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B Bosnia and Herzegovina finally initialled the Stabilisation and Association
Agreement (SAA) with the European Union in Sarajevo on 4 December 2007.
According to the High Representative of the International Community and EU
Special Representative Mr Lajcak there is a realistic chance for the country to sign
the SAA with the EU by the end of June 2008.

B The real GDP has grown by 5.2% yoy on average since the year 2000. This is
supported by the significantly higher volume of industrial production, as well as by
increases in public spending, resulting from the increase in the budget income and
strong investment activity by the state.

B By ratifying the Central European Free Trade Agreement (CEFTA) at the begin-
ning of September 2007, the pre-conditions were created for placing domestic prod-
ucts in a wider and stronger market. CEFTA will enable strengthening of mutual eco-
nomic relations between the members of this freetrade zone covering Albania,
Bosnia and Herzegovina, Montenegro, Croatia, Kosovo, Moldova and Serbia.

B According to central bank governor Kemal Kozaric there will be no surprises in
the monetary policy for the current year and the exchange rate against the EUR
would not be changed. The foreign exchange reserves have continuously grown
since the introduction of the currency board in 1997.

Key economic figures and forecasts

2004 2006 2008f
Nominal GDP (EUR bn) 8.1 9.8 11.2
Real GDP (% yoy) 6.3 6.2 5.8
Industrial output (% yoy) 12.0 11.0 9.0
Unemployment rate (avg, %) 42.0 45.5 42.8
Nominal wages, whole economy (% yoy) 4.3 8.9 8.0
Producer prices (avg, % yoy) 1.5 4.5 2.2
Consumer prices (avg, % yoy) 0.4 7.4 4.2
Consumer prices (eop, % yoy) 0.4 6.0 3.2
General budget balance (% of GDP) 1.6 2.9 2.0
Current account balance (% of GDP) -18.4 -10.7 -13.3
Official FX reserves (EUR bn) 1.75 2.79 4.19
EUR/BAM (avg) 1.956 1.956 1.956
USD/BAM (avg) 1.572 1.552 1.397
EUR/USD (avg) 1.244 1.260 1.400

Source: wiiw, Raiffeisen RESEARCH
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s in the EU’s door

Home affairs

During 2007, political relations in Bosnia and
Herzegovina (BiH) were primarily characterised by
increasing disagreement between the leaders of the
country's political parties, resulting in decreasing
efficiency in the legislative and executive authori-
ties' activities. Therefore, in its report, the European
Commission stated that the activities of the BiH
authorities must strictly focus on creating and imple-
menting the measures necessary for speeding up
the reform process. Nevertheless, based on past
experience we should be optimistic and believe that
with some support from the International
Community local politicians will manage to improve
the capacity to implement the reform process. The
development of relations within BiH's political sys-
tem should contribute vastly to the establishment of
necessary preconditions for more efficient engage-
ment of the state bodies.

Mr Miroslav Lajcak, the current High Representative
of the International Community as well as the
Special Representative of the EU, started his term of
office vigorously, determined to encourage local
political leaders to implement the constitutional
reforms and accelerate the process of European
integration. At the beginning of October negotia-
tions on the reform of the police system failed: this
reform was a key condition of the European
Commission for execution of the Stabilisation and
Association Agreement. Following this, the High
Representative faced the significant resistance from
the leaders of certain political parties. This finally
resulted in the resignation of Mr Nikola Spiric, the
country's Prime Minister. Therefore, during the last
quarter of 2007, the BiH Council of Ministers oper-
ated in the technical term of office. The Prime
Minister's resignation complicated the current situa-
tion. Nevertheless, we expect the consultations on
the appointment of a new Prime Minister by the BiH
Council of Ministers to finish in the coming weeks,
and the new/old Prime Minister should be again
Mr Nikola Spiric.

Under these circumstances, the Mostar Declaration,
which was executed on 28 October 2007 is a pro-
gressive step and may be a very good start for solv-
ing the disputes related to the upcoming negotia-
tions on constitutional reforms. As for the constitu-
tional reforms, it should be noted that in the mid
1990s, the Dayton/Paris Peace Accord brought
peace and stability to Bosnia and Herzegovina, but
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Main political parties

Governing parties

Party of Democratic Action (SDA)

Party for Bosnia and Herzegovina (SBiH)

Party of Independent Social Democrats (SNSD)
Party of Democratic Progress (PDP)

Croatian Democratic Union (HDZ)

Croatian Democratic Union 1990 (HDZ 1990)
Democratic People's Party (DNZ)

People's Party for Improvement (NSRB)

Opposition parties

Social Democratic Party (SDP)

Serbian Democratic Party (SDS)
Democratic People's Alliance (DNS)
Bosnian-Herzegovinian Patriotic Party (BPS)

Source: www.parlament.ba
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Real GDP (% yoy)

Forecast
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Annex IV to the Accord, which at the same time rep-
resents the Constitution of BiH, defined quite a com-
plex institutional structure. This institutional structure
significantly limits the reform capacity of the BiH
authorities. Of course, the current situation may be
sidestepped by the adoption of constructive and
compromise constitutional solutions, which would
provide for more efficient operation of the state in
general. Therefore, the political heads of the
Council for Peace Implementation emphasize that
the representatives of the most influential political
parties in BiH should contribute significantly to cre-
ating constitutional solutions which would enable
the state to work more decidedly on joining the
European Union. The next round of constitutional
negotiations will take place in Brussels at the end of
January.

In conclusion, it should be pointed out that all other
disagreements in BiH political relations should be
resolved through necessary constructive engage-
ment of the local politicians supported by the
International Community.

Foreign affairs

The integration process with the European Union
should be the main goal of BiH, followed by the
signing of Stabilisation and Association Agreement
in the near future, which would represent the basis
for full membership of the EU. Bosnia and
Herzegovina finally initialled the Stabilisation and
Association Agreement with the European Union in
Sarajevo on 4 December 2007. This became pos-
sible after BiH Council of Ministers adopted the
action steps related to the police system reform.
This was the key condition of the European
Commission for BiH to continue the integration
process with the EU. In the near future, the country
must also make improvements especially in the pub-
lic administration and further reform of public
broadcasting.

From a historical point of view, the process of BiH's
political integration into Europe started in the sec-
ond half of 1990s, when a whole range of politi-
cal, technical and economic conditions was adopt-
ed, defining the development of political relations
between the European Union and Bosnia and
Herzegovina. In 1998, CTF - Consultative Task
Forces were established and the EU document - the
'Road Map' was published in the following year.
Notwithstanding the previous significant events in
relation to the EU, the milestone moment in the
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European integration process was the opening of
negotiations on the Stabilisation and Association
Agreement in November 2005. In the very begin-
ning, the negotiations went relatively swiftly and at
the end of 2006 they were technically completed.

The main obstacle to execution of the Agreement
was the unsuccessful reform of the BiH police sys-
tem in the first eleven months of 2007. At the same
time, Bosnia and Herzegovina also needs to
improve the efficiency of public administration and
continue further reform of the public broadcasting
service. Although in the past period the SAA was
not executed quickly enough, which caused a delay
in EU integration compared to other states in the
region, we take a positive view of future relations
with the EU. In this context, the aforementioned
Mostar Declaration is grounds for optimism about
stronger engagement of the governing coalition,
which should make an additional effort to imple-
ment the action steps related to final police reform
according to the principles defined by the
European Commission. At the same time, the High
Representative of the International Community and
EU Special Representative Mr Lajcak has said "If
BiH maintains December's positive climate, there is
realistic chance for the country to sign the SAA with
the EU by the end of June 2008."

As for overcoming public administration inefficien-
cy, the BiH Council of Ministers and the govern-
ments of the entities made significant progress in
2007. The Coordinator for Reform of Public
Administration was appointed for fouryear term,
and the common platform was also approved for
the implementation of the Public Administration
Reform Strategy. These steps were welcomed and
the European Commission allocated EUR 4.5 mn
for implementation of this project.

At the same time, we have also seen progress in the
enhancement of the entire legal system in BiH,
where the High Judicial and Prosecutorial Council,
as independent and professional bodies, have
played a key role in significant improvement of the
judiciary system. In addition to other elements, this
should result in a higher level of professionalism
and lead to continued enhancement of the efficien-
cy of the legal system in general. Once more, we
should emphasize that BiH's participation in the
Stabilisation and Association Process is crucial and
extremely important, and the SAA should be signed
in the first half of 2008.

EU integration: key events
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Source: European Commission
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—stimulated by indusffial production

Real GDP growth (% yoy)
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Source: Thomson Financial Datastream, wiiw, Raiffeisen RESEARCH
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The robust increase in economic activity was the
most significant characteristic trend in BiH's econo-
my in 2006, as the real GDP growth rate reached
6.2%. At the same time, industrial production also
generated a very respectable growth rate of 11%.
The expansion of industrial production resulted pri-
marily from increases in production of metal and
chemical products, machines and equipment and
wood products.

We do not expect that the significant GDP expan-
sion has been mantained in 2007, especially tak-
ing info account the falling pace of industrial pro-
duction development in Republika Srpska and
widening deficit in foreign trade. Nevertheless, this
does not imply a significant decrease in the real
GDP growth rate: on the contrary, according to the
available economic indicators published for 2007,
GDP should reach almost 5.5%, a downward cor-
rection of 0.7% compared to the forecasts.

In this context, it should be underlined that eco-
nomic growth in 2007 was stimulated by higher
industrial production in the Federation of BiH,
which increased by 11.6% in the first nine months,
according to unofficial data. This trend has been
accompanied by a strongerthan-average expan-
sion in production of furniture, chemical products
and coke as well as an increase in the publishing-
printing industry. On the other hand, it should be
noted that industrial production would have
reached even higher values if energy production
had not been weak due to mild weather conditions
in the first quarter of 2007 (thus decreasing energy
consumption). As noted, in the first 9 months of
2007, Republika Srpska generated a symbolic
increase in industrial production of only 0.1% yoy.
It also saw a significant decrease in energy pro-
duction, which fell by 10.7%. Production of inter-
mediary products increased by 0.4%, while pro-
duction of capital products decreased by 0.3%.
Especially positive trends in this entity were
achieved in the production of durable consumer
goods, where production volume increased by 64%
partly due to the low base values.

Generally, the BiH economy continues to generate
significant real growth rates in the country's GDP.
This is supported by the significantly higher volume
of industrial production, as well as by increases in
public spending, resulting from the increase in the
budget income and strong investment activity by the
state.
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Implementation of tax reform and the introduction
of the Value Added Tax (VAT) instead of the Sales
Tax generated stronger inflationary pressure in
2006, as average inflation reached 7.4%, i.e.
6.0% at the end of the year (end of the period).
After the effects of VAT introduction faded, the con-
ditions were created for reducing inflationary pres-
sure, and in the first half of 2007, the consumer
price index was less than 1%. In the context of mea-
suring inflationary trends, we should stress that sig-
nificant improvements were made in 2007, and the
Statistics Agency of BiH has fully adjusted the
Consumer Price Index to the International Statistics
Standards. The main components of this index were
food and spirits (31.63%), housing, water, and
energy/power products (24.72%), while the small-
est weighting is for prices of education (0.92%)
and services of restaurants and hotels (2.49%).

According to the Agency for Statistics the CPI
reached 4.9% by the end of 2007, and this is
almost totally due to increases in the prices of ener-
gy, electricity, housing costs and food prices. In the
near future, price stability may be undermined by
dynamic rises in energy market prices and increase
in oil prices and food prices as well. Therefore, we
expect that the average inflation might rise from
1.5% in 2007 to 4.2% in 2008.

One of the biggest problems in Bosnia and
Herzegovina is unemployment. Mid 2007, regis-
tered unemployment amounts to 44.2%, i.e. there
are 530,190 unemployed, and 668,240
employed persons. Analysis of employment struc-
ture by sectors shows that 47.6% of citizens are
employed in services, 32.6% in industry and
19.8% in agriculture. It should be emphasized that,
if calculated according to ILO methodology, the
unemployment rate is significantly lower, closer to
30%, thus indicating significant unregistered busi-
ness activities in the country. Although unemploy-
ment based on ILO methodology is significantly
lower than the registered rate, this is still far too
high unemployment and measures are required for
its gradual elimination.

To solve the problems on the labour market, the
state and entity governments need to take proactive
measures and implement thorough reforms to neu-
tralize the structural disadvantages and high tax
burdens on the salaries of the employed people.
Moreover, projects for improving the educational
system, work skills and capabilities of the unem-
ployed should be implemented.

Structure of the Consumer Price Index
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Balance of payments

—— U approach might help

Current account and FDI inflows
12

Forecast
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Source: Thomson Financial Datastream, CB BiH, Raiffeisen RESEARCH
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The current account deficit on the balance of pay-
ments prior to 2006 reached 20% in relation to the
nominal Gross Domestic Product. In 2006,
however, this deficit decreased significantly to
10.7% of GDP, due to the decrease in the trade
deficit initiated by higher goods exports (+28%
yoy), while goods imports over the last year
remained the same. It should be noted that the
decrease in the foreign trade deficit in 2006 was
also affected by accumulating stocks of imported
goods before VAT introduction.

Nevertheless, the current account deficit is rather
high, especially considering that it increased in
2007: the released figures for the first six months
indicate that imports of goods increased by 28.8%
compared to the same period of the previous year,
while the exports of goods increased by 18.5%.
This is the result of the weaker export performance
of domestic industry, which reflects the deficit
increase in foreign trade balance owing to the
openness of BiH's economy, which finally results in
a higher current account deficit on the balance of
payments.

By ratifying the Central European Free Trade
Agreement (CEFTA) at the beginning of September
2007, the pre-conditions were created for placing
domestic products in a wider and stronger market.
CEFTA will enable strengthening of mutual eco-
nomic relations between the members of this free-
trade zone covering Albania, Bosnia and
Herzegovina, Montenegro, Croatia, Kosovo,
Moldova and Serbia. On the other hand, the
domestic economic sector's weaknesses and further
increase of domestic market openness, which
amounted to 89.9% measured by the proportion
between foreign exchange trade and GDP in
2006, indicate that BiH executive authorities should
implement proactive economic policies aimed at
strengthening the domestic economic sector and
export orientation. In the coming period, market
agents will need to improve their business philoso-
phy and practices by higher efficiency and com-
petitiveness and using the benefits of the free trade
zone.

Relative to the structure of foreign trade, in the first
half of 2007 Bosnia and Herzegovina developed
the most intensive goods exchange with the
European Union countries, so that exports to these
countries reached the value of 59.3% of the total
amount of exported goods, while imports account
for 46.6% of total imported goods. A detailed
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analysis shows that the biggest contribution to the
foreign trade with the EU countries comes from
ltaly, Germany, Slovenia, and Austria. It should be
underlined that the high trade deficit on the current
account in the balance of payments is mitigated by
the current transfers from abroad, i.e. significant
FCY inflows of private individuals living and work-
ing overseas. In 2006, for example, the value of
these cash inflows was EUR 1.64 bn.

The aspects discussed above show that BiH needs
stronger Foreign Direct Investment (FDI). The fotal
FDI value from the mid of 1990s until the end of
2006 amounted to EUR 3.01 bn. In 2006, total FDI
reached EUR 564 mn or 5.8% of nominal gross
domestic product. In 2007, we expect significant
growth of these investments, mostly as a result of
privatising Telecom of RS, sale of which was
agreed as of the end of 2006, and the actual trans-
action was effected in 2007. The total value of this
agreement is ca EUR 650 mn. Therefore, in 2007,
it is estimated that the FDI value was around 8% of
GDP. By observing the structure of these invest-
ments by country of origin, most FDI originates from
Austria (45%), Slovenia (12%), and Croatia (11%).
On the other hand, the investment structure by
industrial sectors indicates that the investment in the
sector of financial intermediation is dominant, i.e.
investments in banking the value of made up 46%
of the total FDI in BiH between 2003 - 2006.

The detailed privatisation strategy of the key com-
panies owned by FBiH should significantly con-
tribute to the investment increase in BiH. This strat-
egy is expected to generate income from the pri-
vatisation of the large state companies, in which
case these funds would be used for financing the
infrastructure and strategic projects of this entity.
The privatisation programme until 2010 focuses on
selling majority state ownership in telecommunica-
tion companies (BH TELECOM Sarajevo and HT
Mostar), which would generate between EUR 1.75
and 2 bn. Also, the programme includes selling the
minority ownership in the power-supply sector, as
well as selling the state companies such as military,
public utility companies or other smaller state com-
panies. This supports the claims that the sale of the
state ownership in these companies will provide
inflows of FDI over the entire period before 2006.
Also, privatising the biggest aluminium company in
BiH, Aluminij dd Mostar, should not be neglected.
This privatisation policy will certainly help to bal-
ance the total foreign payment balance.

Balance of payments

Strongly rising investments in SEE
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Fiscal policy

— ‘developing in the right direction

General budget balance and foreign debt
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Successful implementation of tax system reform and
the introduction of the value added tax in 2006
were based on the intensified consolidation effects
and further growth in the budget surplus. Thus, the
surplus of the consolidated state budget as of the
end of 2006 was 2.9% of GDP or EUR 283 mn.
Therefore, it is significant that the total tax revenues
grew at an extremely high rate of 25.2% yoy. At
the same time, the increase in the budget revenues
neutralised the progressive growth of the total bud-
get costs which grew at a rate of 21% yoy.

Reviewing the non-revised data of the state and
entity authorities, the trends of the budget revenues
during the first half-year have been positive, and
the consolidated revenue amount at the state level
grew by 15% compared to the same period last
year. The forecast based on the results of the first
10 months of 2007 implied revenue growth from
the value added tax to the amount of EUR 2.3 bn,
which is almost 10% higher than the forecast value
of the Indirect Taxation Authority. At the same time,
the State Budget is under pressure due to expenses,
and in the first two quarters of 2007 expenses
increased by 15% compared to the same period of
the previous year. Based on the structure of budget
expenses for 2006, the highest share in the fotal
state expenses relate to the social benefits and
employee compensation in public administration.

The tax system reform is still developing in the right
direction, which resulted in the adoption of the new
Citizens' Income Tax Law. Also, for harmonising
tax regulations at the state level, the profit tax rate
of the companies in the Federation of BiH has been
corrected, and this rate is currently 10% throughout
Bosnia and Herzegovina. Although BiH has not yet
signed the agreement with the International
Monetary Fund, the recommendations of this insti-
tution are crucial for managing state finances.
Therefore, steps for complete functioning of the
Fiscal Council should be taken in the coming peri-
od which would enable coordination between the
state and entities governments in terms of more effi-
cient control of a possible future expansion of pub-
lic consumption. This is extremely important consid-
ering the constant pressure on State consumption
related to the increase in salaries of employees in
public administration, which as of the end of the
first half of the year were 10% higher compared to
the beginning of the year. Also, continuation of the
prudent management of state consumption policy is
important for infrastructure investments planned in
the years to come.
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The monetary policy of the Central Bank of Bosnia
and Herzegovina is defined by the currency board,
according to which the local currency is pegged to
the euro. The monetary authority started operating
in this form in August 1997. It is managed by the
Governing Board, which consists of 5 members.
The central monetary institution is highly indepen-
dent, based on legal provisions. According to the
existing monetary regime, any participation of the
Central Bank in the open market, via purchase and
sale of the money market instruments, is eliminated,
therefore this monetary policy has negative influ-
ence on the development of domestic money mar-
ket. This also indirectly influences the non-existence
of the local debt capital market.

The fixed-rate policy based on the rules of the cur-
rency board, means unlimited convertibility of the
domestic currency to a "reserve" currency (EUR).
This principle is satisfied by prudent managing the
FCY reserves, which should ensure the international
liquidity of the country, stability of domestic curren-
cy and its fixed rate of BAM 1.955830 to EUR 1.
The fixed rate of domestic currency to EUR is oper-
ationally maintained by cover of monetary liabili-
ties by net FCY reserves of this institution.

Looking at the trends of the monetary base value
over the past periods, its upward trend is obvious.
In December 2006, an increase of 23.6% was gen-
erated compared to the same month 2005, and in
the first three quarters of 2007 alone, growth
amounted to a respectable 19.1%. On the other
hand, the widest monetary aggregate M2, includ-
ing monetary aggregates M1 (cash outside banks
and demand deposit in BAM) and Quasi-Money
(time and saving deposits in BAM, demand
deposits in foreign currency and savings and time
deposits of all domestic sectors, excluding the cen-
tral government), generates enviable growth rates,
primarily due to term and demand deposits. Thus,
in 2006, monetary aggregate M2 generated an
increase with the relative value of 24.7%, and in
the first three quarters of 2007, slightly over 17%.

The monetary authority in Bosnia and Herzegovina
performs its functions appropriately, and the results
in the area of preserving monetary stability indicate
the successful implementing the existing monetary
policy. To improve its activities, additional efforts
on raising the quality of statistical reporting need to
be made. This approach will contribute to signifi-
cantly higher transparency and more consolidated
reviewing of trends within the monetary system.

Monetary policy

FX reserves continuously growing

Exchange rate development
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Monetary liabilities foreign reserves
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Monetary aggregates
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Banking sector and interest rates

— 0N the back of international mergers

Banking sector development

2005 H1 2007
5999.2 9038.7

Total assets, EUR mn

growth in % yoy 25.9 20.3
Total credits, EUR mn 3606.6 5200.7
growth in % yoy 29.3 14.9
Credit to private enterprises, EUR mn 1643.9 2352.4
growth in % yoy 15.0 13.3
Credit to households, EUR mn 1756.5 2574.8
growth in % yoy 29.1 15.6
Total deposits, EUR mn 4486.5 6860.4
growth in % yoy 26.9 22.4
Deposits from households, EUR mn 1672.4 2414.6
growth in % yoy 28.4 12.3
Total deposits, in % of total credits 124.4 131.9

Source: Thomson Financial Datastream, CB BiH, Raiffeisen RESEARCH

Credit ratings

Moody's

LCY rating

Long-term B2
Shortterm n.r.
FCY rating

Long-term B2
Shortterm n.r.
Outlook stable

n.r. ... not rated
Source: Bloomberg, Raiffeisen RESEARCH

Interest rates of commercial banks
1

1

O 00 N o v O

2004 2005 2006 Mar07 JunO7 Aug07

—— On shortterm loans to private enterprises
On shortterm loans to households
On longterm loans to private enterprises
On longterm loans to households

Source: Thomson Financial Datastream, CB BiH, Raiffeisen RESEARCH

The character and characteristics of the overall BiH
financial system show that it is basically bank-dri-
ven, which is confirmed by the data that the assets
of this system at the end of 2006 amounted to
76.9% of GDP, while the assets of the insurance
sector were 2.3% of GDP. As for the leasing com-
panies, this sector grew significantly in 2006, but
the final value of the agreements of these financial
companies only reached 2.4% of nominal GDP.

Continuously high growth rates and stronger effi-
ciency and success of the operations are the basic
characteristics of the banking system in BiH. In
2006, banking sector assets increased at the rate
of 25.2%, and at the end of the year, they reached
the value of EUR 7.5 bn. In 2007, the banking sys-
tem continued the trend of strong growth, thus in the
first six months, the total bank assets increased at
the rate of 20.36%. Total deposits of the corporate
sector, including state-owned enterprises, increased
by 14.54%. The structural characteristics of this
part of the financial system indicate that its consoli-
dation reached an equally satisfactory level. In the
context of M&A transactions, the banks owned by
Intesa Sanpaolo Group merged. Also, foreign
banks have continued entering the market. The
Austrian Steiermarkische Bank und Sparkassen took
a controlling share of ABS banka, while the
Eastern-European financial group IEFK entered the
market by independently establishing |.E.F.K.
banka ad Banja Luka.

Following the most recent statistics on interest rate
trend in the BiH system of commercial banks, for the
period between 31 Dec 2006 and 31 Aug 2007,
the average interest rates on BAM short-term loans
to households decreased 38bp. At the same peri-
od, for credit instruments intended for privately
owned companies, there was a stronger decreased
of 61bp, and the average interest rate at the end of
the period was 7.05%. The interest rates on long-
term BAM loans to private enterprises obviously
increased in the relevant period, and this rate was
8.08%. As for households, there was an increase of
39bp. Considering that the overall monetary policy
of BiH is pegged to EUR and that LT loans are most-
ly pegged to EUR via a currency clause, we should
not expect any significant decrease in interest rates
in the near future, which was the case in the past
few years. Decrease of interest rates and the inter-
est rate margin in the coming years should be only
a result of trends of the BiH credit rating and com-
petition in the banking sector.
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Real GDP

Countries
Poland
Hungary
Czech Rep.
Slovakia
Slovenia
CE
Croatia
Bulgaria
Romania
Serbia
Bosnia a. H.
Albania
SEE
Russia
Ukraine
Belarus
CIs
Turkey
Eurozone
USA

Source: wiiw, Raiffeisen RESEARCH

(% |0|)

Current account balance (% of GDP)

Countries 2009f
Poland 5.5
Hungary 5.2
Czech Rep. -3.0
Slovakia 0.5
Slovenia 2.5
CE -4.2
Croatia 7.8
Bulgaria -18.5
Romania -11.0
Serbia -13.5
Bosnia a. H. -13.3
Albania 7.0
SEE -11.7
Russia 3.3
Ukraine 5.8
Belarus 7.3
CIS 2.0
Turkey 5.9
Eurozone -0.3
USA 5.5
Source: wiiw, Raiffeisen RESEARCH

Exchange rate EUR/LCY (av

Countries 2007e 2009f
Poland 3.78 3.50
Hungary 250.9 260.0
Czech Rep. 27.7 25.5
Slovakia 33.8 32.5
Slovenia 239.6 239.6
Croatia 7.35 7.23
Bulgaria 1.96 1.96
Romania 3.34 3.40
Serbia 80.2 78.1
Bosnia a. H. 1.96 1.96
Albania 123.6 120.9
Russia 35.8 34.5
Ukraine 6.89 6.63
Belarus 2940 3240
Turkey 1.79 1.72
USA 137 [0 135

Source: wiiw, Raiffeisen RESEARCH

Forecasts

y-|)
[

Consumer prices (avg, %

Countries 2007e
Poland
Hungary
Czech Rep.
Slovakia
Slovenia
CE

Croatia
Bulgaria
Romania
Serbia
Bosnia a. H.
Albania

SEE

Russia

Ukraine

Belarus

CIS

Turkey

Eurozone

USA

Source: wiiw, Raiffeisen RESEARCH

General budget balance (% of GDP)
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Countries 2007e
Poland 2.2
Hungary 5.9
Czech Rep. 2.5
Slovakia 2.5
Slovenia 0.6
CE -2.8
Croatia -3.0
Bulgaria 3.0
Romania 2.7
Serbia 0.5
Bosnia a. H. 2.6
Albania 4.8
SEE -1.5
Russia 55
Ukraine -1.0
Belarus 0.5
CIS 4.7
Turkey 2.3
Eurozone -0.8
USA 20
Source: wiiw, Raiffeisen RESEARCH

Exchange rate USD/LCY (av
Countries 2007e
Poland 2.76
Hungary 183.2
Czech Rep. 20.2
Slovakia 24.7
Slovenia 174.9
Croatia 5.36
Bulgaria 1.43
Romania 2.44
Serbia 58.6
Bosnia a. H. 1.43
Albania 90.2
Russia 26.2
Ukraine 5.03
Belarus 2146
Turkey 1.30
Eurozone 0.73 -

Source: wiiw, Raiffeisen RESEARCH
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8.8
5.5
2.1
2.5

O I

2.5

2009f
2.59
192.6
18.9
24.1
177.5
5.36
1.45
2.52
57.9
1.45
89.5
25.5
4.91
2400
1.27
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Abbreviations
Currencies and Countries

Economic abbreviations

Stock Exchange Indices

BAM Bosnian Marka avg average BET Romanian stock index

BGN Bulgarian Lev yoy year on year BUX Hungarian stock index

RSD Ser%ion Dinar LCY Local Currency PX Czech stock index

CzK Czech Koruna GDP Gross Domestic Product RTSI Russian stock index

EKK Estonian Kroon C/A Current Account WIG 20  Polish stock index

HRK Croatian Kuna T/B Trade Balance

HUF Hungarian Forint FDI Foreign Direct Investments Equity related

LVL Latvian Lats CPI Consumer Price Index DY Dividend yield

LTL Lithuanian Litas PPI Producer Price Index EG Earnings growth

PLN Polish Zloty FX Foreign Exchange LTG Long term (earnings) growth
RON Romanian Leu ULC Unit Labour Costs P/E Price earnings ratio

RUB Russian Rouble %-chg percentage change

SIT Slovenian Tolar (not in percentage points) UR Under Revision

SKK Slovak Koruna p ercentage points RS Recommendation suspended
TRY Turkish Lira Ep asis points

UAH Ukrainian Hryvnia

Eurozone Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland, ltaly, Luxembourg, Malta, Netherlands, Portugal, Slovenia, Spain
CE Central European countries - Poland, Hungary, Czech Republic, Slovakia, Slovenia

SEE South East European countries - Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Romania, Serbia

CIS European CIS (Commonwealth of Independent States) countries - Russia, Ukraine, Belarus

This document does not constitute an offer or invitation to subscribe for or purchase any securities and neither this document nor anything contained herein shall form the basis of any contract or commitment whatsoev-
er. This document is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. Any investment decision with respect to any securities of the respective company
must be made on the basis of an offering circular or prospectus approved by such company and not on the basis of this document. RZB may have effected an own account transaction in any investment mentioned here-
in or related investments and or may have a position or holding in such investments as a result. RZB may have been, or might be, acting as a manager or co-manager of a public offering of any securities mentioned in
this report or in any related security. Information contained herein is based on sources, including annual reports and other material which might have been made available by the entity which is the subject of this doc-
ument. RZB believes all the information to be reliable, but no representations are made as to their accuracy and completeness. Unless otherwise stated, all views (including statements and forecasts) are solely those of
RZB and are subject fo change without notice.
Investors in emerging markets need to be aware that setlement and custodial risk may be higher than in markets where there is a long established infrastructure and that stock liquidity may be impacted by the numbers
of market makers which may therefore impact upon the reliability of any investments made as a result of acting upon information contained in this document. Special regulations for the Republic of Austria: This docu-
ment does not constitute either a public offer in the meaning of the Kapitalmarkigesetz ("KMG") nor a prospectus in the meaning of the KMG or of the Bérsegesetz. Furthermore this document does not intend to recom-
mend the purchase or the sale of securities or investments in the meaning of the Wertpapieraufsichtsgesetz. This document shall not replace the necessary advice concerning the purchase or the sale of securities or invest-
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