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SERBIA EYEING AN INVESTMENT GRADE

The change of the
outlook to positiveis
a likely scenario in Serbia

Serbia sustained solid economic development, despite headwinds and
high inflation and interest rate environment.

External position is sound, as current account deficit has been
narrowing and flow of Foreign Direct Investments remains solid.

Comparison with BB+ / Ba1 peers makes Serbia stand out in key
indicators such as GDP per capita.

While positive outlook is quite likely, upgrade may remain beyond
reach, due to political factors.
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SERBIA EYEING AN INVESTMENT GRADE

Serbia sustained solid growth, despite inflation shock
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Growth in Serbia proved to be
resilient with real GDP being at least
10% higher compared to the pre-
pandemic level (as of 3Q23). We see
GDP growth at 3.3% in 2024.
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Inflation, percent

Inflation surged in repsonse to
recent shocks: however, disinflation
is gradual but continuous, opening
space for monetary easing.
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Unemployment rate exhibiting a
decade long downward trend,
Despite recent shocks, it stabilized
at all-time lows.
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SERBIA EYEING AN INVESTMENT GRADE

Public finances have been improving
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Fiscal situation has improved as Public debt-to-GDP ratio has been Current account deficit has
budget deficit has been declining declining over last couple of years narrowed visibly over last two
after it spiked after pandemic toward 50% of GDP. decades. In 2023, it was lowest in
outburst. that timespan. The gap is also well

covered by the FDI inflow.
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SERBIA EYEING AN INVESTMENT GRADE

External imbalances are well contained
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Foreign Direct Investment inflow

As far as Foreign Direct Investments are concerned,
most has been directed into tradable sectors, most
notably manufacturing. European Union is Serbia’s major
trading partner. Asian countries, however, also have
sizeable share.

Moreover, the current account deficit is well covered by
FDI inflow (FDI to CA ratio between 1 and 2 since 2015).
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Foreigh exchange reserves of NBS
Serbia's significant foreign exchange reserves assures
stabilization of its exchange rate during turbulent times,
is source of liquidity, and increases confidence of foreign
investors.

Source: National Bank of Serbia, Eurostat, Erste Group Research
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SERBIA EYEING AN INVESTMENT GRADE COMPARISON OF SERBIA WITH PEERS: FDI INFLOW (PERCENT OF GDP)

FDI inflow is higher A
compared to peers
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SERBIA EYEING AN INVESTMENT GRADE COMPARISON OF SERBIA WITH PEERS: GDP PER CAPITA (CURRENT USD)

GDP per capita higher
compared to BB-
peers 20000

In 2022, Serbia had one of highest 5000
GDPs per capita (current USD) among
countries rated at BB+ (or equivalent).

As for countries that have rating one- 10000
notch higher, it would be more visibly

behind Hungary, Romania and Greece,

however. 5000
Solid growth outlook, however, may

indicate catching-up potential.
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SERBIA EYEING AN INVESTMENT GRADE COMPARISON OF SERBIA WITH PEERS: PUBLIC DEBT-TO-GDP RATIO (%)

Public debt on-
par with investment
grade countries

Public debt-to-GDP ratio is lower
compared to Romania and Hungary,
which are rated one notch above Serbia.

150

At present, fiscal performance may be
considered key strength. Since spike in

budget deficit and public debt-to-

GDP ratio during pandemic, fiscal situation
has been continuously and visibly 5
improving. Furthermore, fiscal financing
pressures have eased, aided by strong

public debt management and ability to

borrow on international capital markets. ’
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SERBIA EYEING AN INVESTMENT GRADE

Government papers*: issuance and average maturity
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Serbia belongs to group with lower average maturity of Serbia has relatively high share of government papers
government papers. issued in foreign currency. On one hand, it poses risk in
case of default; on other hand, it may be sign of
credibility among foreign investors. Focus on issuance in
local currency aims to improve the ratio between the two.

*
ERSTES *We look only at government issuance without loans that may be included in the currency structure of public debt. Source: Market data provider, Erste Group Research
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SERBIA EYEING AN INVESTMENT GRADE

Energy sector undergoing major transformation
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Electricity production in Serbia relies around 70 percent
on low-quality lignite coal. China has just agreed to
invest EUR 2bn (USD 2.18bn) in Serbia to build wind and
solar power plants and hydrogen production facility,
biggest investment in renewable energy in Balkan
country to date.
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CO2 emissions in Serbia
Majority of emissions come from energy sector, with

transportation and industrial processes also contributing
significantly to Serbia's CO2 emissions.

Source: International Energy Agency, Erste Group Research
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SERBIA’S SCORE IN WORLDWIDE GOVERNANCE INDICATORS SERBIA EYEING AN INVESTMENT GRADE

Governance
voiee and Accountapilty Worldwide Governance Indicators (WGI)
60:00 are designed to help assess broad

patterns in perceptions of governance
across countries and over time.

Control of Corruption Political Stability / No violence

Serbia has improved its score in
effectiveness of government, quality of
regulation as well as overall rule of law
perception. It keeps struggling with
control of corruption as well as voice and
accountability, which captures

Government Effectivness perceptions of extent to which country's
citizens are able to participate in
selecting their government, as well as
freedom of expression, freedom of
association, and free media.

Rule of Law

Regulatory Quality

2012

2022 = = 2022 BENCHMARK (average of one-notch higher rated countries)
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SERBIA EYEING AN INVESTMENT GRADE

Potential for spread
compression

Serbia is currently trading better than
most of its '‘BB'+ peers. Clearly, market
participants are also allowing for
possibility of rating upgrade.

We believe outlook upgrade could bring
country close to the level where Romania
is trading while rating upgrade could
mean 50-70bp spread compression from
current levels.

Source: World Bank, Erste Group Research
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SERBIA EYEING AN INVESTMENT GRADE

Political situation

Western Balkan growth package offers lucrative incentives for credible reform momentum, and alongside
remaining IPA lll funds offers same opportunity as member countries enjoy. It gives Serbia unique chance to
accelerate EU accession process, but also frontload some membership benefits.

SNS secures landslide victory

Serbian Progressive Party (SNS) won 46.8% of total votes in
December’s parliamentary elections, thus securing absolute
majority in parliament with 129 seats out of 250. Largest
opposition bloc 'Serbia Against Violence' (SAV) won 23.7% or
65 seats.

Incumbent SNS and its leader Aleksandar Vucic thus tightened
grip ahead of challenging times for Serbia when it comes to
resolution of relations with Kosovo and alignment with EU
foreign policy as membership candidate.

EU negotiation dynamics unlikely to change much

In our opinion, this outcome will neither help nor ‘slow’ progress
of Serbia on EU path, which already appears to be relatively slow
compared to any of ex-Yugoslav countries that have already
joined EU or are currently negotiating.
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Can Western Balkans lucrative package spur reform process?
New EU growth plan for Western Balkans provides possibly last
opportunity for Serbia to make more decisive steps towards EU.
To incentivize country reform momentum in region, EU is
offering lucrative package for six WB countries:

— EUR 2bn in grants
— EUR 4bn in concessional loans

To obtain these funds, Serbia and other Western Balkan
countries will have to prepare reform agenda based on existing
recommendations, including from annual Enlargement Package
and countries' Economic Reform Programs (ERP). This Reform
Agenda will be consulted with, assessed and adopted

by Commission.

Source: Erste Group Research
February 24



Follow #ErsteGroupResearch on LinkedIn

Katarzyna Rzentarzewska Jakub Cery
[m] 3= [m]

"

L :

*
ERSTES :
Group February 24



Macro reports & forecasts are publicly available on Erste
Group's website and our mobile applications
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated subsidiaries "Erste Group") independently and objectively as other information pursuant to the
Circular of the Austrian Financial Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act. This publication serves interested investors as
additional source of information and provides general information, information about product features or macroeconomic information without emphasizing product selling marketing statements. This publication does
not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct buying incentives were included in this publication, which is of information character. This publication
does not constitute investment research pursuant to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal requirements designed to promote the independence of investment
research and it is not subject to the prohibition on dealing ahead of the dissemination of investment research. The information only serves as non-binding and additional information and is based on the level of
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the publication can be changed at any time without notice. This publication does not
constitute or form part of, and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither this publication nor anything contained herein shall form the
basis of or be relied on in connection with or act as an inducement to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by independent third persons. While all reasonable care has been taken to ensure that the facts
stated herein are accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its representatives and employees) neither expressly nor tacitly makes any
guarantee as to or assumes any liability for the up-to-dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of entities mentioned in this document,
however the inclusion of a link does not imply that Erste Group endorses, recommends or approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in any way liable for any costs, losses or damages (including subsequent damages, indirect
damages and loss of profit) howsoever arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date
of publication of this document and do not necessarily reflect the opinions of Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this publication or
to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of
securities or financial instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described herein would yield favorable investment results or that particular price
levels may be reached. Forecasts in this publication are based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future performance of securities or financial
instrument. Erste Group, its affiliates, principals or employees may have a long or short position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed herein and may also perform or seek to perform investment services for those companies.
Erste Group may act upon or use the information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the copyright of Erste Group and may not be copied,
distributed or partially or in total provided or transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations. This document is only made to or
directed at investment professionals (as that term is defined in Article 19(5) of the Financial Services and Markets Act 2000 (Financial promotion) Order 2005 (“FPQO")) or to persons for whom it would otherwise be
lawful to distribute it. Accordingly, persons who do not have professional experience in matters relating to investments should not rely on this document.
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