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Pursuant to Article 27v paragraph 1, sub-paragraph (13) of the Law on Budget System (Official Gazette of 

the RS, no. 54/09, 73/10, 101/10, 101/11, 93/12, 62/13, 63/13-correction, 108/13, 142/14, 68/15-other law, 

103/15, 99/16, 113/17, 95/18, 31/19 and 72/19)  

the Government shall adopt 

THE REVISED FISCAL STRATEGY  
FOR 2020 WITH PROJECTIONS FOR 2021 AND 2022 

 

I. MACROECONOMIC FRAMEWORK FOR THE PERIOD FROM 2020 TO 2022 
 

1. General framework and main goals and guidelines of economic policy 
 

During 2019, the macroeconomic performance of the 

Serbian economy continued to improve. This process 

was confirmed by the intensified inflow of Foreign 

Direct Investments (hereinafter FDI), which by the 

end of the year will certainly reach a record level, 

observed in the period from 2007 for which 

comparable data are available. Accomplished 

improvements were also recognised by rating 

agencies, which gave Serbia the BB + credit rating in 

September, as an irrefutable recognition of the 

success of the implemented measures. Improvement 

verification has also been obtained from the IMF, 

which, through the support of the Policy Coordination 

Instrument (PCI), has an advisory role and detailed 

insight into real, fiscal and monetary flows. Following 

the mission during autumn, the experts from this 

institution rated Serbia's economic performance as 

strong, the fiscal situation and the financial system as 

significantly improved and stable, while with the 

structural reforms and the labour market, a 

continuous progress was underlined. 

Fiscal stability has been maintained and the planned 

deficit will ensure a further reduction of the public 

debt to GDP ratio. Inflation has been at a low level 

during 2019, mainly within the established corridors 

of the National Bank of Serbia (NBS). The foreign 

exchange market is stable, without excessive short-

term oscillations and despite pressures to strengthen 

the RSD due to the increased investment of foreign 

investors in RSD long-term bonds of the Republic of 

Serbia, which is another confirmation of the 

improved performance of the Serbian economy. The 

unemployment rate is gradually declining and 

approaching a single-digit value, while wage growth is 

permanent and driven primarily by developments in 

the private sector. Taken together, these two factors 

ensure raising the standard of population, which is in 

ultima linea the goal of all Government activities. 

In the context of slowing global economic flows, the 

economic activity of the Republic of Serbia still has a 

strong dynamics. This is a result of increased 

resistance to external factors as well as activation of 

internal growth sources. The temporary nature of the 

decelerating factors was confirmed in the middle of 

the year, which, with the materialisation of positive 

risks, primarily in the construction sector, that is, in 

the investment activity, enabled the projected 

economic growth rate to remain at 3.5% in 2019 and 

expected acceleration from 4.0% in 2020. 

The medium-term macroeconomic framework is 

realistic. Since the economic growth for the next 

three-year period is projected rather than planned, 

the growth rates are a reflection of a realistic 

understanding of the potential of the Serbian 

economy and factors coming from the international 

environment. On the other hand, the Government's 

ambitions to accelerate economic activity above 

projected rates are reflected in its continued efforts 

to find additional sources of growth, as well as 

measures that should enable the activation of 

identified positive risks. 

The fiscal position is stable and fiscal policy 

responsible and credible. The measures created are 

aimed at unburdening the economy, stimulating the 

private investment activities, increasing the efficiency 
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of administrative and tax services, compliance with 

international standards, further improving the 

standard of living of the population and assisting the 

most vulnerable sections of the population. 

The unburdening of the economy continued with the 

new raising of the non-taxable portion of incomes, a 

further reduction of the contribution rate and a change 

in the method of calculating the tax depreciation. The 

adopted Law on Fees for the Use of Public Goods 

should also provide a relatively lower level of para-

fiscal economy costs. Also, the reform of the Customs 

Administration and the Tax Administration will support 

the process of unburdening the corporate bodies, but 

also ensure the more efficient suppression of the grey 

economy, for which an Action Plan was adopted, which 

through a set of control and incentive measures should 

provide for more effective control and, on the other 

hand, facilitate the economy operations. In addition to 

the increase of the state revenues, this will also 

support the environment of fair competition. Finally, 

the incentive measures for newly hired workers will 

further reduce the labour costs and reduce the 

unemployment rate below 10% as early as 2020. 

The comprehensive reform processes implemented 

by the Government will synergistically ensure further 

improvement of the economic environment and 

rising of the quality of life of citizens. The visible 

progress in the advancement of education and 

science, legal order, health, social protection, 

defence, culture and ecology, will ensure an overall 

social order, minimize inequalities, uphold the 

inclusive growth and create an environment of social 

cohesion. Regional dispersion of FDI, incentives for 

youth employment, as well as vulnerable categories 

of society, support for social entrepreneurship, 

gender responsive budgeting and raising the 

minimum cost of labour, are just some of the 

measures that underpin these efforts and should 

ensure poverty reduction. 

In addition, the acceleration of the digitalization 

process provides better, more efficient and cheaper 

provision of state services and outlines the 

movement of the entire system to meet the novelties 

that the fourth industrial revolution has brought. The 

established e-administration portal is already 

delivering significant results, saving both time and 

resources for the population as well as the economy. 

In the same light, the Strategy for the Development 

of Artificial Intelligence in the Republic of Serbia for 

the period from 2020 to 2025, addresses global 

changes in this field, catches up with the developed 

countries and enables the maximum utilization of the 

benefits that the segment of modern technologies 

carries. 

The Government is also focused on the demographic 

challenges that we, as a society, have been facing for 

a long period of time. Active measures have been 

taken to alleviate the depopulation trends, by 

encouraging birth and reducing direct parenting 

costs. On the other hand, pronounced labour mobility 

at the global level did not bypass Serbia either. 

Following the quantification and analysis of the 

migration flow, measures will be created that will 

mitigate its intensity, as well as platforms for 

cooperation with the diaspora in order to benefit 

from the positive sides of this process. 

Also, the Government remains committed to full 

membership of the European Union (hereinafter: the 

EU) as a strategic goal. In 2018, four new chapters 

were opened. In the middle of the year, Chapters 13 – 

Fisheries and 33 – Financial and budgetary provisions 

were opened, and in December, Chapters 17 and 18, 

relating to economic and monetary policy and 

statistics, were opened. In June 2019, Chapter 9 – 

Financial services was opened, while the following 

Chapters were technically prepared: 2 – Freedom of 

movement for workers, 4 – Free movement of capital, 

14 – Transport policy and 21 – Trans-European 

networks. Regular political and economic dialogue on 

outstanding issues under the Stabilization and 

Association Agreement (hereinafter: SAA) between 

the European Communities and their Member States, 

on one side, and the Republic of Serbia, on the other, 

as well as the adoption of general and sectoral 

national development strategies are aimed at the 

Republic of Serbia to fulfil the economic 

preconditions of membership set out in the acquis 

communautaire. 
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2. Estimates of the international economic environment

Autumn projections of relevant international 

institutions indicate the materialization of the 

negative risks identified in the previous period. The 

European economy has slowed down during the first 

half of 2019, while the latest indicators show that the 

recovery, which was projected for the second half of 

this year, will start later. Trade tensions between 

individual countries and the possible escalation of 

protectionism, geopolitical instability due to 

unresolved domestic issues in some of the developing 

countries, as well as the prolonged Brexit 

uncertainties, have resulted in revised annual growth 

rates run-down in both advanced and emerging 

countries. This is accompanied by reduction in the 

scope for improving prospects as trade costs rise and 

proposed reforms are not pursued with the desirable 

dynamics. Although financial markets in developed 

countries remain accommodative, in the event of 

further intensification of negative trade measures or 

market shocks, there may be an increase in 

uncertainty in the financial market. This, with a strong 

response from the US Federal Reserves (hereinafter: 

the FED) and the sensitivity of financial markets, 

would affect world currency parities, the volume of 

capital inflows, and levels of public debt in the 

emerging countries. The global recovery in the past 

few years has contributed to the improvement of the 

labour market through income and employment 

growth, strengthening balance of payments 

positions, but has also expanded the scope for 

building contingency protection mechanisms. 

However, to ensure stronger growth and global 

expansion, it is necessary to consistently implement 

the adequate measures and implement the structural 

reforms. Fiscal and monetary policies should be 

calibrated so as to ensure low, stable and predictable 

inflation and support output without compromising 

the public debt trajectory. 

Macroeconomic estimates of the International 

Monetary Fund 

Global economic activity has slowed, with growth 

revised downwards to 3.0% for 2019, which is the 

lowest growth since the global economic crisis. These 

developments are the result of increasing trade 

barriers, pronounced uncertainties in trade and 

geopolitics, individual factors that create 

macroeconomic instability and structural factors such 

as low productivity growth and aging population in 

developed countries. The causes of slower growth 

could also be found in the rapid and widespread 

slowdown in manufacturing industry, especially car 

manufacturing, as well as lower investments and 

lower demand for capital goods due to imposed trade 

tariffs. On the other hand, the growth of the services 

sector, which has preserved the labour market and 

earnings growth, has contributed to the growth of the 

global economy. It is important to note that low 

global growth has been registered during a 

significantly relaxed monetary policy in both 

advanced and developing countries. The absence of 

inflationary pressures has forced countries' central 

banks to act preventively in order to reduce the risks 

that would affect the growth, which all led to 

favourable financial conditions. Advanced economies 

continue to strive for long-term potential with their 

slower growth. Growth in developing countries 

remains strong but unevenly distributed, as 

economies exporting the natural resources can 

expect lower growth. The risks of projection 

realization remain significant. Euro area growth has 

been revised downwards due to weaker exports, and 

uncertainty about Brexit is increasing. Tensions in US-

China trade relations continue to create problems 

and uncertainties, and it is estimated that they could 

cumulatively reduce the world‛s GDP level by 0.8% in 

2020. China's growth has been revised downwards as 

a result of both trade tariffs as well as slowdown in 

domestic demand, due to debt reduction measures. 

Sudden declines in growth projections in the BRICS 

countries and Asian markets, as well as an unstable 

geopolitical situation, are also some of the factors 

that could disrupt projected growth. Eliminating 

trade barriers and easing geopolitical tensions should 

top the list of priorities in the near future. Achieving 

these goals would increase confidence, accelerate 

investment, launch the stalled world trade and 

production that would ultimately have a positive 

impact on global growth.
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Table 1. International Environment - Macroeconomic Indicators 

 2019 2020 2021 2022 

Real growth of Gross Domestic Product¹, % 

World total 3.0 3.4 3.6 3.6 
Advanced economies 1.7 1.7 1.6 1.6 

USA 2.4 2.1 1.7 1.6 
Euro area 1.2 1.4 1.4 1.4 

Developing countries 3.9 4.6 4.8 4.8 
China 6.1 5.8 5.9 5.7 
Russia  1.1 1.9 2.0 2.0 

Growth of world trade, % 1.1 3.2 3.8 3.8 
Unemployment rate, % 

Euro area 7.7 7.5 7.3 7.3 
USA 3.7 3.5 3.5 3.6 

Consumer prices, average period % 
Euro area 1.2 1.4 1.5 1.7 
Advanced economies 1.5 1.8 1.8 1.9 
Developing countries 4.7 4.8 4.5 4.4 

     
Exchange rate euro/dollar, end of period 1.1 1.1 – – 
Cereal prices, in dollars, annual changes2 -4.3 1.0 4.6 1.4 
Metal prices, in dollars, annual changes3 4.3 -6.2 0.8 0.9 
Price of iron ore, in dollars4 93.9 76.4 76.4 76.4 
Oil prices, in dollars, annual changes, % -9.6 -6.2 -4.6 -1.3 

Source: IMF, World Economic Outlook, October 2019.     
1 World GDP is calculated according to purchasing power parity. 
2 Cereal price obtained as weighted average of the prices of wheat, corn, soybeans, rice and barley. 
3 The metal price obtained as weighted average of the prices of copper, aluminium, iron ore, tin, nickel, zinc, lead and uranium. 
4 Iron ore price (62% iron content) for imports into China, Tian Jan port, in dollars per metric ton. 

According to the October IMF forecasts, global 

growth of 3.0% was forecast in 2019, which is 

downward revision by 0.3 pp in comparison to the 

April projection. Also, with the new rate of 3.4% for 

2020, the expectations have been reduced by 0.2 pp. 

In advanced economies, the growth will slow down 

slightly from 1.7% in 2019 to 1.6% in the mid-term 

period. At the same time, expectations for developing 

countries were lowered by 0.5 pp and 0.2 pp in 2019 

and 2020, respectively. The expected acceleration of 

their economic activity from 3.9% in 2019 to 4.8 in 

2022 has been maintained. The economic growth in 

the US will be 2.4% in 2019, followed by a predicted 

slowdown, and then by stagnation, primarily due to 

the effect of a weakening fiscal stimulus and shift 

from an expansive fiscal policy to a neutral one. The 

Euro area will have a 1.2% increase in economic 

activity in 2019, while in the mid-term, a slight 

acceleration and stabilization of growth are expected, 

due to a higher external demand, but with the 

possible risks posed by the trade measures and Brexit. 

Asian developing countries remain a major driving 

force of global economic growth, however, their 

impact has been partly mitigated by a slowdown in 

China due to imposed tariffs and lower external 

demand. Although Russia's growth for 2019 has been 

revised downwards, expectations for the rest of the 

period are better than previously anticipated, and 

similar can be expected for Turkey. Financial 

instability in Venezuela, Mexico's investment 

problems and Brazil's ore supply, and rising 

geopolitical tensions in the Middle East and North 

Africa are factors that could limit the global growth. 
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Global economic growth, pp 

 
Source: IMF, World Economic Outlook, October 2019. 

The outlooks for inflation mainly reflect the listed 

odds for growth and expected price movements of 

primary products. In advanced economies, the 

inflation will rise slightly over the observed period, 

from 1.5% in 2019 to 1.9% in 2021. Developing 

countries (excluding Venezuela) will have a slight 

decline to 4.4% in 2020 from the current 4.7%. 

According to the October IMF projections, the price 

of oil1 is expected to reach $ 61.8 / barrel in 2019, 

which is a decrease of 9.6% in comparison to 2018, 

after which a gradual decrease is expected. 

Projection of oil price trend, USD per barrel 

Source: IMF, World Economic Outlook, October 2019. 

Base metal prices will increase by 4.3% in 2019, and 

after the fall in 2020, the price stagnation will occur. 

The rise in the price of iron is estimated to increase by 

a third, with the fall in the price next year and 

stabilization in the mid-term. Cereal prices are 

                                                                 
1 Average oil price of types “Brent”, “Dubai Fatex” and West Texas” 

expected to decline in 2019, followed by a slight 

increase in the mid-term. The rate on euro-

denominated quarterly deposits, will decrease from  

-0.4% in 2019 to -0.6% in 2020, while the rate on six-

month dollar-denominated deposits will be 2.3% and 

2.0%, respectively. 

Price trends, indexes, 2014=100 

 
Source: IMF, World Economic Outlook, October 2019. 

Projection of price trends, indexes 2018=100 

 

Source: IMF, World Economic Outlook, October 2019. 

At its September 2019 meeting, the ECB decided to 

keep the benchmark interest rate at a record low level 

of 0.00%, while reducing the interest rate on deposit 

relief from -0.40% to -0.50%. The Governing Council 

of the ECB expects that the reference interest rates 

will remain at current or lower levels until the 

projection indicates that inflation will approach or 

reach 2.0%. The FED also cut interest rates on two 

occasions. These monetary discounts, along with the 

growing market problems due to slower growth, have 
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led to significant declines in the government bond 

revenues.  

Expected trends of referent interest rate FED, % 

 

Source: IMF, World Economic Outlook, October 2019. 

Although a recent monetary loosening could push 

demand higher than expected, if the trade tensions 

continue and the solution for Brexit is not found, the 

risks of accomplishing the projection are still 

downward asymmetrical. Further escalation of trade 

conflict and the resulting impact on investment could 

disrupt the global supply chain and productivity in the 

mid-term. Also, the reduced demand for securities 

that carry a certain risk and focus on low-risk assets in 

favourable financial conditions, could lead to 

accumulated market vulnerabilities. There is also a 

risk of disinflationary pressures, considering that low 

inflation and anchored low inflationary expectations 

may increase the real cost of debt servicing, that is, 

reduce the room for central banks manoeuvring in 

the event of a shock. The risk of geopolitical tensions 

and conflicts is still present and intensified by recent 

developments in the Middle East and Eastern Asia. 

These events can easily outgrow their local agendas 

and spill instability at a global level. In the midterm 

period, the climate change and political disagreement 

in the context of the rising inequality, are key risks 

that could reduce global potential, with serious 

implications for some countries. 

The global economy remains at a delicate junction, 

and even if the aforementioned risks were minimized, 

the growth would remain below the current level. It 

is necessary to apply multilateral policies in resolving 

individual short-term and long-term threats to 

sustainable and inclusive global growth. The goal of 

policy makers should be to reduce the trade tensions 

that have destabilized the global activity and led to 

distortions of confidence, as well as to resolve the 

Brexit problems rather quickly. Preventing the tax 

evasion is also one of the global goals, the fulfilment 

of which would contribute to better collecting of the 

public revenues and financing of the state budget. 

The financial regulatory reform execution and global 

financial security may be implemented through 

further improvements of macro prudential structures 

and the fight against money laundering and financing 

of terrorism. A global effort is also needed to prevent 

corruption that erodes faith in the institutions, but no 

less important is the step forward in the fight against 

climate change and migration. 

Macroeconomic estimates of the European Central 

Bank for the Euro area 

According to the estimates of the European Central 

Bank in September, the economic activity in the Euro 

area will continue to grow but at the rates lower than 

previously predicted. Compared to June 2019 

projections, the short-term outlooks have 

deteriorated as a result of lower confidence 

indicators and continued global uncertainty. 

Following the 1.9% increase in GDP in 2018, the 

economic growth will be 1.1% in 2019, while a slight 

acceleration is expected in 2020 to 1.2%. Following 

lower economic growth in the second quarter of 

2019, the new indicators suggest that the recovery, 

projected for the second half of the year in the 

previous forecasts, will start later. The economic 

disposition indexes have continued to deteriorate in 

recent months, especially in the industrial sector, as a 

consequence of continued vulnerability of the world 

trade and increased global uncertainty.  

Real disposable income growth should increase in 

2019 and then slightly decrease in 2020 and 2021. The 

slowing effect on real disposable income growth will 

deliver the slower employment growth, a gradual 

increase in inflation and a slowdown in fiscal transfers 

from a positive to a neutral level. Household's 

consumption is expected to be supported by 

favourable borrowing costs that will remain in force 

over the forecasted period. Business investments will 

continue to grow in the coming years, but at a slightly 

slower pace, due to the decline in world trade and the 

problems surrounding Brexit and the growth of the 

Chinese economy. However, they will be supported 

2018 2019 2020 2021 2022
1

2

3

Mar. 21, 2018 Sep. 17, 2018

Mar. 22, 2019 Sep. 30, 2019
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by favourable financial conditions, profit growth and 

investment as well as increased demand of 

companies for manufacturing equipment. Exports to 

non-Euro area countries will be reduced during 2019 

and then expected to recover during the rest of the 

remaining projection period, which is in line with the 

external demand.

 
Table 2. Macroeconomic projections for the Euro area, changes in comparison to the same period in the 

previous year, % 

 2018 2019 2020 2021 

GDP 1.9 1.1 1.2 1.4 

Private consumption 1.4 1.3 1.3 1.3 

Government consumption 1.1 1.5 1.5 1.4 

Gross fixed capital formation 2.3 3.1 1.9 2.1 

Export 3.5 2.3 2.4 3.0 

Import 2.7 2.6 3.1 3.4 

Employment 1.5 1.1 0.5 0.5 

Unemployment rate 8.2 7.7 7.5 7.3 

Inflation 1.8 1.2 1.0 1.5 

Unit labour costs 1.7 2.1 1.7 1.5 

Fiscal result of the general government, % GDP -0.5 -0.8 -0.8 -1.0 

Gross debt of the general government, % GDP 85.4 83.8 82.5 81.2 

Current account balance, % GDP 2.9 2.6 2.4 2.3 

Source: Macroeconomic projections of ECB experts for the Euro area, September 2019

More moderate workforce growth is expected, given 

the projected net immigration of workers, the 

expected integration of refugees and the steady 

increase in activity rates. The unemployment rate is 

projected to fall slightly from 7.6% in the second 

quarter of 2019 (which is the lowest rate since 2008) 

to 7.3% in 2021. The employment growth will be 

limited, partly due to temporary short-term effects 

and then due to labour shortages in some countries. 

After a slowdown in 2018, the labour productivity is 

expected to slowly grow to 0.9% in 2021, which is 

close to the results from the pre-crisis period. 

The average inflation rate is projected to decline 

slightly from 1.2% in 2019 to 1.0% in 2020 and then 

reach 1.5% in 2021. The inflation will be volatile and 

quite low in the second half of 2020, mainly due to the 

impact of oil prices, the base effect and lower 

electricity and gas prices. With stabilisation of oil prices 

and rising of food prices, the inflation is also expected 

to increase at the beginning of 2021, supported by a 

1.5% rise in core inflation. Wage growth is expected to 

be relatively strong due to the high demand for labour 

force in some parts of the European Union, increasing 

inflation over the past two years, which is seen in some 

countries as a corrective factor in wage formulation, 

and due to the increase in the minimum wage. Profit 

margins will be slightly higher over the projection 

period than in 2018, due to the destabilising effects of 

increase in oil prices and unit labour costs. The 

projection envisages fiscal policy to be slightly 

expansive throughout the projected period. In 2019, a 

reduction in direct taxes and an increase in 

government spending will lead to a slower expansion 

of fiscal policy, while for 2020 and 2021, a somewhat 

larger fiscal remission is expected to continue with 

further tax cuts. There will be a slight increase in the 

fiscal deficit due to expansion in the mid- term period, 

while public debt should be on a downward trajectory 

on account of favourable interest rates and a primary 

surplus.
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3. Current macroeconomic developments in the Republic of Serbia and prospects 

for the period from 2020 to 2022 
 

The Serbian economy has positive growth rates for 

the fifth consecutive year. After the drop in 2014 

caused by the floods, economic activity recorded 

positive results even in the years of sharp fiscal 

consolidation. The economic growth achieved, in 

parallel with the austerity measures, confirms the 

adequacy and timeliness of all Government activities 

undertaken to neutralise significant fiscal imbalances. 

The successful process of fiscal consolidation and 

perseverance in maintaining the achievements 

reached, provided a sound basis for accelerating the 

economic growth. This resulted in a GDP growth rate 

of 4.4% in 2018, the highest growth rate since 2008. 

If 2019 ends with the projected growth of 3.5%, it can 

be said that the Serbian economy achieved a 

cumulative growth of 16% in the period after the 

floods. 

The fiscal balance achieved has enabled the creation 

of a budget for 2018 with a focus on capital 

investments. This, combined with the dynamic 

growth of private sector investment activity, has 

resulted in the growth of this component in 2018 by 

as much as 17.8%. The progressive character of the 

budget was retained in 2019, with significantly 

increased capital investments, which ensured that 

the high dynamics of the investment activity was 

maintained including its role as the driving force of 

economic growth. 

Increasing pensions and salaries in the public sector 

does not compromise the established equilibrium, 

and the overall share of expenditures on this basis in 

the GDP, has a declining trajectory. The increase in 

salaries is aimed at preserving the professional staff 

in government-led sectors and thus ensuring the 

quality of service delivery to citizens. The selective 

approach to the increase of salaries is a response to 

the identified intensive outflows of professional staff 

from certain segments of the public sector. 

In addition, active participation in socio-economic 

dialogue, finds solutions to increase the minimum 

cost of labour in a way that will not further burden 

the economy and adversely affect its 

competitiveness, and with the intention to ensure 

inclusiveness of economic growth and create an 

environment of social cohesion. 

The fiscal result achieved in the previous period has 

been preserved throughout 2019, and fiscal discipline 

is of a lasting nature. The public debt is below the 

Maastricht criteria, with tendency to reduce further 

and move closer to the zone that offers security from 

the fiscal crisis in the face of global recessionary 

trends. At the same time, active measures have 

improved the overall financial system, which, among 

other things, has resulted in the reduction in NPL 

participation and more favourable loan conditions, 

thus providing the additional incentive to the 

investments and economic growth. The 

improvements achieved in the fiscal, real and 

monetary sectors have spilled over into the labour 

market as well. The continued employment growth is 

recorded, together with continued earnings growth, 

which, despite the increase in the public sector, is still 

driven by the earnings growth in the private sector. 

FDI inflows are steadily increasing. In 2018, non-

residents invested around 3.5 billion euros in Serbia, 

which is almost a billion euros more than in 2017. It is 

estimated that the FDI will exceed EUR 3.7 billion in 

2019, which will be a record inflow on these grounds, 

observed during the period from 2007, for which 

comparable data are available. This inflow provided 

full coverage of the current account deficit of the 

balance of payments. Perceived in the terms of 

economic activities, there is a notable diversification 

of the FDI. Among the manufacturing activities in the 

first half of 2019, the most significant amounts were 

attracted by the food industry, the manufacture of 

rubber and plastic products, followed by the 

automotive, metal and pharmaceutical industries. 

The leaders in the services sector are financial 

services, transport, wholesale and IC services. The 

diversified structure of the FDI destinations confirms 

improvements in the overall economic environment 

but it is also the guarantor of the steady and 

sustainable growth. In the first eight months of 2019, 

the gross inflow on this basis, was increased by 33.2% 

interannually, and is expected to continue the 

dynamic growth. This will ensure the transfer of 
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technologies and know-how, new jobs, a higher level 

of competitiveness of the Serbian economy and new 

market slots. 

All macroeconomic measures are adopted to strengthen 

the role of investments and export in the established 

growth model. Efforts are aimed at intensifying the 

structural reform processes so as to ensure the 

continuity of improving the economic environment, 

progress in international competitiveness lists and 

further raising of the country's credit rating. Special 

efforts are being made to reform public enterprises in 

order to increase their efficiency. Similarly, a system 

of reliable monitoring of all business processes are 

established, which will prevent the shocks and 

identify and quantify the fiscal risks but also economic 

growth risks. The need to find new sources of growth 

has been recognized, so innovation, research and 

development, renewable energy, creative industries 

and eco-investments are a constant focus in defining 

the future activities. 

The government remains focused on reducing the 
share of the grey economy in all economic flows. The 
adoption of the National Programme for the 
Suppression of the Grey Economy, through the 
improvement of the work of the Tax Administration, 
introduction of incentive measures for legal business 
and employment, reduction of the burden on 
business, more efficient monitoring and social 
actualization of this phenomenon, will further 
contribute to the improvement of business conditions 
and ensure a healthy competitive competition. 
Activities to digitize all administrative procedures also 
contribute to achieving this goal. 

Revision of the development of basic macroeconomic 
aggregates in comparison to previous fiscal strategy 
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Trends in 2018 Macroeconomic Aggregates 

According to the data of the Statistical Office of the 

Republic of Serbia (hereinafter: SORS), the real 

economic growth of 4.4% was achieved in 2018. The 

economic growth rate reached, exceeded original 

expectations by 0.9 pp. The higher rate than 

projected, results from the activation of a number of 

positive risks identified during projection. Even 

though in the second half of the year the external 

demand slowed down, part of the internal risks 

related to agricultural production and the dynamics 

of construction activity, materialized in a positive 

direction and intensity that outweighed the 

exogenous factors. In line with these developments, 

observed from the expenditure part of the GDP 

calculation, the investments represent the most 

significant source of additional growth. 

The acceleration of economic activity had a positive 

effect on the labour market. In 2018, the 

unemployment rate was 12.7%, while the 

employment rate rose to 47.6%. Real growth in 

average net income was 4.4% and was predominantly 

driven by the salary growth in the private sector. 

During 2018, the inflation was low and stable. The 

consumer prices in December 2018 were higher for 

2.0% interannualy, which was also the average 

inflation on an annual basis. The prices of vegetables, 

cigarettes and oil products made the most significant 

impact onto the year-end inflation. The low impact of 

prices of other products and services, as well as low 

and stable base inflation of 1.0% at the end of the 

year and on an annual average, confirm the low 

inflationary pressures on the market demand side. 

Instead of the planned budget deficit of 0.6% of GDP, 

a surplus of 0.6% of GDP was achieved. And with this, 

the year 2018 was the second consecutive year with 

a positive fiscal result, which is a testament to the 

success of the conducted consolidation and 

preservation of fiscal discipline. The positive fiscal 

result contributed to a further decline in the general 

government debt to GDP ratio, which stood at 54.4% 

of the GDP at the year-end. 

The share of the current account deficit in 2018 was 

5.2% of GDP, continuing the 2017 level. The deficit is 

                                                                 
2 National accounts 

still fully covered by the net FDI inflow. The slight 

decline in the current account deficit of the balance 

of payment in comparison to the originally projected 

one, was determined by a slightly more dynamic 

growth of import of 11.6% real y-o-y. However, in 

terms of the structure of import, there is a noticeable 

increase in import activity in the segment of 

intermediate goods, energy and capital goods, which 

is in line with the accelerated dynamics of production 

and investment activity, which should, in the near 

future, contribute to the sustenance of the high 

dynamics of export movement. The export had high 

growth rates in 2018 in both the commodities and 

service sectors, which resulted in an overall real 

increase of 8.3% y-o-y. The volumes of total foreign 

trade exchange denominated in euros have increased 

by 11.8% in 2018, while the coverage of import by 

export are at high 85.6%2². 

Net foreign exchange reserves at the end of 

December 2018 amounted to EUR 8.85 billion. This is 

the highest amount of foreign exchange reserves at 

the end of one year, observed since 2000, which is a 

period for which comparable data exist in terms of 

monitoring methodology. 

Current developments in the real sector in 2019 

According to quarterly SORS data, GDP growth in the 

first two quarters of 2019 was 2.7% and 2.9%, 

respectively. The growth achieved in the first half of 

the year is slightly below expectations. However, 

since the hindering factors are of temporary nature, a 

growth rate of 3.5% is still achievable and, as such, 

was retained when the mid-term scenario was 

created. 

The growth achieved in the first quarter was driven by 

the movement of the service sector, which recorded 

a 3.8% increase interannualy, contributing to the GDP 

growth by 2.0 pp. Construction activity continued its 

positive trends and recorded a growth of 10.5% 

during this period, contributing to the economic 

growth rate by 0.3 pp. Although a decline in the 

agricultural sector was expected, based on the 

perennial estimates, the recorded movements were 

better than expected, the negative contribution was 

absent and almost neutral. The industrial production 
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recorded a decrease of 1.4% in the first quarter. The 

monthly indexes of physical volume of production 

show that the most significant decelerating influence 

on the movement of this sector came from the 

activities in the oil and chemical industry. The 

decrease in production volume of these activities is a 

direct consequence of the almost complete cessation 

of the production processes in the leading companies 

registered in them. In both cases, the reason is the 

planned regular overhaul of production facilities, 

which began in March. The food industry, as the 

sector that was most affected by Pristina's introduced 

taxes, maintained the production levels from the 

same quarter of the previous year, leaving out its 

positive contribution. Considering the nature of the 

decelerating factors, they were recognised as factors 

of temporary type. 

In terms of usage components, the dominant sources 

of growth are private consumption and investment 

activity. Real interannual wage growth of 6.9% in the 

first quarter, as well as employment growth of 3.1%, 

ensured a 3.3% rise in private consumption. Due to 

the high share of this component in the GDP 

expenditure structure, this growth contributed with 

2.3 pp. The investment activity continued its dynamic 

growth and recorded the interannual increase of 

7.8%, contributing by 1.3 pp to the GDP growth rate. 

Continued intensive investment of the private sector 

coupled with a more efficient implementation of the 

state's public works, has ensured the movement of 

this component slightly above expectations. Growth 

in government spending was 2.5% and made a slight 

positive contribution to economic growth. Almost 

identically, the export and import increased 

interannualy 9.3% and 9.8%, respectively. This 

determined the continued negative impact of net 

export onto economic growth in this quarter as well. 

In the second quarter of 2019, a real interannual 

growth rate of 2.9% was registered. Services retain 

the dynamics of the previous quarter and remain the 

main source of growth with a contribution of 2.0 pp. 

Construction activity accelerated significantly and, 

with an increase of 16.8%, contributed twice as much 

to the rate of economic growth than in the previous 

quarter. The agriculture retains a neutral 

contribution, while the negative impact of industrial 

production is exacerbated by the continuation of 

overhaul activities during the second quarter in both 

oil and chemical activities. The slowdown in the 

industry was further affected by the significant 

decrease in food production. 

The structure of the sources of growth on the 

expenditure side of the GDP shows a strengthening of 

investment activity and deteriorating influence of 

foreign trade on economic growth. These 

developments are largely determined by intensive 

works on specific infrastructure projects and the 

import of components necessary for their realisation. 

The private consumption with a contribution of 

2.3 pp still has the main role of a growth promoter, 

which is supported by a stronger positive investment 

effect and a contribution of 1.6 pp. The preserved 

export dynamics with growth of 9.1% and import 

activity higher by 10.9% determined the negative 

contribution of net exports of 1.8 pp. 

High-frequency indicators of economic activity indicate 

the temporary nature of the industry's decelerating 

factors, continued positive developments in services 

and further acceleration of construction activity. 

According to the indexes of physical volume of 

production, the total industry in July and August 

recorded the growth rates of 3.7% and 0.5%, 

respectively, with the final recovery of the oil and 

chemical industry. During the period January–August, 

the interannual growth rate of physical volume of 

production shows a decrease of 1.0%. The slowdown 

effect resulting from the overhaul is still strong, but it 

is expected to be neutralized by the end of the year so 

that the overall industry will have a slight real growth 

in gross value added of 0.3% y-o-y in 2019.
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Indexes of physical volume of leading manufacturing activities, 2018=100 

Manufacture of rubber and plastic products 
 

 

Manufacture of basic pharmaceutical products and 
pharmaceutical preparations 

 
Manufacture of other non-metallic mineral products 

 

Manufacture of food products 

 
Manufacture of coke and refined petroleum products 

 

Manufacture of chemicals and chemical products 

 

 
Source: Ministry of Finance  

 

In the first eight months of 2019, the service sector 

has been steadily growing and retaining the role of 

the dominant driving force of the economic growth. 

In this period, compared to the same period of the 

previous year, the retail sales increased by 10.9% in 

nominal terms and 8.7% in real terms. Monitored in 

constant prices, the non-food products were traded 

10.5% higher, while the motor fuels and food, 

beverages and tobacco trade increased by 8.1% and 

7.6%, respectively. The government's strategic 

orientation towards promoting tourism services 

ensures the continued growth of this part of the 

service sector. The number of tourists in this period 

amounted to about 2.5 million, which is an increase 

of 5.6% interannualy. The number of overnight stays 

increased by 5.2% and totalled to about 7 million. 

Foreign currency inflow from tourism in the period 

January–August amounted to EUR 918.7 million, 

which is an increase of 6.7% interannualy. The 

turnover in the catering trade, observed in the period 

January–July, had a real increase of 9.0% 

interannualy.
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High-frequency indicators of major service activities, 2018=100 

Turnover in retail trade at constant prices 

 

Turnover in catering trade at constant prices 

 
Overnight stays

 

Transport 

 

Travel 
 

 

Telecommunications, computer, and  
information services 

 

 
Source: Ministry of Finance 

Construction activity continues its strong dynamic 

throughout 2019. The number of issued building 

permits in the period January–August increased by 

7.2%, while on the basis of them, the expected value 

of works increased by as much as 101.8%. In addition, 

the Republic's capital expenditures in 2019 are 

expected to increase by 26.7% interannualy. 

Available data on agricultural production trends show 

that this sector performed better than expected on 

the basis of perennial averages. Despite the high base 

from the last year, the maize production increased by 

7.7% interannualy, which, given the weight of this 

crop in the total agricultural production, significantly 

                                                                 
3  http://www.mfin.gov.rs/pages/article.php?id=13281 

determined the movement of this sector. Soybean 

production increased by 8.5%, apples by 8.5% and 

plums by 29.9%. 

The Serbian Economic Activity Index (IPAS)3, compiled 

by the Ministry of Finance for the purpose of 

assessing the short-term economic trends, shows an 

acceleration of economic activity in July and August, 

takes values of 4.4% and 3.8%, respectively. 
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Serbian Economic Activity Index (IPAS) by sector 

(contributes to growth, pp) 

 
Source: Ministry of Finance 

Based on available indicators, observed trends, 

analysis of sources of growth and the nature of the 

hindering factors, the Ministry of Finance maintained 

the projected GDP growth rate for 2019 at the level 

of 3.5%. The reasons and arguments for this decision 

have been accepted and confirmed by the IMF. 

Although the central projection of growth was 

retained, the structure of its sources was partly 

changed, with which the stronger dynamics of 

investments and the deteriorated impact of net 

export was recognised, i.e. observed from the 

production side, the stronger construction growth 

was quantified, followed by higher agricultural output 

than expected, as well as registered slowdowns in the 

industry sectors. 

 

Table 3. Gross domestic product, real growth rates, % 

 2018 Q1 2019 Q2 2019 2019* 
(previous 
estimate) 

2019* 
(revised 

estimate) 

Gross domestic product 4.4 2.7 2.9 3.5 3.5 

      
Private consumption 3.1 3.3 3.2 3.5 3.5 
Government consumption 3.7 2.5 2.4 2.7 4.1 
Investments in basic funds 17.8 7.8 8.6 6.7 8.8 
Exports of goods and services 8.3 9.3 9.1 7.4 8.6 
Imports of goods and services 11.6 9.8 10.9 7.6 9.6 

      
Agriculture 15.2 0.5 -0.5 -3.9 0.0 
Industry 1.0 -1.4 -2.1 3.0 0.3 
Construction 12.8 10.5 16.8 9.0 18.4 
Services 4.2 3.8 3.8 4.1 3.9 

 
Source: SORS 
*Ministry of Finance 
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Real Sector Projections in 2020–2022 

Trends in basic macroeconomic aggregates and 

indicators for the Republic of Serbia in the period 

from 2020 to 2022 were projected on the basis of 

current economic indicators and outlooks for the 

Republic of Serbia and the international environment, 

as well as on the assessment of the effects of the 

planned economic policy measures. The established 

fiscal stability and trends flows in the real sector, the 

strengthened external position of the country and the 

growing inflow of the FDI have also been taken into 

account. Besides, the initiated reforms and planned 

systematic improvements to the economic 

environment have been identified as sources of 

possible additional growth. In the opposite direction, 

potential uncertainties created by turbulence in the 

international commodity and capital market may act. 

During this period, the Government will pursue a 

responsible and predictable fiscal policy, 

synchronized with monetary authorities and focused 

on locating new sources of growth. The preserved 

stability of public finances has provided fiscal space 

for the increase of capital expenditures, but also 

enabled concrete measures to relieve the economy 

and promote private investments. The FDI inflow will 

provide knowledge and technology transfer, boost 

competitiveness and provide new sales channels to 

domestic producers. The incentive mechanism aims 

at their sectoral and regional dispersion in order to 

ensure the assumptions of equal development and 

maximum utilization of competitive advantages. 

 

Table 4. Projection of basic macroeconomic indicators of the Republic of Serbia 

 Estimation  Projections 

 2019  2020 2021 2022 

GDP, bill dinars (current prices) 5,417  5,827 6,264 6,740 
Real growth of GDP, % 3.5  4.0 4.0 4.0 
Deflator of GDP, % 3.3  3.4 3.4 3.5 
Real growth of certain components GDP, % 

Private consumption 3.5  3.9 3.6 3.7 
Government consumption 4.1  1.5 1.3 0.4 
Gross fixed capital formation 8.8  6.4 5.4 5.7 
Exports of goods and services 8.6  8.1 8.4 8.4 
Imports of goods and services 9.6  7.4 7.1 7.2 

Goods and services balance in EUR, % GDP -10.3  -9.6 -8.9 -8.2 
Current account balance, in EUR, % GDP -5.9  -5.3 -5.2 -4.7 
Inflation, period average, % 1.9  2.0 2.2 2.5 

Source: Ministry of Finance      

The mid-term projection of real sector developments 

is based on a realistic approach, so that fiscal policy is 

adequately set not to jeopardize the past 

achievements. Guided by institutional memory and 

past experiences from the past period, the 

Government sets fiscal policy goals on realistic 

assumptions, which it does not want to change on an 

ad hoc basis, being aware of the unsustainability of 

such measures as well as the negative “boomerang” 

effect they carry. The projected annual economic 

growth rates do not represent defined goals, but 

reflect the current constellation of deciding factors. 

The projection risk matrix exists and is described in 

this document. This approach may be considered 

prudent but not less ambitious, since all Government 

activities are aimed at removing obstacles to 

economic growth and activating its additional 

resources to exceed the projected rates. 

For the year 2020, it is projected to accelerate the real 

growth of economic activity by 4.0%. Viewed by 

aggregates of usage, it is expected that the positive 

impact of employment growth and favourable 

borrowing conditions on private consumption will 

continue, with the growth of 3.9%. In line with its 

dominant share in the GDP structure, this component 

will make the most significant contribution to 

economic growth. It should be borne in mind that 

consumption growth is based on sound sources, that 

it will be lower than the real GDP growth and will not 

generate internal and external imbalances. There will 
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be investments in the 2020 which will be the second 

important component in terms of making a positive 

contribution to the growth, which is very important in 

terms of its sustainability. The 6.4% interannual 

increase is expected, i.e. the contribution to GDP 

growth of 1.5 pp. The focus of FDI primarily on sectors 

producing the exchangeable goods, modernization of 

existing and activation of new production capacities, 

with the expected recovery of external demand, will 

result in faster growth of export (8.1%) than growth 

of import (7.4%). Such developments will ensure 

reduction in the negative contribution of net export 

to real GDP growth. 

Contributes to the real GDP growth rate, 

expenditure approach, pp

 

Source: Ministry of Finance 

Perceived from the production side, an increase in the 

GVA created is expected in all sectors, except in 

agriculture, assuming an average season. The service 

sector will retain the role of a dominant growth 

driving force with a contribution of 2.2 pp. The growth 

should be diversified and achieved in most services, 

especially in trade, transport, touristic services and 

the increasingly important IT sector. The overall 

industry, with the recovery of external demand and 

the activation of new production capacities but also 

due to the influence of base effect, will accelerate in 

2020 and contribute to GDP growth by 0.9 pp. Such 

developments in the services and industrial sectors 

will account for about three-quarters of the economic 

growth rate. The construction sector is expected to 

continue its stable growth in the coming period and 

contribute to the GDP growth by 0.4 pp in 2020. 

Private construction work is expected to continue, 

with increase in public projects execution. Under the 

assumption of an average agricultural season, for the 

agricultural sector, a projected negative contribution 

to GDP growth in 2020 will be 0.2 pp. 

Contributions to real GDP growth rate, production 

approach, pp

 

Source: Ministry of Finance 

According to the mid-term macroeconomic projection, 

the cumulative growth rate in the period 2020–2022 will 

be 12.5% and will be determined by the increase in 

domestic demand. This source of growth is determined 

by both steady increase in investments and increase in 

household consumption due to the rising living standard 

of the population. Economic growth and good fiscal 

result, with established fiscal discipline and significantly 

strengthened Serbia's credibility with the investors, with 

more favourable loan conditions in the international 

financial market, will ensure the continuation of the 

accelerated pace of reducing the public debt to GDP. The 

public debt of the general government is estimated to 

be 48.3% of GDP at the end of 2022. On average, the 

Serbian economy will grow at a rate of 4.0%, annually. 

The increase in private consumption is projected at a 

lower rate than the acceleration of economic activity 

and will amount to average 3.7%. This increase does not 

in itself contain the distorting elements in the 

established equilibrium. It is based on sound sources, 

first of all on the increase of employment but also on 

the favourable effect of price and credit 

developments on disposable income. Investments 

are expected to grow steadily, averaging around 6% 

annually, which will gradually raise their share of GDP, 

that, at the end of the projection period should 

amount closely to 25% Export will grow at an average 

2,0

4,4

3,5
4,0 4,0 4,0

-4

-2

0

2

4

6

8

2017 2018 2019 2020 2021 2022

Change in inventories
Net exports
Government consumption
Gross fixed capital formation
Private consumption
GDP, real growth

PROJECTION

2,0

4,4

3,5
4,0 4,0 4,0

-2

0

2

4

6

2017 2018 2019 2020 2021 2022

Agriculture Industry
Construction Services
Net taxes GDP, real growth

PROJECTION



Revised fiscal strategy for 2020 with projections for 2021 and 2022 

18 
 

annual rate of 8.3%, which is faster than expected 

annual import growth of 7.2% on average. This 

dynamics of foreign trade flows will improve the 

balance of payments of the current account and 

ensure the positive impact of net export on the mid-

term economic growth rate. Also, an ever increasing 

growth in export of services should contribute to 

improving the current account deficit. In the period 

2020–2022 a steady inflow of FDI in € 3.0 billion 

annually, is expected. In addition, the effect of FDI 

from the previous period will increase competition 

and influence the efficiency of domestic producers, 

while on the other hand, new sales channels and new 

market slots will be opened. Also, concrete measures 

remove obstacles and free up resources for 

accelerated investment by domestic producers, 

stimulate and encourage every form of domestic 

inventiveness and proactiveness. Viewed on the 

supply side, the service sector and industry will retain 

the role of dominant sources of growth and increase 

the created GVA on an average of 4.1% and 4.6% per 

year, respectively. The positive contribution will also 

come from the preserved dynamic growth of 

construction activity, which will be an average 7.2%, 

annually. Reaching European standards and 

increasing competitiveness in agriculture, by fulfilling 

the conditions for opening the Chapter 11, and 

through the use of the EU IPARD II program, will 

reduce the variability of production in this sector 

caused by agro-meteorological conditions. 

With this three-year scenario, the government 

remains committed to maintain a model of economic 

growth based on investments and export, supported 

by the growth of private consumption on the real and 

sound sources. The share of gross fixed capital 

formation in GDP will be around 4.5 pp at the end of 

2022 higher than in comparison to 2017. In the same 

year, the share of export of goods and services 

amounted to 50.5% of GDP, while at the end of the 

period covered by this scenario, it will increase to 

56.0%. The government consumption will maintain a 

                                                                 
⁴The Innovation Voucher Program is being implemented as one of the services provided by the Office for Information Technology and Electronic 
Governance, the purpose of which is to encourage the transfer of public research results into the private sector, in order to create products and 
services that will improve the economy. The design and procedures for the implementation of the Programme have been prepared within the 
project “Support to Research, Innovation and Technology Transfer”, funded by European Union Pre-Accession Funds (IPA 2013), administered by 
the World Bank, while funds for the implementation of the Programme are provided from the budget of the Republic of Serbia, allocated funds 
from the Ministry of Education, Science and Technological Development through the “Competitiveness and Employment Promotion Project” 
(Loan agreement of the Republic of Serbia with World Bank). 
http://www.inovacionifond.rs/program-inovacionih-vaucera/ 

share of around 16% of GDP, well below the European 

average of over 20%. The decrease in the share of 

goods and services deficit in GDP will be followed by 

the decrease in the share of current account deficit in 

GDP. This ensures the sustainability of external debt, 

external liquidity and solvency. 

Through its activities and measures, the government is 

trying to strengthen the investment and export 

component of the GDP, viewed from the expenditure 

side and, through these sources, to ensure the growth 

beyond projected, in a healthy and sustainable 

manner. Accelerating all the administrative procedures 

accompanying these activities, unburdening the 

economy with the aim to boost its competitiveness, 

signing agreements to ensure the retention of existing 

and opening new foreign markets, more intensive and 

more efficient implementation of infrastructure works, 

are just some of the measures that should provide 

healthy foundations for growth of the potential GDP. 

Consistency in maintaining the fiscal stability prevents 

imbalances and creating of uncertainty, and reform 

processes should ensure a stronger positive dynamic of 

basic macroeconomic variables. Digital transformation 

and the building of the digital ecosystem remain a 

strategic orientation of the Government. More 

efficient work of the state administration, shortening 

of procedures for the residents and economy with a 

focus on digitization of education, will accelerate the 

convergence of our economy towards the developed 

countries. As these goals are difficult to achieve 

without scientific research and innovation, the 

Government has created a system of incentives 

through “innovation vouchers”4, aimed primarily at the 

sector of small and medium enterprises. The new 

system of fiscalisation, as part of the Action Plan for 

Suppression of the Grey Economy 2019/20, with the 

adopted Amendments to the Customs Law, will reduce 

the participation of the grey economy in total 

economic flows, ensure affirmative competitive 

bidding and improve the economy and efficiency of 

procedures.  
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Contributions of production factors to the potential 

rate of GDP growth 

 
Source: Ministry of Finance 

According to the central scenario, the growth of 

potential GDP is expected to accelerate in the 

midterm. After a 3.6% increase in 2019, potential GDP 

will increase by 4.0% annually on average. The growth 

of potential GDP in this period was determined by the 

increased inflow of FDI. Their impact on productivity 

and efficiency is twofold, both through technology 

transfer and knowledge transfer. Also, this trend is 

expected to be strengthened by domestic innovative 

activities. In addition, the growth of potential GDP, 

will be influenced by the favourable developments in 

the labour market, while at the end of the medium 

term, the positive impact of the education reforms 

undertaken to date through the reduction of 

structural unemployment, will be noticeable. 

Digitalization will significantly accelerate these 

processes and additionally increase the efficiency of 

utilization of the available capacities. 

After a period of neutralizing fiscal and mitigating the 

balance of payments imbalances, the Government is 

concentrating its efforts on unleashing the potential 

of the Serbian economy, in order to keep the 

achieved growth above projected one. The adequate 

and synchronized monetary policy, further 

improvement of the financial system, raising the 

credibility and attractiveness of investors, radical 

reform of the education system and its adaptation to 

the needs of the economy, as well as modernization 

of educational programmes, transfer of knowledge 

and technology from the most developed countries, 

should ensure a positive impact on both production 

factors. On the other hand, strengthening the rule of 

law, reforming legislation in the areas of economy 

and business, speeding up procedures and increasing 

the efficiency of administration should ensure the 

maximization of factor productivity in the mid-term. 

Labour market 

Economic growth, coupled with favourable 

investment environment, newly opened and 

expanded production capacities, as well as active 

employment and self-employment policies, have had 

a positive impact on the labour market, which has 

recorded a decline in unemployment since 2014. 

Also, starting from 2019, the obligation to pay the 

unemployment insurance contributions at the 

expense of the employer was abolished, thus 

reducing the tax burden on net earnings. 

Structural improvements in the labour market from 2014 to 2018 

According to the 2018 Labour Force Survey, the 

unemployment rate reached a record low of 12.7%, 

which is 0.8 pp less compared to the year before and 

even 6.5 pp less than in 2014. From 2014 to 2018, 

employment increased by 10.7%, amounting to 

2,832.9 thousand, with an increase in the number of 

the part-time and full-time employees. In this period, 

the employment rate reached the level of 47.6%, 

which is its highest level since comparable data are 

available (2014–2018). In addition to significant 

reduction of unemployment rates, the structural 

improvements in the labour market have also been 

recorded. In the last four years, there has been a 

decrease in the youth unemployment rate from 

47.5% to 29.7%. The reduction of unemployment has 

been registered in all age groups. In addition to the 

youth category (15–24 years), a significant reduction 

in unemployment was also observed in the 25–34 

age group. There is also noticeable progress in the 

position of women in the labour market. The 

dynamics of women unemployment reduction are 

faster than in men aged from 20 to 44. There is also 

a noticeable increase in the activity rate for both 

genders of all ages, with somewhat faster dynamics 

in the female population.
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Labour market indicators by age group and gender 

2014                                                                                                                  2018 

                                   

In 2019 there were exceptionally favourable 

developments in the labour market. According to the 

ARS data, the unemployment rate at the interannual 

level decreased by 2.7 pp in the first quarter to the 

level of 12.1%. At the same time, total employment 

increased by 4.5%, with a formal growth of about 140 

thousand and a drop in informal employment of 

about 18 thousand persons. In the second quarter, 

the unemployment rate decreased from 1.6 pp to a 

record low of 10.3%. Total employment was 0.7% 

higher, with a further increase in formal employment 

by 62.7 thousand and a decrease in informal 

employment by 43 thousand persons, which is 

primarily the result of the efficient activities of 

inspection services in suppressing the grey economy. 

In addition to a significant decrease in the 

unemployment rate and growth in the total number 

of employees, structural improvements in the labour 

market were also recorded. The position of more 

vulnerable categories of the population, that is, the 

population of young people and women has been 

improved. Thus, the youth unemployment rate 

decreased from 27.5% to 24.4%, while for women it 

decreased by 1.6 pp to 11.0%. Also, the long-term 

unemployment rate was reduced by 1.3 pp to 6.1%, 

and the employment rate in the informal section of 

the economy by 1.7 pp to 19.3%. Favourable labour 

market developments are also confirmed by data 

from CROSO, according to which, in the period 

January–August, the number of employees increased 

by 50.9 thousand persons, i.e. 2.5%, interannualy. 

This is entirely the result of the increase in the 

number of employees in the private sector by 57.9 

thousand, while the employment in the public sector 

has decreased by 7 thousand persons. Sector wise, 

the processing and manufacturing industry is leading 

in the employment with 15.7 thousand newly 

employed workers, and within that, the production of 

food, motor and food products, recorded more 

significant growth. Another confirmation of the good 

results in the labour market is the data of the NES 

according to which, in the period January-August 

2019 the number of unemployed persons decreased 

by 55.6 thousand, or 9.3%, y-o-y. 

Movement of basic labour market indicators 

 
Source: SORS 
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The trend in post-2015 average earnings was 

significantly driven by the introduction of fiscal 

consolidation measures at the end of 2014. Thus, the 

average net earnings in the period from 2015 to 2017 

recorded the real cumulative growth of 1.3%. The 

high salaries growth has been recorded since 2018, 

which is partly the result of successfully implemented 

fiscal consolidation that created a favourable 

environment for wage growth. Also, wage growth 

during this period was influenced by the strong 

economic growth and then by an increase in the 

minimum labour cost, first from RSD 130 per working 

hour in 2017 to RSD 143 in 2018 and then to RSD 

155.3 in 2019. 

In 2018, the SORS changed the methodology of 

calculating the average salaries by obtaining the data 

required for the calculation from the records of the 

Tax Administration. The average salary, according to 

the new methodology, represents the calculated 

earnings for the reporting month, while the average 

salaries per municipalities refer to the residence 

municipality of employees thereof. The advantages of 

these changes are reflected primarily in the 

improvement of the quality of the obtained data, but 

also in the greater coverage of the data. 

The average net salary in 2018 amounted to RSD 

49,650 and increased nominally by 6.5% and in real 

terms by 4.4% compared to 2017. This growth was 

driven by an almost equal increase of earnings in both 

public and private sector. In terms of activity, the 

earnings growth was primarily a result of trade and 

production industry. The following areas also made a 

significant contribution to the overall increase in 

average earnings: retail, public administration and 

defence, health care, education and wholesale, then 

food production, preparation and serving of food and 

beverages, inland transport and pipeline transport 

and clothing production. Positive developments 

continued at a faster pace in 2019, which in addition 

to fiscal relaxation also influenced the increase in the 

minimum labour cost per working hour. Thus, in the 

January-July period, the average net earnings 

increased nominally by 10.1% and in real terms by 

7.7%, y-o-y, and it amounted to 54,278 dinars. The 

increase in average net earnings was recorded in all 

regions, with the largest being in the Belgrade region. 

As a result of the fiscal relaxation measures above all, 

the real wage growth in the public sector was 7.4%, 

supported by the 8.1% increase in private sector 

wages. Sector wise speaking, the largest contribution 

to the growth of average earnings, as in 2018, is made 

by trade and production industry. 

Extremely favourable developments so far, as well as 

the Government's commitment to increase the 

number of employees, as one of the priority goals of 

economic policy, have set a projection for the mid- 

term, according to which the positive developments 

in the labour market are expected to continue, and 

that will be reflected through the improvement of all 

labour market indicators, especially by further 

reducing of the unemployment rate to the level well 

below than what was expected in previous 

projections. Such expectations are, in particular, the 

result of continuous improvement of labour market 

conditions, development of labour market 

institutions, promotion of employment and inclusion 

of hard-to-employ persons in the labour market, as 

well as the support for regional and local employment 

policy. Likewise, the work is constantly being done to 

improve the workforce in terms of quality, as well as 

to invest in human capital, all with the aim to facilitate 

the general employment, especially in the part of the 

economy that has greater added value. Also, by 

intensified work of inspection services, and after the 

improvement of labour legislation and measures 

taken in the direction of labour tax relief, the 

reduction of the number of employees in the grey 

area will continue and their transfer to the contingent 

of formally employed persons will also continue. 

These measures will improve working conditions, in 

terms of workers' rights and insurance, and will have 

a positive effect on budget revenues. At the end of 

the midterm, the complex reforms of the education 

system and an adequate response to the needs of the 

economy are expected to be effectuated, while active 

measures of training, retraining and support to social 

entrepreneurship, will facilitate the availability of jobs 

to socially vulnerable categories of society, thereby 

further securing the inclusiveness of economic 

growth. In the mid- term, favourable trends in the 

labour market are expected to continue, which will be 

reflected in the further growth of average wages. For 

economic sustainability, the earnings growth in the 

mid-term and especially longer term should be based 

on productivity growth. This will require continued 

creation of favourable conditions for economic 
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growth, primarily through consumption increase and 

attraction of private investments. 

Monetary developments 

Having in mind the mid-term projection of inflation 

and manoeuvers of other macroeconomic indicators 

from the domestic and international environment, as 

well as the current low inflationary pressures, in 2019, 

the NBS, conclusive by the October meeting of the 

Executive Board, lowered the reference interest rate 

by 0.25 pp in July and August, to the new lowest level 

of 2.5% in inflation targeting regime. By relaxing the 

monetary policy, the NBS supports the growth of 

credit and economic activity. The foreign exchange 

holdings obligatory rate is at the level from the 

beginning of 2016, when it was last reduced to 20% 

for the obligatory maturity period of up to two years, 

or 13% for the obligatory maturity period over two 

years. In accordance with the dinarization strategy, 

the current obligatory RSD reserves for maturity 

period up to two years and over two years are lower 

and amount to 5.0% and 0.0%, respectively. 

The credit activity recorded high growth rates, in 

parallel with the resolution of the problematic 

credits. The growth in credit activity is supported by 

economic growth, improvements in the labour 

market and favourable debiting conditions. The 

economy and the population also made a positive 

contribution to the growth of loans, while the 

favourable structure of loans was maintained, 

primarily in the economy, where investment loans 

exceeded the loans for circulating assets.. At the end 

of August 2019, there was a nominal increase of 

overall credits of 10.1%, y-o-y. Commercial loans 

were higher by 11.6% and retail loans by 8.4%. If the 

effect of write-offs and sales of problematic loans in 

the economy were excluded, the interannual growth 

of loans to the economy, as well as the total loans, 

would be even more pronounced. The strategy for 

reducing the level of problematic loans, implemented 

in the second half of 2015, significantly reduced the 

share of problematic loans of the banking sector in 

total loans, by more than 17 pp and at the end of 

August 2019 it amounted to 4.9%. Thus, over four 

years, the problematic loans decreased by over 70%, 

and their share in total loans dropped to the lowest 

level since they were monitored. 

Problematic loans, billion RSD 

 

Source: National Bank of the Republic of Serbia 

Changes in the foreign exchange market in 2018 were 

marked by the relative stability of the exchange rate, 

with the prevailing appreciation pressures. Under the 

influence, above all, of the higher demand from 

energy derived products importers for foreign 

exchange, mild depreciation pressures prevailed in 

January 2019. However, good export performance 

above all, as well as the high level of foreign direct 

investments, has led to appreciation pressures again, 

since February. The strengthening of appreciation 

pressures was also influenced by the increase in 

banks' net indexed assets, the relatively high 

purchase of effective foreign currency and the net 

extension of banks' foreign currency position based 

on the use of non-resident payment cards. 

Nevertheless, developments in the foreign exchange 

market are stable, driven by a favourable 

macroeconomic situation and a reduced risk 

premium. The exchange rate in the January-

September period appreciated on average by 0.2% on 

interannual level. In order to mitigate the excessive 

short-term exchange rate fluctuations, the NBS 

intervened in the interbank foreign exchange market 

by selling 130 million of euros, in January and in the 

period February-September by net purchases of 2.2 

billion euros. 
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Exchange rates and NBS interventions in the foreign 

exchange market

 

Source: The National Bank of the Republic of Serbia 

At the end of September, foreign exchange reserves 

increased by EUR 2.1 billion to EUR 13.3 billion 

interannualy, which is the highest level since they 

were monitored. This was sufficient to cover M1 

money supply of 188% and six months of import of 

goods and services. The increase in foreign reserves 

was largely driven by NBS interventions in the 

domestic foreign exchange market, in the amount of 

foreign exchange net purchases of EUR 2.1 billion in 

the last nine months. 

Foreign exchange reserves and foreign currency 

savings, billion euros

 

Source: The National Bank of the Republic of Serbia 

Since the beginning of 2017, inflation has generally 

been within the tolerance range of the NBS target (3 

± 1.5%), with the exception in March and April 2018 

and August and September 2019, when, under the 

influence of the base effect, it was slightly below the 

lower limit of the tolerated deviation from the 

targeted goal. As a result, above all low inflationary 

pressures, supported by stable movements in the 

foreign exchange market, as well as good fiscal 

results, the inflation in 2019 are at a low level. In the 

period January–September, the consumer prices 

increased on average by 2.0% y-o-y, with the highest 

increase by 3.1% y-o-y recorded in April. The core 

inflation data, i.e. the rate of increase in consumer 

prices excluding food, energy, alcohol and cigarettes, 

indicate that inflation is low and stable. Between 

August 2017 until September 2019, it ranged from the 

low value of 0.8% to a high of 1.5%, y-o-y. Interannual 

inflation was 1.1% in September. The biggest impact 

on inflation in this period was primarily due to the 

increase in the prices of tobacco, pork meat and 

tourist arrangements, whose cumulative growth 

affected about two-thirds of the total consumer price 

growth.  

Inflation and reference interest rate, %

 

Source: National Bank of the Republic of Serbia 

The mid-term inflation projection is based on 

expected developments in the domestic and 

international environment. In the medium term, 

inflation is estimated to be at a low level, in the lower 

part of the NBS targeted corridor (3 ± 1.5%), with a 

gradual approximation to the central target value at 

the end of the projection period. Inflation will be 

mitigated by continued low cost pressures and 

sustainable growth in aggregate demand. In the 

opposite direction, gradually weakening effects of the 

exchange rate appreciation, will have their impact, as 

well as a slightly higher rise in regulated prices than in 

previous years, but also a low base of the price of 

vegetables. The key risks to the realisation of the 

inflation projection relate to developments in the 

international environment, and in particular to 

uncertainties regarding developments in the global 

commodity of primary products and financial market. 
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Inflation projection, % 

 

Source: National Bank of the Republic of Serbia and Ministry of 

Finance 

External sector 

In 2018, the volume of foreign trade exchange 

recorded the growth, and interannualy perceived, it 

was higher by 3.8 billion euros. The expansion in this 

segment of economic activity was followed by faster 

growth of goods import, which was increased by 

13.0%, while export reached the growth of 8.2%. With 

this dynamics of export-import flows, the foreign 

trade deficit was increased by 29.7%. However, this 

increase was largely driven by the larger needs of the 

economy for raw materials and equipment, which 

were extra imported by € 1.7 billion, while import of 

the consumer goods was up by € 421.8 million. In 

terms of structure, the import activity determined by 

the production needs of the economy contributed to 

the growth of 8.6 pp, while the contribution of the 

consumer oriented component was 2.2 pp. The 

progress of export of goods in this period was driven 

by export of basic metals rubber and plastic products. 

Chemical, mechanical and oil industries also made a 

significant contribution to the export progress. These 

five activities account for about two-thirds of export 

progress in this period and are another confirmation 

of the importance of FDI for our economy. 

Contributions to Import Progress Rate, Economic 

Purpose, pp

 

Source: SORS 

During the first eight months of 2019, the volume of 

foreign trade exchange continued to grow, with an 

interannual increase of 2 billion euros. The goods 

(f.o.b) were exported in the value of EUR 11.5 billion 

and imported for EUR 15.4 billion (c.i.f), which is an 

increase of 6.9% y-o-y and 8.7% y-o-y, respectively. 

Manufacturing production continues to be the driving 

force of commodity export growth for the first eight 

months of 2019 too. Within this sector, the most 

significant contribution is provided by the export of 

electrical equipment, machinery, rubber and plastic 

products, as well as the export of food products, 

which account for more than two-thirds of export 

growth in the observed period. The good farming 

season has provided a positive contribution from the 

agricultural sector to export growth. As in the 

previous period, the increase in import was largely a 

consequence of the larger needs of the economy for 

raw materials and equipment whose contribution to 

the overall growth of import was 5.2 pp. Within the 

manufacturing industry, the most significant surplus 

in this period was recorded in the food industry, the 

manufacture of rubber and plastic products, the 

production of motor vehicles and the manufacture of 

furniture. In the period January–August 2019, the 

coverage of merchandise import by export, expressed 

in euros, was 74.6%. 
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In terms of the impact on real GDP growth, net 

exports are expected to have a negative contribution 

of 1.5 pp by the end of 2019, which is less than in 2018 

when the negative impact was 2.4 pp. 

The most important foreign trade partners in the 
period January–August 2019 were the EU countries, 
which accounted for 67.1% of total export and 59.4% 
of total import. The largest share of total export 
(42.0%) during this period was directed to the 
markets of five countries: Germany, Italy, BiH, 
Romania and the Russian Federation. Import from 
Germany, China, Italy, the Russian Federation and 
Hungary represented 44% of total import. The surplus 
was completed in exchange with Montenegro, BiH, 
Northern Macedonia, Romania, Slovakia, Bulgaria, 
the United Kingdom, Croatia, Slovenia, Sweden and 
Moldova and amounted to just over 1.7 billion euros. 

Commodity exchange, mil. EUR

 
Source: SORS 

According to the NBS data, the share of the current 

account deficit of the payment balance in 2018 in GDP 

was 5.2%, unchanged in comparison to 2017. The 

31.2% increase in the commodity trade deficit was 

compensated by a 13.0% increase surplus in services 

trade and secondary income by 17.7%, as well as a 

lower primary income account deficit by 12.9%. 

Preservance of the unchanged balance of payments 

deficit contribution in GDP was also favoured with the 

nominal economic activity growth of 6.6%. 

Balance of payments developments, in the first eight 

months of 2019, are categorised by an increase in the 

current account deficit. In the period under review, 

the current account deficit amounted to EUR 2.1 

billion, and is higher up for 47.2% compared to the 

same period last year. The higher current account 

deficit is the result of an increase in the deficit of the 

goods and services account, which is higher by 422.1 

million of euros and a surplus decrease in the 

secondary income account by 193.5 mil. euro. At the 

same time, FDI inflows are steadily increasing and 

providing more than full coverage of the current 

account deficit. Also, FDI dispersion provides 

desirable distribution across sectors producing the 

exchangeable goods. The FDI net inflow amounted to 

EUR 2.4 billion and was increased by 34.7% 

interannualy. According to the structure of net FDI in 

the first half of 2019, the largest inflow is recorded in 

the manufacturing industry – 35.2%. Significant 

inflows were also registered in the construction, 

financial and transport sectors. In terms of 

geographical origin, 60.2% of total investments came 

from the EU during this period, and countries wise, 

the most significant came from the Russian 

Federation, the Netherlands, Switzerland, Germany 

and Luxembourg. In the period January–August 2019, 

there was also a net inflow on the basis of other and 

portfolio investments in the amount of 417.9 and 

193.7 mil. Euros, respectively. 

The total current account deficit in 2019 is expected 

to be around 2.7 billion euros, or 5.9% of GDP, with 

full FDI coverage. Also, a steady inflow of FDI is 

expected to continue, which should amount to 

around EUR 3.6 billion or 7.8% of GDP. 

Mid-term Macroeconomic Framework for the period 

from 2020 to2022 is projected to improve foreign 

trade flows that is based on modernization and 

expansion of production capacities in the tradable 

goods industries, enhancing competitiveness at the 

international market and the conquest of new market 

sections. The intensified investment cycle so far, is 

expected to have an impact onto export activity and 

make it more dynamic than import activity, 

compensating a reduction in external demand, due to 

slower projected euro area growth. Growth in 

commodities export in euros at an average rate of 

9.7% and import of 7.8% will reduce the external 

trade deficit of goods to 11.4% of GDP, from this 

year's 13.1%. Continued favourable movements in 

the services account and a further surplus growth 

over the three-year period are anticipated. The inflow 

from current transfers will be average 8.4% of GDP 

per year, with remittance revenues retaining the 

dominant component role. The net effect of current 

transfers and net factor payments over the next 

three-year period will be positive and will amount to 

around EUR 2 billion on average annually, which will 
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be sufficient to cover almost half of the external trade 

deficit balance sheet of goods and services. Such 

developments with the projected dynamics of 

economic activity will result in the reduction of the 

balance of payments current account deficit input to 

4.7% of GDP at the end of the projection period. 

Current account structure, % GDP

 
Source: Ministry of Finance, NBS, SORS 

It is important to emphasize that the structure of the 
financial account will be dominated by the share of 
FDI with a share in GDP of 5.8% on average per year. 
This inflow will also be the main source of financing 
the current account deficit. Improving the business 
environment and the growth of FDI, as well as their 
further diversification towards the exchangeable 
goods sector, will contribute to the continued 
progress of export and reinforcement of the external 
and internal macroeconomic balance. 

Current account deficit and FDI, % GDP

 

Source: NBS and Ministry of Finance 

Serbia's external position indicators continue to 

improve, increasing the resilience of the Serbian 

economy to financial shocks from the international 

environment. Improvement in external solvency 

indicators continued. The share of external debt in 

export of goods and services in the first half of 2019 

is lower than in the same period in 2018 and stands 

at 124.6%, well below the World Bank criteria of 220% 

and is a guarantee of sustainability of servicing. It is 

expected that the share in GDP of the total external 

debt will record a downward trend, mainly 

attributable to the stabilization and reduction of the 

share of public debt of the general government. 
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4. Risks of realization of the projection development of the GDP of the Republic of Serbia 

during the period from 2020 until 2022 
 

The mid-term scenario of economic activity in the 

Republic of Serbia is accompanied by a number of 

certain risks, one part of which comes from the 

international environment, while the other is related 

to internal factors.  

Taken together, the exogenous risks were identified 

as more pronounced to downstream. Trade tensions, 

and the protectionist measures taken in that context, 

generate uncertainty in the international commodity 

and financial markets. Price fluctuations, as well as 

frequent changes in consumer expectations and 

investors' confidence, confirm the hindered 

predictability of global circumstances for the 

economic growth. With regard to the commodity 

market, prices of primary products may have a dual 

impact on Serbia's economic growth. The 

development in oil prices above projected ones 

would have a negative impact on production costs, 

but would also change the structure of household 

consumption by increasing the share of imported 

goods, which would jointly slow the economic 

growth. Serbia has kept the role of a net exporter of 

base metals despite the decline in export, so that 

faster increase in their prices would favour economic 

activity and somewhat neutralize the effects of the EU 

measures. The increase in the prices of agricultural 

products on the international market would have an 

identical impact on economic growth. Developments 

in the international financial market are largely 

determined by the specific divergent policies of the 

FED and the ECB. Unfamiliarity's about future 

measures and the slower pace of policies 

normalization affect the behaviour of foreign 

investors and the availability of funding sources. The 

more evident slowdown in global economic growth is 

included in the mid-term scenario, with particular 

reference to uncertainties in Italy and a sharp drop in 

expectations regarding the future movement of the 

German economy, as well as the impact of 

uncertainty surrounding Brexit onto the EU economy. 

The perceived spill overs of these slowdowns onto the 

Serbian economy are reflected in the lowered 

expectations regarding the dynamics of foreign trade 

and the revision of export and import growth rates 

downwards for the year 2020, as well as the 

deteriorated expectations regarding the impact of net 

export onto the economic growth. In the accounting 

sense, the impact of Pristina's prohibition taxes is 

becoming weak, and it remains to be seen how much 

the signing of a Foreign Trade Agreement with the 

Euroasian Economic Union will affect the balance 

sheet of the Serbian economy in international trade. 

Risks related to movements in the commodity and 

financial markets are estimated as symmetrical, while 

the risks associated with the growth of the global 

economy and our most important foreign trade 

partners are negatively asymmetric. Although the 

resistance to external shocks has been increased by 

neutralizing internal and external imbalances, we 

should not lose sight of the fact that we are a small 

and open economy that is still significantly exposed to 

them. 

Endogenous risks are related to the volatility of 

agricultural production, efficiency in the 

implementation of public projects and the pace of 

implementation of the initiated reforms. Despite the 

improvement and modernization of the agricultural 

sector, the production of the main crop cultures is still 

significantly dependent on agro-meteorological 

conditions, which can lead to significant deviations 

from the long-term average agricultural production, 

on the basis of which the movement of this sector is 

projected. The scenario holds expectations based on 

this approach, and any discrepancies may be seen at 

the end of summer next year. The growth of 

construction in the coming period is based on the 

trends of this activity, predictive indicators and 

announced investments of the state. Dynamics and 

efficiency in carrying out public projects, as well as 

activities in the segment of building construction and 

production capacities, carry with them symmetrical 

risks. Industrial production trends are largely driven 

by external factors. However, the energy segment 

could contribute to the growth beyond expectations, 

if the reform processes were intensified and 

investments from the previous period were to be 

effectuated in the coming period. Also, the 

automotive industry carries a positive asymmetric 

risk, which would be materialized by the new model 
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in FAS. The public enterprise reform is the basis for 

raising the level of productivity and efficiency, which 

would devalue the production processes, increase 

competitiveness and expand the investment 

resources. The dynamics of implementation of these 

reforms are clearly reflected in the dynamics of 

overall economic growth swaying in the same 

direction, faster implementation of reforms brings 

faster economic growth and vice versa. The identified 

internal risks are anticipated to be slightly positively 

symmetrical. 

Projection of GDP movement, interannual  

growth rate, %

 

Source: Мinistry of Finance 
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II. FISCAL FRAMEWORK FOR THE PERIOD FROM 2020 TO 2022 

1. Mid-term fiscal policy goals 

The objective of fiscal policy in the mid-term is to 

continue and strengthen fiscal discipline, which 

provides a continuation of a downward trend in debt, 

thereby providing an impetus for economic growth. 

Following the successful completion of the 

Precautionary Arrangement, which backbone 

represented the fiscal consolidation program, a new 

IMF Arrangement was put in place, putting the 

structural reforms and their impact on growth at the 

forefront. The arrangement is expected to last 30 

months, until the end of 2020. The Policy 

Coordination Instrument is an extension of the 

implementation of structural reform programs aimed 

at maintaining macroeconomic and financial stability, 

job creation and accelerating of the economic 

growth. The programme of restructuring and 

privatization of large state-owned enterprises, such 

as RTB Bor, has further contributed to the 

improvement of the country's fiscal position, which in 

turn contributes to reduction of the fiscal risks arising 

from this segment of public finances. 

Unlike the period of fiscal consolidation, when the 

character of fiscal policy was restrictive but pro-

cyclical, during 2018 fiscal policy had a mild pro-

cyclical expansionary character. In 2017 and 2018, at 

the general government level, a fiscal surplus was 

achieved, although the budget planned a deficit. The 

fiscal surplus of 0.6% of GDP in 2018, with lower 

interest repayment costs, resulted in the 

accomplished primary fiscal surplus of 2.8% of GDP. 

The better fiscal result than planned, for 1.2% of GDP, 

directly affected the debt situation, and the 

downward trend in the general government debt, 

that started at the end of 2016, continued into 2018. 

Compared to the end of 2017, the public debt to GDP 

ratio was down more than 4 pp at the end of the last 

year. Responsible fiscal policy management has 

resulted in the creation of fiscal space in 2019 that 

enabled the relaxation of expenditures, in the area of 

wages, pensions and capital expenditures, on the one 

hand, and tax policy, through reducing the overall 

work load and abolishing, that is reducing of 

individual parafiscal levies, on the other hand. 

Good fiscal performance was also recorded during 

2019. In the first half of the year, at the general 

government level, a fiscal surplus of 0.7% of GDP and a 

primary fiscal surplus of 3.4% of GDP were achieved. 

The improved collection of revenues created the space 

for increasing the expenditure segment, so that the 

rebalance of the republican budget was adopted, 

without changing the primary goals. The fiscal deficit of 

0.5% of GDP was maintained, as well as the level of the 

general government debt of 52.9% of GDP, at the end 

of the year. The consistency of fiscal policy in 

implementing the measures adopted during 2019, 

combined with a favourable macroeconomic 

environment, will provide fiscal space for the coming 

period as well. The fiscal deficit is projected to be up to 

0.5% of GDP annually over the next three years, with 

the debt remaining on a stable and sustainable path, 

reaching 48.3% of GDP at the end of 2022. As in 2019, 

the fiscal space will be allocated in the coming year, to 

measures that contribute to the growth of economic 

activity. Fiscal policy will focus on ongoing reduction of 

the overall tax burden on labour, which will further 

relieve the economy, i.e. increase the competitiveness 

of the private sector. On the expenditure side, the 

priority will be given to the use of fiscal space in 

infrastructure and capital projects, as well as in the 

increase of pensions and salaries. In addition, the 

planned changes to the Law on Budget System will 

contribute to the stability of public finances and 

sustainability of the fiscal framework, which would, 

among other things, redesign a set of fiscal rules, 

general and special, including defined specific 

measures and consequences in case of their non-

compliance. Particular emphasis will be placed on 

amending the general rules relating to the public debt 

and general government deficits, as well as specific 

rules regarding the sustainable level of expenditures 

on salaries and pensions. 
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2. Fiscal developments in 2018 

At the end of 2018, a fiscal surplus of RSD 32.2 billion 

or 0.6% of GDP was achieved at the general 

government level, which is 1.2% of the GDP better 

than planned, given that the budget had planned a 

fiscal deficit in the same amount. In the same period, 

a primary fiscal surplus of 2.7% of GDP was achieved. 

The positive fiscal developments had a positive effect 

on the debt trajectory, so that the downward trend in 

the general government debt continued into 2018. 

The debt has been reduced by more than 4 pp down 

from 58.7% of GDP at end of 2017 to 54.4% at end of 

year 2018. 

The much better fiscal result was a consequence of a 

better public revenue realisation than planned. 

Revenues achieved a better result than planned by 

RSD 90.4 billion, or 4.5%. Tax revenues are higher by 

RSD 46.2 billion than the planned amount, or 2.6%. 

Non-tax revenues exceeded the plan by 45.1 billion 

dinars, i.e. 20.2%. In the category of tax revenues, 

significantly better accomplishment than it was 

planned, was recorded in social contributions, tax 

income and legal entities’ income tax. Due to higher 

than expected growth in employment and wages, the 

income from contributions and personal income 

taxes surpassed the plan in about 0.5% of GDP. Legal 

entities’ income tax has been carefully projected, 

given the volatility of movements in previous years 

and the lack of a reliable parameter for projecting this 

income. Profit tax collection exceeded the plan by 

0.5% of GDP. The much better collection of non-tax 

revenues compared to the plan is the result of 

unplanned one-off payments. Non-tax revenues were 

better than the plan by 0.9% of GDP. When the 

revenue projection for 2018 was created, out of the 

prudence principle, only superior to the structural 

ones, that is, permanent amounts of non-tax 

revenues, were included into the planned amount of 

non-tax revenues. The plan did not cover one-off 

payments such as the profit payments of the PE EPS, 

the collected claims of the Deposit Insurance Agency, 

payments based on premiums for re-issuing 

securities, etc. Fiscal space in 2018 was partially used 

to reduce the tax burden on labour. Increasing the 

non-taxable portion of earnings (census) from RSD 

11,790 to RSD 15,000, reduced the total burden of the 

average income (tax wedge) by 0.4 percentage 

points. 

The general government expenditures were higher 

than the planned ones by RSD 26.1 billion, or 1.3%. 

There was a significant change in the structure of 

expenditures itself, in relation to the initial plan, since 

some categories of expenditures performed below 

the plan (interest, subsidies), while other 

expenditures exceeded the planned amount (capital 

expenditures and expenditures for goods and 

services). The accomplished fiscal space enabled a 

more significant relaxation of the fiscal policy in the 

area of salaries and pensions, as well as for larger 

capital investments of the state. The abolition of the 

Law on Temporary Regulation of the Method of 

Payment of Pensions and with the beginning of the 

payment of the money amount as a pension increase, 

and on the basis of amendments to the Law on 

Pension and Disability Insurance, starting with the 

payment of the October pension, the total income for 

the pensioners with lower income, compared to the 

September pension, increased by at least 5%. In 2018, 

public sector employees’ salaries have increased in 

the range from 5% to 10%. Increasing the efficiency in 

the execution of capital expenditures, at the expense 

of lower interest rates, is a positive improvement in 

comparison to the previous period when 

infrastructure projects were limited by priority 

expenditures. The interest expenditures were lower 

in comparison to the plan by about 0.2% of GDP, while 

capital expenditures have excelled the plan by 0.6% 

of GDP. The most important cause for better 

execution is faster withdrawal of project loans and 

more efficient execution of funds on that basis. 

Capital expenditure execution in 2018 reached the 

level of 3.9% of GDP.  



Revised fiscal strategy for 2020 with projections for 2021 and 2022 

31 
 

3. Current fiscal developments and outlook for 2019 

 

The general government fiscal deficit in 2019, 

according to the most recent estimates, will amount 

to 0.5% of GDP. When draft was created for the new 

estimate of general government revenues, 

expenditures and result, the latest macroeconomic 

developments and estimates, fiscal developments 

during 2019, and the expected realization of certain 

one-off revenue and expenditure categories not 

covered by the plan, were taken into account. 

The estimated primary fiscal surplus of almost 1.6% 

of GDP in 2019 still remains one of the main factors 

that affect the decline in public debt to GDP ratio. This 

result shows that the previous fiscal consolidation 

measures have achieved the desired effects and that 

the public spending has been sufficiently reduced. On 

the other hand, favourable fiscal developments 

provided a stabilization of the interest expenditure 

levels in the previous period, viewed as a share in the 

GDP. This created the space for a certain fiscal 

relaxation that did not jeopardize the basic mid-term 

fiscal policy goals. 

Fiscal result of the general government in the 

period 2015-2019, % GDP 

 

Source: Ministry of Finance 

After stopping the growth of public debt in the GDP in 

2015 and the initial decline in the coming year, in 2017 

and 2018 there was a significant reduction in the share 

of a public debt in the GDP. The public debt level ratios 

are planned to decline from 68.8% of GDP in 2016 to 

52.9% of GDP at the end of 2019. The total and primary 

surplus in this period represent the most significant 

factor that influenced the reduction of the public debt to 

GDP ratio. Although there are risks that in the coming 

period, the movements in the international foreign 

exchange market may act in the opposite direction, the 

planned fiscal result trajectory provides for a further 

reduction of the public debt to GDP ratio. 

The fiscal result in 2019 has not been significantly 

revised in relation to the budgetary plan, but there has 

been a significant change in the structure of revenues 

and expenditures. The revenue projection was revised 

upwards by RSD 83 billion (May audit amounted to RSD 

46.3 billion), due to the significantly better realization of 

the majority of tax revenues and a portion of non-tax 

revenues. Expenditure projections were also revised 

upwards, to the amount of RSD 81.4 billion (May 

revision of 43.8 billion), but with significant changes in 

the structure. A positive change that stands out, is the 

increase in capital expenditures, compared to the plan, 

because of the significantly better execution. The 

revised estimate of capital expenditures is RSD 21 billion 

higher in comparison to the budget plan and amounts to 

RSD 236.9 billion for the level of the general 

government. This change is the single largest one and 

affects the productivity of public expenditures so as to 

create conditions for faster economic growth. Besides 

the pension expenditures, other categories of public 

expenditures have undergone changes in projected 

amounts for 2019, with certain changes resulting from 

methodological alterations in the coverage of public 

sector expenditures. The adopted Law on Amendments 

and Alterations to the Budget Law for 2019 harmonized 

with the current trends in public revenues and 

expenditures.  
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Contribution of individual factors to the correction of 

the fiscal result relative to the plan for 2019, % GDP 

 

At the end of August this year, the general government 

surplus amounted to RSD 37.2 billion, which is RSD 50.9 

billion better than the initial plan. According to the 

budget plan, a deficit of RSD 13.7 billion was foreseen in 

this period. Fiscal developments in this period of 2019 

reflect favourable macroeconomic trends, primarily in 

the labour market, which have contributed to better 

collection of public revenues (social contributions, 

personal income tax and value added tax).

Table 5. Revenues, expenditures and result of the government sector in 2019, in billions of dinars 

  plan 2019 
new estimate 

2019 
difference % change 

2019 new 
estimate, % 

GDP 

PUBLIC REVENUES 2,161.7 2,244.7 83.0 3.8 41.4 

Current revenues 2,146.3 2,228.4 82.1 3.8 41.1 

Tax revenues 1,915.6 1,978.6 62.9 3.3 36.5 

Personal income tax 188.2 201.6 13.4 7.1 3.7 

Corporate income tax 119.5 125.3 5.8 4.8 2.3 

Value added tax 539.1 543.9 4.8 0.9 10.0 

Excises 291.4 304.2 12.8 4.4 5.6 

Customs 47.1 46.9 -0.2 -0.4 0.9 

Other tax revenues 77.3 83.5 6.2 8.0 1.5 

Contributions 653.0 673.1 20.1 3.1 12.4 

Non-tax revenues 230.6 249.8 19.2 8.3 4.6 

Grants 15.4 16.3 0.9 5.8 0.3 

PUBLIC EXPENDITURES 2,190.4 2,271.8 81.4 3.7 41.9 

Current expenditures 1,954.6 2,014.6 60.0 3.1 37.2 

Expenditure for employees 501.6 514.4 12.8 2.5 9.5 

Purchase of goods and services 365.4 382.0 16.6 4.5 7.1 

Interest payment 106.4 112.9 6.5 6.1 2.1 

Subsidies 124.8 128.0 3.2 2.6 2.4 

Social assistance and transfers 783.8 794.9 11.1 1.4 14.7 

of which pensions 563.2 563.2 0.0 0.0 10.4 

Other current expenditures 72.7 82.5 9.9 13.6 1.5 

Capital expenditure 215.9 236.9 21.0 9.7 4.4 

Net lending 6.9 8.8 1.9 27.5 0.2 

Activated guarantees 13.0 11.5 -1.5 -11.8 0.2 

Result -28.7 -27.1 1.6  -0.5 

Result in % GDP -0.53 -0.50 0.0   

Source: Ministry of Finance
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Trends in the labour market during 2019, the growth 

of average wages, employment, and consequently 

the growth of consumption, had a positive impact on 

income on the basis of income tax and compulsory 

social security contributions. The growth of the 

calculated wage bill, over the period from January to 

July 2019 of about 12.8%, is in line with the 

accomplished growth of income from taxation of 

labour, in the period of their payment. By the end of 

2019, it is estimated that the total collection of labour 

taxes (including the social contributions) will be at a 

level higher than the original plan in over RSD 27 

billion, with some positive risk of achieving even 

better results. The estimate of income from other 

forms of personal income tax has also been increased 

compared to the plan, for over 6 billion dinars, 

primarily because of the individual payments 

estimated to be of one-off5 nature, and partly for 

better execution at the end of the previous year. 

The main determinants of VAT collection are total 

spending (C), effective tax rate and collection 

efficiency (C-efficiency). VAT is by far the second tax 

form in total public revenues, and its fluctuation is 

influenced by credit activity, movement of other 

sources of income, collection efficiency and the 

volume of the grey economy, structure of private 

consumption and foreign exchange trade. In the area 

of control and improvement of VAT collection 

efficiency, excellent results were achieved during 

2015 and 2016, while after that, the collection 

efficiency has been stabilized at the achieved level.  

The VAT estimate was adjusted upwards by RSD 4.8 

billion as a consequence of positive movement of 

these factors. According to the current projection, the 

gross collection of VAT will register an increase of 

about 9% in 2019, which is within the limits of the 

growth rate of disposable income. The movement of 

gross VAT collection is useful for the purpose of 

monitoring the year-over-year accomplishments and 

for making short-term projections, as it is not affected 

by changes in the dynamics of payment of VAT 

refunds. At the end of 2018, there was a significant 

acceleration in the payment of VAT refunds to the 

                                                                 
5 One part of this amount relates to the personal income tax based on dividends paid by Nikola Tesla Airport a.d. of about 0.8 billion. 

economy. The year 2019 was entered with fewer 

commitments from the state on this basis. The 

dynamics of payment of VAT refunds during 2019 are 

further accelerated, compared to the previous 

period, due to the shortened deadlines for payment 

of VAT (in relation to the maximum prescribed legal 

deadlines). The acceleration of disbursement is the 

result of increased efficiency and better organized 

control in this domain. 

Excise tax revenue collection has increased 

significantly compared to the amount planned for the 

2019 budget. Excise tax revenues encompass four 

major categories, namely: excise duties on oil 

products, tobacco products, electricity for final 

consumption and others (alcohol and coffee). 

Generally, the budgetary projection of revenues for 

2019, did not presuppose the change in the 

consumption of excise goods, but was rather based 

on regular adjustment of the excise duty burden. In 

the case of tobacco products, as every year, there is a 

planned decline in consumption, which has been a 

trend for years. 

The estimate revenue of excise duties on oil products 

has been increased due to slightly better results at the 

end of 2018, but also because of the present increase 

in final consumption during 2019. Excise tax revenues 

on tobacco products have been adjusted slightly 

upwards, in line with the results achieved so far in 

2019. Tobacco consumption data indicate that in 

2018, there was a slightly larger decline in the legal 

market than it was the long-term trend. During 2019, 

the collection of excise taxes on tobacco products 

suggests that there has been a stabilization or a slight 

recovery in this domain. 

Customs revenue move according to plan. However, 

their dynamics do not fully follow the movement of the 

import VAT. Customs revenues, in case there are no 

changes in customs rates, follow the movement of 

imports and changes in the exchange rate. During 

2017, 2018 and in the past period of 2019, the rate of 

increase in customs revenues was lower than the rate 

of growth of import VAT. Different trade agreements, 

duty-free regimes for the import of certain categories 
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of goods, changes in the customs fees, etc. as well as 

changes in the structure of imports, all affect the 

collection of customs revenue. In the previous period, 

there has been an increase in imports of goods which 

are not subject to customs duties, and therefore the 

deviation from the total import growth rate and the 

import VAT growth rate is greater. 

 Estimated income from corporate income tax was 

increased by RSD 5.8 billion compared to the amount 

planned for the 2019 budget. The revision of income 

tax revenues is largely caused by one-off factors. In the 

budget creation, the assumption of moderate growth 

of profitability of the economy in the Republic of Serbia 

was used, because at that moment the final business 

results were yet not known. During 2019, the Business 

Registers Agency released data on the growth of total 

corporate profitability in 2018 of about 12%. Different 

treatment of individual balance sheet items for 

accounting purposes with respect to taxation, the 

dynamics of advance payments, tax benefits, tax 

credits, tax refunds, etc. can lead to discrepancies in 

the tax collection trends in reference to profitability 

trends. However, the one-off event (giving the Nikola 

Tesla a.d. Airport to concession) has a more 

significant impact on the increase of corporate 

income tax revenue in 2019 in comparison to the 

budget projection. The airport has made 

extraordinarily high profits due to the payment of 

concession fee of by the concessionaire who took 

over the management of the airport in 2018. On the 

basis of the calculated profit, the corresponding tax 

on profit, in the amount of RSD 8.8 billion was paid. 

Other tax revenues increased from the original 

projection by RSD 6.2 billion. The reasons for the 

increase are: better performance at the end of the 

previous year, one-off payments on different bases 

and, to a large extent, better collection of property 

taxes at the local level. 

Non-tax revenues were revised upwards in the 

amount of RSD 17.4 billion. The original annual 

projection of non-tax revenue for 2019 contained the 

structural, i.e. permanent portion of non-tax 

revenues related to budget dividends and profits of 

public enterprises in the amount of RSD 19.2 billion. 

The revised estimate of non-tax revenue is the result 

of payment of the unplanned one-off income, and 

partly of the effects of methodological nature. The 

estimate of regular non-tax revenues (taxes, penalties 

and fees) has slightly increased compared to the 

budget plan. Unplanned revenues whose realization 

is included in the new estimate of non-tax revenues 

are: payment of NBS profit in the amount of 9.3 billion 

dinars, payment of the Deposit Insurance Agency of 

1.8 billion dinars, premiums for re-issuing of bonds 

and securities etc. Airport dividend payment was 

planned within the non-tax revenues but at a much 

smaller amount (without prejudice to the treatment 

of concession fees). The reasons for the increase in 

the estimation of non-tax revenues, due to 

methodological changes, are the inclusion of income 

and expenditure of social welfare institutions in the 

budget execution system.  
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ANT Payment – Super Dividend Treatment  
 
Concession revenue was paid in full amount in 2018 to Nikola Tesla Airport a.d. as the concession grantor. According to ANT's 
final account, the profit of this company before taxation, amounted to RSD 62.6 billion in 2018 and the net profit was RSD 53.2 
billion. 

ANT paid a corporate income tax of 8.8 billion dinars to the budget of the Republic of Serbia. According to the decision of the 
General Assembly of Shareholders, the amount of RSD 52.9 billion was allocated for the gross dividend. 

To the Republic of Serbia, which has a share of 83.5% in the total number of shares issued on the basis of dividend, was paid in 
the amount of RSD 44.8 billion. 

International standards in fiscal reporting distinguish between the payment of ordinary dividends and super-dividends, which is 
treated as a financial transaction, and recorded as a down payment, and has a character of withdrawal of equity. When the 
dividend payment in one year, exceeds the more common (average) dividend payment from the same enterprise in the previous 
couple of years, such payment has the character of a super-dividend and the super-dividend test is applied to its recording. The 
total payment is divided into the ordinary dividend (up to the average operating profit in previous years) and the super-dividend. 

Out of the total amount of dividend paid into the budget of the Republic of Serbia in the amount of RSD 44.8 billion, RSD 2.5 
billion was recorded as a regular dividend, within non-tax revenues, while the remaining, larger, portion in the amount of RSD 
42.2 billion was recorded as a financial transaction, that is, payment that has a super-dividend treatment. 

With such recording the international standards in fiscal reporting have been fully applied.

At the beginning of 2019, the scope of reporting on 

revenues and expenditures of indirect beneficiaries of 

the budget of the Republic of Serbia, was expanded. 

For the first time, the Institutions for Social Protection 

are included in the budget execution system6. It is 

estimated that the level of income and expenditure of 

social welfare institutions on this basis, will reach 

about 11 billion dinars. 

The estimate of collection of regular non-tax 

revenues of local self-government entities, remained 

at approximately the same level. 

In accordance with the new estimate of the fiscal 

framework for 2019, total expenditures are higher by 

RSD 81.4 billion or 3.7% compared to the budget plan. 

In addition to the amount, the structure of 

expenditures in relation to the budget plan for 2019 

has also been changed. Key changes in expenditures 

in 2019 relate to: much better realization of capital 

expenditures than planned, recording budget 

expenditures on the basis of solving the problems of 

citizens who had loans in Swiss francs, changes in 

interest disbursements due to optimization of the 

public debt structure, including engagement of large 

groups of indirect beneficiaries (social welfare 

                                                                 
6 Indirect beneficiaries were covered by the plan when the annual budget was drafted, as well as with the final account, but were not covered by 
interim reporting because they were not included into the system of budget execution. Since 2015, certain categories of indirect beneficiaries 
(judicial authorities, cultural institutions, penal institutions and social welfare institutions) have been included into the specific system of budget 
execution. 

institutions) into the system of budget execution. 

In the period January-August, public expenditures are 

growing at a rate of 7.9% compared to the same 

period in 2018, and total growth is expected to 

accelerate by the end of the year, after the adoption 

of the Law on Alterations and Amendments to the 

Budget Law for 2019 year. 

The realization of expenditures for employees by the 

end of 2019 will be 12.8 billion dinars higher than the 

amount planned by the budget. This change is the 

result of multiple factors. Inclusion of social welfare 

institutions now fully covers the earnings of 

employees with these indirect beneficiaries. The 

effect of this methodological change is RSD 4.5 billion. 

Another contributing factor to the increase in 

employees' expenditures in comparison to the 

original amount was the adopted increase in public 

sector salaries, which fluctuates within the range 

from 8% to 15%. The aforementioned increase refers 

to November earnings with December 2019 pay-out. 

The expenditures for employees, in line with these 

changes, reach 9.5% of GDP at the end of 2019. In the 

next period, as a part of the reform of the fiscal rules, 
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the new sustainable limits for these expenditures in 

the GDP will be set. 

Expenditures for the purchase of goods and services, 

in accordance with the revised budget of the Republic 

of Serbia and projections for other levels of 

government, will be 16.6 billion dinars higher than the 

budget plan for 2019. Out of this amount, around RSD 

2 billion relates to social welfare institutions. The rest 

of the increase is the result of stronger consumption 

at the local level, and more significant increase is also 

recorded with PE “Roads of Serbia”. The maintenance 

of the existing road network in charge of this public 

company is treated as an expense for the purchase of 

goods and services. 

Interest expenses increased by RSD 6.5 billion 

compared to the budget plan. During 2019, a decision 

was made to prematurely redeem the Eurobonds in 

the amount of $ 1.1 billion, which are due in February 

2020 and September 2021. This will have an impact 

on the growth of interest expenditures in the amount 

of RSD 6.5 billion, compared to the plan in 2019, but 

it will also affect the reduction of future interest 

liabilities on the basis of these loans. At the same 

time, a new emission of Eurobonds was carried out at 

much more favourable interest rates, thus improving 

the interest structure of the debt. 

Expenditures on pensions have not been revised 

within this fiscal framework, as their implementation 

is in line with the planned dynamics. The share of 

pension expenditures in GDP is currently at the level 

of 10.4%, and by the end of 2019, the new rules will 

be established for individual pension indexation and 

the limit within which the share of this form of 

expenditure would fluctuate in the GDP. Other social 

protection expenditures will be for RSD 11.1 billion 

higher than planned. This difference is largely the 

consequence of a one-off payment to pensioners in 

the amount of RSD 8.7 billion, with a combination of 

movements of various forms of social benefits, with 

higher expenditures for 'parental allowance' than it 

was planned and less implementation of several 

other forms of social protection.  

Expenditures for subsidies will be higher for 3.2 billion 

dinars than the planned amount, primarily because of 

the method of recording the amount intended to 

solve the problem of loans to citizens who have 

credits in Swiss francs. The adopted Law on the 

Conversion of Housing Loans Indexed in Swiss Francs 

regulated this issue, where the fiscal effect of the Law 

amounts to RSD 8.9 billion. In this case, a five-year 

government bond is to be issued for the benefit of 

commercial banks. In accordance with the 

international accounting and statistical standards, 

this activity is shown in its entirety as an expense for 

the period in which the bonds were issued. On the 

other hand, the smaller increase in subsidy 

expenditures compared to the amount intended to 

settle the loans in Swiss francs, was largely influenced 

by the decrease in the amount of subsidies at the local 

level. This revision is of a methodological nature and 

was caused by changes in the way that the public 

transport financing in Belgrade is presented. 

Guarantee based expenditures and expenditures for 

budget loans in 2019 in cumulative amount, have not 

changed significantly in the new fiscal framework. 

Other current expenditures have been increased 

compared to the budget plan for RSD 9.9 billion 

partially due to increased execution at PE “Roads of 

Serbia” and partly due to payment on the basis of 

court judgment decision in relation to the company 

“Energo-zelena”.
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Table 6. Revenues, expenditures and result of the general government sector, January–August, in billion dinars 

 I–VIII 2018 I–VIII 2019 I–VIII rate у % 

PUBLIC REVENUES 1,362.1 1,462.0 7.3 

Current revenues 1,356.7 1,455.7 7.3 

Tax revenues 1,184.0 1,296.8 9.5 

Personal income tax 112.3 129.5 15.2 

Corporate income tax 83.6 95.6 14.4 

Value added tax 321.3 352.1 9.6 

Excise 187.9 199.8 6.3 

Customs 27.7 30.3 9.1 

Other tax revenues 50.9 56.1 10.3 

Contributions 400.2 433.4 8.3 

Non-tax revenues 172.7 158.9 -8.0 

Grants 5.4 6.2 16.1 

PUBLIC EXPENDITURES 1,320.0 1,424.8 7.9 

Current expenditures 1,188.7 1,283.0 7.9 

Expenditures for employees 310.5 334.9 7.9 

Purchase of goods and services 208.5 230.0 10.3 

Interest payments 82.1 85.6 4.2 

Subsidies 62.0 63.1 1.7 

Social assistance and transfers 485.3 514.6 6.0 

of which pensions 345.4 373.5 8.1 

Other current expenditures 40.3 54.8 36.0 

Capital expenditures 113.9 131.4 15.4 

Net Lending 3.9 3.3 -15.1 

Activated guarantees 13.6 7.1 -47.4 

Fiscal result 42.0 37.2  

Source: Ministry of Finance

Public investment is expected to be larger than the 

planned. This is the category of expenditure that has 

the single largest upward adjustment. Capital 

expenditure execution in the period January–August 

2019 increased by 15.4% compared to the same 

period of the previous year. Capital expenditure 

reaches a level of 4.4% of GDP in 2019, which 

indicates a much more efficient implementation of 

this form of expenditure. The state of arrears (over 60 

days of delays)* of budget beneficiaries and 

compulsory social security organizations on the last 

day of June 2019 amounted to RSD 2.5 billion (about 

0.05% of GDP), and was decreased in comparison to 

the end of 2018. Budget users and PE “Roads of 

Serbia” created arrears in payment of 1.2 billion 

dinars, while the arrears of the mandatory social 

security organizations were 1.3 billion dinars. 

 

Table 7. Arrears of budget users and OCSI, over 60 days, in billions of dinars 

Source: Ministry of Finance*  
In accordance with the definition used in monitoring the implementation of the IMF arrangement. 

 

 

  31.12.2018 30.6.2019. 

Budget users and PE „Roads of Serbiaˮ  2.1 1.2 
ОCSI 1.3 1.3 
TOTAL 3.4 2.5 
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S0 indicator of short-term fiscal sustainability 
 

The European Commission has designed a composite 

indicator S0, which seeks to anticipate fiscal stress in 

the coming year by identifying potential short-term 

risks in the current year, in order to assess the short-

term fiscal sustainability. If the value of the S0 

indicator exceeds the defined threshold, the country 

is considered to be at short-term risk to fiscal stress. 

In addition to the values for the overall indicator, the 

values of the sub-indexes and their components are 

also considered, so as to locate the source from which 

the risk originates. The S0 composite indicator 

consists of two sub-indexes, which contain a number 

of variables of fiscal and macro-financial 

sustainability. The values of these sub-indexes below 

the defined threshold indicate the absence of short-

term fiscal risk. 

In 2018, the values of the S0 indicators as well as of 

both sub-indexes for the Republic of Serbia are below 

the defined thresholds, which in principle indicates 

that there is no short-term risk of any macroeconomic 

instability, and that there are no prominent risks 

arising from the spheres covered by the sub-indexes. 

The fiscal stability achieved through fiscal 

consolidation has been maintained throughout 2018, 

resulting in the complete elimination of risks from the 

fiscal sub-index sphere, since none of the 

components of this sub-index does not exceed the 

defined threshold. The value of the macro-financial 

sub-index is also unchanged in the observed year, so 

we say that in this sphere, in principle, there are no 

challenges that would lead to the activation of fiscal 

risks. 

The successfully maintained macroeconomic and 

fiscal stability, established in the previous period, 

provides space for further relaxation of fiscal policy in 

the next period too. 
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Based on the data of the European Commission for EU 

countries for 2018 and the Ministry of Finance 

calculations for the Republic of Serbia, for 2016, 2017 

and 2018, we may conclude that none of the 

observed countries was exposed to the short-term 

risk of the realization of the fiscal stress, since the 

value of S0 nowhere exceeds the defined threshold 

anywhere. Some countries face fiscal and macro-

financial challenges, while the Republic of Serbia, 

together with most of the EU countries, is still within 

the defined thresholds of the S0 indicators. 

The calculation of the S0 indicators for the Republic 

of Serbia, made by the Ministry of Finance, is based 

on the methodology of the EC.7 

 

 

 

 

 

 

 

                                                                 
7 A more detailed definition of the S0 indicators as well as the description of the methodology and results used, may be found in the Fiscal Strategy 
for 2018 with projections for 2019 and 2020 via the link 
http://www.mfin.gov.rs/pages/issue.php? id = 8382 and the EC “Fiscal Sustainability report 2015”, January 25, 2016, 157–158. 

Variable name Criterion Threshold 
Signal 
power 

Values for the Republic of Serbia, % 

2015 2016 2017 2018 

Fiscal subindex < 0.36 0.28 0.41 0.19 0.00 0.00 

1. Fiscal balance, % GDP > -9.61 0.07 -3.46 -1.19 1.10 0.64 

2. Primary balance, % GDP > 0.23 0.13 -0.47 1.71 3.64 2.78 

3. Cyclically adjusted balance, % GDP > -2.5 0.23 -3.05 -1.21 1.35 0.52 

4. Stabilizing primary balance, % GDP < 2.34 0.08 0.42 -0.37 -0.48 -1.42 

5. Gross general government debt, % GDP < 68.44 0.12 71.25 68.80 58.69 54.40 

6. Gross general government debt, y-o-y change % GDP < 8.06 0.12 3.75 -2.45 -10.11 -4.29 

7. Short-term general government debt, % GDP  < 13.2 0.20 12.87 13.00 9.42 7.55 

8. Net general government debt, % GDP < 59.51 0.20 71.25 68.80 58.69 54.40 

9. Total needs for financing, % GDP < 15.95 0.26 14.93 13.17 10.65 8.93 

10. Interest rate and GDP growth rate differential < 4.8 0.08 1.17 -0.57 -1.26 -2.67 

11. Public expenditure of general government, y-o-y change, % GDP < 1.9 0.11 -2.44 -0.81 -1.54 0.49 

12. Final consumption of general government, y-o-y change, % GDP < 0.61 0.07 -1.70 -0.40 0.20 0.40 

Subindex of financial competitiveness < 0.49 0.55 0.27 0.27 0.27 0.27 

1. International investment position, net, % GDP > -19.8 0.29 -91.62 -94.94 -94.49 -91.00 

2. Net household savings, % GDP > 2.61 0.33 23.46 24.57 24.80 23.64 

3. Private sector debt, % GDP < 164.7 0.18 42.19 44.52 43.45 42.20 

4. Loans to private sector, % GDP < 10.7 0.37 1.80 1.31 1.00 0.88 

5. Short-term debt of non-financial institutions, % GDP < 15.4 0.2 6.97 5.99 6.29 5.81 

6. Short-term household debt, % GDP < 2.9 0.21 1.50 1.10 1.27 1.13 

7. Construction, % GVA < 7.46 0.22 4.50 4.70 5.00 5.50 

8. Current account balance, three-year movable average, % GDP > -2.5 0.34 -4.90 -4.00 -3.90 -4.40 

9. Real effective exchange rate, three year change, % < 9.67 0.11 -2.73 -0.90 -8.50 -3.40 

10. Nominal unit labour costs, three year change, % < 7 0.18 0.30 -4.80 -1.90 0.50 

11. Return rate to state securities  > 0.59 0.37 4.55 5.00 2.01 2.01 

12. GDP, real growth > -0.67 0.1 1.80 3.30 2.00 4.40 

13. GDP per capita based on purchasing power parity, % GDP USA > 72.7 0.22 26.70 27.08 27.65 27.97 

S0 indicator < 0.46 0.55 0.32 0.24 0.18 0.18 

Source: Calculation of the Ministry of Finance        



Revised fiscal strategy for 2020 with projections for 2021 and 2022 

40 
 

 

 

4. Fiscal projections for the period 2020–2022

In the following mid-term period, the goals of fiscal 

policy are aimed at the maintenance of fiscal stability, 

which leads to further decrease of the public debt to 

GDP ratio. The mid-term fiscal stipulates the general 

government deficit at the level of 0.5 percent of GDP 

by 2022 and decline of the public debt below 50 

percent of GDP. The projections of fiscal aggregates 

in the period from 2020 to 2022 are based on 

projections of macroeconomic indicators for the 

stated period, planned tax policy which includes 

further harmonization with the EU laws and 

directives, fiscal and structural measures, as well as 

further reform of large public enterprises. Owing to 

fiscal consolidation measures, the fiscal space for new 

policies has been created in the previous period. 

Fiscal space represents the positive difference 

between the targeted and the expected deficit, that 

is, the available deficit funds that result from the 

difference between expected and allocated 

expenditures. Fiscal space will be used in 2020 for the 

increase of capital investments, increase of the 

pensions and increase of the salaries in public sector 

and for the reduction of tax burden of the economy. 

These measures and their fiscal implications are 

designed in such a manner that they do not endanger 

the stability of public finances and pace of the public 

debt reduction and on the other hand, to raise the 

living standard of the population and accelerate 

economic growth. In case the income is better than 

projected, additional fiscal space will be created. Any 

additional space in the forthcoming period will be 

development oriented, that is, it will be used to 

reduce the tax burden on earnings or for new capital 

investments. 
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Table 8. Fiscal aggregates in 2018–2022, % of GDP 

Description Realization Estimate Projection 

  2018 2019 2020 2021 2022 

Public revenues 41.5 41.4 40.2 39.4 38.7 

Public expenditures 40.9 41.9 40.7 39.8 39.2 

      

Consolidated fiscal result 0.6 -0.5 -0.5 -0.5 -0.5 

Primary consolidated result 2.7 1.6 1.5 1.3 1.2 

      

General government debt 54.4 52.9 51.4 50.1 48.3 

Real GDP growth rate 4.4% 3.5% 4.0% 4.0% 4.0% 

Source: Ministry of Finance

The main objectives of fiscal consolidation and the 

IMF programme were precisely the stabilization of 

public finances and the reduction of the public debt 

to GDP ratio. The reduction of the debt was closely 

related to the decrease of deficit as main factor of 

indebtedness, so that the dynamics of lowering of the 

deficit determines also the change of the debt 

movement. Financial transactions, such as the 

replacement of the expensive debt with a cheaper 

one, as well as better position of the state at the 

international financial market will contribute to 

further decrease of the debt. 

Fiscal result and general government debt, % GDP

 

In the following period, the general government 

deficit will be stabilized at the level of about 0.5% of 

GDP, which is a sustainable level that allows the 

continuation of the downward trend in the public 

debt. With expected macroeconomic performances, 

in the following mid-term period, the level of public 

debt should be lowered to below 50 percent of GDP. 

The good results of fiscal consolidation provided 

moderate relaxation of fiscal policy, primarily with 

regards to expenses, in the form of increase of public 

investments, abolishment of measures of crisis and 

increase of salaries and pensions but in such a manner 

that their participation in GDP is not increased. With 

regards to income, the main priority is still the further 

reduction of the tax burden on the earnings. The 

process of restructuring of public and former social 

companies is continued so as to reduce the burden to 

public finances and complete economy. In case of 

favourable macroeconomic and fiscal developments 

and accomplishment of better results, the created 

fiscal space might be used for further tax unburdening 

of economy. 

The projection of income in the period from 2019 to 

2021 was completed on the basis of following:  

 Projection of movement of the most important 

macroeconomic indicators: GDP and its 

components, inflation, foreign exchange rate, 

foreign trade exchange, employment and earnings; 

 Valid and planned changes in tax policy; 

 Estimated effects of fiscal and structural measures 

in the following period. 
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Table 9. Total revenues and grants in 2018–2022, % of GDP 

Description Realization Estimate Projection 

 2018 2019 2020 2021 2022 

PUBLIC REVENUES 41.5 41.4 40.2 39.4 38.7 

Current revenues 41.2 41.1 39.9 39.1 38.5 

  Tax revenue 36.0 36.5 35.8 35.4 34.9 

Personal income tax 3.5 3.7 3.7 3.7 3.7 

Corporate income tax 2.2 2.3 2.0 1.9 1.8 

Value added tax 9.9 10.0 10.0 9.9 9.7 

Excises 5.7 5.6 5.3 5.1 4.9 

Customs 0.9 0.9 0.9 0.9 0.9 

Other tax revenues 1.5 1.5 1.4 1.4 1.3 

Contributions 12.2 12.4 12.4 12.5 12.5 

  Non-tax revenues 5.3 4.6 4.1 3.7 3.5 

Grants 0.3 0.3 0.3 0.3 0.2 

Source: Ministry of Finance

The most significant tax policy measures in 2020 will 

be the reduction of the pension and disability 

insurance contributions at the expense of the 

employer by 0.5 percentage points and the increase 

of the non-taxable part of earnings from RSD 15,300 

to RSD 16,300. In addition, fiscal consolidation 

measures are foreseen to be completely abandoned, 

which, with the one-off nature of individual revenues 

in 2019, will be reflected in a larger decline of non-

taxable revenues in 2020. The tax revenue projection 

involves maintenance of the existing level of payment 

collection. 

The prevailing form of personal income tax is wage 

tax, so the movement of the earnings and 

employment mass are the main factors that influence 

the movement of this tax form. Reduction of the tax 

burden on earnings will have a negative effect of 

around 3 billion dinars on earnings tax revenues, but 

it is expected that the earnings and employment 

increase should fully compensate for this loss. In the 

following period, the earnings mass bill is expected to 

grow faster than nominally of the GDP, as a 

consequence of favourable developments in the 

labour market, above all, employment growth, so 

that the income from earnings tax shall also increase, 

in terms of participation in the GDP. The increase of 

the minimum wage will affect the growth of the total 

wage mass in the economy. The estimation is that the 

effect of increase of the minimum wage on the 

income would be RSD 8.5 billion. 

Other forms of personal income tax (dividend tax, 

interest income tax, annual income tax, etc.) shall 

grow more slowly, that is, in line with the trend of 

general economic activities, so that a stable level of 

income is expected on the basis of earnings tax, in 

terms of participation in the GDP. The fight against 

the grey economy is crucial in taxes on earnings, given 

the large number of undeclared workers and the 

payment of salaries directly on hand. In recent years, 

the controls have been intensified and sanctions have 

been strengthened, which has given results in 

combating the grey economy in the area of work and 

employment, but it is important to carry on with the 

continuous engagement in this field, in the following 

period. 

Reduction of the tax burden on earnings will have a 

negative effect of about 10 billion dinars on income 

on the basis of contribution. The wage mass increase 

is expected to be higher than nominal GDP increase, 

so that it would fully compensate for this loss. The 

trend in participation of this public income in the GDP 

has a similar trajectory as the movement of the tax 

income participation, considering that the same 

assumptions about the movement of earnings and 

employment were used for their projection. 

Contributions are the tax category where tax 

indiscipline is most pronounced and where the 

taxpayers' largest debt is recorded, so that the 

consequences of a possible increase in fiscal 

indiscipline, are most visible in this form of tax. 
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Income from the corporate income tax in the period 

from 2020–2021 will depend on the path of economic 

growth, relative stability of dinar exchange rate and 

general profitability of economy. The estimation of 

income on this basis may be uncertain due to both 

economic factors and the possibility of usage of tax 

credit or refund, as well as the difference in 

accounting and tax balances. The jump in 2019 is the 

result of one-off factors that have influenced the 

increase of taxable income in 2018. Corporate income 

tax projection also includes the effects of the 

implementation of the Law on Conversion of Loans 

indexed in Swiss francs on the basis of the anticipated 

tax credit to commercial banks in the amount of 2% 

of the remaining debt. This effect is estimated to be 2 

billion dinars. 

The movement of value added tax revenues is 

characterized by a relatively stable participation in 

the GDP. The main determinant of VAT movements is 

domestic demand led by the available income. The 

available income, as the largest determinant of the 

consumption, depends on the movement of salaries, 

pensions, social assistance and other forms of 

income, including remittances, as well as on the credit 

activity dynamics of the banks towards the 

population. In the forthcoming period, the income 

from foreign tourists' consumption shall also have a 

greater significance. The relaxation of fiscal policy in 

the area of public sector salaries and pensions will 

also contribute to the growth of available income of 

the population. As with the personal income tax, the 

risks for the realization of the VAT projection in the 

forthcoming period refer to the movement of 

earnings in the private sector, the growth of 

economic activity, as well as on the degree of the grey 

economy, i.e. the efficiency of its reduction. 

The results of more efficient payment collection and 

control of taxpayers are evident and this trend is 

expected to continue in the following period, with the 

fact that the effects of fighting the grey economy are 

not explicitly included in the mid-term projection of 

public revenues. The increase in the level of VAT 

collection in terms of implementation of independent 

anti-evasive measures in the field of value added tax, 

has given certain results in the past period. In this 

segment, there is room for further improvements, 

through strengthening and modernizing of the tax 

administration. 

The projection of the income from excises was 

executed on the basis of the valid excise policy and 

projected consumption of excise products. Within 

excise policy with tobacco products, further gradual 

harmonization with the EU directives in compliance 

with mid-term plan of gradual increase of excise 

burdening is expected. In case of cigarettes, it will be 

directed through gradual increase of excises, so that 

within the acceptable time frame, the EU minimum of 

1.8 EUR per pack would be achieved. In the following 

period, further decline of the market of tobacco 

products is predicted, on average of about 3 percent 

annually. Unlike tobacco products, the situation at 

the market of oil derivatives is significantly less 

volatile. Better control and effects of oil derivative 

marking reduced the possibility and profitability of 

illegal activities. Better control and effects of marking 

the oil derivatives, reduced the possibility and 

profitability of illegal activities. The projection of 

excise tax revenue on oil products presumes the 

unchanged consumption of oil derivatives, although 

the acceleration of economic activity may be 

expected to contribute to the consumption growth. 

Excise tax revenues on alcoholic beverages, coffee 

and electricity are projected in line with the existing 

consumption structure. The current nominal excise 

duties on alcoholic beverages and coffee are in line 

with the expected inflation rates in the mid-term. 

During the year 2015, an ad valorem excise duty of 

7.5% was introduced on electricity for final 

consumption. For the period from 2020 to 2022 the 

annual revenue from this excise tax was planned to 

be in the amount of RSD 17–18 billion, taking into 

account the current annual consumption and current 

prices. 

Customs income shall be stabilized at 0.9% of the GDP 

in the following period. The customs income 

projection was created on the basis of the projected 

movement of import, exchange rates and 

consumption. A slight decrease in the participation of 

other tax revenues in the GDP is projected. The most 

significant tax revenue in this category is the property 
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tax, with a share of about 70 percent. The nominal 

increase of this income might be expected on the 

grounds of basis extension. The increase of the 

collection payment rate, through an increase in the 

scope of real property for which the tax is payable 

(that is, on the grounds of tax base extensions), is not 

included in mid-term projections and represents a 

positive risk. In addition to the property taxes, the 

other tax revenues include taxes on the using, holding 

and carrying of goods, and other forms of tax at the 

local level. They are designed pursuant to inflation 

movements, since the inflation component is 

embedded into the significant portion of these tax 

forms. The foreseen amendments to the Law on taxes 

on using, holding and carrying of goods, which are 

related to the payment of taxes for carrying weapons, 

tax exemption for the use of vessels for which the 

Ministry of the Interior is liable, as well as the 

introduction of a tax exemption for hybrid vehicles, 

have no significant effect to total revenues on this 

basis. 

The participation of non-tax income in the GDP is 

projected to decline from 5.3 percent which was the 

income in 2018 to 3.5 percent which is expected to be 

in the year 2022. In 2019, the reduction of the 

obligation of payment of funds on the basis of the 

reduction of earnings for one part of the public sector 

is predicted has been reduced, while next year it is 

planned to completely abolish this measure that was 

a significant source of income during the fiscal 

consolidation process. The effect of the abolishment 

is estimated to be RSD 13.4 billion in the year 2020. 

Another reason for the decrease in the projected 

participation of non-tax revenues in the GDP, is the 

exclusion from the base year 2019 of all those 

revenues that are not considered structural, i.e. 

permanent, and it primarily refers to the 

extraordinary categories of non-taxable income. 

Most part of these revenues is extraordinary 

payments of profits of public companies and 

agencies, budget dividends, revenues from collected 

claims of the Deposits Insurance Agency, premiums 

on issue, etc. Regular non-taxable income include 

various taxes, fees, penalties, revenues from bodies 

and organisations and all other revenues that are 

generated on constant dynamics throughout the 

year. These non-taxable revenues are being indexed 

with the realized inflation in the previous year, or yet 

follow the change in the value of the basis to which 

they are applied and are therefore adjusted by the 

projected inflation itself. 

The process of approaching the EU membership 

increases the funds available from IPA and IPARD 

funds, which represent the prevailing part of 

donation income. The projected income on the 

grounds of donations also includes the funds from the 

EU sectoral budget support. Income from donations 

is neutral in reference to the result, considering that 

they are equal to expenditures, on these grounds. 

The responsible fiscal policy, combined with good 

macroeconomic performances has led to the creation 

of a fiscal space that will be used on the expenditure 

side, above all, to relax the salary and pension policies 

and increase capital investment as an essential 

component of economic development. Special 

attention is paid to the improvement of efficiency in 

realization of the state capital investments. The social 

component of the budget will be enhanced by better 

targeting of social assistance programmes and larger 

allocation to health and education functions. From 

2019, salaries will be stabilized in terms of 

participation in the GDP, and the indexation method 

for pensions will be defined. Only salaries and 

pensions together, constitute over 50 percent of the 

expenditure on the level of the general government 

and their stabilization is of crucial significance for the 

sustainability of the public finances.
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Table 10. Total expenditure in the period 2018–2022, % of GDP 

Description Realization Estimate Projection 

 2018 2019 2020 2021 2022 

PUBLIC EXPENDITURE 40.9 41.9 40.7 39.9 39.2 

Current expenditure 36.4 37.2 35.9 35.0 34.3 

  Expenditure for employees 9.3 9.5 9.5 9.5 9.5 

  Purchase of goods and services 6.8 7.1 6.8 6.7 6.6 

  Interest payment 2.1 2.1 1.9 1.7 1.6 

  Subsidies 2.2 2.4 2.0 1.8 1.8 

  Social assistance and transfers 14.7 14.7 14.2 13.9 13.5 

     to pensions 10.4 10.4 10.2 10.0 9.8 

  Other current expenditure 1.4 1.5 1.5 1.3 1.3 

Capital expenditures 3.9 4.4 4.5 4.6 4.7 

Net lending 0.1 0.2 0.2 0.2 0.2 

Activated guarantees 0.4 0.2 0.1 0.1 0.1 

Source: Ministry of Finance 

One part of fiscal space will be used for the increase 

of earnings in the general government sector in the 

amount of 44 billion dinars. Since these are total 

labour costs, i.e. the sum of earnings which includes 

taxes and contributions, the net effect to fiscal result 

will amount to 26 billion dinars, which is 0.4 percent 

of the GDP. The reduction of salaries, prohibition of 

employment and rationalization of the number of 

employees in the public sector were the measures 

that contributed most to the reduction of expenses 

and success of fiscal consolidation. The application of 

these measures had an effect to the decline of the 

participation of earnings in GDP to 9 percent in 2017. 

The Law on Budget System stipulates the reduction of 

the level of earnings without contributions to the 

burden of the employer up to 7 percent of GDP, 

however, it seems that the level of earnings targeted 

in such a manner was set too low. Currently, the 

participation of the earnings defined in this manner in 

the GDP is 8 percent. The average level of earnings at 

the level of general government in the EU is around 

10 percent of the GDP, so that with the participation 

of total income expenses of around 9.5 percent of the 

GDP, in the period from 2019 to 2020, the Republic of 

Serbia is significantly below the average level of the 

EU. In the previous period, the comprehensive reform 

of the system of earnings in the public sector was 

initiated and its aim was to provide fairness and 

reduction of differences among salaries of employees 

in the public sector. The application of the new 

reformed system of salaries in the public sector will 

start at the beginning of 2021. The expenses for goods 

and services will gradually decline in mid-term period 

in terms of the participation in GDP (6.5 percent of 

GDP). Implementation of the new reformed public 

sector wage system will begin in early 2021. 

During the consolidation process, the control of 

employment in the public sector was in force. On the 

one hand, this allowed the control of the level of the 

salaries, but on the other hand, it increased the 

number of fixed-term employment contracts and the 

lack of staff in certain parts of the public 

administration system. In the following period, a new, 

more flexible method to control the employment, will 

come into force, and will be based on mid-term 

planning of the number of employees in all areas of 

the public sector, in accordance with the budgetary 

constraints.  

Expenditures on goods and services will gradually 

decline over the mid-term, in the sense of 

participation in the GDP to 6.6 percent, considering 

that they have been foreseen to nominally grow at a 

slower pace than the nominal GDP. 

Reduction of the interest expense is one of the best 

indicators for the fiscal consolidation success. Good 

results in the previous period reduced the need for 

indebtedness, which led to a change in the trend of 

interest rates. In 2022, the interest expenditure 

would fall to 1.6 percent of GDP. 
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Social assistance and transfers to the population 

represent the largest expenditure category of the 

general government budget. The largest single item 

in this group of expenditures, and also the largest 

item of all expenditures, is pensions, which in 2019 

will reach the level of 10.4 percent of the GDP. As of 

2020, the pensions would line up with the so-called 

“Swiss formula” so as to simultaneously ensure the 

increase in the standard of living of retirees and the 

sustainability of the pension and public finance 

systems. The Swiss formula implies indexation, that 

is, the increase of pensions equal to half of the 

average earnings growth rate and half of the 

consumer price growth rate. It is estimated that in the 

following period the indexation would be between 5 

and 6 percent. Other forms of social benefits and 

transfers to the population in the forthcoming period 

would be harmonized by the application of the 

prescribed indexation, current and planned policy 

changes in this area and the projected number of 

beneficiaries. The share of social security 

expenditures in the GDP decreases from 14.7 percent 

in 2018 to 13.5 percent in 2022, with the nominal 

increase in these expenditures in 2019 being the 

result of the effects of the Financial Support Act to 

Families with Children. 

Reducing subsidies that serve as assistance to 

inefficient segments of the public sector, enables to 

increase that proportion of subsidies that represent 

the exact incentives for the economy, above all to the 

agriculture and small and medium enterprises, and 

which accelerate the economic activity. The aim is to 

divert the subsidized funds towards development 

programmes in economy and agriculture. The 

increase in subsidies in 2019 is the result of the 

beginning of the implementation of the IPARD 

programme in subsidizing the agriculture, as well as 

of resolving the problems in the case of loans taken in 

Swiss francs. 

Other current expenditure categories consist of 

various expenditures, such as grants to associations, 

political parties, religious and sports organizations, 

penalties, refunds for damages etc. In the past period, 

the level of this category was between 1.3 percent 

and 1.5 percent of the GDP, and by 2022, the 

participation of these expenditures in GDP will 

decline to 1.3 percent. 

The efficiency of public investment execution has 

been significantly improved in 2018 and 2019. Capital 

expenditures have increased to 3.9 percent of the 

GDP in 2018, with the assistance of the new phase of 

infrastructure projects that just began, and are 

expected to reach 4.4 percent of the GDP, in the 

current year. 

In the next mid-term period, all efforts will be 

directed towards achieving an acceptable and 

desirable level of investment in public infrastructure, 

which represents 5 percent of the GDP. By reducing 

the current consumption of the government sector, 

the fiscal space has been secured, which will partially 

be used to increase investment. The most significant 

infrastructure works are on Corridors 10 and 11, 

which are mainly financed by international loans. In 

addition to the construction of these two major travel 

routes in the country, loans have been secured to 

finance the construction and renovation of other 

roads, road and rail infrastructure. In addition to 

transport infrastructure, funds have been provided 

for additional capital investments in health, 

education, culture, defence and other areas that 

represent the most important functions of the state. 

This is all part of the new investment cycle at the 

national level that has been made feasible by the 

creation of fiscal space and favourable conditions for 

indebtedness in the international financial market. 

The general commitment of the fiscal policy in the 

mid-term is to increase investment in the 

infrastructure at all levels of the government. 

According to the Fiscal Council estimations, local 

government investment in the mid-term should be 

increased by at least 75 percent in comparison to 

their current level, i.e. by about 250 mil euro. It is 

primarily about the investments in water and 

sewerage infrastructure, waste management, local 

road infrastructure and other.  

In the mid-term fiscal framework, by the end of 2022, 

a balanced overall fiscal position of the local self-

government is projected. This means that in a sum, all 

cities and municipalities have a roughly balanced 
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budget. The projection was made on the basis of 

movements in the previous period, in which the 

aggregate LGUs were most often in surplus. This 

situation at the level of all local governments is a 

consequence of settling the accounts in the previous 

period. This does not mean that individual LSGs 

cannot go into the deficit. This depends, first of all, on 

the fiscal position of each individual municipality and 

city. 

The level of budgetary accommodations and debt 

repayments on the grounds of securities, is a good 

indicator of the success of the fiscal consolidation. 

The total participation of these two categories in the 

GDP has been reduced to 0.5 percent of GDP in 2018. 

By the end of 2022, these expenditures will be 

minimal, with the participation of up to 0.3 percent of 

the GDP. 

Repayment on the basis of issued guarantees and 

payment of guarantees on commercial transactions 

represent liabilities on the basis of debt of public 

companies, which the republican budget has taken 

over, since these companies could not carry them out 

independently. These expenditures have been a 

major burden on the budget, given the long-standing 

inefficient operations of a large number of state-

owned enterprises and companies. In the previous 

period, these expenditures were significantly 

reduced, and the repayment plan foresees that from 

2020 these expenditures will amount to only about 

0.1 percent of the GDP. 

Structural measures to improve the stability 

and sustainability of public finances8 

Following the successful implementation of fiscal 

consolidation measures, supported by a three-year 

IMF Precautionary Arrangement, in July 2018, the 

Republic of Serbia concluded a new arrangement – 

Policy Co-ordination Instrument – PCI, for 30 months, 

which provides for continued implementation of the 

institutional and structural reforms. 

The program foresees the maintenance of the 

macroeconomic and fiscal stability, while continuing 

to reduce the participation of public debt and 

                                                                 
8 A more detailed account of structural reforms by priority areas is an integral part of the Economic Reform Program for the period 2019-2021. 

implement measures that will stimulate economic 

growth, above all the growth of public investments. 

The tax measures will motivate further employment 

and investments, innovation, research and 

development, while simplifying tax procedures and 

reducing the number of para-fiscal levies. Monetary 

policy will continue to support the economic activity, 

without questioning the maintenance of the achieved 

price stability as the primary objective of the NBS, 

while further strengthening the dinarization process 

and preserving the relative stability of the exchange 

rate. In the financial sector, where remarkable results 

have been achieved in reducing the level of 

problematic loans, activities will continue to further 

reduce them, while solving certain problems of 

financial institutions (state-owned banks, state 

development agencies, etc.). Structural and 

institutional reforms in the mid-term will aim to 

improve the business surroundings, which 

contributes to a more successful EU accession 

process. These reforms will focus on restructuring the 

state-owned companies, financial institutions and 

public administration, as well as further reducing the 

informal economy. 

The functional system of fiscal rules is needed to 

ensure the stability and sustainability of the public 

finances in the long run. The current fiscal rules were 

introduced back in 2010 but have not helped to curb 

the growth of the deficit and public debt. Therefore, 

it is necessary to redesign the system so that it 

functions to protect the predictability and 

sustainability of fiscal aggregates and control fiscal 

and budgetary policies. The new arrangement with 

the IMF is an opportunity to devise and introduce a 

good set of fiscal rules over the next two years, in 

collaboration with this International Financial 

Institution and the Fiscal Council. The Ministry of 

Finance has formed a working group tasked with 

amending the Law on Budget System, which defines 

fiscal rules. In this regard, pension indexation has 

been reintroduced from the next year, where 

pensions will be adjusted by using the “Swiss 

formula”, still respecting the 11 percent of the GDP 

ceiling for total pension expenditures. From 2021, a 
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fiscal rule that defines the level of deficit should also 

be introduced. 

The reforms in the area of employment, personnel 

management and the salary system in the state sector 

are expected to continue in the coming period. The 

objective of fiscal policy in the mid-term is to keep 

expenditures for employees at a sustainable level, 

with an adequate staff structure, so as to ensure 

higher quality of the services provided. In the 

following mid-term period, the emphasis is on the 

structural measures, which, through optimization of 

the number of employees on the one hand, and the 

establishment of a new system of salaries in the state 

sector, on the other hand, would contribute to 

increasing the efficiency and quality of public services 

provided. 

In recent years, numerous laws and by-laws have been 

adopted in order to accurately determine the scope 

and the number of employees in the public sector. The 

Law on the Method of Determining the Maximum 

Number of Employees in the Public Sector is an 

umbrella law that defines the method to determine the 

maximum number of employees in the public sector, 

as well as the scope and deadlines for reduction of the 

number of employees, until reaching the established 

maximum number. The Government Decree on the 

procedure for obtaining consent for the new 

employment and additional working engagement with 

users of public funds, is in force as well. This system has 

contributed to the reduction of the number of 

employees, but there have also been certain problems 

with regard to ensuring the adequate structure of 

employees and the smooth functioning of certain parts 

of the public sector. In the forthcoming period, taking 

into account the fiscal constraints, a more flexible 

system will be designed, that will optimize the 

structure of public administration employees, replace 

the existing measures and procedures for new 

employment with public funds users. 

In order to reduce various forms of budget support 

for public and state-owned companies, the reforms of 

the biggest public and state-owned companies should 

continue. The reduction of budget support to these 

companies involves: a) limiting direct and indirect 

subsidies, b) strict restriction on issuing guarantees 

for new loans, and c) enhancing the accountability 

and transparency in the operations of these 

companies, including control and reduction of late 

payments, especially towards PE EPS and PE 

“Srbijagas”. In the following period, it has been 

planned to develop the strategy that will include an 

integrated approach to monitor and supervise the 

operations of state and public companies, the process 

of their financial consolidation, restructuring, 

disinvestment and measures for improvement of the 

management and institutional framework. 

The status of companies from the portfolio of the 

former Agency for Privatization is being resolved 

through bankruptcy or privatization proceedings. By 

October 2019, 316 companies had been declared 

bankrupt, while 64 had been privatized since the end 

of 2014. About 35,000 employees from 345 

companies have accepted the social program. We are 

working intensively to find solutions for another 84 

companies with almost 31,000 employees. 

For companies that represent the strategic 

companies from the portfolio of the former Agency 

for Privatization, the solution is found either through 

privatization tenders or through the bankruptcy. The 

privatization of the Port of Novi Sad was completed in 

May. The privatization advisor was selected for the 

transport company “Lasta” AD Belgrade, in order to 

complete the entire privatization process over the 

next year. With the support of the World Bank the 

action plan for PE PEU “Resavica” has been outlined, 

which includes finding solutions for closing the 

economically unsustainable mines and the 

rationalization plan, with the possibility of voluntary 

departure including the funds provided for the social 

program and funds to support the business so that 

there are no accumulation of arrears in payments, 

especially towards the PE EPS. HIP Petrohemija is 

facing the tender procedure for privatization, after 

discussions with potential partners. After the 

unsuccessful attempt to find a strategic partner, the 

HIP Azotara was declared bankrupt, while for the MSK 

Kikinda, after the unsuccessful privatization tender, the 

solution was sought in finding the strategic partners or 

investors. 
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For a number of state-owned companies, strategic 

partners or other models of privatization are 

required, that is, implementation of the pre-prepared 

plans for reorganization (PPPRs). 

Improving the public financial management is 

necessary not only to support the fiscal consolidation 

measures and structural reforms, but as a process 

that raises the quality of public administration and 

provides an environment that is attractive and 

desirable to investors. The reform activities within the 

various subsystems for public finances management 

(PFM) are covered by the Public Financial 

Management Reform Program 2016–2020 (PFMRP 

Programme). 

The Budget Execution Information System – ISIB – is a 

part of the public finance management system that 

covers the processes and procedures implemented by 

electronic communication with the Treasury 

Department within the Ministry of Finance. The 

development of this system will allow monitoring of 

all indirect users of the central levels of government. 

The system includes direct users of public funds, 

judicial authorities, and since last year also indirect 

users of the Ministry of Culture and Information and 

the Directorate for Execution of Criminal Sanctions, 

which were not part of the previous system (FMIS). As 

of this year, the institutions for social protection have 

been included, so that only the indirect beneficiaries 

of the Ministry of Education, Science and 

Technological Development are left out of the 

system. The system is enabled to facilitate the 

integration of new users in the future. The financial 

plans of the social security funds will continue to 

contain information on their indirect beneficiaries. 

The area of management of the public finances, that 

has significant attention and is being promoted, is the 

management of public investments. With 

strengthening the public investment management 

framework, new infrastructural projects are being 

intensified, and the quality of the existing 

infrastructure rises. The capital projects or project 

loans have become an integral part of the budget. In 

April 2018, the Law on the Planning System of the 

Republic of Serbia was adopted, establishing a 

national framework to plan and define the 

Development Plan and the Investment Plan. In order 

to improve the framework for management with the 

public investments, in line with the technical 

assistance recommendations from the IMF and World 

Bank, and on the basis of the Regulation for Capital 

Projects Management, the ordinance will soon be 

adopted, outlining the brief draft of the feasibility 

study for large and strategic infrastructure projects. 

The development of a system for managing the public 

investments is underway, which includes the 

integrated database of investment projects that will 

enable the establishment of a specific list of priority 

projects (Single Project Pipeline) during the next year, 

after which the above mentioned system will become 

operational. 

Public-Private Partnerships (PPPs), as a specific form 

of cooperation between the state and the private 

sector, require special attention and caution, 

therefore, the Ministry of Finance shall, in the future, 

evaluate all proposals in terms of analysis of the costs, 

benefits and risks-sharing. The Law on Amendments 

to the Law on Public - Private Partnerships and 

Concessions, stipulated that the PPPs values of over € 

50 million, before the Government takes the proposal 

into consideration, require the consent of the 

Ministry of Finance. In January of the current year, 

additional amendments and alterations to the law 

were adopted, to limit the overall fiscal exposure and 

to ensure the competitiveness of the tender process. 

Tax Administration Transformation Action Plan for 

the period 2018–2023, adopted in December 2017, 

defines strategic guidelines and timelines in which the 

activities, necessary for the creation of a modern tax 

administration, shall be implemented, which, along 

with the usage of modern electronic processes, will 

provide better and more comprehensive service to 

the taxpayers and better control and collection of 

revenues, i.e. accelerate the fight against the grey 

economy, together with the reform and 

modernization of inspection controls. In June of the 

current year, the organizational separation of basic 

activities from those considered secondary, was 

carried out, as the core activities are now being 

carried out in a smaller number of organizational 
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units, that is, the first phase of consolidation of core 

activities has been completed. The analysis of 

business processes and required resources will 

enable the development of adequate organizational 

structure and management, the improvement of 

project management and design of adequate 

structure of employees. In the second phase of 

implementation, the reforms will be focused on 

information systems, that is, their redesign and 

modernization. The ongoing measures are aimed to 

reduce the average time for VAT reimbursement, that 

is, following the prearranged deadlines, together with 

the application of the precautionary principle, to put 

the fraud opportunities at the minimum. The Centre 

for Large Taxpayers (CLTP) shall expand its scope, that 

is, the number of entities paying their tax obligations 

through this system will be increased, while at the 

same time, the capacity of this very significant 

organizational unit within the Tax Administration, 

shall be strengthened. The adoption of a special law 

that determines the origin of property and the special 

tax, shall together create the conditions for the 

establishment of a special unit that shall deal with the 

cross-analysis of a person's property and income, in 

order to investigate cases of unjust enrichment. In 

April of the current year, the World Bank initiated the 

Tax Administration Modernization Project, that 

covers the tax legislation review, business process 

reengineering, and information systems reform and 

project management. 

                                                                 
9 Fiscal strategy for 2019 with projections for 2020 and 2021. 

The improvement of the quality and transparency of 

the national statistics is being done through the 

promotion of comprehensive, timely and automatic 

exchange of data between the competent 

institutions. In April 2018, a list of institutions that 

constitute the general government sector, as well as 

other sectors, was published, in accordance with the 

European System of Accounts (ESA) 2010 and GFSM 

2014, on the basis of which the SORS (in cooperation 

with the Ministry of Finance and the NBS) will 

regularly submit data to the Extended General Data 

Dissemination System (e-GDDS). There is also a plan 

to reintroduce the GFS yearbook reporting as of next 

year. Likewise, in order to further improve the 

cooperation between the competent institutions 

(MoF, SORS and NBS), a Memorandum of 

Cooperation was amended in September of current 

year, adopting the best practice and specifying the 

role and responsibilities of each of these institutions 

in terms of reporting within both national and 

international context. In cooperation with Eurostat 

and the IMF, the system of national accounts is being 

further improved. 

Comparison with the previous program 

The mid-term fiscal framework has not been changed 

significantly in comparison to the previous 

document9. The annual deficit at the level of 0.5 

percent of the GDP still represents the mid-term 

objective of the fiscal policy, given that it is assessed 

as a sustainable level which allows for a continued 

debt reduction in the participation in the GDP.
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Table 11. Comparison of fiscal indicators of the two programs, in % GDP 

 2018 2019 2020 2021 2022 

Fiscal strategy 2019–2021.10      

Revenues 41.1 39.9 39.2 38.8 – 

Expenditures 40.6 40.4 39.7 39.3 – 

Result 0.6 -0.5 -0.5 -0.5 – 

Fiscal strategy 2020–2022      

Revenues 41.5 41.4 40.2 39.4 38.7 

Expenditures 40.9 41.9 40.7 39.9 39.2 

Result 0.6 -0.5 -0.5 -0.5 -0.5 

Difference      

Revenues 0.4 1.5 1.0 0.6 – 

Expenditures 0.4 1.5 1.0 0.6 – 

Result 0.0 0.0 0.0 0.0 – 

Source: Ministry of Finance 

Economic growth in the period 2019–2022 has not 

been changed in comparison to the previous 

programme so that the overall macroeconomic 

assumptions related to the fiscal framework are 

largely unchanged or changed to a lesser extent. The 

level of income and expenditure in terms of 

participation in the GDP has increased. 

The level of income in 2019 has increased due to 

higher income production in the base year 2018 and 

the inflow of one-off tax and non-tax income in 2019. 

In the following years, the level of revenue increased 

by the structural portion of the 2019 income increase. 

On the expenditure side, in 2019, the execution of 

expenditures will be slightly higher than planned, 

mainly as a result of strong capital investment growth 

and a one-off increase in subsidies. The established 

dynamics of realization of public projects is expected 

to continue in the coming period, and the fiscal space 

created by better collection of revenues will be used 

to the greatest extent to further increase the capital 

investments. 

 

5. Fiscal risks 

In the previous decade the Republic of Serbia faced 

the realization of numerous risks which seriously 

jeopardized its fiscal position. The financial crisis and 

recession aggravated the condition of public finances 

causing high deficits and accelerated public debt 

growth. Global financial crisis as an external factor 

activated also internal risks so the payments on the 

basis of guaranteed loans, execution of court 

decisions and solving of the issues of state financial 

institutions and assuming of obligations of public 

companies in the public debt, additionally aggravated 

the fiscal position. In 2014 the Republic of Serbia 

faced also the disastrous flood consequences. Total 

                                                                 
10 The amounts have been recalculated based on a revision of the GDP series from 2018 to 2021. 
11 http://www.obnova.gov.rs/uploads/useruploads/Documents/Kancelarija-za-pomoc-poplavljenih-podrucja-infograf-15-04-2016-srb.pdf 

damage (with losses) was estimated to more than 1.7 

billion euros11. 

As a short-term goal of the fiscal policy the 

Government defined the low and sustainable deficit 

of 0.5 percent of GDP, which provides further 

reduction of the public debt. Since in the previous 

three-year period the program of fiscal consolidation 

was successfully implemented, the stability of public 

finances was provided and the participation of public 

debt was reduced, the keeping of fiscal stability was 

defined as the fiscal policy goal in the following 

period, with the implementation of measures which 
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would provide the support to economic growth. 

Special attention must be paid to the fiscal risk 

management whose realization may endanger the 

realization of the set mid-term goal of the fiscal 

policy. 

Fiscal risks represent the exposure of public finances 

to certain circumstances which may cause deviations 

from the projected fiscal framework. The deviation 

may occur in income, expenditure, fiscal result as well 

as in assets and obligations of the state in comparison 

to what is planned and expected. The Government 

cannot influence external risks, such as natural 

disasters or global financial crises, but it is possible to 

define exit strategies to alleviate their effect 

(perseverance of stability in good times so that the 

fiscal policy would have the space for adequate 

response, insurance in case of natural disasters etc.). 

Internal risks and their materialization are the 

consequence of the activities in public sector, so the 

probability of their realization may be influenced by 

the decisions and Government policies. 

Identification of the greatest fiscal risks which may 

influence the state finances in mid-term period is the 

starting point in better fiscal risk management. There 

are detailed data on certain fiscal risks and it may be 

easily identified whether and with what level of 

probability they may influence the fiscal aggregates in 

mid-term period. For others, however, there are no 

data detailed enough, but their very identification 

raises the awareness on the possibility of deviation 

from the planned fiscal framework in the following 

period. 

The Ministry of Finance has the leading role in fiscal 

risk management. As the crucial institution for the 

mid-term macroeconomic and fiscal planning, 

formulation and budget management, the Ministry of 

Finance must have the leading role in the 

establishment of institutional and legal structure and 

the construction of capacities necessary for the fiscal 

risk management. The organizational unit for fiscal 

risk management was established in the Ministry of 

Finance, which would work on the strengthening of 

the legal regulation and methodological framework, 

construction of capacities and development of 

technical tools and models necessary for tracking and 

assessment of financial risks. Finally, the result of 

these activities will be the identification and 

assessment of risks and proposal of exit strategies, as 

the assistance to the Government in the preservation 

of stability of public finances which is the key element 

of fiscal policy and one of the basic preconditions for 

more dynamic economic growth. 

Macroeconomic assumptions and sensitivity of 

fiscal aggregates 

Deviations of macroeconomic assumptions from the 

basic scenarios may lead to the deviation of fiscal 

aggregates from the projected level. 

The negative scenario, which in the following period 

means the decline of the economic activity or smaller 

growth, would lead to a significant decrease of the 

capital income and reduction of foreign trade 

exchange. In that case, the smaller income and 

consequently higher deficit would be accomplished, if 

additional adjustment would not be an option at the 

expense side. In compliance with the assessments of 

sensitivity of the fiscal balance, every change of the 

real growth by 1 pp of the GDP leads to the change of 

fiscal result of about 0.36 percent of GDP. If in the 

following three-year period lower rates of the real 

GDP growth are accomplished (per 1 pp less on 

average annually) than planned, cumulative increase 

of the fiscal deficit would amount to over 50 billion 

dinars. 

Inflation is the fundamental determinant of the general 

macroeconomic stability. Due to the modification of 

fiscal rules on indexation of salaries and pensions, in the 

following period the inflation will, to a smaller extent, 

determine the movement of the total level of expenses, 

than it was the case in the earlier period. When it comes 

to the income, the influence of inflation to indirect taxes 

may me favourable for a short-term period, but due to 

inevitable adjustment of the realistic level of 

consumption, this effect is lost if the income level is 

limited. Similar short-term effect exists with the foreign 

exchange rate. Individual income points are adjusted 

annually with the inflation (mostly non-taxed income 

and the amount of certain excise rates), so in this respect 

there is a certain risk, but due to low projected values of 

inflation it is not high. On the other hand, inflation may 
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indirectly influence the amount of deficit and public 

debt. In case of the movement which is significantly 

above targeted values, during the process of adjustment 

of relevant interest rates, there may be the increase of 

interest rates to the public debt. On the other hand, the 

index of consumer prices greatly influences the 

movement of the total GDP deflator and therefore the 

amount of the nominal GDP as the denominator of the 

participation of deficit and public debt in gross domestic 

product. 

Except for the amount and structure of public debt, 

the factors such as foreign exchange rate and interest 

rates at the international and domestic market 

influence the expenses for interests. With regards to 

the unpredictability of the movement of certain 

variables, the increase of necessary funds for 

interests in the following period is also possible. The 

interest policy carried out by certain international 

institutions (FED, EBC, etc.) may influence the general 

level of interest rates at international market, which 

for the Republic of Serbia as a small opened economy, 

represents an additional fiscal risk. 

State guarantees 

Guarantees issued by the state influence the amount 

of public debt but also the amount of deficit, if the 

payment on the basis of a loan is undertaken by the 

state instead of the original debtor. The issued 

guarantees are, according to the definition 

designated in the Law on Public Debt12, a part of 

indirect obligations and included in the public debt in 

the total amount13. The limitations set to the issuance 

of new guarantees gave results so the participation of 

indirect obligations in the total public debt is reduced. 

Indirect obligations (issued guarantees by the 

Republic of Serbia) participated with 6.6 percent in 

the total public debt, according to the national 

methodology, at the end of 2018. The participation of 

these obligations in the public debt declines also in 

the current year, so that at the end of June 2019 they 

are 6.5 percent of the total public debt. The greatest 

participation of these obligations in the public debt, 

slightly above 14 percent on average, was recorded 

between 2009 and 2013. 

Participation of indirect debt in the total public 

debt of the Republic of Serbia, in %

 

At the end of 2018 the balance of the debt on the 

basis of issued guarantees amounted to 1.5 billion 

euros or 3.5 percent of GDP. The balance of the debt 

on this basis was reduced by about 240 million euros 

in comparison to the end of 2017. Up to June of the 

current year, the balance of the debt on the basis of 

guarantees was increased by 3.2 million euros, in 

comparison to the end of 2018.

 

 

 

  

                                                                 
12 Law on Public Debt “Official Gazette of the Republic of Serbia”, no. 61/05, 107/09, 78/11, 68/15 and 95/18. 
13 The definition of debt, according to Maastricht criteria, among other things, treats guarantees issued differently, compared to the definition of 
public debt according to the domestic law. According to Maastricht criteria, only activated guarantees are included in the public debt (general 
government debt). Domestic legislation has a more conservative approach to this issue and includes all issued guarantees into the public debt. 
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Table 12. Debt balances issued in million euro 

User 30.6.2019. 

PE Srbijagas  202.8 
PE Roads of Serbia 331.6 
JSC Railways of Serbia 210.7 
JSC Infrastructure of Serbia 49.5 
JSC Serbia Train 3.6 
JSC Serbia Cargo 34.8 
Air Serbia 1.1 
Galenika SC 1.3 
PE Elektroprivreda Srbije 386.7 
PE Elektromreža Srbije 35.1 
Local self-government units (cities and municipalities) 215.7 
FIAT Automobiles Serbia DOO 17.9 
MSB Bor 0.0 
PE Jugoimport – SDPR 13.2 
Flight Control Agency of Serbia and Montenegro 4.7 
Nikola Tesla Airport AD 4.4 
ЈАТ Tehnika d.o.o. 3.3 
PE Emission techniques and connections 11.2 
TOTAL 1,527.3  

Source: Ministry of Finance, Department for public debt administration 

 

Total planned payment on the basis of guaranteed 

loan in 2018 amounts to 23.6 billion dinars. The 

accounting methodology, until 2014 did not include 

in expenses, the payments on the basis of 

guarantees14. Since 2014 part of these expenses has 

been included in the budget expenses15. 

Independently from the budget and accounting 

review, the debt which is paid by the state instead of 

the main debtor increases total needs for 

indebtedness. 

 

 

Debt repayment based on activated guarantees, 

RSD billion

 

 

 

  

                                                                 
14 Payment on the basis of guarantees from the republic budget is included in expenses on the cash basis. International standards, which are 
based on calculation basis, include in expenditures the whole amount of the remaining debt at the moment of activation of the guarantee while 
the payment itself on this basis is treated as financial transaction. 
15 One part of expenditure on the basis of payment upon guarantees for PE “Roads of Serbia” are not included in budget expenditure, since this 
company is part of the general government sector, so expenditure which are financed by guaranteed loans were part of the general government 
expenditure at the moment of fund spending, while the payment itself is treated as financial transaction (“below the line”). 
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Table 13. Total paid liabilities on the basis of guarantees per users, billion dinars 

  2018 2019 (until 30.06.) 

User Principal Interest Total Principal Interest Total 

PE Srbijagas  13.6 0.3 13.9 2.2 0.0 2.3 

PE Roads of Serbia 3.9 1.4 5.3 2.0 0.7 2.7 

Serbia Railways a.d. 3.7 0.6 4.2 2.3 0.3 2.5 

ЈАТ 1.2 0.0 1.2 0.1 0.0 0.1 

Galenika a.d. 1.0 0.0 1.0 0.3 0.0 0.3 

Other users 0.3 0.0 0.3 0.1 0.0 0.1 

TOTAL 23.6 2.4 26.0 7.1 1.0 8.1 

Source: Ministry of Finance

The repayment plan on the basis of guarantees (total 

principal and interest) in the budget for 2019 

amounts to 19 billion dinars, of which expenses 

affecting the result include 12 billion dinars for 

repayment of principal on guarantees. As of June 30, 

2019, total repayment on the basis of guaranteed 

loans amounted to RSD 8.1 billion.  

The growing indirect debt and the inclusion of a 

repayment part on the basis of guarantees in the 

budget expenses and the increase of deficit on this 

basis, increased the awareness of growing fiscal risks 

which emerge on the basis of issued guarantees. 

Therefore, the activities which limit the issuance of 

new guarantees are undertaken. The amendments of 

the Law on Public Debt forbid the issuance of new 

guarantees for loans for the purpose of liquidity. The 

amendments to the Law on the Development Fund of 

the Republic of Serbia prevent further issuance of 

counter-guarantees for the guarantees issued by the 

Development Fund of the Republic of Serbia. 

Apart from the limitations in issuing of state 

guarantees the key step in the reduction and removal 

of fiscal risks on this basis is in the reform of state-

owned and public companies, guarantee users so as 

to make them capable to repay their own loans. Most 

of the companies, which are the biggest guarantee 

users, are in the process of restructuring, that is, 

implementation of the restructuring plans made in 

cooperation with international financial institutions. 

The annual budget for 2019 stipulates issuance of 

guarantees not more than 61.6 billion dinars for the 

loans that should be used for the realization of 

infrastructural projects.  
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Table 14. Plan for guarantee issuance in 2019 

No.   
Amount in 

dinars 
Original 
currency 

Amount in 
original 

currency 

I. To the European Bank for Reconstruction and Development       

1.  
Joint Stock Company for Railway Transport of Passengers “Srbija Voz”, 
Belgrade - (Project for procurement of the electric motor sets for 
regional traffic) 

11,880,000,000 EUR 100,000,000 

 Total: 11,880,000,000 EUR 100,000,000 

II. To German development bank (KfW       

1. 
AD “Electric Power Network of Serbia” - Trans-Balkan corridor 
Obrenovac - Bajina Bašta / Bajina Bašta - Pljevlja (Montenegro) - 
Višegrad (Bosnia and Herzegovina) 

4,752,000,000 EUR 40,000,000 

 Total: 4,752,000,000 EUR 40,000,000 

III. To European Investment Bank       

1. 

Public Railway Infrastructure Management Joint Stock Company 
“Serbian Railway Infrastructure”, Belgrade - Project for reconstruction 
and construction of the second track on the Belgrade-Mladenovac-Niš-
Preševo-state border line, Stalać-Djunis section 

11,880,000,000 EUR 100,000,000 

 Total: 11,880,000,000 EUR 100,000,000 

IV. To Business Banks       

1. 
PE “Srbijagas” - Construction of the gas distribution pipeline 
Aleksandrovac-Brus-Kopaonik-Raška-Novi Pazar-Tutin (Phase III) 

2,376,000,000 EUR 20,000,000 

2.  

PE “Srbijagas” - Construction of the gas pipeline on the territory of the 
Republic of Serbia from the border with the Republic of Bulgaria to the 
border with Hungary and other neighbouring countries with the 
Republic of Serbia through investment in the capital of the joint stock 
company South Stream Serbia AG, Zug, Switzerland 

8,316,000,000 EUR 70,000,000 

3. PE “Electric Power Industry of Serbia” - Dispensing TENT B 16,038,000,000 EUR 135,000,000 

 Total: 26,730,000,000 EUR 225,000,000 

V. Kuwait Fund for Arab Economic Development 
   

1. 
Joint Stock Company for Public Railway Infrastructure Management 
“Serbian Railway Infrastructure” - Construction of the Belgrade Centre 
Railway Station Building - Phase II 

6,378,022,800 KWD 18,000,000 

 Total: 6,378,022,800 KWD 18,000,000 

  
TOTAL: 

  EUR 465,000,000 

  61,620,022,800 KWD 18,000,000 

Source: Ministry of Finance 
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Guarantee repayments are planned in the following 

years, but with a declining trend so that their 

participation in the GDP decreases from 0.2 percent 

of GDP in 2019 to 0.1 percent of GDP in 2022. 

Structural reforms of public and state-owned 

companies, their preparation for competition and 

financial sustainability, on the one hand, and limited 

and targeted issuance of new guarantees, on the 

other hand, shall contribute to the reduction of fiscal 

risks on this basis and to keeping expenditures within 

the planned, that is, projected frameworks in the next 

mid-term period. 

Public companies 

Business operation of public companies represents a 

significant source of fiscal risks, both when it comes 

to budget income and expenses. Public companies 

face in their business operations, numerous 

problems, from the collection of receivables to 

regular settlement of obligations toward creditors, 

state, employees, etc. The state as the founder and 

their sole owner is responsible for the business 

operations and is their last resort in case of non-

liquidity. There are several channels through which 

the fiscal risks, related to the business operation of 

public companies, may be materialized.  

The greatest, but not the only risk, are state 

guarantees issued for the public company loans. 

Sustainability, efficiency and profitability of public 

companies influence the budget income and the 

amount of profit paid in the budget. The quality of 

products and services provided by the public 

companies influences the efficiency and profitability 

of the private sector and in the final instance to the 

level of tax paid into the budget. 

Public companies represent an important segment of 

the Serbian economy employing about 71 thousand 

people. Public companies are based as companies for 

the performance of activities of public importance. 

Their operation is regulated by the Law on Public 

Companies, adopted in February 2016 as well as 

subsector laws which define special areas which are 

not included in the Law on Public Companies (Law on 

Energetics, Company Law, etc.). 

Key financial indicators of public company 

business operations 

Business results of public companies in 2018 

Total capital of republic public companies at the end 

of 2017 amounted to 1,795 billion dinars, while the 

final result was the achieved net profit in the amount 

of 1.9 billion dinars. 

 

Table 15. Main financial performance indicators of public enterprises*, billion RSD 

Description 2017 2018 

Total assets 2,731 2,805 

Equity 1,673 1,795 

Complete income 571 509.9 

Net profit 23.7 -1.9 

Subsidies 28.6 30.8 

Subsidies, without PE Roads of Serbia 21.7 23.0 

Return on equity (ROE), у % 1.4% - 

Return on assets (ROA), у % 0.9% - 

Subsidies, % of total income 5.5% 5.9% 

Source: Financial reports for 2016 and 2017 

In 2018 subsidies, expressed in the percentage of 

total income were at somewhat lower level in 

comparison to the previous year comprising 5.9 

percent of total public company income. Certain 

subsidies are of capital character, such as the 

subsidies for the PE “Roads of Serbia”, which are 

allocated for the reconstruction of road 

infrastructure. 
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Business results of public companies in 2019 

In the first half of 2019, there is a positive trend in 

business of republican public companies, collectively 

observed. The total net result determined in the first 

half is a profit of 8 billion dinars. The result of the 

current year is overestimated for the depreciation 

costs of PE “Roads of Serbia”, as the company records 

these expenses only at the end of the year in the full 

amount, for the given year. 

 

Table 16. Basic indicators of business activities of PE on 30.06.2019, in billions of RSD 

Indicators of business activities 2017 2018 1.1–30.6.2019. 

Business income 455.6 469.1 245.7 

Business expenditure 423.8 454.1 228.8 

Business profit 31.8 15 16.9 

Net profit 23.7 -1.9 8 

Earnings expenses* 115.7 113.3 53.9 

Number of PE that made profit 28                                                       28  27 

*Earnings expense, earnings compensation and other personal expenditure 

Source: Financial reports for 2017 and 2018 and quarterly reports of the Ministry of Economy for 2019 

 

In the first half of the year, 27 companies made a 

profit of total of 12 billion dinars. This result is higher 

than it was planned for this period (RSD 10.3 billion). 

The biggest influence on the positive net result in the 

observed period is the PE “Srbijagas”, which made a 

net profit in the amount of 6 billion dinars. In the 

second place is PE EPS with a profit of 3.2 billion 

dinars.
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Table 17. Public corporations that have made net profit in the period 1.1–30.6.2019, in thousands RSD 

Company Realisation 2018 
Plan                     

   1.1–30.6.2019. 
Realization 

  1.1–30.6.2019. 

PE Srbijagas 5,812,655 5,449,920 5,984,304 
PE Mreža most 8,304 - 4,893 
“Park Palić” d.o.o. 8,696 3,547 1,934 
ЈАТ-Tehnika d. о. о 5,810 49,998 16,825 
PE NP Djerdap 14,531 2,040 3,708 
PE Serbian Ski Resorts 234,920 318,483 579,257 
PE “Stara planina” -23,803 - 934 
Metohija d. о. о. 1,549 3,112 5,239 
PE Roads of Serbia 6 0 22,912 
PE “Transnafta” 269,044 38,053 4,628 
PE “Postal services of Serbia” 2,305,501 106,984 913,779 
“Rezervat Uvac” d.o.o. 945 1,473 1,307 
“Educational review” d.o.o. 22,571 10,789 18,648 
PE “Official Gazzette” 91,336 10,713 11,445 
PE NP Fruška Gora 15,429 18,817 6,923 
“DIPOS” d.o.o. 119,532 26,587 116,156 
“Electro-network of Serbia” a.d. 2,535,127 140,117 369,678 
PE NP Kopaonik 16,346 14,565 27,898 
PE EPS -1,323,344 4,488,511 3,157,308 
Public lottery company of Serbia d. о. о. 261,441 18,681 93,820 
PE “National Tara Park” 38,898 480 1,180 
PE “Nuclear objects of Serbia” VINČA 1,119 482 18,124 
Serbian Railway Infrastructure a.d. 443,354 -645,625 415,285 
Serbian Railway a.d. -1,059,054 -52,619 11,552 
PE Srbijašume 857,740 226,214 195,949 
“Tvrđava Golubački grad” d.o.o. 691 0 5,584 
“Serbia Cargo” a.d. 5,794 31,938 3,767 

Total 10,665,138 10,263,260 11,993,037 
Source: Financial statements for 2018 and quarterly reports of the Ministry of Economy for 2019 

 

In the first half of the current year, nine companies 

made a net loss of RSD 4 billion, which is a worse  

result than planned in this period (RSD 436 million).

Table 18. Public companies with a net loss in the period 1.1–30.6.2019, in thousands dinars 

Company 
Realisation 

2018 
Plan                       

1.1–30.6.2019. 
Realisation 

     1.1–30.6.2019. 

PE Emisiona tehnika i veze 1,755 -6,370 -616 

PE Roads of Serbia -11,243,413 1,417,854 -2,600,251 

PE UCE Resavica -2,125,733 -1,226,057 -293,535 

“Srbijavoz” a.d. -1,490,704 -395,999 -444,240 

PWMC “Srbijavodеˮ 45,740 -31,368 -29,987 

PE “Zavod za udžbenikeˮ -257,120 -66,628 -201,840 

“Mokra Gora” d.о.о. 230 5,893 -385 

PE for shelters -126,800 -54,234 -53,253 

“Jugoimport-SDPRˮ PE 2,615,743 793,096 -365,481 

Total -12,580,302 436,187 -3,989,588 

Source: Financial statements for 2018 and quarterly reports of the Ministry of Economy for 2019
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With the aim of the reduction of fiscal risks related to 

the business operations of public companies, the 

processes of restructuring of the greatest public 

companies are in progress (group of companies 

engaged in railways transport – “Serbian Railwaysˮ 

а.d, “Infrastructure of Serbian Railwaysˮ а.d, “Serbia 

Trainˮ а.d, “Serbia Cargoˮ а.d, PE EPS and PE 

“Srbijagas”). The total process is implemented in 

cooperation with the leading world finance 

institutions – IMF, World Bank and European Bank for 

Reconstruction and Development (hereinafter: 

EBRD), so as to set these companies to healthy 

foundations and provide their functioning based on 

the market principle and reduce potential fiscal 

expenses which may emerge from their business 

operation. 

PE “Elektroprivreda Srbije” 

The plan of optimization of the number of employees 

for the period 2016–2019 was executed with the 

assistance of the World Bank and is being 

implemented successfully. With the help of World 

Bank and EBRD, the possibilities of further 

improvement of the company management in terms 

of the management structure, planning and 

procurement system, are being identified. The Action 

Plan for the Improvement of Corporate Management, 

drawn up on the recommendations of the EBRD and 

adopted by the Government in February 2019, is 

being successfully implemented. 

The Government has made a number of conclusions 

(14) regarding the ownership of the PE EPS, the 

conclusions on which the ownership of PE EPS will be 

established (these are real estate properties which 

can be legally established), as well as the conclusions 

which terminate the PE EPS right to use the 

immovable property and passes it into the property 

of the Republic of Serbia (for those immovable 

property on which no property can be established). 

Based on these conclusions, the ownership rights in 

favour of the PE EPS and the ownership rights in 

favour of the Republic of Serbia will be registered. The 

PE EPS will also make the necessary changes to 

business records in accordance with the law, based 

on the above conclusions. Thereafter, the process of 

estimating the value of capital will commence and 

after the evaluation, the legal form will be changed 

from the legal form of a public company into the legal 

form of a joint stock company. 

PE “Srbijagas” 

The discipline in debt collection has increased and the 

World Bank's investment evaluation methodology 

has been successfully implemented. In the following 

period it will be possible for this company to 

independently service its debt, without the support 

from the budget of the Republic. 

 

Payment of the profit into the budget of the 

Republic 

The payments of the profit by public companies and 

dividends of capital companies where the state has 

the ownership, are a significant part of non-taxed 

income. The amount of budged income on this basis 

depends on the success of the business activities of 

these companies. The payment of regular profit and 

dividends is the regular budget non-taxable income, 

while the payments from the undistributed profit are 

treated as one-time income and do not represent a 

permanent income source. 

Budget income on the basis of the profit payment of 

public companies, both regular and from 

undistributed profit from previous years, conclusive 

with June 2019, amounted to 111 billion dinars. 

Higher income, on this basis, is expected in the 

second half of the year. 

The obligation for public companies to pay at least 50 

percent of the profit accomplished in the previous 

year, was prescribed also by the Law on the Budget of 

the Republic of Serbia for 2019. 

Alleviation of potential risks which emerge as the 

consequence of business activities of public 

companies comprises a series of measures related to 

responsibility, profitability and transparency in 

business activities of these companies. At the 

beginning of 2016, the new Law on Public Companies, 

which would strengthen the management structure 

and responsibility of public companies, was adopted. 

The restructuring processes were initiated in PE EPS, 

PE “Srbijagas” and “Serbian Railways” a.d. and the 
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efficiency of business activities in future will depend 

on the success of the process of restructuring itself 

and the speed of implementation of adopted 

measures. 

 

Government financial institutions, banking 

system and deposit insurance 

Before the period of fiscal consolidation the Republic 

of Serbia had significant fiscal expenses of saving the 

state banks. The total expenses of state interventions 

in banking sector in the period 2012–2015 amounted 

to 900 million euros. This is the amount allocated for 

recapitalization of banks, different financial 

transactions in the merging of unsuccessful banks 

with more successful ones, including the payment to 

insured and uninsured deposits (for which the funds 

of the Deposit Insurance Agency are used). 

The Republic of Serbia nowadays in the banking 

sector of the state has a direct share in the capital of: 

 Bank Poštanska štedionica a. d. Belgrade 

(74.5%), 

 Komercijalna banka а. d. Belgrade (41.74%), 

 Srpska banka а. d. Belgrade (76.7%). 

With the aim of consistent implementation of the exit 

strategy and reduction of fiscal risk on this basis the 

reform activities in the sphere of state financial 

institutions that commenced in 2012 i.e. 2015, are 

being continued.  

Bank Poštanska štedionica. With the support of the 

World bank, the implementation of the new strategy 

for Bank Poštanska štedionica, will be continued with 

the emphasis on the business activities with the 

population, entrepreneurs, micro-companies and 

small companies; the improvement of internal 

organization of the bank, corporative management 

and risk management; strengthening of the IT 

infrastructure as well as the business plan for the 

period 2018–2020. 

Commercial Bank. The privatization process of the 

Commercial Bank is ongoing and is expected to be 

                                                                 
16 The National Assembly adopted the amendments to the Law on the National Bank of Serbia and the Law on Banks, as well as the new Law on 
Deposit Insurance Agency, Law on Deposit Insurance, Law on Bankruptcy and Liquidation of Banks and Insurance Companies. With the alteration 
of the set of financial laws, the adoption of the amendment to the Law on Ministries was imposed. 

completed by the end of December 2019. The public 

invitation, issued by the Republic of Serbia, to 

advertise the sale of shares of this bank owned by the 

Republic of Serbia, invited the qualified investors to 

submit a Declaration of Interest for participation in 

the tender procedure, and was published on 31 May 

2019. The deadline for submission of the Declaration 

of Interest was 21 June 2019 and six Declarations of 

Interest were received. The deadline for submission 

of the non-binding offer was 6 September 2019. The 

public opening of non-binding offers was held on 10 

September 2019 and the Ministry of Finance received 

four valid non-binding offers. All four bidders were 

invited to participate in the second phase of the 

tender process. 

Srpska banka. In accordance with the Government 

strategy for state banks, the Expert Working Group 

for the transformation of the Serbian Bank into the 

specialized financial institution, was formed on 21 

January 2019 to provide all types of financial services 

and support to the specialized industries of the 

Republic of Serbia, and its formal work began in 

March 2019, when the first constituent session was 

held.  

Reform of the regulations governing the Serbian 

financial system16 was implemented in February 

2915. One of the features of this reform is the transfer 

of the competence of tracking of the result of the 

business activity and operation of the management 

bodies in banks, insurance companies and other 

financial institutions whose share-holder is the 

Republic of Serbia, as well as the organization and 

implementation of the process of share sales in them, 

from the Deposit Insurance Agency to the Ministry of 

Finance, as of 1 April 2015. The reform of the 

regulations transferred into the domestic regulation 

the Bank Recovery and Resolution Directive – BRRD 

and the function of restructuring of banks was 

entrusted to the NBS. The set of regulations which 

implemented the Basel II standards into the domestic 

regulatory framework, was adopted In December 

2016, and thus a significant level of adjustment of 
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domestic regulations with the relevant ones of the 

European Union in this field was accomplished and 

during 2017 the activities on the improvement of 

domestic regulations which regulate business 

activities banks were continued, with the aim of their 

further adjustment to the EU regulations. 

Fundamental goals of the adoption of these 

regulations are the increase of the resilience of the 

banking sector by the increase of capital quality and 

the introduction of protective layers of capital, better 

tracking and control of the exposure of the bank to 

the liquidity risk, further strengthening of the market 

discipline and transparency of business activities of 

banks in the Republic of Serbia, by publishing all 

relevant information on business activities of the 

bank as well as the adjustment of the reporting 

system to new regulative solutions. 

One of the limiting factors for the growth of credit 

activity represented relatively high level of 

problematic loans. In August 2015 the Strategy for 

solving problematic loans was adopted and it is 

conducted by the implementation of two three-year 

action plans, one prepared by the Government and 

the other prepared by the NBS, with the aim of 

lowering the level of problematic loans. The key fields 

of implementation meant strengthening of the bank 

capacities for solving problematic loans, 

improvement of the regulation for the assessment of 

the value of the security instruments, development of 

the market of problematic loans, etc. 

Since the mentioned strategy was passed, many legal 

acts and bylaws were adopted and amended, the 

institutional capacity was improved and many 

measures implemented for the easier sign-off and 

transfer of bad receivables through passing of the Law 

on real estate value appraisers (initiation of the law 

application – June 2017), which, inter alia, introduced 

a new profession – licensed real estate value 

appraisers and prescribed mandatory assessment 

which is implemented in the cases that refer to the 

Law on Mortgage and Law on Bankruptcy, as well as 

during the assessments for the needs of credit 

activities which are secured by mortgage; education 

of the professional board (professional body which 

should contribute to the regulation and improvement 

of the profession of the real estate value appraiser) 

and passing of National standards, ethical code and 

rules of the professional conduct of the licensed 

appraiser (in July 2017) which, inter alia, define the 

fundamentals of the real estate value assessment, the 

process of assessment, assumptions and important 

facts which must be taken into consideration in the 

composition of the report on the assessment, the 

minimum content of the report on the assessment 

and rules of the professional conduct of the licensed 

appraiser; adoption of amendments of the Law on 

Profit Tax and Law on the Citizen Income Tax, which 

enabled more relaxed tax policy for the approval and 

write-off of the bank receivables (end of 2017); 

adoption of the amendment to the Law on 

Bankruptcy which shortens the bankruptcy process 

and improves the position of insured creditors 

(December 2017); preparation of the study on 

possibilities for the introduction of bankruptcy of 

private individuals and entrepreneurs in the Republic 

of Serbia, the Law on Amendments to the Code of 

Civil Procedure was adopted and more. At the end of 

2018, the NBS adopted the set of by-laws, responding 

proactively to the ever increasing frequency of non-

targeted lending to population under unjustifiably 

long terms. These regulations are intended to 

contribute to the prevention of the emergence of 

problematic loans in the banking sector and to 

encourage the prudent risk-overtaking by the banks, 

directing them towards sustainable lending and avoid 

the excessive exposure to certain types of credit 

products, without undermining the growth trend of 

credit activity and taking into account the rights and 

interests of the users of the services that are provided 

by the banks, and all in order to preserve and 

strengthen the financial stability in the Republic of 

Serbia.  

On 27 December 2018, the Government adopted the 

Program for Resolving Problematic Loans for the 

period from 2018–2020. (the “Official Gazette of the 

RS”, Nos. 105/18 and 46/19 - hereinafter: the Program) 

together with the Action Plan for the implementation 

of that program, which successfully finalized the 

reform objective within the program of cooperation 

with the International Monetary Fund and set the path 
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for further successful work in resolving the issues of 

problematic claims. 

The main focus of the aforementioned public policy 

document is the resolution of the issues of problematic 

bankruptcy banks and their placements as well as 

placements on behalf and for the account of the 

Republic of Serbia, managed by the Deposit Insurance 

Agency. Accordingly, the strategic and annual 

operational plans have been adopted for the Deposit 

Insurance Agency, the Resolving Portfolio of 

Problematic Placements, and internal capacities have 

been developed to address them. In June 2019, the 

Deposit Insurance Agency successfully completed the 

sale of the first, so-called 'pilot portfolio', with a 

nominal value of approximately EUR 242 million, while 

on 30 September 2019 it published an advertisement 

for the assignment of a second, so-called 'large 

portfolio', of nominal value of 1.82 billion euros. 

Implementation of problem solving credit measures, 

both from the NPL Resolution Strategy and from the 

Program mentioned above, continues to produce 

results. At the end of August 2019, the total gross of 

the problematic loans in banking sector (NPLs) was EUR 

995m, while in comparison to the end of 2018, they 

were lower for EUR 110 million. 

As of August 2019, the NPL indicator at the banking 

sector level was lowered below 5 percent for the first 

time to 4.9 percent, which is the lowest level 

recorded since 2008, when the National Bank of 

Serbia first started to keep track of it. Compared to 

the beginning of the year, the NPL indicator at the 

banking sector level is down for 0.8 pp. With regards 

to the commencement of the implementation of the 

NPL Resolution Strategy (August 2015), we reduced 

their participation by 17.35 pp and their level by 72 

percent. This is a concrete confirmation that the 

measures are well defined and that they have had 

excellent effects. The National Bank of Serbia also 

acted outside the scope of the Strategy, such as the 

adoption of the Decision on accounting write-offs of 

the bank's balance sheet sets, which complemented 

the regulatory activities. And the coverage of the NPL 

                                                                 
17 Protected depositors are: natural persons, entrepreneurs, micro, small and medium-sized legal entities, after exclusion provided by the Law on 
Deposit Insurance. 

loans with related value adjustments in accordance 

with international accounting standards, which is at 

61.3 percent, unambiguously, along with all other 

indicators of the healthy financial system, confirms 

the stability of our banking sector. 

By creating the stable business conditions, our 

economy has entered the investment cycle in 2015, 

and since then, the investments have led much of the 

economy's growth. Profitability of the economy 

increases in the conditions of low and stable inflation 

and relatively stable exchange rate. These were all 

key factors for the sustainable resolution of the NPL. 

This is also evident from the fact that the branches 

that are the backbone of our growth have also 

witnesses the largest decline in NPL – which is evident 

in the manufacturing and construction industries. 

Deposit insurance is a mechanism that contributes to 

the maintenance of the financial stability and ensures 

the protection of depositors. The deposit insurance 

system ensures that every protected depositor is 17 

pays the entire amount of the deposits in each bank, 

up to the amount of EUR 50,000 secured in the event 

of bankruptcy or liquidation of the bank. Deposit 

insurance is regulated by the Law on Deposit 

Insurance. 

In October 2019, the Law on Amendments to the Law 

on Deposit Insurance of 2019 was adopted, which 

sought to bring the deposit insurance system further 

into line with the best international practices and 

standards, as well as the EU acquis communautaire, 

as regards: method of premium calculation 

(introduction of possibility to calculate premium 

based on the level of risk in the bank operations), 

basis for calculation of premium, amount of 

extraordinary premium, protection of depositors of 

merged or sub-merged banks, target amount of 

deposit insurance fund, etc., all with the aim to 

contribute to financial stability through incentives for 

reduction of the risk in banks, strengthening public 

confidence in the financial system and increasing the 

efficiency of the deposit insurance system.  
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In the deposit insurance system, the Republic of 

Serbia is the ultimate guarantor of the payment of 

insured deposits. For the purpose of securing the 

funds for deposit insurance, the Agency charges the 

deposit insurance premium from banks on the 

account of the Deposit Insurance Fund, manages the 

assets of the fund and pays the deposits up to the 

secured amount in the event of bankruptcy or 

liquidation of the bank. In addition, the supplies of the 

Fund may also be used to finance the bank 

restructuring process to the extent and under the 

conditions laid down by the Law on governing banks. 

In the case of missing funds in the Deposit Insurance 

Fund, the Republic of Serbia shall provide the 

payment either with funds from the budget or by 

providing a guarantee to borrow from the Deposit 

Insurance Agency. 

The guarantees of the payment of insured deposits by 

the state, whether directly with the funds from the 

budget or indirectly by issuing the guarantees for 

indebtedness of the Deposit Insurance Agency, are 

the source of fiscal risks and potential fiscal expenses. 

Nevertheless, owing to the achieved stability of the 

banking sector, since 2015 there has not been any 

need to use the state funds for the payments on the 

basis of insured deposits. 

The reduction of fiscal risks on this basis depends on 

the stability and sustainability of the banking system. 

The monitoring of the banking system, caution in the 

placement of funds and improvement of the bank 

assets are the fundamental pillars of the stable 

banking system. 

The accomplished results of the banking sector of the 

Republic of Serbia, at the end of 2017 and during 2018 

show stable profitability of banks. Banking sector of 

the Republic of Serbia in 2018 operated with 

profitability, with net profit before taxation in the 

amount of 640.6 billion of dinars while, conclusive 

with August 2019, the net profit before taxation was 

reached in the amount of 409.5 billion dinars, which 

is close to the accomplished result in the same period 

of the previous year (18.1 billion dinars). 

High capitalization of the banking sector, both from 

the point of the accomplished level of indicators of 

the capital adequacy and from the point of structure 

of the regulatory capital, is additionally increased and 

guarantying the resistance of banking sector. At the 

end of June 2019, the average value of the indicators 

of capital adequacy at the level of banking sector of 

the Republic of Serbia amounts to 23.2 percent (22.3 

percent in December 2018), which is significantly 

above the prescribed regulatory minimum of 8 

percent and more than enough to cover all the risks 

to which the sector is exposed, which is confirmed by 

macro prudential stress tests, regularly conducted by 

the NBS. 

Other fiscal risks 

Apart from the stated fiscal risks, there are also other 

circumstances which if realized may lead to financial 

expenses. For certain individual risks there are no 

systematized data, but taking into account that some 

of them were realized in the recent past, the size of 

their influence to public finances may be considered. 

Only their identification helps to perceive all of the 

potential influences to fiscal position of the country in 

the following period.  

Local self-government operations may have fiscal 

implications for the general government budget. 

Special fiscal rules for local self-governments set the 

so-called “golden rule” i.e. the deficit are possible 

only for the realization of capital investments. There 

are also rules on the level of indebtedness of the local 

self-government units, which if consistently 

implemented, would preserve the stability of the 

public finances at the local level. In practice, it 

happened that unrealistic planning of both income 

and expenditure has led to the accumulation of 

arrears but arrears that threaten the functioning of 

individual cities and municipalities.  

In order to avoid the manifestation of fiscal risks on 

this basis, the Ministry of Finance will significantly 

improve the system of control of public finances of 

local self-governments in the coming period, in order 

to comply with the established rules from the very 

planning, up to the budget implementation at the 

local level. 

There are significant fiscal risks on the basis of court 

decisions of domestic and international courts, 
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penalties, damage compensations by state bodies. 

The Republic of Serbia, on the basis of court decisions 

in the period 2009–2018 paid from the budget 80.5 

billion dinars18, while in the first half of 2019, RSD 10.9 

billion was paid on this same basis. Debt to military 

pensioners, which was taken over in 2015 in the 

amount of RSD 10 billion, although it was not 

recorded in these accounts by the court decision, was 

treated as debt repayment in accounting, while in the 

general government fiscal aggregate reports it was 

registered as the social security expenditure 

(pensions). Regardless of the method of recording, 

this expenditure represents a realized fiscal risk based 

on the basis of court decisions. The decision of the 

European Court for Human Rights compelled the 

Republic of Serbia to pay its public debt on the basis 

of unpaid foreign currency savings deposited by the 

citizens of the former SFRY Republics and the citizens 

of the Republic of Serbia with banks established in the 

territory of the Republic of Serbia and their branches 

in the territories of the former SFRY Republics. The 

realized fiscal risks, which are the source of the court 

decisions, include the decision of the international 

arbitral tribunal, according to which, the Republic of 

Serbia was obligated to pay 40 million dollars as a 

compensation to the Greek company “Mitilineos”. 

This commitment was fully paid in 2018. The Republic 

of Serbia also lost a dispute with Belgian investors 

who built the ecological animal waste processing 

plant, “Energo Zelena”, in Indjija. The payment of 

damages on this basis began in 2019. The potential 

obligations may also arise from decisions of the 

Constitutional Court on the basis of the submitted 

constitutional appeals and decisions of the European 

Court for Human Rights upon the petitions submitted 

by employees of former socially-owned companies 

(unpaid wages, compulsory social security 

contributions, default interest, costs of proceedings, 

and claims on the basis of commercial transactions). 

The omnipresent risk of natural disasters and 

catastrophes forces the investments into the 

prevention programs so as to reduce the potential 

fiscal costs to eliminate the damages that happened 

on that basis. In 2014, the Republic of Serbia faced the 

catastrophic consequences of floods. The total 

damage (with losses) was estimated at more than € 

1.7 billion19. In accordance with the Law on Flood 

Relief in the Republic of Serbia and the Law on 

Reconstruction after natural and other disasters, the 

funds for reconstruction were provided from the 

budget sources, at all levels of the government, 

donations, contributions and gifts, indebtedness, EU 

financial assistance, etc. The grant of 220.7 million of 

euros was provided for the reconstruction and 

around 300 million of US dollars through the World 

Bank loan funds. Having in mind the ever-present 

risks from natural disasters, the reduction of the fiscal 

risks that may arise on this basis, entails investing into 

the prevention programs. In December 2014, the 

Government adopted a National Program for Disaster 

Risk Management, which will be implemented in 

cooperation with the World Bank, the United Nations 

and the EU. As a part of the November 2018 National 

Program, another umbrella law has been enacted to 

address the problems of natural disasters and 

catastrophes, namely the Law on Disaster Risk 

Reduction and Emergency Management. In the first 

half of the year, the Republic of Serbia paid RSD 1.2 

billion from the budget for compensation for injuries 

or damages caused by the natural disasters.

  

                                                                 
18 Expenditure on accounts is included: fines and penalties upon the court and court body's decisions and the compensation of damage for 
violations or damage caused by the state bodies. 
19 http://www.obnova.gov.rs/uploads/useruploads/Documents/Kancelarija-za-pomoc-poplavljenih-podrucja-infograf-15-04-2016-srb.pdf 

http://www.obnova.gov.rs/uploads/useruploads/Documents/Kancelarija-za-pomoc-poplavljenih-podrucja-infograf-15-04-2016-srb.pdf
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6. Cyclically-adjusted fiscal balance

Cyclically-adjusted fiscal balance is the fiscal balance 

which excludes the isolated influence of the economic 

cycle and the identity from which it stems is the 

following20: 

FB = CB + CAB 

Part of the fiscal balance (FB) which is not under the 

influence of cyclical fluctuations is called cyclically-

adjusted fiscal balance (CAB), and the aim of this 

procedure is to isolate the cyclical component of the 

fiscal balance (CB), which is the result of the effect of 

the production gap. The actual fiscal balance will 

equal to cyclically-adjusted one, if the production gap 

amounts to zero, i.e. if the growth rate of the real GDP 

equals to the potential one. 

Cyclically adjusted primary deficit is reduced in an 

accelerated manner, simultaneously with the 

movement of the general fiscal result and in 2017 it 

entered the surplus zone. The structural primary 

balance cleared from one-time factors in 2017, 

reached a remarkable positive value as well. 

Structural changes in tax system during 2012 and 

2013 started to produce results, which initiated 

essentially the process of fiscal consolidation. The 

following phase of fiscal consolidation, implemented 

during the arrangement with IMF, now with the 

emphasis on the structural adjustment when it comes 

to expenses, significantly improved the fiscal position 

of the country. The analysis and quantification of the 

structural primary balance may be isolated, especially 

one-time effects related to expenses, even though, in 

certain years, they were not irrelevant and one-time 

effects related to income. Structural primary balance 

assessed in this manner is an efficient tool for the final 

financial assessment of fiscal position, especially in 

the period from 2014 to 2019, when the fiscal position 

was significantly improved. The analysis of structural 

primary balance provides the consideration of the 

success of the consolidation program as well as 

quantification of the potential fiscal room for further 

relaxation of the fiscal policy. 

  

                                                                 
20 The more detailed description of the used methodology and results may be found in the Fiscal Strategy for 2013 with projections for 2014 and 

2015 or via link http://www.mfin.gov.rs/pages/article.php?id=8626 

http://www.mfin.gov.rs/pages/article.php?id=8626
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Table 19. Fiscal balance and components for the calculation of cyclically-adjusted balance  

in the period 2015–2022, % GDP* 

 

* For the period 2019–2022 projected values are presented. 

** Structural primary balance was obtained by the exclusion of the estimated short-term income and expenditure. Results which show the change 

of the structural primary deficit do not exclude explicitly the effects of the increase of efficiency in the income charging, so the assessment of the 

structural adjustment in 2015 and 2016 is partly different from the previously presented effects.  

Source: Ministry of Finance 

Measures which were adopted in the previous period 

as well as the measures of fiscal consolidation 

implemented in the period from 2015 to 2017 

influenced the significant structural improvement of 

fiscal position of the country. The effects of measures 

in this period as well as the expected effects until 

2022 which refer to the public sector reforms, the 

completion of the restructuring process and 

abolishment of the individual subsidies, result in the 

permanent savings related to the expenses. 

At the same time, the space for further relaxation of 

the fiscal policy is opened, firstly in relation to the 

expenses and then in relation to the income. The 

accomplished result in 2019 and significant primary 

surplus provide space to relax the fiscal policy, in the 

manner which shall not jeopardize the sustainability 

and the decline of the debt path. The predicted fiscal 

deficit of 0.5 percent of GDP in the following period 

still enables the accomplishment of high levels of the 

primary surplus. This factor, apart from the 

acceleration of the economic growth, shall have the 

predominant effect on further reduction of the level 

of the public debt in the GDP. 

 

 

 

 

 

 Fiscal  

balance 

Primary  

fiscal balance 

Cyclical 

component 

of fiscal balance 

Cyclically  

adjusted 

fiscal balance 

Cyclically  

adjusted primary  

fiscal balance 

Structural  

primary  

fiscal balance** 

Character of 

fiscal policy – 

fiscal impulse 

2005 1.1 2.0 0.0 1.1 2.0 2.2  

2006 -1.4 -0.1 -1.0 -0.5 0.8 1.5 1.2 

2007 -1.8 -1.2 0.3 -2.1 -1.6 -1.2 2.4 

2008 -2.5 -1.9 1.5 -4.0 -3.5 -3.5 1.9 

2009 -4.2 -3.6 -0.1 -4.0 -3.4 -3.5 0.0 

2010 

 

-4.3 -3.4 -0.3 -4.1 -3.1 -3.2 -0.3 

2011 -4.5 -3.4 0.2 -4.7 -3.6 -3.8 0.5 

2012 

 

-6.4 -4.7 -0.3 -6.1 -4.4 -4.4 0.8 

2013 -5.1 -3.0 0.5 -5.6 -3.4 -3.2 -1.0 

2014 -6.2 -3.5 -0.5 -5.7 -3.0 -2.2 -0.4 

2015 -3.5 -0.4 -0.4 -3.0 -0.1 0.6 -3.0 

2016 -1.2 1.7 0.0 -1.2 1.7 1.8 -1.8 

2017 1.1 3.6 -0.2 1.3 3.9 3.7 -2.2 

2018 0.6 2.7 0.1 0.5 2.6 2.5 1.3 

2019 

 

-0.5 1.6 0.1 -0.6 1.5 1.4 1.1 

2020 

2021 

2021 

202 

-0.5 1.4 0.1 -0.6 1.3 1.3 0.2 

2021 -0.5 1.3 0.1 -0.6 1.2 1.2 0.1 

2022 -0.5 1.2 0.1 -0.6 1.1 1.1 0.1 
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Production gap, actual, cyclically-adjusted and structural 

fiscal balance in the period 2005–2022, % GDP 

 
Source: Ministry of finance 

Character and effects of fiscal policy in the  

period 2005–2022* 

 

*For the period 2019–2022 the projected values are presented 

Source: Ministry of Finance 

Character and effects of fiscal policy in the period 

2006–2019

 

Source: Ministry of finance 

 

In the period 2018 and 2019, the fiscal impulse is 

positive because the consolidation in the previous 

period created the significant fiscal space. Certain 

minimum level of restrictiveness emerges from 

further improvement of the collection efficiency of 

the public revenues. Apart from relatively low values 

of the fiscal multiplicator, the certain effect of positive 

fiscal impulse to economic developments is certainly 

present. In the following period, the approximation of 

the achieved growth rates to the potential level, in 

conjunction with the achieved fiscal results, enables 

the fiscal impulse to be mainly neutral, which is an 

additional confirmation of the achieved stability of 

the macro-fiscal environment. With careful designing 

of the income and expenditure policies in the 

forthcoming period, this stability might be further 

strengthened. 
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7. Debt relief program

In compliance with the principle of fiscal 

responsibility, if the debt of general government 

exceeds 45 percent of GDP, the Government is 

obliged to propose measures which would make the 

debt closer to the aimed level and return it to the 

sustainable framework21. Simultaneously, the Pact for 

Stability and Growth prescribed the upper limit of the 

participation of the public debt in GDP of 60 percent 

as well as the obligation for EU member states to 

present, with an official document, a credible plan for 

reaching the prescribed level with a satisfactory 

speed, if this limit is surpassed. 

In the period from 2008 to 2014, the general 

government deficit was significantly increased with 

the simultaneous explosive public debt growth path, 

where the relation between the debt and GDP was 

more than doubled. Measures of fiscal consolidation 

adopted by the end of 2012 and during 2013 partly 

alleviated this trend, but the level of public debt still 

significantly grew. The reduction of the primary deficit 

in the period 2012–2014 was not sufficient enough to 

stabilize the participation of the public debt level in 

the GDP. Effects of the first wave of the fiscal 

consolidation, which referred mostly to income, were 

missing due to increased volume of shadow economy, 

characteristic in the period after raising the tax rates. 

With regards to expenses, the high interests and 

certain one-time expenses additionally aggravated 

the fiscal position. 

Measures of fiscal consolidation initiated by the end 

of 2014, lowered the primary deficit and decelerated 

the public debt growth already during 2015. The 

decrease of public debt in the GDP occurred in 2016, 

a year before it was stipulated by the arrangement 

with the IMF. In 2016, the primary surplus of 1.7 

percent of GDP was realized and the conditions for 

the decrease of the participation of the public debt in 

GDP were finally fulfilled. After that, in 2017 the 

accomplished primary fiscal surplus of 3.6 percent of 

GDP led to even more significant decline of 

participation of debt, by more than 10 pp GDP to 58.7 

                                                                 
21 Public debt in this document does not comprise the debt on the restitution basis pursuant to the definition of the debt from the Law on Budget 
System. 

percent of GDP. During 2018 the accelerated decline 

of the participation of the public debt was continued 

when it reached the level of 54.4 percent of GDP. 

Primary results which stabilize the participation of the 

debt in GDP and accomplished/projected result, % GDP 

 

Source: Ministry of Finance 

Since 2016 the positive primary stabilization gap has 

been present. This gap is defined as the difference 

between the accomplished primary result and the 

primary result which is necessary in order to stabilize 

the participation of the public debt in the current 

year. It was the year 2016 when the path of the debt 

was reversed, that the stabilization gap reached 

positive values. During 2017 and 2018, the positive 

gap was increased with maximum value in 2017, when 

the greatest reduction of the participation of the debt 

in GDP was accomplished. In the following period, 

positive values of this parameter are projected, which 

leads to further decrease of the participation of the 

debt towards the legal limit of 45 percent of GDP 

during 2024. 

Even apart from the significant level of fiscal 

relaxation during 2019, the trend of the decrease of 

the participation of public debt in GDP was continued. 

The positive primary fiscal result in the year 2019 of 

1.6 percent of GDP shall have an impact on further 

reduction of the public debt by 1.5 pp GDP. 

Public debt management and sustainability will be 

ensured by: 

 Limitation of issuance of new guarantees;  
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 Limitation of conclusion of new project loans 

in cases of lack of efficient use of the 

previously approved loans; 

 Repurchase of one part of an expensive debt 

by using the funds from more favourable 

loans or privatization income if there are 

possibilities for that;  

 Identification and better management of 

fiscal risks. 

In compliance with valid fiscal rules it is necessary to 

foresee in the program the dynamics of lowering of 

the level of public debt to 45 percent of GDP. Fiscal 

framework in the period 2020–2022, which stipulates 

stabilization of the consolidated fiscal deficit to 0.5 

percent of GDP represents the basic scenario and 

integral part of this program for the reduction of the 

public debt.  

Legally stipulated participation of the public debt in 

GDP of 45 percent will be reached in 2024. The 

success of the program of structural fiscal adjustment 

enabled the reduction of the participation of the debt 

from 2015 to 2018 for almost 17 pp of the GDP. Since 

fiscal measures stipulate the debt limit of 45 percent 

of GDP which shall be reached during 2024, the 

simulation of the development of participation was 

made in case of variations of the factors which 

influence the debt dynamics until 2027. 

Assumption in the basic scenario is: 

 after the accomplished surplus in 2018, by the 

combination of measures related to income and 

expenditures, in the following period there will be 

relaxation of the fiscal policy which reaches, for 

current conditions, more appropriate and 

sustainable level of fiscal deficit of 0.5 percent of 

GDP in 2019 and its maintaining in the period after 

that;  

 slower growth of fiscal income in comparison to the 

nominal GDP due to the change of economic 

structure, strengthening of investment activity and 

growth of export. This is valid under conditions when 

there are no significant changes in the tax policy and 

no significant worsening of the shadow economy 

volume;  

 absence of the net growth of issued guarantees after 

2019;  

 average real GDP growth rate of 4 percent in the 

long-term period; 

 annual inflation of about 3 percent on average in the 

observed period; 

 actually unchanged dinar exchange rate; 

 absence of more significant income from 

privatization in the observed period from 2022–

2027. Potentially higher privatization income, reduce 

the need for financing and additionally reduce the 

public debt participation.

 

Table 20. Simulation of the total debt level in the basic scenario until 2027, % GDP 

Basic scenario 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 

Income 41.5 41.4 40.2 39.4 38.7 38.5 38.3 38.1 37.9 37.7 

Expenditure 40.9 41.9 40.7 39.9 39.2 39.0 38.8 38.6 38.4 38.2 

Expenditure participation decline  1.0 -1.5 -0.7 -0.6 -0.2 -0.2 -0.2 -0.2 -0.2 

Fiscal result  0.6 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 

            

Public debt in GDP 54.4 52.9 51.4 50.1 48.3 46.2 44.1 42.2 40.4 38.7 

GDP real growth, % 4.4 3.5 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 

Source: Ministry of Finance 

The basic scenario suggests that the level of public 

debt is lowered to about 45 percent of GDP in 2024. 

The chart presents simulations of the alternative 

scenarios of public debt trends, depending on the 

changes of certain assumptions in the basic scenario. 

Due to better comparison, the variation of only one 

variable was performed as the risk factor which 

influences the debt level. 

The scenario of “decelerated growth after 2023” 

takes the average real growth of GDP of about 0.7 

percent in the observed period with the same level of 

fiscal deficit with regards to the basic scenario. This 
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does not include the same level of fiscal adjustment 

because greater accommodation related to 

expenditure is needed, in situations when there is a 

lower economic growth. At the end of the year 2027, 

the public debt, according to this scenario reaches the 

level of 44.9 percent of GDP. One of the dangers of 

the scenario with the extended decelerated grow, lies 

in the fact that apart from keeping the level of fiscal 

deficit low, the public debt level does not decline fast 

enough. On the other hand, decelerated growth, via 

automatic stabilizers, produces higher levels of fiscal 

deficit so it is necessary to reduce income even more 

so as to keep the descending path of the public debt 

participation. The risk of entrance into the spiral of 

decelerated growth and necessity for additional 

measures of saving are present. Apart from these 

risks, the scenario enables the gradual reduction of 

the participation of the public debt and keeping the 

level below 45 percent, with other given assumptions. 

Comparison of different scenarios and influence to 

the amount of public debt, % GDP 

 

Source: Ministry of Finance 

The scenario “fiscal expansion after 2023” comprises 

more significant deviation from currently set mid-

term goal of fiscal policy and reaching the fiscal deficit 

of 2.5 percent. In this case, the level of participation 

of the public debt in the GDP begins to stagnate, only 

to reach 48.4 percent of GDP in 2027. The public debt 

does not reach the legal limit of 45 percent and the 

level below 60 percent is kept during the whole 

observed period. Apart from the significant 

aggravation of fiscal performances, this scenario still 

implies the present primary fiscal result that enables 

the relative stability of the participation of debt under 

the given GDP growth rates.  

The scenario which combines the smaller real growth 

of GDP and rising of the level of fiscal deficit in the 

average of 2.5 percent of GDP has the least 

convenient public debt path. Simultaneously, only in 

this scenario, the debt has a prominently ascending 

path in the period after 2023 and the public debt 

participation starts to accelerate towards the level of 

60 percent at the end of the observed period. 
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III. STRATEGY FOR PUBLIC DEBT MANAGEMENT FROM 2020 TO 2022

According to the Law on Public Debt, as the legal basis 

of indebtedness of the Republic of Serbia, the public 

debt consists of all direct obligations of the Republic 

of Serbia on the basis of indebtedness, as well as 

guarantees issued by the Republic for indebtedness 

of public companies and local authorities as well as 

other legal entities. The Republic may be in debt in 

domestic and foreign currency with the aim to finance 

the budget deficit, the deficit of current liquidity, 

refinancing of unsettled debt, for financing of 

investment projects and for the execution of 

obligations upon given guarantees. The provisions of 

the Law on Public Debt stipulate that the public debt 

represents unconditional and irrevocable obligation 

of the Republic of Serbia in relation to the payment of 

the principal, interest and other accompanying 

expenses. 

For the formulation of the Strategy for Public Debt 

Management the quantitative approach was used 

and possible limitations through macroeconomic 

indicators, expense and risk analysis and market 

conditions influencing the public debt management 

were identified. For the purpose of analysis, the 

instruments of financing, available at domestic and 

international market, were used. The Strategy for 

Public Debt Management is based on principles which 

define the need for transparent and predictable 

indebtedness process, with permanent development 

of the market of state securities and acceptable level 

of exposure to financial risks. 

By analysing the potential indebtedness strategies, 

the World Bank model MTDS indicates that the 

structure of indebtedness, which is based on 

securities issued in dinars and euros, is the best 

option from the aspect of expenses (risk). The 

strategy of indebtedness of the Republic of Serbia 

which was applied in previous five years and which 

was based on the combination of financing mostly 

from the market sources and partly from the 

concessional sources of financing, showed that in 

situations when concessional sources of financing 

may be provided, these funds should be used, 

because in this manner, the expenses of financing 

with acceptable risk are reduced, which meets the 

basic task of the public debt management. The 

situation at domestic and international financial 

market, successful application of measures of fiscal 

consolidation with good coordination of fiscal and 

monetary policy in previous three years, resulted in 

significant decrease of expenses of indebtedness of 

dinar and euro denominated securities and reduction 

of the risk premium for Serbian state securities to the 

historic minimum. The new framework of the analysis 

of potential indebtedness strategies is based on the 

comparison of the strategy applied in the last five 

years with strategies based exclusively on market 

financial instruments denominated in dinars and 

euros. 

Fiscal strategy stipulates the public debt reduction of 

the general government level until the end of 2022 to 

the level of 48.3 percent of GDP and at the same time 

pursuant to the Guidelines of Public Debt 

Management defined by the World Bank and 

International Monetary Fund, within the Strategy for 

Public Debt Management, executes the stress-

scenario of analyses of impact of the change of 

foreign currency exchange rate of the domestic 

currency in comparison to the currency in which the 

public debt of the Republic of Serbia is denominated. 

In the last seven years a significant progress was 

made with regards to the increase of the average 

maturity of dinar state securities and reduction of the 

expenses of financing on the basis of this form of 

indebtedness, which reduced the exposure to the 

refinancing risk. It is important to mention that in the 

stated period, the average coupon rate of dinar 

securities was reduced from 12.4 percent, which was 

its amount at the end of September 2012 to 5.5 

percent at the end of August 2019. 

The Strategy for Public Debt Management defines the 

basic measures for further continuation of the 

development of dinar market of securities, because the 

development of this market this will create one of the 

necessary preconditions for the increase of the credit 

rating of the Republic of Serbia and reduction of the 

exposure of the public debt toward foreign currency 

risk.  

After several years of absence in 2019, the Republic of 

Serbia emerged as an issuer on the international 
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financial market, with the desire to take advantage of 

the favourable circumstances and high investor 

interest and with the intention of replacing the more 

expensive dollar debt with the cheaper euro debt. 

Eurobonds Serbia 2029 worth 1 billion Euros were 

issued with a coupon rate of 1.5 percent and the return 

rate of 1.619 percent, and funds were used for early 

redemption of dollar Eurobonds Serbia 2020 and 

Serbia 2021 in the total value of US $ 1.1 billion, which 

coupon rates are 4.875 percent and 7.25 percent, 

respectively. 

At the end of August 2019, total balance of the public 

debt of the general government level amounted to 

2,846.7 billion dinars or 52.6 percent of GDP. Out of 

those 2,629.9 billion dinars was for direct obligations, 

177.1 billion dinars for indirect obligations, while 39.4 

billion dinars referred to the non-guaranteed debt of 

local authority units and 300.6 billion dinars to the 

non-guaranteed debt of the PE “Roads of Serbia”. 

Participation of the general government public debt 

level in GDP, %

 

Table 21. General government general government debt in the period from the end of 2016 to 31 August 2019 

  2016 2017 2018 2019/VIII 

Public debt (in billions of dinars) 3,110.8 2,790.5 2,757.3 2,846.7 

Public debt (in millions of euros) 25,194.3 23,554.0 23,328.4 24,169.8 

Public debt (in millions of dollars) 26,557.3 28,154.0 26,669.1 26,702.8 

 

In the first eight months of 2019 it is noticeable that 
there was a minor increase of the public debt of the 
central level of authorities, in the foreign currencies 
with the highest participation in the public debt, i.e. in 
euros and dinars. Due to the borrowing on the 
domestic securities market, which was predominantly 
executed in dinars during 2019, there was an increase 
of RSD 61.7 billion in public debt. In euros there was an 
increase in the amount of EUR 816.1 million, due to 

Eurobonds being issued on the international financial 
market for early redemption of Euro 2020 Serbia 
Eurobonds in the amount of 700 million US $ and 
Serbia 2021 in the amount of 400 million US dollars. 
This transaction, on the other hand, led to a decline in 
US dollar-denominated debt in the first eight months 
of 2019 by US $ 1.1 billion, with a further decline 
expected by the end of 2019 due to further premature 
redemption of Eurobond Serbia 2020. 

Table 22. Condition of the public debt of the central government level on original currencies  
in the period from the end of 2016 to 31 August 2019 

  2016 2017 2018 2019/VIII 

EUR 9,862.6 9,656.4 9,216.7 10,032.8 

USD 8,861.4 8,181.3 6,963.9 5,891.4 

RSD 639,844.1 632,485.6 708,389.1 770,119.1 

CHF 146.4 129.6 120.7 115.8 

Special drawing rights 713.1 665.8 618.1 579.1 

Other currencies (in RSD) 40,270.4 56,843.9 100,910.4 130,117.4 
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Pursuant to the aim to reduce the exposure to 

currency risk, extend maturity and continue with the 

development of new instruments of indebtedness at 

domestic financial market, the basic source of 

financing in the period 2015–2019 is issuing the 

emissions of dinar securities, which had an impact on 

the increase of the participation of the public debt of 

the central level of authorities in dinars from 20.9 

percent at the end of 2016 to 27.4 percent of public 

debt of the Republic of Serbia at the end of August 

2019, i.e. from 639.8 billion dinars which was the 

amount of the public debt in dinars at the end of 2016 

to 770.1 billion dinars at the end of August 2019. 

According to the data since 31 August 2019, the 

greatest part of the public debt of the general 

government level of the Republic of Serbia is still 

denominated in euros and amounts to 42.6 percent. 

The second greatest presence is of RSD with 27,4 

percent and US dollar with 22.1 percent. The rest of 

the debt is denominated in special drawing rights 3.0 

percent and other currencies 5.0 percent. During 

2019, there was a significant reduction of 

participation of the public debt in US dollars as a 

result of emissions of the new Euro-bonds Serbia 

2029 in euros in the international financial market for 

the needs of early redemption of dollar Eurobonds 

Serbia 2020 and Serbia 2021. And by the end of 2019, 

the issuing of Eurobond Serbia 2029 will be reopened 

and additional early redemption of US dollars Serbia 

2020 Eurobond will be completed. These transactions 

lead to a significant increase in the participation of 

the public debt in euros, while on the other hand, a 

decrease in dollar debt and risk of exposure to the 

dollar exchange rate, which is one of the goals 

defined by this strategy. The mentioned transactions 

lead to the reduction in borrowing costs due to the 

replacement of more expensive debt with the 

cheaper one, since the coupon of the new Eurobond 

Serbia 2029 issued in euros, was 1.5 percent, while 

the coupons of prematurely repurchased dollar 

Eurobonds were 4.875 percent and 7.25 percent. 

Also, during 2019, the operations on the domestic 

securities market (75 percent of planned issues are in 

dinars), led to the increase of participation and public 

debt in dinars, and further progress was made in the 

dinarization process. 

Currency structure of the debt of the general 

government level in the period from 2016 to 31 

August 2019, %

 

On 31 August 2019, the greatest part of the public 

debt of general government level of the Republic of 

Serbia is with fixed interest rate – 80.8 percent while 

the public debt with variable interest rate amounts to 

19.2 percent of the total public debt. Among variable 

interest rates the greatest presence is of EURIBOR 

and LIBOR to euro which amounts to 80.3 percent, 

then variable interest rate for special drawing rights 

10.3 percent and LIBOR to US dollar 4.3 percent, while 

the participation of obligations with other interest 

rates is 5.1 percent. 

Structure of interest rates of the debt of general 
government level in the period from 2016 to 31 

August 2019, % 

 

During 2018 and 2019 there was further decrease of 

indebtedness expenses of the Republic of Serbia on 

the basis of dinar and euro denominated securities, 

owing to the growth of credit rating of the country 

and the reduction of premium risk, low inflation rate 

and the decrease of NBS referent interest rate, which 

40,2% 42,2% 40,6% 42,6%

33,4% 29,1%
26,1% 22,1%

20,9% 22,9%
25,9% 27,4%

3,6% 3,4% 3,2% 3,0%

1,8%
2,5% 4,1% 5,0%

2 0 1 6 2 0 1 7 2 0 1 8 2 0 1 9 / V I I I

EUR USD RSD SDR Other

78,5% 78,9% 80,3% 80,8%

21,5% 21,1% 19,7% 19,2%

2 0 1 6 2 0 1 7 2 0 1 8 2 0 1 9 / V I I I

Fixed interest rates Variable interest rates



Revised fiscal strategy for 2020 with projections for 2021 and 2022 

75 
 

currently amounts to 2.5 percent and thus continues 

the trend initiated in the last quarter of 2012.  

In 2019, owing to the accomplished results, among 

which one of the most significant ones is the public 

debt management of the Republic of Serbia, the Fitch 

Ratings Agency increased the credit rating of the 

Republic of Serbia, while Moody's increased the 

position from stable to positive. 

The review of the movement of average executive 

interest rates to dinar state securities in the period 

2014 – 31 August 2019, %

 

The review of the movement of average executive 

interest rates to euro denominated state securities in 

the period 2014 – 31 August 2019, % 
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Table 23. Projections of the payment of interests and principals until 2022 (bill. dinars) 

  2019 p 2020 p 2021 p 2022 p 

Principal 654.0 473.4 325.0 387.6 
Interest 110.4 111.2 106.3 108.5 
Total 764.4 584.6 431.3 496.1 
With regards to the public debt on 31.08.2019 27.2% 20.8% 15.4% 17.7% 

* with planned buy-back operations 

Table 24. Projections of the payment of interests and principals until 2022 (% of participation in GDP) 

  2019 p 2020 p 2021 p 2022 p 

Principal 12.1% 8.1% 5.2% 5.8% 
Interest 2.0% 1.9% 1.7% 1.6% 
Total 14.1% 10.0% 6.9% 7.4% 

Planned interest and principal repayments in 2019 

and 2020, at the central government level, also 

include funds for buy-back operations, in order to 

take advantage of favourable market circumstances 

to replace more expensive debt with cheaper one and 

thereby make savings in the coming years. Only the 

premature redemption of dollar bonds with a new 

issue of a total nominal value of 1.0 billion euros from 

June 2019, will result in total interest savings of about 

3.9 billion dinars, during 2020 and 2021, when the 

dollar bonds mature, i.e. for the stated amount 

interest shall be paid until their maturity. 

Projection of the general government level 

public debt condition in the period 2019–2022 

Taking into consideration the projected primary 

result of the budget of the Republic of Serbia for the 

period 2019–2022, including the volume of drawing 

of the credit funds for project financing from budget 

users, the effects of the change of the foreign 

currency exchange rate of dinar to euro and US dollar, 

in the basic macroeconomic scenario, the state of the 

debt of central government level should be at the 

level of 47.2 percent of GDP at the end of 2022. 

Table 25. Basic projection of the condition of the general government level public debt until 2021  

 2019 p 2020 p 2021 p 2022 p 

Public debt (central level of authorities) 2,814.0 2,933.7 3,072.2 3,183.7 
Central government debt, in % GDP 51.9% 50.3% 49.0% 47.2% 
Non-guaranteed debt of local authorities, in % GDP 1.0% 1.1% 1.1% 1.1% 
General government debt, in % GDP 52.9% 51.4% 50.1% 48.3% 

In 2019 it is expected that the ratio showing the 

participation of the public debt of the general 

government level in GDP will decline to 52.9 percent 

while in 2020 it is expected to decline further to 51.4 

percent. In 2022 after several years of constant decline, 

it is expected that this ratio be at the level of 48.3 

percent so that it would significantly come closer to the 

level which is defined by the fiscal rules in the Law on 

Budget System (up to 45.0 percent). It is predicted that 

the non-guaranteed debt of the local level of 

authorities in the following period will be at a relatively 

stable level from about 1.0 percent of the GDP in 2019 

until 1.1 percent of GDP in the period from 2020 until 

2022. 

 

The condition of the public debt according to 

the Maastricht criteria  

It is important to point out that, according to the 

national methodology, the condition of the public 

debt comprises direct obligations of the central level 

of the authorities, as well as all indirect obligations, 

i.e. guaranteed debt to the benefit of public 

companies, local authorities and other legal parties 
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established by the Republic of Serbia. The debt 

balance includes all guarantees, regardless of 

whether they shall be paid from the budget in the 

following period, or not. 

Since one of main economic and political goals of the 

Republic of Serbia is to become the EU member, the 

adjustment of domestic methodology with European 

standards is imposed as a precondition. Therefore, 

the issue of the public debt is analysed regularly and 

on the basis of the criteria set out in the Maastricht 

Treaty, which represents systematized guidelines 

with the aim of sustainability of the public debt and 

fiscal system, i.e. macroeconomic stability. According 

to these criteria, the balance of the public debt should 

include, apart from direct obligations of the central 

level of authorities and non-guaranteed debt of local 

authorities, but also exclude the debt on the basis of 

direct and indirect obligations for which the Republic 

(central level of authorities) does not make 

payments. 

This debt is measured according to the nominal value 

which equals the contracted amounts of the debt that 

should be paid back to the creditors on the maturity 

date, which means that the public debt is not under 

the influence of the changes of the market returns 

and does not exclude the unpaid calculation interest. 

Table 26. Structure and projection of the public debt balance according to Maastricht criteria until 2022  

(billion dinars) 

  2018 31.8.2019. 2019 p 2020 p 2021 p 2022 p 

Total direct obligations 2,464.3 2,553.9 2,549.3 2,648.4 2,760.6 2,889.5 

Guaranteed debt 96.7 97.6 99.8 106.8 110.1 95.6 

Remaining debt of the state sector 0.3 0.3 7.1 6.5 4.8 3.0 

Local authorities debt 63.1 64.6 71.9 81.2 86.2 91.4 

Social insurance institutions debt 0.0 0.0 0.0 0.0 0.0 0.0 

The Republic of Serbia public debt 2,624.4 2,716.3 2,728.1 2,843.0 2,961.8 3,079.5 

The Republic of Serbia public debt /GDP 51.8% 50.1% 50.4% 48.8% 47.3% 45.7% 

Principles of public debt management 

According to the Law on Public Debt, the primary goal 

of indebtedness of the Republic of Serbia and public 

debt management is provision of the funds necessary 

for the regular servicing of the budgetary needs, 

under the most favourable conditions and financing 

expenses, along with the acceptable level of risk. 

Based on that, the Strategy of the public debt 

management defines the following general goals and 

principles: 

1) To ensure the financing of the fiscal deficit and 

regular servicing of obligations, on the basis of the 

public debt of the Republic of Serbia; 

2) To define the acceptable level of risk which should 

be determined in the conditions of the targeted 

structure of debt portfolio in the sense of currency 

debt structure, interest rate structure, maturity 

structure and debt structure as per the instruments; 

3) To continue to develop the market for government 

securities issued on both domestic and international 

market, which would help reduce the costs of 

borrowing in the medium and long term; 

4) To enable transparency and predictability of the 

indebtedness process. 

The strategy of public debt management should be 

consistent with the general mid-term 

macroeconomic and fiscal framework. 

The strategy of the public debt management in the 

following mid-term period shall be based on the 

financing of the deficit and the principal of the debt 

of the budget of the Republic of Serbia, mostly via the 

issuance of state securities at domestic and 

international market of capital. The market of state 

securities is still being developed and one of the 

principles of public debt management is the flexibility 

so that the regular servicing of the obligations is 

secured. The flexibility will be reflected in the domain 

of choice of the market where indebtedness, 
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indebtedness currency and instruments of financing 

will be done. The choice of the structure of financing 

will take into consideration the current condition and 

trend of development of the domestic and 

international financial market (the level of interest 

rates, risk premium, the curve of returns, and foreign 

exchange rate of referent currencies) and acceptable 

level of exposure to financial risks. 

The goal in the following long-term period, is to 

execute the financing primarily by the emission of 

dinar securities in the domestic market. The current 

situation indicates that, despite the firm 

determination towards the development of the 

domestic market of state securities, one part of the 

financing may be provided at the international 

financial market in mid-term period. 

Borrowing in the foreign currency, such as for 

instance in US dollars, bears the foreign currency risk 

due to fluctuations in the exchange rates euro-US 

dollar, so for this reason it is necessary to reconsider 

and use the opportunity of hedging  

The policy of public debt management must take into 

consideration the long-term perspective, but the 

decision on financing the budget expenses must be 

passed annually. The decision on annual 

indebtedness is passed within the Law on Budget for 

the certain fiscal year. Depending on the change of 

the basic fiscal aggregates, the correction of the 

indebtedness plan is possible during the fiscal year.  

Financial risks and measures for financial risk 

management 

Financial and fiscal risks may lead to the public debt 

growth more than it is predicted by the basic 

scenario. The risks which are present and which may 

lead to the indebtedness and public debt servicing 

expense growth are: risk of refinancing, foreign 

currency risk, market risk (interest rate risk, inflation 

risk), liquidity risk, credit and operative risks and risks 

related to the distribution of servicing expenses (debt 

structure, concentration of obligations). 

With the aim of the reduction of the exposure to 

financial risks it is necessary to implement the 

following measures: 

1. the risk of refinancing 

 the increase of the participation of mid-term and 

long-term financial instruments denominated in 

dinars at domestic financial market; 

 equal distribution on the basis of public debt at the 

annual level in the following long-term period;  

 extension of the average debt maturity which is 

issued in securities; 

2. foreign currency risk 

 the tendency to reduce the participation of the 

debt denominated in foreign currency, taking into 

account the expenses of the new debt (expenses of 

the debt dinarization); 

 the use of financial derivatives with the aim of 

limitation of the effects to the change of referent 

currency exchange rates; 

 the tendency to have the external debt mostly in 

euros and that the dollar debt is used only when the 

financing at the international market in dollars is 

cheaper, with the use of financial derivatives for 

the risk limitation; 

3. market risk (interest rate risk, inflation risk) 

 the tendency to extend the average maturity of the 

domestic debt in dinars; 

 the tendency to have the risk on the basis of 

interest rates to external debt, not endangering the 

long-term goal of minimization of the public debt 

expenses; 

4. the risk of liquidity 

 permanent keeping of the cash level in accounts of 

the Republic of Serbia at the level which provides 

the undisturbed financing of obligations in the 

minimum of four months and at the level which 

provides the absorption of potentially smaller 

income on the basis of indebtedness with regards 

to the plan; 

 the adequate management of the free cash funds 

in the accounts of the Republic of Serbia in 

compliance with the principles of asset-liability 

management and in accordance with the 

possibilities available; 

5. loan and operative risks 

 implementation of transactions with financial 

derivatives only with financial institutions which 

have a high credit rating; 
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 the use of financial instruments which limit the 

credit risk; 

 issuance of guarantees and approval of the new 

debt to local authorities only if there is an adequate 

analysis about relatively low level of probability to 

realize the guarantee or for the local government 

to become non-solvent in the mid-term period; 

 the introduction of the adequate control in all 

business activities in the Public Debt Administration 

and the improvement of the of knowledge of the 

employees; 

6. risks related to the distribution of servicing expenses  

 adequate planning of indebtedness on annual level 

and equal distribution in the following years during 

the fiscal year so as to avoid the risk of great 

concentration of obligations for refinancing; 

 avoidance of the concentration of obligations on the 

basis of public debt on a monthly level, which could 

not be amortized by the free financial funds in the 

accounts of the Republic of Serbia.  

Owing to the implementation of the defined 

measures in the last few years, there has been a 

significant improvement in the public debt structure 

in almost all segments – the currency and interest 

rate structures have been improved, the maturity is 

significantly advanced, the cost of borrowing has 

been reduced, the guaranteed public debt is reduced, 

there is a more equal distribution of the obligations, 

with a permanent maintenance of the adequate level 

of liquidity. For example, the share of the public debt 

in dinars has increased from 20.9 percent as it was at 

the end of 2016 to 27.4 percent at the end of August 

2019. At the same time interval, the share of the 

public debt in US dollars decreased from 33.9 percent 

to 22.4 percent, while after the additional early 

redemption of Eurobonds Serbia 2020, is expected to 

have its share in the public debt fall below 20.0 

percent. 

Analyses used in outlining the Strategy for 

public debt management  

The Public Debt Administration used the quantitative 

approach for the formulation of the Strategy for the 

public debt management, identifying potential 

limitations through macroeconomic indicators, 

analysis of expense, risk and market conditions which 

influence the public debt management. During the 

expense and risk analysis all available financing 

alternatives are taken into consideration. The share 

of each instrument in total needs for financing in the 

given year is determined in compliance with the goals 

of the Strategy. 

For the purpose of the analysis the instruments 

available at domestic and international financial 

market that were used, are described below in the 

text. 

Sources of financing denominated in foreign 

currency 

 Loans of foreign governments and international 

financial institutions – presented as concessional 

instruments denominated in euros or US dollars 

with fixed or variable interest rate; 

 Domestic debt denominated in euros expressed 

through two instruments – state records and state 

bonds issued at domestic financial market; 

 Eurobond – issued in euros or US dollars at 

international financial market. 

 

Sources of financing in domestic currency  

All state securities denominated in dinars are 

distributed in several groups, as following: short-term 

state records (with maturity dates up to 53 weeks), 

two-year, and three-year and long-term (five-year, 

seven-year and ten-year) state bonds. 

Future market interest rates and analysis 

scenario 

During the outlining of the mid-term strategy of the 

public debt management for the period 2020–2022, 

quantitative analyses of expenses and risks, based on 

different scenarios and projections, were used. 

It starts with the fundamental scenario, which is 

based on the most probable market conditions. Then, 

the three groups of market variables are identified: 

foreign exchange rate, interest rates at international 

market, and interest rates for dinars. Future market 

rates may be identified using the analysis of available 

predictions for the parity of purchase power or by 

predicting the parity for interest rates. It is assumed 

that the trend of the dinar exchange rate compared 

to euro or US dollar is in compliance with 
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macroeconomic framework in the observed period 

and relatively stable relation of euro and US dollar 

was kept, so as to get a clear image of the given effect 

of the applied shock. The effects of changes of market 

interest rates were tested in shocks. The access for 

dinar and euro interest rates is based on the rates 

accomplished during the previous and the current 

year. 

After defining the basic scenario, with the aim of 

stress testing, additional types of scenarios – shocks 

were selected. 

Depreciation of dinar with regards to all currencies of 

15 percent in 2020. In this scenario, the relation of 

euro and US dollar would stay stable, while only dinar 

would depreciate with regards to both currencies. 

The increase of interest rates at domestic and 

international market for approximately 2 pp. 

The increase of interest rates at international market 

up to 3 pp, and at domestic market up to 4 pp. 

The combined shock which refers to the dinar 

depreciation with regards to dollar by 15 percent in 

2021 and also the growth of interest rates by about 

2 pp. 

Every single one of the above mentioned stress tests 

or scenarios of risk is used to review the effect of 

expense of considered strategies. 

Alternative strategies of indebtedness for the 

period 2020–2022 

The optimum choice between expenses and risks, on 

the basis of the World Bank model named Medium 

Term Debt Strategy Model – MTDS, defined the 

choice of the basic indebtedness strategy for the 

following mid-term period. The analysed alternative 

indebtedness strategies are: 

Basic strategy (С1): represents the strategy which 

covers the needs for financing by issuance of state 

securities mostly from dinars at domestic financial 

market (87%), while the rest was provided from the 

issuance of euros at domestic financial market.

Strategy (С2): compared to Strategy C1, the 

comprehensive needs for financing are fulfilled with 

the issuance of state securities at domestic market, in 

domestic currency (50 percent) and foreign currency 

(50 percent). 

The strategy based on issuance of Eurobonds (C3): 

strategy C3 with regards to strategy C1, is the strategy 

which completely uses the issuance of the Eurobonds 

in euros with the maturity of five and ten years as the 

basis for the complete financing. 

Strategy of additional dinarization (C4): it represents 

the strategy which uses issuance of dinar securities as 

the basis for complete financing. 

Financing of expenses from the budget of the 

Republic of Serbia according to all strategies will be 

performed mainly via emissions of state securities at 

international and domestic market of capital. 

Comparison of alternative strategies 

Quantitative analysis represents the results for each 

out of four alternative strategies of indebtedness, 

where at vertical axis, there is participation of debt in 

GDP, and interest expense in GDP within the basic 

macroeconomic framework, while at horizontal axis 

there is a potential expense of a certain indebtedness 

strategy (the result of the stress test). Two measures 

of expenses are applied: the relation of public debt 

towards GDP and nominal interest as the GDP 

percentage. The first relation is the stock indicator 

and the other is the flow indicator. For the sake of 

comparison, the attention is directed to the results of 

strategies considered at the end of 2022. 
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Relation of the debt and GDP at the end of 2022

 

 

Relation of interests and GDP at the end of 2022 

 

Based on the chart, it is clearly noticed that the 

expenses which every one of the considered strategy 

bears – the strategy C3 has relatively the greatest 

exposure to the foreign exchange rate risk. The 

strategy C4 has the greatest exposure to potential 

oscillations of dinar interest rates, since the complete 

additional financing is provided from issuance of 

dinar securities. On the other hand, strategies C3, C2 

within the basic macroeconomic framework, have a 

lower ration of the debt participation in GDP at the 

end of 2022. With the strategy C3 there is a minimum 

risk with interest rates with regards to all four 

observed strategies, due to low fixed expense of 

Eurobonds in euros, but it is proved to be relatively 

very risky with regards to the ratio debt – GDP. The 

strategies C4 and C1 proved to be relatively more 

expensive but less risky from the aspect of foreign 

currency risk, since according to these strategies the 

financing of the budget is done by issuing dinar 

securities. 

During the analysis of the relation of public debt and 

GDP it is estimated that the strategy C3, even though 

in the basic scenario it has the lowest debt – GDP 

ratio, is the riskiest choice due to the risk which 

emerges from the change of the foreign exchange 

rate. The strategy C4 has the highest expenses of 

interest due to greater participation of dinar 

securities, as well as the risk caused by potential 

growth of domestic interest rates. Based on all these 

analyses, it is apparent that in the following mid-term 

period, the basic indebtedness operations will be 

based on strategies C1 and C2. 

 

Тable 27. Relation of the public debt and GDP at the end of 2022 

Scenarios C1 C2 C3 C4 

    

 Basic scenario 44.1 44.0 43.9 44.1 

 Foreign exchange rate shock (15% all currencies) 48.7 48.9 49.0 48.6 

 Interest shock (scenario 1) 44.6 44.5 44.4 44.7 

 Interest shock (scenario 2) 45.1 45.0 44.6 45.1 

 Combined shock (15% USD and interest shock 1) 46.4 46.3 46.1 46.4 

Maximum risk 4.6 4.8 5.2 4.5 
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Table 28. Relation of payment on the basis of interests and GDP at the end of 2022 

Scenarios C1 C2 C3 C4 

 Basic scenario 1.5 1.4 1.3 1.6 

 Foreign exchange rate shock (15% all currencies)  1.7 1.6 1.4 1.7 

 Interest shock (scenario 1)  1.9 1.8 1.6 1.9 

 Interest shock (scenario 2) 2.1 2.0 1.7 2.2 

 Combined shock (15% USD and interest shock 1)  1.9 1.8 1.6 2.0 

 Maximum risk  0.6 0.6 0.5 0.6 

 

The following table shows the movement of basic 

parameters of the public debt on the basis of all four 

considered strategies, which reflects the 

abovementioned characteristics of each strategy:

Table 29. Risk indicators for alternative strategies at the end of 2022 

  C1 C2 C3 C4 

Nominal debt (% GDP)   44.1 44.0 43.9 44.1 

Net current value (% GDP)* 40,9 38.1 34.1 42.3 

Applied interest rate (%) 3,5 3.3 2.9 3.6 

Refinancing risk ATM22 external portfolio (in years) 6.8 6.7 6.7 6.8 

ATM domestic portfolio (in years) 5.8 5.0 3.0 5.6 

ATM total portfolio (in years) 6.3 6.1 6.1 6.1 

Interest rate risk АТR23 (in years) 5.8 5.6 5.5 5.6 

Refixing (% of the total debt) 20.8 21.2 20.2 22.1 

Debt per fixed rates (% of the total debt) 90.4 90.4 90.4 90.5 

Exchange rate risk Foreign currency debt (% of the total debt) 51.7 65.3 83.4 46.9 

* Applied discount rate reflects limit expense of the indebtedness of the Republic of Serbia at the financial market 

Stress test analyses 

Fiscal rule, defined by the Law on Budget System, 

prescribes the obligation that the public debt of the 

general government level cannot be higher than 45 

percent of GDP. In case that the amount of the debt 

exceeds this level, the Government is obliged to pass the 

program for the reduction of public debt with regards to 

GDP, i.e. for the return of the debt to the precinct of law. 

At the end of 2018 the balance of the debt of central 

level of authorities reached 53.7 percent of GDP, and 

of general government 54.4 percent of GDP. The ratio 

public debt/GDP of the central level of authorities at 

the end of August 2019 amounted to 51.8 percent of 

GDP and of the general government 52.6 percent. The 

further reduction of the ratio is expected by the end 

of 2020 to the level of approximately 51.4 percent of 

the GDP at the general government level. 

                                                                 
22 АТМ (Average Time to Maturity) – English abbreviation for average time to maturity. 
23 АТR (Average Time to Refixing) – English abbreviation for average time of change in interest rates 

Because of the high participation of the debt 

denominated in foreign currency (72.6 percent), it is 

apparent that the foreign currency risk will determine 

the conduct of the ratio pubic debt/GDP in the 

following period and significantly condition the 

success of the measures of fiscal policy for 

consolidation of public finances and reduction of the 

participation of public debt in GDP. 

Based on the planned macroeconomic framework 

and in case of the absence of the influence of 

potential risks (primarily foreign currency risk), public 

debt of the central level of authorities could be at the 

level of 47.2 percent of GDP, by the end of 2022. 

Basic factors which influence the stabilization of the 

ratio public debt/GDP are GDP growth, primary 

result, exchange rate of dinar to the foreign 

currencies and the amount of interest.
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Тable 30. Contributions of basic macroeconomic variables to the change of the public debt ratio  

(central government level) – GDP, in % 

  2017 2018  2019 п 2020 п 2021 п 2022 п 

Central government debt/GDP 57.9 53.7 51.9 50.3 49.0 47.2 

Change in comparison to the previous year. -9.9 -4.2 -1.8 -1.6 -1.3 -1.8 

Impact of the primary fiscal result -3.2 -2.7 -1.6 -1.6 -1.2 -1.2 

Impact of interests 2.5 2.1 2.0 1.9 1.7 1.6 

Impact of nominal GDP growth -3.3 -3.6 -3.5 -3.7 -3.5 -3.5 

Impact of other factors -5.9 0.0 1.3 1.7 1.7 1.3 

The impact of the change of dinar exchange rate 

toward the basket of currencies from the portfolio 

of the public debt of the central government level 

on the change of public debt – GDP ratio 

 

The chart represents the movement of the ratio of 

public debt of the central government level and GDP, 

depending on the change of dinar exchange rate to 

certain basket of currencies. The fundamental 

projection is presented, with alternative scenario 

depending on appreciation and depreciation of the 

dinar exchange rate in the range from 10 percent of 

appreciation to 20 percent of depreciation, in 

comparison to the basket of currencies. The 

application of the mentioned scenarios indicates that 

the ratio for 2022 would move in the range from 44.8 

percent to 53.1 percent while for the basic scenario it 

would be at the level of 47.2 percent. 

The main risks for the accomplishment of the 

Strategy, apart from the abovementioned factors, 

which are quantified, are the stability of the 

macroeconomic situation in the Republic of Serbia, 

need for additional indebtedness so as to settle debts 

at other levels of authorities, public sector and 

financial sector of the Republic of Serbia and 

activation of given guarantees.  

It is important to emphasize that the adequate control 

of issuing of guarantees and improvement of the 

process of prioritization of the investment projects 

which are financed from the credit lines of 

multilateral and bilateral creditors also contribute to 

the reduction of the public debt in comparison to 

GDP. As of 2015, guarantees are issued only for 

project (investment) loans, i.e. the issuing of 

guarantees for the loans for current liquidity to the 

public companies is discontinued, which has reduced 

the balance of the guaranteed public debt in the 

previous three years 

Long-term strategic framework for public debt 

management 

The fundamental strategic goals that need to be 

strived to in the following long-term period so as to 

minimize the risks of the increase of indebtedness and 

expenses of public debt servicing are: 

 that the participation of the debt denominated in 

dinars amounts to at least 25 percent of the total 

public debt in mid-term period; 

 that the participation of the debt denominated in 

euros in public debt amounts at least to 60 percent 

of the debt in foreign currency, including future 

indebtedness and transactions; 

 that the participation of the debt with variable 

interest rate is reduced to below 20 percent in the 

mid-term period; 

 that average time to refixing (ATR) is kept at the 

level of minimum 4.5 years in compliance with 
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above stated measure of gradual reduction of the 

participation of the debt with variable interest rates;  

 that average weighted interest rate (WAIR) to 

internal public debt does not exceed 6.0 percent; 

 that the participation of short-term debt (with the 

maturity of one year) amounts to 15 percent of the 

total public debt; 

 that average time to maturity (ATM) of the internal 

debt is at the level of at least 4 years in the mid-term 

period;  

 that average time to maturity (ATM) of the external 

debt is kept at the level of 6 ± 0,5 years in the same 

time horizon. 

Trend of the income until the maturity of dinar 

“benchmark” issuances at secondary trade, % 

 

 

Average time until maturity (ATM) of state 

securities issued at domestic financial market in the 

period 31 August 2014 – 31 August 2019 

 

Measures for the improvement of the market of 

dinar securities in the period 2019–2022 

The market of state securities in the period from 2012 

to August 2019 is characterized by the completion of 

set strategic goals, primarily with regards to the 

instrument of financing, as well as in the development 

and maintenance of stability of the diversified 

investor base. The transfer from short-term sources of 

financing which are related to the period until 2010 to 

mid-term and long-term instruments of financing with 

constant reduction of indebtedness expenses, 

influences the reduction of the refinancing risks as 

one of primary risks in the process of public debt 

management. At the end of 2013 the participation of 

long-term dinar instruments per original maturity of 

three or more years amounted to 38.3 percent in the 

balance of dinar securities while at the end of August 

2019 it amounted to 98.5 percent. 

Transparency in operation and reporting, as well as 

the presence at the international market of capital 

impacts the information and thus the interest of non-

residents to invest the capital in debt instruments, 

primarily into state dinar long-term securities, which 

accomplishes the growth of a stable investor base. 

Due to the successful realization of benchmark 

emissions in 2014 and 2015, the same practice 

continued during 2016. In February and July 2016, a 

benchmark of three-year and seven-year emission 

bonds of RSD 110.0 billion was issued. In April 2017, a 

three-year “benchmark” issue volume of RSD 110.0 

billion was issued. In January and February 2018, a 

benchmark of five-year and ten-year emission bonds 

of RSD 110.0 billion was issued. In January 2019, the 

benchmark three-year and seven-year bonds of issue 

volumes of 100.0 and 150.0 billion dinars were issued, 

respectively. In the first eight months of 2019, about 

80% of the issue volume of the seven-year benchmark 

bond was realized, with a coupon rate of 4.50% and a 

return rate of 3.50 percent, at an auction held in 

August 2019. 

These emissions significantly increased the volume of 

secondary trading of these instruments, which also 

contributed to the decline in the executive return 

rates on the re-runs of the aforementioned emissions. 

“Benchmark” issues also increased the participation 

of foreign investors in RSD securities, which stood at 

31.3% at the end of August 2019. J.P. Morgan is 

following the development and implementation of a 

seven-year benchmark bond, issued in January 2019, 

which is a potential one to be included in the J.P. 

Morgan Index. 
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In order to further develop the secondary market for 

government securities, as of 12 November 2015, long-

term government securities trade was enabled on the 

Belgrade Stock Exchange. In the period for which this 

Strategy is adopted, it is expected to improve the 

efficiency of the primary market through the concept 

of primary dealers, as a mechanism for the sale of 

government securities that directly, over the longer 

term, contributes to the reduction of borrowing costs 

and reduction of refinancing risk. The introduction of 

a system of sale of government securities in the 

domestic financial market through primary dealers, 

provides a good basis for the improvement of the 

market efficiency of the secondary market of 

government securities. With the development of the 

secondary market, the concept of market efficiency in 

the process of evaluation of government securities, 

shall be established over time. The introduction of 

benchmark bond issues has had a positive effect on 

the volume and continuity of secondary trading, as 

well as on improving the market efficiency in the 

process of selling government securities in the 

primary market.  

The leading factors that influence the return curve of 

state securities are the fiscal result, the expected 

inflation rate and the foreign currency exchange rate. 

Macroeconomic developments and expectations, as 

well as changes in the international financial market, 

which are reflected in the country's risk premium, 

should be identified as a separate group of factors. 

At of the end of 2012, the average maturity of dinar 

securities was 394 days (1.1 year), at the end of 2013 

it was 469 days (1.3 years), at the end of 2014 it was 

645 days (1.8 year), at the end of 2015 it was 749 days 

(2.1 years), at the end of 2016 it was 789 days (2.2 

years), at the end of 2017 864 it was days (2.4 years), 

at the end of 2018 it was 1.188 days ( 3.3 years), 

whereas as of 31 August 2019 it has been 1.433 days 

(3,9 years). The development of the domestic market 

of government securities will be supported by the 

following measures of the Republic of Serbia: 

 By the inclusion of state securities denominated in 

domestic currency in some of global indexes of state 

bonds of developing countries (Local Currency 

Government Bond Emerging Market Index). Inclusion 

of bonds of the Republic of Serbia in some of global 

indexes would significantly increase the base of 

investors and incite secondary trading, which would 

contribute to further reduction of expenses of 

indebtedness via issuance of dinar state securities; 

 With the aim of creating as great investor base as 

possible and development of secondary market of 

securities issued at domestic market, an equal tax 

treatment of domestic and foreign investors was 

created by the end of 2011, and in the following 

period the aim will be to remove all potential 

obstacles to a free flow of capital. Preparations of 

legal and technical bases are underway, to facilitate 

the clearing and settlement of transactions with 

domestic securities through the international clearing 

system; 

 In the following period the introduction of the primary 

dealers system will be arranged; Specifically, the Law 

on Amendments to the Law on Public Debt from 

December 2018 provides for the introduction of 

primary dealers in the domestic capital market as an 

incentive for the liquidity of the secondary market for 

government securities and for reducing the risk of 

debt refinancing. The aforementioned amendments 

to the Law also foresee the business of financial 

derivatives that would conduct transactions for risk 

management, including the reduction or elimination 

of exchange rate risk, interest rates and other risks. 

 

 

 

 

 

  



Revised fiscal strategy for 2020 with projections for 2021 and 2022 

86 
 

 

 

IV. FINAL REGULATIONS 
 

 

The integral part of this Revised strategy includes 

Annex 1 – Projection of Basic Macroeconomic Indicators and Annex 2 – General Government Fiscal 

Framework for 2020, which are printed together with this Fiscal Strategy, and are an integral part of this Revised 

Fiscal Strategy. 

This Fiscal Strategy is to be delivered to the Committee for Finance, Republican Budget and Control of 

Spending of the Public Funds of the National Assembly of the Republic of Serbia and the Ministry of Finance. 

This Revised Fiscal Strategy is to be published in the “Official Gazette of the Republic of Serbia” and on the 

website of the Ministry of Finance. 

 

 

05 Number: 

In Belgrade, October 31, 2019 

 

G O V E R N M E N T 

 

                                                                                                          PRIME MINISTER 

 

                                                                                                           Ana Brnabić 
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Annex 1 – Projection of Basic Macroeconomic Indicators 

 2019 2020 2021 2022 

Real GDP growth rate 3.5 4.0 4.0 4.0 

GDP in current prices 
(in billions RSD) 

5,417 5,827 6,264 6,740 

Sources of growth: percentage changes in constant prices     

Private consumption 3.5 3.9 3.6 3.7 

Government consumption 4.1 1.5 1.3 0.4 

Investments in fixed capital 8.8 6.4 5.4 5.7 

Change of stocks as % GDP 0.0 0.0 0.0 0.0 

Exports of goods and services 8.6 8.1 8.4 8.4 

Imports of goods and services 9.6 7.4 7.1 7.2 

Contribution to GDP growth, percentage points     

Domestic demand 5.0 4.4 4.0 4.0 

Investment consumption 1.9 1.5 1.3 1.4 

Private consumption 2.4 2.7 2.5 2.5 

Government consumption 0.7 0.3 0.2 0.1 

Changes in stock 0.0 0.0 0.0 0.0 

Net exports of goods and services -1.5 -0.4 0.0 0.0 

Growth of gross value added, %     

Agriculture 0.0 -2.8 0.7 0.6 

Industry 0.3 4.3 4.7 4.9 

Construction 18.4 9.1 6.5 6.0 

Services 3.9 4.3 4.1 4.0 

Contribution to GDP growth, percentage points     

Agriculture 0.0 -0.2 0.0 0.0 

Industry 0.1 0.9 1.0 1.1 

Construction 0.8 0.4 0.3 0.3 

Services 2.0 2.2 2.1 2.1 

Net taxes 0.6 0.6 0.6 0.5 

Prices, %     

GDP deflator 3.3 3.4 3.4 3.5 

Consumer prices (annual average) 1.9 2.0 2.2 2.5 

External sector developments, % GDP     

Balance of goods -13.1 -12.5 -12.2 -11.4 

Balance of services 2.8 2.9 3.2 3.3 

Current account balance -5.9 -5.3 -5.2 -4.7 

Fiscal indicators, % GDP     

Fiscal result of the general government -0.5 -0.5 -0.5 -0.5 

Consolidated revenues 41.4 40.2 39.4 38.7 

Consolidated expenditure 41.9 40.7 39.9 39.2 

General government debt 52.9 51.4 50.1 48.3 
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Annex 2 – General Government Fiscal Framework for 2020* 

  

General 
government 

Republic budget  
(including  

project loans) 

Units of local 
self-government 

Cities and 
municipalities 

AP Vojvodina 

PE “Roads of 
Serbia” and  

“Corridors of 
Serbia” d.o.o. 

ОCSI PDI fund RHIF NES SIMI fund 

  1=2+3+6+7 2 3=4+5 4 5 6 7=8+9+10+11 8 9 10 11 

 Public revenues 2,340.8 1,264.6 303.2 280.5 22.7 28.4 744.5 524.4 201.3 16.2 2.7 
   Current revenues 2,324.3 1,249.6 302.2 279.5 22.7 28.4 744.0 524.4 201.3 15.7 2.7 
      Tax revenues 2,084.5 1,132.1 227.1 209.6 17.5 0.0 725.2 513.4 194.9 14.5 2.4 
            Personal income tax 215.8 70.2 145.5 138.4 7.2  0.0     
            Contributions 725.2  0.0    725.2 513.4 194.9 14.5 2.4 
            Corporate income tax 114.4 104.0 10.4  10.4  0.0     
            VAT 582.0 582.0 0.0    0.0     
            Excises 311.1 311.1 0.0    0.0     
            Customs 52.0 52.0 0.0    0.0     
            Other tax revenues 84.0 12.7 71.2 71.2   0.0     
      Non-tax revenues 239.8 117.5 75.1 69.9 5.2 28.4 18.8 10.9 6.3 1.2 0.3 
   Grants 16.5 15.0 1.0 1.0   0.5   0.5  
Public expenditure 2,369.9 1,012.8 382.9 323.5 59.4 41.4 932.8 626.6 281.1 19.4 5.7 
     Current expenditure 2,090.0 800.9 326.7 269.8 56.8 31.7 930.8 625.9 280.3 19.0 5.5 
        Expenditure for employees 474.5 260.0 87.6 55.2 32.4 2.0 124.8 3.0 120.3 1.6 0.0 
        Contributions paid by employers 80.3 44.8 14.7 8.2 6.5 0.3 20.6 0.5 19.7 0.3 0.0 
        Purchase of goods and services 394.7 112.4 120.9 119.0 1.8 27.3 134.2 2.3 127.8 0.9 3.2 
        Interest payment 113.6 111.4 2.1 1.9 0.2 0.1 0.0     
        Subsidies 114.2 87.5 26.7 18.7 8.0       
        Social assistance and transfers 824.8 124.5 52.4 51.7 0.7  648.0 619.0 11.6 15.2 2.2 
             Out of that for pensions 594.2 0.0 0.0    594.2 594.2    
        Other current expenditure 87.8 60.4 22.3 15.1 7.2 2.0 3.2 1.1 1.0 1.0 0.1 
     Capital expenditure 260.0 195.6 52.7 50.1 2.5 9.7 2.0 0.7 0.8 0.4 0.1 
     Net lending 13.1 9.6 3.5 3.5   0.0     
    Activated guarantees 6.7 6.7 0.0         
Fiscal result excl. transfers -29.0 251.8 -79.7 -43.0 -36.6 -13.0 -188.3 -102.2 -79.9 -3.2 -3.0 
Transfers from other levels of government 354.4 6.5 88.7 52.0 36.7 7.9 251.3 164.0 83.3 1.0 3.0 
Republic budget 285.0 6.5 88.7 52.0 36.7 7.9 181.9 157.6 22.9 1.0 0.4 
Cities and municipalities 0.0      0.0     
AP Vojvodina 0.0      0.0     
PDI fund 61.8      61.8  59.2  2.6 
RHIF 3.5      3.5 3.5    
NES 4.1      4.1 2.9 1.2   
SIMI fund 0.0      0.0     
Other levels 0.0      0.0     
Transfers to other levels of government 354.4 278.5 6.5 6.5 0.0 0.0 69.4 61.8 3.5 4.1 0.0 
Republic budget 6.5 0.0 6.5 6.5   0.0     
Cities and municipalities 52.0 52.0     0.0     
AP Vojvodina 36.7 36.7     0.0     
PDI fund 164.0 157.6     6.4  3.5 2.9  
RHIF 83.3 22.9     60.4 59.2  1.2  
NES 1.0 1.0     0.0     
SIMI fund 3.0 0.4     2.6 2.6    
Other levels 7.9 7.9     0.0     
Net transfers to other levels of government 0.0 -272.0 82.2 45.5 36.7 7.9 181.9 102.2 79.9 -3.1 3.0 
Unallocated fiscal space 0.0 0.0 0.0    0.0     
Fiscal result -29.0 -20.2 2.5 2.5 0.1 -5.1 -6.3 0.0 0.0 -6.3 0.0 

The table presents the approximate amounts of income and expenditure in 2019, which is to a greater extent based on the statistical methodology of the public finance account than on the accounting methodology. Since 
during the budget process there may be changes in the amounts and structures of individual categories, these amounts are not legally binding. 
* The budget is expressed without its own income from the indirect budget users and expenses financed from it, which are not included in the information system of budget execution. 


