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1. Covid-19 developments and vulnerabilities

2. Macroconomic impact of Covid-19 in the Western Balkans (WB) in light of global trends

➢ GDP

➢ Trade

➢ Consumption and Investment

3. Microeconomic impact: focus on remittances

4. Impact on financial markets

5. What should WB countries and the international community focus on in light of Covid-19?
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Development of the pandemic rather heterogenous across the WB countries

1. Covid-19 developments and vulnerabilities
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Comparably tough lockdown and curfew in spring, milder restrictions remain in place

1. Covid-19 developments and vulnerabilities
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Large scale of mitigating economic policies supported by external assistance
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Albania * * *  * * * * * * * * * *

Bosnia and Herzegovina  * * * * *  * * *  * * * *

Kosovo  * * * * * *  * * * * * * *

Montenegro *   *  * * * * * *  *  * * *

North Macedonia * * *  * * * * *  * * * * *

Serbia * *  * * * * * * *  *  * * * * * *

Increased social benefitsFinancial Sector Direct support to firms Payment holidays Temporary controls Support to individuals

Source: EBRD

1. Covid-19 developments and vulnerabilities
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Health care systems in WB tend to be worse prepared for a pandemic than EU countries
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Public health care systems in comparision

Source: Global Health Security. .

1. Covid-19 developments and vulnerabilities
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Macroeconomic impact of C-19 likely to be less severe than in more integrated peers

Real GDP growth at market prices
percentage change year-on-year

 2017 2018 2019e 2020f 2021f 2020f 2021f

Albania 3.8 4.1 2.2 -5.0 8.8 -8.4 5.2

Bosnia and Herzegovina2 3.2 3.7 2.6 -3.2 3.4 -6.6 -0.5

Kosovo 4.2 3.8 4.2 -4.5 5.2 -8.7 1.1

Montenegro 4.7 5.1 3.6 -5.6 4.8 -8.7 2.0

North Macedonia 1.1 2.7 3.6 -2.1 3.9 -5.3 0.6

Serbia 2.0 4.4 4.2 -2.5 4.0 -6.4 0.0

Western Balkans 2.7 4.0 3.5 -3.2 4.6 -6.8 0.8

CESEE-6 (OeNB, April 2020) 4.9 4.4 3.9 -4.5 3.0 -8.0 -0.2

Source: World Bank (June 2020), OeNB

Note: e = estimate for WB; f = forecast; *September 2019 in case of OeNB forecast.  

Percentage point 

differences 

from January 2020* 

projections

2. Macroconomic impact of Covid-19: GDP 
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WTO projections show a deep contraction in global trade due to the pandemic

2. Macroconomic impact of Covid-19

Source: WTO/UNCTAD and WTO Secretariat estimates.
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External sector vulnerability depends on the degree of openness and on differences 

in the trade structure

2. Macroconomic impact of Covid-19
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➢ Countries integrated in global supply chains (Serbia, North Macedonia, Bosnia and Herzegovina) 

− Supply and demand disruptions, increasing transportation costs, delays in payments and reduced 

investments. 

− Decline in exported goods partially offset by a decline in imports due to a relatively low value added 

in trade - the effect on the trade balance may be limited and the recovery of the external sector faster. 

Main challenges: reduce costs, improve efficiency and attract new investments.

➢ Countries relying on tourism (Albania, Montenegro and Kosovo)

− Disruption in tourism and related services (e.g. transportation, hospitality, etc). 

− Considerable investment in tourism related activities are lost due to the timing of the crisis. 

− Risk of a considerable widening of current account deficits.

Main challenge: find sources of finance.

Different sources of growth in trade determine the size of the impact

2. Macroconomic impact of Covid-19



oenb.info@oenb.atwww.oenb.at 11

➢ Current account deficit (CAD) in WB estimated to widen from 6.2% in 2019 to 7.4% in 2020

➢ At the same time, FDI expected to decrease by 1.5 pp compared to 2019 to 3.6% in 2020. 

➢ Projected decline (0.5-1.1% of GDP) in remittances - essential source of trade deficit financing in WB 

- will add to the pressure on the CAD. 

➢ Hence, financing of the CADs needs to be supplemented by other sources, particularly IFIs 

(especially EC, IMF, World Bank, EBRD, ECB) 

➢ As a result, external public debt is expected to go up by 4.7 pp of GDP in 2020. The largest 

increases expected in Serbia (5.8 pp), and North Macedonia (about 5.1 pp)

Wider current account deficits in combination with lower FDI and remittances 

will drive external (public) debt up 

2. Macroconomic impact of Covid-19



oenb.info@oenb.atwww.oenb.at 12

Effects of the pandemic on the propensity to save

2. Macroconomic impact of Covid-19
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Saving rates increasing in the EU in 2020 Q1

2. Macroconomic impact of Covid-19
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What will happen to the propensity to consume in Western Balkans?

2. Macroconomic impact of Covid-19
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Remittances represent a significant share of GDP in most WB countries

3. Microeconomic impact: focus on remittances

Remittances typically

➢ support and smooth 

consumption of families back 

home

➢ essential finance source of 

trade deficits

➢ source of tax revenue

➢ countercyclical as migrant 

workers a loyal source of 

income abroad
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The World Bank predicts the sharpest decline of global remittances in recent history

3. Microeconomic impact: focus on remittances

World Bank forecasts for 2020

➢ 20% decline yoy of remittances 
worldwide

➢ remittances to the region will be lower 
by 0.5 percent of GDP in the WB in 
2020

Why will the impact on remittances be 
unusually large?

➢ Global crisis. Many migrants 
employed in construction, tourism and 
transport where work has dried up. 

➢ before C-19 80-85% of transactions 
involved cash. In lockdowns 
depositing/collecting cash at banks 
and post offices trickier and riskier

Global remittance flows (billion USD)
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Lower remittances might have significant implications

3. Microeconomic impact: focus on remittances

➢ Tightening fiscal constraints: 
− Loss of tax revenue resulting from the drop in remittance-supported consumption will make it more 

difficult for governments to engage in countercyclical fiscal measures.

➢ Worsening external balances (increasing pressures on foreign reserves)

➢ More expensive funding for banks: 
− in migrant-source countries they rely on remittance inflows as a cheap source of deposit funding. 
− Hence, banks now likely to see their cost of operations increase, and their ability to extend credit (to the 

private and public sectors) will be reduced (Barajas et al 2018). 

➢ Private sector (mostly self-employed people and SMEs) will be hit in several ways
− Loss of remittance funding compounded by tighter credit conditions from banks
− On top of lower demand for services and products as a result of the crisis.

➢ Prolonged crisis in rich countries could force out-of-work migrants to return home. 
➢ Would they rather join the jobless in their home countries and put more pressure on the already fragile 

public health systems or rather alleviate the brain drain?
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Impact on financial markets limited so far but risks remain

4. Impact on financial markets

➢ The banking sector – dominated by foreign (mostly EU) banks – was in a rather good shape, profitable and 

well-capitalized at the outset of the crisis. While credit quality has improved in recent years, in some countries 

the share of non-performing loans is still elevated. 

➢ Moreover, while there is relatively little evidence so far, a renewed increase in delayed/overdue loan 

repayments and non-performing loans cannot be ruled out (especially after loan payment holidays expire). 
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Widespread need for action accentuated by Covid-19, with focus on

5. What should WB countries and the international community focus on in light of Covid-19?

➢ …liquidity support in response to enhanced external financing need

• Increased financing support by IFIs to ease liquidity concerns

• ECB set up repo credit lines to alleviate strained funding conditions and reduce funding costs for banks 

➢ …trade policies to facilitate cross-border commercial exchanges

• key to alleviate immediate disruptions caused by the pandemic and to facilitate recovery

➢ …orchestrated support of IFIs and the international community, particularly the Vienna Initiative

• dialogue between cross-border financial institutions, regulators and IFIs to mitigate the impact of the crisis 

• potential ways to make capital flows to emerging markets less pro-cyclical and volatile

➢ …remittances

• mainstream access to formal financial services

• reduce the costs of sending and receiving remittances (average cost of sending remittance >6%). 

➢ …population shrinkage due to emigration (flip side of higher remittances), low fertility and sparse immigration

• Meeting western Europe’s labor market needs without draining the Balkan countries of their people requires 

concerted effort by the EU and WB governments
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