
BOSNIA AND
HERZEGOVINA
Table 1 2022
Population, million 3.2

GDP, current US$ billion 23.0

GDP per capita, current US$ 7118.9

Life expectancy at birth, yearsa 76.2

Total GHG emissions (mtCO2e) 24.9

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent WDI value (2020).

Real output growth decelerated to 4

percent in 2022 from 7.4 percent the

year before largely due to an adverse

term of trade shock. The shock acceler-

ated inflation to 14 percent from 2

percent in 2021 and negatively affected

welfare, especially for the less well-off.

EU candidacy status received in De-

cember 2022 could be a catalyst for

delayed structural reforms, raising

medium-term growth. In 2023, low

growth in the EU is expected to

dampen economic activity in BiH.

Key conditions and
challenges

In December 2022, BiH received EU can-
didate status. To start the EU accession
negotiations, the authorities need to ad-
dress 14 largely political measures cov-
ering democracy, rule of law and fun-
damental rights, and public administra-
tion. In parallel, BiH needs to meet eco-
nomic criteria that require progress on in-
ternal market and state institutional inte-
gration, strengthening of state superviso-
ry and regulatory institutions, and reduc-
tion of an oversized public sector.
Macroeconomic stability has been main-
tained over the past decade with the help
of three anchors: the currency board
linked to the Euro, the state-wide collec-
tion of indirect taxes, and EU accession
prospects. Macro stability is also en-
hanced because of fiscal prudence: prior
to the pandemic the authorities ran fiscal
surpluses between 1 and 3 percent of
GDP from 2015 to 2019. The pandemic
and post-pandemic period has seen the
re-emergence of fiscal deficits, yet public
debt levels remain among the lowest in
the region, around 35 percent of GDP.
Nevertheless, despite real income growth
of 3 percent annually since 2015, per capi-
ta GDP has remained at one-third of the
EU27 average. Faster economic conver-
gence toward the EU27 average will be
difficult to achieve with the country’s low
investment rates and a growth model that
relies heavily on private consumption.

Thus, the structural reform agenda needs
to gain momentum. Priority reforms in-
clude enhancing oversight and manage-
ment of SOEs, improving the business
environment, concluding WTO accession,
enhancing employment policies for the
youth, reducing the cost of labor, and
transitioning to green energy from coal.

Recent developments

Real output growth decelerated to 4 per-
cent in 2022, from 7.4 percent the year
before, as a result of two countervailing
forces. First, a robust increase in domestic
demand of an estimated 6.3 percent dri-
ven by private consumption in addition
to a surge in investment; and second, ad-
verse terms of trade shock compound-
ed by investment-driven imports, which
caused a widening of negative net ex-
ports by 26 percent. Private consumption
decelerated starting in Q3 of 2022 due to
high inflation eroding real disposable in-
come, while on the supply side industri-
al production growth sharply slowed to
1 percent in 2022.
Inflation jumped to 14 percent in 2022
compared to 2 percent in 2021. This sharp
rise was driven by surging food and trans-
port prices that grew 22 percent and 26
percent respectively compared to the pre-
vious year, and which created challenges
for poverty reduction by negatively affect-
ing welfare especially among the poor and
vulnerable households. This jump in
prices reflected in part the adverse terms
of trade shock of a sharp increase in
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FIGURE 2 Bosnia and Herzegovina / Labor market
indicators

48.3

40.4

16.4

47.3

40.3

14.8

0

10

20

30

40

50

60

Activity rate (15-89) Emp. Rate (15-89) Unemp. Rate (15-74)

Q3 2021 Q4 2021 Q1 2022

Q2 2022 Q3 2022

Percent

Sources: LFS 2021-2022 report and World Bank staff calculations.

MPO Apr 231



import prices of processed food and oil
products, with the latter feeding into
higher prices of other products.
Labor market participation and the em-
ployment rate remained unchanged dur-
ing the first three quarters of 2022, al-
though high unemployment persists at
about 14.8 percent, according to LFS Q3.
During 2022, stronger tax revenues sup-
ported by high inflation were more than
offset by higher spending, which is ex-
pected to result in a fiscal deficit of 0.9
percent of GDP in 2022. This compares to
a deficit of 0.3 percent of GDP last year,
and 5.3 percent of GDP in 2020. Expen-
ditures in 2022 are driven by social mea-
sures softening the inflationary impact on
households and pre-election spending, in-
cluding wage hikes, and higher capital
expenditures. Nevertheless, public debt
remains sustainable at around 35 percent
of GDP. Adverse terms of trade and in-
vestment-driven imports widened the
merchandise trade deficit to 24.4 percent
of GDP or by 4.8 percentage points in
2022 compared to the year before. The
current account deficit as a result broad-
ened to an estimated 3.1 percent of GDP
in 2022 compared to 2.3 percent in 2021.

External financing largely entails net FDI
inflows and government borrowing.

Outlook

Real GDP is expected to decelerate to 2.5
percent in 2023 as private consumption
growth halves due to weakening real dis-
posable income, and negative net exports
further deteriorate due to weak output
growth in BiH’s main export markets. Real
output growth is set to reach 3.5 percent by
2025 driven largely by private consump-
tion supported by remittances. Invest-
ments in energy and infrastructure are ex-
pected to add to the growth stimulus, al-
though not to the same extent as in 2021
and 2022. With general elections complet-
ed (October 2022), the attention of policy
makers could turn to the structural reform
agenda needed for EU accession.
Regarding fiscal policy, phased-out pre-
election spending and one-off expendi-
tures in response to the price shock will be
in part offset by higher interest payments
and the pension hike. That said, a return to
fiscal surpluses is expected by 2024.

Inflationary pressures started dissipating
toward the end of 2022, and a continuation
of this trend is expected in 2023. Neverthe-
less, inflation is projected to remain around
5 percent in 2023, significantly above pre-
pandemic levels. Barring further external
shocks, inflation is expected to stabilize in
2024-25 at rates seen prior to the pandemic,
at around 2 percent and lower.
Downside risks dominate the outlook. Pro-
tracted effects of Russia’s invasion of
Ukraine could have a negative impact on
aggregate demand through depressed con-
sumer and business confidence. Further-
more, war-related uncertainties can damp-
en the recovery in the EU, adversely im-
pacting demand for BiH exports, except
for energy. Adverse labour market devel-
opments across the EU could also limit re-
mittances inflows (about 8 percent of
GDP), which support private consump-
tion. Inflation, possible lower aggregate
demand, and limited remittances inflows
create additional challenges for poverty re-
duction going forward. Finally, geopoliti-
cal spillovers could further aggravate do-
mestic political frictions with adverse con-
sequences for the much-needed structural
reform push.

TABLE 2 Bosnia and Herzegovina / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021 2022e 2023f 2024f 2025f
Real GDP growth, at constant market prices -3.3 7.1 4.0 2.5 3.0 3.5

Private Consumption -4.5 4.0 3.0 2.3 2.5 2.8
Government Consumption 0.5 6.1 2.7 0.5 0.3 0.5
Gross Fixed Capital Investment -22.0 33.3 19.7 3.5 3.4 2.7
Exports, Goods and Services -8.5 5.0 9.9 7.0 6.8 6.9
Imports, Goods and Services -13.4 8.0 12.0 5.0 4.0 3.7

Real GDP growth, at constant factor prices -3.0 7.4 4.0 2.5 3.0 3.5
Agriculture -1.5 3.4 3.5 3.3 3.3 3.2
Industry -3.0 2.0 2.6 3.0 3.2 3.2
Services -3.2 10.1 4.6 2.2 2.9 3.6

Inflation (Consumer Price Index) -1.1 2.0 14.0 5.0 2.1 1.9

Current Account Balance (% of GDP) -4.0 -2.3 -3.1 -5.1 -5.2 -4.9
Net Foreign Direct Investment Inflow (% of GDP) 2.0 3.3 3.0 3.2 3.5 3.4

Fiscal Balance (% of GDP) -5.3 -0.3 -0.9 0.1 0.8 1.0
Revenues (% of GDP) 41.6 43.5 39.8 39.6 39.6 39.3
Debt (% of GDP) 40.3 38.0 35.9 35.8 35.5 35.1
Primary Balance (% of GDP) -4.0 1.0 -0.1 0.9 1.6 1.8

GHG emissions growth (mtCO2e) -4.6 4.5 2.2 1.3 1.6 1.6
Energy related GHG emissions (% of total) 86.3 86.5 86.6 86.6 86.7 86.7

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.

MPO Apr 232


	Bosnia and Herzegovina
	Key conditions and challenges
	Recent developments
	Outlook


