%) compared to the end of 2018. The increase 
was prompted mainly by the higher private sector 
debt, which picked up by a total of EUR 1 246 mln 
in the first nine months of 2019. Concurrently, 
public external debt increased by EUR 564 mln to 
EUR 13 989 mln (49% of total). In terms of 
remaining maturity, the relative share of short-term 
debt in total external debt decreased to 17.2% from 
17.6% at the end of 2018. 

The economy’s resilience to external shocks was 
bolstered also by the rapid official reserves 
accumulation. Foreign exchange reserves of the 
NBS reached EUR 13 295 mln (28.9% of GDP) at 
the end of September 2019, increasing by 19% 
compared to their end-2018 value. This level of 
reserves is broadly adequate, providing coverage 
of 5.8 months’ worth of country’s imports or 270.9% 
coverage of short-term external debt at remaining 
maturity. 

Figure 5: CPI – annual rate of change: 2016 – XI 2019 

 
Source: SORS 

In line with the subdued Inflationary pressures on 
both demand and cost side, annual CPI inflation 
decelerated to the lower half of the NBS tolerance 
band (3% ± 1.5 pp.), reaching 1.5% in November 
2019. In parallel, the appreciation of Serbian dinar 
against the euro has continued, albeit at a slower 
pace. In 2019, the dinar gained 0.35% on average 
against the euro, backed by robust foreign capital 
inflows. 

Labour market conditions continued to improve in 
the first three quarters of 2019 helped by growing 
economy and strong FDI. Employment remained on 
the rise while unemployment rate reached to 9.5% 
in Q3 2019 (12.7% on average for 2018). Further 
gains in activity of the population are needed in 
order to boost the labour force and hence, the 
growth potential.    

A number of regulation changes aimed at easing 
labour market functioning have become effective 
since the beginning of 2019. The unemployment 
insurance contributions paid by employers are 
cancelled, thus, reducing the wage burden. An 
action plan on the updated National Program for 
Countering Shadow Economy for the period 2019 - 
2020 was adopted in April 2019 to further clear 
results at the market. In the third quarter of 2019, 
undeclared activities employed 18.8% of total 
employment (20.4% in the same period of 2018). 
Also, authorities addressed the high NEET rate 
(~20%) by a personal income tax relief for the 
qualified new employees.  
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Net monthly wages saw an average increase by 
10.1% in January - September 2019. Among the 
factors supporting the accelerated growth was 
public sector and minimum wage hikes which will 
be continued in 2020. 

GDP per capita in Serbia (EUR 6 140 in 2018) is 
much lower than the EU-average (EUR 30 960 in 
2018) and also below the measure in neighbouring 
states like Bulgaria, Romania and Croatia, which 
hold the last places among the EU-members. 
Measured by purchasing power parity, GDP per 
capita reaches 40% of the EU-average.  

Figure 6: Consolidated budget balance: 2014 – I-X 2019 

 
Source: Ministry of Finance 

The important fiscal consolidation objectives have 
been achieved faster than planned, as the budget 
deficit dropped from 6.2% of GDP in 2014 to 1.2% 
of GDP in 2016 and turned into a surplus in the last 
two years.  

Strong fiscal performance continued in 2019, which 
allowed for budget revision, adopted in October, 
providing additional funds for an increase in public 
wages, as well as higher expenditures for the 
construction of road infrastructure. However, the 
revision has kept the general government deficit 
target unchanged at a level of 0.5% of GDP. In the 
January - October period, total budget revenue 
annually rose by 7.9% while expenditures picked up 
by 9.3%. Backed by robust domestic demand and 
positive labour market trends, tax revenues grew by 
8.9%, with the largest contribution coming from 
higher social contributions, VAT payments and 
collections from personal income tax. Concurrently, 
expenditures’ growth was driven by higher pensions 
and public investments. As a result, Serbia's 
general government budget recorded a surplus of 
EUR 405 mln (0.9% of the projected GDP) for the 
first ten months of 2019, as compared to a surplus 
of EUR 548 mln (1.3% of GDP) in the same prior-
year period.  

The budget plan for 2020 envisages a deficit in the 
amount of 0.3% of GDP – below the target agreed 
under the Policy Coordination Instrument. The 
government plans to raise pensions in 2020, on the 
back of favorable fiscal revenues and in line with a 
non-financial arrangement with the IMF. 

Figure 7: General government public debt: 2014 – X 2019 

 
Source: Ministry of Finance 

Thanks to the strong fiscal discipline and prudent 
debt management, Serbia's government debt-to-
GDP ratio has decreased by 16 percentage points 
in three years, reaching 54.4% of GDP in 2018. As 
of end-October 2019, general government public 
debt amounted to EUR 24 376 mln (53.1% of the 
projected GDP), increasing by EUR 1 048 mln 
against the end of 2018. In November, Serbian 
government has raised additional EUR 550 mln 
from a reopening of a 10-year Eurobond issue. The 
securities were added to a EUR 1 bln Eurobond 
that was first auctioned in June, while the average 
yield fell to 1.25% in November. As a result, part of 
dollar-denominated debt was replaced with cheaper 
financing in euros. 

Figure 8: Currency structure of Central government debt 
as of October 2019 

 
Source: Ministry of Finance 

The debt structure has improved in many aspects. 
The share of central government debt denominated 
in national currency picked up from 20.9% in 2016 
to 27.9% in October 2019 due to Eurobond 
repayments as well as greater reliance on dinar-
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denominated securities. However, the still high 
share of foreign currency-denominated debt 
(72.1%) could inflate the public debt level in case of 
unfavourable exchange rate movements of the 
dinar. The interest rate risk is relatively low, given 
the small share of public debt contracted at variable 
rates (18.1% as of October 2019). In addition, the 
extension of the average maturity of outstanding 
debt, as well as lower borrowing costs have 
decreased the refinancing risk. The small budget 
deficit target is forecast to be instrumental in driving 
government debt further down, below 50% of GDP 
in 2020. 

The current stance of monetary policy remains 
appropriate. The NBS cut the key policy rate three 
times in 2019 to reach 2.25% at the year’s end. 
Policy easing in the context of low inflationary 
pressures has provided additional support to the 
credit activity and economic growth. 

In December 2019, an appraisal of the 
achievements of monetary policy legislation came 
from the European Commission that has put Serbia 
on the list of third countries whose regulatory and 
supervisory framework for banks are equivalent to 
the corresponding rules applied in the European 
Union.  

The banking system has become more resilient. 
Banks maintain favourable ratios of capital 
adequacy (above 20%) and profitability and a level 
of liquid assets that cover a half of the system’s 
short-term liabilities.  

The total assets are on a rise despite the gradual 
consolidation of the system, and so does the 
domestic deposit. In line with the enhanced 
economic activity in the country, credit growth of the 
non-financial sector has been robust in January -
September 2019. The high euroization of loans has 
been a challenge for the system, however, and it 
was additionally boosted in the segment of 
mortgage loans with the application of the Law on 
the conversion of housing loans indexed to Swiss 
francs. Concurrently, according to the regular 
reports on dinarisation of Serbian financial system 
(released by NBS), the process saw an overall 
increase in 2018 and some divergence in 
movements of the observed indicators in the first 
nine months of 2019.  

The law on conversion adopted in April 2019 
helped further the progress in the NPL resolution by 
writing-off a significant portion of former CHF 
mortgage loans. 

Figure 9: NPL and NPL provisions: 2014 – IX 2019 

 
Source: National Bank of Serbia 

The NPL ratio shrank to 4.7% as of Q3 2019, which 
was down by 1.7pp. on an annual basis and yet 
beyond comparison with the values recorded in 
years preceding the NPL Resolution Strategy 
implementation (exceeding 20% of total gross 
loans).  

Based on these developments, a further evolution 
of the sector with improved intermediation and a 
more qualitative portfolio is expected.   

 
Outlook: 

The rating upgrade reflects Serbia's track record 
of prudent fiscal policy and solid economic 
performance with stable inflation and record-low 
unemployment. Also, the external imbalances are 
constrained by a comfortable level of foreign 
exchange reserves and large-scale FDI flows. 
However, some credit weaknesses still persist, 
including: country’s low income level, institutional 
shortcomings, unresolved Kosovo conflict and still 

high, albeit decreasing, public debt burden and 
banking sector euroisation. 

The stable outlook of the Sovereign Rating of 
Serbia reflects the BCRA’s opinion that risks are 
broadly balanced. Serbian economy remains 
susceptible to spillovers and global market volatility, 
but the EU accession process and the partnership 
with the IMF are expected to serve as an anchor for 
the government’s reform agenda.  
 
Positive pressures on the Sovereign Rating and 
the Outlook may arise in case of: 

 Implementation of important structural reforms, 
raising the country’s growth potential; 

 Stronger than anticipated fiscal results, further 
lowering the public debt-to-GDP ratio; 

 Sustained reduction in external imbalances; 

 Further progress of dinarisation. 
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Negative pressures on the Sovereign Rating and 
the Outlook may arise in case of: 

 Fiscal loosening, putting Serbia's public debt on 
an upward path; 

 Intensification in external imbalances and capital 
outflow related to sudden shift in investors’ 
sentiment and risk aversion; 

 Political instability. 
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Regulatory announcements 
 

Rating initiative  

This is an unsolicited sovereign rating. Neither the 
rated entity, nor a related third party has 
participated in the credit rating process. BCRA did 
not have access to the accounts, management and 
other relevant internal documents for the rated 
entity or a related third party. 
 
Please, visit www.bcra-bg.com to review BCRA’s 
full policy on unsolicited credit/sovereign ratings. 

 
 

Clarifying Notes 
 

There may be some differences in the stated values 
and changes in the analysed indicators due to the 
conversion of those values in another currency 
(namely in EUR). The used exchange rate is the 
publically announced by the National Bank of 
Republic of Serbia as the average value for the 
corresponding period (i.e. yearly, quarterly and 
monthly). There may also be some differences 
stemming from using average values for the period 
rather than end-period values. The cited growth 
rates in the current report are based on changes in 
national currency, with the exception of data 
recorded in EUR (i.e. Balance of payments, 
External debt, Net international investment 
position). The data on which the current report is 
based includes the public data available until 
January 2020, with some exceptions, for which data 
is released more frequently. 

Summary of the minutes of the Rating 
Committee: 

 
On January 9, 2020, the Rating Committee of 
BCRA – CREDIT RATING AGENCY (BCRA) had a 
session, on which the Report regarding the 
upgrade of the unsolicited sovereign rating of 
Serbia was discussed. 

The members of the Rating Committee discussed 
the grades of numerous credit rating factors 
included in the Rating Model and analysed in the 
Credit Rating Report according to the Sovereign 
Rating Methodology.  

The key points discussed by the rating committee 
included: 1) macroeconomic stability and growth 
potential; 2) institutional and business environment; 
3) good fiscal results 4) current account deficit and 
its funding sources; 5) external debt structure and 
international reserves adequacy; 6) banking system 
developments. 

The current sovereign rating and the related 
outlook have been determined based on the above 
discussion. 

 

http://www.bcra-bg.com/
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Tables: 
 

Country Development classification 

Republic of Serbia Emerging and Developing Europe (IMF classification) 

 

MAIN MACROECONOMIC INDICATORS 

  2019 2018 2018 2017 2016 2015 2014 

  I-IX I-IX           

GDP, current prices (EUR millions) 33 407 31 446 42 855 39 183 36 723 35 716 35 467 

Final consumption 28 657 26 983 36 790 34 089 31 913 31 578 32 472 

Gross fixed capital formation 7 100 6 192 8 595 6 953 6 224 5 989 5 657 

Inventories 489 671 1 121 723 352 642 203 

Net exports -2 840 -2 399 -3 650 -2 583 -1 766 -2 493 -2 864 

Exports of goods and services 17 812 16 083 21 760 19 804 17 853 16 170 14 924 

Imports of goods and services 20 652 18 483 25 410 22 386 19 619 18 663 17 788 

Real GDP growth (%) 3.5 4.7 4.4 2.0 3.3 1.8 -1.6 

Average net monthly wage (EUR) 459 416 420 395 374 368 380 

Unemployment rate1 (%) 10.6 12.7 12.7 13.5 15.3 17.7 19.2 

CPI, annual average, last 12 months (%) 2.0 1.9 2.0 3.0 1.6 1.5 1.7 

Average exchange rate RSD/EUR 117.97 118.25 118.27 121.34 123.12 120.73 117.31 

Average exchange rate RSD/USD 104.95 99.01 100.28 107.50 111.29 108.85 88.54 

EXTERNAL SECTOR 

  2019 2018 2018 2017 2016 2015 2014 

EUR million Q3 Q3           

Current account, net -2 293 -1 634 -2 223 -2 051 -1 075 -1 234 -1 985 

Goods  -4 006 -3 535 -5 245 -3 997 -3 119 -3 645 -4 111 

Services 807 762 1 092 966 907 729 465 

Primary income -1 847 -1 797 -2 207 -2 533 -2 022 -1 658 -1 343 

Secondary income 2 754 2 936 4 137 3 514 3 159 3 340 3 003 

Net FDI 2 756 2 004 3 188 2 418 1 899 1 804 1 236 

Official foreign reserves 13 295 11 172 11 262 9 962 10 205 10 378 9 907 

Gross external debt 28 576 26 446 26 766 25 526 26 494 26 234 25 679 

International investment position -39 055 -36 903 -37 243 -35 579 -34 672 -33 877 -32 464 

% of GDP2               

Current account, net -5.0 -3.8 -5.2 -5.2 -2.9 -3.5 -5.6 

Goods  -8.7 -8.2 -12.2 -10.2 -8.5 -10.2 -11.6 

Services 1.8 1.8 2.5 2.5 2.5 2.0 1.3 

Primary income -4.0 -4.2 -5.1 -6.5 -5.5 -4.6 -3.8 

Secondary income 6.0 6.9 9.7 9.0 8.6 9.4 8.5 

Net FDI 6.0 4.7 7.4 6.2 5.2 5.1 3.5 

Official foreign reserves 28.9 26.1 26.3 25.4 27.8 29.1 27.9 

Gross external debt 62.2 61.7 62.5 65.1 72.1 73.5 72.4 

International investment position -85.0 -86.1 -86.9 -90.8 -94.4 -94.9 -91.5 
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PUBLIC FINANCE 

  2019 2018 2018 2017 2016 2015 2014 

EUR million I-X I-X           

Consolidated public revenues 15 715 14 519 17 800 16 264 14 967 14 038 13 816 

Consolidated public expenditures 15 311 13 972 17 528 15 833 15 405 15 273 16 017 

Budget balance  405 548 272 431 -439 -1 235 -2 200 

Primary budget balance 1 277 1 391 1 191 1 430 630 -160 -1 219 

General government public debt 24 376 24 617 23 328 23 551 25 188 25 248 23 197 

% of GDP2               

Consolidated public revenues 34.2 33.9 41.5 41.5 40.8 39.3 39.0 

Consolidated public expenditures 33.3 32.6 40.9 40.4 41.9 42.8 45.2 

Budget balance  0.9 1.3 0.6 1.1 -1.2 -3.5 -6.2 

Primary budget balance 2.8 3.2 2.8 3.6 1.7 -0.4 -3.4 

General government public debt 53.1 57.4 54.4 60.1 68.6 70.7 65.4 

BANKING SYSTEM 

  2019 2018 2018 2017 2016 2015 2014 

% Q3 Q3           

Total capital adequacy 23.6 22.8 22.3 22.6 21.8 20.9 20.0 

Liquid assets to total assets 35.9 35.0 35.7 35.1 38.9 40.5 42.2 

Non-performing loans to total loans 4.7 6.4 5.7 9.8 17.0 21.6 21.5 

NPL coverage by provisions 60.1 61.3 60.2 58.1 67.8 62.3 54.9 

ROA 1.9 2.1 2.2 2.1 0.7 0.3 0.1 

ROE 10.5 10.7 11.3 10.5 3.3 1.5 0.6 

[1] Unemployment rate of population aged 15 years and over, Labour Force Survey. 
[2] The GDP ratios for 2019 are calculated on the basis of GDP amounting to RSD 5 416 800 mln (MoF estimate). 

 

Sources: Statistical Office of the Republic of Serbia; the National Bank of Serbia; Ministry of Finance of the 
Republic of Serbia; Eurostat; the World Bank, the International Monetary Fund, the European Commission; BCRA’s 
database 

 

  


