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On the basis of Article 31, par.1. item 1) of the Budget System Law (“Official Gazette of the 
Republic of Serbia”, No. 54/09),  

 The Government hereby adopts the revised 

MEMORANDUM 

ON THE BUDGET AND ECONOMIC AND FISCAL POLICY FOR THE YEAR 2009, 
INCLUDING PROJECTIONS FOR YEARS 2011 AND 2012 

I. MACROECONOMIC FRAMEWORK FOR THE PERIOD 2010 - 2012 

1. Economic Trends and Perspectives in 2009 

Unfavourable tendencies in the economy, which emerged in the second half of 2008, 
continued in 2009. In the first nine months of 2009, economic activity and foreign exchange were 
drastically reduced due to significant shrinking of domestic and exports demand, credit activity fall 
and lower liquidity of companies because of the global economic crisis.  

The undertaken economic and monetary policy measures prevented collapse of financial and 
real sector and mitigated effects of the global financial crisis on the Serbian economy. Recession 
tendencies were stopped, though it is still not certain when the Serbian economy will start to recover 
and how long it will take.  

Table 1. Key economic indicators in the period January-October 2009 

 

I-X 2009 
I-X 2008 
Rates % 

Gross domestic product, real growth¹ -4.1 
Industrial production, physical scope -14.0 
Processing industry  -18.1 
Retail sales, real growth  -10.7 
Tourism, overnight stays -5.0 
Value of construction works, constant prices¹ -22.4 
Transport, volume of services¹ -14.6 
Postal activities and telecommunications ¹, volume of services 26.9 
Consumer prices, end of period 6.0 
Consumer prices, period average 8.5 
Exports of goods expressed in EUR -22.4 
Imports of goods expressed in EUR -30.7 
Average net wage, total, real growth  1.2 
Total number of employees with legal entities, period average  -2.1 
The number of unemployed persons actively looking for employment -1.6 

  
January-October 

mil. EUR 
Foreign trade deficit -4,213.7 
Current account deficit, excluding donations2 -1.381.4 
Net inflow of foreign direct investment2 1,006.5 
Receipts from privatisation of social enterprises 79.6 
NBS FX reserves, end of period  9,726.1 
Foreign currency household savings, end of period 5,373.4 

Source: Republic Statistics Bureau, NBS, National Employment Service 
¹ The data refers to the first half of 2009                                   
2 The data refers to the period January-September 2009 
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Gross domestic product was in the first half of 2009 reduced by 4.1% in relation to the same 
period previous year. Worldwide GDP fall in the first quarter of 2009 was 4.2% and/or 4% in the 
second quarter. Observed by activities, in the first half of the year the most significant drop was 
recorded in the sectors of processing industry (-20.5%). construction (-15.0%) and mining and 
quarrying (-8.1%). Growth was recorded in the transport industry (5.9%), financial intermediation 
(6.0%) and in the Other Services sector (2%). According to the calculation method of production 
approach for gross domestic product estimation at 2002 constant prices, fall in gross value added in 
the first six months of 2009 was 3.0%, whereas category “taxes minus subsidies” was lower by 8.3% 
as compared to the same period in 2008. The seasonally adjusted data series of GDP quarterly 
calculation at 2002 constant prices show that the Serbian economy entered recession in the third 
quarter of 2008 (-0.6%), which was continued in the fourth quarter of 2008 (-0.9%) as well as in the 
first and second quarter of 2009 (-2.0% and -0.1%. respectively). What is encouraging is the data that 
in the second quarter of 2009 the fall in GDP was lesser than in the previous three quarters as well as 
the signs of slight recovery of industrial production recorded in August and September 2009. 

Physical volume of industrial production in the first ten months of 2009 in relation to the 
same period of 2008 was reduced by 14.0%. The largest production decline of 18.1% was recorded in 
processing industry. By products, the fall in production of all groups of products is recorded, mostly 
in production of intermediates (-26.2%) and investment goods (-23%). Besides industry, in this period 
a 10.7% year-on-year decline was registered in real retail trade sales. Retail sales decline was 
accompanied by real drop in consolidated public revenues of 8.8% in this period. In this period, 
tourism turnover measured by tourist overnights was lower by 5%. Construction activity measured by 
the value of executed works in the first half of 2009 was in real terms reduced by 22.4% and physical 
volume of transport by 14.6%, whereas volume of services in the area of postal activities and 
telecommunications recorded growth of 26.9%, all in comparison to the same period in 2008. 
Agriculture, including hunting, forestry and fishing showed GDP growth in the first (1.6%) and 
second quarter (3.2%) of 2009. 

Imports and exports оf goods in the first ten months of 2009 followed the economic activity 
trends. In this period significant decline in imports and exports of goods was registered, along with 
large reduction in foreign trade deficit. Reduced current deficit primarily results from decreased 
imports due to shrinking domestic demand and production. Over the first ten months of 2009 exports 
of goods, expressed in Euros, fell by 22.4% and imports of goods by 30.7%. At the end of October 2009, 
foreign trade deficit reached EUR 4.2 billion. Exports decline in the first ten months of 2009 was mainly 
influenced by 41% reduction in the imports of intermediary products. Exports of durable consumer 
goods fell by 9.6% and of capital goods by 17.2%, while exports of energy rose by 2.8%. 

In the current account balance in the period January – September 2009, the achieved results 
were better than in the same period in 2008. Current account deficit (excluding donations) was in this 
period reduced by EUR 3.3 billion in comparison to the same period in 2008, which resulted from 
reduction in deficit of goods and services by EUR 2.4 billion and inflow of current transfers by EUR 
723.7 million, primarily remittances by EUR 739.7 million. In the capital account, outflow of EUR 
1.3 million was recorded (in the same period in 2008, inflow was EUR 13.1 million) and the balance 
in the financial account showed deterioration by EUR 3.3 billion. Despite all this, in the first ten 
months surplus of the total balance of payments of EUR 1.4 billion was registered. Income position 
showed deficit because paid interest exceeded collected interest by about EUR 350 million (in 2008 
interest paid exceeded interest received by more than EUR 571 million). 

Net inflow of foreign direct investment in the period January – September 2009 was EUR 1 
billion, which is by EUR 607 million less than in the same period of the previous year. Portfolio 
investment showed net outflow in the amount of EUR 55.8 million as compared to EUR 59.2 million 
in the comparable period in 2008. Revenues from privatisation of companies in the first ten months of 
2009 reached EUR 79.6 million. 

Total inflation in the first ten months of 2009, measured by the Consumer Price Index, was 
6.0% (October 2009/December 2008) and mainly resulted from the rise in the regulated prices. This 
period saw a significant rise in consumer prices in the first quarter (3.8%) and slight slowing down of 
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the rise in prices in the second quarter (3.0%). January and May stand out with growth of 2.1% each. 
In June zero inflation was recorded and in July, August and October we had deflation (-0.9%, -0.1% 
and -0.2%. respectively). 

In the period January – October 2009, the NBS reduced reference interest rate from 17.75% 
to 11%, starting from the position that inflationary pressures are lower due to considerable fall in 
aggregate demand in the last quarter of 2008 and in 2009.  

Monetary aggregates М2 and М3 recorded increase of 5.8% and 10.8% respectively in the 
first ten months in relation to the end of 2008, whereas at the same time dinar reserve money and 
money supply M1 recorded decline of 31.7% and 5.3% respectively.  

Bank lending recorded until October growth of 12.1%., whereby rise in lending in euros was 
below the long-term trend, which results from nominal depreciation in foreign exchange rate at the 
beginning of 2009. At the same period, bank lending to the economy recorded higher increase 
(15.7%) than bank lending to households growth (5.7%).  

NBS foreign exchange reserves reached EUR 9.7 billion at the end of October 2009, which is 
by EUR 1.6 billion more than at the end of 2008. At the same time, reserves of commercial banks 
amounted to EUR 1.1 billion, that is, by EUR 9.3 million more than at the end of the previous year. 
Total foreign exchange reserves in the first ten months of 2009 rose by approximately EUR 1.6 
billion. Increase in foreign exchange reserves was mainly influenced by withdrawal of the first 
tranche of the IMF loan in the amount of EUR 782.5 million in May 2009. NBS foreign exchange 
reserves level is sufficient to cover money supply М1 of 399% and imports of goods and services for 
about 9 months. 

Foreign currency savings in the first ten months of 2009 rose by EUR 598 million to reach at 
the end of October the amount of EUR 5.4 billion. In this period, in foreign currency savings 
structure, participation of demand deposits grew by 6.2 percentage points, while term savings deposits 
for period over one year recorded decline of 2 percentage points.  

Exchange rate of dinar against euro in the first ten months of 2009 varied from 89.5 to 96.3 
dinars for 1 euro. In the first two months of 2009, the NBS intervened in the foreign exchange market 
with EUR 555.4 million, while in other months foreign exchange rate was stabilised so that the NBS 
did not intervene. Stable RSD exchange rate was considerably caused by increase in foreign exchange 
reserves and foreign currency savings. Average exchange rate in this period was RSD 93.7. At the end 
of October 2009, as compared to the end of 2008, RSD exchange rate against EUR nominally 
depreciated by 5.2% and in real terms appreciated by 0.03%. 

Total average net salary in the period January – October was RSD 31,263 and grew in real 
terms by 1.2% in comparison to the same period in 2008. In this period, average net salary in the 
public sector was RSD 38,426 and was in real terms lower by 2.6%. Average pension in the period 
January – October 2009 was RSD 19,785 and was in real terms increased by 6.3% in comparison to 
the same period in 2008. Ratio between average pension and average net salary in the period January 
– October 2009 was 63.3%. 

Average number of employees in legal entities, according to the data from the Republic 
Statistics Bureau in the first ten months of 2009 was 1,415 thousand, which is by 2.1% less than in the 
same period previous year. In addition, a significant decline in the number of private entrepreneurs 
and employees in such companies was recorded, mainly due to the updated registry of the Republic 
Health Insurance Institute from March 2009. In this period, employment in the public sector did not 
significantly change. The number of unemployed persons actively looking for employment in the 
period January – October 2009 was 751 thousand, which is by 1.6% less than in the same period 
previous year. From the beginning of the year, this number grew each month until May since when it 
has begun to decline. According to the labour force survey, unemployment rate rose from 14.4% in 
2008 to 16.4% in April 2009. 

Bringing a halt to deepening recession tendencies after the severe drop at the end of 2008 and 
beginning of 2009 resulted from the measures of the Government’s economic policy and the NBS 
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monetary policy measures that were undertaken in this period. Stabilisation of macroeconomic 
situation, strengthening of foreign exchange reserves and exchange rate stability were considerably 
helped by the first fifteen-month arrangement with the IMF in the value of USD 520 million and the 
subsequent extended arrangement with the IMF, approved by the IMF Managing Board on 15 May 
2009, by which volume of financial support was increased to EUR 2.9 billion, as well as the 
agreement reached in Vienna with the largest Serbian banks with majority foreign capital to maintain 
the total exposure level towards Serbia. Additional financial support to Serbia by the World Bank, 
EBRD and EU also significantly contributed to fostering the national economy, primarily transport 
infrastructure.  

The NBS measures aimed at increasing liquidity in the banking sector and the Government 
measures for increase of liquidity of the economy have particularly contributed to the improvement of 
the situation in the real sector.  

To mitigate effects of the global financial crisis, in November 2008 the Government and the 
National Bank of Serbia adopted appropriate measures for financial stability: 

• Increase of the guaranteed savings deposit amount to EUR 50,000; 
• Temporary exemption from taxation in the period from 30 January to 31. December 2009 on 

income from interest on foreign currency savings and other deposits of citizens and repeal of 
tax on capital gains arising from transfers based on securities and participation interest in 
assets of legal entities, as well as deletion from taxation by taxes on inheritance and gift and 
tax on transfer of absolute rights, transfer of securities and participation interest in legal 
entities; 

• Scrapping of the mandatory bank reserves for new foreign loans, with a view to boosting 
foreign currency liquidity.  

In early 2009, the Government adopted the Programme of Measures for Mitigating the Effects 
of the Global Financial Crisis on the Serbian Real Sector, intended for reduction in public spending, 
fostering economic activity and employment and modernisation of transport infrastructure.  

Package of incentive measures for the economy, which should stimulate banks to approve loans 
to the economy in the value of RSD 117 billion at double lower interest rate in relation to the market 
interest rate, is particularly important. Key measures for achieving the above are:  

• Liquidity loans – the state will provide RSD 4 billion while the banks will place RSD 80 
billion of liquidity loans; 

• Favourable consumer loans for purchase of domestic durable consumer goods; 
• Additional measures to improve the economic liquidity (debts re-programme, temporary debt 

conversion into capital, multilateral compensation and other liquidity-enforcing instruments); 
• Investment loans – the state provides RSD 5 billion while banks will provide RSD 12 billion; a 

total of RSD 17 billion will be injected into economy; 
• Commercial loans to economy from foreign credit lines – ЕIB. ЕBRD. KfW, the Government 

of Italy – a total of RSD 45 billion. 

In the period from March to October 2009, banks granted approx. EUR 900 million loans at 
subsidised interest rates, majority of which for liquidity in the amount of over EUR 800 million. The 
stimulation measures effects for economy were visible in the slowdown of industrial production 
decline and foreign trade results as well as their mild recovery at the end of the third quarter of 2009.  

The Government programme also includes a stimulating package for employment with the 
following key measures: 

• Support for the programme of employment of 10,000 young apprentices until taking the 
apprentice examination as well as the fund of RSD 3 billion for the support of public works; 

• The amount of RSD 3 billion for start-up loans without mortgage; 
• RSD 15 billion for loans from the Development Fund for small and medium-sized companies. 
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The Government Programme also includes measures for promoting investment in the traffic 
infrastructure: 

• Highways at the Corridor 10 which will be mainly funded from loans granted by the 
international financial organisations and a smaller part will be singled out from the budget of 
the Republic of Serbia; 

• The project documentation for the reconstruction and modernisation will be developed for the 
railroad at the Corridor 10; also, reconstruction of certain sections will be funded. 

To amortise the consequences of the global financial and economic crisis, in late April the 
Government carried out adjustment to the Republic budget revision for 2009, providing the following:  

• Fiscal calibration in 2009, majority of which for expenditures and less for income; 
• Non-inflationary fiscal deficit financing in 2009.  

In early May, the Government adopted additional stimulating measures for economy which 
provide support to the economy through: 

• Additional RSD 40 billion liquidity loans (a total package of favourable loans is increased to 
RSD 180 billion); 

• Almost double lower interest rates – 3% at the annual level for liquidity loans with a foreign 
currency clause; 

• Introduction of RSD liquidity loans with a 10.5% interest rate per annum; 
• Loans for exporters at the double value; 
• Favourable consumer loans for the purchase of construction materials. 

In mid-September, the Government adopted the Programme of Subsidised Mortgage Loans 
for new residences in order to allow citizens to buy a new flat easier and cheaper, as well as to 
stimulate savings for purchase of newly built residences and boost construction industry activities. 

Considering the economic tendencies in Q4 2008 and during 2009 under the influence of the 
global economic crisis and the programme of the Government’s measures to support the economy, the 
projection of key macroeconomic indicators for 2009 was revised. The estimates claim that the GDP 
real decrease rate will total -3.0% in 2009 while the inflation rate will total 7.5% (end of period). 
According to the macroeconomic projection, the expected drop of goods import totals -29.7% and 
drop of goods export -22.0%, with a decrease of current account deficit to 6.5% GDP.  

 

Table 2. Projection of key macroeconomic indicators for 2009 

  Rates, in % 
GDP, real -3.0
Export of goods, in Euros -22.0
Import of goods, in Euros -29.7
Current account deficit, without donations, % GDP -6.5
Real investments in capital -22.3
Inflation, end of period 7.5 
Real average net salary -2.0
Work productivity -1.2

    Source: The Ministry of Finance 
 
3% decrease of the Serbian GDP was caused by reduced foreign demand, lower inflow of 

foreign capital due to the illiquidity of the global economy and caution of the foreign investors in 
taking investment decisions, as well as reduced consumption in the country, which led to the fall in 
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the activities in certain economic segments, with negative effects on the employment and living 
standard. However, Serbia achieved lower GDP decrease in comparison to other SEE countries. 

2. International economic environment 

In October 2009, the International Monetary Fund revised the previous economic forecasts for 
2009 and 2010, suggesting a global decrease of -1.1% in 2009 and global rise of 3.1% in 2010. With 
respect to the developed countries, 2009 should see a - 3.4% fall in GDP and 1.3%. GDP rise in 2010. 
The EU will suffer a -4.2%. GDP fall in 2009, whereas for 2010 GDP rise of 0.5% is projected. In 
2009, USA will record a 2.7% fall while in 2010 the country is to expect GDP growth of 1.5%. 

Table 3. International environment – macroeconomic indicators 

  2007 2008 2009 2010
Real growth of GDP¹, %   

World total 5.2 3.0 -1.1 3.1
European Union 3.1 1.0 -4.2 0.5
USA 2.1 0.4 -2.7 1.5
Developing countries 8.3 6.0 1.7 5.1

World economy growth, % 7.3 3.0 -11.9 2.5
Unemployment rate, %  

Euro zone 7.5 7.6 9.9 11.7
USA 4.6 5.8 9.3 10.1

Consumer prices, annual changes, %  
Developed economies 2.2 3.4 0.1 1.1
Developing countries 6.4 9.3 5.5 4.9

Oil price increase, in USD, annual changes, % 10.7 36.4 -36.6 24.3
¹ World GDP calculated at purchasing power parity (PPP)  
Source: IMF, .The World Economy Overview, October 2009 

 

Projected GDP growth in the developing countries is at the rates of 1.7% in 2009 and 5.1% in 
2010, which represents considerably lower growth rates in comparison to the years before the global 
economic crisis and consequences of the decline in exports and fall of the world prices of raw 
materials, metals and food, as well as fall of external financing. For CEE countries, GDP decrease of 
5% is projected in 2009, while these countries may expect mild GDP growth of 1.8% in 2010. 

IMF anticipated a significant decline of 11.9% in the world trade in 2009 and mild growth of 
2.5% in 2010. Moreover, the forecast is that unemployment rate in Euro zone will grow from 9.9% in 
2009 to 11.7% in 2010, while in USA it will rise from 9.3% in 2009 to 10.1% in 2010. Other leading 
economies also face unemployment rate growth. In 2009, Germany is to record unemployment rate of 
8%, France 9.5% and Great Britain 7.6%, whereas Spain will suffer from the highest unemployment 
rate in the EU (18.2%). 

According to IMF, in 2009 total inflation will be lower compared with the previous years due 
to the raw materials prices decrease and economy slowdown. In 2009, the developed countries expect 
deflation of 0.1% at the annual level while in the developing countries inflation should reach 5.5%, 
which is much lower than in 2008 (3.4% in developed countries and 9.3% in developing countries). 

IMF revised the forecasts for the world market oil prices. In 2009, the oil price rise is 
estimated at 61.53 US$ per barrel and at 76.5 US$ per barrel in 2010, considering lower demand in 
the following period caused by the depressed world economy.  

For the countries in the region, IMF forecasts mild drop in GDP in 2009, mild GDP growth in 
2010 while for 2011 and 2012 all countries in the region should see faster growth. According to the 
October projections of IMF, the biggest decline will be recorded in Romania (-8.5%), Hungary (-
6.7%) and Bulgaria (-6.5%), which were most hit by the crisis of the global financial market. Serbia 
will have GDP decline of 3%, while in the following three years the country is to expect growth at the 

8 
 

http://www.imf.org/external/pubs/ft/weo/2009/update/01/pdf/0109.pdf


average rate of 3.2%. Inflation in 2009 will be higher in Serbia in comparison to other countries in the 
region (7.5%). All countries in the region are expected to have higher inflation at the end of 2012, 
between 2.5% and 3% p.a., while expected inflation rate for Serbia is 4%. In 2008, Montenegro, 
Bulgaria and Serbia recorded the highest current account deficit as a share of GDP. In 2009, as a 
result of the global financial crisis, current account balance of the countries in the region is halved. 
Decrease in the foreign trade is mainly caused by international demand decline, as well as drastic 
decline in the lending activities. Some countries in the region are expected to have high participation 
of current account in GDP at the end of the observed period: Serbia (-12.6%), Montenegro (-9%) and 
BiH (-8.6%), whereas in other countries in the region share of deficit is expected to decrease to the 
level below 7% GDP. 

Table 4. Regional environment- macroeconomic indicators 

  2008 2009 2010 2011 2012 

GDP growth,  % 

Bulgaria 6.0 -6.5 -2.5 2.0 4.0 
Romania 7.1 -8.5 0.5 4.6 6.6 
Bosnia and 
Herzegovina 5.5 -3.0 0.5 4.0 6.0 
Montenegro 7.5 -4.0 -2.0 3.7 4.2 
Hungary 0.6 -6.7 -0.9 3.2 4.5 
Croatia 2.4 -5.2 0.4 2.5 4.0 
Macedonia 4.9 -2.5 2.0 5.0 5.0 
Serbia 5.5 -3.0 1.5 3.0 5.0 

Inflation, end of period, % 

Bulgaria 7.2 1.5 1.7 2.0 3.5 
Romania 6.3 4.3 3.0 3.2 3.5 
Bosnia and 
Herzegovina 3.8 0.8 1.8 2.0 2.2 
Montenegro 7.2 1.0 2.2 2.7 3.4 
Hungary 3.5 6.1 2.4 2.7 3.0 
Croatia 2.8 3.0 2.8 2.8 2.8 
Macedonia 4.1 -1.0 2.0 3.0 3.0 
Serbia 8.6 7.5 6.0 4.5 4.0 

Current account balance  
(% GDP) 

Bulgaria -25.5 -11.4 -8.3 -6.6 -6.3 
Romania -12.4 -5.5 -5.6 -6.0 -6.0 
Bosnia and 
Herzegovina -14.7 -8.8 -9.1 -8.8 -8.6 
Montenegro -29.6 -16.0 -11.0 -9.0 -9.0 
Hungary -8.4 -3.0 -3.3 -3.4 -3.4 
Croatia -9.4 -6.1 -5.4 -5.8 -6.3 
Macedonia -13.1 -10.6 -9.7 -8.1 -7.1 
Serbia -17.8 -6.5 -9.0 -10.5 -12.6 

Source: IMF, The World Economic Overview, October 2009; The Ministry of Finance – estimation of the 
indicators for Serbia 

 

In November 2009, the European Commission revised the economic projections and 
forecasted faster recovery than the projected, considering that certain indicators have stabilised and 
returned to the level from the period before the crisis. However, it is estimated that the recovery will 
be a long process, accompanied by high unemployment rates. According to the estimation, EU 
member states will experience GDP fall of 4.1% in 2009 and growth of 0.7% in 2010. In the EU, low 
inflation rate of 1.0% is expected in 2009 and 1.3% in 2010. Unemployment rate in the EU will be 
higher in 2009 (9.1%) and 2010 (10.3%) in relation to the previous years. 
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Table 5. International environment – macroeconomic indicators 

  2009 2010 2011
Real GDP growth, in %   

World total -1.2 3.1 2.5
EU -4.1 0.7 1.6
Italy -4.7 0.7 1.4
Germany -5.0 1.2 1.7
Slovenia -7.4 1.3 2.0
Euro zone -4.0 0.7 1.5

Consumer prices, annual change, in %       
EU 1.0 1.3 1.6
Euro zone 0.3 1.1 1.5

Unemployment rate, in %   
EU 9.1 10.3 10.2
Euro zone 9.5 10.7 10.9

 Source: The European Commission, the Economic projections, November 2009 

During 2009 EURIBOR ranged between 2.97% and 1.04%. In mid-May, the value of this 
interest rate started declining after the reduction of the ECB key policy rate to the record low level of 
1%. In mid-November 2009, the value of six-month EURIBOR was at the level of ECB key policy 
rate (0.98%). 

In late 2008, the Ural oil price plummeted to USD 35 per barrel due to the drastic fall in the 
demand for this raw material in the global market caused by entering the recession. The fall in the 
global oil price mitigated to certain extent strong impact of the financial crisis spill-over to the real 
sector. In the period January – October 2009, the Ural oil price ranged between USD 38.6 and 77.95 
per barrel, whereas August saw a sharp rise in the oil price, driven by the expectations that the 
recession had hit bottom and the recovery of the global economy was about to start. According to the 
October IMF estimation, 2009 should see a 36.6% world oil price decline.  

 

Graph 1. Oil price trends 
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3. Projection of macroeconomic indicators of Serbia for period 2010-2012 

On the basis of recent tendencies in the global economy and economies of the major foreign 
trade partners of Serbia, estimation of the basic macroeconomic indicators by the international 
financial institutions and planned economic policy, the basic macroeconomic aggregates and 
indicators for the following three-year period have been projected. 

According to the macroeconomic projections for the period 2010 – 2012, the Serbian 
economy is to achieve average GDP growth rate of 3.2%. In this period, recovery of the economy is 
expected after the decline in the economic activity of 3.0% in 2009. 

 

Table 6. Projection of the key macroeconomic indicators for the Republic of Serbia  

  
ACTUAL ESTIMATION PROJECTION 

2008 2009 2010 2011 2012 
GDP, RSD billion (current prices) 2.790.9 2.953.5 3.159.7 3.417.2 3.731.6 
GDP per capita, in EUR 4.661 4.304 4.528 4.819 5.168 
GDP, annual growth rate, real terms, % 5.5 -3.0 1.5 3.0 5.0 
Real growth of individual GDP 
components, in %   
  Personal spending 8.3 -5.7 3.6 3.3 4.9 
  Public spending 4.7 -7.8 -7.2 0.4 3.9 
  Investments 8.4 -22.3 4.7 11.3 18.0 
  Export of goods and services 13.5 -8.0 6.2 7.3 9.2 
  Import of goods and services  13.0 -16.8 4.8 7.5 10.4 

Foreign trade balance, in EUR, % GDP  -22.8 -15.3 -15.3 -15.9 -17.1 
Payment balance current account in 
EUR, in % GDP -17.8 -6.5 -9.0 -10.5 -12.6 
External debt,  % GDP  63.6 71.1 72.2 73.5 73.3 
Inflation, end of period, in % 8.6 7.5 6.0 4.5 4.0 
Number of employees, average per 
annum, in 000* 1.857 1.823 1.823 1.833 1.853 

*Calculated at the Ministry of Finance 

 Source: The Ministry of Finance 
 

GDP projection. According to the estimates for 2009, GDP is expected to decline to -3% in 
real terms, while in the following three years real GDP growth would continue at an average rate of 
3.2%, which would be lower than the average GDP growth in the period 2005-2008 (5.8%) by 2.6 
percentage points. As expected, events in 2008 resulted in an economic slowdown and emerging recession 
in 2009, while it is estimated that mild growth of GDP of 1.5% can be expected in 2010, which would 
continue in 2011 and 2012 at the rates of 3% and 5% respectively. 

By sectors, in 2009 activities in most sectors are expected to decline. Industry and 
construction are expected to decline sharply while agriculture should contribute moderate growth of 
gross added value (GAV) and thus ensure the contribution to the declining GAV expected. Period 
when the economic growth was driven by a growing services sector is not sustainable on a long-term 
basis. The Baltic countries in the best manner reflect this statement because they will achieve a two-
digit rate of GDP decline in 2009. The economic policy must take urgent steps in order to stop the 
industrial production halt, to create adequate industrial policy for the upcoming period and to support 
huge investments in the industry. Sustainable economy growth should foster significant growth and 
development of the industry, especially export-oriented industries and thus increase share of tradable 
goods in imports. 
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In 2009, in terms of GDP expenditures, the most dramatic fall of 22.3% will hit investments 
in fixed assets, whereas public consumption will decline by 7.8% and personal consumption by 5.7%. 
Export of goods and services denominated in RSD will suffer about 8% fall in real terms while import 
of goods and services will reach lower rate of -16.8%. In the period 2010-2012, it is expected that the 
personal spending will see a 3.9% annual average increase in real terms while the public spending will 
decline by 1% average on the annual basis. Also, investments in the FX capital will grow by 11.4% 
average annually whereas exports and imports of goods and services will rise by 7.5% average 
annually.  

The key assumption for the economy recovery and creation of stable foundation for long-term 
and sustainable economy growth is that the GDP growth rate is based on the FX investments, because 
it is the only way to increase the number of vacancies and boost the entire economy potential as well 
as society as a whole. The projected growth in a three-year period is based on the relatively high 
investments growth rate of over 11% since 2009 will see a decrease of this final demand component 
by more than 22%, which will help achieve the level of investment from 2008 in 2012.   

 

Graph 2. Real GDP growth: actual rate and long-term trend 
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On the expense side of GDP, in the period 2010-2012, the most important contribution to the 
growth will be attributed to investments and personal spending. The planned fiscal policy measures in 
terms of wage freezing, decreases in the number of employees in government sectors and efficient 
budget consumption, will contribute to the decrease of public consumption share (wage costs, costs of 
goods and services) in GDP, down from 17.1% in 2009 to 15.6% in 2012. The public spending 
contribution will have negative tendency on the GDP growth in the period 2010-2012 and will reach 
the level of - 0.2 percentage points average annually.   

Export of goods and services in euros in the period 2010-2012 should grow at the rate of 
10%, while imports of goods and services would grow at 10.1%, which should help keep the foreign 
trade deficit at the level of about 16% GDP.
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Graph 3. Contribution of aggregate demand categories to real GDP growth  
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Projection of employment and wages. In the period 2010-2012, employment will rise by 

1.6% cumulatively. In the observed period, wages should vary in the same range as productivity. 

Graph 4. Projection of employment 

 

Projection of inflation. The projection of inflation for the following three years is based on:  
• Planned economic policy in the next three-year period; 
• Restrictive fiscal policy and wages control in the overall public sector;  
• Expected low aggregate demand in the mid-term period; 
• expected stability of the exchange rate based on the reduction in the current account deficit, 

increase in savings and improvement of conditions for borrowing abroad by banks and 
companies; 

• planned pace of elimination of disparities between administratively controlled prices; 
• generation of competitive environment and competition protection.  

 In light of the above assumptions for 2010, inflation is projected to reach 6% and 
subsequently to fall to 4.5% in 2011 and 4% in 2012 respectively. In the following three years, the 
rise in prices will slow down due to the following factors: low demand, exchange rate stabilisation, 
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slowdown of increase in the regulated prices and moderate rise in the world oil prices, as well as 
further decrease in the reference interest rate in the future period. 

Graph 5. Projection of inflation 
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Projection of foreign trade. In the following mid-term period, due to the global recession, 

falling oil prices and main raw materials, fall in purchasing power due to RSD depreciation, more 
difficult borrowing abroad and reduced liquidity of the economy, foreign trade in 2009 will probably 
have negative growth rates of 22% for goods exports and 29.7% for goods imports in euros, which 
should in turn reduce share of the current account deficit in GDP by over 11 percentage points in 
comparison to 2008, i.e. to 6.5% GDP.  

In the period 2010-2012, goods exports and imports should recover and achieve relatively 
high growth rates at an average of 11.4% and 11% p.a. in euros respectively, which will help keep the 
foreign trade deficit (net exports of goods and services) at the level of 16% to 17% GDP p.a. 

Graph 6. Exports and imports of goods and services 

 

In the following three-year period, a considerable current account inflow is expected from 
current transfers, coupled with an outflow for factoring payments. The most important component of 
current transfers is the revenue from remittances and household foreign currency savings, while the 
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key elements of factoring payments are outflows for servicing the interest on foreign loans. It is 
estimated that current transfers in the period 2010-2012 will average EUR 2.8 billion per annum. A 
negative balance is expected from net interest payments: EUR 749 million in 2010, 845 million in 
2011 and 996 million in 2012. The projected net factoring payments decline on the basis of interest 
rates in 2009 is conditioned by historically low value of reference interest rates (EURIBOR, LIBOR), 
which are by about 3.5 percentage points lower than in 2008. 

In the following three years, net effect of current transfers and net factoring payments will 
maintain at the positive and stable level and it is estimated to total about EUR 2 billion per annum. 
Current transfers balance surplus and net factoring payments will cover on average some 34% of the 
Serbian foreign trade deficit in the period 2010-2012. 

 
Graph 7. Current account deficit and foreign investments  
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On the basis of the projected tendencies of foreign trade, current transfers and net factoring 
services, projections of the current payments balance have been made. The current balance of 
payments deficit would be negative and in the period 2010-1012 will average EUR 3.8 billion. 
Current account deficit will be financed from foreign direct investment and foreign loans. Average 
expected FDI in the period 2010-2012 is about EUR 1.8 billion.  

It is estimated that the total (private and public) foreign debt of Serbia in the period 2009-
2012 will increase by about EUR 5.6 billion. Of that, private foreign debt (debt owed by companies, 
banks, NBS) will increase by about EUR 3.4 billion while public foreign debt will increase by about 
EUR 2.1 billion. In 2010, as well as in 2009, the primacy in withdrawing external funds will be given 
to the general government sector (NBS will withdraw about EUR 2.0 billion from IMF, the state will 
withdraw about EUR 1 billion from the international financial institutions). The private sector should 
withdraw new foreign loans when the financial market recovers, which is expected in 2011. 

Serbia’s total foreign debt as share of GDP in the following three-year period will remain at 
the level of 73% GDP and it is expected that the foreign debt-to-exports ratio will remain relatively 
high at 260%.  

Serbia’s foreign exchange reserves should remain in the observed period at a level sufficient 
to cover the eight-month value of goods and services imports. 

Risks. The projection given above will be achieved if its underlying assumptions are realised. 
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Macroeconomic risks are reduced in the second and third quarter of 2009 when the leading 
economies recorded GDP growth. Germany and France achieved GDP growth at the rates of 0.4% 
and 0.3% in the second and at the rates of 0.7% and 0.3% in the third quarter, as compared to the 
previous quarter. USA also recorded real GDP growth of 0.9% in the third quarter of 2009 in 
comparison to the previous quarter after several consecutive quarters of GDP decline. The Serbian 
economy is also recording, according to the estimates, GDP growth in real terms in the third quarter 
of 2009 of about 2.5% in relation to the previous quarter. These indicators show that the global 
economy has started to recover, as well as the economy of Serbia. However, external and internal 
risks for achievement of the new macroeconomic projections, which are considerably more favourable 
than the earlier projections, are still present. Main global risk is primarily related to the duration and 
intensity of the economic recovery. It is uncertain and difficult to forecast the curve of recovery of 
both global and national economies.  

Sustainability of the recovery of the Serbian economy which has started will considerably 
depend on the increase in foreign demand and inflow of foreign capital. Agreement on the 
continuation of the arrangement with IMF will have positive effects on the recovery of the Serbian 
economy, as well as decreasing inflation, lower depreciation pressures and defined frameworks of 
economic and fiscal policy for 2010 and for the following two fiscal years.  

Internal risks: failure to implement planned reforms and economic policy measures, sudden 
changes in aggregate demand, accelerated inflation, large oscillations of the exchange rate of RSD 
against EUR, higher than expected decline of FDI inflow, higher risk premium for foreign loans 
granted to Serbian entities, political risks, etc. 

 

4. Key objectives and economic policy guidelines for the period 2010-2012 
Economic policy in 2010 and the following two years will include: 

• Maintenance of macroeconomic and financial stability under circumstances of changed global 
financial and economic environment; 

• Recovery of economy and retrieval of real interest rates sustainability with adaptation to 
production, demand, loans, export and external financial flows; 

• Continuation of the EU integration process and implementation of structural reforms in line 
with SAA.  

The main obstacle for the achievement of the identified economic policy objectives is the 
global economic crisis that caused recession in a large number of countries, followed by the spill-over 
of the negative effects on the economy and finance of the Republic of Serbia.  

Economy and monetary policy will adapt to the changes in the global economic environment 
and macroeconomic situation in the country in order to preserve macroeconomic and financial 
stability and to contribute to the economy recovery.  

In 2010 and in the next two years, coordination in creation and implementation of monetary 
and fiscal policy is of vital importance for achievement of the economic policy objectives.  

Change from economic expansion into zone of negative rates made Serbia’s fiscal position 
vulnerable. Economic contraction and external adaptation caused decrease of public revenues and 
fiscal deficit increase. Fiscal consolidation in 2010 and in the following two years requires public 
sector reforms, especially in the area of government administration, pension system and health and 
education sectors, by which fall in tax revenues, increase in interest payments and higher capital 
spending will be compensated in order to improve public infrastructure. 

In the mid-term period, key structural reforms in the area of government administration, 
health, education, pensions and social allowances shall be of vital importance. These reforms should 
considerably reduce financial transfers from the budget of the Republic of Serbia for financing the 
pension fund and ensure total public spending decrease in comparison to the level from 2009. Return 
to the sustainable public finance includes significant fiscal calibration in 2010 and in the following 
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two years, primarily through reduction in public sector costs and, if necessary, through appropriate tax 
adaptation.  

Considering macroeconomic risks and the consequences of the global economic crisis in the 
following mid-term period, it is essential to direct the fiscal policy firmly towards decrease of public 
spending and savings with all budget beneficiaries with the sustainable fiscal deficit which can be 
funded in a non-inflationary manner. Fiscal policy will curb public spending at all levels through 
lower current expenditures and it will boost economic activity through loans for liquidity of the 
economy and higher capital investments, primarily in infrastructure. Fiscal priorities will be 
rationalisation of the state at all levels, social protection of the poor and Corridor 10.  

Monetary policy will stay focused on maintaining low and stable inflation, while maintaining 
financial stability. Monetary relaxation will be carried out carefully due to high inflationary 
expectations, pressures for increase in regulated prices, oil price rise in the circumstances of recovered 
global demand and pressures on the exchange rate caused by imports demand increase. The NBS will 
apply appropriate corrective measures. The NBS will continue the policy of managed floating foreign 
currency rate, while maintaining adequate level of foreign exchange reserves, as a protective means 
against external shocks in the financial sector. 

Policies in the financial sector will be provided enforcing the preparation level for facing the 
consequences of the global financial crisis. To that end, the priority activities plan of the Government 
and the Agency for Deposit Insurance will be adopted, taking into consideration roles and 
responsibilities of these institutions in preserving the financial stability. The Government and NBS 
will provide support to the financial sector through new liquidity sources, along with creation of 
conditions for loans restructuring. In the midium term, they will provide local currency bonds market 
development with the transparency and market generation of interest rates. The rest of banks and 
state-owned insurance companies will be privatised which is pre-conditioned by the market.  

 
Structural policy should be directed towards the enforcement of domestic offer through 

privatisation, restructuring or liquidation of state-owned or publicly-owned companies in order to 
boost economy capacity in Serbia for production, import and savings. This would create sound 
foundations for economy growth after the global financial and economy crisis is over. Moreover, 
potential GDP would increase. Therefore, the privatisation process of other public companies will be 
finished. Restructuring of state-owned companies with an increase of private sector and improvements 
for funding conditions will continue. Through the improvement of legislation, predictable business 
environment will be created and business costs will decrease. Preparation of public companies for the 
privatisation process will continue.  
 

The Law on Bankruptcy will come into force to facilitate the liquidation process of loss-
making companies. Corporation process will be continued, followed by total or partial privatisation. 
In the short-term period, it is planned to restructure JAT Airways, to publish tenders for privatisation 
of Galenika, Airport “Nikola Tesla” and Telekom, as well as finding a minority partner for EPS 
(Electric Power Industry of Serbia). 

Implementation of the remaining economic reforms in the next three years, which are typical 
of the second stage of transition, will provide the basis for sustainable growth and stability of the 
Serbian economy after its exit from recession. Key economic reforms to be implemented in the next 
three years are:  

• Improved business legislation and capacity building of Serbian institutions through the 
enactment and implementation of systemic laws harmonised with acquis communautaire to 
create legal framework and systemic conditions for market economy functioning; 

• Finalised privatisation of socially-owned enterprises, state-owned banks and insurance 
companies; 
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• Improved regulatory framework for infrastructure and public utilities activities and launching 
of privatisation (partial or full) of enterprises in the said sectors, in accordance with their 
specific development strategies; 

• Improved business and investment environment, including efficient implementation of 
bankruptcy legislation;  

• Continued reform of the judiciary and its institutional and functional capacity building, 
especially in terms of enforcement of court decisions; 

• Privatisation of state-owned agricultural land and building land, including legal regulation of 
restitution;  

• Construction and modernisation of infrastructure as basic assumption for development;  
• Improved competition policy; 
• Anti-corruption and anti-criminal measures  

Long-term sustainable economic growth and macroeconomic stability highly depend on 
privatisation and creation of the competitive environment as well as conditions for a free market game 
in a level field, with minimum transaction costs and adequately regulated monopolies. Such an 
environment is conducive to entrepreneurship, business and technological innovations and 
competitiveness of economic operators, while at the same time suppressing rent-seeking and 
redistributive behaviour, with emphasis on wealth generation through privileges and corruption.  

A detailed overview of the planned reforms is given in Chapter III, Structural Reforms in the 
Period 2010-2012. 

 

4.1. Fiscal Policy Guidelines 

Considering the deterioration of Serbia’s fiscal policy, caused by cyclical and structural fall in 
the public revenues for the following mid-term period, a credible programme of fiscal adjustment 
based on public spending decrease is necessary. In that respect, fiscal policy will play a major role in 
the next mid-term period in achieving macroeconomic objectives.  

Priorities of the fiscal policy will be fiscal adjustment, completion of tax system reform and 
improvement of public spending and public debt management. Moreover, amendments to the Budget 
System Law, introducing fiscal responsibility, will be particularly important.  

Tax reforms with better income management as well as public consumption strengthening, 
coupled with better coordination at all governmental levels will ensure fiscal sustainability. Special 
attention will be paid to reforms of education, health and pension system.  

Reduction of the public spending and fiscal deficit to the sustainable level, especially of the 
deficit of the Republic budget, represents a key lever for decrease in the domestic demand and 
consequent decrease in inflation, imports and foreign trade deficit in the following years.  

Tax system reform will continue though today it is already stimulating and competitive in 
comparison to the region, aiming at the generation of more convenient conditions for employment and 
investment increase.  

Public expenditures reform will focus on reducing current expenditures and increasing the 
share of investment in human resources (education, science) and physical capital (infrastructure, 
environment). Particular attention will be paid to improved selection of public investments, in 
accordance with the strategic priorities, and higher efficiency in their implementation (lowest possible 
prices and deadlines, good product quality). Higher public investment in infrastructure is a necessary 
condition for attracting private investment as the primary factor of long-term sustainable economic 
growth. It is also necessary within the framework of fiscal decentralisation to implement the 
constitutional principles of division of assets between different levels of government. 
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A detailed overview of the planned fiscal policy is given in Chapter II, Fiscal Policy for the 
Period 2010-2012  

 

4.2. Monetary Policy Guidelines 

The National Bank of Serbia (NBS) will, in compliance with the Law on NBS, implement 
monetary policy aimed primarily at achieving the target inflation. At the end of 2008, Memorandum 
of the National Bank of Serbia on Inflation Targeting as Monetary Strategy, which defines formal 
implementation of the inflation targeting regime as of 1 January 2009. The Memorandum is prepared 
in accordance with Agreement between the National Bank of Serbia and the Republic of Serbia on 
Inflation Targeting. The Memorandum defines the main principles and workings of the new monetary 
policy regime of the National Bank of Serbia. 

The inflation target, defined in terms of the annual percentage change in the consumer price 
index, is the only numerical guideline for the monetary policy. Monetary policy will also support the 
conduct of the Government’s economic policies to the extent that this does not threaten the 
achievement of its inflation targets or the stability of the financial system. 

The National Bank of Serbia will achieve the inflation target by changing the interest rate 
applied in the conduct of its main monetary policy operations (currently, the interest rate on two-week 
repo operations). This interest rate will be its main monetary policy instrument. Other monetary 
policy instruments will have supporting roles, as they should contribute to a smooth transmission of 
the key policy rate to the market and balanced development of financial markets without threatening 
the stability of the financial system. 

Inflation targets will be set by the National Bank of Serbia, in cooperation with the 
Government, on the basis of an analysis of current and expected macroeconomic movements and the 
mid-term plan of changes in prices under direct or indirect regulation of the Government. Total 
inflation targeting means strong coordination of monetary and overall economic policy, existence of 
long-term instruments for financial market development and a regulated institutional environment. 

In order to strengthen the market instruments of monetary regulation, the NBS will continue 
to encourage the development of interbank money market. To regulate the liquidity of the banking 
system, the NBS will allow banks to make more efficient use of credit and deposit facilities, along 
with the use of interest rate corridors as mechanisms to govern interest rates in the money market.  

The NBS will apply the rate of statutory bank reserves as appropriate, taking into account the 
effects of other market instruments of monetary regulation. If the NBS finds that loan activities of 
banks are jeopardising monetary policy objectives, it will undertake prudential and additional 
monetary regulation measures aimed at restricting loan activities and, accordingly, at curbing 
aggregate demand. 

In order to maintain inflation at a low level, policy of the managed floating foreign currency 
rate will be continued as one of the pillars of the new monetary regime. The NBS will apply limited 
and target interventions aimed at mitigating shocks and maintaining financial stability in the manner 
consistent with the targeted inflation, while maintaining adequate level of foreign exchange reserves. 

By the end of 2009, the NBS will complete a diagnostic analysis of all banks, the so-called 
“stress tests”, with a view to defining capability of each individual bank to respond to risks in crisis.  

In order to introduce more efficient financial sector supervision and to improve its stability, 
the NBS will focus its supervisory activities on the implementation of Basel II standards relating to 
risk management in banking operations, supervision of insurance companies, management of 
voluntary pension funds and supervision of financial leasing companies. 

New Law on NBS is under preparation and it will reinforce the independence of the NBS in 
monetary policy management. It will also contribute to capacity building of the NBS in the area of 
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decision-making, improvement of inflation modelling and framework for projections. It will also ban 
lending to the public sector and simplify procedures for the central bank recapitalisation. In order to 
improve the efficiency of the NBS and to harmonise its managerial and organisational structures with 
appropriate central bank functions in a modern market economy, the NBS will be restructured. 

 

4.3. Foreign Trade Policy Guidelines 

In the following mid-term period, one of the economic policy priorities is expedited EU 
association and WTO accession and strengthening of the regional cooperation through the Regional 
Cooperation Council, as well as through CEFTA (Central Europe Free Trade Agreement), ratified by 
all countries in the region.  

In accordance with the signed and ratified SAA, the Government will focus its efforts on 
expedited creation of the necessary political and economic conditions for EU association. Taking into 
account the accelerated pace of economic and other reforms envisaged by SAA, Serbia is expected to 
officially become an EU candidate country in 2010 and to meet the requirements for EU accession in 
the mid-term period. It is vital for the Serbian economy to swiftly adapt to the standards and norms 
applicable in trade with the EU and to accept them in its operations in order to be entitled to 
significant benefits in trading with the EU. 

Serbia will be using EU’s financial assistance in the following mid-term period, within the 
framework of the Instrument for Pre-accession Assistance (IPA), for all IPA components. The signing 
of the Framework Agreement on Cooperation Rules has created a legal basis for determining the EU 
contribution and contribution of the beneficiary country in co-financing projects funded by the EU. 
The Budget Law for the year concerned will determine the amount of co-financing for every project 
financed from EU funds and implemented in the year covered by that budget.  

The Government will expedite the process of WTO accession and harmonise Serbia’s foreign 
trade policy with WTO rules in the fields of trade in goods and services, protection of intellectual 
property rights, standardization, technical regulations and procedures for compliance assessment and 
sanitary, veterinary and phyto-sanitary regulations  

Serbia, as an export-oriented country, will continue with the activities aimed at facilitating 
stable and high growth of goods and services exports, as a means of reducing current deficit as a share 
of GDP. The high trade deficit, as the largest single component of the country’s negative current 
balance, will be reduced in the mid term though boosted competitiveness of Serbian economy, as a 
synthetic result of all structural reforms implemented so far. This was the reason for adopting the 
Serbian Exports Promotion Strategy which will serve as the basis for implementing an appropriate 
mix of export sector incentives in the short and medium term. Boosting exports is a key generator of 
high and sustainable rates of economic growth. It requires a significant increase in investments and 
economy restructuring, thus enabling introduction of new production programmes and products 
processed in more sophisticated phases. Investments of new owners in companies in the post 
privatisation period will contribute to production increase competitive at the world market as well as 
to the export rate rise.  

Particular emphasis will be placed on promoting exports to the EU, in order to bring the 
structure and quality of Serbian exports in compliance with the requirements of the EU market. This 
will be achieved through expedited harmonisation of Serbia’s technical regulations with the EU 
regulations, i.e. through the implementation of new-approach and old-approach EU Directives in 
Serbian legislation. Once the Stabilisation and Association Agreement has been signed, technical 
regulations and standards for specific product groups made compliant with those of the EU and 
appropriate infrastructures for their implementation put in place, it will be possible to sign the 
Protocol to European Conformity Assessment and Acceptance for Industrial Products (PECA) 
Agreement and the Agreement on Conformity Assessment and Acceptance of Industrial Products 
(ACAA). This will provide access to the single markets for products covered by that Agreement even 
before Serbia’s EU accession, without additional requirements in terms of testing or certification. 

20 
 



PECA/ACAA Agreements expand the single EU market in a specific sector to include the market of 
the signatory country; these Agreements are a signal of trust in the system of a candidate country’s 
systems of technical regulations, standardization, accreditation and metrology. For this reason, Serbia 
will pay special attention to the development of these elements of its infrastructure quality. A 
necessary requirement for this is the acceptance of EU standards, in particular those relating to safety 
of use and health and environmental protection, as well as implementation of EU rules on customs 
procedure, competition, accounting and taxation  

Improvement of conditions for foreign trade, through an improvement of the customs system 
and policies in line with EU regulations and WTO rules and an improvement of customs procedures at 
border-crossing points, will give significant impetus to foreign investment, especially in the field of 
production, and will contribute to higher exports and reducing the current deficit to a sustainable 
level. Protection of the domestic market (antidumping, safeguards against excessive imports and 
countervailing measures), as well as other legitimate measures envisaged by WTO rules (e.g. 
restriction of imports to protect against imbalances in the balance of payments), will be introduced 
institutionally on the basis of harmonised regulations and assumed international obligations, 
according to precisely predefined procedures.  

 

4.4. General Government Wage Policy Guidelines  

In the following three years, salaries in the general government will be subject to strict control 
as part of overall fiscal adjustment, with a view to reducing labour costs in the general government 
sector. To that end, adequate wage policy measures will be taken (nominal freezing of salaries during 
the global crisis, then average salary growth at a rate slower than that of GDP growth, staff 
downsizing, commercialisation of certain activities etc). Wages in the overall public sector and 
pensions will be frozen in the nominal amounts in 2010 as well. 

As of 2010, the Government will prepare mid-term plan of the overall public sector reform, as 
well as legal regulations for implementation of the rationalisation of state institutions. Accordingly, 
based on the analysis of the required jobs, redundant employees at all levels of the public sector and in 
all state institutions will be determined. 

Stringent control of the payroll fund in the public sector will be ensured at all levels and in all 
general government authorities and services, as well as in public and local enterprises, with a view to 
achieving a relative reduction of public spending. As labour costs of the government sector as a share 
of GDP are still high, it will be necessary to draw up a mid-term plan aimed at reducing them as part 
of efforts to curb public spending. In parallel with this, long-term general government sector wage 
policy needs to be determined in such a way as to rely heavily on the clearly and definitely set rules 
for adjustment of wages to the development of productivity and wage growth in the private sector. 

Salaries in state-level and local public enterprises will be adapted to the rate of labour 
productivity and performance in such enterprises, as well as to the situation in the labour market. 
There is no justification for a situation in which employees of monopoly organisations receive salaries 
much higher than the market average for identical jobs, with salary rises at above-the-average rates. 
The role and importance of wage policy stem from the fact that general government sector employee’s 
account for 25.5% of the country’s total employment, according to the Labor Force Survey for 2007.  

Continued reforms of the public administration and public services will lead to cuts in wages 
and salaries of these authorities and organisations, downsizing, higher efficiency of their operations 
and provision of better services. Civil Servants Law and Law on Wages of Civil Servants and State 
Employees will be amended accordingly.  
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4.5. Regulated Price Policy Guidelines 

In the following three years, adjustment of regulated prices on the economic principles, 
considering the effects on the macroeconomic stability and purchasing power of the people will 
continue. Key systemic activities in the field of the price policy will include: 

• Reduction of the scope of price control; 
• Delegation of powers for approving price increases in infrastructure activities to regulatory 

bodies, in accordance with relevant laws governing specific infrastructure activities; 
• Improvement of price policies in public utilities; 
• Change of the model of oil product price adjustment towards gradual shift to the market 

principle of price adjustment. 

The National Bank of Serbia’s projection of consumer prices growth for the next year is based 
on the obligation of the Government to determine the range of regulated prices in that year. According 
to that, increase in the state-controlled prices is approved during the year. The Memorandum on 
Numerical Guidelines for the Increase in Prices of Products and Services directly or indirectly 
controlled by the Government provides a plan of correction of the regulated prices in 2010 and 2011 
as 9%±2 and 7%±2 respectively. 

Key measures for the adjustment of prices of products and services in infrastructure activities 
with economic principles will include: 

• Bringing regulated prices to the economic level. Prices of products and services of the 
enterprises founded by the Republic or local self-government will be determined according to 
the economic principles, taking into account their relevant development category, in full 
compliance with environmental requirements and downsizing of staff and salaries; 

• Gradual increase of the electricity cost to an economic level, as a necessary requirement for 
preparing “Elektroprivreda Srbije” (“Eclectic Power of Serbia”) to face competition and for 
effecting new investment. In determining the cost of electricity, the Energy Agency will take 
into account all justifiable expenses and profit which can be used for new investment and 
development of the electricity sector; 

• A revision of Telekom’s tariff system as a key requirement for landline telephony 
liberalisation in Serbia. It is expected that the Telecommunications Agency will consistently 
use its powers to regulate the telecommunications services market and prices; 

• Prices of human medical products will change within the parameters specified by medical 
product pricing criteria. Prices of medical products will be adjusted in accordance with the 
changes in reference countries (Slovenia, Croatia, Italy) in which a medical product is 
authorised for marketing and in accordance with changes of the exchange rate of euro against 
the local currency. The calculation will take into account the effects of changes in medical 
product prices on expenditures of the State Health Insurance Fund for prescription of drugs, 
as well as the potential effects on inflation. 
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II FISCAL FRAMEWORK FOR THE PERIOD 2010-2012 

1. Fiscal Trends in 2009 

1.1. Fiscal Trends in the Period January-September 2009 

 Fiscal sector performance deteriorated significantly during the three quarters of 2009. 
Deficit of the consolidated government sector reached RSD 79.5 billion in the nine months. In the 
same period last year deficit of the government sector amounted to RSD 17.5 billion. Financing the 
deficit resulted in an increased indebtedness, and consequently the share of public debt in GDP 
increased to 31.6% at the end of September 2009.  

Table 7: Consolidated Government Balance in the Period January-September 2008-2009 
 in RSD billion  in % 

  I- IX 2008 I- IX 2009 
Nominal 

growth/decrea
se 

Real 
growth/decrea

se
Total revenues and grants 834.1 822.9 -1.3 -9.4 
Current revenue 831.8 821.5 -1.2 -9.3 
Tax revenues 730.2 723.8 -0.9 -9.0 
Personal income tax 97.5 97.9 0.5 -7.7 
Compulsory social insurance contributions 224.3 234.0 4.3 -4.2 
Corporate Income tax 30.5 24.5 -19.8 -26.4 
VAT 224.0 213.4 -4.7 -12.5 
Excise duty 79.8 93.5 17.2 7.6 
Customs duties 48.0 34.8 -27.5 -33.4 
Other tax revenues 26.1 25.7 -1.5 -9.5 
Non-tax revenues 101.6 97.7 -3.9 -11.8 
Capital revenues 1.1 0.1 -87.3 -88.3 
Grants 1.2 1.3 12.1 2.9 
       
Total expenses and net lending 851.6 902.5 6.0 -2.7 

Current expenditures 775.2 836.4 7.9 -0.9 
Employee expenditures 211.8 219.6 3.7 -4.8 
Purchases of goods and services 123.3 128.3 4.0 -4.5 
Interest payment 13.8 17.4 26.7 16.3 
Subsidies 49.5 44.5 -10.1 -17.4 
Social welfare and transfers to 

households 360.8 411.2 14.0 4.7 
Other current expenditures 16.2 15.4 -4.8 -12.5 

Capital expenditures 61.1 53.0 -13.3 -20.4 
Net  lending 15.2 13.1 -14.2 -21.2 
       

III Consolidated balance (I-II) -17.5 -79.5 / / 
Source: MoF 

 

 In the observed period, the greatest deficit was recorded in the budget of the Republic of 
Serbia. Significant deficit was also created in the budget of the AP Vojvodina and at the local 
government level (cities and municipalities), while the organisations of compulsory social insurance 
(Health Fund) and PE Roads of Serbia generated a small surplus in the first nine months of the 
current year. 
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Table 8: Deficit in the Period January-September 2009 by levels 
of  government 

in RSD billion 
Republic of Serbia -71.7 
Vojvodina Province -6.0 
Cities and municipalities -2.8 
Organisations of compulsory social insurance 0.1 
PE Roads of Serbia 0.9 
Total -79.5 

 Source: MoF 

 In addition to regular budget expenditures, public debt totaling RSD 96 billion was also paid, 
out of which RSD 20.9 billion was used to settle the old foreign currency savings' liability and the 
economic revival loan.  

 

 A drop in economic activity in the country and decrease of foreign trade resulted in a 
significant drop in revenue in the period January-September 2009. Public revenue of the general 
government in the period January-September saw both nominal and real decrease, compared to the 
same period previous year. Current revenues are lower, in real terms, compared to the same period 
previous year by 9.3%. Tax revenue in the same period marked a smaller real decrease of 9%, but 
non-tax revenue marked higher real decrease of 11.8%, which influenced a higher decrease of current 
revenues. Capital revenues also mark a real decrease of 88.3%, but their share in the structure of 
revenue is low, thus not influencing the total level of revenue significantly. 

Table 9: Public Debt Payment in the Period January-September 2008-2009 
  in RSD billion 
  I- IX 2008 I- IX 2009 
1. Payment of principal to 
domestic creditors 25.8 85.2 

Out of the amount, payment of 
principal arising from the old 
currency savings and the loan for 
economic revival of Serbia 

16.8 20.9 

2. Payment of principal to 
foreign creditors 6.1 10.8 

Total 31.9 96.0 
Source: MoF 
   

All revenues arising from the main tax categories, save excise tax revenue, marked a real 
decrease compared to the same period previous year, while individual categories marked a nominal 
growth. This includes personal income tax, excise tax and social insurance contributions. Excise tax 
revenues mark a nominal growth of 17.2%, while the social contributions’ growth is 4.3%. The major 
nominal decrease is marked by income tax and customs duties’ revenue. 

 When entering into, and subsequently revising the Stand-by Arrangement with the IMF, 
reduction of public consumption – above all discretionary government expenditures, was 
identified as the principal measure for achieving the target deficit. This definition of the measure 
determined the trends of general government expenditures in the first half of 2009.  

 Total public expenditures mark a moderate 6% nominal growth, while they are lower, in real 
terms compared to the same period previous year by 2.7%. The categories of discretionary 
expenditures (subsidies, net budget loans, purchases of goods and services and other current 
expenditures) mark the greatest real decrease y-o-y. Expenditures for employees are also lower,in real 
terms, year on year. 
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 A decrease of revenue in the previous period of the current year and the necessity of ensuring 
funds for statutory – legally prescribed expenditures, imposed restrictions on the available funds, 
postponed certain projects and resulted in a drastic drop of capital expenditures.  

 Social welfare and other transfers to households have marked both nominal and real growth 
compared to the nine months of the previous year. The main cause of growth in this category is the 
big transferred effect of pension increase in the previous year, consequently resulting in a high real 
growth of pension expenditures of 10.3% in 2009. In addition to social welfare and other transfers to 
households, interest payments have also marked both nominal and real growth compared to the nine 
months of the previous year. 

 At the end of the third quarter of 2009 all quantitative criteria from the program agreed with 
the IMF were fulfilled, save the upper limit of fiscal deficit. Fiscal deficit in the observed period of 
2009 exceeded the planned amount by RSD 21 billion, i.e. by almost 1% of GDP. There are two 
reasons behind the higher than planned deficit: first, a decrease of the government revenue is higher 
than planned due to the higher forecasted GDP drop, second, some fiscal measures were not fully 
applied, so that the envisaged effects of these measures did not follow.1  

In the third quarter of 2009 there has been a slow recovery of revenues thanks to, above all, 
the one-off measures such as re-registration of vehicles, but regular revenues of different categories 
also marked a mild growth. Compared to the third quarter of the previous year there has been a 4.8% 
nominal growth of revenue. Expenditures remained at the planned level.  

  

                                                      
1 At the time of program revision with the IMF the projected real drop of GDP was 2%, while new estimates 
presented in this memorandum envisage a 3% drop. 
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 Effects of Fiscal Measures 
 

In revising the original stand-by arrangement with the International Monetary Fund, the 
Republic of Serbia defined a set of fiscal measures that were aimed at ensuring the deficit of the 
consolidated general government of 3% GDP. Through changes of the Budget Law for 2009 and 
accompanying set of tax laws, the following measures were introduced: 

expected effect  
in RSD billion 

Revenues  
Change of Law on personal income tax 
Increase of gas excise tax by 2 dinars per liter

5,0 
0,9 

Increase of diesel fuel excise tax by 4 dinars per liter 3,1 
Introduction of tax for use of mobile telephones 3,0 
Transfer of 100% of public companies’ profit to the state budget 5,0 
Tax increase for the registration of motor vehicles 1,0 
Transfer of own source revenues     12,0 
Expenditures  
Freezing salaries to the budget beneficiaries 
Savings arising from employment restrictions

4,5 
2,9 

Savings arising from discretionary expenditures of publicly funded entities  40,0 
Reduction of funds’ transfer to local governments, followed by savings on the 
expense side of local governments  

 15,0 

Reduction of funds’ transfer to the health insurance system, followed by 
savings on the expense side of the state health insurance system

 3,0 

     
 

A total effect of this set of measures on the revenue side is estimated at additional RSD 30 
billion, while the estimated savings on the expenditure side are RSD 65.4 billion. All measures on 
the expenditure side were implemented through the 2009 budget rebalance, while on the revenue 
side, subsequent changes of individual laws resulted in partial implementation of certain measures 
only. A summary of actually implemented measures shows the following effects: 

 
expected effect  
in RSD billion 

 
Revenues 
 Partial changes of Law on personal income tax  
Increase of gas excise tax by 2 dinars per liter 
Increase of diesel fuel excise tax by 4 dinars per liter 
Introduction of tax for use of mobile telephones

1,0 
0,8 
3,0 
2,1 

Transfer of 75% of public companies’ profit to the state budget 
Tax increase for the registration of motor vehicles 
Transfer of own source revenue  

3,6 
1,0 
3,9 
 

 

The effect of the measures on the revenue side after redefining individual measures and 
updating estimates is RSD 15.4 billion. The difference in the effects of the measures on the revenue 
side was partially compensated by introducing one-off measures which were not part of the April 
set of measures. This refers to the re-registration of cars with Montenegrin plates and re-
registration of cars with economy plates. A total effect of these measures for 2009 is estimated at 
around RSD 4 billion. Considering the planned and implemented measures, total shortage on the 
revenue side, arising from redefining the April set of measures, is estimated at RSD 10 billion. 
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1.2.  Fiscal Trends’ Assessment by End of 2009 

 Fiscal trends in the first half of the year, higher than planned drop in revenues, as well as the 
redefined package of fiscal measures, followed by smaller than expected effects arising from those 
grounds, question the achievement of the target deficit of 3% of GDP.  

Table 10. Consolidated general government balance assessment in 2009 

  2009 
Public revenue 38.6 
Public expenditures and net lending 43.1 
Consolidated fiscal deficit -4.5 

     Source: MoF 
 

 In discussions with the IMF, Government of the Republic of Serbia agreed on higher fiscal 
deficit for 2009. The target deficit of general government was increased from 3% to 4.5% of GDP in 
2009. Achieving this goal implies, on the one hand, measures that would ensure the envisaged effects 
on the revenue side in the forecasted amount (collection of dividends from public companies, transfer 
of part of own funds of beneficiaries to the budget, etc.), and on the other hand, strict control of 
expenditures, both on the state and the local level of government.  

 Short term increase of fiscal deficit is a justified measure considering the significant economic 
contraction and external adapting which is faster than planned. At the same time, fiscal sustainability 
will have to be recovered through comprehensive reform of public consumption that will be carried 
out particularly through the government administration reform, public services’, health and education 
reform, as well as pension system reform. 

 

2. Fiscal Framework for the Period 2010-2012 

2.1. Fiscal Forecasts in the Period 2010 - 2012 

 Fiscal position of the State deteriorated significantly by end of 2008 and during 2009.  A drop 
in the government revenues, even with significant savings on the expense side, could not be fully 
compensated which resulted in the fiscal deficit increase from 2.5% GDP in 2008 to 4.5% GDP in 
2009. 

 The main goal of fiscal policy in the next mid-term period is to reduce fiscal deficit to a 
sustainable level. Sustainable level of fiscal deficit is determined by financing options and the 
sustainable level of public debt.   

 Forecasts of fiscal aggregates start from limits on the expense side and the 4% GDP deficit in 
2010. Forecasts for 2011 and 2012, with opening macroeconomic assumptions, reduce fiscal deficit at 
the end of the mid-term period to 2.4% GDP.  

 Table 11. Forecast of the Main Fiscal Aggregates  
in the period 2010-2012, as % of GDP 

  
  2010 2011 2012 
Public revenue 38.3 38.1 38.3
Public expenditures and net lending 42.3 41.6 40.7
Consolidated fiscal deficit -4.0 -3.5 -2.4

Source: MoF 
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The share of public debt in GDP at the end of the observed period is 34.3%. 

Table 12. Forecast of the public debt share in GDP based on the presented fiscal trends’ 
scenario in the period 2010-2012 

  2010 2011 2012 
Forecast of the general government public 
debt according to the fiscal scenario 34.0 34.8 34.3 

Source: MoF 
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Forecast of revenue in the next period implies its stable percentage share in GDP of around 

38%. The real growth of GDP in the next three years will be moderate, so that public revenues 
determined by some of the GDP components would follow that trend as well. 

Table 13. Forecast of total revenues and grants 
in the period 2010-2012, as % of GDP 
 2010 2011 2012 

Total revenues and grants 38.3 38.1 38.3
      Current revenue  38.1 38.1 38.3
          Tax revenues 33.7 33.7 33.9
             Personal income tax 4.5 4.4 4.5
             Compulsory social insurance contributions 10.7 10.6 10.8
             Corporate Income tax 0.7 0.8 0.8
             VAT 10.3 10.4 10.4
             Excise duty 4.7 4.7 4.7
             Customs duties 1.4 1.3 1.3
             Other tax revenues 1.4 1.5 1.5
          Non-tax revenues 4.4 4.4 4.4
     Capital revenues  0.0 0.0 0.0

 Grants 0.2 0.0 0.0
Source: MoF 
 
Personal income tax was forecasted to around 4.5% GDP in all three years. The most 

important form of personal income tax is tax on salary. The trends of salary-based tax revenue depend 
on the trends of the salary mass and employment trends. Since it is expected that the salary mass 
would move in accordance with productivity, and no dramatic deterioration or improvement of 
employment rate is expected, it is realistic to expect that revenue from personal income tax would 
have stable share in GDP during the next period. 

28 
 



Compulsory social insurance contributions represent the largest single form of public revenue. 
The share of contributions in GDP is approximately 10.7%. To forecast contributions the same 
assumptions are used as for salary-based tax revenues, so that the trends of this tax form are similar to 
the personal income tax trends. 

Corporate income tax is a tax form that is affected the most by the drop in economic activity. 
It is expected that the crisis effects are carried over to 2010, as a result of low corporate profitability 
in 2009. After that, in 2011, a mild recovery of income tax revenues is expected and its stabilisation to 
0.8% GDP. 

Revenue arising from value added tax is forecasted to 10.3% in 2010, and to 10.4% in 2011 
and 2012. VAT is comprised of two components, import and local. VAT generated on import of 
goods and services accounts for more than 57% of total VAT, and the forecast is based on import and 
foreign exchange rate trends, as well as assumptions regarding the effects of the Interim Trade 
Agreement application. VAT in the country has been forecasted based on private consumption trends 
in the coming period and it accounts for around 47% of total revenue arising from value added tax. 

Excise tax revenue in the next three years will stabilise at 4.7% GDP. The forecast of revenue 
arising from excise taxes was made based on the forecasted consumption of products subject to excise 
tax (oil derivatives, tobacco products, alcohol and coffee) and excise tax policy.  

Forecast of customs duties’ revenue is directly related to the scope and structure of import.  
Since the Interim Trade Agreement with the EU is in force, this type of revenue in GDP is expected to 
decrease. 

Other tax and non-tax revenues are in accordance with GDP, while capital revenue and grants 
(except in 2010) do not have significant share in GDP. 

Table 14. Consolidated general government expenditures  
according to the economic classification (as % of GDP) 

  2010 2011 2012 
Total expenses and net borrowings 42.3 41.6 40.7

Current expenditures 37.9 37.4 36.6
Employee expenditures 9.5 9.4 9.3
Purchases of goods and services 5.9 5.8 5.8
Interest payment 1.2 1.5 1.5
Subsidies 2.3 2.3 2.2
Social welfare and transfers to households 18.4 18.0 17.3
Other current expenditures 0.5 0.5 0.5

Capital expenditures 3.5 3.5 3.6
Net  lending 0.9 0.7 0.5

Source: MoF 
 

 Sustainable level of fiscal deficit in the next mid-term period will be achieved by reducing 
current public consumption. Fiscal adjustment on the expense side of general government in the 
observed period is 1.6% GDP. The overall reduction is related to current consumption and netlending, 
which creates an environment for preserving, and then increasing public investments in the next mid-
term period. 

 Room for reduction of current expenditures can be found through rationalisation and reform 
of government administration. Reducing and limiting number of employees in government and local 
administration, comprehensive reforms of large sectors, such as the pension system, education and 
health sector, will create conditions for reducing current expenditures.  

 Comprehensive reform of the public sector starts with the pension system reform. Changes to 
the Law on Pension and Disability Insurance will introduce stricter criteria for early retirement, limit 
the number and types of occupations that will be subject to beneficial work experience, introduce 
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stricter criteria for exerting one’s right to family pension, etc. Pensions will be adjusted to the 
inflation rate again as of April 2011.  

  During the crisis of 2009, as well as during 2010, fiscal incentives significantly increased 
net budget loans (funds for subsidised loans to companies – loans for liquidity and investments, 
subsidised residential loans, etc.). After economy leaves recession conditions will be created for 
reducing fiscal incentives to economy, consequently reducing the share of these expenditures in GDP 
to the level before the crisis. 

 Expenditures for employees. The salary freezing policy remains in force in 2010 as well, 
and it applies to the state and local level of authority, organisations of compulsory social insurance 
and public companies. Payroll expenditures will also be affected by the limitation of the number of 
employees in government and local administration. Bill laws on the maximum number of employees 
in government and local administration have been sent by the Government of the Republic of Serbia 
to the National Parliament for adoption.     

 Purchase of goods and services. Significant savings are planned in purchases of goods and 
services. In the following years, a portion of these expenditures will be adjusted to inflation, while 
certain items of these expenditures will remain nominally at the same level, which will bring about a 
considerable decrease of these costs as a share of GDP. 

 Interest payment. The costs of interest payment have been planned in accordance with the 
principal payment schedule for public debt. Trends in interest payable by local authorities have been 
taken into account. Interest expense as a share of GDP will increase throughout the next three years to 
1.5% of GDP. 

Social welfare and transfers to households. The largest category of transfers to households 
is the expenditure for pension disbursement. As one of the most important measures in addition to the 
wage policy, and within the program of reducing public expenditures, is the plan to keep the pensions 
in 2010 at the level of 2009. Total pension fund can grow only to the level which is determined by the 
growth of the number of pension receivers. Other transfers to households (social help from the budget, 
children allowances, disability benefits, etc.) are adjusted in accordance with the legislation in this 
area.  

Capital expenditures. Reduction of the general government current consumption creates an 
environment for preserving, and then increasing public investments in the next mid-term period. 
Considering the limited funds, special importance in mid-term investments’ planning will be paid to 
the investments of national importance (Corridor 10).  

Table 15. Consolidated general government expenditures 
according to the functional classification (as % of GDP) 

  2010 2011 2012 
Social Welfare 17.3 16.9 16.1 
General public services 4.1 3.9 3.8 
Defense 2.1 2.2 2.4 
Public order and safety 2.1 2.1 2.2 
Economic affairs 5.3 5.0 4.8 
Environmental protection 0.3 0.3 0.3 
Residential and community 
affairs 1.5 1.5 1.5 
Health 5.5 5.5 5.5 
Recreation, sports, culture and 
religion 0.7 0.8 0.8 
Education 3.3 3.3 3.3 
Total 42.3 41.6 40.7 
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Regarding the classification of functions in the next period, significant decrease of share of 
social welfare in GDP was planned, and moderate decrease of expenditures for general public services 
and economic affairs, as a result of the planned decrease of total public expenditures. For other 
categories of the classification of functions either an insignificant decrease of share in GDP was 
planned or it was planned to keep them at the same level. 

2.2. Expenditure limits for budget beneficiaries in 2010 

The target deficit of 4% GDP is related to the consolidated government, where close to 80%, 
i.e. RSD 107 billion, of this deficit is related to the Government’s budget. Based on the defined deficit 
of the government budget and forecasted revenues in the next year, total budget expenditures for the 
next year have been defined which cannot exceed RSD 762.9 billion.  

Table 16. Budget of the Republic of Serbia (in RSD million) 

Budget of the Republic of Serbia  2009 2010 

Total revenues 620,030.0 655,971.0 

1. Tax revenues 572,060.0 609,971.0 

2. Non-tax revenues 47,970.0 46,000.0 
      

Total expenditures 720,000.0 762,971.0 
      
Total fiscal deficit -99,970.0 -107,000.0 

Expenditure limits for 2010 were defined based on the updated macroeconomic framework 
and estimated necessary fiscal adjustment that would ensure achievement of the target deficit of 4% 
GDP. Total budget expenditures, less planned interest payments and reserves, were reduced to RSD 
727.5 billion. In the process of revising expenditure limits by budget beneficiaries, changes of 
competences of certain bodies were taken into account, due to their merging or invalidation, and/or 
founding new bodies.  

Table 17. Total budget expenditures and expenditure limits (in RSD million) 

  

2009 – June 
memorandu

m 
2009 – revised 
memorandum 

2010 – June 
memorandu

m 

2010 – 
revised 

memorandu
m 

Total budget revenues 645.313,9 620.030,0 671.787,7 655.971,0
1. Tax revenues 586.258,0 572.060,0 620.916,6 609.971,0
2. Non-tax revenues 59.055,9 47.970,0 50.871,1 46.000,0
        
Total budget expenditures 719.854,1 720.000,0 746.972,9 762.971,0
  - Interest payment 30.482,6 21.500,0 31.814,8 34.900,3
  - Reserves 1.565,0 1.565,0 1.565,0 567,9
= Total available for budget expenditures 687.806,5 696.935,0 713.593,1 727.502,7
 Total budget expenditure limits for the 
existing/new policies 687.806,5 696.935,0 706.425,8 727.502,7
Available/lacking funds 0,0 0,0 7.167,3 0,0
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Expenditure limits for 2010 were estimated at RSD 727.5 billion and they refer both to the 
existing policies, as well as application of necessary measures that will contribute to the achievement 
of the target deficit of 4% GDP.  

Table 18. Total budget expenditure limits of the State in 2010 (in RSD million) 

Item Budget beneficiary 

Expenditure 
limits, defined in 

the June 
memorandum

Changes in the 
defined limits Adjusted limits 

1 NATIONAL PARLIAMENT 1.592,5 1,7 1.594,2 
2 PRESIDENT OF THE REPUBLIC 158,8 -1,4 157,4 
3 GOVERNMENT 1.438,3 203,2 1.641,5 
4 CONSTITUTIONAL COURT 105,5 22,7 128,3 
5 HIGH JUDICIAL COUNCIL  133,9 133,9 
6 STATE PROSECUTORS’ COUNCIL  50,6 50,6 
7 JUDICIAL BODIES 14.152,8 -933,5 13.219,3 
8 OMBUDSMAN 121,6 0,0 121,6 

9 
STATE AUDIT INSTITUTION 134,8 20,8 155,6 

10 
MINISTRY OF FOREIGN AFFAIRS 5.328,4 -445,3 4.883,2 

11 MINISTRY OF DEFENSE 70.739,4 -2.739,4 68.000,0 

12 
MINISTRY OF INTERNAL AFFAIRS 40.558,3 1.902,8 42.461,1 

13 
SECURITY INFORMATION AGENCY 3.218,4 289,8 3.508,2 

14 MINISTRY OF FINANCE 244.800,2 6.301,6 251.101,8 

15 MINISTRY OF JUSTICE 5.555,0 443,0 5.997,9 

16 MINISTRY OF AGRICULTURE, 
FORESTRY AND WATER MANAGEMENT 15.700,5 4.207,4 19.907,9 

17 MINISTRY OF ECONOMY AND 
REGIONAL DEVELOPMENT 34.958,7 5.713,9 40.672,6 

18 
MINISTRY OF MINING AND ENERGY 2.260,3 368,4 2.628,7 

19 
MINISTRY OF INFRASTRUCTURE 10.944,7 9.300,4 20.245,1 

20 MINISTRY OF TELECOMMUNICATIONS 
AND INFORMATION SOCIETY 260,7 148,8 409,5 

21 MINISTRY OF LABOR AND SOCIAL 
POLICY 96.406,0 -4.340,1 92.065,9 

22 MINISTRY OF SCIENCE AND 
TECHNOLOGICAL DEVELOPMENT 7.961,8 983,2 8.945,0 
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Expenditure 
limits, defined in 

Item Budget beneficiary 
the June Changes in the 

memorandum defined limits Adjusted limits 

23 MINISTRY OF ENVIRONMENT AND 
SPATIAL PLANNING 2.531,4 1.940,4 4.471,8 

24 
MINISTRY OF YOUTH AND SPORTS 3.418,8 5,8 3.424,6 

25 MINISTRY OF CULTURE 5.128,2 734,6 5.862,8 

26 MINISTRY OF THE DIASPORA 117,9 97,8 215,8 

27 MINISTRY FOR KOSOVO AND 
METOHIJA 3.886,2 -7,1 3.879,1 

28 MINISTRY OF HUMAN AND MINORITY 
RIGHTS 285,2 90,0 375,2 

29 MINISTRY FOR THE NATIONAL 
INVESTMENT PLAN 12.616,0 -3.944,7 8.671,2 

30 
STATE LEGISLATION SECRETARIAT 62,4 15,2 77,5 

31 STATE DEVELOPMENT AGENCY 37,2 5,1 42,3 

32 
STATE STATISTICS AGENCY 587,4 -18,5 568,9 

33 STATE ADMINISTRATION FOR 
HYDROMETEOROLOGY 1.199,5 -59,7 1.139,8 

34 STATE ADMINISTRATION OF GEODESY 1.444,1 -20,9 1.423,2 

35 STATE ADMINISTRATION OF 
SEISMOLOGY 23,8 1,5 25,3 

36 
DIRECTORATE OF STATE PROPERTY 231,4 -23,6 207,8 

37 STATE ADMINISTRATION OF 
INFORMATICS AND INTERNET 27,3 -0,2 27,1 

38 SERBIA INVESTMENT AND EXPORT 
PROMOTION AGENCY 240,9 65,9 306,8 

39 DEMINING CENTER 11,9 0,3 12,2 

40 INTELECTUAL PROPERTY 
ADMINISTRATION 107,7 -0,9 106,9 

41 DIRECTORATE OF INTERNAL 
NAVIGABLE ROUTES – PLOVPUT 174,7 -1,9 172,8 

42 GEOMAGNETIC ADMINISTRATION 69,1 -0,7 68,4 

43 
SOCIAL INSURANCE ADMINISTRATION 21,6 -0,2 21,4 

44 SERBIAN ACADEMY OF SCIENCE AND 
ART 248,2 -8,1 240,1 
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Expenditure 
limits, defined in 

Item Budget beneficiary 
the June Changes in the 

memorandum defined limits Adjusted limits 

45 PUBLIC PROCUREMENT 
ADMINISTRATION 58,1 3,5 61,5 

46 
COMMITTEE FOR EXAMINING 
RESPONSIBILITY FOR HUMAN RIGHTS’ 
VIOLATION 0,1 -0,1 0,0 

47 MINING AGENCY 2,0 -1,3 0,7 
48 ENERGY EFFICIENCY AGENCY 14,8 -0,5 14,2 
49 COMMISSARIAT FOR REFUGEES 1.070,3 -0,7 1.069,6 
50 ANTI-CORRUPTION AGENCY 38,5 121,5 160,0 

51 
COMMISSIONER FOR INFORMATION OF 
PUBLIC IMPORTANCE AND PERSONAL 
DATA PROTECTION 57,0 58,8 115,9 

52 EQUAL RIGHTS’ PROTECTION 
COMMISSIONER  39,3 39,3 

53 DIRECTORATE OF RESTITUTION 62,5 -0,6 61,9 

54 DIRECTORATE OF RAILWAY 
TRANSPORTATION 50,4 4,8 55,2 

55 STATE AGENCY FOR PEACEFUL 
RESOLUTION OF LABOR DISPUTES 20,8 -0,8 20,0 

56 ADMINISTRATION FOR JOINT 
OPERATIONS OF GOVERNMENT BODIES 2.199,5 237,5 2.437,1 

57 ADMINISTRATIVE DISTRICTS 391,3 -3,7 387,6 

58 
MINISTRY OF TRADE AND SERVICES 2.090,1 -81,2 2.009,0 

59 MINISTRY OF HEALTH 3.244,8 455,2 3.700,0 
60 MINISTRY OF EDUCATION 107.302,7 -345,5 106.957,2 

61 
MINISTRY OF PUBLIC 
ADMINISTRATION AND LOCAL SELF-
GOVERNMENT 351,0 88,8 439,8 

62 
MINISTRY OF RELIGION 604,1 -0,5 603,6 

Total expenditures excluding interest payment and 
reserves 706.425,7 21.077,0 727.502,7 

 

 The amount of the limit, as defined by the June Memorandum, was increased by RSD 21.1 
billion. Significant adjustments of limits were made only for certain budget beneficiaries in the budget 
preparation process for the next year. 

2.3. Local Self-government 

 Under the macroeconomic framework and the target deficit for 2010, the amount of transfers 
from the State budget to the local government units was planned at the level defined by changes to the 
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Law on Budget of the Republic of Serbia for 2009, amounting to RSD 25.7 billion. In other words, 
the planned amount of transfers for 2010 equals the amount of these funds in 2009, both as a total for 
all local government units, and by single local government units. 

 The transfer in the amount of RSD 25,681,000,000 is to be allocated to municipalities, 
towns/cities and the City of Belgrade according to the following schedule: 

 

A) CITIES  
1 Belgrade 5.241.750.002
2 Valjevo 298.861.478
3 Vranje 288.291.372
4 Zajecar 202.641.734
5 Zrenjanin 292.694.081
6 Jagodina 271.367.345
7 Kragujevac 606.570.511
8 Kraljevo 421.968.459
9 Krusevac 371.897.503
10 Leskovac 534.008.051
11 Loznica 316.000.493
12 Nis 824.525.539
13 Novi Pazar 301.487.354
14 Novi Sad 919.811.937
15 Pancevo 297.646.473
16 Pozarevac 192.496.326
17 Smederevo 313.011.750
18 Sombor 275.257.036
19 Sremska Mitrovica 201.219.047
20 Subotica 390.123.488
21 Uzice 243.212.876
22 Cacak 350.291.459
23 Sabac 303.229.645
   
B) MUNICIPALITIES  
1 Ada 52.241.037
2 Aleksandrovac 126.558.147
3 Aleksinac 237.640.645
4 Alibunar 87.942.297
5 Apatin 120.170.530
6 Arandjelovac 150.355.476
7 Arilje 76.002.008
8 Babusnica 92.194.469
9 Bajina Basta 72.136.547
10 Batocina 46.184.749
11 Bac 48.986.718
12 Backa Palanka 163.779.915
13 Backa Topola 96.717.138
14 Backi Petrovac 48.823.882
15 Bela Palanka 84.854.751
16 Bela Crkva 92.090.893
17 Beocin 33.679.186
18 Becej 120.906.444
19 Blace 65.033.218
20 Bogatic 177.082.602
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21 Bojnik 83.961.693
22 Boljevac 102.295.955
23 Bor 224.167.958
24 Bosilegrad 69.081.733
25 Brus 72.290.033
26 Bujanovac 192.515.374
27 Varvarin 103.383.935
28 Velika Plana 170.940.552
29 Veliko Gradiste 103.770.823
30 Vladimirci 97.761.251
31 Vladicin Han 116.453.254
32 Vlasotince 150.445.215
33 Vrbas 130.805.349
34 Vrnjacka Banja 57.452.602
35 Vrsac 140.860.616
36 Gadzin Han 55.396.277
37 Golubac 54.048.130
38 Gornji Milanovac 148.749.733
39 Despotovac 127.452.980
40 Dimitrovgrad 42.576.915
41 Doljevac 75.245.042
42 Zabalj 90.194.922
43 Zabari 80.555.576
44 Zagubica 106.344.421
45 Zitiste 86.964.431
46 Zitoradja 92.648.186
47 Ivanjica 152.316.601
48 Indjija 99.654.950
49 Irig 38.044.890
50 Kanjiza 63.239.436
51 Kikinda 161.298.402
52 Kladovo 71.131.090
53 Knic 85.794.260
54 Knjazevac 192.257.161
55 Kovacnica 109.636.963
56 Kovin 109.179.958
57 Kosjeric 41.478.721
58 Koceljeva 69.606.520
59 Krupanj 106.780.480
60 Kula 136.618.349
61 Kursumlija 111.512.825
62 Kucevo 108.466.221
63 Lajkovac 35.261.324
64 Lapovo 16.812.614
65 Lebane 135.477.083
66 Lucani 108.047.489
67 Ljig 47.026.331
68 Ljubovija 70.657.013
69 Majdanpek 132.968.800
70 Mali Zvornik 49.628.891
71 Mali Idjos 33.150.786
72 Malo Crnice 79.675.304
73 Medvedja 60.015.306
74 Merosina 69.164.643
75 Mionica 68.380.799
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76 Negotin 181.376.600
77 Nova Varos 74.256.368
78 Nova Crnja 51.392.334
79 Novi Becej 88.868.377
80 Novi Knezevac 40.703.500
81 Opovo 33.277.250
82 Osecina 83.998.086
83 Odzaci 126.914.052
84 Paracin 157.950.536
85 Petrovac 184.658.582
86 Pecinci 60.321.903
87 Pirot 228.034.657
88 Plandiste 66.406.468
89 Pozega 102.988.949
90 Presevo 187.385.981
91 Priboj 141.050.475
92 Prijepolje 197.224.337
93 Prokuplje 179.073.593
94 Razanj 65.242.665
95 Raca 70.372.231
96 Raska 103.117.570
97 Rekovac 81.217.461
98 Ruma 165.917.237
99 Svilajnac 93.376.149
100 Svrljig 101.323.335
101 Senta 78.130.153
102 Secanj 73.880.501
103 Sjenica 176.081.299
104 Smederevska Palanka 157.547.814
105 Sokobanja 71.776.296
106 Srbobran 38.637.567
107 Sremski Karlovci  20.945.157
108 Stara Pazova 145.153.054
109 Surdulica 94.426.925
110 Temerin 70.252.751
111 Titel 56.355.932
112 Topola 112.738.489
113 Trgoviste 46.889.794
114 Trstenik 251.663.727
115 Tutin 189.309.402
116 Cicevac 43.753.219
117 Cuprija 93.916.111
118 Ub 65.578.606
119 Crna Trava 21.702.803
120 Cajetina  50.739.730
121 Coka 55.259.263
122 Sid 108.421.934

 

2.4.  Tax and Customs’ System 

 Serbia's tax system has been reformed in recent years and made substantially compliant with 
the practice of modern market economies, especially EU Member States.  

 Continued tax reforms are planned for the following years, including in particular: 
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• Personal income tax: Changes to the Personal Income Tax Law in respect of creating 
conditions for attributing different tax rates to different types of income of natural entities in 
line with their economic strength; changes and amendments to the Personal Income Tax Law 
were also planned in respect of lowering tax rate on capital income from interest gains on 
foreign currency savings and other retail deposits and other types of capital income from 20% 
to 10%, as well as lowering tax rate on capital gains from 20% to 10%. 

• Income tax: Adjustments with the laws adopted after the latest changes and amendments to 
the Corporate Profit Tax Law (Law on Companies, Law on Accounting and Auditing, Law on 
Securities and Other Financial Instruments, Law on Banks, etc.); more comprehensive and 
accurate manner of determining and paying capital gains by both resident and non-resident 
tax payers, the manner of determining and paying capital gains by non-resident tax payers 
from sale of securities and other assets in the organised market of the Country, as well as a 
wider scope of income categories of a non-resident tax payer which are subject to tax after 
deductions; more precisely defined recognition of expenditures in tax balance; adequate 
valuations of investments for recognition of tax incentives and other changes for a more 
efficient and uniform application of this law; 

• Tax procedure: Changes to the Law on Tax Procedure and Tax Administration during 2009 
introduced simpler procedure and shorter time for receiving TIN. In the coming period 
changes are planned regarding the provisions of the Law on Tax Procedure and Tax 
Administration with a view to defining competences of the local government units and more 
efficient procedure of defining, collecting and controlling public revenue that the local 
government units are in charge of, as well as changes to the Property Tax Law in respect of 
taxation, tax exemptions and tax credits. 

• VAT and excise duties: Activities regarding further harmonisation of the Law on VAT and 
Law on Excise Duty with the EU legislation in these areas. 

 In view of the fact that international economic relations are based on an open, export-oriented 
economy and active integration with international economic developments, the customs system and 
policy will be designed in accordance with these principles in order to boost the competitiveness of 
Serbian economy in the world market and attract foreign investment.  

Further harmonisation of customs regulations with the EU and the following laws and 
secondary legislation instruments are scheduled for enactment: 

• Harmonisation of the Customs Law and by-laws (with a view to defining the application of 
Customs Law provisions in more detail) with the EU regulations and WTO rules. The new 
Customs Law, in addition to the above, envisages a continuation of preferential treatment of 
import of raw materials, intermediates and equipment; 

• Changes to the Customs Fee Law after Serbia’s accession to the World Trade Organisation, 
with a view to copying the consolidated customs rates that were agreed with the WTO 
members in the course of negotiation;  

• Change to the Regulation on harmonising the Customs Fee Nomenclature for the purpose of 
harmonising it with the Combined Nomenclature of EU and transfer of preferential customs 
rates in line with the Free Trade Agreement signed by the Republic of Serbia.  

 Liberalisation of customs protection regarding the import of goods from the European Union 
is implemented through unilateral application of the Interim Trade Agreement and trade-related issues 
between Serbia and EU, starting from 30 January 2009, in accordance with the timeline envisaged in 
the agreement between Serbia and EU. Full liberalisation of trade is expected in 2014. 

 Membership in WTO means accepting certain obligations to grant concessions, but benefits 
for the economy as a whole will be much greater than the alternative of permanently protecting 
certain activities. Membership in WTO will provide a stable, open and non-discriminated access of 
domestic goods and services to the market of the WTO member states. Protection of local economy 
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will be limited, but allowed through compensatory measures, anti-dumping customs duties, as well as 
certain non-customs related measures. In the short run, the cost of accessing WTO will be higher than 
the benefits. Companies will be faced with fierce foreign competition as a result of lowering customs 
duties, which will decrease profit. On the other hand, consumers will have an offer of imported goods 
at lower prices and better quality. Additionally, for manufacturing companies liberalisation of import 
will mean lower import prices of inputs, which will increase their competitiveness and profitability in 
mid-term. 

 Other charges and duties like special charges for importing agricultural products and seasonal 
customs duties will be gradually cancelled by transferring them into a customs equivalent (tariff 
equivalent) which is in line with the rules of WTO and EU requirements.  

2.5. Improvement of Public Finance Management 

 New Budget System Law.  A new Budget System Law has been adopted which introduces 
into the field of public finance modern and efficient instruments, mid-term framework of expenditures 
and public investments, three-year budget, fiscal risk assessment, etc. Public finance management by 
using the above instruments is necessary in order to achieve the defined budget objectives – 
macroeconomic stability, low inflation, economic development and reduction of the State’s financial 
risk. The new Law simplifies legislative provisions in the field of public finance by incorporating the 
main provisions of the Law on Public Revenues and Expenditures of 1991, while the latter will be 
superseded and extinguished.  

 Key novelties introduced by the Budget System Law are as follows: 

Improvement of mid-term planning through the introduction of a mid-term framework for 
expenditures in the national budget. Preparation of the above framework will increase the 
predictability of public finance for budget beneficiaries, while at the same time preventing cyclical 
expansion of current expenditures. The mid-term framework is also introduced in investment planning 
as a necessary condition in the process of defining strategic development projects.  

Creating conditions for using development aid of the European Union and Serbia’s obligation 
to form its own proper institutions for managing the funds of the European Union through the so 
called decentralised system for management of EU funds.  

Inadequate size and structure of public consumption in Serbia has been especially pronounced 
in the period of the crisis. During the years of high economic growth, fiscal policy acted in a pro-
cyclic way, by increasing public consumption on the one hand, and reducing fiscal capacity through 
reducing certain tax rates, invalidating certain taxes and introducing many incentives, on the other. 
This prevented fiscal policy to act in a counter-cyclic way more significantly during the recession, as 
room for fiscal incentives in economy is limited. 

Considering these trends, a need was recognised to broaden the existing Budget System Law 
with provisions relating to the definition of fiscal responsibility and the fiscal discipline strengthening, 
in order to ensure sustainability of public finance in the mid-term. The Budget System Law will 
change until April 2010.  

Harmonisation of State aid policy with EU principles. Law on State Aid Control has been 
adopted, thus establishing state aid control system in line with the acquis communautaire.  

 State aid policy will be focused on reducing State aid as a share of GDP, which is general 
intention in the EU. In addition to reducing State aid as a share of GDP at all government levels, 
activities will also be focused on changing the structure of this aid with the ultimate aim of increasing 
the share of horizontal State aid, because this form of aid is seen as the least selective and therefore 
produces minimum disruption of market competition.  

 Within this category of State aid, particular emphasis will be placed on support to small and 
medium-sized enterprises, which will ultimately lead to higher employment, as well as on support to 
training, research, development, innovation and environment protection. State aid for regional 
development, as a form of horizontal State aid is granted for the purpose of stimulating the 
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development of less developed and/or underdeveloped areas and/or regions, it is targeted at alleviating 
structural problems and regional imbalances in terms of development, as well as at reducing 
economic, natural, social and other disparities in those areas and/or regions. 

 The effects of State aid control system will be manifold and will be reflected not in the 
prohibition of state aid, but in allocating public funds, primarily the funds from the budget, where they 
are most needed and where the effects of these investments will be the biggest, for general benefit of 
the whole community.   

2.6. Fiscal Risks 

 Serbia's public finance is facing a number of risks in the current year and in the following 
mid-term period, which makes the country's fiscal position very fragile. Fiscal risks are deemed to be 
circumstances which, if they occur, could result in significantly lower revenues or higher 
expenditures. Whether the envisaged volume of revenues and expenditures is achieved or not depends 
on the successfulness of fiscal policy in minimising the probability of risk. The actual success in fiscal 
risk management depends on political, macroeconomic and social circumstances in the country and 
throughout the region.  

 A slowdown in economic growth. A key determinant of fiscal revenues, and consequently 
fiscal result, is the level of Gross Domestic Product and its nominal and real growth in the following 
period. In the event of GDP growth reduction by 1 percentage point in 2010, the growth of revenues 
will be lower by 0.53 percentage points, i.e. RSD 16.7 billion. 

 Debts and arrears. Call guarantees arising from loan payment of public enterprises, as well as 
taking over unsecured debts and arrears of public enterprises represent a significant fiscal risk. 

 Increases in capital. It is possible that, in the following period, certain public financial 
institutions, such as the National Mortgage Insurance Corporation and the Deposit Insurance Agency, 
as well as Komercijalna banka, for the purpose of keeping the share of state equity, will increase its 
capital. 

 

 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

40 
 



III. STRUCTURAL REFORMS IN THE PERIOD 2010-2012 
 

In the transition period between 2001 and 2008, Serbia achieved a notable progress in real and 
financial sector structural reforms, but is lagging behind in relation to public sector reforms. Global 
economic crisis slowed down implementation of structural reforms in 2009. Economic reforms will 
intensify in 2010 and the next two years with a view to contributing to the development of market 
economy and increasing its capacity for competitive production and export, as well as strengthening 
the countries capacity regarding stabilisation and accession to the EU. 

1. Real Sector 
The real sector has been significantly restructured and privatised in the period 2001-2008. In 

2009 the real sector drastically reduced economic activity as a result of the huge drop in demand, 
limited access to new sources of funding and increased lack of liquidity. Until October 2008 the real 
sector drew intensively on loans from local and foreign banks, and after that loans from foreign banks 
were reduced due to the reduced liquidity of global financial market. 

The priority areas in the reform of the real sector in the next three years are:  

• End of privatisation of socially-owned companies and implementation of a more efficient 
bankruptcy procedure in case of companies that failed;  

• Acceleration of the restructuring process of public companies and continued preparation for 
their privatisation (majority or minority);  

• Liberalisation of infrastructural activities 
• Creation of More Favorable Business and Investment Environment 
• SMEs Development 
• Protection of Competition 

Privatisation of socially-owned companies. The process of privatisation of socially-owned 
enterprises is in the final stage. In the period between 2002 and end of October 2009 the Privatisation 
Agency sold through tenders and auctions 1,797 socially-owned companies, in compliance with the 
Privatisation Law from 2001, thus generating revenue of EUR 2.3 billion and agreeing on EUR 1.4 
billion investments. In the capital market the sale of share packages of 547 socially-owned companies 
generated EUR 522.1 million in revenue. Total revenue generated from the sale of a total of 2,344 
socially-owned companies is EUR 2.8 billion. 

Table 19. Privatisation results from 2002 to October 2009 

  2002 2003 2004 2005 2006 2007 2008 I-X 2009 Total 
Enterprises sold  212 637 238 306 270 318 274 89 2,344 
Employees 37,515 76,823 39,546 59,060 46,092 46,606 22,735 8,215 336,592 

in EUR million 
Selling price 319.3 839.7 155.4 376.2 267.0 460.9 291.7 79.6 2,789.8 
Investment 320.2 319.8 100.1 101.2 300.5 125.6 65.9 42.6 1,375.9 
Social program 145.8 128.3 2.6 0.0 0.0 0.0 0.0 0.0 276.7 

Source: Privatisation Agency 

Under the Law on Changes and Amendments to the Privatisation Law, the Privatisation 
Agency announced tenders and auctions by end of 2008 for the remaining socially-owned companies, 
and the end of their privatisation is planned for 2009. A sale of around 400 remaining socially-owned 
companies that the Privatisation Agency is preparing for privatisation is expected, while the 
companies that the Agency fails to find a buyer for will go bankrupt or be liquidated. It is expected 
that bankruptcy and termination of fictitious companies erase the majority of insolvent companies, 
thus contributing to the revival of economy. 
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According to the data of the Agency for Licensing Bankruptcy Managers, there are 600 
bankruptcy procedures in Serbia, out of which 321 are run by Bankruptcy Managers out of a total of 
381 of them, while bankruptcy of other companies is run by the Privatisation Agency. An average 
duration of a bankruptcy procedure in Serbia is 2.7 years, while in the OECD countries it is 1.7 years. 
Creditors in Serbia settle 25.4% of their claims, while in the OECD countries 68.6%. In Serbia the 
share of costs of a bankruptcy procedure in the bankruptcy estate is 23%, while in the OECD 
countries it is 8%. Adoption of the new Bankruptcy Law, training of bankruptcy managers and 
providing the necessary capacities to the courts resulted in an increased efficiency of bankruptcy 
procedures in companies. Additional acceleration and cost reduction of bankruptcy procedures is 
necessary to deal with the piled-up bankruptcies. For that purpose a new law will be brought that will 
ensure higher degree of satisfaction of the creditors’ claims, shortening of the bankruptcy procedure 
and lower costs of the bankruptcy procedure. 

Special attention will be paid to the privatisation of big socially-owned companies which are 
undergoing the process of restructuring. To date 35 such companies were privatised, and in 2009 
successful restructuring and privatisation of several more such companies is expected. 

The Government will continue to implement the special program of restructuring and 
privatisation of parts or whole companies in military industry and military-funded institutions. 

In the post-privatisation period the Privatisation Agency will monitor if contractual 
obligations taken over by contract on acquisition of socially-owned capital are fulfilled and deal with 
disputable privatisations. 

The Law on Denationalisation will provide for the restitution of nationalised property to 
former owners in cases where this is possible, as well as for indemnification of former owners in 
cases where restitution is not possible. 

Restructuring and Privatisation of Public Enterprises. Significant progress has been made in 
the process of restructuring public companies on the state level, while restructuring public companies 
on the local level is still lagging.  

Restructuring of the state public companies resulted in improved economic and financial 
performance through the application of the following measures: 

• Isolation of secondary activities and dealing with redundancies; 
• Matching service fees with the economic principles;  
• Forming separate companies in the area of electric industry and oil industry;  
• Settling old debts; 
• Modernisation of production and technological processes. 

 In the coming period the process of restructuring state public companies will continue, with 
an increased share of private sector and improved investment conditions, through the following 
activities: 

• Financial consolidation of PE “Zeleznice Srbije” and PE “Putevi Srbije”; 
• Separating railway infrastructure from transportation of goods and people by organising them 

into separate companies;  
• Restructuring PE PEU-Resavica to prepare it for privatisation;  
• Restructuring of the postal services enterprises "Javno preduzece PTT saobracaja 'Srbija'", 

after the determination of ownership and contractual relations with "Telekom Srbija" a.d.; 
• Restructuring “ЈАТ Airways” a.d. to prepare it for privatisation; 
• Lay-offs of remaining redundant employees in public enterprises;  
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 The results of privatisation of state public companies were not as expected. Naftna industrija 
Srbije (Oil Industry of Serbia) has been privatised, while privatisation of JAT Airways a.d. by tender 
procedure was not successful. Under the Law on Free Shares and Cash Benefits, a portion of the share 
capital (15%) of six state public companies (Naftna industrija Srbije, Telekom Srbija a.d., 
Elektroprivreda Srbije, JAT Airways a.d., Nikola Tesla Airport and Galenika a.d.) will be distributed 
to the citizens who have not exercised their title to free shares to date. It is planned to broaden the 
pool of public companies a portion of whose share capital would be allocated to citizens in the form 
of free shares. 

 The coming period will see a continued preparation of public companies for privatisation, and 
their sale will depend on market environment. For that purpose all and any system obstacles hindering 
privatisation (either minority or majority) of state and local public companies will be removed. Based 
on individual feasibility studies corporatisation of state companies will continue, followed by full or 
partial privatisation. Privatisation of public enterprises will be facilitated through scrapping of the 
legal provision under which the Republic of Serbia owns not only the equity, but also the assets of 
public enterprises. Likewise, solution to the issue of land ownership and restitution will be provided. 

 Privatisation of state and local public companies requires appropriate changes to the existing 
regulations (Law on Assets Owned by the Republic of Serbia, Law on Public Companies and 
Performance of Common Interest Activities, Law on Public Utilities' Activities, Privatisation Law). 

 Privatisation of state and local public companies will be conducted in accordance with the 
improved legal framework based on the adopted system laws and development strategies in the area 
of energy, transportation and other infrastructural activities on the state and local levels. 

 Liberalisation of infrastructural activities. Privatisation of state and local public companies 
requires liberalisation of infrastructural activities where competition can be introduced, in particular: 

• Production and distribution of electricity; 
• Fixed telephony, provided that adjustments to the tariff system are conducted and that 

Telekom Srbija a.d. Company is modernised; 
• Transportation of people and goods by railway; 
• Certain postal services; 
• Air traffic; 
• Import of oil; 
• Certain public utility activities. 

 New companies and competition will be allowed to enter the area of infrastructural character 
for the purpose of improving the functioning of these areas and improving the quality of their 
products and services. 

 Public companies in the infrastructure area which have the character of natural monopoly will 
not be privatised according to the majority principle, in particular: 

• Railway infrastructure; 
• Transmission of electricity; 
• International gas lines and oil lines. 

 

 Creation of More Favorable Business and Investment Environment. Between 2001 and 
2008 Serbia made significant progress in creating stimulating business and investment environment, 
especially in the area of company registration and founding. 
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 In the next period the creation of more favorable business and investment conditions in Serbia 
will continue. Based on the adopted Strategy for Reform of Regulations in the Republic of Serbia for 
the period 2008-2011, in line with the EU regulations, regulatory environment will be improved as a 
significant prerequisite for long term economic development of Serbia. For that purpose, adoption of 
system regulations will be made faster and efficient regulations will be enforced as one of the 
preconditions of economic development and social prosperity. This would create a more favorable 
economic environment, increase legal security and competitiveness of companies in the regional and 
European environment. In the scope of the guillotine of regulations, the existing regulations related to 
economy will be re-examined, with a view to extinguishing the obsolete regulations, improving the 
existing ones from the aspect of their clarity, consistence and accuracy and extinguishing those 
provisions that increase administrative processing and slow down the country’s economic 
development. With a view to more efficient implementation of laws and secondary legislation, the 
efficiency of the judicial system will be improved and the periods needed for resolution of legal 
disputes will be shortened. 

 In the first nine months of 2009 the National Parliament passed a number of system laws 
which are in line with the EU legislation, thus improving business environment. The following laws 
are among the most important ones: Budget System Law, State Aid Control Law, Law on 
Competition, a set of laws in the area of judiciary, a set of laws for the White Schengen Visa Regime, 
a set of laws from the area of health, a set of laws from the area of environmental protection, a set of 
laws on spatial planning and construction. Invalidating a number of unnecessary regulations hindering 
economic operations will significantly contribute to the improvement of business environment. 100 
regulations have been invalidated, and another 200 are expected to be invalidated by mid-2010.  

 Particular attention will be paid to elimination of obstacles for investment in construction and 
for actual construction of buildings. For that purpose, the permit approval procedure for construction 
of buildings will be simplified and the period required for granting these permits shortened, while 
corruption in this area will be eliminated. By-laws in the area of construction will be adopted and 
local administration will increase its capacity to apply these regulations, followed by stricter control 
of their application and stricter fines for corruption. Tax and other incentives for new investments that 
increase production, export and employment will remain in force. Special incentives will be approved 
for major new investments. 

 Incentives for the Development of SMEs and Entrepreneurship. Serbia made significant 
progress in strengthening entrepreneurship and creating a competitive sector of small and medium 
enterprises by creating more favorable legal and regulatory framework, easier access to financial 
institutions, training of entrepreneurs and employees in this sector. According to the data from 2008 
final accounts, the share of SME sector in GDP is 59.1%, 67.2% in employment and 45.9% of non-
financial sector exports, while in 2007 the share in non-financial sector investments was 58.7%. 

 In the next three years incentives for faster development of SMEs and entrepreneurship will 
continue through implementation of the adopted Strategy for Competitive and Innovative Small and 
Medium Enterprises and the Operative Plan for implementation of the strategy. The goal is to develop 
a competitive sector of small and medium enterprises based on knowledge and innovation which 
ensure growth of production, export and employment, as well as more balanced regional development 
of Serbia. 

 Special attention will be paid to promotion and support of entrepreneurship and founding of 
new small and medium enterprises through Greenfield investments and appropriate financial and tax 
incentives, as well as to strengthening competitive advantages of small and medium enterprises in 
export markets by increasing the level of knowledge and technological innovation, development of 
clusters, networking with big business systems, introduction of European standards and qualities in 
business. 

 Protection of Competition. Serbia passed the Law on Protection of Competition in 2005, but 
the necessary progress was not made in its application. A Commission for Protection of Competition 
was formed but it did not have the necessary powers for efficient protection of competition in Serbia. 
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 Adoption of the Law on Protection of Competition (July 2009) removes the deficiencies of 
the existing law and it provides for the following: 

• Independent and efficient work of the Commission for Protection of Competition as a body 
authorised to pass decisions on deconcentration and fines for violations of rules and 
regulations in competition; 

• Legal security in the competition protection system, where all market players will have to 
observe business contracts; 

• More precise provisions on horizontal and vertical agreements and on criteria for determining 
the threshold for control of concentration, in order to facilitate the Commission's activity of 
supervising market players and preventing imbalance of competition through cartels and 
abuse of dominant position; 

• More precise provisions relating to the start of procedure in front of the Commission and 
deadlines for their resolution. 

 The new law on protection of competition, harmonised with the EU regulations, will ensure 
development of free competition in production and trade, lower prices formed freely in the market and 
improved quality of products and services. Provisions of this law will provide for inclusion of 
competition in infrastructural activities of common interest, i.e. demonopolisation of state and local 
public companies. 

Application of the State Aid Control Law as of 1 January 2010, the primary aim of which is to 
protect free competition in the market, is of particular importance for the implementation of the 
competition policy. 

 

2. Financial Sector 

 Banking and Insurance. In previous years Serbia made significant progress in consolidating 
financial sector, privatising financial organisations and instituting competition. In 2008 and during 
2009 stability of the financial system was retained under conditions of global financial crisis, thanks 
to the changes and amendments to the legislation (Deposit Insurance Law, Law on Deposit Insurance 
Agency, Law on Bank and Insurance Company Bankruptcy and Liquidation), monetary and 
prudential policy of the NBS, liquidity of the banking sector and foreign currency reserves. 
Reconstruction of the banking system is in its final phase. By end of 2008, by converting money owed 
to the state into share capital owned by the state, by "clearing" balance sheets in those banks and, 
subsequently, selling the shares, funds were provided for settling obligations to the Paris and London 
Club, as well as obligations arising from old foreign currency savings. These sales resulted in a 
change of ownership structure of the banking system, higher employment figures, transfer of 
knowledge and technologies and improved financial services, which in turn provided an incentive to 
potential investors to invest in the development of the Serbian economy. 

 The banking sector at the first half of 2009 included 34 banks in the majority ownership of 
foreign and local legal and natural entities, and the Republic of Serbia has share in capital in nine of 
those banks. Out of the number, the Republic of Serbia is the majority owner in four banks which 
account for 2.7% of the total assets of the banking sector (at the end of 2008), while it is the largest 
single shareholder in five banks which account for 3.7% of the total assets of the banking sector (at 
the end of 2008). Furthermore, total assets of the banking sector amount to over RSD 1,850 billion 
and they are by more than RSD 80 billion higher compared to 2008.  

 In the area of insurance reforms have continued after the phase that was initiated by passing 
the Insurance Law in 2004. In the past several years there has been an increase in the number of 
stakeholders in the market and in the total amount of insurance premiums, and the structure of total 
insurance premium has changed, where, due to the faster premium growth, the share of life insurance 
premium is on the rise as well. The Law on Compulsory Traffic Insurance was adopted, which in 
accordance with the European directives and practice of the developed markets regulates the area of 
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compulsory traffic insurance in a comprehensive manner, through improvement and increase of 
service quality, higher protection of insurees and damaged parties. 

 In times of global financial crisis the strengthening of domestic financial system will continue 
to prepare it for the consequences of the crisis. The Government, the National Bank of Serbia and the 
Deposit Insurance Agency will provide financial stability in the country through a comprehensive 
program of support to the financial sector. 

Priority areas in the reform of the financial sector in the next mid-term period are: 

• Improvement of regulations in the financial system by adopting new and improving the existing 
regulations; 

• Continued privatisation of financial institutions where the state owns share in capital; 
• Improvement of supervision of financial institutions.  

 Regarding the above, key activities for improvement of regulations in this area are as follows:  

• Adjustment of the Law on Banks, Law on the National Bank of Serbia and by-laws brought by 
the Central Bank with the EU directives and Basel II recommendations; 

• Liberalisation of capital transactions based on the law on foreign currency operations and 
development of the foreign currency risk protection instruments market. 

• Passing new legal regulations from the area of financial leasing that will improve risk 
management, as well as prudential supervision of the National Bank of Serbia. 

 Also, the adopted Strategy for Share Management of the banks owned by the State for a 
period 2009-2012 will serve as a basis for a continued strengthening of corporate management, 
analysis of economic justifiability of merging certain banks and increase in capital for the purpose of 
improving credit and other risk management procedures, resolving the issue of bad loans and 
improvement of services to clients. In the final phase, when market conditions improve, the state will 
sell its majority and minority shares in these banks. 

 Reforms and privatisation of the remaining banks with state share packages will increase 
stability, efficiency and competitiveness of the banking sector in Serbia and reinforce trust in banks.  

 The Government will also initiate privatisation of the major domestic insurance company – 
Dunav osiguranje, if it finds that the company should not be in the majority ownership of the state and 
if market condition so permit. 

 In the coming period supervision of financial institutions will be improved which is an 
important condition for stability of the financial system as a whole. Many activities will be taken to 
harmonise supervision of banks and other financial institutions in line with the Basel II principles and 
the EU regulations, starting from adopting new regulations to training employees in the supervisory 
bodies and financial institutions. 

Financial markets. The capital market in the Republic of Serbia has been largely affected by 
the global financial crisis, which is reflected, above all, in a significant drop of economic activities, 
reduced volume of trade in the stock market, a drop in the value of traded shares, a drop in the value 
of investment units with investment and pension funds, etc. 

Currently operating in the capital market in the Republic of Serbia there are 64 broker dealers, 
21 authorised banks licensed for stock brokerage operations, 13 custody banks, 16 investment funds 
and 10 pension funds. 

Further improvement of the legislative framework regulating the capital market area, and 
preparation of the new law by end of 2009 which will to the largest extent possible be harmonised 
with the EU regulations, will ensure safer and more stable development of the local capital market. To 
improve investor protection the obligation of providing reliable and truthful information of companies 
whose securities are listed in the stock market shall be regulated in more detail and more adequately, 
including better quality and higher transparency of financial reporting on all important business facts 
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of the stock-issuing entity. Also, the measures taken by the Securities’ Commission and the National 
Bank of Serbia in the financial markets’ law enforcement procedure shall be intensified and 
broadened. 

Particular attention shall be paid to strengthening the core function of the financial market and 
the real sector financing. Financial market stabilisation and higher liquidity, coupled with further 
legislative and regulatory reform, will result in lower risks associated with real sector investments. In 
parallel with the reduction of risk, new sources of demand will be activated in the financial market 
and this will result in the development and higher liquidity of the financial market.  

In cooperation with relevant institutions, activities will be taken over the following period to 
create new financial instruments which are traded in the developed markets, in order to expand and 
enrich the existing range of securities in the domestic financial market. This is expected to broaden 
the scope for investment in the domestic financial market for national and foreign investors. 
Expansion of the range of offered securities is expected to lower potential investment risk, thereby 
boosting development of the financial market as a whole. 

In order to deepen Serbia's capital market and enhance the quality of traded securities, large 
infrastructure enterprises must enter the stock exchange (Telekom Srbija, Naftna industrija Srbije, 
Elektroprivreda Srbije, etc.). The entry of new companies into the regulated market would provide 
high-quality market material, open for investments by both institutional investors and the Serbian 
public at large. From the viewpoint of those companies, their entry into a regulated market would 
enable market valuation of their capital and open up a new channel for providing additional funding. 

As a full member of the International Organisation of Securities Commissions (IOSCO), 
Serbia will strengthen the national financial market through regional and international cooperation, 
with the aim of improving the quality of national regulations and increasing the supervisory capacity 
of the national regulatory body. Furthermore, higher levels of professional knowledge and skills will 
be acquired and the confidence of the public and investors in the financial market will be reinforced. 

Pension and Investment Funds. Entering into force of the changes and amendments to the 
Law on Investment Funds in July 2009, as well as planned changes and amendments of the Law on 
Voluntary Pension Funds and Pension Schemes by end of 2009, will create conditions for better and 
more stable operations of investment and voluntary pension funds.  

The Law on Voluntary Pension Funds and Pension Schemes, enacted in 2005, marked the 
start of the pension system reform, introducing the system of voluntary pension funds, so that Serbia's 
current pension system includes the First and the Third Pillars of pension insurance. The First Pillar is 
the State-run Pension and Disablement Insurance Fund, mandatory for all employees, which operates 
under the "pay-as-you-go" principle. The third pillar consists of voluntary private pension funds, 
which operate according to the principle of accumulation and capitalisation of assets and defined 
benefits, where the amount of pension is not guaranteed, but dependant on the amount of return. 

According to the latest official data as of 30 June 2009, there are 16 investment funds (13 
open-end and 3 closed-end funds) and 10 pension funds. In the period from the end of 2008 to 30 June 
2009, due to the spreading of the financial crisis’ negative effects to the financial market of Serbia as 
well, there was a significant drop both in the value of the investment funds' assets and the value of 
investment units. 

Problems in the operations of the investment funds are indicated also by the figures: namely, 
an average value of open-ended funds’ investment unit as of 31 December 2007 amounted to RSD 
1,107.44, while on 30 June 2009 it amounted to RSD 471.68. The value of assets of these funds was 
in the range from RSD 4,036,418,031 as of 31 December 2007, to RSD 1,083,385,619 as of 30 June 
2009.  

Changes and amendments of the Law on Investment Funds, which came into force in July 
2009, are aimed at halting this negative trend of the value of assets and investment units and 
stabilising these funds' operations. Additionally, this law envisages an increased level of investments 
into the liquid securities, reduction of operating expenses for security management companies, option 
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for a security management company to invest into the open-end fund it manages and other novelties 
which improve conditions for these funds’ operations.  

As far as the pension funds are concerned, the situation is a bit better since the regulations 
relating to the amount and manner of investing their funds is significantly more restrictive compared 
to the investment funds, so that the drop in their value of assets and investment units was lower in the 
previous period.  

In Serbia there are currently 9 management companies which manage 10 voluntary pension 
funds. In the period from 2008 to the end of June 2009 the operations of these funds were strongly 
affected by changes in the region and in the country.  

Even though the basic economic indicators remain negative, net assets of voluntary pension 
funds at the end of the first quarter of 2009 mark a 12.2% growth compared to the end of 2008, and as 
much as 63.8% growth compared to the same period previous year. The above data result from an 
increased number of pension contributions' payments, which indicates an increased interest of citizens 
for this type of savings. 

Draft Law on Changes and Amendments to the Law on Voluntary Pension Funds and Pension 
Schemes, which should be adopted by end of 2009, is aimed at contributing to the solution of the 
existing problems. This law, among other, aims at broadening and intensifying the measures regarding 
supervision of these funds, reducing business risks, reducing current operation costs of management 
companies, increasing competition among funds, amplifying the funds' investment options, etc. 

Financial Reporting and Audit. Increasing the quality of financial reporting and audit shall 
include enactment of the Strategy and Action Plan for Improvement of Corporate Financial Reporting 
in the country, further harmonisation of the Law on Accounting and Audit with the EU directives and 
International Financial Reporting Standards, ensuring audit quality and application of International 
Audit Standards, as well as instituting efficient supervision of the audit profession. 

Finance-accounting reporting and corporate management system quality relationship is 
mutual: improvement of the finance-accounting information quality and quantity of their disclosure is 
a prerequisite for applying and developing best corporate management practices, while efficiency and 
effectiveness of the applied corporate management mechanisms directly translates into the finance-
accounting information quality. 

Financial report auditing is, by definition, an activity of public interest. 

It is assumed that public interest and investor interests will be protected if high quality 
professional standards are implemented, if independence and transparency of the audit procedure is 
improved, if qualification level of all professional accountants and auditors is raised and if high level 
of professional ethics is attained. 

The importance of the audit quality assurance system comes from the fact that it controls: acts 
of auditors and audit companies in respect of the applied methodology, observing the principle of 
independence and competency; measures taken as part of the internal quality control and adequacy of 
auditor’s report, and observing professional standards. The new Eighth directive prescribes that the 
quality assurance system must be independent from the auditing profession in respect of organisation, 
funding and choice of control procedures and that it must apply to all auditors and audit companies in 
regular time intervals of three, and/or six years, which defines the obligation of member countries to 
institute an efficient system of public surveillance over the auditing profession.  
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3. Labor market 

Employment policy. Active employment policy will be implemented and its focus in the next 
mid-term period will be on establishing a stable and sustainable employment growth trend, 
improvement of quality and increase in productivity, combating poverty, prevention of exclusion from 
the labor market, support to the persons from risk categories in respect of their involvement in the 
work process and reduction of regional differences. 

Measures of the active employment policy in the next period will be focused on increasing 
sustainable employment, reduction of long term unemployment and increasing the quality of 
workforce supply, which will be achieved by increasing the number of the unemployed included in 
the program of active measures to 70% and by aiding employment of less employable categories of 
unemployed persons. 

In the area of employment policy and labor market the Law on Employment and 
Unemployment Insurance and the Law on Professional Rehabilitation and Employment of Persons 
with Disabilities have been passed. 

The Law on Employment and Unemployment Insurance provides an adequate, comprehensive 
and flexible legal framework for planning and implementing active employment policy in the newly 
created conditions in the Serbian labor market and it provides a balance between active and passive 
employment policy. This law introduces the National Action Plan as the main tool of active 
employment policy. The Action Plan is adopted on a yearly basis and it sets goals and priorities in the 
employment policy, programs and measures of active employment policy for the coming year, 
including responsibilities for their implementation and the required resources, etc. 

The Law on Professional Rehabilitation and Employment of Persons with Disabilities 
provides for a complete redefinition of the relationship between the disabled persons as potential 
employees, on the one hand, and work environment, i.e. employers, on the other. 

For the purpose of efficient implementation and monitoring of labor policy, a legislative 
framework for labor records will be defined and conditions for its implementation will be ensured. 
Competent territorial autonomy and local self-government units will be required to set up 
Employment Councils and to adopt active labor market policy programs.  

Occupational safety and health. In the next mid-term period national legislation in the area of 
occupational safety and health will be harmonised with the EU directives and ILO conventions and 
improved to reduce the number of injuries at work and professional illness.  

Labor inspection. Labor Inspection Law will be adopted, which would improve institutional 
framework of employees' rights protection in the area of work relations. It is necessary to amend the 
Labor Law and enact a new Labor Records Law and Strike Law. 

The strengthening of administrative capacities of the Labor Inspectorate will continue through 
reform of personnel, including implementation of information system and improving technical 
capacities. The goal of labor inspection reform is to abolish traditional supervision methods and 
introduce an integrated method which enables higher coverage of economic operators with inspectors' 
presence and more frequent visits by supervision authorities. 

 

4. Social Activities 

The reforms of social activities will focus on increasing quality of services provided to people 
and companies, balancing expenditures for social activities with economic potential of the country 
and their modernisation by increasing supply of modern equipment and systematic training of 
workforce. The reforms also envisage rationalisation of the network of certain social activities and 
layoffs of employees in these areas. 

Education. Reforms of education in the next three years will be based on the new Strategy of 
Education System Reform on all levels and in accordance with the principles of lifelong learning and 
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the educational standards of the EU. For the full scope of reforms to be carried out, in addition to the 
already adopted laws and strategies, there are plans to adopt a law on pre-school education and 
training, a law on primary education, a law on secondary education, and a law on pupils' and students' 
standard. 

Professional education of teachers will continue by introducing modern curricula and 
textbooks, by translating quality foreign teaching materials, as well as by equipping multi-media 
workshops for the purpose of better collecting and processing data. 

Under Strategy for the Development of Education of Adults in the Republic of Serbia special 
attention will be paid to the development of social environment and basic mechanisms for education 
and training of adults. 

Based on the Law on University Education reforms of the system of university education will 
accelerate, in order to ensure new generations of young scientists, professionals and artists, and to 
increase the number of people with university degree in the general population, which is the key 
precondition for the development of knowledge-based society. 

Science. Scientific researches are of special importance for the overall development of Serbia 
and together with university education they are the main motors of economic and overall social 
development. To increase competitiveness of research and innovation sector, special attention will be 
paid to bilateral and multilateral programs that include the countries of South-East Europe. 

Under the Law on Scientific Research and Law on Innovations the existing network of 
scientific and research organisations will be rationalised and standards of scientific and research work 
will be balanced with the EU standards in this area, and also conditions for scientific researches and 
innovations will be improved. In order to raise the quality of scientific researches and to ensure faster 
application of the research results, a strategy for scientific and technological development of the State 
will be adopted. 

As budget of the State permits and in line with the capacity and priorities, funding will be 
provided for special interdisciplinary programs and projects that unite target basic researches and 
projects of technological development; then, projects for construction of scientific and research 
infrastructure, as well as program of development of scientific and research resources. 

Culture and the Media. In the area of culture and the media a culture development strategy 
will be passed which will serve as a base for defining priorities in the development of this area. 
Mandatory financing of all programs and projects of culture by way of a public tender will be 
introduced and privatisation in these areas will be regulated as well. Special laws will be passed for 
individual areas of culture. 

Youth and Sports. The next mid-term period will see a continuation of the activities in 
creating conditions for an improved position of youth and their quality of life and the activities 
regarding improvements of sport and physical culture, through development, equipping and 
maintaining sport facilities, which are necessary for professional, recreational and school sports, 
stimulating mass and top sports, development of children and youth sports and development of sports 
infrastructure, as key priorities identified in the Strategy for Sports Development in the Republic of 
Serbia. 

Strategic goals in this area are providing conditions for participation of youth in decision-
making, stimulating and valuing extraordinary results of youth in different areas, stimulating all forms 
of employment, self-employment and entrepreneurship of youth, maintaining and improving health of 
youth and stimulating, affirming and developing top sports. 

Law on Youth, as well as Law on Sports will be passed defining more precisely that sports 
and sport activities ensure physical, mental and social benefit of citizens. To improve health 
protection of athletes and prevent negative events in sports changes will be made to the Law on 
Preventing Violence and Inappropriate Behaviors in Sports Manifestations and an institution will be 
formed to combat violence and corruption in sports. Particular emphasis will be placed on the issue of 
ownership relations in sports clubs and on the issue of sports event funding.  

50 
 



5. Health 

The main goals of the reform of public health system are improvement of people’s health 
condition, just and equal approach to health protection to all citizens, user- (patient-) oriented health 
system, improvement of quality and efficiency of health protection and establishment of a sustainable 
system of funding in line with the material capacity of the society. Rationalisation of the network of 
health institutions will continue, accompanied by downsizing. Public Health Strategy and Food Safety 
Strategy will further elaborate on the direction of the health system reform. 

Special attention will be paid to improving health protection of at-risk categories of 
population and persons whose illness may cause grave economic and social consequences; 
improvement of public health services; better functioning of health system through equal provision of 
health protection in the territory of the State; improvement of regulations for private health sector.  
Together with the reform of health protection, a reform of health service organisation, health 
insurance, pharmaceutical activities and sanitary surveillance will be implemented as well. 

In order to reform the health system the following laws shall be passed: Law Prohibiting 
Smoking in Confined Areas, Law on Mental Health, Law on Medicaments and Medical Instruments, 
Law on Changes and Amendments to the Health Law, Law on Health Records and Law on 
Commonly Used Articles. 

Health functions will be funded in part from public sources in line with the agreed upon mid-
term framework, observing international standards, and in part by introducing a new system of 
funding from compulsory health insurance which will be based on the system of charging for the 
provision of health services to a number of patients. 

Health insurance reform also involves continued introduction of different types of voluntary 
health insurance, which will alleviate some of the burden placed on the health insurance system and 
improve health protection. 

Together with the reform of health protection there will be reform in the area of drugs and 
medical instruments by balancing the standards with the EU directives. 

 

6. System of Social Welfare 

Social Welfare. The goal of the social welfare system reform is better allocation of social 
transfers, improved protection of the poorest citizens and groups that need special support and 
improvement of quality of their life. The reform also means strengthening the capacity of institutions 
on the local level, and taking over responsibility for meeting people's needs in this area. Funds for this 
will be provided from original revenue of local government bodies. Funds from the state budget will 
be made available only for those municipalities that cannot meet the minimum rights in social welfare 
from their own revenue. 

Population Policy Activities. In the next period the population policy will be run in 
accordance with the Birth Stimulation Strategy, and a new strategic document on overall population 
policy will be adopted as well. Instead of tax exemptions, birth incentives will be provided under the 
tax expenditures policy, through direct financial support to families and children. Subsidies will be 
approved only in accordance with the law on budget for a certain year. 

Gender Equality. In line with the National Strategy for Improvement of the Position of 
Women and Improvement of Gender Equality a law on sex equality will be passed. This will create 
conditions for improvement of the position of women in those areas that are key for the change of the 
position of women in a society, followed by equal share of women on all levels and in all areas, as 
well as improvement of economic position and health of women. 

Protection of military veterans and the disabled persons. Reform of the protection of 
military veterans and the disabled persons means that a unique legislative solution has to be adopted 
so that they can exercise their rights and for the purpose of revising all decisions made to date on 
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recognising their rights in the process of their inclusion in the new law. The reform also includes 
implementation of a unique information payment system in the area of protection of military veterans 
and the disabled persons. 

Social Dialogue. Together with the representative trade unions, employer associations, civil 
society institutions and local governments, and based on a tight partnership, the Government will 
agree on all important issues of economic and social policy and on measures that affect the position 
and standard of employees. 

 

7. Administrative Reforms 

Public Administration. The reform of public administration entails development of 
democratic state based on the rule of law, training of government officials to provide high quality 
services to the citizens and private companies, as well as combating corruption in the public sector. 
To achieve these goals, public administration in the next period will be decentralised, depoliticised, 
professionalised, rationalised and modernised. 

Decentralisation entails transfer of certain activities from the level of central government 
administration to the lower levels of authority, which is why in the next period there will be intensive 
trainings of employees in the local government units. 

Depolitisation of public administration refers to clear division of tasks which are in the 
domain of politics and those in the domain of profession, and which are performed by top government 
officials. 

Professionalisation refers to forming a well trained, responsible and efficient public 
administration, with continuous training of government officials, development of systematic programs 
of general professional education, as well as training in the field of European integrations.  

Rationalisation of public administration means the achievement of maximum results through 
employment of minimum resources. 

Modernisation entails technical and technological equipping of public administration bodies 
through introduction of modern information and communication technologies, which will enable 
introduction of electronic business and electronic signature in the work of public institutions, as well 
as development of e-government.  

In the next period laws will be passed that will regulate work and legal status of officials in 
local government units, law on general administrative procedure and law on administrative disputes. 
This will establish a legal framework for decentralisation of power, fiscal decentralisation and 
development of a professional and depoliticised public administration. 

Police. Police reform is among the priority tasks within the framework of the EU association 
process. In addition to harmonisation of legislation, police reform includes streamlined organisation 
of the whole force and its modernisation, setting up of an efficient, flexible and economical police 
education system for training of police officers of all levels and profiles throughout their working life, 
further strengthening of internal control mechanisms, of legality, of professionalism and of 
accountability of all officers. The objectives of police reform are: to ensure a high level of personal 
safety and safety of property from all kinds of harassment, to maintain stable public order and to 
preserve the favorable security situation in the Republic.  

Prioritised strategic tasks of the police system include combating organised crime, increased rate of 
resolved cases, preventing attempts at destabilisation in certain segments and in the society as a 
whole, completing the activities aimed at creating a modern border management system, 
strengthening of internal control and implementation of external supervision, building of capacities 
for crime investigation, modernisation of ICT equipment and development of police education. 

The reform in the area of administrative affairs is of special importance. This reform includes 
introduction of new identification documents, in accordance with the European and highest global 
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standards, which will provide for easier and faster exercise of rights, obligations and interests of 
citizens and modernisation and improvement of work organisation and methods applied by public 
bodies. Global technology trends will be followed and efficient protection of documents against 
forging will be introduced as a precondition for Serbia's European integration. 

Judiciary. The reform of judiciary will focus on strengthening independence, accountability 
and transparency of the judicial system and higher efficiency and promptness in work, modernisation 
of obsolete infrastructure and improvement of work conditions, as well as introduction of modern 
information technology, which requires stable and real sources of financing. This requires adoption of 
new laws: Law on the National Judiciary Training Institute (Judiciary Academy), Law on Changes 
and Amendments to the Law on Organisation and Competences of Government Bodies in the War 
Crimes’ Process, Law on the Bar, Law on Public Notary Services, as well as Law Confirming the 
Convention on Child Protection against Sexual Exploitation and Sexual Abuse. 

In accordance with the Regulatory Reform Strategy in the Republic of Serbia for the period 
2008-2011, there will be comprehensive reforms of regulations in 2009. This will result in an 
immediate cancellation and change of inefficient regulations to improve business environment, reduce 
legal insecurity and increase competitiveness of local companies in the global and European market. 

In line with short-term priorities arising from European partnership, Directorate for Managing 
Expropriated Property was founded as an administrative body of the Ministry of Justice, and the 
Chamber of Public Notaries is to be formed. Also, competences of the Commissioner for Information 
of Public Importance have been broadened and instituted in line with the adopted Law on Personal 
Data Protection. With respect to the above, the key role in enforcing this law will be with an 
independent body which will supervise and guarantee application of the national legislation on 
personal data protection. 

In accordance with the National Judiciary Reform Strategy, it will be necessary to set up a 
new network of courts and public prosecutors' offices, which will include also magistrates' courts, 
courts of appeal in Belgrade, Kragujevac, Nis and Novi Sad and the Administrative Court for the 
entire territory of Serbia. Also, the National Institute for Judicial Training (Judicial Academy) will be 
founded as well as Administrative Office Department, and competences of the Grand Personnel 
Council and Supervisory Board for the High Judicial Council will be integrated.  

 

8. Reforms of Industrial and Commercial Activities  

Mining. In the following mid-term period, measures and activities will be taken to establish 
market operation principles and finalise transition in the mining sector with higher share of private 
investments, to improve the competitiveness of the mining industry, to reduce operating costs and to 
introduce information technologies in this industry. 

The Mineral and Raw Material Complex Development Strategy will define instruments, 
measures and activities required for the development of mining, and create conditions for attracting 
foreign capital and application of global standards in managing and care for environment. The Law on 
Research and Exploitation of Minerals will regulate the whole process regarding the minerals. 

The Amending Law to the Mining Law provides for the establishment of a Mining Agency, 
which would participate in the drafting of development strategies for Serbia's mineral raw materials 
and in the determination of the balance of reserves of all minerals, as well as in the preparation of 
documents granting concessions for exploitation and exploration of minerals and in the drafting of 
secondary legislation and rule books setting out technical norms and other technical regulations. A 
Mining and Geological Exploration Development Fund will be formed as a public financing fund to 
finance the preparation and implementation of programs, projects, elaborations, studies and other 
activities in the field of mining and geological exploration of minerals and to provide financial 
support in the implementation of approved funds of relevance for the development of mining and 
geology. The resources needed for the operations of the Fund will be secured from the minerals 
exploitation fee and from other sources in accordance with the law. 
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 Energy. The main goals of energy system reform in the next period are: 

• Liberalisation and partial privatisation of the energy business; 
• Increased efficiency and rational use of all forms of energy in the process of extraction and 

primary processing; 
• Safe and stable supply of energy fuels; 
• Introduction of qualitatively new conditions for operations and development of energy 

generation and consumption sectors; 
• Creation of conditions for higher use of renewable energy sources (RES) in Serbia. 

 To achieve these goals in the next mid-term period construction of new electricity-generation 
capacities will start. Energy pricing in accordance with economic principles; The funds needed to 
finance energy sector development will be provided from the prices of energy products and services, 
with possible credits, loans and issuing of bonds in the capital market. Other possible sources of 
funding will include concessions, funds under the National Investment Plan and foreign direct 
investment, as well as public-private partnerships and equity investments by the private sector in the 
development of these activities. 

Amendments to the Energy Law will regulate the local electricity and natural gas market, 
which will contribute to the realisation of the Agreement on Founding Energy Community and on 
Access to the Electricity Network for the Purpose of Cross-Border Electricity Exchange. 

 Industry. The main goals of industry-related policy in the next period are: 

• Forming efficient and competitive structure of industry by increasing production, by 
higher competitiveness of products and services through development and transformation 
of business infrastructure and by founding industrial and technological parks and 
industrial zones, by increasing productivity, export and employment figures and by reducing 
foreign deficit; 

• Establishing knowledge- and innovation-based structure of economy;  
• Reducing regional and inter-regional differences; 
• Adapting industrial sectors to the principles of environmental protection; 
• Finishing the privatisation process, accompanied by efficient restructuring of big industrial 
companies. 

 Priority in the development of industry will be given to three sectors of processing industry: 
manufacturing of electric equipment (radio, TV and telecommunications equipment); manufacturing 
of motor vehicles and automotive components; and information technologies. A strategy of car 
industry development by 2015 will be passed. 

 Agriculture and Rural Development. The main goals of the agricultural reform in the next 
period are: 

• Higher competitiveness and efficiency of the agricultural sector; 
• Provision of quality and safe food for domestic consumption and export; 
• Support to sustainable rural development; 
• Protection of the environment from harmful effects of agricultural technology processes; 
• Preparation for WTO accession and EU association. 
• Reform of the cooperatives’ sector. 

 Reform of the agricultural sector implies completion of legislation by passing law on 
agricultural plant seeds and law on cooperatives, forming new institutions, land reform and 
privatisation in agriculture. The National Agriculture Program for the period 2009-2011 will detail 
activities and measures for the achievement of key reform goals and for reforming the subsidy 
allocation system. 
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The Strategy of Agriculture and Rural Development and National Program of Rural 
Development will define the basis of the rural development policy, rural areas and categorisation 
criteria according to the EU model. 

Forestry. The objectives of the policy in the field of forestry are: ensuring the economic, 
environmental and social functions of forests, increasing the contribution of forestry to the overall 
economic development, adequate protection and forest maintenance, improving their condition, 
raising new forests and developing forestry as a branch of the economy. To achieve these goals the 
law on forests and law on game and hunting will be passed. Economic and other measures will ensure 
equality between all forms of ownership of forests in terms of legal protection, financial support and 
adequate organisation. 

Water Management. For the purpose of more efficient water resource management, after 
passing the national strategy of water resource management and new law on waters, by-laws and other 
regulations from the area of waters will be passed. Prioritised projects with national relevance will be 
defined and the owners, sources of funding, financing models and implementation schedules for such 
projects will be defined. Public water management companies will be restructured. Funds will be 
provided for investments into the public utility infrastructure for water supply, including regional 
systems as well, revitalisation of the existing and construction of new facilities and water supply and 
water protection systems, as well as construction, reconstruction and refurbishment of hydro-
improvement facilities. The construction of flood-prevention facilities will improve the protection of 
cities and towns from large water courses. 

 Transport. To increase the scope and quality of transportation services and efficiency of all 
types of traffic, the activities in the next three year period will be focused on upgrading quality of 
transportation services and traffic infrastructure services, with an increase in their scope by 20% by 
end of 2010. Special attention will be paid to the following: 

• Rationalisation of the existing railway network; 
• Establishing and improving international cooperation, especially with countries in the region; 
• Development of infrastructure that will contribute to the employment growth, economic 

development and further improvement of investment climate, more balanced regional 
development and improvement of people’s standard; 

• Increasing the share of inter-modality transportation in the transportation of goods by more 
intensive use of river and railway transportation; 

• Ampler introduction of combined railway-road-river transportation and attracting 
international financial organisations in the field of transportation infrastructure and 
accompanying facilities; 

• Continued construction of the Corridor 10 and construction of roads in the Western and 
Eastern Serbia, which will be funded from the NIP and international financial institutions. 

 Communications and Information Society. In the area of communication in the next mid-
term period activities will be focused on further liberalisation of the communication services’ market, 
establishment of competitive relations and increased investments in the development of 
communication infrastructure. Important preconditions for that include: application of the cost 
principle and appropriate readjustment of tariffs, together with the realisation of a universal service. 

As called for in the Information Society Development Strategy, special attention will be paid 
to the development of the information society as part of a single regional and European information 
area, in accordance with the signed agreement eSEE Agenda+ which provides for information society 
development in Southeast Europe in the period 2007-2012. Accordingly, an electronic 
communications development strategy will be developed and it will incorporate all systemic EU 
arrangements and standards set out in EU Directives. Accordingly, a Proposal of Electronic 
Communication Development Strategy has been prepared, incorporating all system solutions of the 
EU and the EU directives’ standards, and in July 2009 the Law on Electronic Document was passed, 
thus creating conditions and information background for increasing the number of users of electronic 
communications and the information society services. This will be supplemented by passing the law 
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on privacy in public electronic communications, on electronic document, on electronic government, 
on electronic communications and by-laws for implementing the Law on Electronic Signature. 

In the following three-year period development of broadband Internet access by using 
different types of access technologies will be simulated, which is a condition for information society 
development. It is especially necessary to develop and maintain the Academic Network of Serbia – 
AMRES, in order to stimulate scientific researches and build modern and quality university education. 
Adoption of the Broadband Internet Access Development Strategy in the Republic of Serbia by 2012 
and carrying out its Action Plan will create conditions for attracting foreign direct investments, 
intensive economic growth and creation of a society based on knowledge economy. 

Setting up a single computer network of special-importance institutions, modernising local 
governments, coordinated development and implementation of e-government services, provision and 
improved availability of the internet in insufficiently developed and rural areas, raising the level of 
electronic literacy and promoting information society will work toward cutting expenditures and 
rationalising government administration.  

 Reform of postal communication in the next period entails the following: 
• Adoption of service quality improvement plan; 
• Forming a postal service agency, construction and the start of work of the main postal center 

to satisfy demand for postal services; 
• Creating new modes from the area of postal financial services, and further development of 

electronic postal services, insurance services, etc.; 
• Forming public postal operators. 

 Trade and Services. In accordance with the trade development strategy, a goal in this field is 
the development of an institutional environment for sustainable development of trade and services, 
which should reach the EU average as a share of GDP. Overall transactions of goods and services and 
behavior of transaction parties will be regulated by the Trade Law. 

Mid-term objectives in the field of trade and services include: 
• Safe products with European standards for quality of goods and services; 
• Consumer protection according to European standards; 
• Creation of a developed internal market for goods and services with operating conditions 

identical to those in the EU market; 
• Strengthening competitiveness of goods and services; 
• Ensuring market stability. 

 Particular attention will be paid to the development and positioning of Serbia's national brand, 
which should make Serbia readily recognisable. Increased competitiveness of the service sector would 
increase the share of services in GDP and exports to the EU average. 

Tourism. The goal of tourism policy is to increase attractiveness and competitiveness of 
tourist destinations, to establish an efficient system of destination management and to generate USD 
1.5 billion of foreign currency inflow from tourism. Based on the Tourism Development Strategy, 
Law on Tourism and a Rulebook on classification, minimum requirements and categorisation of 
hospitality facilities were passed, while other regulations dealing with the field of tourism are pending 
adoption. Privatisation of state-owned tourism companies, renovation of tourism facilities, 
improvement of tourism management and marketing and enhancement of tourism offers will continue. 
By 2012 tourist and public utility infrastructure will be constructed in the priority tourist destinations. 

NIP funds will be used to develop an information system which would enable faster flow of 
information between tourism organisations, agencies and beneficiaries and which would present their 
offering to the world. National Tourism Development Organisation will be formed and a portion of 
funds for its work has already been secured amounting to EUR 1 million from pre-accession funds of 
the EU and IPA 2007. 
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Regional Development. The main goals of the regional development policy in the next period are:  
• Adequate use and management of development potentials of territorial units and other wider 

regions of the Republic of Serbia; 
• Incentives for areas that lag considerably behind the rest of the country in terms of 

development and leveling of differences in terms of development across Serbia; 
• Addressing deficiencies in the links between local self-government units and between these 

units and central authorities, with accelerated development of cross-border cooperation. 

 Active regional policy in the next period entails infrastructure development measures, 
incentives (business environment – industrial zones and business incubators, favorable loans) and 
training human resources for the implementation of development projects. 

Based on the Law on Regional Development, as the main institutional framework for 
reducing regional inequality, the accompanying by-laws shall be passed. The goal is to significantly 
reduce regional differences, measured by index of developmental risk, between regions of the state by 
end of 2015. The law defines statistical regions of territorially connected municipalities that will 
receive support from the European pre-accession funds. National Agency for Regional Development 
will provide institutional support for implementation of the Law on Regional Development, as well as 
for implementation of measures from the area of regional development policy. 

Environment. Based on the Law on Environmental Protection and Strategy for Sustainable 
Development of Serbia, the following programs and strategies will be adopted: national program of 
environmental protection, national strategy of sustainable usage of natural goods and resources and 
national strategy for the protection of biological, geological and landscape diversity of the State. 

A sustainable funding system for environment protection in Serbia will be introduced and 
economic and other instruments used in the funding of environment protection, as well as project 
funding models, will be improved, with private sector involvement. 

 

9. Other reforms 

 Religion. Key objectives in the following mid-term period include: 
• Stimulating the development of religious culture, religious freedoms and tolerance; 
• Cherishing religious pluralism and religious tolerance and improvement of religious 

education; 
• Protection of religious, national, historic and cultural unity of the Serbian nation, as well as 

protection of religious components in the cultural identities of ethnic minorities; 
• Improvement of the financial and social status of priests and religious clerks; 
• Improvement of the general cultural standard of population by raising, maintaining and 

renewing religious buildings. 
• Finding a systemic and permanent resolution for the issue of health and pension insurance of 

priests and religious clerks; 

 Diaspora. The policy of cooperation with the Diaspora (emigrants) will be focused on 
reinforcing all possible ties between the emigrants and their home country, preservation of national 
and cultural identity of Serb emigrants, promotion of economic, scientific, cultural and other relations 
between the emigrants and the home country and encouraging and channeling the professional and 
financial potentials of emigrants for the benefit of Serbia's economic development. For that purpose 
the Law on the Diaspora will be adopted and the Law on Registering the Diaspora, as well as the 
following programs: Improvement of economic cooperation with the Diaspora in order to improve the 
position of the Diaspora; promotion of the Serbian culture in the Diaspora; learning Serbian language 
in the Diaspora. 
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Particular importance will be attached to activities focused on pooling the economic potential 
of emigrants for the benefit of Serbia's development, primarily through investment and, to a lesser 
extent, through incoming remittances, which mostly contribute to spending. An issue of vital 
importance will be how to devise possibilities for municipal investment through the enhancement of 
overall investment and business climate in cooperation with the local communities whose territories 
are home to large emigrant populations. 

Civil society organisations. In line with the priorities of the European Partnership, the Law on 
Associations was enacted to govern the operations of civil associations and to provide for cooperation 
between the government and the civil sector, including financing of civil society organisations 
(associations, funds and foundations). 

To protect the social interests of its citizens, Serbia will be allocating grants to non-
governmental organisation as budget permits, in compliance with the Budget Law for the relevant 
year. 
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IV. PUBLIC DEBT MANAGEMENT STRATEGY 
 

The goal of the Public Debt Management Strategy is to set out key guidelines and priorities of 
the long-term policy of debt. A significant amount of debt, as well as costs of servicing and debt re-
financing have huge impact both on the budget and on the payment balance, banking system and 
money market. Considering the above, the public debt management strategy is extremely important 
for maintaining the country’s macroeconomic stability, on the one hand and as a guideline to the 
optimum portfolio of investments which will provide for a sustainable development of the Republic of 
Serbia, on the other.  

Public debt management strategy is an integral part of the Memorandum on the budget and 
economic and fiscal policy for the budget year and the next two fiscal years. 

 

1. Institutional and Legal Framework  

The Law on Public Debt (Official Gazette of RS, No. 61/05 – henceforward referred to as the 
Law) unified the existing regulatory practice and provided clear guidelines: manner and procedure for 
the country’s loan taking, functions and responsibilities for the public debt management, manner of 
issuing government guarantees and public debt reporting obligation. 

Public debt management and administration, coordination of the activities related to new 
borrowing, provision of official information and preparation of information for the Government is 
regulated by the Ministry of Finance, Treasury Administration, Department of Public Debt 
Management. The Law specifies that the Minister of Finance is the only person authorised to make 
borrowing commitments and conclude loan agreements, as well as to issue government bonds on the 
Government's behalf and for the account of the Republic. Under extraordinary circumstances, the 
Minister of Finance can issue a decision authorising a representative of the ministry competent for the 
financial affairs to enter into a loan agreement, i.e. emission of government bonds. 

The National Assembly votes on borrowing by the Republic through long-term loans, 
borrowing for the purpose of funding investment projects, issuing guarantees and counter-guarantees2 
and direct assuming of liabilities as a debtor under guarantees issued by the Republic.  

The Government decides on the issuance of long-term securities. Long-term loans, or long-
term government securities, as the case may be, are deemed to be loans or government securities with 
repayment terms extending into the future budget years. The Minister of Finance or a person within 
the Ministry responsible for finance authorised by the Minister decides on short-term borrowing for 
the purpose of financing budget deficit or current liquidity deficit, refinancing of public debt or 
issuance of short-term government securities. 

Under the Public Debt Law, public debt is deemed to include: 1) debt owed by the Republic 
under any agreements entered into by the Republic; 2) debt owed by the Republic arising from 
government securities; 3) debt of the Republic arising from the treaties and agreements 
reprogramming the liabilities assumed by the Republic under any earlier agreements, as well as those 
arising from any issued securities governed by special laws; 4) debt of the Republic arising from any 
guarantees given by the Republic or arising from the direct assuming of debt on the basis of 
guarantees or counter-guarantees given by the Republic; 5) debt owed by local authorities and legal 
entities for which the Republic had furnished guarantees. 

Public debt is an unconditional and irrevocable liability of the Republic and is covered by a 
standing budget appropriation. The provisions of the Budget System Law pertaining to temporary 
suspension of budget execution do not apply to public debt repayment.  

                                                      
2 This term was used to refer to the already given counter-guarantees which the Republic of Serbia gave to the 
state union of Serbia and Montenegro for settling obligations arising from loan contracts the funds of which are 
used for the needs of the State or for other purposes in the State. 
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The liability of the current public debt repayment and the amount of new borrowing are 
specified by the Law on the Budget of the Republic of Serbia.  

The objective of public debt management is to reduce the costs of Serbia's borrowing in 
accordance with the relevant risk level. Public debt management includes: 

1. Execution of transactions for the purpose of risk management, including reduction or 
elimination of currency risk, interest risk and other risks; 

2. Making decisions on the purchase and sale of foreign exchange; 
3. Monitoring daily balance in the treasury consolidated account system; investment and other 

transactions with public debt inflows and other cash available after regular execution of the 
national budget.  

2. Report on the public debt balance  

Serbia's public debt as of 31 December 2008 amounted to EUR 8,781.4 million. The trend of 
public debt reduction observed in the past has continued, and recorded debt reduction in the previous 
year was 1.06 % or EUR 93.96 million in absolute amounts as opposed to the end of 2007 when the 
amount of public debt was EUR 8,875.4 million. Public debt balance in RSD at the end of 2008 was 
9.61%, or about RSD 74 billion, lower compared with the end of 2007. It is important to note that the 
change of foreign currency rate in the analysed period had positive effect only on the euro-
denominated debt balance. Namely, in the past year the dinar depreciated against the dollar by 14.6%, 
and 12.9% regarding the special drawing rights, while the euro depreciated by 4.1% against the dollar, 
and 2.2% regarding the special drawing rights. Thanks to such trends of the foreign currency rate the 
balance of euro-denominated public debt decreased by EUR 160.4 million.  

2.1. Public debt structure 

Internal debt of the Republic of Serbia as of 31 December 2008 was EUR 3,161.5 million, 
which is a decrease of approximately EUR 252 million compared to the end of 2007. As for the 
foreign debt, direct liabilities of the State marked an increase of EUR 75.4 million, from EUR 4,615.8 
million at the end of 2007 to EUR 4,691.2 million at the end of 2008, while indirect liabilities marked 
an increase of EUR 82.4 million compared to the end of the previous year. Net effect of these changes 
to the total foreign debt is an increase by EUR 157.8 million.  

The effect of these changes on the total public debt structure at the end of 2008 is a decrease 
in the share of internal debt in the total public debt of 2.46% and a proportionate increase of the 
foreign debt share of 2.46% compared to the end of 2007. 

Graph 9. Public debt structure 2007, year end 
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Graph 10. Public debt structure 2008, year end 
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2.1.1. Domestic Debt 

The major portion of domestic debt refers to the old foreign currency savings which amounts 
to EUR 2,920,332,175, which is 92.37% of domestic debt. At the same time this is the major debt of 
the Republic of Serbia, incurred during the nineties. The main problem regarding this debt is that it is 
denominated in EUR, which means that it worsens the foreign currency structure of domestic debt, 
and consequently, total public debt, because over 90% of total debt is denominated in foreign 
currency.  

Table 20. The structure of domestic debt as of 31 December 2008 
Debt to NBS 3,82% 
Liabilities arising from the unpaid pensions to agricultural workers 2,37% 
Liabilities arising from the unpaid pensions to employees 0,27% 
Komercijalna banka 0,40% 
Short term securities 0,50% 
Old foreign currency savings 92,37% 
Loan for economic revival 0,27% 
TOTAL 100,0% 

Key contributors to domestic debt decrease in 2008 are: 

1. early payment of a portion of debt to the state funds PIO for agricultural workers – RSD 5.2 
billion; 

2. lower volume of T-bills issuing – RSD 2.4 billion 

2.1.2. Foreign debt 

Table 21. Balance and structure of direct liabilities by creditors 
as of 31 December 2007 and 31 December 2008 

 31.12.2007. 31.12.2008. 
IBRD 1,603,082.255.69 1.588.007.898,20 
IDA 425.692.378,03 457.530.794,25 
EU 49.500.000,00 49.500.000,00 
Paris Club 1.674.273.996,98 1.672.451.945,62 
London Club 729.330.693,62 763.607.150,08 
EIB 80.156.682,47 94.757.611,35 
KfW 0 508.175,48 
CEB 21.719.830,63 28.105.553,98 
Governments 32.023.720,00 36.699.360,00 
TOTAL 4.615.779.557,43 4.691.168.488,96 

 
 

61 
 



Graph 11. Structure of direct liabilities arising from foreign debt by creditors,  
 as of 31 December 2008 

 
In case of direct liabilities, the net effect between drawing funds from effective loans on the 

one hand and payment of principle and trends of the rate of euro on the other is an increase of direct 
liabilities of EUR 75.39 million in absolute amounts. 
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The main reason for the increase of foreign debt (direct liabilities) in 2008 is the euro 
depreciation against the dollar of 4.1% and depreciation in respect of the special drawing rights of 
2.2%. 

Key contributors to foreign debt (direct liabilities) increase in 2008: 

1. appreciation of the euro against the dollar by 4.1% and appreciation against special drawing 
rights by 2.2%; 

2. drawing of funds from ratified IDA loans - SDR 18.7 million; 
3. drawing of funds from ratified EIB loans – EUR 14.6 million; 
4. drawing of funds from the loan of the Government of the Republic of Italy – EUR 8.13 

million. 
 

Table 22. Balance and structure of indirect liabilities by creditors 
as of 31 December 2007 and 31 December 2008 
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 31.12.2007. 31.12.2008. 

IDA 43.644,01 3.712.456,17

EU 223.796.611,37 223.796.611,37

EIB 355.907.265,13 381.138.304,59

EBRD 194.652.002,13 247.378.160,67

KfW 41.434.083,85 43.193.764,32

Governments 30.396.156,94 29.432.253,00

TOTAL 846.229.763,43 928.651.550,12

                              Paris 

                               London 

Government
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Graph 12. Structure of indirect liabilities by creditors 
as of 31 December 2008 
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Key contributors to foreign debt (indirect liabilities) decrease in 2008: 

1. repayment of regular principal installments for five loans granted by the European Investment 
Bank (EIB) - EUR 10.9 million; 

2. repayment of regular principal installments for 9 loans granted by the European Bank for 
Reconstruction and Development (EBRD) - EUR 21.6 million; 

3. repayment of two regular principal installments for the KfW loan to JP "Elektroprivreda 
Srbije" - "Overhaul and Repair of Kolubara Coal Mine and Nikola Tesla Thermal Power 
Plant" - EUR 5.7 million; 

4. repayment of regular principal installment for loan from the Government of the Republic of 
Poland - EUR 3.4 million. 

Key contributors to foreign debt (indirect liabilities) increase in 2008: 

1. drawing of funds from effective loans approved by the European Investment Bank (EIB) – 
EUR 36.9 million; 

2. drawing of funds from effective loans approved by the European Bank for Reconstruction and 
Development (EBRD) - EUR 74 million; 

3. drawing of funds from effective loans approved by KfW - EUR 7.4 million. 
4. drawing of loan IDA-4090 approved by the World Bank – SDR 3.3 million.  

By comparing the above amounts with the factors of increase and decrease, we arrive at an 
increase of indirect liabilities of EUR 82.4 million in absolute amounts. However, real debt increase 
arising from indirect liabilities is EUR 1 million lower and amounts to EUR 81.4 million. This 
difference resulted from the appreciation of the euro against the dollar which caused a decrease of 
debt balance from loans from the Government of the Republic of Poland denominated in this 
currency. This is the only effect of exchange rate fluctuation on debt balance in indirect liabilities, 
considering the fact that all the other borrowings are denominated in euros.  

2.1.3. Public debt structure forecast  

On the assumption that all currently ineffective loans, most of which have to be ratified by the 
National Assembly of the Republic of Serbia, will become effective in the next year and that planned 
drawings under these loans will be effected, public debt balance at the end of 2009 will increase by 
EUR 1,314.7 million, or 14.97%, compared with the end of 2008. Namely, total planned drawings 
amount to EUR 795.7 million. Out of the amount EUR 308 million refers to direct drawings, while 
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the remaining EUR 487.6 million refers to indirect loans. In addition to this amount and by emitting 
T-bills revenue of 130,798,102,062 dinars will be generated. 

On the other hand, total planned liabilities for repayment of principal in 2009 amount to EUR 
1,394.8 million, of which maturities within the public debt portfolio account for EUR 1,264.3 million, 
liabilities for loans within direct borrowings account for EUR 967.3 million and liabilities for 
principal payment in indirect borrowings account for EUR 54.7 million.  

Compared with the end of the current year, it is expected that the share of Serbia's indirect 
liabilities in overall debt will increase by 2.85%, share of direct liabilities of public debt will increase 
by 4.92% and that share of domestic debt will decrease by 2.06%. 

Graph 13. Public debt structure forecast, 2009, year end 
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2.1.4. Currency Structure of Public Debt 

A positive growth trend in the share of the euro-denominated debt did not continue, and a 
reduction of 0.26% compared to the end of 2007 was achieved. Also, the share of the dinar portion of 
public debt was reduced by 1.09%, while public debt denominated in dollars increased by 0.65 %.  

 

Graph 14. Currency structure of public debt as of 31 December 2007 
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Graph 15. Currency structure of public debt as of 31 December 2008 
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2.1.5. Currency structure forecast 

The projected currency structure shows a continuing trend of increasing share of dinar-
denominated debt in favor of decreasing shares of debt denominated in foreign currency, mostly in 
euros.  

Graph 16. Projections of currency structure of public debt, 2009, year end 

 
Since major portion of financial assets of the State is denominated in dinars, an increase in 

local currency debt would protect the public debt portfolio from the foreign currency rate fluctuations. 
In the following period, one of the measures which would affect the currency structure, without effect 
on the amount of public debt, is currency conversion of debt by issuance of bonds denominated in 
dinars for the purposes of premature repayment of part of or complete debt denominated in currencies 
against which depreciation of the dinar is expected in the future.  
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Also, it is important to note that in forecasting foreign currency structure the dinar was used 
as the reference currency. Namely, the amounts of debt by individual currencies were converted into 
dinars at a forecasted middle exchange rate, so that the share of each currency was determined based 
on the total debt denominated in dinars. If the dinar depreciated in the next period in respect of some 
of the currencies that would significantly affect the foreign currency structure of public debt arrived at 
by this method.  

2.1.6. Structure of Serbia's Public Debt Interest Rates  

The ratio of fixed and variable interest rates was additionally worsened compared to the end 
of 2007. Namely, the interest rate risk of the public debt portfolio was increased by decreasing the 
share of debt with fixed interest rate from 77% at the end of 2007 to 76% at the end of 2008.  
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Graph 17. Structure of public debt by interest rates, as of 31 December 2007 
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Graph 18. Structure of public debt by interest rates, as of 31 December 2008 
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Domestic debt of the Republic of Serbia, with the exception of treasury bills, does not include 

borrowings with variable interest rate, and interest risk is minimal in this part of the portfolio.  

High level of fixed interest rates opens up a possibility of making accurate forecast for 
interest payments in the coming years and protection from interest rate fluctuations on the 
international and local financial market, which results in realistic forecast of interest expense as an 
integral part of budget expenditures. On the other hand, the Republic of Serbia still has a relatively 
low credit rating, so that the fixed interest rates offered by international financial organisations are at 
significantly higher level than the interest rates in the international financial market.  

More than 79%, or EUR 1,667 million, of public debt with variable interest rates is tied to 
EURIBOR, which varied from the beginning of 2008 up to date between 4.7% and -1.54%3. The next 
most represented interest rate is LIBOR applied to the US dollar that 13% of the above mentioned 
portfolio is tied to, marking a downward trend from the start of the year. It can be concluded that 
almost 92% of debt with variable interest rates is tied to these two interest rates. 

Graph 19. Structure of variable interest rates as of 31 December 2008 
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3 These data refer to the 6-month EURIBOR and LIBOR as interest rates for this period are most common for these loans 
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2.2. Public Debt Analysis 

Public debt sustainability is the ability of the Republic of Serbia to service regularly its 
liabilities to domestic and foreign creditors. 

The main indicators of public debt sustainability are: 

1. Public debt and gross domestic product ratio; 

2. Foreign public debt and export of goods and services ratio, and  
3. Primary budget balance and gross domestic product ratio. 

Public debt/GDP ratio 

This ratio is the primary indicator of a country’s indebtedness ratio. As one of the criteria for 
accessing the European Monetary Union, the Maastricht Agreement envisages that the upper limit of 
this ratio is 60% of public debt share in gross domestic product. Accordingly, one of the main goals of 
public debt management of the Republic of Serbia is to ensure uninterrupted financing of liabilities 
while minimising expenses, provided that the public debt does not exceed the level of 60% of gross 
domestic product. 

In 2008 the downward trend of the public debt/GDP ratio continued, and at the end of the 
year it was 27.6%. The factors of the additional decrease of this ratio lie in the GDP growth and 
public debt reduction of EUR 94 million. 

Graph 20. Public debt and GDP ratio 
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The upward trend of this ratio that lasted until 2007 did not continue in 2008 as a 
consequence of the negative effects of the Global Economic Crisis.  It is expected that these two 
categories will be even more unfavorable at the end of 2009, amounting to 120%. 

 
Graph 21. Public debt and export of goods and services ratio 
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The primary budget balance and gross domestic product ratio 

A country’s ability to service its liabilities can also be reflected through the primary budget 
balance and gross domestic product ratio. The primary budget balance is arrived at by deducting total 
budget expenditures less paid interest from total budget revenue less unpaid interest. In 2008 the share 
of primary budget balance in GDP was reduced and became negative -1.2%. 

Graph 22. The primary budget balance and gross domestic product ratio  
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2.3 Forecasts for the period 2010-2012 

In the next period a real increase in the public debt of the Republic of Serbia is expected. 
Such trend will primarily be caused by the Global Economic Crisis and its impact on the economic 
trends in the Republic of Serbia. It was planned that the share of internal debt denominated in local 
currency should grow, due to the increased volume of issuance of short term and long term bonds. 

 
Table 23. Forecast of the main indebtedness indicators of the Republic of Serbia 

in the period 2010-2012 
  2010 2011 2012

in EUR 
million 

Debt of RS 1.075.457 1.190.293 1.278.360
Foreign debt 638.139 733.881 792.681
Domestic Debt 437.318 456.412 485.679
GDP 3.159.712 3.417.228 3.731.613
Debt-to-GDP 34,0% 34,8% 34,3%

in EUR 
million 

Debt of RS 10.974 11.891 12.508
Foreign debt 6.512 7.331 7.756
Domestic Debt 4.462 4.560 4.752
GDP 33.016 34.997 37.380

  

Exports of goods and services (EUR) 8.924 9.785 10.935
Public foreign debt/export of goods and 
services 73,0% 74,9% 70,9%
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Graph 23. Forecast of public debt and GDP ratio in the period 2010-2012 
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Graph 24. Forecast of foreign public debt and export of goods and services ratio in the period 2010-2012 
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3. Credit worthiness of the Republic of Serbia 

Two leading credit rating companies: Standard and Poor’s and Fitch Ratings, publicly 
announce country ratings.   

The rating agency Standard&Poor's cut its assessment of the Republic of Serbia on 11 March 
2008 from “stable” to “negative”, due to the increased political risk, which was confirmed on 19 
December 2008 as well.  

At the same time, long-term credit rating "BB-" and short-term credit rating "B" were 
confirmed. Lower rating would also be influenced by further increase of foreign trade imbalance, or 
major slips in economic reforms implementation. 

If concrete progress is made in respect of continued economic reforms (especially 
privatisation and restructuring of companies), revival of economy and joining the EU, the outlooks 
regarding competitiveness and creditworthiness of the Republic of Serbia could again be revised and 
assessed as "stable". 
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4. The role of state in the market of securities 

4.1. Modern role of state in regulating the market of securities 

In regulating the capital market state has the most important role. The quality of playing this 
role is in direct correlation with the functioning of the whole capital market. Efficient performance of 
the state’s regulatory functions in the capital market is in direct correlation with the legislation which 
must be: 

• objective and neutral – means that it cannot be designed and operatively conducted in 
practice according to the interests of individual financial and business lobbies. 

• independent and autonomous – means full independence and autonomy from being 
influenced by any stakeholder in the financial market, including the state itself. Independent 
and autonomous legislation is a firm guarantee of successful functioning of market relations, 
free of any monopolies. 

• efficient – observing the time factor, the legislation must include the mechanisms that provide 
for timely actions, thus confirming in practice the old banking rule: "The early bird catches 
the worm".  

Instruments of the government legislation 

1. Legal regulations 
2. Authorised government bodies and commissions 
3. Instruments of protection 

Laws and by-laws regulate all system issues regarding the functioning of the capital market. 
The most important instruments of legal regulations are laws that define the relationship between 
buyers and sellers in all forms on the one side, as well as their joint relationship towards the other 
participants, on the other.  

The Securities’ Commission is the central regulatory authority in the capital market that 
needs to provide legitimacy and legality of work in the local financial market, while continuously 
improving the functions of the financial market so that it would become an integral part of the 
international financial market.   

Stock exchange, as an organised financial capital market, produces objective price 
formation of the market material and transparency of work procedures and business information, in 
accordance with the standards of the EU and modern business practice of the countries with the 
developed financial market. 

The Central Registry of Securities performs clearing and settlement of payables and 
receivables in securities and in cash, that were created based on agreed operations with securities. 
This institution also keeps different types of records arising from operations with securities, and it 
also prepares different reports on securities' operations. 

4.2. The main functions of the state in the money market 

Emission of short term securities and their primary distribution can be organised directly 
through primary dealers or through auction platform of the Ministry of Finance. By placing these 
securities the state accomplishes two important goals for the national economy: 

The first goal is to collect free funds from real sources – from companies and from financial 
sector, that are required to cover the current budget deficit or the so called anticipatory budget 
spending. 

The second goal is to eliminate the option of funding budget deficit by primary emission 
which is one of the basic and most important reasons of inflation and monetary and economic 
instability. 
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It is usual practice to issue securities of the money market without interest rate coupons and 
with a discount rate.  

The discount rates achieved in primary and secondary trade are benchmark rates which, 
together with the rates for securities issued by the Central Bank, represent the basis for the money 
market functioning. 

Clearing and settlement of the state issued securities is performed by the Central Registry of 
Securities. 

4.3. The main functions of the state in the capital market 

The state can be either an investor or issuing party, or both at the same time. 

The specific role of the state in this area is articulated in its potential to combine and use its 
double role in conducting its function of a regulatory body in the capital market, i.e. in regulating 
supply and demand and overall market relations in the capital market, which practically means the 
following: 

In cases where the capital market is disturbed, expensive, tense or difficult, which is a 
consequence of a lot higher demand than supply, the State will act as an investor, thus compensating 
for the negative market oscillations. 

In cases where the market is cheap, relaxed, which is a consequence of higher supply than 
demand, the State will act in the capital market as an issuing entity, thus providing for a functional 
stability of the capital market.  

The role of the state in regulating the capital market is its most important role. The quality of 
this role directly affects the success of the overall capital market’s functioning, especially the 
benchmark rate and the yield curve.   

 

5. The issue activity of the state in the financial market 

Experts are often raising the issue of issuing government bonds in case of a balanced budget. 
The goal of the state’s issuing function is not only to finance the budget deficit, but as it has already 
been stated in the previous chapter, the state has to perform its intervening function in the financial 
market as well, i.e. to ensure normal business conditions for other stakeholders in the market like 
companies, investment funds, pension funds, insurance companies, brokerage companies and other 
professional financial institutions. 

The analysis of effects that the existing legislation has on the situation in the national 
financial market prompts for a conclusion that, in the course of changing or preparing new regulations 
governing these matters or defining the issue function of the state, one and the same mistake is made 
over and over again, manifesting itself in the lack of a serious and fundamental analysis of the 
existing situation and defining measures and activities to solve it.  

A fundamental professional analysis of all factors that affect the success of the issue activity 
of the state in the financial market will certainly contribute to a rapid and efficient realisation, which 
has decisive importance for the market formation.  

Market oriented strategy of state financing is one of the main ideas that stimulate the 
development of the securities’ market. Such strategy is based on observing the fundamental market 
principles by the state in respect of broad access to the market and transparency, focus on market-
based financing and proactive approach in developing the necessary regulations with a view to 
boosting market development.  

The state must improve access to the market and transparency by providing high quality 
information to market stakeholders and the general public regarding debt structure, financing needs 
and debt management strategies. It is necessary to match the viewpoints of investors and market-
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makers with the current strategy and the change plans. In that manner the state will better understand 
the sources of demand for its instruments and it will have the possibility to take further measures to 
remove any barriers for investment into the given securities. A proactive approach in market 
development implies the development of a detailed strategy by the state, prepared in consultations 
with the Central Bank, relevant regulatory bodies and market stakeholders. 

A stable and reasonable debt management policy is also the key to establishing the state’s 
credibility as an issuing entity. This means defining clear goals of the debt management strategy, 
adequate coordination between the debt management and monetary and fiscal policy, cautious risk 
management plan, effective institutional framework and strong operative capacity which allows for 
efficient financing and reasonable risk management practice. The main goal of debt management is to 
provide necessary funds to the Government and to ensure payments at minimum costs over a mid 
term and long term period, with reasonable level of risk. 

Since the issue activity of the state will first be realised in the money market, it is very 
important to ensure synchronous activities of the National Bank of Serbia and the State, whether 
through direct cooperation of departments on a daily operative level or by founding a Strategic 
Committee for the Financial Market Development.  

The bonds issued by the National Bank of Serbia and the State should not have the same 
maturity dates and other commercial elements so that they would not be competitors to one another in 
the market. 

As part of developing and maintaining the adequately functioning market of government 
bonds, the competent bodies will have to provide clear and timely information on the public debt 
structure and treasury operations, including the timeline of depreciation, the issue calendar, 
description of issued bonds, times of purchase or re-issue, as well as cash balance of the Treasury 
Administration. For that purpose and in order to ensure efficient realisation of the primary sale it is 
necessary to decide on the times of government bonds’ auctions for one budget year and observe the 
plan.  

In the beginning, the maturity dates of the government bonds have to be in line with the local 
market conditions, for example six months up to one year, until the yield curve is established and high 
liquidity is achieved. After that, bonds can be issued with the maturity date of three to five years. 

The discount rate for short term government bonds in the primary trade (effective discount 
rate) is formed during the auction process by the single price method or multiple discount price 
method in accordance with the decree regulating the procedure of issuing short term government 
bonds.  

The discount rate granted for government bonds should not exceed significantly the 
forecasted inflation rate, as this sends out a bad signal to both the real sector of economy and the 
financial sector. 

When clear parameters for the functioning of the short term market of government bonds are 
established, then building on this a government bond for a mid-term of three to five years can be 
created. 

Interest rate applied to the given bonds can be composed of the variable and the fixed part. 
The variable part would apply to the price trends in the short term market of government bonds. The 
fixed part would apply to the incentive part.  

In order to create demand for the government bonds denominated in dinars, the option of 
introducing incentive measures should be considered that would make the dinar-denominated 
government bonds more attractive in respect of the bonds denominated in foreign currency.  
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The incentives should primarily be focused on: 

• Treatment of the given bonds in respect of the Central Bank’s discount and collateral loan 
policy. 

• Tax incentives for holders of these bonds, for example capital gains from trade of bonds could 
be tax free for a period of two to three years. 

• A possibility offered to tax payers to settle their fiscal liabilities by these bonds under 
preferential conditions. 

5.1. Assumptions for issuing and trading government bonds in Serbia 

Development of the government bonds’ market must be viewed as a dynamic process where a 
continuous macroeconomic and financial stability represent the basis for the development of efficient 
markets and state’s credibility as the issuing entity of the given bonds. A precondition for creating an 
efficient market of government bonds in local currency includes responsible and stable government, 
firm and stable fiscal and monetary policy, effective legal, tax and regulatory infrastructure, simple 
and secure balancing procedures and liberal financial system with competitive intermediaries. In the 
event that these fundamental preconditions do not exist or are very weak, the priority should be on 
introduction and application of a stable macroeconomic policy, reform and liberalisation of the 
financial sector and provision of an adequate rate of liberalisation in other spheres.  

Both domestic and foreign investors will refrain from buying government bonds, especially 
mid-term and long-term ones, if they have expectations of high inflation, huge devaluations or high 
liquidation risk. Work on the framework of macroeconomic policy with serious dedication to a 
reasonable and sustainable fiscal policy, stable monetary conditions and serious regime of foreign 
currency rate is extremely important. Such actions reduce costs of state funding on mid term and long 
term as the built-in risk premium in the yields of government bonds decreases. 

From the aspect of the government bonds’ market development, the owners of fiscal policy 
must tend to stimulate both foreign and local investors to invest into government bonds. If a country is 
considered incapable of managing its public spending or collecting tax revenue, or if significant 
explicit or implicit domestic or foreign liabilities are accumulated, the investors will consider the 
liquidation risk high, which will result in an increased cost of financing government bonds.  

Inflationary expectations will have direct impact on long term nominal yields of the 
government bonds, as well as the state's capacity to extend the yield curve through very short maturity 
dates. Therefore, serious dedication to controlling inflation is critical for the development of the 
government bonds’ market.  

Foreign currency rate and the capital account policies significantly influence the development 
of the government bonds’ market, especially their capacity to attract foreign investors from different 
countries. Foreign investors generally have a very important role in the development of the 
government bonds’ market as they accelerate the development of necessary infrastructure and bring 
new competition to the stagnant markets. Foreign investors consider yields of the government bonds 
in respect of the yields in other international markets, time-related application of the risk premium of 
foreign currency rate which reflects the expected depreciation or appreciation of a foreign currency 
rate, as well as the risk premium of liquidation. Any volatility of foreign exchange rate may aggravate 
the issue of government bonds with longer maturity dates and affect liquidity of the secondary market 
when there are no similar complementary markets that investors can use to protect themselves from 
the price change risk.  

Stability of the banking system also has significant impact on the development of the 
government bonds’ market as any doubt of foreign and domestic investors regarding the stability of 
the banking system may affect the state's capacity to issue new debt instruments, which will affect 
liquidity of the secondary market and decrease efficiency. The banking system which is in crisis will 
continue to complicate the development of the government bonds’ market as other related markets, 
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such as the inter-bank market and repo-purchase transactions, will also perform poorly. Significant 
lack of liquidity appears as a consequence on all levels.  

5.2. Market infrastructure 

Market infrastructure implies an efficient process of trade, clearing and settling transactions. 
It can also be based on the development of a network of market-makers or primary dealers who 
facilitate and make the trading process more cost-effective. All clear obstacles to trading government 
bonds, such as tax burdens or other regulatory restrictions should be removed. Through the process of 
development, the market structure is enriched by the introduction of new instruments such as interest 
futures and swap contracts. 

5.3. Sources of demand 

Identifying and strengthening demand for government bonds requires development of a 
potentially vast base of investors by eliminating regulatory and fiscal mismatches, corruptive 
approaches to financing and defining the actions of local and foreign investors in the local market of 
government debt instruments. The main sources of demand for bonds can come from local and 
foreign legal and natural entities. In the financial system where the banks still have dominant role in 
financial intermediation, it is necessary to stimulate further development of the sector of private 
pension funds, investment funds and insurance companies that would increase the general level of 
demand for the issued instruments. Creation of a strong sector of local institutional investors is the 
basis for stabilising demand for local debt instruments in the long run. The existence of such 
stakeholders in the market would reduce high dependence of economy from foreign investments. Due 
to the insufficiently developed local capital market the share of foreign investors who invest directly 
into the local instruments is not high. These institutions require diverse instruments for the purpose of 
diversifying their portfolios and clear legal solutions which define the manner of entering and leaving 
the market.  

In order to stimulate the growth of demand for bonds denominated in local currency, it is 
necessary that monetary and financial authorities show high level of dedication to this process. It is 
necessary to stimulate investment into the local instruments through positive adjustments to taxes on 
revenue and capital gains from these investments, as well as adjustments of mandatory reserves for 
banks.  

The major part of demand for these instruments should naturally be initiated by institutional 
investors – pension and investment funds, insurance companies and banks. Investments into the local 
pension and investment funds are in dinars. There are legal restrictions in place for the funds’ 
investments into the assets denominated in foreign currency, so that the major portion of these funds 
is directed to local financial instruments and, potentially, with the growth of these investors, there will 
be higher demand for local assets. This process should be additionally supported through legislation, 
by granting incentives to dinar investments. Such incentives could imply tax free measures for capital 
gains from investing into these financial instruments. 

All foreign currency investments, mostly in euros or dollars, increase foreign currency risk 
exposure. This is why it is necessary to set clear limits regarding the amount of foreign currency 
investments of local institutions.  

These and other measures would stimulate additional investment into local instruments and 
diversification of offered assets. 

The structure of new instruments should include new instruments of the money market and an 
increase in dinar deposits. This also involves parallel development of long term instruments – 
primarily government bonds, then the corporate sector, as well as municipal instruments. When the 
market structure is considered as a whole, it is necessary to tend to establish balance between bank 
loans and ownership instruments, on the one hand and the developed segment of bonds, on the other. 
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The goal is to increase the number of available investment and trade instruments and to increase 
transparency through centralised reporting on the performed transactions.  

5.4. Creating Offer 

When creating the offer of government debt instruments the emphasis is on clear goals of the 
issue, forecast of government needs in respect of liquidity, creating safe channels of distribution 
(auction, syndication, system of primary dealers) which reduce transaction costs. Maturity of the 
instruments is increasing gradually, and through standardisation a benchmark is gradually formed – 
the yield curve of government bonds. In the process confidence is created if the overall issue and trade 
results in foreseeable and transparent debt management, with auctions announced in advance and 
reporting of trade results.  

The first step in creating offer must be dinar-denominated instruments. The sense of this 
recommendation lies in the fact that the level of fiscal deficit and its forecast for the future period can 
be covered by these instruments.  

The issue of dinar-denominated bonds can be an efficient manner of collecting funds for 
financing the deficit even in situations where the budget is nearly balanced or in surplus. The issue of 
government bonds is not an excessive measure even in these conditions because it creates the basis for 
the issue of other debt instruments such as corporate and municipal bonds. Revenue from the issued 
assets in case of the budget surplus could be used to pay pensions of employees in state administration 
or to pay the damaged parties in the process of restitution of property rights. 

Development of a profound bonds’ market helps alleviate domestic and international financial 
shocks, thus providing the loan seekers with local sources of financing, which is extremely important 
in the period of global financial instability when it is both difficult and expensive to get foreign 
financial assets. 

5.5. Primary market – issuing instruments 

The issue of long term government bonds should be performed through Treasury 
Administration of the Ministry of Finance, in a centralised manner, with active support of other 
regulatory bodies in order to build investors' trust into this process and the issued instruments. All 
trading and reporting rules should be clear and indubitably available to public. The issue is most 
frequently performed through the auction and/or syndication mechanism. Auction by the single price 
method is an already tried solution. The existing rules and architecture of the auction platform also 
provides for a multiple price solution, which results in the investment optimisation. A potential 
evolution of rules goes in the direction of creating a single process where trade would be performed in 
one phase so that no preferences would be given to any of the participants and to prevent possible 
abuses. In this phase it is possible to open the issue of activating the system of primary dealers which, 
if not corrupted, ensures secondary transactions in practice and narrows the sales and purchase 
spreads and increases the market transparency. 

It would be desirable to announce the estimated values publicly regarding the issue of 
government bonds in the observed year in accordance with the needs of the budget. That would 
increase confidence of the public into the fiscal system. Accurate scheduling of auctions is possible 
with somewhat shorter deadlines. Based on comparative experiences it is possible to schedule 
auctions even up to 30 days before a concrete trade is made. Once an auction is scheduled it should 
not be cancelled so that the established confidence of investors would not be jeopardised.  

Short term instruments can be issued simultaneously by the Ministry of Finance and the 
National Bank of Serbia (government bills of the Republic of Serbia and treasury bills of the Central 
Bank). It is important to clearly define the purpose of the issued instruments and to ensure that 
maturity dates of the instruments issued by different institutions do not overlap unless it is ultimately 
necessary for the realisation of the goals set by a concrete institution. 
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The process of developing the yield curve should be gradual. It takes time to develop local 
investment climate and to create demand for these instruments. Initially, higher trust and lower 
required yields will certainly be tied to bonds with short maturity dates. Only when the volume of the 
issues is significant to stimulate active trade and liquidity of the secondary market, the issue of 
instruments with longer maturity dates can be undertaken. However, it is important that the offer of 
instruments matches the demand. As the government bonds are the basis for the issue of other debt 
instruments, they would have to bear the highest prices and lowest yields. Liquidity of the market of 
these instruments affects the liquidity of the market of future corporate instruments. 

5.6. Defining interest rates and the inflation issue 

One of the most important requirements regarding the issue of the government bonds is to 
define interest rates that these instruments will bear. The countries characterised by instable 
conditions in the area of interest rates and foreign currency rate issue bonds at variable interest rate 
(Latin America). Countries in Central Europe and Asia mostly issue fixed rate instruments. 
Experience of Peru, characterised by high level of dollarisation, is denomination in foreign currency. 
Countries that apply target inflation as their monetary strategy, perform denomination through 
inflation (e.g. Chile and Israel). However, these countries are mostly transferring to fixed rates due to 
the requirements of investors. 

Reduction of inflation is one of the preconditions for building investors' trust in longer 
maturity dates of bonds. Development of such instruments would also have positive effects on the 
implementation of the process of sterilisation of foreign capital inflow.  

 
Table 24. Inflation, year average, fluctuations of HICP, % 

  2001 2002 2003 2004 2005 2006 2007 
EU 2,2 2,1 2,0 2,0 2,2 2,2 2,3 
Czech 
Republic 4,5 1,4 -0,1 2,6 1,6 2,1 3,0 
Hungary 9,1 5,2 4,7 6,8 3,5 4,0 7,9 
Poland 5,3 1,9 0,7 3,6 2,2 1,3 2,6 
Romania 34,5 22,5 15,3 11,9 9,1 6,6 4,9 
Slovenia 8,6 7,5 5,7 3,7 2,5 2,5 3,8 
Slovakia 7,2 3,5 8,4 7,5 2,8 4,3 1,9 
Serbia* 91,8 19,5 11,7 10,1 16,5 12,7 6,8 

* Inflation as measured by changes in retail price index 
Source: Inflation report, National Bank of Serbia, August 2008 

A possible solution to the inflation problem could also be the issue of bonds denominated as 
the American TIPS. The core of the instrument would be reflected in a semi-annual denomination of 
the nominal value of debt, which would then be applied to calculate the value of the coupon for the 
observed period. Denomination in local conditions could be performed by monitoring the change of 
the retail price index. For an efficient application of this instrument expectations and forecasts on the 
future trends of inflation are very important, since the use of this instrument is pointless under 
conditions of extremely growing inflation. Also, it is important to identify the degree of international 
comparability of the selected index so that the development of such instruments would be a step 
closer to the harmonisation requirements in the European financial market.  

5.7. Secondary Market  

The Ministry of Finance, the Central Bank and other regulatory bodies in the financial sector, 
as well as future stakeholders in the market are working jointly on the development of the secondary 
market of government bonds. An effort is made to build a code of behavior of market participants and 
to evolve the practice and the trading system itself. Long term market development requires an 
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adequate tax treatment and removal of legal obstacles that impose limits on trade. It is important to 
eliminate the possibility of corrupt behavior and abuse through an adequate reporting and supervision 
system.  

The Central Bank has the key role in the whole process as the manner in which it runs the 
monetary policy shapes trust of market participants and their willingness to trade with government 
bonds as well. Inclusion of government bonds in open market operations is another possible, indirect 
manner of supporting the development and long term sustainability of the secondary government 
bonds' market.  

A centralised issue of instruments does not mean centralised secondary market as well. It is 
even desirable that secondary transactions of these instruments are performed in many different 
modes, while it is recommended that the majority of these transactions are performed off stock 
exchange. Trading government bonds in stock exchange is generally a more expensive option due to 
higher transaction costs. In practice it showed that trading via the market-maker system (provided that 
there are no discriminatory rules in their favor and/or their coalition against the state) is a more 
efficient system for debt instruments because of potential volume of individual orders and frequent 
need to communicate with the clients directly. Over-the-counter trade and the function of market 
makers stimulate liquidity of this market segment which can be noted in practice through narrow sales 
and purchase spreads.  

What is certainly important is a reliable, foreseeable and available-to-all centralised reporting 
on all transactions for concrete instruments. That means that all parties involved in trade would be 
obligated to submit information to the reporting authority within a defined period of time after the 
transactions have been made. Initially, that can be the Ministry of Finance or Central Bank. An 
efficient system of clearing and settlement minimises transaction costs and makes indebtedness of the 
state less expensive. Such approach increases the process transparency and efficiency. 

5.8. State Bills Issued To Date  

In 2009 a Decree on General Terms for the Issue and Sale of Short Term State Bills in the 
Primary Market was adopted introducing many novelties in respect of the previous legislation. In 
2009 the new auction platform was also launched, now located in the Treasury Administration, as 
opposed to the previous one which was located in the Central Registry of Securities. These two 
novelties largely contributed to the growth of the state bills’ market in 2009 compared to 2008.  

The face value of sold state bills in 2008 amounted to RSD 8.34 billion, while in 2009 and only in 
auctions held until 26 November this amount was RSD 187.6 billion. The multiple price method 
which applied until the end of 2008 was abandoned in favor of the single price method in 2009. The 
Decree envisages an option of using both methods. An average weighted sell discount rate in 2009 
auctions, as at the auction of 26 November, is 13.80% for three-month bills, 12.25% for six-month 
bills and 12.25% for twelve-month bills. A positive trend can be noted in respect of the percentage of 
emission sales and movements in the sell discount rate, which is reflected in its decrease from one 
auction to another.  
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Table 25. Auctions of three-month government bills in 2009 
 

Date of auction Discount rate applied 
at the auction 

Percentage of 
sale 

 Face value of sold government bills 
(RSD) 

05/02/2009 15.0000 42.23 844,700,000.00 
17/02/2009 16.5000 73.24 2,197,060,000.00 
03/03/2009 16.5000 47.56 1,426,840,000.00 
10/03/2009 16.5000 29.64 889,300,000.00 
17/03/2009 16.5000 25.65 769,520,000.00 
24/03/2009 16.5000 16.68 500,420,000.00 
31/03/2009 16.5000 25.96 778,910,000.00 
07/04/2009 17.0000 100.00 3,000,000,000.00 
09/04/2009 17.0000 100.00 3,000,000,000.00 
14/04/2009 16.7500 100.00 3,000,000,000.00 
21/04/2009 16.5000 100.00 3,000,000,000.00 
28/04/2009 15.8000 100.00 3,000,000,000.00 
05/05/2009 15.2500 100.00 3,000,000,000.00 
12/05/2009 15.1000 100.00 5,000,000,000.00 
14/05/2009 15.1000 100.00 3,000,000,000.00 
19/05/2009 15.1000 100.00 7,500,000,000.00 
21/05/2009 15.1000 84.78 6,358,350,000.00 
26/05/2009 15.1000 80.22 4,011,210,000.00 
02/06/2009 15.0000 100.00 3,000,000,000.00 
09/06/2009 14.0000 100.00 2,000,000,000.00 
16/06/2009 13.9900 100.00 3,000,000,000.00 
23/06/2009 13.9900 100.00 3,000,000,000.00 
30/06/2009 13.9900 100.00 3,000,000,000.00 
07/07/2009 13.9800 100.00 3,000,000,000.00 
14/07/2009 12.9500 100.00 3,000,000,000.00 
21/07/2009 12.5900 100.00 3,000,000,000.00 
28/07/2009 12.3900 100.00 3,000,000,000.00 
04/08/2009 12.2000 100.00 3,000,000,000.00 
11/08/2009 12.1900 79.90 3,995,190,000.00 
18/08/2009 12.1500 100.00 6,000,000,000.00 
25/08/2009 12.1500 100.00 5,000,000,000.00 
01/09/2009 12.0500 100.00 3,000,000,000.00 
08/09/2009 12.0300 100.00 3,000,000,000.00 
15/09/2009 12.0300 89.22 2,676,720,000.00 
29/09/2009 12.0000 100.00 2,000,000,000.00 
06/10/2009 11.9800 100.00 2,000,000,000.00 
13/10/2009 11.5000 100.00 2,000,000,000.00 
20/10/2009 11.2300 100.00 2,000,000,000.00 
27/10/2009 11.2000 100.00 2,000,000,000.00 
03/11/2009 11.1000 100.00 2,000,000,000.00 
10/11/2009 10.3000 100.00 2,000,000,000.00 
17/11/2009 10.1000 100.00 2,000,000,000.00 
24/11/2009 10.0000 100.00 2,000,000,000.00 

Weighted average 
discount rate 13.80% Total in 2009 121,948,220,000.00 
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Graph 25. A summary of applied discount rates in auctions of government bills 

in 2009 
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Graph 26. Face value of sold government bills in auctions 

in 2009 
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Table 26. Auctions of six-month government bills in 2009 

 

Date of auction Discount rate applied 
at the auction Percentage of sale  Face value of sold 

government bills (RSD) 

18/06/2009 14.0% 100.00 2,000,000,000.00 
25/06/2009 14.0% 99.72 1,994,380,000.00 
02/07/2009 14.0% 99.40 1,987,980,000.00 
09/07/2009 14.0% 100.00 3,000,000,000.00 
16/07/2009 12.9% 100.00 2,000,000,000.00 
23/07/2009 12.5% 100.00 2,000,000,000.00 
30/07/2009 12.4% 100.00 2,000,000,000.00 
06/08/2009 12.2% 100.00 2,000,000,000.00 
13/08/2009 12.2% 100.00 3,000,000,000.00 
20/08/2009 12.2% 100.00 5,000,000,000.00 
27/08/2009 12.1% 100.00 2,000,000,000.00 
03/09/2009 12.1% 100.00 2,000,000,000.00 
10/09/2009 12.0% 100.00 2,000,000,000.00 
17/09/2009 12.0% 100.00 2,000,000,000.00 
24/09/2009 12.0% 100.00 2,000,000,000.00 
01/10/2009 12.0% 100.00 2,000,000,000.00 
08/10/2009 12.0% 100.00 2,000,000,000.00 
15/10/2009 11.8% 100.00 2,000,000,000.00 
22/10/2009 11.7% 100.00 2,000,000,000.00 
29/10/2009 11.5% 100.00 2,000,000,000.00 
05/11/2009 11.4% 100.00 2,000,000,000.00 
12/11/2009 11.0% 100.00 2,000,000,000.00 
19/11/2009 10.9% 100.00 2,000,000,000.00 
26/11/2009 10.6% 100.00 2,000,000,000.00 

Weighted average 
discount rate 12.25% Total in 2009 52,982,360,000.00 
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Graph 27. A summary of applied discount rates in auctions of government bills 
in 2009 
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Graph 28. Face value of sold government bills in auctions 

in 2009 
 

0

1.000.000.000

2.000.000.000

3.000.000.000

4.000.000.000

5.000.000.000

6.000.000.000

18
/0

6/
20

09
25

/0
6/

20
09

02
/0

7/
20

09
09

/0
7/

20
09

16
/0

7/
20

09
23

/0
7/

20
09

30
/0

7/
20

09
06

/0
8/

20
09

13
/0

8/
20

09
20

/0
8/

20
09

27
/0

8/
20

09
03

/0
9/

20
09

10
/0

9/
20

09
17

/0
9/

20
09

24
/0

9/
20

09
01

/1
0/

20
09

08
/1

0/
20

09
15

/1
0/

20
09

22
/1

0/
20

09
29

/1
0/

20
09

05
/1

1/
20

09
12

/1
1/

20
09

19
/1

1/
20

09
26

/1
1/

20
09

 

 

 

81 
 



Table 27. Auctions of twelve-month government bills in 2009 

 

Date of auction Discount rate applied at 
the auction Percentage of sale  Face value of sold 

government bills (RSD) 

26/08/2009 12.50% 100.00 1,000,000,000.00 
16/09/2009 12.45% 70.40 704,000,000.00 
23/09/2009 12.40% 100.00 1,000,000,000.00 
30/09/2009 12.39% 100.00 2,000,000,000.00 
07/10/2009 12.50% 100.00 1,000,000,000.00 
14/10/2009 12.40% 100.00 1,000,000,000.00 
21/10/2009 12.40% 100.00 1,000,000,000.00 
28/10/2009 12.39% 100.00 1,000,000,000.00 
04/11/2009 12.35% 100.00 1,000,000,000.00 
11/11/2009 12.00% 100.00 1,000,000,000.00 
18/11/2009 11.75% 100.00 1,000,000,000.00 
25/11/2009 11.39% 100.00 1,000,000,000.00 

Weighted average 
discount rate 12.25% Total in 2009 12,704,000,000.00 

 
Graph 29. A summary of applied discount rates in auctions of government bills 

in 2009 
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Graph 30. Face value of sold government bills in auctions 

in 2009 
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V. FINAL PROVISIONS 

A constituent part of this memorandum is: APPENDIX – Projections of Macroeconomic Indicators 
for the Period 2010-2012 

 This Memorandum is to be published in the Official Gazette of the Republic of Serbia.  
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In Belgrade, on 1 December 2009 
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Ivica Dacic 

 



APPENDIX  

Projections of the macroeconomic indicators in the period from 2010 to 2012  
 

Table 1 : Growth and associated factors 
 
 

Percentages unless otherwise indicated 
2008 2009 2010 2011 2012 

1. Real GDP growth rate 5.5 -3.0 1.5 3.0 5.0 
2. GDP growth at current market prices (mill dinars) 2,790,900 2,953,526 3,159,712 3,417,228 3,731,613 
3. GDP deflator 12.1 9.1 5.4 5.0 4.0 
4. Consumer prices (annual average) 11.7 8.3 5.1 5.2 4.2 
5. GDP in mill EUR 34,259 31,511 33,016 34,997 37,380 
6. GDP in mill USD 50,124 43,485 45,562 48,471 51,771 
7. GDP per capita in EUR 4,661 4,304 4,528 4,819 5,168 
8. GDP per capita in USD 6,819 5,940 6,249 6,675 7,158 
9. Employment growth -0.1 -1.8 0.0 0.5 1.1 
10. Labour productivity growth 5.5 -1.2 1.5 2.4 3.9 
11. Investment ratio (% GDP) 21.2 16.0 16.4 17.4 19.3 

Sources of growth: percentage changes at constant prices 
12. Private consumption expenditure 8.3 -5.7 3.6 3.3 4.9 
13. Government consumption expenditure 4.7 -7.8 -7.2 0.4 3.9 
14. Gross fixed capital formation 8.4 -22.3 4.7 11.3 18.0 
15. Change in inventories and net acquisition of 
valuables ( % of GDP) 0.0 -0.1 -0.1 0.0 -0.1 

16. Exports of goods and services real growth 13.5 -8.0 6.2 7.3 9.2 
17. Imports of goods and services real growth 13.0 -16.8 4.8 7.5 10.4 

Foreign trade nominal growth (in USD) 
18. Exports of goods and services 24.9 -23.8 8.8 10.0 11.8 
19. Imports of goods and services 23.2 -31.6 7.4 10.2 12.9 

Contribution to GDP growth 
20. Final domestic demand 8.7 -10.7 2.2 4.6 7.9 
20.1. Investment 1.8 -5.0 0.9 2.1 3.6 
20.2. Private consumption 6.0 -4.2 2.6 2.4 3.6 
20.3. Government consumption 0.8 -1.4 -1.2 0.1 0.6 
21. Change in inventories and net acquisition of 
valuables 0.0 -0.1 -0.1 0.0 -0.1 
22. External balance of goods and services  -3.3 7.7 -0.6 -1.7 -2.7 

Growth of Gross Value Added 
23. Agriculture 8.6 2.4 2.2 2.5 2.3 
24. Industry (excluding construction) 1.5 -15.7 3.3 5.4 6.2 
25. Construction 4.6 -13.6 4.4 5.5 7.9 
26. Services 7.2 1.9 0.2 2.2 5.0 

Contribution to Gross Value Added growth 
27. Gross Value Added growth 6.1 -1.9 1.1 2.8 4.8 
28. Agriculture  0.9 0.3 0.3 0.3 0.3 
29. Industry (excluding construction) 0.3 -3.0 0.5 0.9 1.1 
30. Construction 0.2 -0.5 0.1 0.2 0.3 
31. Services 4.7 1.3 0.1 1.5 3.3 



Table 2: Labour market developments 
 

Percentages unless otherwise indicated 2008 2009 2010 2011 2012 
1. Population (thousands) 7,351 7,321 7,291 7,262 7,233 
2. Population (growth rate in %)  -0.42 -0.41 -0.40 -0.40 -0.40 
3. Working-age population (thousands) 4,751 4,732 4,717 4,706 4,687 
4. Participation of working age population in total population  64.6 64.6 64.7 64.8 64.8 
5. Employment level (thousands) 1,857 1,823 1,823 1,833 1,853 
6. Employment (growth rate in %)  -0.1 -1.8 0.0 0.5 1.1 
7. Average real wage (growth rate in %)   3.9 -2.0 -1.0 2.0 3.0 

 
 
 

Table 3: External sector developments 
 

In mill EUR unless otherwise indicated 2008 2009 2010 2011 2012 
1. Current account balance (% of GDP) -17.8 -6.5 -9.0 -10.5 -12.6 
2. Exports of goods 7,414 5,787 6,360 7,072 7,998 
3. Imports of goods 15,048 10,576 11,436 12,685 14,441 
4. Trade balance  -7,634 -4,789 -5,075 -5,613 -6,443 
5. Exports of services 2,738 2,414 2,564 2,713 2,936 
6. Imports of services 2,909 2,443 2,553 2,678 2,904 
7. Service balance -172 -29 10 35 32 
8. Exports of goods and services 10,152 8,201 8,924 9,785 10,935 
9. Imports of goods and services 17,957 13,019 13,989 15,363 17,345 
10. Exports of goods and services (% of GDP)  29.6 26.0 27.0 28.0 29.3 
11. Imports of goods and services (% of GDP) 52.4 41.3 42.4 43.9 46.4 
12. Net exports of goods and services (%of GDP) -22.8 -15.3 -15.3 -15.9 -17.1 
13. Net interest payments abroad -734 -638 -749 -845 -996 
14. Current transfers and other net factor income 2,453 3,407 2,830 2,753 2,710 
15. Current account balance  -6,086 -2,050 -2,983 -3,670 -4,696 
16. Foreign direct and portfolio investment  1,742 1,178 1,522 1,805 2,202 
17. Foreign exchange reserves  9,225 10,407 10,947 11,312 10,843 
18. Foreign debt 21,801 22,396 23,832 25,736 27,405 
19. Оf which: public debt 5,620 5,815 6,512 7,331 7,756 
20. Оf which: foreign currency denominated 21,801 22,396 23,832 25,736 27,405 
21. Оf which: repayments due 2,119 2,971 2,861 2,746 3,176 
22. Net foreign savings (%of GDP) 17.8 6.5 9.0 10.5 12.6 
23. National savings (%of GDP) 3.5 9.5 7.3 6.9 6.8 
24. Domestic savings (%of GDP) -1.6 0.7 1.0 1.4 2.2 
25. Domestic private savings (%of GDP) -2.8 2.2 1.5 1.5 1.1 
26. Domestic private investment (%of GDP) 17.4 12.9 12.8 13.9 15.7 
27. Domestic public savings (%of GDP) 1.2 -1.5 -0.5 0.0 1.1 
28. Domestic public investment (%of GDP) 3.8 3.1 3.5 3.5 3.6 

 
 
 
 
 

 
 



Table 4: General government budgetary developments 
 

Percentages of GDP 2008 2009 2010 2011 2012 
 

Net lending by sub-sectors 
1. General government -2.5 -4.5 -4.0 -3.5 -2.4 
2. Central government ... ... ... ... ... 
3. Local government ... ... ... ... ... 
4. Social security funds ... ... ... ... ... 

General government 
5. Total receipts 41.0 38.6 38.3 38.1 38.3 
6. Total expenditure 43.5 43.1 42.3 41.6 40.7 
7. Budget balance -2.5 -4.5 -4.0 -3.5 -2.4 
8. Interest 0.6 0.9 1.3 1.5 1.5 
9. Primary balance -1.9 -3.6 -2.7 -2.0 -0.9 

Components of revenues 
10. Taxes 24.6 23.0 23.0 23.1 23.0 
11. Contributions 11.2 10.8 10.7 10.6 10.8 
12. Other  5.2 4.8 4.6 4.4 4.5 
13. Total receipts 41.0 38.6 38.3 38.1 38.3 

Components of expenditures 
14. Collective consumption 17.8 17.1 15.9 15.7 15.6 
15. Social transfers other than in kind 18.5 19.7 19.3 18.7 17.8 
16. Interest 0.6 0.9 1.3 1.5 1.5 
17. Subsidies 2.8 2.3 2.3 2.3 2.2 
18. Gross fixed capital formation  3.8 3.1 3.5 3.5 3.6 
19. Total expenditure 43.5 43.1 42.3 41.6 40.7 

 
 

Table 5: General government debt developments  

Percentages of GDP  2008 2009 2010 2011 2012 
1. Gross debt level 29.0 32.5 34.0 34.8 34.3 
2. Оf which: repayments due 1.7 1.6 2.4 1.8 1.9 
3. Changes in gross debt -1.9 3.5 1.5 0.8 -0.6 

 
Contributions to change in gross debt  

4. Primary balance 1.9 3.6 2.7 2.0 0.9 
5. Interest 0.6 0.9 1.3 1.5 1.5 
6. Nominal GDP growth  -4.7 -1.6 -2.1 -2.6 -2.9 
7. Other factors influencing the debt ration  0.3 0.5 -0.4 -0.1 -0.1 
8. Implicit interest rate on debt (%) 2.4 3.1 4.1 4.6 4.6 
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