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Pursuant to Article 27c paragraph 1 of the Law on the Budget System („Official Gazette of RSˮ, No. 

54/09, 73/10, 101/10, 101/11, 93/12, 62/13, 63/13-correction, 108/13, 142/14, 68/15-state law, 103/15 

и 99/16), 

Government hereby adopts 

 

 

FISCAL STRATEGY 

FOR 2018 WITH PROJECTIONS FOR 2019 AND 2020 
 

I. МАCROECONOMIC FRAMEWORK FOR THE PERIOD 2018 - 
2020 
 

1. General framework and main economic policy objectives and 
guidelines 

Preserving fiscal stability while supporting growth 

The Republic of Serbia has successfully completed the implementation of the three-year fiscal 

consolidation program through the Precautionary Agreement with the International Monetary Fund 

(hereinafter: the IMF). At the end of 2014, the general government sector deficit amounted to 6.6% of the 

gross domestic product (hereinafter: GDP), while the general government sector debt amounted to 71.8% 

of GDP with a growing trend. There were two paths ahead, one leading to the total destabilization of public 

finances and the public debt crisis, while the second implied the application of harsh but necessary 

measures for the recovery of the government finances. 

The results achieved in the implementation of the program are impressive. The initial aim of the 

necessary structural adjustment of the fiscal result of 4.0% of GDP has been significantly exceeded. In the 

last three years, a permanent improvement of results of about 6.0% of GDP has been achieved. Public debt 

has been on the receding path since 2016, which has been accomplished one year earlier than foreseen in 

the programme. 

Priority in the next medium-term period is to maintain the achievements in the fiscal area that have 

been attained with great efforts, by supporting the initiatives that should encourage growth, such as the 

increase of the public investment and reduction of the tax burden for low-income workers. 

Macroeconomically sustainable and inclusive economic growth 

Measures of moderate fiscal relaxation will act on two tracks. Growth and job creation are 

encouraged by relieving burden on the economy, through the increase of the non-taxable part of income, 

growth and job creation are encouraged, while the growth of pensions and salaries in a segment of the 

public sector strengthens purchasing power of households and stimulates the internal demand. A stable 

inflow of foreign direct investments (hereinafter: FDI) with incentives to innovation activities is another 

support to sustainable growth, while reforming the education system, supporting social entrepreneurship, 

equal gender budgeting, and raising the minimum wage are only some of the measures that should ensure 

an inclusive and fairly distributed growth resulting in poverty reduction. Creating a macroeconomic policy 

focuses on building an institutional framework and removing impediments to growth. Successfully 

implemented activities in the previous period are reflected in raising the efficiency of the state 

administration, improving the legislation, increasing labour market flexibility, improving the country's 

external position, increasing FDI inflows and tangible support to the growth of the SME sector. 

The key preconditions for achieving the envisaged medium-term scenario remain preserving fiscal stability, 

continuing the restructuring of the economy (especially in the public sector), improving further the 
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business environment, expanding and modernizing production capacities, primarily in the sector of 

tradable goods, as well as maintaining continuity in accessing the European Union (hereinafter: the EU). 

The EU Accession Process 

In addition to establishing an institutional framework and strengthening administrative capacities, 

which should ensure and assure democracy and the rule of law, the process of European integration implies 

the creation of a stable macroeconomic environment, development of a market economy and strengthening 

its ability to respond to the challenges of competition in the EU. The strategic commitment of the 

Government to achieve full membership in the EU as well as the progress in achieving this goal, was verified 

by the opening of new negotiating chapters in 2017. Chapter 20 - Enterprise and industrial policy and 

Chapter 26 - Education and culture, which was temporarily closed, were opened earlier this year. In mid-

2017, chapters 7 - Intellectual property law and Chapter 29 - Customs union were opened. By the end of 

this year, three more chapters are expected to be opened. A regular political and economic dialogue on the 

outstanding issues of the Stabilization and Association Agreement (hereinafter: SAA) between the European 

Communities and their member states, on the one hand, and the Republic of Serbia on the other, adoption 

of the Economic Reform Programme for the period 2017-2019, the Employment Policy and Social Policy 

Reform Programme, the revised National Programme for the Adoption of the EU Acquis, implementation of 

the Public Finance Management Reform Programme for the period 2016-2020, the harmonization of 

national legislation, as well as the adoption of general and sectoral national development strategies, 

including this strategy, aim at enabling the Republic of Serbia to comply in the shortest possible time with 

the economic preconditions of membership set forth in the acquis communautaire. 

In the next three-year period, the Government will continue to improve the business environment by 

involving active measures. The achieved fiscal stability ensures improvement of all macroeconomic 

performances. Long-term sustainability of growth should be additionally supported by the complex and 

comprehensive reform processes that the Government will continue to implement in order to eliminate existing 

barriers and risks. This stimulates a private initiative, inspires entrepreneurship and innovation, and affirms 

development based on knowledge and technological advancement, which will ultimately contribute to the 

creation of new jobs and the reduction of unemployment.  
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2. Assessments of the international economic environment  
 

The global economic recovery has accelerated since the beginning of the year, while the 

outlook for developed countries and emerging countries have been revised upwards, due to 

the growth of investment, acceleration of world trade, and improved business and consumer 

confidence. Disparity remains one of the main features of global growth, both among the 

regions and within countries between different strata of the population. On the other hand, 

there is instability in the financial markets, and inflation is still below the targets. In this 

regard, a clear economic policy is needed to ensure recovery in the long run. In developed 

countries, policies are needed to accelerate the growth of potential GDP, while improving the 

business environment and intensifying investments is crucial for the emerging economies. 

The announced gradual normalization of the monetary policy of the US Federal Reserve 

(hereinafter: FED) could affect the change in the parity of world currencies and the levels of 

public debt of emerging countries. Since the beginning of the year, global recovery has been 

accompanied by an increase in primary commodity prices, primarily metals and oil, and their 

stabilization is expected by the end of 2018. Growth in the euro area has accelerated, while 

the region of the Central and Eastern Europe is in the upswing phase of the cycle. The growth 

of the most important export markets provides momentum for growth in the region, but these 

economies remain vulnerable to changes in the financial market, due to the high 

indebtedness of the economy and the population. By improving the macroeconomic 

environment and removing external and internal imbalances, the Republic of Serbia has 

increased its resistance to external shocks, while growth in the euro area provides impulse to 

the flows of economic and export activity. 

 

Маcroeconomic outlook of the International Monetary Fund 
 

The acceleration of global economic activity in the second half of 2016 continued throughout 2017 

as a result of the strengthening of global demand, due to the growth of investment activity, the production 

of the manufacturing sector and the volume of trade. The increased activity of the manufacturing sector 

determined the growth of prices of primary products, metals before all. Production restrictions introduced 

by the Organization of the Petroleum Exporting Countries (hereinafter: OPEC) have led to a rise in oil prices 

on the international market, while accumulated stocks have had a reverse effect on the prices. The situation 

on the financial markets is still volatile, although with significantly lower risks than in the previous period. 

The monetary policy implemented by the FED and the European Central Bank (hereinafter: the ECB) is 

somewhat divergent, while the reference interest rate gradually increases in the US, the extension of 

measures of quantitative easing is announced in the euro area, although to a lesser extent than so far.  Since 

the beginning of the year, economic activity in the United States has been slightly accelerated due to the 

increase in domestic demand, whilst recovery has been supported by the increase in real estate prices and 

prolongation of positive trends in the labour market, while net exports have given a negative contribution 

to growth.  Domestic demand has a role of the main driver of recovery in the euro area, which is widely 

dispersed both geographically and by sectors. Inflation is accelerating, and the unemployment rate is the 

lowest since May 2009. High oil prices, improvement of the business environment and decline in interest 

rates positively reflected on investment activity in Russia which, with the continuation of exports growth, 

resulted in GDP growth of 0.5% y-o-y in the first, i.e. 2.5% y-o-y in the second quarter of 2017. At the same 

time, China's economy has recorded higher growth rates than previously expected. The intensification of 

capital investments has affected the growth of GDP on the expenditure side, while on the supply side the 

main driver is the manufacturing industry. Higher domestic demand has influenced the global increase in 

the price of commodities, which has led to a higher growth of imports than that of exports prompted by the 
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depreciation of the yuan. The growth of emerging economies during 2016 was subdued, primarily due to 

low prices of primary products but also because of a number of specific factors characteristic for each 

individual economy. 

 

Table 1. International environment - macroeconomic indicators 

  2016 2017 2018 2019 

Real growth of gross domestic product 1, %         
     World total 3.2 3.6 3.7 3.7 
     Developed economies 1.7 2.2 2.0 1.8 
     Еuro area 1.8 2.1 1.9 1.7 
     USA 1.5 2.2 2.3 1.9 
     Russia -0.2 1.8 1.6 1.5 
     Emerging economies 4.3 4.6 4.9 5.0 
World trade growth, % 2.4 4.2 4.0 3.9 
Unemployment rate, %     
    Еuro area 10.0 9.2 8.7 8.3 
    USA 4.9 4.4 4.1 4.2 
Consumer prices, period average, %         
    Еuro area 0.2 1.5 1.4 1.7 
    Developed economies 0.8 1.7 1.7 2.1 
    Emerging economies 4.3 4.2 4.4 4.1 
     
Exchange rate, euro/dollar, end of period 1.1 1.1 1.2 / 
Prices of cereals, in dollars, annual changes 2 -11.8 2.7 8.6 5.6 
Metal prices, in dollars, annual changes 3 -5.4 20.6 1.4 -1.0 
Price of iron ore, in dollars 4 58.6 71.7 62.0 57.1 
Oil prices, in dollars, annual changes, % -15.7 17.4 -0.2 0.7 

Source: IMF, World Economic Outlook, October, 2017. 

 
According to the IMF's October projections, a global growth of 3.6% in 2017 was forecasted, 

and 3.7% each in 2018 and 2019 respectively, which is an improvement compared to previous 

expectations. Growth is going to be result of a cyclical recovery of investment activity, an increase in the 

volume of production in the manufacturing sector and the acceleration of global trade, which will be 

supported by a recovery in prices on the primary commodities market, and is confirmed by the increased 

of business and consumer’s confidence. As for 2017, the growth of developed countries has been revised 

upwards, due to a higher growth in the euro area, Canada and Japan, while in the medium term, a slight 

slowdown in the growth of these economies is expected from 2.2% in 2017 down to 1.8% in 2019. The 

prospects for emerging countries have been slightly improved. A significant downward revision of India's 

growth is offset by the expected stronger growth of China, Russia and Brazil. The acceleration of the 

emerging economies is projected to increase from 4.6% in 2017 up to 5.0% in 2019. Growth should be 

balanced and present in most of the world's economies, while individual recessions in some countries will 

be the result of purely internal problems of non-economic nature. The euro area will grow at a rate of 2.1% 

in 2017, (revision upwards by 0.2 p.p. as compared to July’s projection) supported by an increase in exports 

due to the strengthening of global trade and the growth of domestic demand owing to favourable financing 

conditions. Growth in the United States is above potential affected by the favourable financial conditions 

and high levels of consumer confidence. In the period 2017-2019, the US economy is expected to grow at an 

average annual rate of 2.1%. After shrinking of 0.2% in 2016, a recovery in 2017 is expected for the economy 

of Russia (1.8%). The main driver of growth in the forthcoming period will be domestic demand, due to 

favourable monetary conditions and strengthening of confidence on the market, but the recovery will be 

restrained by the expected trends in oil prices and unfavourable structure of the economy. 

During the medium term, a slight acceleration of inflation is expected, which will follow the 

movements of prices of primary commodities and energy products on the global market. A moderate 

                                                           
1 World GDP is calculated at purchasing power parity. 
2 The price of cereals obtained as the weighted average price of wheat, corn, soya, rice and barley. 
3 The price of metal obtained as the weighted average price of copper, aluminium, iron ore, tin, nickel, zinc, lead and uranium. 
4 Iron ore price (iron content of 62%) for imports in China, Tian Jan port, in dollars per metric ton. 
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price growth in developed economies of 1.7% in 2017 and 2018 respectively is forecasted, whereas in 

emerging economies, there will be a speedup from 4.2% in 2017 up to 4.4% in 2018. OPEC's decision to 

restrict the production of oil in November 2016 and China to reduce coal production, had a strong impact 

on the growth of primary commodity prices, while accumulated stocks had the opposite effect and led to 

the stabilization of oil prices at a higher level. As per the October projections of the IMF, the price of Brent 

oil5 in 2017 is expected to amount to $ 50.3/barrel, which is an increase of 17.4% as compared to 2016, and 

after that it will stabilize at that level in 2018 and 2019. Owing to the stronger investment demand in China, 

but also the stronger growth of the manufacturing sector than originally anticipated, metal prices have 

recorded an increase since the beginning of the year. It is estimated that such trends will be maintained 

until the end of the year, so the increase of metal prices in 2017 will amount to 20.6% and iron ore 22.4%, 

along with the stabilization of prices in the medium term. The downward trend in the price of cereals will 

be discontinued in 2017, while in 2018 its growth is expected to accelerate. The rate on three-month 

deposits denominated in euros will remain at the level of -0.3%, while the six-month deposits denominated 

in dollars will amount to 1.4% and 1.9%, respectively. 

The ECB continues implementation of quantitative easing program by purchasing assets in 

the amount of 60 billion euros a month until the end of 2017. The possibility of extending this 

measure during 2018 has been announced with an aim at bringing inflation closer to the delineated 

goal.6 At the same time, the benchmark interest rate remains at a record low of 0.00% and -0.40% on bank 

deposits, and the Governing Council of the ECB expects the benchmark interest rates to remain unchanged 

over a longer period of time, i.e. until the completion of the program of quantitative easing. 

On the other hand, at a FED Governors' meeting in October, it was decided to maintain the 

aspired range for the benchmark interest rate from 1.00% up to 1.25% due to the progress of the 

US economy, and in line with the FED's objectives in terms of full employment and price stability. 

The benchmark interest rates are expected to rise in the upcoming period, given the moderate growth in 

economic activity and employment since the beginning of the year. At the same time, it was noted that 

adverse weather conditions that affected the breakdown in production of petroleum and petrochemical 

industries will not significantly affect the US economy. 

The pace of financial normalization and deregulation, low inflation and geopolitical factors 

pose the risks, which in the event of materialization, may adversely affect the projected global 

recovery. Financial risks relate to the pace of normalization of monetary policy in the US and the euro area, 

financial stability in China, the risk associated with the banking sector in the euro area and financial 

deregulation. Chinese authorities have to curb the growth of credit activity during the process of 

rebalancing the economy towards domestic demand. Otherwise, the economic rebalancing may result in 

destabilization of the global movement of capital and investments due to slowing growth and protectionist 

trade policy in China. At the same time, a sudden change in the FED's monetary policy and the return of 

regulations governing the financial sector at the pre-crisis level7, may lead to increased financial risk, the 

cost of borrowing and investors' aversion to risk, which may consequently endanger the liquidity of 

emerging countries. Also, slower wage growth and increasing inequality in the distribution of income can 

threaten the growth of productivity and potential GDP. Inflation at low level, resistant to measures of the 

monetary policy of central banks worldwide may endanger the global recovery. 

According to the IMF recommendations of particular importance for the global economy is 

to adopt policies that accelerate the growth of potential GDP and ensure fiscal sustainability. The 

economic reality of the developed countries is facing the challenges of an aging population, low productivity 

growth and limited potential growth, and therefore economic policy should be oriented towards structural 

reforms that strengthens resilience to shocks, i.e. strengthening of aggregate demand. In the United States, 

where growth is closer to the potential GDP growth, implementation of an economic policy is needed to 

promptly raise the public debt limit in order to avoid internal political turmoil over budgetary policy. At the 

                                                           
5 The average price of "Brent", "Dubai Fatex" and "West Texas" type of oil. 
6 In October, a decision was made to implement a program of quantitative easing at least until September 2018, whereby the amount 
of EUR 60 billion per month will be reduced to EUR 30 billion. 
7 The period immediately prior to the 2008 economic crisis was characterized, inter alia, by significant measures of deregulation in the 
financial markets, especially in the United States. 
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same time, in the euro area, countries with a low share of public debt to GDP ratio and small deficits should 

use the created fiscal space as a support to structural reforms and strengthening of the investment so as to 

accelerate the potential of growth. Also, a proactive approach to solving problems in the banking sector in 

the euro area is needed. Banking regulation should focus on solving the issue of nonperforming loans, but 

also regulating the small banks' operations, modernizing and harmonizing the insolvency regime, and 

completing the process of forming a banking union. In order to stimulate potential growth in the medium 

term, it is necessary to conduct a fiscal policy that will focus on an equal distribution of income. In addition, 

it is necessary to increase investment in human capital and education, as well as to increase the supply of 

labour through greater participation. Unlike developed countries, emerging economies are on the path of 

accelerated recovery. It is of the utmost importance that the economic policy of these countries is directed 

towards a balanced increase in the standard of living of the population and policies aimed at removing the 

barriers to growth. In this regard, it is necessary to keep fiscal and social policies oriented towards 

increasing social equality through a reduction of tax evasion and recomposing of the tax system. At the same 

time, IMF recommendations are directed towards improving infrastructure and implementing institutional 

reforms aimed at improving the business environment, as well as creating policies that will facilitate 

external trade, increase the openness of the economy and improve labour legislation. 

 

Macroeconomic Projections of the European Commission for the EU 

 

According to the November estimates of the European Commission (hereinafter: EC), the 

recovery in economic activity in the euro area continues at rates much higher than the potential 

ones. The expected growth in 2017 is 2.2%, and in 2018 and 2019 it is 2.1% and 1.9%, respectively. 

Although the growth of economic activity has strengthened and extended to all member states, there is still 

inequality in the economic cycles of individual countries, which threatens the synchronization of the ECB's 

monetary policy. The growth projection for 2017 was revised upwards by 0.5 p.p. in relation to that of May, 

due to a stronger contribution of domestic demand since the beginning of the year. ECB's accommodative 

policy, employment growth and a significant acceleration of investment activity triggered strong growth in 

domestic demand, which was the main driver of economic activity in 2016 as well. Production growth in 

the manufacturing sector, the new orders and the positive expectations of businessmen give a strong 

impetus to the growth of the German economy, which is estimated at 2.2% in 2017, which is by 0.6 p.p. 

improved expectation as compared to that of May. At the same time, the estimated growth of Italy's 

economy is 1.5% and is driven by the growth of domestic demand. 

Recovery of economic activity in the coming period will proceed in conditions of low 

inflation, although the production gap will be positive. After the euro area has reached a growth rate of 

2.2% in 2017, which is the highest rate in the last ten years, economic growth will continue in 2018 and 

2019, although at a somewhat slower pace. The projected growth is based on a slowdown in private 

consumption and investment, moderate acceleration of government spending and a slightly positive 

contribution to net exports. Thanks to the adequate fiscal and monetary policy, labour market reforms and 

low inflation, private consumption has been the main driver of growth in the past period. In the upcoming 

mid-term period, the normalization of the monetary policy of the ECB is expected by increasing the 

benchmark interest rate, which will encourage savings and along with the slowdown in wage growth and 

disposable income in 2018 and 2019, contribute to the slowdown in private consumption growth from 1.8% 

in 2017 down to 1.5% in 2019. By reducing the share of public debt to GDP ratio and interest in international 

capital markets the conditions for a stronger impact of fiscal policy on economic growth have been created. 

A positive contribution of government expenditures of 0.3 p.p. is expected in the forthcoming period. 

Growth in profit margins, increased demand and alleviation of repayment pressures, with the accelerated 

investment activity of the EC (Investment Plan for Europe EC), are the main factors that will affect the 

increase in investment spending in the coming period. In the period 2017-2019, the average investment 

growth of 3.7% is expected, driven by the acceleration of investment in equipment due to the upward phase 

of the business cycle. The growth of exports will be fuelled by the growth of global demand and the gradual 

recovery of the global economy. Global recovery will give greater impetus to the import demand for euro 
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area exports, primarily investment products, despite the appreciation of the euro. After deterioration of 

terms of trade in 2017, their growth is expected to be 0.5% in 2018, while in 2019 it will remain unchanged. 

These developments, along with the stability of import prices will result in reducing the deficit of the current 

account in the balance of payments from 3% of GDP in 2017 to 2.9% of GDP in 2019. As a result of the 

economic recovery, strong employment growth is expected in the coming period, with continued 

reductions in unemployment rate down to 9.1% by the end of 2017. The implemented labour market 

reforms in some euro zone member states, as well as fiscal policy measures, had a favourable impact on the 

creation of new jobs. Indirect positive impact on the labour market is also expected from the recovery of 

domestic demand, while the growth of earnings will increase the activity rate. However, with the projected 

productivity growth in the coming period, the elasticity of employment in relation to GDP will decrease, so 

that a moderate increase in newly created jobs is expected in the future. The downward trend in 

unemployment will continue, although at a slow pace, so that at the end of the projected period, 

unemployment is expected to be around 8%, which represents the lowest rate since 2008, but still higher 

than the pre-crisis level. 

In the next medium-term period, the inflation trend will follow the prices of primary 

commodities and energy products, but it will still be affected by the low core inflation. Inflation of 

1.5% is predicted in 2017, i.e. 1.4% and 1.6% in 2018 and 2019, respectively. Despite the positive output 

gap, inflationary expectations and low prices of primary products, as well as a slower growth in earnings, 

limit higher inflation. 

Fiscal policy will have a neutral contribution to growth in the coming period, although in 

some member states it will be slightly expansionary. In 2017, the fiscal deficit will amount to 1.1% of 

GDP, which is by 0.3 p.p. less than previously expected, due to a stronger GDP growth. In 2018 and 2019, a 

deficit of 0.9% and 0.8% of GDP respectively was projected, with the stabilization of the structural deficit. 

The expected stronger recovery of the economy, low interest rates and consequential deleveraging are the 

main factors influencing the projected reduction of the fiscal deficit in almost all member states of the euro 

area. At the same time, the share of expenditures in GDP is anticipated to decrease from 47.2% to 46.5%, 

due to lower borrowing costs and the upward phase of the cycle, and consequently the reduction of social 

and other expenditures. The share of public revenues in GDP is projected to 46.1% in 2017 and will decrease 

by 0.2 p.p. annually until 2019, which was determined by the decline in the share of payment of 

contributions for compulsory social insurance in total revenues from 15.3% in 2017 to 15.0% in 2019.  A 

stronger nominal growth and low interest rates will keep public debt on a declining path, from 89.3% of 

GDP in 2017 to 85.2% of GDP in 2019. Reduction of public debt to GDP ratio will be affected by the reduction 

of public debt spiral and primary surplus in some member states.  

Macroeconomic prospects are accompanied by risks, which are less pronounced than in 

earlier projections. Risks that could jeopardize economic growth are external in nature and relate to the 

geo-political situation on the Korean Peninsula and to faster than expected increase in the restrictiveness 

of the FED's monetary policy. Consequently, increasing financial risks and risk aversion on the part of the 

investors may threaten growth in countries in the external environment of the EU, and indirectly the growth 

of the EU28.  In the medium term, there is a risk of rebalancing of the Chinese economy, that is, the growth 

of corporate loans in China, which points to a possible increase in financial risk in the country, while 

pursuing the protectionist trade policy in the US can have a negative impact on global recovery. Uncertainty 

about the negotiations with the United Kingdom (hereinafter: the UK) on the country's exit from the EU and 

stronger appreciation of the euro than expected could have a negative impact on the economic activity and 

the anticipated recovery. 
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3. Current macroeconomic developments in the Republic of Serbia and 
prospects for the period 2018 - 2020 
 

After successfully implemented fiscal consolidation, stabilization of public finance and the 

reversal of the multi-annual growing trend of public debt, the government remains focused 

on further improving the business environment and ensuring high rates of economic growth, 

with the ultimate goal of reducing unemployment and raising the living standards of the 

population. Economic activity continues to develop in a positive direction in 2017, for which 

real growth is estimated at 2.0%. In the first half of the year, certain downward risks were 

activated, which reflected negatively on the overall economic activity. However, short-term 

indicators from the last few months point to their one-off nature, so that there is no risk for 

the growth path to significantly slowdown in the medium term. Since these factors are of a 

temporary character, the basic growth scenario is not compromised. 

Improving the macroeconomic environment is reflected in the reduction of the fiscal deficit, 

the full coverage of the balance of payments current account deficit through net inflow from 

FDI, the continuation of improvements in the labour market, as well as in the predictability 

of fiscal and monetary policy, and also inflation within the target corridor. Economic policy 

measures are coordinated, adequately assessed and effective, with a focus on establishing a 

trajectory of healthy and inclusive development, which will be fairly distributed and as such 

reduce social inequalities. The success in the implementation of the reform program is 

verified by continuous progress in international competitiveness rankings as well as in 

improved country's credit rating.  

As a small economy with a high degree of openness, still remain dependent on international 

circumstances, however, a significant reduction of internal and external imbalances weaken 

the impact of exogenous variables, which is evidenced by the continued improvement of 

indicators of the country's external position in 2017 also. 

 

Economic activity 
 

Economic activity continues to grow in 2017 as well. Revision of the originally projected 

growth rate for 2017 from 3.0% to 2.0% is the result of accidental shocks in production, which do 

not have recessionary elements and do not compromise the basic development scenario. Fiscal 

stability and turnaround in the growing public debt trend have been achieved, with results well 

above the originally set goals. Instead of the planned deficit of 1.7% of GDP in 2017, a surplus of 

0.7% of GDP is expected, while the share of public debt is by about 10 p.p. lower than projected and 

will amount to about 64.0% of GDP. Inflation remains within the limits of a new lower inflation 

corridor of the National Bank of Serbia (hereinafter: NBS), while the temporary increase in the 

current account deficit is primarily determined by the growth of prices of oil and base metals in the 

international market, but also by the increased imports of energy. FDI inflows will amount to over 

EUR two billion and will fully cover the current account deficit. The net foreign exchange reserves 

at the end of October exceeded EUR nine billion, which represents their highest level since 2000.  
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Revision of the main macroeconomic aggregates for 2017 and 2018 (in %) 

           

 

Real sector 

 
According to the final data of the Statistical Office of the Republic of Serbia (hereinafter: 

SORS), a GDP growth of 2.8% was registered in 2016. The acceleration of economic activity was 

achieved with a strong fiscal adjustment and it significantly exceeded the original projections that 

were revised upwards three times. Viewed from the production side all sectors had a positive impact, 

with the dominant role of services which contributed positively by 1.4 p.p. and was determined primarily 

by the growth of trade and traffic, but also by an increasingly important role of information and 

communication technology services. The growth of the total industry was determined by the increase of 

electricity production by 6.3% y-o-y, as well as by the growth of the manufacturing industry of 2.2% y-o-y 

with diversified sources in predominantly export activities. The elimination of administrative barriers 

ensured the acceleration of private investments in the first half of the year, which supported by the 

intensification of public works in the second half of the year, resulted in a year over year growth of 

construction industry of 3.2%. Due to favourable agrometeorological conditions and areas sown to greater 

extent, the agriculture increased by 8.1% and contributed to the GDP growth rate of 0.5 p.p. 

Observed by utilization aggregates, all components contributed positively to the growth of 

GDP in 2016. Improvements in the business environment and the financial position of the companies, 

diversified inflow of FDIs into activities that produce interchangeable goods, improving the competitive 

position of the country and some new niche markets provided exports and investments growth of 12.0% 

and 5.1%, respectively. Thus, these two components defined half of the economic growth in 2016, which is 

a model that has been long insisted on and which represents the goal of the creators of macroeconomic 

policy measures. Short-term negative effects of the fiscal consolidation on private consumption were 

alleviated by the growth of employment and salaries in the private sector, the reduction in financing costs 

and higher volume of newly approved loans, especially cash loans, as well as by more favourable price 

movements.  

 
 
 

2,0

0,7

-4,6

3,1

3,5

-0,7

-4,2

2,7

-6

-4

-2

0

2

4

Real growth of
GDP, %

Fiscal balance, %
of GDP

Current account
deficit, % of GDP Inflation, %

2017 (previous projection) 2018 (previous projection)

2017 (new projection) 2018 (new projection)

63,7

62,8

50

60

70

80

Public debt, % of GDP

2017 (previous projection) 2018 (previous projection)

2017 (new projection) 2018 (new projection)



  FISCAL STRATEGY FOR 2018 WITH PROJECTIONS FOR 2019 AND 2020 

    

11 
 

Тable 2. Gross domestic product, real growth rates, % 
 2016 Q1 2017 Q2 2017 Q3 2017* 2017* 

Gross domestic product  2.8 1.0 1.3 2.1 2.0 
Expenditure approach      
Private spending 1.0 2.0 1.6 1.9 1.8 
Government spending 2.3 0.5 1.7 0.9 1.4 
Investments in fixed assets 5.1 1.9 2.0 6.3 4.3 
Export of goods and services 12.0 9.7 11.5 10.9 10.0 
Import of goods and services 9.0 11.7 10.3 10.4 8.6 
Production approach      

Agriculture 8.1 -8.0 -10.0 -10.9 -9.9 
Industry 2.6 1.4 2.8 6.9 4.5 

Construction 3.2 -3.1 -2.8 5.2 2.0 
Services 2.7 1.6 2.3 2.0 2.4  

Source: SORS; As per the regular calendar of SORS, minor corrections of the presented data are expected on November 30, 2017. 
* Estimate of the Ministry of Finance 
 

Positive economic trends recorded in 2016 continued throughout 2017. However, the 

activation of one-off negative factors resulted in a slowdown in certain activities with considerable 

share in GDP and consequently their significant negative contribution to overall economic growth. 

Bad weather conditions at the beginning of the year slowed down the construction activity but also 

hampered production processes in mining and electricity production, which was succeeded by 

unfavourable agrometeorological conditions which decimated the yields of the most important agricultural 

crops, which resulted in a somewhat modest rate of economic growth in the first two quarters. 

According to the flash estimate of the SORS, economic growth in the third quarter has 

accelerated to 2.1% y-o-y. It is driven by the growth of the industry and services sectors, and 

supported by an acceleration of construction activity. The manufacturing industry is growing steadily, 

the impact of one-off factors on the electricity sector is weak, while agricultural production still shows 

negative contribution. Observed by components of use, the dominant source of growth is personal spending, 

which is the result of the increased available income of the population as well as the growth of employment. 

The positive contribution of investments has been building up, the year over year growth of which, as 

estimated by the Ministry of Finance, exceeds 6.0%, while the contribution of net exports is slightly negative. 

 

Activation of negative risks to economic growth in 2017 

                                     „The best way to predict the future is to create it. “ – Peter Drucker 

The Fiscal Strategy for 2017 with projections for 2018 and 2019, adopted by the Government in 

December 2016, projected the growth of economic activity in 2017 of 3.0%, with an indication of external 

and internal risks for the realization of this projection.  

While external risk triggers remained inactive, some of the internal risks were realized, which gave 

a negative contribution to the overall economic growth. Agriculture had the biggest negative impact on 

economic growth in 2017. The share of this sector in the GDP of the Republic of Serbia is around 8%, which 

is significantly above the EU average. Outdated mechanization, underdeveloped irrigation system, 

insufficient use of mineral fertilizers, small size and fragmentation of the estates make Serbian agriculture 

highly dependent on agro-meteorological conditions, and thus the changes in the volume of its production 

are rendered highly volatile. Extreme drought followed by above-average temperatures in 2017 

significantly reduced the yields of all important plant crops. According to SORS data, the production of maize 

will be by 45.5% lower compared to last year, wheat by 21%, soya by 20%, sunflower by 13% and sugar 

beet by 6.3%. The unfavourable agrometeorological conditions also led to a decline in fruits production, 

where plum production is expected to decrease by 28.6% and apples by 6.6%, while the realized raspberry 

production was lower by 6.9% and sour cherries by 6.5%. It is estimated that the activity of agriculture in 

2017 will record a real decrease in GVA of about 10%, which will be reflected in the GDP growth rate with 

a negative contribution of 0.8 p.p. Last year's Fiscal Strategy, starting from the assumption of an average 
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agricultural year, also predicted a decline in agricultural production, but down to 2.0% and its negative 

contribution to GDP of 0.2 p.p. 

In 2017, after the agriculture, the electricity sector had the most significant negative impact on growth. 

Based on the trend movement and then-available short-term indicators, a moderate increase in the 

economic activity in mining and in the production of electricity was projected. The weather conditions at 

the beginning of the year, as well as somewhat slower realization of business plans of the leading companies 

within the energy sector, determined the negative trends in the overall economic growth of about 0.3 p.p.   

           

Since the weather conditions were for the most part negative risk triggers, and being one-off and 

unpredictable by nature, developments in the segment of the economy which was not directly affected by 

this factor were observed instead. Data show that the achieved growth in other activities was stable and in 

line with the forecasts. If, in addition to the direct negative impact of activity developments in these two 

sectors, their indirect impact on related activities is taken into account together with the multiplier effect 

(e.g. agriculture on food processing industry or the electricity sector on transport), it can be inferred that 

without one-off shocks the total economic growth would be around 3.0%.  

 

Source: Estimate of the Ministry of Finance.  

A detailed description of the methodology used to estimate monthly GDP can be found in the paper "Model for Serbian Monthly GDP 

Estimates Using Temporal Disaggregation Techniques" on the link: http://mfin.gov.rs/pages/article.php?id=13281. 

GDP growth of 2.0% in 2017 is predominantly determined by positive developments in the services 

sector which, according to the estimates of the Ministry of Finance, will contribute to the real growth rate 

with 1.2 p.p. Despite the aforementioned slowdowns in mining and quarrying, and electricity production, 
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the total industry will record a y-o-y increase in GVA of 4.5%, primarily due to the steady growth of the 

manufacturing industry, retaining the role of a significant source of growth with a contribution of 0.9 p.p. 

Mild positive contribution is provided by the construction sector. Observed by expenditure side, growth 

was driven by private consumption and investments, while production shocks reflected on foreign trade, 

resulting in slightly negative contribution of net exports. 

High-frequency indicators show steady growth in the major part of the economy during the 

first nine months of 2017. Negative risks were activated in the mining and quarrying, electricity and 

construction sectors, which resulted in a slowdown of activities in the first half of the year. At the beginning 

of the second quarter, the monthly data indicate a recovery in these sectors, primarily in construction and 

mining. The intensification of structural reforms in public enterprises, which are the bearers of production 

in these activities, is expected to increase the resilience of production processes to external shocks and add 

to a greater efficiency, which in turn will ensure the continuous growth of the created GVA. The 

manufacturing industry, as the most significant segment of the overall industry with a GDP share of around 

15.0%, recorded a y-o-y increase in the physical volume of production by 6.8% in the first nine months of 

2017. Growth is diversified and has sources primarily in export-oriented activities, while basically being the 

result of the FDI effects. By their significance, the chemical, rubber and machine industries stand out, as well 

as the production of metal products and of electrical equipment. The tobacco industry and the production 

of basic metals are also making steady growth, having an increasingly important role. The activity of 

production of motor vehicles had a negative impact in this period, while in the last couple of months the 

slowdown in the food processing industry has also been recorded, which is the result of a bad agricultural 

year, but also of market uncertainties. 
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Indices of the physical volume of the leading branches in the manufacturing industry, 2016=100 

          

          
   

Observed by certain destination groups, the role of a dominant source of growth is linked with the 

output of intermediate goods of which in relation to last year is by 10.1% higher and it is driven by the 

growth in the chemical and rubber industry. Significant growth of 11.1% is also achieved in the group of 

capital goods with the most important impact of the machines industry, while the production of durable 

and non-durable goods contributed positively as well. The production of energy has had a negative impact 

on the overall growth of the industry in this period where the y-o-y decline of 3.9% has been recorded. The 

services sector has recorded a stable growth in the conditions of fiscal stabilization, which is a confirmation 

of the adequately tailored measures that were taken. In the period January-September 2017, retail sales 

turnover recorded a real growth of 4.0%. The highest growth was recorded in non-food products amounting 

to 7.1%. Trade in food, beverages and tobacco rose by 3.4%, while the turnover of motor fuels was at 

approximately the same level as last year. Strategic orientation of the Government towards strengthening 

tourism services has resulted in a growing number of tourists, with around 2.4 million tourist arrivals in 

this period, which is an increase of 12.4% compared to the same period last year, with over 6.5 million 

overnight stays (an increase of 10.1%).  In parallel, foreign currency income from tourism is by 14.0% 

higher, and a real turnover in the catering industry by almost 8.0%. Considerable increase in the physical 

volume of road and air transport as well as telecommunication services has continued.  
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High frequency indicators for the service sector, 2016=100 

         

         

        

From the export of knowledge to the export of "digital raspberry"  

„There is an economic surplus that is going to be created as a result of this fourth industrial revolution. The question 

is how evenly it will be spread between countries, between people in different economic strata and also different parts of the 

economy. “– Satya Nadella, chief executive of Microsoft 

Transition from the third to the fourth industrial revolution inevitably affects all 

socioeconomic processes in the Republic of Serbia. While in some segments pace has been kept with 

the developed countries, in some spheres the lag is evident. Reducing this discrepancy in particular 

may give significant impulse to economic growth and development and significantly improve the 

quality of life of every individual. 

Within the EU, information and communication technologies (hereinafter referred to as: ICT) have 

been recognized as the main factor of influence on economic growth and innovation, and among the "leading 

economic strategies" in Europe 2020 there is the "Digital Agenda for Europe", which shows the importance 

which ICTs have in the development of a modern economy. 

The available data of the SORS show the propulsion of the use of ICT in both households and the 

economy. From 2007 until today, the number of households with a computer has doubled, from 34% to 

68.1%. At the same time, the number of those who have access to the Internet has increased from 26.3% to 
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68%, while over 90% of the population own the mobile phone. As for the companies, the use of computers 

and the Internet is almost 100 percent. 

It can be concluded that in terms of equipment, information and infrastructure, we have caught up 

with the developed countries. However, the fact that only half of the internet population uses the possibility 

of e-commerce, and as little as 20.2% retrieve documents from e-Government, that 41.4% of companies 

order goods or services via the Internet, and only 23.8% receive electronic orders, shows clearly that all the 

potentials that digitalisation brings have not been used, and that there is a huge space for improvement. 

From the macroeconomic point of view, the share of ICT-related activities in the total GVA is around 

4.5% and in the last several years they have been constantly increasing the GVA they create. Also, the 

importance of these activities in exports is growing rapidly. Together with the food industry and agriculture, 

this activity was the most important net exporter in 2016 (over 400 million euros).  

           
      Source: Calculation of the Ministry of Finance based on the data from the financial statements of the Serbian Business Registers 

Agency and Tax Administration data, using the methodology given in the European Commission's Manual “ICT Sector Definition 

Transition from NACE Rev. 1.1 to NACE Rev. 2”. 

While international comparison shows that the share of GVA of ICT related activities in the total 

GVA is above the European average, a more detailed analysis reveals the high importance of the 

telecommunications industry, while the share of other activities in the sphere of ICT from the perspective 

of GDP is at a low level. This structure is logical considering the expansion of telecommunication services in 

the Republic of Serbia in recent years and the fact that the developed countries have reached that stage at 

the beginning of the 2000s.  

 

Source: Calculation for the Republic of Serbia by the Ministry of Finance, for other countries by Eurostat 

The Government recognizes the chance of development in the ICT sector and shifts the focus to this 

field in an effort to remove all existing administrative barriers and encourage initiatives ranging from big 
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business to start up projects and entrepreneurial ventures. The Government adopted the Strategy for 

Development of IT Sector for the period 2017-2020 and founded the Council for Innovative 

Entrepreneurship and Information Technology, which is the first step towards empowering this area of 

business. Efforts are focused on parallel activities in order to enable the positive effects of modernization 

and technological advancements to be utilised as much as possible. On the one hand, digitization, e-

commerce and e-government will speed up production processes within traditional branches of industry, 

increasing their efficiency, which will provide a noticeable contribution to the growth of GDP. At the same 

time, active measures of support for enterprises, entrepreneurs and start-up projects through improvement 

of the administrative environment, upgrading of the legal framework, strengthening of human resources 

potentials and incentive tax policy will enable the transition from the "outsourcing" concept of service 

provision to the concept of "digital raspberry". Thus, through the development of software engineering and 

its own software solutions, the generation of GVA created by this sector will be intensified. 

   

Based on the current economic indicators and perspectives in the Republic of Serbia and the 

international environment, taking into account the achieved fiscal stability and planned economic 

policies, a precautionary Stand-by Arrangement with the IMF and evident improvement of the 

economic environment and the external position of the country, the trends in the basic 

macroeconomic aggregates and indicators for Republic of Serbia in the period 2018-2020 have been 

projected. Stabilization of public finances, along with reform laws and structural reforms, significantly 

alleviates internal and external imbalances, making the economy more resistant to endogenous and 

exogenous shocks. Incidental short-term slowdowns in GDP growth can not jeopardize its growing path in 

the next three-year period. The government will lead a responsible and predictable fiscal policy aimed at 

preserving fiscal achievements. Moderate fiscal relaxation measures will work on two tracks. Through 

disburdening the economy, by increasing the non-taxable part of income, growth and new job creation are 

encouraged, while the growth of pensions and salaries in a segment of the public sector increases the 

purchasing power of households and stimulates the internal demand. Steady inflow of FDIs aided by 

innovation activities, is yet another support to sustainable growth, while the reform of the education 

system, support to social entrepreneurship, a gender equal budgeting and increasing the minimum wages 

are only some of the measures that should ensure an inclusive and fairly distributed growth with the 

ultimate effect on reduction of poverty. 

Table 3. Projection of the basic macroeconomic indicators in the Republic of Serbia 
  
 

Estimate Projection 

2017 2018 2019 2020 

GDP, billions of dinars (current prices) 4.469 4.755 5.057 5.417 

Real growth of GDP, % 2.0 3.5 3.5 4.0 
Deflator GDP, % 2.8 2.8 2.8 3.0 
Real growth of certain components in GDP, % 
   Personal consumption 1.8 2.7 3.4 3.8 
   Government spending 1.4 2.2 1.9 2.7 
   Gross investments in fixed assets 4.3 5.1 4.1 5.3 

   Export of goods and services 9.8 8.8 8.4 7.9 
   Import of goods and services 10.6 7.0 7.2 7.0 
Balance of goods and services in EUR, % GDP -7.7 -6.7 -6.2 -6.0 
Balance of current account, in EUR, % GDP -4.6 -4.2 -4.1 -3.9 
Inflation, period average, % 3.1 2.7 2.8 3.0 

Source: Ministry of Finance 

 

For the year 2018, the real growth of economic activity has been projected at 3.5%. Taking 

into account the caution in designing the agricultural production and construction activities, that is, 

moderate expectations related to investments and export, this projection can be considered as a 

conservative one. In the next year, growth bearers will be the sectors of industry and services, and these 

two sectors are expected to create two thirds of the total growth. A steady increase in the production of the 

manufacturing industry, with the recovery of the electricity sector, will provide a growth of the total 
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industry of around 5.5%. The service sector growth has been projected at 2.2%. In the first nine months of 

2017, the services sector generated 2.0% more GVA as compared to the same period last year, and it is 

realistic to expect its acceleration, initiated by an increase in pensions and salaries in the public sector. The 

return of agricultural production to the average multiannual level will provide an agricultural growth rate 

of about 9.0%, while projects launched in the construction industry will accelerate activities by 4.9%. 

Observed from the expenditure side of GDP, the most important source of growth will be private 

consumption, which is expected since it is the dominant component of the expenditure side of GDP, and it 

will be stimulated by measures of fiscal relaxation. Projected growth of private consumption of 2.7%, 

making its contribution to the total growth of 2.0 p.p., is based on sound sources, it is lower than the real 

GDP growth and will not generate an increase in internal and external imbalances. In the long run, the role 

of investments as a dominant source of growth is more important. In 2018, the acceleration of investment 

activity and its real growth of 5.1% is expected, which will contribute to the total growth of economy in the 

amount of 1.0 p.p. Exports are steadily increasing, they are diversified and there are no risks of its slowing 

down in the medium term. Increase in exports by 8.8% and imports growth of 7.0% are expected, whereby 

net exports will give a slightly positive contribution to the economic growth. Such developments, along with 

better terms of trade, will result in an improvement in the current account balance, whose share in GDP is 

reduced to 4.2%. Economic growth on the one hand, and a good fiscal result with a permanent reduction of 

deficit on the other, with more favourable conditions of borrowing on the international financial market, 

will ensure a continued reduction in the share of external and public debt in GDP in 2018.   

For the period from 2018 to 2020, a cumulative GDP growth rate of 11.4% has been 

projected, determined by the growth of domestic demand through the recovery of private 

consumption and the intensification of investment activity. Reform laws with achieved macroeconomic 

stability and improvement of public administration upgraded the country's position in the global 

competitiveness rankings, while intensification of structural reforms is expected to further increase the 

efficiency and productivity of the economy. The inflow of FDI, which is projected at more than EUR two 

billion per year, will ensure transfer of technology and know-how, contribute to the growth of 

competitiveness of the overall economy and allow penetration into new markets. On the other hand, the 

Government provides support to the national initiatives and development of the private sector through 

specific programs within the "Decade of Entrepreneurship", as well as a series of measures focused 

primarily on agriculture, the ICT sector and tourism. Investment in environmental protection as well as 

renewable energy sources is expected to be intensified. All activities take into account the necessity of 

regional equality and social justice when it comes to economic growth.  

The medium-term macroeconomic projection anticipates an average real GDP growth of 

3.7%. It should be kept in mind that the growth will be achieved in parallel with the process of 

strengthening fiscal stability, public debt reduction and structural reforms. A stable growth of investments 

is expected with a gradual increase in their share in GDP. Exports will grow at an average rate of 8.4%, while 

the projected average annual growth of imports is 7%. Further reduction in unemployment along with the 

increase in salaries, supported by better lending conditions and fiscal relaxation measures, will stimulate 

domestic demand, so that an average annual growth in personal consumption of 3.3% is expected, followed 

by an average annual increase in government spending of 2.3%. Regarding the supply side, the main source 

of growth will be the services sector, while a significant contribution will also be given by the industrial 

production for which an average growth of around 6.0% is expected. After growth of about 5.0% in 2018, 

the construction activity will accelerate and achieve rates higher than 6.0% in 2019 and 2020.  

The three-year development scenario has been created in accordance with the strategic 

orientation of the Government towards the establishment of a healthy and sustainable economic 

growth trajectory, supported by structural adjustments and system improvements, and based on 

export and investment activities. The goals are ambitious but also realistic, taking into account internal 

specificity as well as dynamic changes in the international environment and they provide a sound basis for 

ever faster convergence towards developed countries by improving key components of GDP. At the end of 
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2020, the share of gross fixed capital formation in GDP will be by around 2 p.p. higher than in 2014, the 

share of government spending in the same period will fall to around 16%, which is significantly below the 

European average (around 20%). The share of exports of goods and services in GDP in 2017 will amount to 

52.5% and it is expected that at the end of the three-year period this share will exceed 57%. Removing the 

barriers will provide a wide dispersion of FDI, which will be directed by incentive measures towards the 

sector of tradable commodities, as well as service industry in which a high level of GVA per employee is 

created. External debt sustainability, external liquidity and solvency will be ensured by simultaneously 

reducing the share of deficit of goods and services and the current account deficit in GDP to 6% and 3.9%, 

respectively, at the end of 2020. 

          

In the medium term, the growth of potential GDP is expected to accelerate. In 2017, the potential 

GDP growth of about 2.5% is expected. A strong recovery in the labour market will provide the largest 

impulse to the growth, and to a lesser extent, a capital factor as a result of the anticipated intensification of 

investment activity in the second half of the year. The assessment of potential growth in the medium term 

is based on accelerated economic recovery, whereby output gap is expected to be closed early in 2019. It is 

forecast that the growth of potential GDP in the coming years will be positively influenced by the 

strengthening of investment activity and the continuation of favourable trends in the labour market. More 

favourable conditions for financing and stronger investment activity in the sectors of transport, energy and 

agriculture will increase the potential of the economy. Continuation of reforms in the direction of creating 

an incentive-based environment for investment and employment will enable more efficient use of existing 

underutilized production capacities. 
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Employment and earnings 

 
In 2017, the improvement of the labour market situation continued, which was primarily 

the result of the economic activity growth, and in this regard the increased demand for labour, but 

also a more favourable labour market conditions, which was achieved through changes in the labour 

legislation, accompanied by successful retraining programs, incentives for self-employment and 

active employment policies. According to the Labour Force Survey (hereinafter: LFS), the number of 

employees in the first half of 2017, annually increased by 3.8%, while the unemployment rate decreased by 

3.9 p.p. and amounted to 13.2%. Growth in the number of employed workers in this period was mainly the 

result of favourable trends in industry and services sector. Formal employment, as a quality part of total 

employment, increased by 5.0%, while informal employment was reduced by 0.6% primarily as a result of 

more efficient operation of inspection services curbing the grey economy. A significant reduction in long-

term unemployment rate from 11.2% to 8.1%, is yet another indicator confirming the improvement in the 

labour market. Positive trends in the labour market are confirmed by data from the Central Registry of 

Compulsory Social Insurance (hereinafter: CRCSI), according to which the average number of formally 

employed in the period January-September 2017 increased by 2.9% y-o-y. Employment growth in this 

period is entirely due to the increase in the number of people employed in the private sector (5.0%), while 

in the public sector employment was reduced by 1.5%.8 Employment growth was recorded in the 

manufacturing industry, mining, trade and other sectors, which is in line with favourable economic trends 

in these sectors. Also, according to the National Employment Service data (hereinafter: NES), in the period 

January-September 2017, the number of active and unemployed persons decreased by 8.1%, y-o-y. 

Rise in wages in the private sector and their slight decrease in the public sector caused the 

gap between them to continue to diminish in 2017 as well. Thus, in the period January-September 2017, 

the average net salary in the private sector was by 3.6% lower than wages in the public sector, which 

compared to 2016 is a reduction of difference by 1.7 p.p. The total average net salary in the period January-

September 2017 increased in real terms by 0.9% y-o-y, which was entirely due to the growth of wages in 

                                                           
8 In this analysis, public sector employees encompass all persons who, according to the CRCSI records, belong to the category of 
employees in state education and health systems, state public and local public enterprises, the military and the police, as well as the 
employees in administration at all levels of government. 
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the private sector (1.5%). From the aspect of activities, the manufacturing industry and trade contributed 

most to the growth of earnings. At the same time, real average net salary in the public sector was slightly 

reduced by 0.1% as a result of wage cuts in administration and local public enterprises, which could not be 

compensated by the growth of wages in public state enterprises, health and education. 

        

On the basis of some very positive results recorded in the labour market in the period 

January-September 2017, as well as the growth of economic activity in the first half year, but also 

the expected acceleration in GDP growth in the second half of the year, it is estimated that total 

employment will show growth in 2017, caused primarily by the employment growth in the private 

sector. By upgrading labour relations regulations, structural barriers to employment have been eliminated, 

flexibility in the labour market was increased, and the foundations for reducing work in the grey zone were 

created, which will bring about the continuation of positive trends, despite rationalization in the public 

sector. Of special importance in the coming period is a so-called productive employment, aimed at adjusting 

the level of knowledge and skills and employment to the needs of the labour market, which will depend on 

how successfully the employment policy, education and scientific and technological development have been 

harmonized. In this regard in the next medium-term period, the continuation of employment growth, based 

primarily on projected GDP growth and investments is expected, supported by reforms in the labour market 

and education system, particularly by introducing a dual education system, which will ensure the 

connectivity of qualified labour with the actual needs of the labour market. In the upcoming period, the 

growth in real net wages in the private sector is expected to keep up with productivity growth in the 

economy and it will be faster than in the public sector. Real net wage growth is projected, slower than real 

GDP growth, but in line with productivity growth, which will affect the reduction of unit labour costs and 

the improvement of the country's competitive position. The anticipated increase in public sector wages will 

contribute to the real increase in salaries, as well as the rise in the minimum wages from RSD 130 up to RSD 

143 per working hour as of January 1, 2018, which will positively affect the aggregate demand. 
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Inflation 

 
The NBS decided, in cooperation with the Government, thanks to the stabilization of 

inflation at a low level, and taking into account the substantial correction of the macroeconomic 

performance and prospects of the country, as well as the fact that the inflation expectations have 

been anchored at a lower level in the long term, to lower the target for inflation from 4%±1.5 p.p. to 

3%±1.5 p.p. from January 2017. As a result of low inflationary pressures, since the beginning of the year 

inflation has been within the limits of the allowed deviation from the new target of NBS. However, primarily 

due to the impact of global oil price growth, as well as above the usual seasonally rise in prices of vegetables 

and solid fuels owing to adverse weather conditions, at the beginning of the year inflation moved at a higher 

level as compared to 2016. In October 2017, annual inflation was 2.8%, which was determined primarily by 

the increase in prices of tobacco, vegetables and fruits, petroleum products, pork and mobile 

telecommunication services. Confirmation of low inflationary pressures, as well as higher inflation at the 

beginning of the year as a result of the increase in the price of a small number of products, is also the low 

core inflation which in October amounted to 1.4% y-o-y. Until the end of 2017 inflation is expected to move 

within the limits of the allowed deviation from the target value of the NBS. The slowdown in inflation by the 

end of the year will also be partly influenced by the high base price of oil derivatives. 

During 2017, the NBS lowered the reference interest rate twice in September and October 

by 0.25 p.p., so that it is currently at its historically lowest level of 3.5%. The decision on monetary 

easing was primarily influenced by the weakening of inflationary pressures arising from the factors 

present in domestic and international environment. Credit activity continued to grow during 2017 

despite the intensive activities of banks to resolve problem loans, which primarily related to the write-off 

and sale of these loans. The write-off and sale of problem loans in the short run reduced credit growth (only 

in calculation terms), whereby this effect was particularly intensified in September, when with the 

implementation of the Decision on the Accounting Write-off of Bank Balance Sheet Assets, according to 

which banks were obliged to write off all loans whose gross book values were based entirely on value 

adjustments, a record amount of problem loans was written off (RSD 53.6 billion). Nevertheless, credit 

growth continued, and total credit placements to the non-financial sector in September were nominally 

higher by 0.8% than a year ago. The restoration of credit activity is evidenced by the fact that, after excluding 

the effects of the change in the dinar exchange rate and the write-off of problematic receivables, credit 

activity was constantly accelerating growth in 2017 - to 9.8% y-o-y in September, with the growing positive 

contribution of credit to the economy, which in September registered a growth rate of 6.5% y-o-y. More 

favourable tendencies in lending to the economy were present since June, contributed by the easing of 

banks' credit standards during the second and third quarter, while the demand of companies for credit grew 

throughout the year, primarily driven by investment, working capital and debt restructuring financing. 
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Accordingly, working capital loans are still the most common among commercial loans (48.0%), while 

investment loans accounted for 31.7% of these receivables. Loans to households continued strong growth, 

majority of them being cash loans (including refinancing credits), which are almost entirely in dinars, 

contributing to a further increase in dinarization of placements to households that exceeded 50% during 

the third quarter. Increase of loans to households is ever more contributed by the recovery of housing loans, 

whose monthly increments, after excluding the effect of the exchange rate, as well as the amount of newly 

approved loans, exceed the amounts from the period when the subsidized housing loan program was in 

force. Also, as a result of further activities to address the issue of problematic loans in the banking sector, a 

strong reduction in their share in total loans continued during 2017, which had originally started in the 

second half of 2015. In September this year their share fell to 12.2%, which is the lowest value of this 

indicator after January 2009. Easing of monetary policy and the resulting reduction of interest rates on 

loans, with the expected acceleration of economic growth and recovery of the labour market, will affect the 

continued growth of credit activities in the future. 

The beginning of the year was characterized by the existence of depreciation pressures due 

to the presence of uncertainties in the international financial market, primarily because of the FED 

decision to continue the normalization of monetary policy, as well as the higher demand for foreign 

currency on the domestic market due to seasonally increased imports of energy products. However, 

since the beginning of the second quarter, appreciation pressures were present, brought about primarily by 

better export results, high inflows of FDI, increased foreign investors' interest in investing in dinar 

government securities, relatively high purchase of effective foreign currency and growth of currency 

indexed assets of banks. The relative stability of the movements in the foreign exchange market has long 

since been contributed by the considerable improvement of macroeconomic fundamentals, which resulted 

in a further decline in the risk premium which has been on the historically lowest level in recent months. 

After weakening earlier this year, ever since April the dinar continued to strengthen against the euro, so 

that in October, as compared to the same month in 2016, the dinar recorded on an average a nominal and 

real appreciation (3.3% and 4.7%, respectively). In order to ease the excessive daily fluctuations in the 

exchange rate, the NBS intervened in the interbank foreign exchange market, in Q1 by selling foreign 

currency (EUR 345 million), and in Q2 and Q3 to mitigate the excessive short-term strengthening of the 

dinar against the euro by purchasing (EUR 505 million and 605 million euros, respectively), while in 

October it bought EUR 15 million. NBS foreign exchange reserves at the end of October 2017 amounted to 

EUR 10.76 billion, and their growth since the beginning of the year was aided by the interventions of the 

NBS which bought foreign currency on the interbank foreign exchange market. 

Medium-term inflation projection is based on the expected developments in the domestic 

and international environment. It is estimated that in the medium term inflation will move within the 

limits of the NBS target (3±1.5%). In 2018, inflation will be slowed down by the high base price of oil derives, 

as well as the exclusion of one-off rise in the prices of certain products and services from the y-o-y 

calculation. In addition, the slowdown in inflation will also be affected by the strengthening of dinar from 

the previous period. Inflationary pressures will arise from the gradual growth of world prices of some 

primary agricultural products, but also from higher aggregate demand. The inflation projection for 2019 

and 2020 anticipates its movement at a stable and low level within the targeted limits. The key risks for the 

realization of the inflation projection relate to trends in the international environment, and especially the 

uncertainty regarding the trends in the world market of primary products and monetary policies of the 

central banks in the leading countries. 
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External sector 

 
After a significant reduction in external imbalances and a record low foreign trade deficit in 

2016, there was a rise in oil prices in the international market in 2017, which, with the effects of 

unfavourable weather conditions on energy products demand, influenced the growth of imports 

and, consequently, the foreign trade deficit. Since the beginning of 2017, the volume of foreign trade 

has annually increased by almost EUR 3 billion. In the period from January to September, goods worth 

EUR 11.3 billion were exported (c.i.f), while imports were EUR 14.1 billion, representing an increase of 

13.4% and 13.1%, respectively, compared to the same period in 2016. Although the growth of exports was 

still faster than the growth of imports, in absolute terms the increase in imports exceeded the increase in 

exports, which resulted in widening of the foreign trade deficit. Growth in exports of goods in this period 

was primarily the result of significant growth in exports of iron and steel, due to increased production and 

rising steel prices in the world market. The export of electrical machines and appliances and rubber 

products continued to provide a positive contribution to the growth of exports. Import trends during this 

period were characterized by the growth of imports of petroleum and petroleum derivatives, electrical 

machinery, appliances and metal ores, while the largest negative contribution to the growth of imports was 

the result of the lower value of imports of road vehicles. Growth in the foreign trade deficit of EUR 306.3 

million in the first nine months was for the most part defined by higher imports of energy products, because 

of the increase in the price of oil and gas. The manufacturing industry (which accounts for 90.6% of total 

exports and 74.6% of total imports) contributed to the reduction of the deficit by EUR 344.8 million, due to 

higher exports than imports in 21 out of 23 areas, while mining increased the deficit by EUR 321.7 million 

(primarily as a result of higher imports of crude oil, iron ore and natural gas). The coverage of imports of 

goods by exports expressed in euro in the first nine months amounted to 79.6%. The largest foreign trade 

partners in the period January - September 2017 were the EU countries, which accounted for 66.6% of total 

exports and 62.5% of total imports. The largest share (45.1%) of total exports in that period was directed 

to the market of five countries: Italy, Germany, B&H, the Russian Federation and Romania. Imports from 

Germany, Italy, China, the Russian Federation and Hungary accounted for 42.7% of total imports. In trade 

with B&H, Montenegro, Macedonia, Romania, Bulgaria, Italy, Croatia, Slovakia and the United Kingdom, a 

surplus of over EUR 1.8 billion was realized. The recovery of external demand, primarily from our major 

foreign trade partners, will positively affect our exports. On the other hand, the growth of investments, the 

higher industry needs for the equipment and the raw materials and the higher prices of energy products, 

affected the increase in total imports, so that it is expected that the contribution of net exports in 2017 will 

be negative.  

Balance of payments is characterized by considerably faster growth of imports than exports 

of goods and services, which affected the growth of the current account deficit in the first nine 
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months to a level that is by 47.6% higher than in the same period of the previous year, while it still 

being fully covered by FDI. From the point of quarterly dynamics, the share of the current deficit in GDP 

in the second and third quarter of this year is around 3%, which is the level also recorded in the same period 

of 2016 and this confirms that its increase since the beginning of the year was the result of the impact of 

one-off factors. In the period January - September, the current account deficit amounted to EUR 1,221.8 

million, which is by EUR 394.1 million more as compared to the same period of the previous year. This 

deterioration is the result of higher imports of goods primarily due to higher oil prices, and to a lesser extent, 

higher primary income deficit because of higher outflows based upon proceeds from direct investments. On 

the other hand, the FDI inflow remained significant and amounted to EUR 1,639.6 billion, which is by 12.6% 

more than in the same period of the previous year. Until the end of the year, about EUR 2.1 billion of net FDI 

is expected, or 5.8% of GDP, which is more than enough to cover the current account deficit. The largest net 

inflow of FDI in the first half of 2017 was recorded in the manufacturing industry (EUR 366.7 million), the 

financial sector (EUR 189.2 million) and construction (EUR 146.1 million). The total net FDI from the EU in 

the same period amounted to EUR 827.4 million, constituting 75.9% of the overall realized net FDI. After 

two years of outflows from portfolio investments, the inflow began in the second quarter, primarily as a 

result of foreign investments in seven-year dinar government securities. At the same time, foreign investors 

significantly reduced the sale of securities on the secondary market in the second quarter. As a result, in the 

first nine months of 2017, the outflow of portfolio investments amounted to EUR 98.8 million net, while in 

the same period last year it amounted to EUR 684.9 million. As of the second quarter, such course of 

portfolio investments contributed to appreciation pressures, when the NBS began to buy foreign currency 

and increase foreign currency reserves. Concerning the financial loans, in the first nine months of 2017 the 

residents effected net repayments of debts to foreign countries in the amount of EUR 44 million. On the 

same basis, net loan disbursement of the state amounted to 19.8 million euros. Based on due liabilities, the 

NBS effected payments in the amount of 8.5 million euros. Although in a far smaller volume than in the 

previous year, companies continued to loan disbursements abroad (EUR 20.9 million), while the banks 

borrowed funds in the amount of EUR 5.2 million. 

Export performance and potentials 
„Every man thus lives by exchanging…“ – Adam Smith 

The Republic of Serbia is a small and open economy, which today has a share of foreign trade to 

GDP ratio of over 120%, which is about 60% higher than in pre-crisis 2008. In this period, exports were 

more than doubled and became the backbone of economic growth, while the coverage of imports of goods 

and services by exports reaches as high as 86.5%, and undoubtedly confirms the improvement of the 

competitiveness of the economy. Sustainability of the external balance requires a stable export growth. 

      
Source: SORS, national accounts 

A key role in intensifying Serbian exports had the inflow of FDI, which in the last ten years reached 

the level of around EUR 18.5 billion. Attracting foreign capital mitigated the discrepancy between the level 
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of domestic savings and the necessity of investing, the efficiency of the firms that had been taken over was 

raised, and the transfer of technology and know-how was also ensured. In addition to these direct effects of 

foreign investments, the effects of spill-over or indirect impact on the host country should not be left out. 

Competitive pressure has raised the level of efficiency in activities that attracted foreign companies, that 

being an intrabranch or horizontal effect. The effects on local businesses in all other sectors are interbranch 

or vertical, and are useful for all customers in the branch of industry. Domestic firms often have limited 

access to a competitive international market, and should exploit already developed export channels 

(marketing and distribution) of multinational companies and become their suppliers. In situations where 

the gap between foreign investors and domestic firms is not too large, strong vertical links are being 

developed starting from the foreign firm down to the local one. Vertical connections mean that local firms 

take on the role of suppliers, component manufacturers, perform construction, transport and other services. 

However, the fact that most foreign companies in the Republic of Serbia still have a strong import 

component, clearly shows that there is still room for the involvement of local subcontractors.  

Upgrading of general business conditions and an active policy of attracting investments in the past 

few years have led to improvements in the structure of capital flows. After the crisis, and especially in the 

period from 2013 and on, a new investment cycle was launched, which provided a stable and high inflow of 

FDI. Redirecting FDI into export-oriented sectors, primarily the manufacturing industry, enabled 

diversification and resistance of the Serbian exports, which provides the basis for further growth of exports, 

and thus for the overall economic growth. In addition, it is important to point out that the structure of 

exports has significantly changed in favour of products with higher processing phases, thus creating higher 

GVA, but also opening up new niche markets. In 2016, the Republic of Serbia attracted 12 times more 

Greenfield FDI than expected for the size of the economy, and topped the global ranking of 94 countries 

according to the Greenfield FDI Performance Index for 20169, while it was the sixth in Europe in terms of 

the number of new jobs created by FDI 10. 
Structure of goods exports in 2006 and January – September 2017, by SITC  

categories and sections, % 

          
Source: SORS 

ICT sector has strong prospects for further growth and the potential to become a leading industrial 

sector in the near future, since it has been increasing exports at double digit rates in recent years and is one 

of the areas with the largest net exports. Intensification of FDI towards the ICT sector unambiguously 

indicates that foreign investors see the Republic of Serbia as a country with a high-quality human capital. 

                                                           
9 2016 Performance Index for Greenfield FDI, fDi Intelligence, a Financial Times data division, 2016. 
10 EY’s Attractiveness Survey Europe, Маy 2017. 
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A good basis for further export growth and attracting FDI is also the fact that the Republic of Serbia 

has concluded a series of agreements on duty-free trade11 for the market of over one billion inhabitants, as 

well as the free economic zones that the Government has formed with the aim of supporting exports, which 

apart from the benefits provided by the local self-governments, offer a series of fiscal, customs and financial 

incentives. There are currently 14 free-trade zones in which more than 200 multinational companies 

operate with more than 20,000 employees. The volume of investments in the zones in 2015 exceeded EUR 

one billion, while the export from the zones accounts for one fifth of the total exports and has been growing 

year after year. 

The current account deficit in 2017 is expected to be around EUR 1.7 billion or 4.6% of GDP, 

while being fully covered by net FDI inflows. A wide dispersion of FDIs in different areas of 

manufacturing industry resulted in faster growth of exports than expected, but, on the other hand, imports 

also accelerate growth, which along with deterioration in the trade ratio, contributed to the balance of 

payments deficit to be by 0.7 p.p. higher than the projected one. Continued the implementation of structural 

reforms in order to improve the business climate while preserving macroeconomic stability should ensure 

a further inflow of FDI into the sectors of tradable goods, which will improve productive potential in the 

medium and long term and ensure sustainable growth. 

Macroeconomic projection anticipates a continuation of faster growth of exports than 

imports in 2018 with further improvement of international competitiveness. The projected path of 

real growth of exports of goods and services is based on the expansion of domestic production capacities 

and strengthening of external demand for domestic products, which will enable the growth of market share 

in the export markets, together with building up the competitiveness. The favourable trends in export of 

goods and services are indicated by the movement of the share in the world market, which has been 

increasing since 2013. The faster growth of exports than imports of goods will allow the reduction of the 

foreign trade deficit from 9.8% of GDP in 2017 to 9.3% of GDP in 2018, while in the same period, the current 

account deficit will be reduced from 4.6% of GDP to 4, 2%. Whereby, the share of foreign direct investments 

will dominate the structure of capital inflows and will be the main source of financing the current account 

deficit. 

                                                           
11 The Republic of Serbia has free trade agreements with the EU, the US, Russia, Turkey, countries of Southeast Europe (CEFTA) 
countries of the European Free Trade Agreement (EFTA), Kazakhstan and Belarus, which provide duty-free trade for most key 
industrial products. 

 



  FISCAL STRATEGY FOR 2018 WITH PROJECTIONS FOR 2019 AND 2020 

    

28 
 

           

The medium and long-term sustainability of the current account balance will depend on 

continuing the implementation of structural reforms and increasing export competitiveness, but 

also on the interest costs and prices of primary commodities on the world market. In this respect, a 

viable fiscal position is also very important. Reduction in the share of state spending in GDP in 2018 is 

expected to affect the gradual reduction of the current account deficit. In the period from 2018 to 2020, the 

real growth of exports of goods and services (8.4% annual average) is expected to continue to grow faster 

than the growth of imports of goods and services which comes to 7%, on average annually. Due to the 

increase in investment activity, a significant part of the imports will be concerned with the capital and 

intermediate products. Faster growth of exports of goods and services than imports will enable the 

reduction of foreign trade deficit of goods and services to 6% of GDP in 2020. Also, the balance in the 

services account will be positive and is projected at 3.1% of GDP, this being an increase of 0.5 p.p. compared 

to the surplus achieved in 2016. A lower level of the current account deficit with a share of 3.9% of GDP at 

the end of 2020 will be fully covered by foreign direct investments. Inflow to the balance of payments 

current account is expected on the basis of current transfer payments of 7.9% of GDP on an average per 

year. The most important component in current transfers are proceeds from remittances, while the 

expenditures based on FDI are of key importance within the factor income. The net effect of current 

transfers and net factor payments in the next three-year period will be positive and is anticipated to amount 

to about 0.9 billion euros, on average per year, which will be sufficient to cover more than one third of the 

deficit in the foreign trade balance of goods and services. Based on the projected trends in foreign trade, 

current transfers and net factor income, the projections for the bottom line of the balance of current 

payments have been derived. The balance of current payments will be negative and will amount to 1.7 

billion euros on average in the period 2018-2020. In addition, the share of foreign direct investments (5% 

of GDP, on average annually) will dominate the structure of capital inflows, which will be the main source 

of financing the current account deficit. The growth of FDI and their further diversification toward the 

tradable sector will contribute to the further rise in exports and improve the country's external position. 

Solvency indicator seen as external debt ratio to GDP improved in the first half of 2017 in 

comparison with the end of the previous year. Improvement of all external solvency indicators has 

continued, among which the most important is further significant reduction in the share of external debt to 

exports, which is the basis of a sustainable external debt servicing. The downward trend in external debt 
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ratios/ GDP has intensified, and the share of short-term debt in GDP has continued to decline. According to 

the World Bank criteria, the Republic of Serbia is in the category of medium-indebted countries. With the 

external liquidity indicators, there has been evidenced a significant improvement in the share of debt 

repayment in exports of goods and services. Pursuant to NBS data, total foreign debt at the end of the first 

half of 2017 amounted to EUR 25.4 billion, and compared to the end of 2016, it decreased by EUR 374.2 mil.. 

Pursuant to NBS data, total foreign debt at the end of the first half of 2017 amounted to EUR 25.4 billion, 

and compared to the end of 2016, it decreased by EUR 374.2 million. At the same time, in the structure of 

external debt, the indebtedness of the private sector increased by 26.5 million euros and amounted to EUR 

10.8 billion, while the public sector debt was reduced by EUR 1.09 billion and amounted to EUR 14.6 billion. 

The overall external debt is expected to record a downward trend mainly due to the stabilization and 

reduction of public external debt.  
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4. Risks involved with achieving macroeconomic projections for the 
Republic of Serbia 

 

By analysing endogenous and exogenous factors and simulating different alternatives to 

their movement, the main risks for the realization of the mid-term scenario have been identified. 

One part of the external risks is determined by the growth dynamics of our most important 

foreign trade partners. The realization of improved prospects for the growth in the euro area, but also in 

Russia and China, can result in higher external demand, which through an increase in exports and 

investments would give additional contribution to the growth. The adoption of politically motivated 

decisions, with no economic background and contrary to the agreements signed, with the intention of 

blocking exports of Serbian products, is a downside risk that, apart from the short-term negative effects, 

can cause far-reaching problems in terms of breaking up of trade chains, as well as loss of market positions. 

The other part of the risks is determined by the trends in commodity and capital markets. Symmetry of the 

risks associated with the uncertainty in commodity prices is determined by the role of our country as a net 

importer or net exporter. Stronger growth in oil prices than projected would adversely affect the economic 

trends of the Republic of Serbia as a net importer in two aspects. From one aspect, through the rise of costs 

of the production processes and the lower created GVA, and from the other through the reduction of the 

available household income and consequently shrinking of personal consumption. The increase in the 

prices of primary agricultural products and basic metals in the international market would render the 

opposite effect, which considering the position of the Republic of Serbia as a net exporter of these products, 

would provide additional positive contribution. Movements in the international financial market are largely 

determined by the policies of the FED and the ECB. Geopolitical tensions, as well as political instability in 

the EU, caused by the Brexit and Catalan referendum procedures, can have an indirect negative impact on 

the Serbian economy through spill-overs of possible instability in the economies of our major foreign trade 

partners. Uncertainties related to future steps, as well as a vague understanding of the effects of measures 

taken so far, involve the risk of incertitude regarding the behaviour of foreign investors as well as the 

availability of funding sources. 

Internal risks for the implementation of the macroeconomic scenario are mostly related to 

the dynamics of the implementation of structural reforms. Successful reform of public enterprises 

would make production processes more productive and more efficient, which would accelerate investment 

activity. This impulse would in the short term reflect on the supply side since a large number of these 

enterprises are bearers of economic activity in their specific area of operation. Further improvement of 

public administration would reduce the costs of operation of all economic entities and accelerate economic 

flows. Otherwise, delaying and postponing of these activities has a negative impact on economic growth, so 

the risk of implementing reforms can be deemed symmetrical. The pace of execution of public projects also 

entails a symmetrical risk, which in case of slowing down in relation to the planned, would have a negative 

impact on the investment activity, while the acceleration would give additional positive contribution to the 

overall economic growth. Uncertainty about business operations of the company Agrokor could, through 

supplier chains, affect negatively our local suppliers, but given the elasticity of demand for these products, 

it is anticipated that the negative factors would have a short-term effect. The significant share of agriculture 

in the Serbian economy and its high dependence on weather conditions which determine the volatility of 

annual yields, creates a constant risk for the realization of the GDP growth projection. Since on the basis of 

multi-year averages the growth of agricultural activity is anticipated for next year, this risk is characterized 

as symmetrical. 
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II. FISCAL FRAMEWORK FOR THE PERIOD FROM 2018 TO 
2020 

1. Medium-term goals of fiscal policy 

 

The goals of fiscal policy in the next medium-term period are the realization of relatively 

low fiscal deficits of around 0.5% of GDP, which additionally accelerates the downward path of the 

public debt. The main goal of fiscal consolidation, stopping further growth of debt and its gradual 

reduction, was achieved in the second year of implementation of the Precautionary Arrangement. After 

reaching a maximum value of 76% of GDP in 2015, the general government debt began to decline, and 

already in 2016, the primary fiscal surplus and debt reduction by three percentage points of GDP were 

achieved. The planned deficit of 0.5% of GDP per year in the coming period and the primary fiscal surplus 

will provide for the continued maintenance of the achieved fiscal stability and debt reduction down to 

56.3% of GDP in 2020. 

The estimated structural fiscal adjustment for the duration of the arrangement amounts to 

6% of GDP, which is significantly higher than the initially set target. In the first two years of 

implementation of the program, the structural adjustment was 4.4% of GDP. A key contribution to the 

structural adjustment arose from the reduction in expenditure (salaries and pensions), while the favourable 

macroeconomic environment, together with strengthening of fiscal and financial discipline, enabled strong 

revenue growth. Although the fiscal policy in 2016 was slightly relaxed, by increasing pensions and salaries 

of employees in public sector segments, the realized fiscal deficit was three times lower than initially 

planned, while for the first time since 2005, the primary fiscal surplus was achieved. Fiscal policy in 2017 

has been additionally relaxed, and that without compromising the achievement of the primary goal which 

refers to reduction of the deficit and debt. The planned deficit of 1.7% of GDP this year, has been repeatedly 

revised downwards, so that according to the current estimate a fiscal surplus of 0.7% of GDP and primary 

fiscal surplus of 3.4% of GDP are expected, while the share of debt in GDP will be reduced by close to 10 p.p. 

as compared to the end of the previous year. As a result of the implemented measures, it is estimated that 

the structural fiscal adjustment in 2017 will amount to about 1.6% of GDP. A significantly better result than 

planned is for the most part due to better revenue collection. On the expenditure side, the most significant 

contribution comes from lower interest expenditures. The costs of interest payments are lower compared 

to the previous year, which additionally influenced the size of the structural fiscal adjustment this year, 

having in mind the fact that in the previous period these state expenditures reduced or neutralized the 

effects of the implemented measures. Completion of the process of rationalization and restructuring of 

public and former social enterprises will in turn minimize the certainty of the realization of fiscal risks and 

their impact on expenditures, while the favourable macroeconomic trends and the continuation of fight 

against the shadow economy will lead to revenue growth. In this way, the available fiscal space for the 

implementation of new policies and the relaxation of existing ones is increased.  

The efficacy of the implementation of fiscal consolidation measures has been confirmed by 

the international rating agencies, by improving the credit rating and by reducing the government 

borrowing costs on the international financial market. Lowering interest rates and strengthening 

credibility with the lenders will provide cheaper sources of financing, thus further improving the fiscal 

position of the country. In addition to the direct effect reflected in easier access to finance at lower costs, 

the indirect impact stems from the multiplier effect of investment in infrastructure, not only by the state 

but also by the private sector, and their contribution to a stable and sustainable economic growth. 

Based on the fiscal results achieved in the previous three years, a fiscal space of about 1.5% 

of GDP per year has been created, which will be used to relax fiscal policy and intensify the 

investment activity of the state, while at the same time maintaining the downward path of the 
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general government debt. In 2018, the fiscal space on the expenditure side will be used for capital 

investments, thereby increasing overall investment and making a significant contribution to economic 

growth. A portion of that space will be used to increase salaries and pensions. On the revenue side, the fiscal 

space will be used to reduce the tax burden on labour, by increasing the non-taxable income.  

 

2. Fiscal trends in 2016 
 
The arrangement with the IMF and the fiscal consolidation program continued in 2016, 

whereas the goals set by the arrangement were significantly exceeded. The fiscal deficit at the end of 

the year amounted to 1.3% of GDP, which is significantly better than planned that amounted to 3.9% of GDP. 

For the first time since 2005, the primary fiscal surplus was at the level of 1.8% of GDP. In 2016, a structural 

adjustment of 1.4% of GDP was achieved, while a total of 4.4% of GDP was achieved in 2015 and 2016 

combined. In that way, in just two years, the three year target of 4% of GDP was exceeded. Strong reduction 

of the deficit affected the trajectory of the debt so already in 2016 the general government debt began to 

decline. At the end of the year, the debt amounted to 73% of GDP, while at the end of 2015 the debt stood 

at 76% of GDP. 

Fiscal space created with good results in 2015 enabled a slightly relaxed policy of pensions 

and salaries in the public sector, while compensatory measures were implemented on the revenue 

side by raising excise taxes on petroleum products. Measures have been adopted to make significant 

savings on the category of subsidies by limiting the amount of agricultural subsidies. The processes of 

rationalization of the number of employees in the public sector and restructuring of public enterprises 

continued.  

A good fiscal outcome in 2016 was largely the result of better revenue collection. Revenues 

exceeded the planned amount by 131.2 billion dinars, which constituted 3.1% of GDP. Of this amount, the 

overperformance of tax revenues amounted to RSD 72.8 billion, while that of non-tax ones amounted to RSD 

63.3 billion. Donations were lower than expected by 4.9 billion dinars. All tax categories had better 

collection than planned, and the largest positive deviation was achieved in the value added tax (hereinafter: 

VAT), the income tax, contributions for compulsory social insurance and excise duties. 

The growth of tax revenues in 2016 was to a large extent the reflection of macroeconomic 

trends and acceleration of economic growth. Real GDP growth in 2016 was 2.8%, and the projected 

growth was 1.8%. Particularly high growth was recorded by components that significantly affect the 

revenues such are consumption, employment and earnings. Increasing employment and earnings 

contributed to a better realization of revenue from contributions and income taxes, while the consumption 

growth was one of the main generators of better VAT collection. Apart from economic activity, the fight 

against shadow economy and tax evasion played an important role in the collection of revenues, which 

resulted in a significant improvement of efficiency in VAT collection. Except for VAT and taxes on earnings, 

the effects of the fight against the shadow economy were most pronounced in revenues from excise taxes 

on tobacco products and oil derivatives. The corporate income tax (hereinafter: CIT) was, after VAT, the 

form of taxation which exceeded most the amount planned. This is the most volatile item of public revenues, 

and since the final profitability data are still not known during the preparation of projections for the 

following year, for these purposes it is a good practice to introduce the assumption of unchanged 

profitability. Considering that as compared to 2014, in 2015 the growth in profitability of the economy was 

realized, the collection of CIT was well above the plan. 

A significantly better collection of non-tax revenues in relation to the plan was the result of 

unscheduled one-off payments. When determining the final annual revenue projections for 2016, as 

agreed with the representatives of the IMF and for reasons of prudence, only the presumed structural i.e. 

the permanent amounts of non-tax income related to the budget dividends, the profits of public enterprises 
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and other similar one-off earnings were included in the planned amount of non-tax receipts. That plan did 

not include payment of dividends of "Telekom Srbija" a.d. (8.9 billion dinars), the profit of the Public 

Enterprise "Elektroprivreda Srbije" (hereinafter: PE EPS), collection of receivables by the Deposit Insurance 

Agency, payments based on premiums for re-issuing bonds, etc. The plan did not include revenues from the 

license issued for the mobile 4G network in the amount of RSD 12.8bn, nor the revenue from the sale of land 

at the local level in the amount of RSD 4bn. Due to methodological changes at the local level, which extended 

the coverage of local budgets, there was an increase in the total level of revenues and expenditures, but 

without any impact on the fiscal outcome.  

General government expenditures were higher than planned by 22.4 billion dinars, which 

accounted for cca 0.5% of GDP. There was a significant shift in the structure of expenditures compared to 

the initial plan, given that some expenditures categories were carried out below the plan, some expenditure 

categories significantly exceeded the planned amount, and there were also unplanned one-off expenditures. 

The single largest payment item that stood out was the debt assumption of HIP Petrohemija in the amount 

of RSD 12.9bn, which was classified as a subsidy, and one-off payments to pensioners in the amount of RSD 

8.6bn (5,000 RSD per pension beneficiary) that were represented as part of other transfers to the 

population, under social benefits’ item.  

Some expenditure categories were carried out less than planned because funds intended to 

ease the consequences of rationalization and restructuring processes were paid out to a lesser 

extent. This was primarily related to much lower redundancy benefits paid from the category of 

expenditures for employees. In addition, for the second year in a row, the number of pensioners declined as 

a result of parametric reforms - phase shifting of the age limit and the introduction of penalties for early 

retirement, as well as tightened inspections when deciding on disability pensions. 

Interest payment was lower than planned by about 0.3% of GDP. The effect of fiscal 

consolidation measures in 2016 also affected the level of interest expenditures, and thus their share in GDP 

decreased compared to 2015. The significantly lower fiscal deficit reduced the need for financing and led to 

a decrease in the share of public debt in GDP. The movements of the dollar and euro exchange rates (since 

the foreign debt denominated in these two currencies made up almost ¾ of the general government debt) 

and the conditions on the financial market, or lower interest rates, also contributed to lower interest 

expenditures. 

The greatest upward deviation was observed in capital expenditure - about 0.5% of GDP. 

Such trend resulted in the share of capital expenditures in GDP in the amount of 3.3%, which we consider 

to be desirable, as this implied the realization of large infrastructure projects (Corridors 10 and 11, railway 

infrastructure, etc.). 

Expenditures for the purchase of goods and services were higher than planned by about 

0.3% of GDP. The highest growth of these expenditures was recorded at the local level and it was 

methodological in nature, since it referred to the extension of coverage of reports on the execution of local 

budgets, which we consider to be a good practice, from methodological point of view. Other current 

expenditures increased by 0.3% of GDP compared to the plan due to extraordinary parliamentary elections 

held and higher expenditures on account of forced collection and fines and penalties paid by court decisions. 

Early repayment of the guaranteed part of the debt ("Galenika" a.d. and PE "Srbijagas") caused a higher 

execution of repayments related to guarantees as compared to the time schedule, but it provided certain 

savings on interest in the following years. 
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Review of the revisions of the Precautionary IMF Agreements  

„Melius non incipient, quam desinunt“– It is better not to start at all than stop halfway – Latin proverb 

The program of economic reforms initiated at the end of 2014 was rounded up by a three-year IMF 

precautionary arrangement in February 2015.12 At the time the arrangement was concluded, public debt 

had an upward trajectory threatening to exceed the limit of 80% of GDP, while the deficit stood at 6.6% of 

GDP at the end of 2014. Cooperation with this institution additionally intensified the credibility of the 

government's policy in the field of public finances and provided a more favourable status and perception of 

investors in the international financial market. 

During the arrangement, and practically during each audit, the IMF revised upwards the 

projections of the most significant fiscal and macroeconomic indicators: fiscal result, public debt, GDP 

growth rates, inflation rates and balance of payments. 

Fiscal result. The arrangement envisaged a three-year structural fiscal adjustment of 4% of GDP, 

which implied that the fiscal result should reach the level of 3.8% of GDP, and the public debt level of 78% 

of GDP by the year 2017. Most of this adjustment of approximately 3% was achieved already in 2015, when 

the general government deficit from 6.6% of GDP in 2014 decreased to 3.7% of GDP. Favourable fiscal 

developments in 2015 were contributed by factors both on the revenue and on the expenditure side. The 

largest contribution to the revenue side came from a more favourable macroeconomic environment, good 

results in the fight against the grey economy and increased financial discipline in the use of public funds. 

There were no significant changes in tax policy, except for the introduction of excise on electricity for final 

consumption. On the expenditure side, fiscal consolidation measures were in force (reduction of public 

sector salaries and pensions). 

The estimates of fiscal developments were revised for the better during each audit of the 

arrangement in 2016. The sixth revision of the arrangement projected a deficit of 2.5% of GDP for the end 

of 2016. The Ministry of Finance estimated that the deficit in 2016 would amount to 2.1% of GDP, while the 

realized deficit amounted to 1.3% of GDP. A better fiscal outcome in 2016 compared to estimates (the IMF 

and the Ministry of Finance) is largely due to better collection of public revenues and, to a lesser extent, the 

reduction of public expenditures. Higher public revenues in relation to the plan were mainly due to the 

continuation of positive macroeconomic trends in 2016, more precisely, the growth of employment and 

earnings, which contributed to better collection of revenues from contributions and VAT, as well as one-off 

payments of extraordinary non-tax income.  

During the 2017 estimate of the total fiscal result was corrected twice, and the last eighth revision 

envisaged a surplus of 0.2% of GDP, while the Ministry of Finance estimated that the surplus in 2017 would 

reach the level of 0.7% of GDP13. A better fiscal outcome in 2017 is partly due to more favourable fiscal -

related macroeconomic trends, and partly to one-off payments of non-tax revenues. The higher employment 

growth and a relatively stronger appreciation of the dinar exchange rate compared to the expected, resulted 

in better collection of income from contributions and income taxes as well as in the reduction of interest 

expenditures. The payment of the NBS profit to the budget of the Republic as well as the much better 

collection of income from profit tax are temporary factors, which brought about the improvement of the 

results, but which cannot be permanently reckoned on in the same amount. On the expenditure side, a more 

favourable outcome was also contributed by lower interest expenditures than planned as a result of more 

auspicious borrowing conditions due to the improved fiscal result, but also a more positive trend of the 

dinar exchange rate. 

                                                           
12 A Precautionary Arrangement with the IMF was concluded in February 2015. The first, second and third revisions of the arrangement 
were conducted during 2015, the fourth, fifth and sixth in 2016, the seventh and last, eighth, during 2017. 
13 The seventh revision of the arrangement adjusted the deficit assessment for 2017 to lower level than the sixth one, from 1.7% of 
GDP to 1.1% of GDP (first correction), while the eighth revision projected a surplus of 0.2% of GDP (second correction). 
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Source: Ministry of Finance and IMF 

Public debt. The initial arrangement with the IMF envisaged a public debt level of 78% of GDP in 

2017, while the eighth revision of the arrangement foresaw the level of public debt in the amount of 67.1% 

of GDP. Already at the end of September 2017 the realized level of public debt amounted to 65.3%, which 

was 12.7 p.p. less compared to the level foreseen by the initial program and by 1.8 p.p. less than the level 

anticipated by the last revision. The Ministry of Finance estimates that at the end of 2017, public debt will 

amount to 63.7% of GDP. The reduction in public debt in 2017 was due to a significantly better fiscal 

outcome, on the one hand, and favourable inter-currency changes, on the other hand. As most of Serbia's 

public debt is denominated in dollars and euros, extensive appreciation of the dinar exchange rate against 

those currencies leads to a significant reduction of its share in GDP. Permanent public debt reduction is 

closely related to the reduction of the deficit as the main factor of borrowing, wherein the dynamic of 

lowering the deficit and maintaining its appropriate level are the key factors to reverse the public debt trend 

and keep up its desired trajectory. In the upcoming period, the general government deficit is expected to 

stabilize at around 0.5% of GDP, which is a sustainable level that, together with the expected 

macroeconomic performance, would lead to a fall in public debt to a level of 56.3% of GDP by 2020. 

 

Source: Ministry of Finance and IMF 

Macroeconomic indicators. The arrangement with the IMF envisaged a gradual acceleration of 

economic growth in the forthcoming mid-term period with the improvement of other macroeconomic 
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fundamentals. The economic growth projections were repeatedly revised upwards over the first two years 

of implementation of the arrangement, from -0.5% to 0.8% in 2015, i.e. from 1.5% to 2.8% in 2016. Initial 

projection, when concluding the arrangement, envisaged achieving growth rates of GDP of 2% in 2017, but 

this projection was gradually revised upwards to 3% as a result of the established macroeconomic stability. 

However, after the eighth revision of the expectations for this year, they were lowered to the original 2% 

due to the negative impact of one-off factors not related to recession. 

By means of adequate measures of monetary policy inflation was reduced to a low level in 2013 

and then maintained at that level with full coordination of monetary and fiscal policy. In 2016, inflation 

reached 1.1% (considerably lower than the initial plan that forecasted 4%), while in 2017 it was lower than 

it had been expected three years before and it was within the limits of a new lower target.  

The absence of negative effects of fiscal consolidation, the recovery of the most important foreign 

trade partners and the accommodative monetary policy of the ECB, along with the decline in oil prices, had 

a positive impact on the balance of payments trends that were better than expected in the first two years of 

the arrangement, and especially in 2016, when the current account deficit of the balance of payments 

reached a record low of 3.1% of GDP (by 1.5 p.p. lower than the initial projection). It is expected that the 

balance of payments deficit in 2017 will be slightly above the original projections, however it will be fully 

covered by the FDI, with inflows by even a third higher than expected when the arrangement was concluded. 

The medium-term recovery trend is not compromised, and according to the current projections, inflation 

will remain low and stable, while the current account deficit will also be low and fully covered by a stable 

inflow of FDI.  
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3. Current fiscal trends and the outlook for 2017 

 

The implementation of the fiscal consolidation programme within the realization of the 

arrangement with the IMF successfully continued in 2017. The estimated primary structural 

adjustment in 2017 will amount to 1.6% of GDP, while in the first two years of the implementation 

of the arrangement, a cumulative structural adjustment of 4.4% of GDP was achieved. A total 

structural adjustment of 6% over the three years of implementation of the fiscal consolidation programme 

is considerably higher than the target set by the arrangement with the IMF, which anticipated 4% of the 

GDP adjustment in the same period. 

 

During 2017, no further consolidation measures were implemented on the revenue side, 

while on the expenditure side there was a certain relaxation of fiscal policy that did not compromise 

the level of structural adjustment. The program of economic reforms was being carried out in 2017 with 

minor changes. During 2015 and 2016, the policy of salaries and pensions was relaxed, while on the revenue 

side, minimal compensatory measures were implemented. Structural adjustment in 2017 and continued 

through the rationalization of the number of employees in the public sector too, mainly through a ban on 

new recruitment, and thus the overall objectives of these measures were achieved. A moderate decline in 

the number of pension beneficiaries continued due to the implemented parametric reform of the pension 

system. On the revenue side, in 2017, the upward trend of the efficiency in tax collection continued as well.  

According to the latest estimates, the fiscal result of the general government in 2017 will 

amount to 0.7% of GDP and will be by 2.4% of GDP better than planned, while for the first time since 

2005, both the total and primary fiscal surpluses will be achieved. During the eighth and final revision 

of the arrangement with the IMF, the new macroeconomic and fiscal framework presented in this Fiscal 

Strategy was agreed upon. A new estimate of revenues, expenditures and results of the general government 

was determined, with the envisaged fiscal outcome better by about RSD 107 billion than planned. The latest 

macroeconomic trends and estimates, fiscal developments from the beginning of 2017 were taken into 

account, as well as the expected realization of certain one-off categories of expenditures that had not been 

Effects of a three-year fiscal consolidation programme, % GDP
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included in the plan. Due to the possible lower execution of certain categories of expenditures than the 

maximum established, as well as possible better revenue generation, there is a possibility for the fiscal 

result to be more favourable than the one planned by this framework.  

It is estimated that the primary fiscal surplus of 3.4% of GDP in 2017 will be one of the main 

factors affecting the decrease of the level of public debt to GDP. This result shows that fiscal 

consolidation measures have achieved the desired effects and that public spending has been sufficiently 

reduced. Moreover, favourable fiscal developments and the improvement of the interest related debt 

structure have already provided a reduction in the absolute level of interest expenditures and their share 

in GDP. This has created space for a certain extent of fiscal relaxation, which will not compromise the basic 

mid-term objectives of fiscal policy.  

After a slowdown in growth of public debt to GDP ratio in 2015 and the initial drop in the 

next year, in 2017 a significant reduction in the public debt to GDP ratio was achieved. It has been 

anticipated that the share of public debt be reduced from 73% of GDP, as it was in 2016, to 63.7% of GDP at 

the end of 2017. The overall and primary surplus in 2017 are the most important factors affecting the 

accelerated decline in the share of debt in GDP. Favourable developments in the international foreign 

exchange market influenced not only interest expenditures but also the lower value of the amount of debt 

expressed in dinars in 2017. Even though there is a risk in the upcoming period that the trends in the 

international foreign exchange market may take the opposite direction, the planned trajectory of the fiscal 

outcome will ensure the continuation of a positive trend launched in 2016. On the other hand, significantly 

larger withdrawals of funds for project financing have been planned, which is considered to be desirable in 

view of their developmental component.  

 

A significantly better fiscal result in 2017 will be mostly due to a better execution of public 

revenues as compared to the plan. Revenue projections were revised upwards by RSD 96.6bn, with the 

largest contribution to better realization provided by tax revenues, primarily the collection of corporate 

income tax. Expenditure projections were revised downwards to a somewhat smaller amount, but with 

significant changes in the structure. The largest contribution to the lower execution of total expenditures 

came from lower interest payments. Shifts in the structure of the expenditure side occurred also due to 

changes in the individual categories, their execution dynamics and the envisaged realization of certain one-

off expenditures that had not been initially planned.  
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Table 4. Revenues, expenditures and result of the government sector in 2017 - Budget and estimate 

based on the eighth revision of the arrangement with the IMF, in billion dinars * 

 
Budget    

2017 

New 
estimate 

2017 
Difference 

Change,  
  % 

New 
estimate,  

  % GDP 

PUBLIC REVENUES 1,865.9 1,962.5 96.6 5.2 43.9 

 Current revenues 1,850.9 1,954.2 103.3 5.6 43.7 

Tax revenues 1,638.5 1,716.7 78.2 4.8 38.4 

Personal income tax 162.7 167.3 4.6 2.8 3.7 

Corporate income tax 81.0 110.6 29.7 36.6 2.5 

Value added tax 466.0 480.0 14.0 3.0 10.7 

Excises 271.4 279.5 8.1 3.0 6.3 

Customs 38.6 39.7 1.1 2.9 0.9 

Other tax revenues 65.1 73.4 8.4 12.8 1,6 

Contributions 553.7 566.1 12.4 2.2 12.7 

Non-tax revenues 212.4 237.5 25.1 11.8 5.3 

Grants 15.0 8.3 -6.7 -44.8 0.2 

PUBLIC EXPENDITURES 1,941.0 1,930.9 -10.2 -0.5 43.2 

Current expenditures 1,756.6 1,753.8 -2.7 -0.2 39.2 

Expenditure for employees 434.5 437.7 3.2 0.7 9.8 

Purchase of goods and services 300.7 305.4 4.7 1.6 6.8 

Interest payment 138.4 122.3 -16.1 -11.7 2.7 

Subsidies 107.0 107.8 0.8 0.7 2.4 

Social benefits and transfers 724.9 721.8 -3.1 -0.4 16.2 

of which pensions 510.0 498.5 -11.5 -2.3 11.2 

Other current expenditure 51.1 58.9 7.8 15.2 1.3 

Capital expenditures 144.9 133.0 -11.9 -8.2 3.0 

Net lending 4.7 15.0 10.3 217.5 0.3 

Activated guarantees 34.8 29.0 -5.8 -16.6 0.6 

Result -75.2 31.6 106.8  0.7 

Result  in % GDP -1.7 0.7 2.4   

Source: Ministry of Finance 

*The assessment of the fiscal framework was done in agreement and during the eighth revision of the arrangement with the IMF, 

where both sides proceeded from the principle of prudence. It was noted that there were "positive risks" and the space for making 

the final outcome more favourable in terms of achieving fiscal surplus.  

Fiscal trends in the period January - September 2017 mainly reflect favourable current 

macroeconomic trends, primarily in the labour market, but also other factors that contributed to a 

better collection of public revenues. The general government surplus of 82 billion dinars in the reporting 

period is significantly better result, both than the planned, as well as than the results achieved in the same 

period last year.  

Labour market developments in 2017, effectuated in the growth of average wages, 

employment and consumption growth, strongly reflected on fiscal aggregates through the impact on 

collection of income tax, contributions for compulsory social insurance and VAT. Growth of salaries 

paid in the nine months of 2017 of 7.2% was in line with the growth in revenues from contributions for 

compulsory social insurance and income tax. Excluding seasonal trends, monthly growth rates of these 

forms of revenue recorded a stable upward path. By the end of 2017, the total collection was estimated to 

reach the level somewhat higher than the original plan, which was partly caused by better realization at the 

end of 2016, but also the overall growth of the amount of wages higher than the originally planned.  

In the area of control and improvement of VAT collection efficiency, excellent results were 

achieved during 2015 and 2016, while during the current year there has been a further, somewhat 

modest increase. The main determinants of VAT collection are the total amount of consumption (C), the 

effective tax rate and collection efficiency (C-efficiency). VAT is the second largest tax form in the total public 
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revenues, and its movement is influenced by factors such as credit activity, developments in other sources 

of income, collection efficiency and the size of the shadow economy, the structure of consumption and 

foreign trade movements. For the purposes of designing and short-term analyses of this tax form, it is 

necessary to separately observe the movement of gross collection and VAT refund.  

Gross VAT collection recorded a strong increase of 11.3%, exceeding the growth of the wage 

bill. The reasons for this variance can be found in the fact that wages are not the only source of disposable 

income, but also pensions, loans, remittances, savings, social benefits, etc. Trends in gross collection were 

also, to a large extent, driven by the export demand both through the domestic and import components in 

the realized export. The growth in the consumption of excise goods (primarily petroleum products), also 

provided additional VAT revenue growth. The last group of factors affecting gross collection are the 

structure of consumption (effective tax rate) and improved collection efficiency (C-efficiency). When 

considering the structure of VAT collected, the faster growth of VAT on imports compared to gross domestic 

VAT collected is mostly the result of the faster than planned growth of imports denominated in dinars. 

The net VAT collected in the first nine months of 2017 recorded a slower growth than gross 

collection, unlike in the previous year, primarily due to the increasing level of the VAT refund rates 

caused by the growth of foreign trade. For several years now, there has been a close link between the 

trends in refunds and foreign trade activity, partially disturbed in the previous year, so that VAT refunds 

recorded stronger growth as compared to gross payments. The impact on net collection is such that it 

moved nearly in line with the growth in the household disposable income in 2017. Developments during 

the first nine months indicate that the original plan will be exceeded by more than 14 billion dinars. 

Excise revenues recorded higher growth compared to the plan due to the increase in 

consumption of certain excise products, and partly due to better collection realized at the end of the 

previous year. Excise revenues can be divided into four main categories: petroleum products, tobacco 

products, electric energy and others (alcohol and coffee). The budget projection of revenues for 2017 did 

not anticipate an increase in the consumption of excise products, but was rather based on the regular 

adjustment of excise duties. Large annual fluctuations of the legal scope of consumption of certain excise 

products, especially tobacco, require caution when assessing this tax form. A drastic decline in the legal 

tobacco market materialized in 2013 and 2014 with a certain recovery in 2015 and 2016. In addition, the 

market of tobacco products has recorded a certain natural decline for years on end, which must be taken 

into account in the projections of consumption. The market of petroleum products is also susceptible, 

though to a lesser extent, to changes in consumption, both under the influence of shadow economy, as well 

as due to price differences between countries in the surroundings. Over the past few years, sales of alcoholic 

beverages have been unstable, while the excise duty on electricity, introduced in the second half of 2015, 

according to the results in collection so far, significantly depends on the consumption of electricity during 

the winter and summer periods.  

The revised projection of excise revenues is mainly due to the increase in consumption of 

petroleum products and electricity. When estimating revenues from excises on petroleum products, the 

level of consumption from the previous year is assumed and applied together with the new higher specific 

excise amounts based on regular adjustments. Data on collected excises in the period January - September 

2017 implicitly point to an increase in consumption in that period. In projections until the end of the year, 

the assumed consumption growth of over 3.5% was used, which corresponds to the increase in the excise 

collection above the level caused by the regular indexation related to the growth of consumer prices during 

2016. At the macro level, however, it is difficult to reliably distinguish between the effects of the actual 

consumption growth (price elasticity and economic growth effect) from those that result from the changes 

in the volume of the grey economy. Estimates of the collection of excise duties on electricity were revised 

upwards due to the increase in consumption in relation to the same period of the previous year, most likely 

due to worse weather conditions. Revenues from the excise duties on tobacco were minimally revised and 

they are currently within the expected amounts. Growth compared to the previous year is the result of the 

combined impact of consumption trends, which is on the path of natural decline, and the new amount of the 

specific excise duty on cigarettes. Revenue from this tax form largely depends on the pricing policy of the 
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producers, as well as on the dynamics of stock positions at the time of change in excise rates. What is 

important is that there was no visible deterioration in the volume of grey economy on the market of excise 

products. Total revenues from excise duties were revised up by 8.1 billion dinars. 

Revenues from customs duties recorded growth higher than planned, but unlike previous 

years, their dynamics did not follow the movement of import VAT. Revenues from customs duties, in 

case there are no changes in tariff rates, usually follow the standard movement of imports and changes in 

the foreign exchange rates. However, during 2017, the rate of revenue growth from customs duties was 

noticeably lower than the rate of growth of import VAT. While the import VAT follows the general level of 

import trends and depends both on the volume and import prices as well as on the exchange rate 

movements, when it comes to the trends in customs revenues, a significant factor is the structure of import 

itself. Various trade agreements, arrangements for duty-free import of certain categories of goods, changes 

to customs tariff, etc., as well as changes in the structure of imports, affect the level of collection of customs 

revenues. During 2017, there was a large increase in imports of goods exempt from customs duties, and 

therefore the variance in the overall growth rate of imports and the rate of VAT growth was significantly 

higher. In line with developments over the first nine months, the projection of customs revenues was 

revised upwards by RSD 1.1bn.  

The projection of corporate income tax was significantly increased in relation to the plan, so 

that the collection of this type of tax will increase by almost 30 billion dinars. Corporate income tax is 

the most volatile item of public revenues and economic growth is not always the most reliable indicator of 

the collection of this tax. Since the final profitability data is not known during the preparation of projections 

for the following year, the practice is to assume for these purposes that it remained unchanged, and to 

accept a certain amount of risk in the realization of this form of revenue. According to the data of the 

Business Registers Agency, the total gross profit realized in 2016 amounted to RSD 534.4bn and was by 

17.5% higher than in 2015. Growth in corporate income tax collection will exceed 35%, compared to the 

previous year. One part of the revenue in 2017, however, is the result of the application of accounting rules 

regulating the increase (registration) of the value of the assets in business records. Therefore, this part of 

the collected tax can be considered as a one-off inflow, because it is related to accounting, and is not the 

result of real growth in profitability. When thus identified part of one-off revenues is excluded from the total 

payment, the growth rate exceeds the profitability growth to a much lesser degree. These differences arise 

from tax treatment of certain categories of expenditures and still applicable tax incentives, as well as from 

the amount of tax credits and refunds that are to be realized in the period prior to submission of the final 

accounts for the previous business year.  

Non-tax revenues is a category of income whose plan, in addition to that of the corporate 

income tax, was mostly revised upwards, both in absolute and percentage terms. Correction of non-

tax revenues was made in the amount of RSD 25.1 billion. Audit is largely the consequence of cautious 

planning, since the inclusion of certain potential revenues in the budget plan was given up. When 

determining the final annual projections of revenues for 2017, it was agreed with representatives of the IMF 

that the income plan should include only the presumed structural i.e. permanent part of non-tax revenues 

related to budget dividends, profits of public enterprises and other similar types of one-off revenues. This 

amount was set at the level of 17 billion dinars, whereby any excess above this amount would not be treated 

as part of structural adjustment. The total increase in estimates of non-tax revenues belonging to the budget 

of the republic amounts to RSD 19.7 billion and represents a combination of regular non-tax revenues (fees, 

fines and dues) and initially unplanned payments of profit from PE EPS, claims collected by the Deposit 

Insurance Agency, payments of premiums for reopening T-bond issues, NBS profits, etc. The projection of 

regular non-tax revenues of the national budget is slightly lower, due to changes in regulations relating to 

the collection of court and administrative fees. Forecast of non-tax revenue at the local level was increased, 

partly due to the collection of one-off revenues, but mainly owing to the improved collection of local taxes 

and other forms of income. Unlike previous years, during 2017 there were no methodological changes that 

would affect the scope of non-tax revenues at the local level.  
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According to the new estimate of public expenditures, the total level of expenditures should 

be lower by RSD 10.2bn or 0.5%, with the structure changing in relation to the budget plan for 2017. 

The largest decrease in relation to the plan is recorded by interest expenditures, repayment of guarantees, 

pensions and capital expenditures. The largest increase on the other hand will be realized in expenditures 

for the purchase of goods and services, budget loans and other current expenditures. In the period January 

- September, public expenditures grew at a rate of 0.9%, and by the end of 2017, growth is expected to 

accelerate up to 1.8%. The reasons for this acceleration until the end of the year are changes in the dynamics 

of the execution of certain items in expenditure, compared to the previous years, as well as the execution of 

the so-called one-off expenditures at the end of the year. Acceleration of expenditure dynamics by the end 

of the year is expected in expenditure for employees, due to anticipated bonus payments within a segment 

of the public sector, as well as acceleration of the realization of the capital expenditures in the last quarter.  

There is a possibility that the total amount of public expenditures will be lower than 

foreseen. The last quarter is a period of the season featuring the highest consumption, especially on the 

side of capital expenditures, so that at the moment of estimation of the total level of public expenditures for 

2017, their maximum possible level was taken as a starting point. It can be assumed that the full realization 

of current expenditures will not occur (goods and services, interest payments and subsidies), which could 

result in achieving a more favourable fiscal result than foreseen by this framework.  

Estimation of employee expenditures has increased by 3.2% in relation to the budget for 

2017, primarily due to the envisaged payment of bonuses to certain categories of employees. In the 

projection of this form of expenditure in the budget for 2017, the following elements were used: 1) increase 

in the nominal amount of salaries for certain categories of employees, 2) scope and dynamics of the 

rationalization of the number of employees, and 3) the extent and dynamics of severance payments for the 

employees who will become redundant in this process. Unlike the previous period, the second and the third 

factor had significantly less impact both during the planning and in execution of these expenditures. For 

this reason, the deviation from the planned amount is insignificant and is caused only by one-off factors.  

According to the latest available data, by the fourth quarter of 2017, the number of 

employees was reduced by about 28,500 people compared to the end of 2014. The public sector 

rationalization plan envisaged a reduction in the number of employees by 75,000 by the end of 2017. After 

analysis of the number and structure of employees by the relevant national and international institutions, 

rationalization plan was revised down to 25,000 - 30,000 people. A higher natural outflow of employees 

also affected the amount and disbursement of the severance pay. Savings on this basis were realized due to 

the slower dynamics of replacing employees at these work places. It is assumed that this will not cause a 

structural increase in expenditures for pensions, because employees have already met the conditions for 

retirement and the existing penal system discourages early retirement. The measures implemented in the 

field of rationalization have led to a decline in the share of earnings in GDP from around 12% in 2014 to 

9.8% in 2017. The Budget System Law envisages lowering salaries without contributions paid by employers 

to 7% of GDP. However, it seems that the targeted level of salaries is set quite low, given that the current 

share of thus defined earnings is 8.3% of GDP.  

Expenditures for the purchase of goods and services, recorded moderate growth in relation 

to the budget plan for 2017. A new estimate of expenditures for goods and services is higher by 4.7 billion 

dinars or 1.6% compared to the original plan, and the current growth is 6.4%. The largest increase of these 

expenditures was recorded at the local level, whereby one of the factors that led to this greater execution 

was the space created by better collection of revenues, while the other was in the partial rearrangement of 

the expenditure side due to methodological changes and the coverage of the local government budget. The 

increase of this category of expenditures in relation to the plan was also recorded with the Public Enterprise 

"Roads of Serbia", due to higher expenditures for maintenance of road infrastructure, and due to higher 

inflows on the revenue side. Expenditures for goods and services at the national level increased slightly 

compared to the amount planned in the budget.  
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Interest expenditures is a category in which significant savings are expected in relation to 

the budgeted amount. The movement of the total fiscal result indirectly also affects the movement of 

interest expenditures. In addition to the level of the deficit, the amount of interest is determined by both 

interest rate and exchange rate risk for liabilities denominated in foreign currencies. When planning 

interest expenditures, all of these risks were taken into account. A significantly lower fiscal deficit affected 

the overall level of new borrowing. On the other hand, a favourable US dollar exchange rate and a stable 

euro exchange rate offset the currency risk, which, along with lower interest rates on the international 

market, reduced interest expenditures. During 2017, almost all of these factors had a positive effect, so for 

the first time since 2008, a nominal decrease in the amount of interest expenditures was recorded, while 

the decline in the share of GDP continued and at the end of 2017 it will amount to about 2.7% of GDP. The 

new estimate of interest expenditures anticipates an amount that is over 16 billion lower than the original 

plan.  

Movement of pension expenditures in 2017 and the decline in the number of pensioners 

instead of the expected growth influenced the downward revision of the planned pension 

expenditures. When projecting this category of expenditures at the end of 2016, certain reserves were left 

in view of the fact that accelerated inflow of new pensioners was expected on the basis of the public sector 

rationalization process (including public enterprises) and completion of the restructuring of the remaining 

companies in the privatization process. Other factors influencing the estimate of total pension expenditures 

were the increase in the nominal amount of pensions, and anticipated growth in the number of pension 

beneficiaries above 1%, which was in line with the dynamics of the previous years, but at the same time it 

reflected a certain caution in the projection of such a large expenditure category.  

The downward trend in the number of pension beneficiaries has continued throughout 

2017. After a ten-year period of growth in the number of pensioners, in 2015 the total number of pensioners 

decreased for the first time. Such a trend continued in 2016 and 2017, and the total number of beneficiaries 

is lower by 24,000, which is a decrease of 1.4%. Moreover, the structure of pensions changed in form, so 

that the number of disability pensioners was reduced and to a lesser extent the number of family pension 

beneficiaries as well. Measures taken to prevent abuse in this area contributed to such outcome. Number of 

old-age pensions is still growing, but at a markedly lower rate. Such developments are the result of 

parametric measures, such as phased lifting of the age limit, but also the introduction of penalties for early 

retirement. In accordance with these developments, the estimation of total pension expenditures was 

revised down by 2.3% in relation to the planned amount, mentioning that the envisaged one-off payment 

to pensioners was not shown as a part of the total pension expenditure, but is treated as a form of other 

transfers to the population. The share of pension expenditures dropped from 11.6% of GDP in 2016 to 

11.2% of GDP at the end of 2017, which is close to the goal set by the arrangement with the IMF and the 

Budget System Law.  

Other expenditures for social benefits and other transfers to households will be increased 

in relation to the planned amount, primarily due to the payment of one-off assistance to pensioners. 

Each individual recipient of the pension was paid 5,000 dinars regardless of the amount of pension 

generally received. The total effect of one-off payments for this purpose is 8.9 billion dinars. When the one-

off payments for pensioners are excluded, other social benefits are at approximately the same level as the 

planned amount, but with changes in the structure. Certain forms of expenditure within social benefits and 

transfers to the households will be executed in a smaller amount than originally planned. Due to expected 

larger number of beneficiaries of the National Employment Service (as a result of completion of the process 

of restructuring and rationalization in the public sector), unemployment benefits are planned at a 

somewhat higher level. Execution of these expenditures so far in 2017 is significantly below the planned 

level. A more favourable situation on the labour market and a fall in the number of unemployed are the 

factors that have contributed to this trend. Also, to a lesser extent will be executed redundancy payments 

to the employees of companies in restructuring process. The amount of debt repayments to military 

pensioners based on court decisions also decreases, where, due to difficulties in assessing the possible 
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amount and speed of execution of decisions, a larger amount was planned. On the other hand, social benefits 

at the local level have been increased in line with higher general expenditure growth at the local level.  

Expenditures for the subsidies retain the level planned in the budget, because unlike 

previous periods, one-off expenditure items have not been envisaged until the end of 2017. For this 

reason, the level of realized subsidies decreases both in absolute and relative amounts. Another reason for 

the gradual fall in the level of subsidies are the changes in the domain of subsidizing agricultural land, 

adopted in the previous period, aimed at more productive and efficient use of the total amount of subsidies 

for these purposes. Expenditures for subsidies at the local level recorded increase as compared to the 

planned amount, and one of the reasons is the methodological approach. After the institution in charge of 

investments exited the system of budget beneficiaries of the city of Belgrade, there has been a 

methodologically induced reduction of capital expenditures and increase of subsidies on this basis14. 

The total repayment on guarantees and expenditures for budget loans will deviate in 

relation to the amounts planned by the budget for over 4 billion dinars. These two categories move 

differently in relation to the planned amounts. Expenditures for guarantees are lower than planned, by RSD 

5.8 billion. The main reason is that the plan envisaged that part of the debt of PE "Srbijagas" towards the 

creditors be repaid from the budget of the Republic, but due to the improved liquidity position of this 

company, it is able to independently perform part of its obligations. In contrast, expenditures for budget 

loans are higher in relation to the planned for over RSD 10 billion. Most of this increase is in connection 

with the financing of modernization of enterprises in the field of defence industry.  

Other current expenditures increased compared to the budget plan, mainly due to changes 

in the estimate of the extent of these expenditures at the local level. Evaluation of the execution of 

other current expenditures at the national level was not changed in relation to the budget plan. Growth of 

this category in relation to the planned extent at the local level, is the result of a partly carried forward effect 

of greater execution at the end of 2016, while the general growth of revenues and expenditures at the local 

level additionally contributed to higher execution than the planned.  

Public investments will not be realized on a planned scale. The execution of capital 

expenditures for the first nine months of 2017 compared to the previous year is less by 10.5%. In particular, 

after the institution in charge of investments left the system of budget beneficiaries of the city of Belgrade, 

and thus the institutional scope of the general state, the extent of capital expenditures covered by the 

reports on execution has significantly decreased. This methodological change can explain almost half of the 

realized decline in public investment. But then again, on the same basis, the subsidies to finance the 

expenditures of this institution have increased. A small part of the decline in realization compared to the 

previous year can be explained by the new system of monitoring the realization of project loans. As of 2017, 

they have formed a part of the capital expenditures of the budget of the Republic, while the system intended 

to monitor their implementation has been established in full capacity during the second quarter of this year. 

For this reason, there is a certain time delay in reporting on the implementation itself and spending of funds 

within projects. The last factor that has contributed to the decline in capital expenditure compared to the 

previous year are extremely unfavourable weather conditions during the first quarter of the current year. 

In the second half of the year the realization has been faster, but one part of the delay cannot be 

compensated for objective reasons.  

 

 

                                                           
14 By the decision of the Assembly of the city of Belgrade, the "Belgrade Land Development Public Agency" lost the status of an indirect 
budget user and became a public company. While being the beneficiary of the city budget, investments of the Agency were registered 
as capital investments of the city budget, but after it changed the status into a public company, funds transferred from the budget to 
the Agency have been recorded as subsidies. 
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Table 5. Revenues, expenditures and the result of the state sector, in billion RSD 

 
I - IX  

2016 
I - IX  

2017 
I-IX 

% growth 
2017/2016 

 % growth 

PUBLIC REVENUES 1,352.4 1,451.1 7.3 6.5 

Current revenues 1,344.6 1,446.8 7.6 6.6 

Tax revenues 1,163.6 1,270.0 9.1 8.3 

Personal income tax 112.7 121.6 7.9 7.9 

Corporate income tax 62.6 89.5 43.1 37.6 

Value added tax 331.5 356.1 7.4 5.8 

Excises 198.1 208.4 5.2 5.2 

Customs 26.6 28.9 8.7 9.1 

Other tax revenues 48.2 52.9 9.6 9.1 

Contributions 383.9 412,7 7.5 7.3 

Non-tax revenues 181.0 176.8 -2.3 -4.0 

Grants 7.8 4.4 -44.2 -11.9 

PUBLIC EXPENDITURES 1,356.7 1,369.2 0.9 1,8 

Current expenditures 1,239.7 1,260.7 1.7 2.3 

Expenditure for employees 308.1 317.1 2.9 4.8 

Purchase of goods and services 193.0 205.3 6.4 7.7 

Interest payment 109.6 104.1 -5.0 -7.1 

Subsidies 62.5 67.5 8.1 -4.3 

Social benefits and transfers 526.5 526.1 -0.1 1.1 

of which pensions 369.1 371.6 0.7 0.9 

Other current expenditure 40.0 40.7 1.7 6,0 

Capital expenditures 86.2 77.2 -10.4 -4.6 

Net lending 2.6 10.5 300.2 350.0 

Repayment of guarantees 28.1 20.7 -26.5 -25.7 

RESULT -4.3 82.0   

Source: Ministry of Finance 

The stock of arrears of budget beneficiaries and the organization of compulsory social 

insurance on the last day of September 2017 amounted to 4.4 billion dinars (about 0.1% of GDP), 

which is by 2.1 billion dinars less compared to the end of 2016. Budget beneficiaries and PE "Roads of 

Serbia" reduced the arrears in payment by 2.3 billion dinars, while the state of the delay in payments in the 

organization of compulsory social insurance increased by 0.2 billion.  

Table 6. The arrears in payments of budget users and OCSI, in billions of dinars 

Source: Ministry of Finance 

A more favourable fiscal position in 2017 is largely the result of a better realization of public 

revenues. Factors that contributed to revising estimate of the fiscal result in 2017 have been classified into 

the following groups: the impact of the base value (realization in 2016), the labour market trends and their 

impact on consumption and labour taxes, the assessment of the one-off non-tax revenue payments, trends 

in the consumption of excise products, considerably better collection of corporate income tax, etc.  

  31.12.2016. 30.9.2017. 

Budget users and PE „Roads of Serbiaˮ  5.1 2.8 
OCSI 1.4 1.6 
TOTAL 6.5 4.4 
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Total revenues collected in 2016 were by RSD 23 billion higher than the estimate which 

served as a basis for developing a plan for 2017. Of these, RSD 7 billion has no lasting impact on the 

result, so that as the base effect in 2017 the amount of RSD 16 billion has been estimated, i.e. 0.36% 

of GDP.  

Downward revised real GDP growth rate in 2017 compared to the planned one did not 

negatively affect fiscal developments due to changes in the growth structure, as well due to the one-

off factors influencing the GDP revision downwards. In the structure of growth, the share of private 

consumption increased slightly, resulting in a faster nominal growth of consumption than planned, which 

directly influenced the collection of revenues. Improved labour market situation faster employment growth 

influenced the increase in the total wage bill paid. The paid earnings make up the largest part of the 

household disposable income, thus positively affecting the nominal growth of private consumption. 

Additionally, faster growth in lending activity also affected the growth of consumption. Faster growth in 

imports led to a higher collection of indirect taxes in 2017, when at the same time the volume of imports 

increased and import prices grew higher than initially planned. In addition to the indirect influence on the 

movement of VAT, favourable labour market situation directly affected the collection of taxes on wages and 

contributions for compulsory social insurance. Stronger growth in economic activity reflects primarily on 

the increase in contributions for compulsory social insurance and income tax, but on the other forms of 

income as well. It should be noted that in the original projection of excise revenues, the consumption of 

excise products was taken as constant (except for tobacco products).  
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Other factors that influenced the country's better fiscal position were the movement of the 

overall efficiency of tax revenue collection, trends in the amount and dynamics of VAT refunds in 

relation to the initially planned, considerably better collection of corporate income tax, the payment 

of extraordinary non-tax revenues and a shortfall in the execution of certain categories of 

expenditure. 
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  S0 indicator of short-term fiscal sustainability 

“The farther back you can look, the farther forward you are likely to see“- Winston Churchill 

European Commission has designed a composite SO indicator for short-term fiscal sustainability 
evaluation, which is aimed to anticipate fiscal stress15 in the following year by identifying potential short-
term risks in the current year. If the SO indicator value exceeds the defined threshold, it is considered that 
the country is in a short-term risk of fiscal stress16. Along with the value of entire indicator, for the purpose 
of locating the source of risk, the values of sub-index and their components are considered as well.  S0 
composite indicator consists of two sub-indices, consisting of the set of variables of fiscal and 
macroeconomic sustainability17. The value of these sub-indices below the defined threshold indicates the 
absence of short-term fiscal risk. 

The calculation of S0 indicators for the Republic of Serbia, done by the Ministry of Finance, is based 
on the European Commission methodology18. Although the value of SO indicator in 2014 was below the 
defined threshold, the value of the fiscal sub-index undoubtedly indicated the potential risks in the financial 
sphere. Positive effects of fiscal consolidation measures, initiated in 2014 within the realization of the 
arrangement with IMF, are reflected in the lower value of fiscal sub-index in 2015, which at the time, 
although still of value above the threshold, started to decline, which significantly lowered the value of total 
SO indicator. Further implementation of the fiscal consolidation measures, along with significant 
improvement of macroeconomic surrounding, leads to even greater decline of fiscal sub-index compared to 
the defined threshold for 2016. In that year, the entire composite indicator, as well as both sub-indices were 
below the defined thresholds.  

 

The source: Ministry of Finance 

The values of SO indicators and sub-indices for the Republic of Serbia in 2016 indicate that, in 
general, there is no short-term danger of fiscal instability, as well as no huge risks originating from the 
spheres covered by sub-indices. Consistent implementation of fiscal consolidation measures and 
establishment of macroeconomic and fiscal stability in the previous period provide the space for relaxation 
of fiscal policy measures during 2017. 

 

                                                           
15 Fiscal stress occurs in the following situations: 1) annual inflation rate exceeds 35% , which reduces the possibility of amortization, 
2) the rate of return on foreign bonds within two standard deviations is above the average for the particular country, which indicates 
the significant pressure on financial markets 3) restructuring is carried out or a debt-waiver is declared, based on the S&P definition, 
4) a significant implementation of IMF support programme is ongoing. 
16 The evalutaion of short-term fiscal sustainability obtained from the calculation of SO indicators, must be interpreted carefully, and 
during the interpretation of results, specific macroeconomic circumstances of the concerned country must be taken into account. 
17 Sub-indices consist of 25 variables (12 fiscal and 13 macrofinancial). Thresholds shall be reestablished every few years. 
18 European Commission ʺFiscal Sustainability report 2015ʺ 25 January 2016, 157-158. 
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The analysis of the components of SO indicators shows that significant improvements have been 
achieved within the given period. Having regard to the signal power of variables19, the largest contribution, 
from the fiscal point of view, to more favourable value of SO indicators was given by the cyclically adjusted 
fiscal and primary balance, whereas form the macroeconomic point of view by the reduction of the balance 
of payments current account deficit. 

Table 7. S0 indicator and its components, values for the Republic of Serbia, for the period 2014 - 2016. 

 

The source: Calculation given by the Ministry of Finance 

Based on the Eurostat data for EU countries and the calculation given by the Ministry of Finance for 
the Republic of Serbia, in 2016 none of the monitored countries was exposed to short-term risk of fiscal 
stress realization, since the value of SO in no case exceeds the defined threshold. Certain countries face with 
fiscal, that is, macroeconomic challenges, whereas the Republic of Serbia, along with most of EU countries, 
is positioned within the defined thresholds for SO indicators. 

 

 

 

 

 

                                                           
19 Signaling power of the variable is defined by the formula: 1-(I type error + II type error). First type error means the probability for 
changes of variable to signalize the crises, and it does not happen, whereas the second type error means probability for changes of the 
variable not to signalize the crises,  and it happens. Signal power of the variable represents the probability of its fluctuation above or 
below the threshold, to precisely detect stressful or unstressful situations, that is, to signalize the crises which eventually occurs, or 
signalize the crises and the crises does not occur. In other words, signal power of the variable measures its predictive power. 

2014 2015 2016

Fiscal sub index < 0.36 0.28 0.54 0.41 0.19

1.Balance, % GDP > -9.61 0.07 -6.6 -3.69 -1.27

2. Primary balance, % GDP > 0.23 0.13 -3.66 -0.48 1.82

3. Cyclically adjusted balance, % GDP > -2.5 0.23 -6.21 -3.17 -1.10

4. Stabilizing primary balance, % of GDP < 2.34 0.08 0.55 0.81 0.03

5. Gross debt, % of GDP < 68.44 0.12 71.85 75.98 72.99

6. Change in gross debt, % GDP < 8.06 0.12 10.73 4.13 -2.99

7. Short-term debt gen. gov., % GDP < 13.2 0.2 9.10 12.14 13.05

8. Net debt, % GDP < 59.51 0.2 71.85 75.98 72.99

9. Gross financing need, % GDP < 15.95 0.26 15.94 14.87 13.11

10. Interest rate-growth rate differential < 4.8 0.08 4.03 1.17 -1.12

11. Change in expenditure of gen. government, % GDP < 1.9 0.11 2.92 -2.47 -1.10

12. Change in final consumption expend. of gen. governmen < 0.61 0.07 -0.56 -8.47 -1.23

Financial-competitiveness index < 0.49 0.55 0.30 0.27 0.27

1. net international investment position, % GDP > -19.8 0.29 -98.28 -102.9 -103.99

2. net savings of households, % GDP > 2.61 0.33 24.96 26.52 26.21

3. private sector debt, % GDP < 164.7 0.18 45.99 47.67 47.47

4. private sector credit flow, % GDP < 10.7 0.37 -2.40 2.04 1.39

5. short-term debt, non-financial corporations, % GDP < 15.4 0.2 11.85 7.88 6.39

6. short-term debt, households, % GDP < 2.9 0.21 2.65 1.70 1.17

7.construction, % value added < 7.46 0.22 5.07 5.13 5.50

8. current account, 3-year backward MA, % GDP > -2.5 0.34 -9.55 -7.89 -5.60

9. change (3 years) of real eff. exchange rate, based on < 9.67 0.11 9.54 -2.73 -0.80

10. change (3 years) in nominal unit labour costs < 7 0.18 -0.50 0.90 -5.60

11. Yield curve > 0.59 0.37 2.72 4.55 5.00

12. Real GDP growth > -0.67 0.1 -1.83 0.76 2.80

13. GDP per capita in PPP, % of US level > 72.7 0.22 26.09 25.29 25.11

Overall index < 0.46 0.55 0.39 0.32 0.24

Safety Threshold
Signaling

power*

Values  for  Serbia, %
Variables
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The source: Eurostat for EU, Ministry of Finance for the Republic of Serbia20. 

 

4. Fiscal projections for the period 2018 - 2020 

 

In the next medium-term period the objectives of fiscal policy are focused on the 

maintaining of fiscal stability, which leads to further public debt reduction. The medium-term fiscal 

framework estimates general government deficit lowering to 0.5% of GDP by 2020 along with the decline 

in the share of public debt to about 56% of GDP. The projections of fiscal aggregates in the period 2018 - 

2020 are based on projections of macroeconomic indicators for the mentioned period, planned tax policy 

that means further harmonizing with the EU laws and directives, and fiscal and structural measures, 

including reforms of major public enterprises. 

Due to the measures for fiscal consolidation, fiscal space has been generated for new 

policies, which in 2018 shall be used for increasing of capital investments, pension and wage 

increases in one part of the public sector and the reduction of tax burden on earnings. These 

measures and their fiscal implications are designed so that they do not endanger either the stability of public 

finances or pace of public debt reduction, and on the other hand, they raise the standard of living, stimulate 

private consumption and accelerate economic development. 

                                                           
20 European Commission did not take into consideration Greece, to which special monitoring procedure is applied. 
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Table 8. Fiscal aggregates in the period 2016–2020, in % of GDP 

description realization estimate projection 

  2016 2017 2018 2019 2020 

Public revenues 43.2 43.9 42.4 41.8 41.1 
Public expenditures 44.5 43.2 43.1 42.3 41.6 

      
Consolidated fiscal balance -1.3 0.7 -0.7 -0.5 -0.5 
Primary consolidated balance 1.8 3.4 1.9 1.8 1.6 
      
General government debt 73.0 63.7 62.8 59.8 56.3 
Real GDP growth rate 2.8% 2.0% 3.5% 3.5% 4.0% 

The source: Ministry of Finance 

Public debt trajectory was reversed in 2016, when the share of public debt in GDP started to 

decline. Primary objectives of fiscal consolidation and the IMF programs were stabilization of public 

finances and reduction of the share of public debt in GDP. The reduction of the share of debt is closely 

connected to the decrease of deficit as the main factor of borrowing, so that the dynamics of deficit reduction 

defines the change in debt development. Financial transactions, such as substitution of expensive debt with 

the cheaper one, as well as better position of state on the international financial market, also may contribute 

to further debt reduction.  

 

  

In the next period general government deficit shall be stabilized at the level of about 0.5% 

GDP, which is a sustainable level that enables the continued reduction of public debt.  With expected 

macroeconomic performances, in the next middle-term period, the level of public debt should be lowered 

to about 56% of GDP. Positive results of fiscal consolidation enabled relaxation of fiscal policy, first of all in 

terms of expenditures, in the form of  pension and wage increases, but in such a manner that  their share in 

GDP does not increase. In terms of revenues, the main measure shall be increasing of non-taxable part of 

earnings, which shall lead to reduction of tax burden on earnings, and slightly increased taxation 

progressivity. The process of restructuring of public and former social enterprises continues in order to 

reduce the burden on public finances and entire economy. In case of favourable macroeconomic and fiscal 

movements and better performance, generated fiscal space may be used for further tax disburdening of 

economy and population, or prepayment of more expensive portions of debt. 
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The projection of revenues in the period 2018 - 2020 is based on the following:  

 projection of movement of major macroeconomic indicators: GDP and its components, inflation, 

foreign exchange rate, foreign trade exchange, employment and salary movements;  

 current and planned changes of tax policy; 

 estimated effects of fiscal and structural measures in the next period. 

Table 9. Total revenues and grants in the period 2016–2020, in % of GDP 

description realization estimate projection 

 2016 2017 2018 2019 2020 

PUBLIC REVENUES 43.2 43.9 42.4 41.8 41.1 

Current revenues 43.0 43.7 42.0 41.5 40.8 

 Tax revenues 37.2 38.4 37.3 37.0 36.6 

Personal income tax 3.6 3.7 3.6 3.6 3.5 

Corporate income tax 1.9 2.5 2.0 2.0 2.0 

Value added tax 10.6 10.7 10.6 10.5 10.4 

Excises 6.2 6.3 6.0 5.8 5.6 

Customs 0.9 0.9 0.9 0.9 0.9 

Other tax revenues 1.6 1.6 1.6 1.5 1.4 

Contributions 12.4 12.7 12.7 12.7 12.7 

 Non-tax revenues 5.8 5.3 4.7 4.5 4.2 

Grants 0.2 0.2 0.3 0.3 0.3 

The source: Ministry of Finance 

Part of the budget of about 0.2% GDP, that is, around 10 billion dinars, shall be used for 

reducing tax levy in 2018. Apart from the increase of non-taxable part of earnings, no other changes in tax 

policy are predicted. The revenue projection means maintaining the current collection rate. 

The personal income tax is projected at the stable level at around 3.6% of GDP during the 

entire medium-term period in compliance with the expected effects of structural and fiscal 

measures, salary policy in the public sector and positive movements on labour market, above all, 

employment and average salary in private sector. The predominant form of income tax is the tax on 

salary, so that the movement of wage bill and employment are the main factors affecting the movement of 

this tax form. The measures that shall affect the level and taxation of salary refer to the increase of non-

taxable census and minimum salary. Non-taxable part of salary shall increase from 11,790 to 15,000 RSD, 

and shall have a negative effect on tax revenues and contribution to earnings, estimated at 11.6 billion RSD.  

Considering that at the level of general government the savings are realized on the ground of gross earnings 

reduction, the effect on fiscal result is less and shall be 9 billion RSD, or 0.2% of GDP. On the other hand, it 

is estimated that the increase of minimum salary shall mostly compensate for the general government 

revenues lost on the ground of increasing the census. Other forms of income tax are dividend tax, interest 

income tax, annual income tax etc., and they follow the movement of general economic activity and earnings. 

As far as tax on salary is concerned, the key factor is the fight against shadow economy, considering the 

substantial number of undocumented workers and undocumented payment of earnings. In the last three 

years the controls have been intensified and sanctions have been tightened, which resulted in reducing the 

shadow economy in the area of work and employment, but it is very important to proceed with continuous 

engagement in this area in the following period as well. 

Stable share of contributions for compulsory social insurance in GDP has been projected for 

the next medium-term period. The trend of the share of this public revenue in GDP has the similar 

trajectory as the trend of the share of wage tax, considering that the same assumptions on movement of 

salaries and employment were used for their projection. There is a difference only when contributions 

collected on the grounds of insurance of farmers and entrepreneurs are in question. The effects of increasing 

the census and minimum salary have been taken into consideration, since these changes also affect the 

revenues based on contributions. Contributions are a tax category in which the tax indiscipline is the most 
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prominent and where the largest debt of taxpayers is recorded, so that the consequences of possible 

increase of fiscal indiscipline are mostly observed with these revenues.  

Stable revenues from corporate income tax in the period 2018 - 2020 (2.0% of GDP) are 

projected. The realisation of the revenues from CIT in the next three-year period shall depend on the 

trajectory of economic growth, relative stability of RSD exchange rate and general profitability of economy. 

Assessment of income on this basis may be independent due to economic factors and the possibility of using 

the tax credit or tax returns.  Record corporate tax collection was achieved in 2017 (2.5% of GDP), mostly 

as the result of high profitability from 2016. One part of this year`s revenue, however, is the result of the 

implementation of accounting regulations and may be considered as a single revenue, so it was not taken 

into consideration while projecting the CIT in 2018. Medium-term projection does not predict major 

changes in legislation. The projection of revenues on this basis is conservative and does not include effects 

of abolishment of tax reliefs from 2013, which, due to transitional period of several years, are now effected. 

The movement of VAT revenues is characterized by a slight decline in the share of GDP, given 

that a slower growth in private consumption in relation to nominal GDP growth has been projected. 

The main determinant of VAT trend is domestic demand led by the disposable income of the population. 

Disposable income as the largest determinant of consumption depends on salaries trends in the public 

sector, as well as pensions, social assistance and trends of the wage bill in the private sector and other forms 

of income, including remittances, as well as the dynamics of bank credit activity towards the population. In 

the next period, revenues based on the consumption of foreign tourists shall also be of greater importance. 

Also, the relaxation of fiscal policy in the domain of salaries in public sector and pensions will contribute to 

the growth of the available income of the population. However, due to rebalancing of the economy, gradual 

decline in the share of VAT revenues in total GDP, from 10.7% of GDP in 2017 to 10.4% GDP which is 

expected in 2020, is predicted. At the same time, projected growth of export will lead to the growth of VAT 

return, and therefore the level of collected VAT. The risks to the realization of VAT projections in the next 

period are similar to those related to taxes on personal income and refer to the trends of salaries in the 

private sector, the growth of economic activity, as well as the level of the shadow economy, i.e. the efficiency 

in reducing its size.  

The results of more efficient collection and control of taxpayers are evident, and that trend 

is expected to continue in the next period, provided that the effects of the fight against shadow 

economy are not explicitly included in medium-term projection of public revenues. The increase in 

the amount of VAT collection in terms of implementing independent anti-evasive measures in the VAT area 

gave certain results in the previous period. In this segment there is still the room for further improvements, 

through consolidation and modernisation of tax administration. According to the assessments the 

improvement of collection efficiency for about 5 p.p. in the next four-year period, would enable cumulative 

increase of revenues based on VAT of 1.9% of GDP. 

The projection of excise revenues is made on the basis of the current excise policy and 

projected consumption of products subject to excise.  Within the excise policy related to the tobacco 

products gradual harmonization with EU directives is expected to continue in compliance with medium-

term plan for gradual increase of excise burden. For cigarettes, it will be directed through gradual increase 

in excise duties, so that the EU minimum of 1.8 euros per pack could be reached in an acceptable time frame. 

For the purpose of projections of excise revenues, due to precaution, further natural drop of tobacco 

products market is predicted, an average of about 3% per year. If the conditions on the tobacco products 

market improve, and if the shadow economy is reduced, there will be a certain „positive risk“ in terms of 

collection of this type of revenues.  

Unlike the tobacco products, the situation on the oil derivatives market is much less volatile. 

Better control and the effects of oil derivatives marking reduced the possibility of cost-effectiveness of 

illegal activities. In the next years, due to precaution, a continued growth in consumption of oil derivatives 

has not been assumed, although it can be expected that the acceleration of economic activity will contribute 
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to the increase in consumption. In this case there is also a certain „positive risk“ in terms of collection of 

revenues, in case the trend of growth of oil derivatives market continues.  

Revenues from excise duties on alcoholic beverages, coffee and electricity have been 

projected in accordance with the existing structure of consumption. Current nominal excise amounts 

on alcohol beverages and coffee are adjusted with the expected inflation rates in the medium-term period. 

During 2015 7.5% ad valorem excise has been introduced for the electricity consumption. For the period 

2018–2020, this excise revenue has been planned in the amount of about RSD 17 billion per year, taking 

into account the current annual consumption and applicable prices.  

Customs revenues currently represent 0.9 % GDP, and it may be expected to be kept at this 

level in the future. Starting from the projected trend in import, exchange rate and consumption, as well as 

finishing of the adjustment process of customs tariffs due to implementation of Stabilization and Association 

Agreement, gradual nominal increase of these revenues has been planned, but not the change of their share 

in GDP. 

As far as other tax revenues are concerned, the reactions to economic activity are not 

significantly expressed, their level is relatively stable, and the slight decline of the share of these 

revenues in GDP is projected. The most important tax revenue in this category is the property tax, whose 

share is about 70%. The increase of this revenue may be expected on the basis of extending of the base. 

Within the project „The reform of property tax“ the listing of immovable property is ongoing in 40 units of 

local self-government, which may lead to the increase in property tax collection in certain municipalities up 

to several times. The increasing collection which includes immovable taxable properties (i.e. on the basis of 

expanding the tax base) is not included into the projections in medium-term and represents a positive risk. 

Along with the property tax, other tax revenues include taxes on use, keeping and carrying of goods, as well 

as other tax forms on the local level.  They are projected in accordance with the inflation trajectory, since 

the inflation component is incorporated into the significant part of these tax forms.  

The projection of non-tax revenues in the next medium-term excludes single payments, 

whereas the regular non-tax revenues are projected in compliance with the trend of factors which 

define them. The share of non-tax revenues in GDP has been reduced over the medium term, after the jump 

in 2015 and 2016. This jump is the result of the payment of funds based on the reduction of salaries in the 

public sector (public enterprises and local self-government units), higher revenues from dividends and 

income of public enterprises, as well as introduction of fees for compulsory oil stocks. The reduction of the 

share of projected non-tax revenues in GDP, from 5.8%, which was earned in 2016, to 4.2%, which is 

expected to be in 2020. The reasons for decline of projected share are the exemption from the basic year 

2017 of all products not considered as structural, i.e. permanent, which mostly relates to extraordinary 

categories of non-tax revenues. Regular non-tax revenues include different fees, charges, penalties, 

revenues of agencies and organizations and all other revenues realized according to regular dynamics 

during the year, in approximately similar amounts on monthly level with certain seasonal variations. 

Individual non-tax revenues are indexed with the inflation of the past year, while the others follow the 

changes in the value of the basis to which they apply; due to this, they are adjusted for the projected 

inflation. Extraordinary non-tax revenues are mostly one-off and less certain, and partly independent, both 

in terms of the amount and the moment of payment. Most of these revenues consist of extraordinary 

payment of profits of public enterprises and agencies, budget dividends, revenues on the basis of collected 

claims of the Deposit Insurance Agency, bond issuance premium etc.  

The process of convergence of the state to EU membership increases the available resources 

from IPA funds, which make the prevailing part of donation revenues. The projected amounts based 

on donations include resources on the basis of sector budget support from EU. Revenues from donations 

are neutral in relation to the result, since they are equal to expenditures on the same ground. 
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 Restrictive fiscal policy in combination with good macroeconomic performances led to the 

generation of fiscal space which will, among other things, be used for new policies on the 

expenditure side, first of all for increasing of capital investments, as one of the important 

components of the development of economy. Unfavourable structure of expenditures in the previous 

period was characterised by high expenditures for subventions and payment based on the guarantees 

resulting from the inefficient business of some parts of public sectors, high interest rate, as well as 

insufficient realisation of capital investments. In the next period, special attention will be paid to the 

improvement of efficiency of realisations of the state capital investments. Also, social component of the 

budget will be improved with better targeting programs of social welfare and an increase in the funding for 

functions of health and education. Until 2020, wages and pensions will stabilize in terms of their share in 

GDP, which will be yet another factor that will enable equitable redistribution of income, along with the 

reduction of pressure on public finances.  

Table 10. Total expenditures in the period 2016–2020, in % of GDP 
description realization estimate projection 

  2016 2017 2018 2019 2020 

PUBLIC EXPENDITURES 44.5 43.2 43.1 42.3 41.6 
 Current expenditures 40.3 39.2 38.9 38.2 37.7 

Expenditures for employees 9.8 9.8 9.8 9.7 9.6 
Purchase of goods and services 6.7 6.8 7.0 7.0 7.0 
Interest payment 3.1 2.7 2.5 2.3 2.1 
Subsidies 2.6 2.4 2.4 2.3 2.2 
Social assistance and transfers 16.8 16.2 15.7 15.5 15.3 

to pensions 11.6 11.2 11.1 11.0 11.0 
Other current expenditures 1.3 1.3 1.4 1.4 1.4 

 Capital expenditures 3.3 3.0 3.6 3.7 3.7 
 Net lending 0.1 0.3 0.1 0.1 0.1 
 Activated guarantees 0.9 0.6 0.4 0.3 0.1 

The source: Ministry of Finance 

Due to the fiscal space generated with the measures of fiscal consolidation, and within the 

IMF arrangements, there will be an increase of general government wages in the amount of RSD 35 

billion. Since this refers to total labour force, i.e. the wage bill, which includes taxes and contributions, the 

effect of reducing the fiscal result will be RSD 21 billion, that is, 0.4% of GDP. The reduction of the wages, 

the prohibition on the employment and the rationalization of the number of employees in the public sector 

are the measures that mostly contributed to the reduction of expenditures and the success of fiscal 

consolidation. The application of these measures affected the decline of the share of wages in GDP from 

about 12% in 2014 to 9.8% in 2017, whereas in the next medium term, additional decline of the level of 

wages in relation to GDP is projected. The Law on Budget System stipulates the reduction of the wage level 

without contributions imposed on the employer up to 7% of GDP, however, it seems that such targeted level 

of wages is set quite low. Currently, the share of such defined wages in GDP is 8.3%. The average level of 

wages at the level of general government in EU is about 10% of GDP, hence for the Republic of Serbia 

adequate share of wages is about 9.5% of GDP (wages without contributions charged on the employer about 

8% of GDP), which might already be achieved in 2020. During 2016, a comprehensive reform of the system 

of wages was initiated, which aimed at securing justice and reducing the risk of discrepancies between the 

wages of employees in the public sector, but it should not significantly affect the total wage bill. The 

application of this system will start in 2019.  

The share of expenditures for purchase of goods and services will stabilize at 7% of GDP. The 

growth of this group of expenditures partly results from methodological changes at the level of local self-

government units, whose coverage was expanded to one part of revenues and associated expenditures. On 

the other hand, the increase of this group of expenditures will enable improvement of wide range of services 

provided by state authorities. 

Reduction of interest expenditures is one of the best indicators of the success of fiscal 

consolidation. Extremely high level of public debt and high fiscal deficits have caused interests to become 
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one of the largest public expenditures category. Good results in the previous period reduced the necessity 

for borrowing, which led to application of trend of interest. In 2017, nominal amount of interests was 

reduced for the first time after reaching the climax in 2016. In 2020, the interest expenditure rate will 

decline to almost 2% of GDP. Improvement of the position of the Republic of Serbia on the international 

financial market will lead to further reduction of the mount of interests. 

Social assistance and transfers represent the largest expenditure category of the general 

government budget. Reducing the amount of pensions and the pension system reform significantly 

contributed to the reduction of the share of pension expenditures in GDP. Their share in GDP falls from 13% 

in 2014, to 11% in 2019, in compliance with the Law on Budget System. In addition to the nominal pension 

cuts, the lack of indexation also contributed to such a trend, as well as the changes of the pension system, 

adopted during 2014. In 2016, the pensions were increased for 1.25%, and in 2017 for 1.5%. In 2018, the 

pensions will be increased for 5%. There will be an increase of pensions of RSD 25 billion, which is 0.5% of 

GDP.  Other forms of social benefits and transfers to households in the coming period will be adjusted by 

applying the prescribed indexation of current and planned changes of policies in this area and the projected 

number of beneficiaries. During the last three years consumption of funds intended for certain types of 

social assistance has increased considering the implementation of fiscal consolidation measures, such as 

the funds intended for severances. The share of social benefits expenditures declines from 17.8 of GDP in 

2014, to 15.3% of GDP in 2020.  

Reduction of subsidies which serve as the help to inefficient segments of the public sector 

would enable the increase of that part of subsidies which represent real incentives to the economy, 

first of all, to agriculture, and which would lead to acceleration of economic activities.  In the next 

three-year period the reduction of subsidies has been envisaged based on the reduction of restructuring 

process and rationalization of the number of employees. The objective is to redirect subsidized funds 

towards the development programs in economy and agriculture. 

 Categories of other current expenditures consist of different expenditures, such as grants 

to NGOs, political parties, religious and sports organizations, penalties, compensation for damage 

etc. In the previous period, the level of this category was between 1% and 1.3% of GDP, and by 2020 those 

expenditures will reach the level of 1.4% of GDP. 

In the next medium term all efforts will be aimed at reaching the acceptable and desirable 

level of investment in public infrastructure. The level of the share of capital investments in GDP which 

in the previous period was around 3% is considered insufficient, and the increase to at least 4% is desirable. 

Reduction of current consumption of government sector created the fiscal space which might be partly used 

for increase in investments. As far as capital expenditures are concerned, inefficient and insufficient use of 

funds from signed international credits is present, since those funds are not withdrawn sufficiently. The 

most important infrastructural works are done on Corridors 10 and 11, which are mostly funded from 

international credits. After the strong growth in 2016, and after finishing most of the planned works on road 

infrastructure, there was a deceleration during 2017.  Decline in capital investments partly resulted from 

the methodological change, i.e. the change of coverage of institutional units of the general government. 

Belgrade Land Development Public Agency changed its status and became a public enterprise, thus leaving 

the institutionalised coverage of general government. The start of the new phase of infrastructural projects 

in 2018 will cause the acceleration of execution of capital expenditures, as well as reaching the level of 3.6% 

of GDP.  

The level of net lending and activated guarantees is a good indicator of the success of fiscal 

consolidation. Total share of these two categories in GDP in 2014 was 2.2%, and in 2018 it will be reduced 

to 0.5% of GDP. By the end of 2020, these expenditures will be minimum, with the share up to 0.2% in GDP. 

In case of solution to structural problems in the public sector, net lending will not exceed 

0.1% of GDP. In the previous period those were the funds which were mostly used for providing liquidity 
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and recapitalization of state enterprises and banks, while in 2017 most of these expenditures referred to 

financing and modernization of military industry. 

Activated guarantees and payment of guarantees on commercial transactions are debt 

liabilities of public enterprises, which the central budget took upon itself, given that these 

companies were not able to fulfil them on their own. These expenditures represent a huge burden to 

the budget, given the long-term inefficient business of great deal of public enterprises and business 

organizations. The largest expenditure on this account are related to PE „Srbijagas“ (Serbia gas), „Železnice 

Srbije“ (Serbian Railways) a.d., Jat and „Galenika“ a.d. It must be noted that significant  resources on this 

basis are paid  for PE „Putevi Srbije“ (Roads of Serbia), but that these expenditures are classified as classical 

debt repayment, considering that the enterprise is part of the general government. Similar to the budget 

loans, these expenditures will be significantly reduced if the problems of inefficient public enterprises are 

properly solved. In 2017 these expenditures were significantly reduced, and repayment plan predicts that 

these expenditures in 2020 will be only about 0.1% of GDP.  

 

5. Fiscal risks 

 

Over the previous years the Republic of Serbia has encountered with significant 

expenditures resulting from the realized fiscal risks. It is primarily about repayment based on 

guarantees, repayment based on court decisions, solving issues of state financial institutions, a commitment 

of public enterprises in the public debt etc.  

Fiscal risks represent the exposure of public finances to certain circumstances which may 

cause short-term and medium-term derogations from the projected fiscal frame. Derogation may 

occur in revenues, expenditures, fiscal result, as well as in state assets and liabilities, compared to what is 

planned and expected.  

Identification of the greatest fiscal risks that can affect state finances in medium term is the 

starting point of better fiscal risks management. There are detailed data on certain fiscal risks and it can 

be easily identified whether and with what probability will they affect the fiscal aggregates in medium term. 

For others, however, there are no sufficient data, but their very identification raises awareness of 

possibilities that in the following period they may lead to derogations from the planned fiscal frame.  

 

Macroeconomic assumptions and sensitivity of fiscal aggregates 

 

Derogations of macroeconomic assumptions from the basic scenario may lead to 

derogations of fiscal aggregates from the projected level.  

Negative scenario that in the next period means economic decline or lower growth would 

lead to a significant drying up of capital inflow and the reduction in foreign trade. In this case, there 

would be less revenue, and consequently a larger deficit, if there would not be an additional adjustment on 

the expenditure side. According to the estimates of sensitivity of the fiscal balance, any change in the real 

growth by 1.0 p.p. of GDP leads to a change in the fiscal balance of around 0.36% of GDP. In the event that 

in the next three years lower rates of real GDP growth are realized (1.0 p.p. less on average per year) than 

planned, the cumulative increase in the fiscal deficit would be over RSD 50 billion.  

Inflation is the major determinant of the overall macroeconomic stability. Due to the 

modification of fiscal rules on indexation of salaries and pensions in the forthcoming period, inflation will 

to a lesser extent influence the trend of the overall level of expenditure than it was the case in the past. As 
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far as the revenue side is concerned, the impact of inflation on indirect taxes may be beneficial in a short 

term, but due to the inevitable adjustment of the real level of spending, this effect would be lost if the level 

of income is limited. Exchange rate changes have a similar short-term effect. Some revenue items are 

adjusted annually for inflation (mainly non-tax revenues and the level of specific excise rates), so from that 

side there is a certain risk; however, due to the low value of the projected inflation, it is not high. Inflation 

on the other hand, can indirectly affect the size of the deficit and public debt. In case it significantly exceeds 

targeted levels, during the process of adjustment of relevant interest rates an increase in interest rates on 

public debt may occur. On the other hand, the consumer price index largely affects the movements of the 

total GDP deflator, and therefore the level of nominal GDP, as the denominator of the deficit-to-GDP and 

public debt-to-GDP ratios.  

Interest expenditures, apart from the amount and structure of the public debt, are also 

affected by other factors, such as exchange rate and interest on the international and domestic 

markets. Given the unpredictability of the movement of certain variables, it can increase the required funds 

for interest repayments in the future. Interest rate policy run by certain international institutions (FED, 

ECB, etc.) may influence the general level of interest rates in the international market, which poses 

additional fiscal risk on the Republic of Serbia as a small open economy.  

 
State guarantees 

 
Guarantees given by the state affect the height of public debt, as well as the height of deficit, 

if the states take over the repayment of credit instead of the original debtor. Given guarantees are, 

according to the definition defined in the Public Debt Law21 , are part of the indirect liabilities and in total 

amount they are included in the public debt22. The limitations set for issuing new guarantees were 

successful, so that the share of indirect liabilities in the overall public debt is reducing. Indirect liabilities 

(guarantees issued by the Republic of Serbia) participated with 8.6% in the overall public debt, according 

to the national methodology, at the end of 2016. The share of these liabilities in the public debt keeps 

declining in the current year as well, so at the end of September 2017, the share of these liabilities was 7.6% 

of the overall public debt. The biggest share of these liabilities in the public debt, slightly above 14% on 

average was recorded between 2009 and 2013.  

 

                                                           
21 Public Debt Law "Official Gazette of RS", no.61/2005, 107/2009, 78/2011 and 68/2015. 
22 Definition of debt, according to the criteria from Maastricht, among others, treats differently given guarantees, when compared to 
the definition of public debt according to the domestic legislation. The public debt (debt of the general government) includes, according 
to the criteria from Maastricht, only activated guarantees. Domestic legislation has more conservative approach to this issue, and 
incorporates all given guarantees into the public debt.  
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At the end of 2016, the debt balance on the basis of given guarantees was EUR 2.1 billion, i.e. 

6.2% of GDP. The balance of debt on this basis was reduced for about EUR 300 million, compared to the 

end of 2015. By September this current year the debt balance was reduced for additional EUR 300 million. 

Table 11. Debt balance based on guarantees issued in million of euros 
Beneficiary 31/12/2016 30/09/2017 

PE “Srbijagas”  430.6 266.6 
PE „Roads of Serbia”  393.5 367.2 
„Serbian Railways” a.d. 305.6 278.6 
„Infrastructure of Serbian Railwaysˮ a.d. - 10.6 
„Srbijavoz“ а.d. - 0.0 
Air Serbia a.d. Belgrade 22.5 16.9 
„Galenikaˮ а.d. 21.0 15.3 
ЕМS а.D. 41.6 39.7 
PE EPS 382.8 379.8 
Building Directorate of Serbia 0.0 0.0 
RTB Bor 120.5 92.3 
Serbia and Montenegro Airtraffic Services 16.8 12.1 
PE - Jugoimport SDPR 33.4 19.0 
FIAT doo 96.0 80.4 
Airport “Nikola Tesla” 6.5 6.0 
JAT Tehnika d.о.о. 4.8 4.3 
PE „Emission Techniques and Connections“  16.7 15.6 
Local government units (cities and municipalities) 245.9 239.8 
Development Fund of the Republic of Serbia 0.8 0.0 
AOFI 5.4 0.0 
TOTAL 2,144.3 1,844.2 

The source: Ministry of Finance, Public Debt Administration 

Total planned repayment on the basis of guaranteed loans in 2017 is RSD 48 billion. The 

accounting methodology, until 2014, did not include repayments based on guarantees into expenditures23. 

Since 2014, part of these expenditures has been included in the budget expenditures24. Independently from 

budget and accounting presentation, the debt paid by the state instead of the main debtor increases overall 

needs for borrowing. 

 

                                                           
23 Repayment based on the guarantees from the republic budget is included into the expenditures on the cash basis. International 
standards, based on the accounting basis, include the entire amount of the remaining debt in the expenditures, at the moment of 
activating guarantees, whereas the very repayment of debt on that basis is treated as the financial transaction.  
24 Part of the expenditures on the basis of repayment according to the guarantees for PE „Roads of Serbia“ is not considerd as the part 
of the budget expenditures, because this enterprise is the part of the general government sector, so the expenditures financed with 
guaranteed credits were part of the general government expenditurea at the moment of resources consuming, whereas the very 
repayment is treated as the financial transaction („below the line“).  
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Table 12. Total paid liabilities on the basis of guarantees per beneficiaries, in billion of dinars  

 2016 2017 (until 30/9) 

Beneficiary Principal Interest Total  Principal Interest Total  

PE “Srbijagas”   23.5 2.9 26.4 16.2 0.5 16.7 
PE “Roads of Serbiaˮ  4.4 1.7 6.1 4.2 1.6 5.8 
“Serbian Railways” a.d. 6.1 0.8 7.0 2.7 0.5 3.1 
JAT 1.3 0.2 1.4 0.7 0.0 0.7 
“Galenika” а.d. 4.5 0.4 4.9 0.7 0.0 0.7 
Local self-government 0.2 0.0 0.3 0.4 0.0 0.4 
Železara Smederevo 3.8 0.0 3.8 0.4 0.0 0.4 
RTB Bor 0.0 0.0 0.0 0.0 0.0 0.0 
Other beneficiaries 5.5 0.0 5.5 0.0 0.0 0.0 
TOTAL 49.2 6.0 55.3 25.3 2.7 28.0 

The source: Ministry of Finance, Public debt Administration 

Realization of expenditures based on repayment of guarantees by the end of 2017 will be 

lower than originally planned one. Repayment plan on the basis of the guarantees (the total of principal 

and interest) in the budget for 2017 is RSD 48 billion, of which RSD 34.4 billion used for repayment of 

principal amount under guarantees participate in the expenditures which affect the result. Since PE 

„Srbijagas“ during 2017 was independently repaying the liabilities based on the guaranteed credits, the 

realization of this category is estimated at about RSD 29 billion by the end of this year. 

Growing indirect debt, as well as including one part of repayment on the basis of guarantees 

into the budget expenditures and increasing of deficit on that basis arose the awareness of growing 

fiscal risks resulting from the issued guarantees. Therefore some activities has been undertaken, which 

limit issuing of new guarantees. The amendments on the Public Debt Law forbid issuing of new guarantees 

for credits issued for the purpose of liquidity. The amendments of the Law on Development Fund of the 

Republic of Serbia prevent further issuing of counter-guarantees for guarantees issued by the Development 

Fund of the Republic of Serbia. 

Along with the limitation in issuing state guarantees, the key step in reducing and 

eliminating of fiscal risks on this grounds lies in the reform of state and public enterprises, the 

beneficiaries of the guarantees, in order to be capable of repaying their own credits. An increased 

number of enterprises, which are the greatest beneficiaries of the guarantees, are currently in the process 

of restructuring, i.e. implementation of restructuring plans, made in compliance with international financial 

institutions.  

Up to EUR 200 million was planned for issuing the guarantees in the annual budget for 2017, 

for credits intended for realization of infrastructural projects. In the first half of the year guarantees 

were issued to the German Development Bank, by adopting relevant laws, in the amount of EUR 60 million 

for the projects PE EPS and EMS a.d.25 

 

 

 

 

 

 

                                                           
25 New indirect liabilities of the Republic of Srerbia on the basis of the guarantees issued in 2017 are regulated by the following laws: 
1) The Law on Issuing the Guarantees of the Republic of Serbia in favour of the German Development Bank KfW, base don the debt of 
PE EPS, Belgrade (The project „Modernization of the system for ash disposal in TE Nikola Tesla A“); 2) The Law on Iwssuing the 
Guarantees of the Repubvlic of Serbia in favour of the German Development Bank KfW, on the basis of the debt of joint-stock company 
„Serbian Transmission Operator“, Belgrade (Regional energy efficiency programme in transmission system). 
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Table 13. Issuance of guarantees plan in 2017 

 Amount in RSD Original currency 
Amount in the 

original currency 

European Bank for Reconstruction and 
Development    
Joint-stock company for railway 
passenger transportation Srbija voz, 
Belgrade, Innovation of  the complex of 
technical and passenger station Zemun - 
Phase I 3,735,000,000 EUR 30,000,000 

Total: 
        

3,735,000,000 EUR 30,000,000 
To German Development Bank (KfW)    
PE EPS – Reconstruction of system for 
ash and slag transportation, TENT A 

                   
5,602,500,000 EUR 

 
45,000,000 

PE EPS – Program for renewable energy 
– Wind farm Kostolac 9,960,000,000 EUR 80,000,000 
Serbian Transmission Operator (EMS) –   
Energy efficiency in transmission 
systems (Phase I - Trans Balkan 
corridor) 1,867,500,000 EUR 15,000,000 
Total: 17,430,000,000 EUR 140,000,000 
To commercial banks    
PE „Srbijagas“  – Construction of 
distribution gas line Aleksandrovac - 
Brus - Kopaonik - Raška - Novi Pazar - 
Tutin (phase II) 2,490,000,000 EUR 20,000,000 
Total: 2,490,000,000 EUR 20,000,000 
To export-import banks    
Ctech Export Bank    
PE PEU Resavica – Major mining project 
of exploitation of coal deposits at east 
field of mining pit RMU Soko 1,245,000,000 EUR 10,000,000 
Total: 1,245,000,000 EUR 10,000,000 
TOTAL: 24,900,000,000 EUR 200,000,000 

 The source: Ministry of Finance 

  Public debt balance and structure based on the indirect liabilities, as well as growing budget 

expenditures on the basis of the guarantees point out that there are certain fiscal risks which may 

be materialized in the next couple of years. Repayment on the basis of the guarantees is also planned in 

the following years, but with the declining trend, so that their share in GDP lowers from 0.6% of GDP in 

2017 to 0.1% of GDP in 2020. Due to measures taken in the previous period, as well as the negotiations with 

domestic commercial banks in which the interest rates are reduced on the basis of guaranteed liabilities of 

PE „Srbijagas“ and „Galenika“ a.d., the exposure of Serbian public finances towards this risk is reduced26.  

Structural reforms of public and state enterprises, their training for the market competition 

and financial sustainability on one hand, and limited and targeted issuing of new guarantees on the 

other, will contribute to the reduction of fiscal risks on this grounds, as well as maintenance of 

expenditures within the planned, i.e. projected frameworks in the next medium-term period.  

Assumption in public debt of the Republic of Serbia 

 
The important source of risk for public finances is the debt assumption of state and public 

enterprises, which directly influences the public debt and state deficit growth. On several occasions 

in the previous period, there have been a debt assumption of state-owned and public enterprises. Debt 

                                                           
26 Euro denominated credits of residual maturity less than two years since 18/11/2016 have the interest rate of 1,75%+three-month 
Euribor; Euro denominated credits of residual maturity over two years since 18/11/2016 have the interest rate of 2,75%+three-month 
Euribor; credits denominated in USD since 18/11/2016 have the interest rate of 3,00%+three-month USD Libor. 
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assumption directly increases public debt in the amount of the assumed commitments of the debtor. 

Simultaneously, that amount becomes the budget expenditure, thus affecting the increase of general 

government deficit.  

Along with debt assumption of state and public enterprises, the increase of public debt and 

deficit on this grounds was also affected by judicial decisions, as well as inadequate planning of 

certain expenditures (subsidies). In 2015 the increase of debt and deficit was influenced by the 

Constitutional Court decision on the increase of pensions to military pensioners, as well as inadequate 

planning of subsidies to farmers, resulting in including debt on these grounds into the public debt, repaid 

to farmers in instalments.  

Table 14. Debt assumption in public debt in 2015, in RSD billion 

Description 2015 

PE “Srbijagas“  23.4 

Military pensioners 10.0 

Subsidies to agriculture 10.1 

TOTAL 43.5 

The source: Ministry of Finance 

 

By the end of 2016, within the financial restructuring of the enterprise HIP Petrohemija, the 

liabilities of this company in the public debt were undertaken in the amount of EUR 105 million, 

which was agreed within the IMF program. Debt assumption along with financial restructuring eliminate 

the possible fiscal risks and future budget expenditures intended for the support to this enterprise.  

Neither according to the budget plan, nor in revised estimates for 2017 are debt assumptions of 

enterprises in public debt planned.  

Public enterprises 

 
Business performance of public enterprises represents a significant source of fiscal risks, 

both on budget revenues side and budget expenditures side. In the process of business performance, 

public enterprises face with numerous problems, such as the claim collection and regular payment to 

creditors, state and employees etc.  The state, as the founder and the sole owner, is responsible for their 

business performance and it is their last shelter in case of insolvency. There are several channels through 

which fiscal risks related to business performance of public enterprises may be materialized. The greatest, 

but not the only, risk is state guarantees issued for the credits of public enterprises. Sustainability, efficiency 

and profitability of public enterprises affect the budget revenues, i.e. the amount of profit to be paid into the 

budget. The quality of products and services provided by public enterprises affect the efficiency and 

profitability of the private sector, and ultimately the level of tax paid into the budget.  

Public enterprises represent a significant segment of Serbian economy, which employs 

more than 73 thousand people. Public enterprises are established as the companies performing activities 

of public interest. Their business performance is regulated by the Law on Public Enterprises, adopted in 

February 2016, as well as by subsector laws which define specific areas not covered by the Law on Public 

Enterprises (Energy Law, Company Law etc.). 

For the purpose of reduction of fiscal risks related to the business performance of public 

enterprises, the restructuring processes of the largest public enterprises are ongoing („Serbian 

Railways“ a.d., „Infrastructure of Serbian Railways“ a.d., „Srbija voz“ a.d., „Srbija Cargo“ a.d., PE EPS 

and PE „Srbijagas“). The entire process is carried out in cooperation with the leading international 

financial institutions - IMF, the World Bank and the European Bank for Reconstruction and Development 

(hereinafter: EBRD), in order to create healthy basis for these enterprises so that they can function 
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according to the market principle, and to reduce potential fiscal expenditures that may result from their 

operating process.  

Key financial indicators of business performance of public enterprises  

 
Results of business performance of public enterprises in 2016 

Total capital of state public enterprises at the end of 2016 was RSD 1,681 billion, whereas the net 

profit in the amount of RSD 4.6 billion was realized as the final result in 2016.  

Table 15. Key financial indicators of business performance of public enterprises*, in RSD billion. 
Description 2015 2016 

Total assets  2,481.0  2,714.3 
Equity  1,530.7  1,680.9 
Total revenues  499.7   516.8  
Net profit (loss)  -2.7  4.6 
Subsidies  23.4   29.6  
Subsidies, PE „Roads of Serbia“ excluded  16.5   22.5  
Return on equity (ROE), у % -0.2% 0.3% 
Return on Assets (ROA), у % -0.1% 0.2% 
Subsidies, % of total revenues 4.7% 5.7% 

The source: Official financial reports published on the website of the Business Registers Agency 

*aggregated data refer to enterprises mentioned in the Table 20. 

Business performance of the state public enterprises was additionally improved in 2016. 

Public enterprises, taken as a whole, made a net profit in the amount of RSD 4.6 billion, which is a huge 

improvement in comparison with the RSD 2.7 billion loss in 2015, i.e. RSD 65.3 billion loss in 2014. 

In 2016 subsidies recorded growth and make 5.7% of total revenues of public enterprises. 

The increase of the subsidies received was primarily due to the growth of subsidies in railway enterprises, 

intended for the implementation of the restructuring process, especially for severance payment, as well as 

due to the additional subsidies to PE „Resavica“ intended for the regulation of arrears towards employees. 

The number of the enterprises who are subsidies beneficiaries is 22, with „Srbija Kargo“ a.d. (the enterprise 

which is not a regular beneficiary) received funding from the budget for severance payment. Certain 

subsidies are of a capital importance, such as subsidies for PE “Roads of Serbia“, in the amount of RSD 7.1 

billion, intended for the reconstruction of road infrastructure.  

Тable 16: Review on certain positions of fiscal reports for 2016 

Public enterprise 
Net result,  

thousands of 
RSD 

Total assets 
thousands of   

RSD 

Equity,  
thousands of 

RSD 

RoA, 
% 

RoE, % 

PE EPS (group) 5,849,902 1,190,928,831 866,257,905 0.5 0.7 
PE „Srbijagasˮ  2,168,997     129,014,802  -66,246,549 1.7 - 
„Srbija Kargo“ a.d. 384,315 23,296,565 16,133,080 1.5 2.2 
„Srbija Voz“а.d. -656,356 37,606,250 23,560,996 -1.9 -2.6 
„Infrastructure of Serbian 
Railwaysˮ а.d. -3,110,590 248,916,762 210,119,511 -1.3 -1.5 
„Serbian Railways а.d. 3,742,318 24,297,507 -48,432,218 15.3 - 
PE „Roads of Serbiaˮ  -13,120,890 539,859,042 404,998,841 -2.5 -3.2 
Corridors of Serbia d.о.о. 0 121,185,646 29,034 0.0 0.0 
„ЕМSˮ а.d. 1,416,227 90,805,638 58,348,109 1.5 2.4 
PE PEU Resavica -1,058,714 9,148,036 -6,303,639 -12.1 - 
PE „Post of Serbia“ 3,473,670 33,575,923 26,154,344 10.3 13.4 
PE „Jugoimport“ - SDPR 4,427,972 42,986,797 12,168,421 11.7 43.9 
PE „Transnafta“ 270,632 4,855,648 4,635,510 5.7 5.9 
PE „Srbijašume“ 498,332 133,703,927 128,903,381 0.5 0.5 
PE „Srbijavode“ 21,059 20,721,208 5,360,814 0.1 0.4 
PE Ski Resorts of Serbia 101,786 10,311,418 2,650,691 1.0 3.9 
State Lottery of Serbia d.о.о. 148,928 2,269,224 1,234,681 6.8 12.7 
DIPOS d.о.о. 125,750 851,041 729,203 14.4 17.3 
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Public enterprise 
Net result,  

thousands of 
RSD 

Total assets 
thousands of   

RSD 

Equity,  
thousands of 

RSD 

RoA, 
% 

RoE, % 

Prosvetni pregled d.о.о. 27,046 76,676 64,909 39.1 46.2 
PE „Official Gazette“ 86,492 3,143,204 2,587,635 2.8 3.4 
PE „Zavod za udžbenike“ -151,118 3,017,019 2,867,662 -4.8 -5.1 
PE „Emission Techniques and 
Connections“ -25,484 5,614,429 1,451,052 -0.5 -1.7 
JAT tehnika d.o.o. 33,003 2,330,498 926,875 1.4 3.5 
PE Shelters -124,389 11,460,004 10,777,574 -1.0 -1.0 
PE Stara planina 4,243 4,590,227 3,186,298 0.1 0.1 
PE Nuclear facilities of Serbia 1,478 336,439 202,542 0.4 0.7 
PE NP Tara 37,587 8,193,918 8,061,349 0.5 0.5 
PE NP Fruška gora 7,204 2,264,170 2,065,560 0.3 0.3 
PE NP Đerdap 9,713 4,821,506 4,731,215 0.2 0.2 
PE NP Kopaonik 19,775 3,683,826 3,631,005 0.5 0.5 
Nature park Mokra gora d.o.o. 91 202,960 9,906 0.0 0.9 
Reservation Uvac d.o.o. 1,015 40,476 13,019 2.5 8.0 
PE Mreža most 5,555 34,077 18,889 17.3 34.5 
Park Palić d.o.o. 1,098 164,185 2,782 0.7 39.3 
Fortress Golubački grad d.o.o.  0 8,136 394 0.0 0.0 
Metohija d.o.o. 2,249 11,563 4,708 17.3 44.1 
Total 4,618,896 2,714,327,578 1,680,905,489 0.2 0.3 

The source: Official financial reports published on the website of the Business Registers Agency 

 
Results of business performance of public enterprises in 2017 

In 2017, taken as a whole, the positive trend of business performance of state public 

enterprises continued.  

Тable 17. Assessment of the results of business performance of public enterprises * for the first 9 
months in 2017, in RSD billion 

Business performance indicators 
30/09/2016 

realization 
30/09/2017  

realization 

Operating income 317.9  327.6 

Operating expenditures 229.3  292.0 

EBITDA 88.6  81.0 

Amortization 40.8  45.4 

Business result (EBIT) 47.8  35.6 

Result before taxation  31.1  28.9 

Net result 22.5  22.2 
Subsidies received 18.7  17.7 
Number of enterprises that made a profit 26 26 

*aggregated data refer to the enterprises mentioned in Table 16. 

Realized results of the business performance are slightly lower in comparison to the same 

period previous year, but still remained positive. Net result determined for the first nine months is the 

profit in the amount of RSD 22.2 billion, whereas the realized profit in the same period of previous year was 

about RSD 22.5 billion. However, the result in both observed periods was assessed for the amortization 

costs of PE „Roads of Serbia“ (about RSD 9 billion), since the enterprise does not record these costs until the 

end of the year, in the total amount for the given year. The largest effect on the positive net result in the 

observed period has PE „Srbijagas“, which realized the net profit in the amount of RSD 9.5 billion. The 

second is PE „Jugoimport - SDPR“ with RSD 4.7 billion, whereas EMS a.d. realized the profit of RSD 2.9 billion 

and PE EPS RSD 2.1 billion. This result of PE EPS is significantly lower in comparison to the same period in 

the previous year (RSD 15.3 billion), and is the result of higher operating expenditures caused by the import 

of electricity in the winter season. 
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The existing net result of public enterprises is realized through the reduced amount of subsidies, 

primarily for PE „Roads of Serbia“ (for 0.9 billion) and railway enterprises - „Serbia voz“ a.d. and 

„Infrastructure of Serbian Railways“ a.d. for 0.3 billion.  

Payment of Profits into the State Budget  

 
Payment of profit by state enterprises and dividends of capital companies in which the state 

has ownership represent a significant part of non-tax revenues. The level of budget revenues on this 

grounds depends on the successful performance of these enterprises. Payments of regular revenues and 

dividends represent regular budget non-tax revenue, whereas the payments from undistributed profit are 

treated as one-off character income, and do not represent permanent source of revenue. 

Budget revenues on the grounds of payment of profit by public enterprises, both regular and 

the revenues undistributed from previous years, in 2016 amounted to 0.6% of total budget 

revenues27. The budget for 2015 defined that state public enterprises are obliged to pay into the budget 

50% of their profit realized in the previous year.  The same liability applies to capital companies for the part 

of the profit corresponding to the state as one of the owners. Along with the regular profit, Government 

demanded the payment of undistributed profit, originating from the period before 2013, up to the amount 

which would not endanger regular business performance of public enterprises. On this grounds (public 

enterprises profit) about RSD 6.5 billion was paid into the budget in 2015. 

Тable 18. Net profit of PE paid into the budget, in RSD billion 

 2015 2016 

Payment of ongoing profit 4.1 4.5 
Payment of undistributed profit 6.5 1.4 
Total 10.6 5.9 
% of total budget profit 1.1 0.6 
% of GDP 0.3 0.1 

The source: Ministry of Finance 

Public enterprises are obliged to pay at least 50% of profit realized in the previous year is 

also prescribed by the Budget System Law of the Republic of Serbia for 2017. Only to this grounds the 

planned payment into the budget for 2017 is RSD 5 billion. The original plan was exceeded and RSD 5.5 

billion was paid into the budget. 

Mitigation of potential risks, resulting from the business performance of public enterprises, 

includes series of measures related to responsibility, profitability and transparency in business 

performance of these enterprises. Namely, at the beginning of 2016, a new Law on Public Enterprises 

was adopted, with the aim of strengthening the structure of management and the responsibility of public 

enterprises. Restructuring processes were initiated in PE EPS, PE „Srbijagas“ and “Serbian Railways“ a.d., 

whereby the efficiency of the business performance itself will depend on the successfulness of the 

restructuring process and the speed of enforcement of adopted measures. 

 

Bank system and deposit insurance 

 
Deposit insurance is the mechanism of preserving fiscal stability and protection of 

depositors. Deposit insurance system ensures that each protected depositor28 is paid the total amount of 

deposit in any bank up to the insured amount of EUR 50,000 in case of bankruptcy or liquidation of the 

bank. Deposit insurance is regulated by the Deposit Insurance Law.  

                                                           
27 Total paid profit of public enterprises, public agencies and dividends of capital companies in which the state has ownership, was 
RSD 20 billion in 2016. We shall only refer here to the profit of public enterprises from the perspective of consideration of fiscal riska.  
28 Protected depositors are: natural persons (residents and non-residents), entrepreneurs (residents), and micro, small and medium 
legal persons (residents).  
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Within the deposit insurance system, the Republic of Serbia is the ultimate guarantor of the 

repayment of insured deposits. For the purpose of providing deposit insurance funds the Agency collects 

from the banks deposit insurance premium for the account of the Deposit Insurance Fund, manage the 

assets of the Fund and pays off deposits up to the insured sum in case of bankruptcy or bank liquidation. In 

case of missing funds in the Deposit Insurance Fund, the Republic of Serbia provides for the payment either 

through the budgetary funds or by issuing the guarantee for borrowing of the Deposit Insurance Agency.  

The guarantee for repayment of insured deposits issued by the state, whether directly from 

the budgetary funds, or indirectly, by issuing guarantees for borrowing to Deposit Insurance Agency, 

is the source of fiscal risks and possible fiscal expenditures. However, due to achieved stability of 

banking sector, since the beginning of 2014 there has been no need for the use of state resources for the 

payment based on insured deposits. 

Reducing of fiscal risks on this ground depends on stability and sustainability of banking 

system. The supervision over the banking system, vigilance in the investment of resources and funds and 

improvement of quality of the bank assets represent the basic pillars of stable banking system.  

Regulatory reform governing the financial system in Serbia29, was carried out in February 

2015. One of the characteristics of that reform is the transfer of competence for monitoring the results of 

business performance and the work of management bodies in banks, insurance companies and other 

financial institutions whose shareholder is the Republic of Serbia, as well as organizing and implementation 

of the procedure of selling the shares in them, from the Deposit Insurance Agency to the Ministry of Finance, 

starting from 1 April 2015. Also, through this regulatory reform, Bank Recovery and Resolution Directive – 

BRRD was transposed into the domestic regulation and the function of bank restructuring was entrusted to 

NBS.  In December 2016 the set of regulations was adopted, implementing Basel III standards into the 

domestic regulatory framework, thus achieving a significant level of  compatibility between domestic 

regulations and relevant European Union regulations in this area, whereas during 2016 the activities in 

improvement of domestic regulations continued, governing the bank operation, with the aim of further 

compatibility with EU regulations. Basic objectives of adopting these regulations are increasing the 

resilience of banking sector through the increase of the quality of capital, better monitoring and the 

exposure control of the bank to the liquidity risk, further strengthening of market discipline and operating 

transparency of the banks in the Republic of Serbia, by publishing all relevant information on bank 

operations, as well as adaptation of the reporting system to the new regulatory solutions. 

Realized results of the banking sector of the Republic of Serbia at the end of 2016 and during 

2017 indicate the trend of bank profitability growth. Banking sector of the Republic of Serbia in 2016 

operated positively, with net financial result before taxation in the amount of RSD 21.3 billion, whereas in 

the first nine months in 2017 positive net financial result before taxation was realized in the amount of RSD 

53.5 billion, which represents the increase of 63.1% in comparison to the realized net profit before taxation 

in the same period of the previous year. 

High capitalization of the banking sector, both from the standpoint of the realized level of 

capital adequacy indicators and the structure of regulatory capital, was additionally increased, thus 

guaranteeing the resilience of banking sector. At the end of September 2017, the value of the capital 

adequacy indicators at the level of three banking sector of the Republic of Serbia was 22.46% (the increase 

of 0.63 p.p. in comparison to the beginning of the year), which is significantly above the determined 

regulatory minimum of 8%, and is more than enough for covering all risks the sector is exposed to, 

confirmed by macroprudential stress tests regularly conducted by NBS. 

                                                           
29 National Assembly adopted the amendments to the Law on National Bank of Serbia and the Law on Banks, as well as the new Law on the Deposit 
Insurance Agency, Deposit Insurance Law, Law on Bankruptcy and Liquidation of Banks and Insurance Companies. The change of the set of financial laws 
imposed the adoption of the amendments to the Law on Ministries. 
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Relatively high level of problematic credits was one of the limiting factors for credit activity 

growth. In August 2015, the Strategy for Problematic Credit Settlement was adopted, carried out through 

implementation of two action plans, one prepared by the Government and the other by the NBS, with the 

aim of lowering the level of problematic credits. Key areas of implementation included strengthening of 

bank capacity for settlement of problematic credits, improvement of regulation for assessment of the 

securities value, problematic credits market development etc.  

Implementation of the measures for solving the issue of problematic credits continues to 

give significantly good results. During the nine months in 2017, total gross problematic credits were 

reduced for RSD 94.4 billion, or for 27.3%. The result of that, as well as the growth of credit activity, is the 

further decline of the share of problematic credits in the overall credits, to 12.2% in September, which was 

the lowest value of this indicator since January 2009. This share is lower for 4.8 p.p. in comparison to the 

end of 2016, and for 10.1 p.p. in comparison to August 2015, when the Strategy for Problematic Credit 

Settlement was adopted. Strengthening of the bank capacity for settlement of NPL and further development 

of the market of these credits were among the main objectives of the Strategy, and the improvement 

achieved in these areas was confirmed by the fact that the write-off and transfer of credits mostly affected 

the reduction of the level of problematic credits. Since 30 September 2017, the Decision on the Accounting 

Write-Off of Balance Active Bank has been applied („The Official Gazette of RS“, number 77/17), according 

to which banks are obliged to transfer all the completely devalued credits into the off-balance record. Only 

in September RSD 53.6 billion of problematic debts was written-off, or RSD 7.9 billion more than in the 

entire 2016, and additional positive effects of the Decision made are expected in the following period. 

Reduction of risks and fiscal expenditures related to the deposit insurance scheme means 

complete compatibility with European standards in this area.  

Other fiscal risks 

 
Along with the mentioned fiscal risks, there are other circumstances as well, which if 

realized, may lead to fiscal expenditures. For certain risks there are no systematized data, but having 

regard to the fact that certain risks were realized in the recent past, the magnitude of their impacts to public 

finances may be perceived. Their identification helps perceiving possible impacts on fiscal position of the 

country in the following period.  

There are certain fiscal risks based on court decisions, made both by domestic and 

international courts, fines, indemnities by state authorities. The Republic of Serbia paid RSD 55.2 

billion from its budget on the basis of court decisions in the period 2009 - 2016.30 Debt to military 

pensioners, undertaken in 2015 in the amount of RSD 10 billion, although by court decision not recorded 

on these accounts, according to the accounting was treated as debt service, whereas in the reports on fiscal 

aggregates of general government it was distributed as the social protection expenditure (pensions). 

Independently on the way of recording, this expenditure represents realized fiscal risk based on court 

decisions. The decision issued by the International Court in Strasbourg committed the Republic of Serbia to 

pay the public debt on the grounds of unpaid foreign currency savings which the citizens of the former 

republics in SFRY, as well as the citizens of the Republic of Serbia deposited in the banks seated on the 

territory of the Republic of Serbia and their branch offices on the territories of the former republics of SFRY. 

The decision of International Court of Arbitration, according to which the Republic of Serbia is obliged to 

pay USD 40 million as an indemnity to the Greek company “Mitilineos” 31 is also part of the fiscal risks 

originating from the court decisions. Possible liabilities may result from the decisions issued by the 

                                                           
30 Expenditure on the accounts are included: fines and penalties based on the court and judicial body decisions and the indemnity for 
injuries or damage caused by the state authorities.  
31 Since the decision is not final yet the potential expenditure on this grounds is not included into the presented fiscal framework for 
the period 2018-2020. 
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International Court in Strasbourg, on the grounds of lawsuits of the employees in former state enterprises 

(for unpaid wages and contributions).  

Constantly present risk of natural disasters demands investments into the prevention 

programs in order to reduce the potential fiscal expenditures for removing the damage arose 

therefrom. The Republic of Serbia in 2014 faced the disastrous consequences of the flood. Total damage 

(with losses) was estimated at over EUR 1.7 billion32. According to the Law on removing the consequences 

of the flood, the resources and funds for rebuilding were provided from the budgetary resources, at all levels 

of government, as well as form donations, presents, by borrowing, through financial help from EU etc. The 

grants were provided in the amount of EUR 220.7 million and about USD 300 million from the funds from 

the World Bank loans. Having regard to the constantly present risks of natural disasters, reducing fiscal 

risks which may originate therefrom includes investment into the preventive programs. In December 2014, 

the Government adopted the National Program for Risk Management in case of Natural Disasters, which 

will be realized in cooperation with the World Bank, United Nations and EU. For the realization of the 

prevention program EUR 70 million have been provided so far.  

 

6. Cyclicaly Adjusted Fiscal Balance  

 

Cyclically Adjusted Fiscal Balance is the fiscal balance from which isolated impact of the 

economic cycle is excluded, assuming the following identity33: 

FB = CB + CAB 

Part of the fiscal balance (FB) that is not under the influence of cyclical fluctuations is called cyclically 

adjusted fiscal balance (CAB), whereas the aim of this procedure is isolating the cyclical component of fiscal 

balance (CB) which is the result of the presence of the output gap. Actual fiscal balance will be equal to 

the cyclically adjusted one if the output gap is zero, i.e. if the growth rate of real GDP equals the 

potential one. 

Cyclically adjusted primary deficit has been declining rapidly since 2012, and in 2015 it 

entered into the surplus zone. Structural primary balance freed from one-off factors recorded an 

impressive positive value. Structural changes in tax and expenditure system during 2012 and 2013 

started to give results and the process of fiscal consolidation effectively began. The next phase of fiscal 

consolidation, carried out during the arrangement with IMF, significantly improved the fiscal position of the 

country. One-off effects on the expenditure side may be isolated through the analysis and quantification of 

structural primary balance, although in certain years they are not insignificant, as well as the one-off effects 

on the revenue side. Structural primary balance evaluated in this way is an efficient tool for final assessment 

of the fiscal position, particularly in the period 2014 - 2017, when the fiscal position was significantly 

improved. The very analysis of structural primary balance enables consideration of success of the 

consolidation program, as well as quantification of the possible fiscal space for further relaxation of fiscal 

policy.  

 

 

 

 

                                                           
32 http://www.obnova.gov.rs/uploads/useruploads/Documents/Kancelarija-za-pomoc-poplavljenih-podrucja-infograf-15-04-2016-
srb.pdf  
33 A detailed description of the used methodology and results is available in the Fiscal Strategy for 2013 with projections for 2014 and 

2015, or via link http://mfin.gov.rs/pages/article.php?id=10216  

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
http://mfin.gov.rs/pages/article.php?id=10216
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Тable 19. 2005 - 2020 Fiscal Balance and Cyclically Adjusted Fiscal Balance Calculation Components 

as % of GDP* 

* For the period 2018 – 2020 the projected values are shown. 

** Structural primary balance obtained by excluding the estimated one-off revenues and expenditures. The results which show the 

change of the structural primary deficit do not explicitly exclude the effects of the increase in tax collection efficiency, so the assessment 

of the structural adjustment in 2015 and 2016 partially differs from previously shown effects. 

The source: Ministry of Finance 

Positive effect of the economic cycle is evident in 2007, 2008 and 2013, with the presence of 

positive output gap. The effect of the cycle is such that it leads to the fiscal result which is better than it 

should have been if the economy had been on the lower potential growth path34. Conversely, in the period 

of the most prominent crisis from 2009 to 2012, the effect of the cycle was negative, the output gap recorded 

negative values, and the real fiscal balance is higher than the cyclically adjusted one. In 2014 and 2015, the 

output gap reached relatively high negative values which started to reduce in the next period, and after 

2017, the output gap will close.  

                                                           
34 By including the output gap, the effect of the fiscal policy may be estimated in terms of its procyclicality and countercyclicality. 
Procyclical policy is characterized by the presence of expansive fiscal policy in the periods of growth above the potential (or the 
restrictive policy in terms of recession), and vice versa applies to the countercyclical one. As the result of procyclical fiscal policy, the 
changes in public expenditures follow the trend of nominal GDP. Cyclically created component of profit growth is then used either for 
reduction of tax burden or, in most cases, for the increase in expenditures, rather then in order to reduce fiscal deficit. 

 

 

Output gap 
Fiscal 

balance 

Primary 
fiscal 

balance 

Cyclical 
component of 

the fiscal 
balance 

Cyclically 
adjusted 

fiscal balance 

Cyclically 
adjusted 

primary fiscal 
balance 

Structural 
primary 

fiscal 
balance** 

Nature of 
fiscal 

policy - 
fiscal 

impulse 

2005 0.2 1.1 2.0 0.1 1.0 1.9 2.2  

2006 -0.1 -1.5 -0.2 0.0 -1.5 -0.1 0.6 2.0 

2007 1.5 -1.9 -1.3 0.6 -2.5 -1.9 -1.5 1.8 

2008 3.9 -2.6 -2.1 1.5 -4.1 -3.5 -3.6 1.6 

2009 -0.9 -4.4 -3.8 -0.3 -4.1 -3.4 -3.5 -0.1 

2010 -1.0 -4.6 -3.6 -0.4 -4.2 -3.2 -3.3 -0.2 

2011 0.1 -4.8 -3.6 0.0 -4.8 -3.6 -3.8 0.4 

2012 -1.0 -6.8 -5.0 -0.4 -6.5 -4.6 -4.6 1.0 

2013 1.3 -5.5 -3.1 0.5 -6.0 -3.6 -3.4 -1.0 

2014 -1.1 -6.6 -3.7 -0.4 -6.2 -3.3 -2.3 -0.4 

2015 -1.4 -3.7 -0.5 -0.5 -3.2 0.0 0.7 -3.3 

2016 -0.4 -1.3 1.8 -0.1 -1.1 1.9 2.0 -1.9 

2017 -0.8 0.7 3.4 -0.3 1.0 3.8 3.7 -1.8 

2018 -0.4 -0.7 1.9 -0.2 -0.5 2.0 2.0 1.7 

2019 -0.3 -0.5 1.8 -0.1 -0.4 1.9 1.9 0.1 

2020 
 

0.2 -0.5 1.6 0.1 -0.6 1.5 1.5 0.4 
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* Projected values are shown for the period 2018 – 2020. 

Measures adopted in the previous period, as well as the measures of fiscal consolidation 

carried out in the period 2015-2017, affected the significant improvement of the fiscal position of 

the country. Negative fiscal impulse in 2016 and 2017 was partially mitigated by the relaxation of the fiscal 

policy in terms of increase of pensions and part of wages in the public sector. In the period from 2016 to 

2020, the effects of the public sector reform, completion of the restructuring process and anti-subsidies 

procedure will result in permanent savings on the expenditure side. Simultaneously, the space for further 

relaxation of fiscal policy was opened, first on expenditure and then on the revenue side. The achieved result 

in 2017, as well as the significant primary surplus make room for relaxation of fiscal policy, in a way that 

will not endanger sustainability and declining debt trajectory. Planned fiscal deficit of 0.5% of GDP in the 

next period will still enable achievement of high levels of primary surplus. That factor, along with 

acceleration of economy growth, will have prevailing effect on accelerated reduction of the public debt level 

in GDP. 

Negative output gap did not enable successful implementation of fiscal consolidation in the 

period 2014 - 2017. Certain inner and outer factors mitigated the effects of fiscal consolidation. Some of 

the most important factors are: 1) significant improvement of the efficiency of tax profit collection, 2) 

collection of one-off non-tax revenues, which mostly neutralized allocations on the basis of one-off 

expenditures, 3) relaxation of monetary policy of NBS, 4) favourable international surrounding (oil price, 

economic growth of foreign trade partners, ECB policy), 5) relatively low values of fiscal multiplicators.  
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In the period 2018–2020, fiscal impulse will be positive, due to the fact that consolidation in 

the previous period created a significant fiscal space. Certain minimum level of restrictiveness 

originates from further improvement of the collection efficiency both on the central and local level. 

Approximation of realized growth rates to the potential level in conjunction with realized fiscal results, 

significantly reduces the need for the restrictive fiscal policy in the future. Besides the very low values of 

fiscal multiplicator, the certain effect of positive fiscal impulse on economic trends will definitely be present 

in the following medium-term period. Carefully designing revenue and expenditure policies in the following 

period may lead to amplifying this effect. Created fiscal space may be used for simplification and balancing 

of tax system, which additionally improves business surroundings and creates the space for accelerated 

potential growth.  

 

7. Debt reduction program 

 
In accordance with the principle of fiscal responsibility, if the general government debt 

exceeds 45% of GDP, the Government is obliged to propose measures that will bring debt level closer 

to the target, i.e. return it to a sustainable path35. Simultaneously, Stability and Growth Pact defined the 

highest limit of the public debt share in GDP of 60%, as well as the liability of the EU member countries to 

issue an official document in order to present a credible plan for reaching the given level at satisfactory 

pace, if the given limit was exceeded.  

In the period from 2008 to 2014, the general government deficit increased form 2.6% to 

6.6% of GDP, whereas at the same time public debt entered into the explosive growth path, with the 

ratio between the debt and GDP more than doubled. The consequence of the economic crisis which 

started by the end of 2008 was the decline or deceleration of the budget revenue growth as well as the 

increase of expenditures which mitigated the consequences of crisis. In case of absence or insufficient 

structural measures, annual level of fiscal deficit increased. From about 30% of GDP at the end of 2008, 

public debt reached the level of 71.8% of GDP at the end of 2014. Fiscal consolidation measures adopted at 

                                                           
35 The public debt in this document does not include the debt on the grounds of restitution in compliance with the definition of Debt 
given in the Budget System Law.  
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the end of 2012 and during 2013 partially mitigated this trend, but the level of public debt was still 

significantly increasing.  

Reduction of primary deficit in the period 2012 - 2014 was not enough to stabilize the share 

of public debt in GDP. The effects of the first round of fiscal consolidation, which mostly referred to 

revenue side lacked, due to increased volume of shadow economy. The public debt level, and particularly 

the dynamics of its trend in the previous period, were not fiscally sustainable. On the expenditure side, high 

interests and determined one-off expenditures made the financial position even worse. Fiscal 

consolidation measures, which started in 2015, lowered the primary deficit to 0.5% of GDP, and 

decelerated the public debt growth.  

Decrease of public debt in GDP, which is the primary objective of fiscal consolidation 

program, was achieved during 2016, one year before it was predicted by the arrangement with IMF. 

In 2016 primary surplus of 1.8% of GDP was realized, which created conditions for decline in share of public 

debt in GDP. Fiscal trends in 2017 and estimated primary surplus of 3.4% of GDP lead to even more 

significant decline in share of public debt for as much as 9.3% of GDP. It is provided that the share of public 

debt reaches the level of 63.7% of GDP in 2017, in comparison to 76% of GDP at the end of 2015. Along with 

primary surplus, acceleration of economic growth will have the positive impact on the trend of the share of 

public debt in GDP.  

The fiscal deficit, although crucial, is not the only factor that affects the level of public debt; 

therefore, it is necessary to fully implement measures that should additionally improve 

management and sustainability of public debt:  

 limitation on issuance of new guarantees;  

 restriction on signing new project loans in cases where the previously approved loans have not 

been used efficiently; 

 refinancing of an expensive portion of debt by using funds from soft loans and privatization 

proceeds, if there are options to do so;  

 improvement and identification of fiscal risks and their management. 

According to the fiscal rules, it is necessary to predict the dynamics of reducing the public 

debt level to 45% of GDP. Also, the program of measures for reducing the fiscal deficit, as well as the fiscal 

framework in the period 2018 - 2020, which predicts stabilization of consolidated fiscal deficit at 0.5%, This 

program presents the scenario for reducing the debt level to the legally prescribed one by 2025, as well as 

the dynamics of reaching the limit of 60% and the assumptions it is based on.  Such a long period of 

adjustment is necessary in order to reduce negative implications of further fiscal consolidation on 

population and on economy.  

The assumptions in the baseline scenario are: 

 after reaching a surplus in 2017, combining of measures on both revenue and expenditure side 

 lead to relaxation of fiscal policy, thus achieving more appropriate and sustainable level of  fiscal 

deficit, in the given conditions;  

 reaching the fiscal deficit of 0.5% of GDP in 2020 and it on the same level in the following 

 period; 

 slower growth of fiscal revenues in relation to nominal GDP due to changes in the structure of the 

economy, strengthening of investment activity and export demand; this is true provided that there 

are no significant changes in the tax policy and that volume of shadow economy does not 

significantly worsen;  

 the absence of net gain of issued guarantees after 2019;  

 the average rate of real GDP growth of 4% in the long run; 
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 annual inflation rate of about 3% on average in the observed period; 

 real unchanged RSD exchanged rate; 

 no significant privatization proceeds in the period 2020 - 2027. Possibly increased privatization 

proceeds will reduce the need for financing, and will additionally reduce the share of public debt. 

 

Тable 20. Total public debt simulation - Baseline Scenario by 2025, % GDP 

Baseline scenario 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 

Revenues 43.2 43.9 42.3 41.7 41.0 40.8 40.6 40.3 40.1 39.9 

Expenditures 44.5 43.2 42.9 42.2 41.5 41.3 41.1 40.8 40.6 40.4 

decline of expenditure 
share 

 -1.3 -0.3 -0.7 -0.7 -0.2 -0.2 -0.2 -0.2 -0.2 

Fiscal result  -1.3 0.7 -0.7 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 

            

Public debt in GDP 73.0 63.7 62.8 59.8 56.3 53.7 51.3 49.0 46.8 44.7 

GDP real growth rate, 
% 

2.8 2.0 3.5 3.5 4.0 4.0 4.0 4.0 4.0 4.0 

The source: Ministry of Finance 

Baseline scenario assumes that the level of public debt is to be reduced at about 60% of GDP by 

the end of 2019. Legally set limit of 45% of GDP, under the given assumptions, is to be reached in 

2025. The Graph shows the simulation of alternative public debt scenarios, according to changes in certain 

assumptions in the baseline scenario. For a better comparison, a variation of one variable was made as the 

risk factor that affects the level of debt.  

Scenario "slower growth" means the average real GDP growth of about 0.7% in the observed 

period with the same level of fiscal deficit in comparison to the baseline scenario. This does not mean 

the same level of fiscal adjustment, since bigger accommodation is required on the expenditure side in the 

situations when the lower economic growth is recorded. According to this scenario, at the end of the period, 

public debt would reach the level of 51.4% of GDP. One of the risks implied by this scenario of prolonged 

slow growth is that despite the maintaining of the same low level of fiscal deficit, public debt is not falling 

fast enough. On the other hand, slow growth, by automatic stabilizers, does produce higher levels of fiscal 

deficit, so that there is even bigger need for greater reduction in expenditures in order to maintain the path 

of public debt share. There is a risk of entering in the spiral of slow growth and the necessity for austerity 

measures. Despite all these risks, this scenario enables gradual reduction of public debt share, and 

maintenance of that share at the level below 60%, in other given assumptions.  
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Scenario „Fiscal expansion after 2020“ implies significant absence of measures leading to 

the reduction of fiscal deficit. In this case the reduction of the share of public debt is a bit slower, despite 

the previously implemented measures of fiscal adjustments in the period before 2019. The public debt does 

not reach the legal limit of 45% in the observed period, since despite the worsening of fiscal performance, 

primary fiscal result is still present, enabling the reduction of debt share under the given growth rates of 

GDP.  

Scenario „more guarantees issued“ implies the abandonment of the measure relating to the 

net growth of guarantees issued. In this case the assumption of an annual net growth of about 0.8% of 

GDP on average has been introduced. At the end of the observed period, public debt would increase by about 

3.4% of GDP in comparison to the baseline scenario.  It is evident that a number of positive effects can be 

achieved through better control and the introduction of stricter criteria for issuing new guarantees.  

Scenario which combines lower real growth of GDP and raising the level of fiscal deficit to 

2.2% of GDP has the least favourable public debt path. Only in this scenario does public debt have a 

growing path in the period after 2020, and the share of public debt is getting close to the level of 60% at the 

end of observed period.  

Measures carried out within the arrangement with IMF, as well as the realized fiscal 

consolidation enabled much more relaxed position in terms of the height and dynamics of the public 

debt share trend in GDP in the following period. The most significant assumption for that was reaching 

the fiscal result which enables realization of primary fiscal surplus. Only in case of extremely low real 

growth rates with slightly higher fiscal deficit (lower primary surplus) there is no further decline of public 

debt share; however, even then there is no significant expansion of it.  
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III. Public Debt Management Strategy for the Period 2018 to 2020   
 

According to the Public Debt Law, the legal basis for the borrowing of the Republic of Serbia, the 

public debt shall include all the direct liabilities of the Republic, based on borrowings, as well as  the 

guarantees issued by the Republic of Serbia for public enterprises', local governments' and other legal 

persons` borrowings. The Republic may borrow in domestic or foreign currency, in order to finance budget 

deficit, current liquidity ratio deficit, to refinance an outstanding debt, to finance investment projects, and 

to assume liabilities based on the issued guarantees. The provisions of the Public Debt Law indicate that the 

public debt shall be an unconditional and и irrevocable liability of the Republic of Serbia with regard to the 

repayment of the principal, the interest and the remaining costs.  

The basic principle of public debt management is the provision of regular servicing of the budgetary 

needs at the lowest possible costs and an acceptable level of risk.  

For the purpose of formulation of the Public Debt Management Strategy a quantitative approach 

was used, by identifying possible restrictions through macroeconomic indicators, analysis of costs and risks 

and market conditions which affect the management of public debt. The analysis involved the use of 

financing instruments available in the domestic and international financial markets. The Public Debt 

Management Strategy is based on the principles that define the need for transparent and predictable 

process of borrowing with the permanent development of the government securities market and acceptable 

level of exposure to financial risks. 

By analysing possible borrowing strategies, the World Bank model MTDS indicates that the 

borrowing structure that is based on dinar-denominated and euro-denominated securities issue represents 

the best option in terms of costs (risks). The borrowing strategy of the Republic of Serbia, applied in the last 

five years and based on the combination of financing from current resources and funds, mostly or partially 

from concessionary financing sources, showed that in situations when concessionary financing sources may 

be ensured, these funds should be used, because in this way, financing costs are reduced with an acceptable 

risk, which achieves the primary objective of public debt management. The situation on domestic and 

international financial market, successful implementation of fiscal consolidation measures, along with good 

coordination between fiscal and monetary policy in the last two years led to the significant decline in the 

borrowing in dinar-denominated and euro-denominated securities, as well as to the reduction of the risk 

premium for Serbian securities to the historical minimum. New framework of the analysis of possible 

borrowing strategies is based on the comparison between the strategy applied during the last five years and 

the strategies exclusively based on the market financial instruments denominated in dinars and in euros.   

The fiscal strategy envisages the reduction of public debt of the general government level in the 

next period by 2020 at the level of 56.3% of GDP, in which case, in accordance with the Public Debt 

Management Guidelines defined by the World Bank and IMF, within the Public Debt Management Strategy, 

the stress-scenario analysis of the effects of the foreign currency exchange rate of the domestic currency 

(RSD) against the currencies in which the public debt of the Republic of Serbia is denominated, was 

conducted.  

Significant progress has been made in the last five years in terms of increase in the average maturity of 

dinar-denominated securities and reduction of the costs of financing on the basis of this form of borrowing, 

which reduced the exposure to the refinancing risk. The Public Debt Management Strategy defines basic 

measures for further development of dinar-denominated securities market, because the development of 

this market shall create one of the necessary preconditions for raising the credit rating of the Republic of 

Serbia and reducing the exposure of the public debt to the foreign exchange risk. It is important to mention 

that in the mentioned period, the average coupon rate of dinar-denominated securities was reduced from 

12.4% to 6.9%. Public Debt Management Strategy defines the basic measures for further continuing 

development of the market of dinar-denominated securities, since the development of this market shall 
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create one of the necessary preconditions for increasing the credit rating of the Republic of Serbia and the 

reduction of the exposure of public debt to the foreign exchange risk. 

1. Public Debt Balance and Structure in the period from 2014 to 30 
September 2017 

 

At the end of September 2017, the total public debt of general government level was RSD 2,913.2 

billion, i.e. 65.2% of GDP. That included RSD 2,651.7 billion of direct liabilities, RSD 220.1 billion of indirect 

liabilities, whereas RSD 41.0 billion referred to the non-guaranteed debt of local government units and RSD 

389.6 million to non-guaranteed debt of PE „Roads of Serbia“. 

 
 

Тable 21. General government public debt of the Republic of Serbia in the period from the end of 

2014 to 30 September 2017 

  2014 2015 2016 2017/IX 

Public debt (in billion RSD) 2,808.2  3,072.3  3,110.8 2,913.2 
Public debt (in million EUR) 23,216.0 25,260.1 25,194.3 24,405.2 
Public debt (in million USD) 28,233.0 27,616.9 26,557.3 28,749.4 

The source: Ministry of Finance, Public Debt Administration 

In the first nine months in 2017 the decline in central government public share was noticeable on 

the grounds of almost all currencies it had initially been denominated in. Dollar-denominated public debt 

in the first nine months remained almost unchanged, whereas euro-denominated public debt reduced by 

EUR 25.0 million, and dinar-denominated public debt by RSD 6.3 billion in comparison to the end of 2016.  

Тable 22. Central government debt balance per original currencies in the period 2014 - 30 

September, 2017, in millions  

  2014 2015 2016 2017/IX 

 
EUR 9,493.4  9,885.4 9,862.6 9,837.6 
USD  8,717.8  8,934.6 8,861.4 8,864.9 
RSD 588,570.0  668,939.4 639,844.1 633,572.7 
CHF 199.1  173.2 146.4 138.6 
Special drawing rights 801.2 760.2 713.1 673.8 
Other currencies (in RSD) 13,776.4  16,613.5 40,270.4 54,836.7 

The source: Ministry of Finance, Public Debt Administration 

In accordance with the tendency to drop the exposure to currency risk, to expand maturity and 

continue development of new borrowing instruments in the domestic financial market, the basic source of 

financing  in the period 2014 - 2017 is issues of dinar-denominated securities, which affected the increase 
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of public debt share in dinars from 21.4% at the end of 2014 to 22.1% of public debt of the Republic of 

Serbia at the end of September 2017, i.e. from RSD 588.6 billion, which was the amount of public debt at the 

end of 2014 to RSD 633.6 billion at the end of September 2017. 

According to data from 30 September, 2017, the largest part of the public debt of the Republic of 

Serbia is still euro-denominated debt and it amounts to 41.5%. It is followed by dollar-denominated debt 

whose part is 30.8% and dinar-denominated debt in the amount of 22%. The remaining debt is 

denominated in special drawing rights (3.3%) and other currencies (2.4%). Due to the realized budget 

surplus during 2017, the maturity of Serbian Eurobond 2017 in November 2017 will be financed from 

current liquidity, without any new borrowings, which will result in the drop of debt share in the public debt 

structure and the increase of share of dinar and euro.  

 

      

As of 30 September 2017, the majority of the general level public debt of the Republic of Serbia was 

with the fixed interest rate - 79.3%, whereas the public debt with the floating interest rate made 20.7% of 

the total public debt. Among the floating interest rates, the highest share hold EURIBOR and LIBOR interest 

rates in EUR which in total make 74.4%, then LIBOR interest rates in USD which made 8.9%, 2.8%referred 

to the liabilities tied to the reference interest rate of the NBS, and 14% referred to the rest of the liabilities 

(mainly the floating interest rate for special drawing rights). 
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During 2017, the further drop of borrowing costs of the Republic of Serbia in terms of dinar- and 

euro-denominated securities occurred due to the reduced credit risk in the country, i.e. reduced risk 

premium, low inflation rate and reference interest rate of the NBS, which is currently 3.5%, thus continuing 

the trend that began in the last quarter in 2012.  
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Servicing the public debt of the Republic of Serbia (central government36) in the period 2017 

- 2020 

Тable 23. Interests and principals repayment projections by 2020, in RSD billion 

  2017p 2018p 2019p 2020p 

   

Principal 554.0 453.0 406.4 446.2 

Interest 119.0 117.8 111.9 111.3 
Total 673.0 570.8 518.3 557.5 
 Share in the public debt as of 30 September 2017, % 23.4   19.9 18.0 19.4 

The source: Ministry of Finance, Public Debt Administration 

Table 24. Interests and principals repayment projections by 2020  

  2017p 2018p 2019p 2020p 

   
Principal, % GDP 12.4   9.5   8.0   8.2 
Interest, % GDP 2.7   2.5   2.2   2.1 
Total, %GDP 15.1 12.0 10.2 10.3 

The source: Ministry of Finance, Public Debt Administration 

Projection of General Government public debt balance in the period 2017 - 2020  

Considering the projected primary budget deficit of the Republic of Serbia for the period 2017 - 

2020, including the withdrawal of loan instruments for project financing of budget beneficiaries, the effects 

of foreign currency exchange rate of RSD against EUR and USD in the basic macroeconomic scenario, the 

central government debt balance at the end of 2020 should amount to 55.2 % of GDP. 

Тable 25. Basic projection of general government public debt balance by 2020  

  2017p 2018p 2019p 2020p 

   
Primary surplus (central government level), in RSD billion 142.1 84.2 88.5 89.6 
Interests (central government level), in RSD billion 119.0 117.8 111.9 111.3 
Public debt (central government level), in RSD billion 2,807.5 2,938.7 2,979.7 2,995.1 
Central government debt, as % of GDP 62.8 61.8 58.8 55.2 
Non-guaranteed local government debt, as % of GDP 0.9 1.0 1.0 1.1 
General government debt, as % of GDP 63.7 62.8 59.8 56.3 

The source: Ministry of Finance, Public Debt Administration 

The ratio indicating the share of the general government public debt in GDP in 2017 is expected to 

drop to 63.7%, whereas in 2018, the further drop is expected to 62.8%, and in 2020, after several years of 

constant drop, this ratio is predicted at the relatively same level at about 56.3%. Non-guaranteed local 

government debt in the following period is predicted to be at the relative level from about 0.9% of GDP in 

2017 to 1.1% of GDP in 2020.  

Public debt stock according to the Maastricht criteria 

It is important to mention that, according to the national methodology, public debt stock includes 

direct liabilities of central government as well as all indirect liabilities, i.e. guaranteed debt for public 

enterprises, local governments and other legal entities founded by the Republic of Serbia. This stock 

encompasses all the guarantees regardless of whether payment will be activated in the following period or 

not. 

Considering the fact that one of the major economic and political objectives of the Republic of Serbia 

is EU accession, compliance of domestic methodology and European standards arises as a prerequisite. For 

                                                           
36 Central government level includes the budget of the Republic of Serbia, mandatory social security funds and PE „Roads of Serbia“. 
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that reason, the public debt stock is regularly analysed based on the criteria of the Maastricht Treaty, which 

are the systematic guidelines with the goal to maintain the public debt and the fiscal system, i.e. 

macroeconomic stability. According to these criteria, apart from the direct liabilities of central government, 

the public debt stock should also include non-guaranteed debt of local government, and exclude the debt 

based on direct and indirect liabilities that the Republic of Serbia (central government) does not pay for. 

This debt is measured at the nominal value equal to the agreed amount of debt the Government 

must repay the creditors at maturity. That means that public debt is not influenced by the market yield 

changes and it excludes the unpaid accrued interest. 

Тable 26. Public debt structure and projection until 2020 according to Maastricht criterion  

  2016 30 Sep 2017 2017p 2018p 2019p 2020p 

    in RSD billion 
Total direct liabilities 2,700.8 2,567.2 2,510.2 2,615.4 2,651.9 2,665.6 

Guaranteed debt 145.3 114.0 114.6 103.9 100.1 105.2 

Remaining debt of the government 
sector 

0.8 0.4 0.4 0.4 0.4 0.0 

Local government debt 75.7 69.6 70.0 87.8 104.4 127.1 

Social insurance institutions debt 0.0 0.0 0.0 0.0 0.0 0.0 

Public debt of the Republic of Serbia 2,922.6 2,751.2 2,695.2 2,807.5 2,856.8 2,898.3 

Public debt of the Republic of Serbia 
in % GDP 

68.6 61.6 60.3 59.0 56.4 53.4 

The source: Ministry of Finance, Public Debt Administration 

Public debt management principles  

According to the Public Debt Law, the primary goal of Serbia's borrowing and public debt 

management is to ensure the funds necessary to finance budget expenditures, with medium-term and long-

term minimal financial costs and acceptable risk level. Reduction of long-term public debt servicing costs to 

a minimum is restricted by the debt structure and costs reduction will be influenced by a number of factors 

and risks. With this in mind, the Public Debt Management Strategy of the Republic of Serbia defines the 

following general objectives and principles: 

1) It is necessary to ensure the financing of the fiscal deficit and regular financing of liabilities based 

on the public debt of the Republic of Serbia; 

2) It is necessary to define an acceptable risk level that should be defined in terms of a targeted 

debt portfolio structure, including debt currency structure, interest rate structure, maturity structure and 

debt structure by the types of instruments; 

3) It is necessary to uphold the development of the market of government securities issued both in 

the domestic and international market, so as to have a developed market which would reduce the medium-

term and long-term borrowing costs; 

4) The borrowing process should be transparent and predictable. 

Public Debt Management Strategy must be supported by and consistent with general Government 

medium-term macroeconomic and fiscal framework. 

The Public Debt Management Strategy shall in the following medium-term period be based on the 

financing of the budget costs of the Republic of Serbia, mainly through the issue of government securities in 

the international and domestic capital market. The government securities market is still developing and one 

of the principles of public debt management is the necessary flexibility in order to secure the financing of 

Serbia's budget expenditures. Flexibility shall be reflected in the choice of the market for borrowings, 
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borrowing currency and financing instruments. The choice of the financing structure will be made 

considering the domestic and international financial market current balance and development (interest rate 

level, risk premiums, yield curve, reference foreign currency exchange rates) and an acceptable level of 

financial risks exposure. 

The objective is financing through the issue of mainly dinar-denominated securities in the domestic 

market in the following long-term period. The current situation indicates that, despite the firm decision to 

develop domestic securities market, in the following medium-term period, one part of the financing must 

be carried out in the international financial market.  

Borrowing in a foreign currency, such as, e.g. in US dollars, includes the foreign currency risk, due 

to the changes of the exchange rate RSD-EUR and EUR-USD, so for that reason it is necessary to consider  

and use the possibility of hedging if borrowing is not in RSD or EUR.  

The public debt management policy must take into account the long-term perspective, and still 

make a decision about financing budget expenditures annually. Decision on annual borrowing is made 

within the Budget Law for a certain fiscal year. Depending on the basic fiscal aggregate changes, the 

correction of the borrowing plan is possible during a fiscal year. 

Financial risks and financial risk management measures  

Financial and fiscal risks can cause a greater public debt growth than predicted by the baseline 

scenario. The risks that are present and may cause the debt and public debt servicing costs increase are: 

refinancing risks, foreign currency exchange risks, market risk (interest rates risk, inflation risk), liquidity 

risk, credit and operative risks, and risks tied to the servicing costs distribution (debt structure, liabilities 

concentration).   

In order to reduce the exposure to financial risks, the following measures should be taken:  

1. Refinancing risks 

 Greater share of medium-term and long-term dinar-denominated financial instruments on 

the domestic financial market; 

 Equal liabilities distribution based on public debt on an annual level in the following long-

term period; 

 Extension of average debt maturity issued in securities; 

2. Foreign currency risk  

 Tendency to reduce the foreign currency-denominated debt share regarding the new debt 

costs (cost of debt dinarisation); 

 Utilization of financial derivatives to limit the effects of the reference currencies exchange 

rates changes; 

 Tendency to have external debt in EUR mainly and to use the US dollar-denominated debt 

only if financing in dollars in the international market is less expensive, with the additional use of financial 

derivatives for limiting the risk; 

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

 Tendency to extend the duration of the internal dinar-denominated debt;  

 Issue of indexed bonds (interest rates indexation); 
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 Risk based on external debt interest rate does not jeopardize the long-term objective of 

minimizing public debt costs tendency to extend the average duration of the internal dinar-denominated 

debt; 

4. Liquidity risk 

 Permanent sustainability of cash on Serbia’s accounts at a level that enables smooth 

liabilities financing for at least four months, as well as the amortization of possible minor inflows based on 

borrowing according to the plan; 

 Adequate management of free cash assets available on the accounts of the Republic of 

Serbia, according to the asset-liability management principles; 

5. Credit and operative risks 

 Financial derivatives transactions can only be carried out with the financial institution of 

high credit rating; 

 The use of financial instruments that limit the credit risk; 

 Granting guarantees and new loans to local government only if there has been an adequate 

analysis of a relatively low possibility of realizing the guaranty in the medium-term period or the local 

government becoming insolvent in the medium-term period; 

 Introduction of adequate control in all the business activities in the Public Debt 

Administration and expanding the employees’ knowledge; 

 Upgrade and improve the existing information system that monitors the public debt and 

the operations related to it; 

6. Risks tied to the servicing costs distribution 

 Adequately planned annual borrowing and equal distribution for the following years and 

during the fiscal year in order to avoid the risk of high concentration of refinancing liabilities; 

 Avoiding the obligations concentration based on the public debt on a monthly level, which 

could not be amortized by free cash assets on the accounts of the Republic of Serbia. 

Analyses used to create the Public Debt Management Strategy  

Public Debt Administration used the quantitative approach to formulate the Public Debt 

Management Strategy, identifying the possible restrictions through the macroeconomic indicators, and the 

analysis of costs, risks and market conditions which affect the public debt management. During the analysis 

of costs and risks, all the feasible financing alternatives are considered. The share of each instrument in the 

overall financing needs in the given year is decided according to the objectives of the Strategy. 

 For the purpose of analysis, the following instruments described below, available in the domestic 
and international financial market, were used. 

 
Financing sources denominated in foreign currency  

 Foreign governments and international financial institutions loans are shown as concessionary  

instruments denominated in EUR and USD, with fixed and floating interest rate; 

 Internal, euro-denominated debt is presented through two instruments – government bills and 

government bonds issued in the domestic financial market; 

 Eurobond denominated in EUR and USD issued in the international financial market. 
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Financing sources denominated in domestic currency  

All of the dinar-denominated government securities are categorized into several groups: short-

term government bills (with maturity dates up to 53 weeks), two-year, three year and long-term (five-year, 

seven-year and ten-year) government bonds. 

Future market interest rates and analysis scenario  

In the process of creating the medium-term public debt management strategy for the period 2017-

2020, quantitative costs and risks analyses based on various scenarios and projections were used. 

The first step is the basic scenario based on the most likely market conditions. Then three groups 

of market variables are identified: foreign currency exchange rates, interest rates in the international 

market and RSD reference interest rates. Future market rates can be deducted through the analysis of the 

available predictions of the purchasing power parities or through the prediction of the interest rate parities. 

The trend of RSD depreciation against EUR and USD is assumed, according to the macroeconomic 

framework in the period observed, and the relatively stable constant relation between EUR and USD 

remains, in order to provide a clear picture of the effect of the shock applied. The shocks test the effects of 

the market interest rates changes. The approach to dinar- and euro-denominated interest rates is based on 

the current yield rates realized in 2017. 

Having defined the basic scenario, three more scenarios – shocks were chosen to conduct the stress 

test.  

Dinar depreciation against US dollar by 15%. In this type of shock the EUR-RSD ratio in projection 

remains unchanged. This scenario has large influence on the Serbian debt due to the USD-denominated debt 

share (which was 31.3% of central government public debt at the end of September 2017). 

Depreciation of dinar against all the currencies by 15%. In this scenario, the EUR-USD ratio would 

remain stable, whereas dinar would be depreciated against both currencies. Macroeconomic conditions for 

such scenario would refer to the increased current deficit of balance of payments and to the low direct and 

portfolio foreign investments inflow. 

 International market interest rates increase. The current interest rates in the world are at the 

historically low level. If the world economy recovers, the interest rates will probably increase for about 2p.p.  

in the medium-term period. 

  Domestic market interest rates increase by up to 4 percentage points. This scenario would be 

possible if the inflation were to rise above the level of allowed deviation in relation to the targeted inflation, 

as in the period until 2012, and if the high volatility of RSD-EUR exchange rate due to the country’s risk 

premium increase.  

 Each of the above mentioned stress tests or risk scenarios were used to outline the effects of the 

costs of the strategies examined.   

Alternative borrowing strategies for the period 2018-2020  

The optimal choice between costs and risks, on the basis of the World Bank model Medium Term 

Debt Strategy Model - MTDS, defined the basic borrowing strategy choice for the next medium-term period. 

The analysed alternative borrowing strategies are the following: 

 Basic Strategy (S1): it is the strategy that covers the needs to finance government securities issue 

in domestic and foreign currency in the domestic financial market (80%), whereas 20% are provided from 

the concessionary credits. 
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Strategy (S2): compared to S1 strategy, the entire needs for financing are met through issuing the 

state securities in the domestic market, in the domestic currency (50%) and in the foreign currency (50%). 

This strategy, compared to strategy S1, has zero financing from concessionary credits. 

 Eurobonds Issue-Based Strategy (S3): S3 strategy, as compared to S1 strategy predicts the strategy 

in which the total financing is based on the issue of euro-denominated Eurobonds with five and ten-year 

maturity. 

Additional Dinarisation Strategy (S4): this is a strategy in which the total financing is based on dinar-

denominated securities issues. 

 Financing Serbia’s budget expenditures following these strategies will be executed mainly through 

the issue of government securities in the international and domestic capital market. 

Comparing the alternative strategies  

Quantitative analysis represents the performance of each of the four alternative borrowing 

strategies. The vertical axis represents the debt share in GDP, i.e. interest in GDP costs in the basic 

macroeconomic framework whereas the horizontal axis represents the potential cost of a certain borrowing 

strategy (stress test result). Two cost ratios are implemented: public debt to GDP and nominal interest to 

GDP. The former is the balance indicator, and the latter the course indicator. For the sake of comparison, 

the attention is focused on the results of the strategies examined, at the end of 2020.  
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The Graphs clearly show the costs brought by each of the considered strategies - strategies S2 and 

S3 have relatively highest foreign currency exchange rate risk exposure. Strategy S4 has the highest 

exposure to possible oscillations of dinar-denominated interest rates, since the total additional financing is 

provided through issuance of dinar-denominated securities. On the other hand, strategies S1 and S3 in the 

basic macroeconomic framework will have the lowest debt in GDP ratio at the end of 2020. Strategy S3 has 

the lowest risk in terms of interest rates out of the four strategies  examine, due to low fixed costs of euro-

denominated Eurobonds; however, it turns out to be rather risky in terms of debt-GDP ratio. Strategy S4 

appears to be relatively expensive from the aspect of foreign currency risk, considering that the budget 

financing on this ground is performed by issuance of dinar-denominated securities. 

The analysis of public debt-to-GDP ratio graded strategy S3 as the one of the highest risk, despite 

the fact that within the baseline scenario, it has the lowest debt to GDP ratio, due to the risk originating from 

the exchange rate changes. Strategy S4 has the highest interest costs due to the significant share of dinar-

denominated securities, as well as the risk caused by possible increase of domestic interest rates. Based on 

these analyses, it is evident that in the following medium-term period basic borrowing operations will be 

based on strategies S1 and S2. Application of discount prices that maintain the limited borrowing costs of 

the Republic of Serbia in the financial market would result in the most optimal borrowing strategy S3 from 

the aspect of net current value. 

Тable 27. Public debt-to-GDP ratio at the end of 2020 

Scenarios C1 C2 C3 C4 

 Basic scenario 52.9 53.0 52.6 53.3 

 Foreign currency exchange rate shock (15% of all the 
currencies)  

59.0 59.2 59.5 58.7 

 Interest shock (scenario 1)  53.3 53.5 53.0 53.8 

 Interest shock (scenario 2) 53.7 54.0 53.4 54.3 

 Combined shock (15% of USD and interest shock 1)  55.8 56.1 55.6 56.3 
 Maximum risk    6.1   6.2   6.8   5.5 

The source: Ministry of Finance, Public Debt Administration 

Table 28. Payment ratio based on interest and GDP at the end of 2020 

Scenarios C1 C2 C3 C4 

 Basic scenario 1.9 2.0 1.7 2.2 

 Foreign currency exchange rate shock (15% of all the 
currencies)  

2.1 2.2 1.9 2.4 

 Interest shock (scenario 1)  2.2 2.3 2.0 2.6 

 Interest shock (scenario 2) 2.5 2.6 2.2 2.9 

 Combined shock (15% of USD and interest shock 1)  2.3 2.4 2.1 2.7 

 Maximum risk  0.5 0.6 0.5 0.7 

The source: Ministry of Finance, Public Debt Administration 

The following table shows the basic public debt parameters trends in each of the four strategies considered, 

which outlines the above mentioned characteristics of each strategy: 

Тable 29. Alternative strategies risk indicators 

Risk indicators at the end of 2020 

    С1 С2 С3 С4 

Nominal debt (% of GDP)   52.9 53.0 52.6 53.3 

Net present value (% GDP)* 44,4 44.2 38.0 50.6 

Applied interest rate (%) 3,7 3.8 3.3 4.2 

Refinancing risk ATM37 external portfolio (in years) 6.6 6.5 6.5 6.5 

                                                           
37 АТМ (Average Time to Maturity) - abbreviation in english for average time to maturity. 
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 ATM domestic portfolio (in years) 3.3 4.8 2.4 5.1 
ATM total portfolio (in years) 5.6 6.0 6.2 5.7 

Interest rate risk АТR38 (in years) 5.0 5.4 5.6 5.1 
Refixing (% of total debt) 27.5 25.8 21.8 29.8 
Fixed rates debt (% of total debt) 89.1 89.9 89.9 90.0 

Foreign currency exchange rate risk Foreign currency debt (% of total debt) 69.1 69.8 92.8 46.5 

The source: Ministry of Finance, Public Debt Administration 

* Applied discount rate reflects the limit borrowing cost of the Republic of Serbia in the financial market 

 

Stress test analysis 

Fiscal rule, defined by the Law on Budget System, imposes that the General Government public debt 

must not exceed 45% of GDP. Should the debt exceed that level, the Government’s duty is to implement a 

program to reduce the debt share in GDP, i.e. to have the debt within the legal framework again.  

At the end of 2016 the central government debt reached 71.9% of GDP, and general government 

debt reached 73.0% of GDP. The public debt-GDP ratio of Central Government was 63.4% of GDP at the end 

of September 2017, and the general government 65.2%.  Dropping trend is expected to continue until the 

end of 2017, at the level of about 62.8% of GDP at central government level, i.e. 63.7% of GDP at general 

government level. 

Due to high share of foreign currency-denominated debt (about 77.9%), it is clear that the foreign 

currency risk will determine the behavior of public debt-GDP ratio in the following period, and it will 

significantly influence the success of the fiscal policy measures designed to consolidate public finances and 

reduce the debt share in GDP. 

  Based on the planned macroeconomic framework, providing that there is no possible risk 

influence (foreign currency risk primarily), public debt, excluding the non-guaranteed debt of local 

government, would be at the level of 55.2% of GDP, until 2020.  

 The key factors that influence the stabilization of public debt-GDP ratio include GDP growth, 

primary deficit, dinar exchange rate against foreign currency rates, and interest level. The planned 

measures of fiscal policy define the primary surplus, which reduces the key factor of debt growth, so under 

these circumstances, the constant decline of public debt is expected.  

 

Тable 30. Contributions from the key macroeconomic variables to the change in the central 

government public debt-to-GDP ratio, in % 

  2015 2016 2017p 2018p 2019p 2020p 

     
Central government debt in % GDP 74.7 71.9 62.8 61.8 58.8 55.2 

Changes compared to the last year 4.3 -2.8 -9.1 -1.0 -3.0 -3.6 

Primary deficit/surplus influence -0.3 -2.8 -3.2 -1.8 -1.7 -1.7 

Interest 3.1 3.0 2.7 2.5 2.2 2.1 

Nominal GDP growth -2.3 -3.8 -3.3 -3.8 -3.8 -3.9 

Other factors affecting the ratio 3.8 0.8 -5.3 2.1 0.3 -0.1 

The source: Ministry of Finance, Public Debt Administration 

                                                           
38 АТR (Average Time to Refixing) - abbreviation in english for average time to interest rate change. 
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Graph represents the public debt-to-GDP ratio trends depending on the dinar exchange rate against 

a certain currency basket. It shows the basic projection with alternative scenarios depending on the 

appreciation or depreciation of dinar exchange rate, in the range of 10% appreciation to 20% depreciation 

of dinar against a currency basket. Implementation of the scenarios in question shows that in 2020 the ratio 

would range from 50.9% to 63.8%, whereas in the basic scenario it would be at 55.2%. 

Major risks to the Strategy implementation, apart from the above mentioned quantified factors, 

include the following: stability of macroeconomic situation in the Republic of Serbia, the need for additional 

borrowing in order to regulate debts at other government levels, the public sector and the financial sector 

of the Republic of Serbia and activation of provided guarantees.  

It is important to mention that the reduction of the public debt in relation to GDP will be enhanced 

by the more adequate control of guarantees issuance and the improvement of the process of investments 

projects prioritization, financed from the loan lines of multilateral and bilateral creditors Starting from 

2015, the guarantees will be issued only for the project (investment) loans, i.e. no more guarantees for 

current liquidity loans to public enterprises which already in 2015 resulted in the reduction of the 

guaranteed public debt balance. 

Long-term strategic framework of public debt management 

The basic strategic objectives which are to be acquired in the following long-term period, in order 

to minimize the risk of increased debt and public debt servicing costs are the following: 

 The share of dinar-denominated debt should be about 25% of the overall public debt in the 

medium-term period; 

 The share of euro-denominated debt in the public debt should be at least 60% of the foreign 

currency debt, including future borrowings and transactions; 

 The share of floating interest rate should drop to below 20% in the mid-term period; 

 Average time to refixing (ATR) should remain at a level of at least 4.5 years, in accordance with the 

above mentioned measure of gradual decrease of floating interest rate debt share; 

 Weighted average interest rate (WAIR) for internal public debt shall not exceed 7.00%; 

 The share of the short-term debt (whose maturity is up to a year) shall be up to 15% of the overall 

public debt; 

 The average maturity time (ATM) of internal debt shall be at a level of at least 4 years in mid-term  
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 The average maturity time (ATM) of external debt shall remain at a level of from 6 ± 0.5 years in 

the same time framework. 

 

Improvement measures for dinar-denominated securities market in the period 2018–2020 

In the period of 2012– September 2017, the securities market has achieved the set strategic 

objectives, primarily regarding the financing instruments, but also when it comes to maintaining stability 

of diversified investor base. Transferring from short term financing resources, which were used in the 

period up to 2010, to the mid-term and long-term financing instruments, and the constant drop in 

borrowing costs, have influenced the reduction of refinancing risk, as one of the primary risks in the public 

debt management process. At the end of 2013, the share of long-term dinar-denominated instruments in 

initial maturity of three or more years amounted to 38.3% in dinar-denominated securities balance, 

whereas at the end of September 2017, the amount was 81%.  

Transparent work and reports, as well as presence on the international capital market, helps the 

non-residents to be informed and therefore interested to invest their capital into borrowing instruments, 

primarily into long-term government securities, which enhances the development of a stable investor base. 

In 2014 were for the first time issued ten-year bonds which concluded the maturity development on the 

yield curve, of both dinar and euro denominated government securities. In February 2015 was for the first 

time established benchmark issue in the domestic financial market with the 7-year maturity in the amount 

of RSD 50 billion. During 2015, there was an issue of two three-year bonds in the amount of RSD 50 billion 

each. Due to successful realization of benchmark issues during 2015, the same practice continued during 
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2016. In February and July 2016 there was an issue of a three-year and seven-year benchmark bond in the 

amount of RSD 110 billion each. In April 2017 there was an issue of a three-year benchmark bond in the 

amount of RSD 110 billion. This issue considerably extended the scope of secondary trade in these 

instruments which considerably contributed to the drop in effective yield rates in the re-opening of the 

stated issues.  

Trade in long-term government securities was enabled at Belgrade stock exchange to ensure 

further development of the secondary market of government securities from November 12, 2015.  

 The period to which this strategy applies is expected to improve the efficiency of the primary 

market through the concept of primary dealers, as a mechanism of selling government securities which can, 

in the long run, directly contribute to the reduction of borrowing costs and refinancing risk. Introduction of 

the selling system for the government securities in the domestic financial market through primary dealers 

is a solid base for the improvement of the market efficiency of the secondary market of government 

securities. In time, the development of the secondary market will establish the concept of market efficiency 

in the process of government securities evaluation. Introduction of the benchmark issue of bonds will have 

a positive effect on the amount and continuity of secondary trade, as well as on the improvement of market 

efficiency in the process of selling government securities in the primary market. 

We should highlight the fiscal result, expected inflation rate and foreign currency exchange rate as 

the key factors that influence the yield curve of government securities. A special group of factors are the 

macroeconomic trends and expectations, as well as changes in the international financial market, which 

reflects the premium risk of the country.  

At the end of 2011 the average maturity of dinar-denominated securities was 272 days (0.75 years), 

at the end of 2012 it 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 years), at the end of 2015, it was 789 days (2.4 years), and on 30 September 2017 

it was 864 days (2.4 years). In the period by 2020 it is predicted that the average maturity of government 

securities should be ranging between 2.5 and 3 years. Development of the domestic securities market will 

be supported by the Republic of Serbia with the following measures: 

 Including domestic currency-denominated securities in one of a Global Currency Government Bond 

Emerging Market Indexes. Including Serbia's bonds in a global index would considerably increase the 

database of investors and support secondary trade, which would contribute to further reduction of costs by 

borrowing issues of securities; 

 In order to create a base of investors as large as possible and to develop the secondary market for 

securities issued in domestic market, the Government created an equal tax treatment for the domestic and 

foreign investors at the end of 2011, and in the following period, efforts will be made to remove all the 

obstacles to a free capital flow. In the following period, the possibility will be considered of carrying out the 

clearing and offsetting of the domestic securities transactions through the international clearing system; 

 The possibility of introducing the primary dealers will be considered in the following period; 

 In order to increase the investments of domestic natural persons, there will be additional efforts in 

the domain of educating the citizens of the Republic of Serbia in order to make them invest the savings 

bonds of the Republic of Serbia, the first issue of which is to be on 27 December 2017. 
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IV. STRUCTURAL REFORMS IN THE PERIOD 2018 - 2020 
 

The Government and Ministry of Finance are committed to achieving the objectives of economic 

policy set by three-year Fiscal Strategy and the Memorandum of Economic and Financial Policies, agreed 

with the IMF. Credible medium-term plan of structural reforms, together with measures of fiscal 

consolidation, with the aim of drawing foreign investments, growth support and rebalancing of the economy 

on the way to accelerating EU integrations, is a key basis for (1) achieving stabilization of public finances, 

(2) initiation of economic activities based on the increase in investments, exports and employment.  

Structural adjustment of the economy creates a lasting basis for faster and sustainable economic growth, 

increasing employment and standard of living.  

In this regard, at the end of 2016 and in 2017, a number of reforms has been implemented, aimed 

at the development of the private sector, improving the business environment and competitiveness of the 

economy: 

 A wide reform of state and social enterprises aimed at improvement of operational sustainability 

and limiting fiscal risks, as well as reducing state aid and accumulation of arrears; 

 With the aim of more efficient implementation of reform policies, improvement of competitiveness 

and attractiveness of the Republic of Serbia to foreign investors, in 2017 the Government, along with the 

Foreign Investors Council, formed a working group for implementation of recommendations from “The 

White Book“ of the Foreign Investors Council; 

 The program “Year of Entrepreneurship“ is aimed at encouraging the spirit of entrepreneurship 

and facilitate access to credits for small and medium enterprises which started last year, during 2017 grew 

up into the program “Decade of Entrepreneurship“, which includes various initiatives, measures and 

projects aimed at the development of the spirit of entrepreneurship, particularly in relation to the young, in 

terms of education, professional training, upskilling, requalification and employment support, as well as 

professional and consultant help for business performance improvement. The program combines the 

measures that are supposed to contribute to creation of clear, reliable and predictable working 

environment, which provides for legal security and removes unnecessary obstacles to the growth business 

of small and medium enterprises; 

 The program of the employment and social policy reform (ESRP) represents a major mechanism 

for the dialogue on priorities in the areas of social policy and employment during the process of European 

integrations; 

 A diagnostic analysis of the Development Fund of the Republic of Serbia and the Serbian Export 

Credit and Insurance Agency conducted by an independent consultant was finished; based on that analysis, 

management board of these institutions will take further steps towards the improvement of management 

and operating procedures; 

 Intensive harmonization and implementation of technical regulations and standards in the area of 

the Freedom of movement of goods is continued, which directly affects the reducing of obstacles to trade, 

encourages development of economy of the Republic of Serbia, as well as the competitiveness of small and 

medium enterprises; 

 Serbian Development Agency (hereinafter: RAS), founded at the beginning of 2016, is one of the 

creators of the economy support program, aimed at empowering the economy of the Republic of Serbia, 

support to direct investments and promotion of export, improving the reputation of the Republic of Serbia 

and regional development. During 2016, RAS recorded significant results: 22 investment contracts were 

realized, that will bring EUR 236.8 million and create 16.000 jobs, whereas in the same period the support 

at the amount of about EUR 900 million was granted for 1.100 projects; 

 The Law on Amendments to the Law on Information Security was adopted, defining the measures 

for protection from safety risks in ICT systems;  
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 The Law on Electronic Document and Electronic Identification and services of confidence in 

electronic business, which equalizes written and electronic documents, thus creating a possibility to 

transfer from classical to electronic business. 

Implementation of structural reforms from the area of labour legislation and construction, along 

with stabilization of public finances and improvement of macro fiscal environment, had a positive effect on 

business environment and the improvement of the Republic of Serbia on international lists of 

competitiveness. According to the Global Competitiveness Index by the World Economic Forum, the 

Republic of Serbia progressed for 12 positions, from 90. position to 78, out of 138 countries, and the greatest 

improvement was achieved in the area relating to macroeconomic environment due to reduction of budget 

deficit. The World Bank evaluated the process of structural reforms, by placing the Republic of Serbia on the 

43. place of the list Doing business 2018, made according to the ease of doing business criteria. Also, the 

World Bank declared the Republic of Serbia to be the best country in the South-East Europe according to the 

criteria which made it more attractive to foreign investors. 

 

1. Structural Reforms of the Real Sector 
 

In order to strengthen the private sector, improvement of business and investment climate will 

continue in order to reduce costs and risks of doing business and investing in the Republic of Serbia. It will 

also ensure greater protection of competition, encouraging faster development of small and medium-sized 

enterprises and entrepreneurship, the removal of rigidity in the labour market and more efficient 

implementation of bankruptcy.  Special attention will be paid to structural reforms that encourage the 

strengthening of capacity of the economy to increase production and efficiency, exports and employment, 

which will result in improved economy competitiveness, with special focus on finishing the process of 

restructuring public enterprises. 

Structural reforms that improve business environment   

In order to improve competitiveness and business environment of the Republic of Serbia, a 

comprehensive program for supporting investment, job openings and the private sector development will 

continue to be developed.  Specific actions will focus on the following areas: 

 Encouragement of development of small and medium-sized enterprises and entrepreneurship will 

be continued through implementation of the Strategy for supporting development of small and medium-

sized enterprises, competitiveness and entrepreneurship for the period from 2015 to 2020. Through the 

program “Decade of Entrepreneurship” in 2017 entrepreneurs have at their disposal more than 30 program, 

through the financial support to the total amount of RSD 18 billion, as well as through non-financial support, 

including various educational programs, trainings, seminars, and the set of legal activities aimed at the 

development of entrepreneurship and the creation of better economic environment. In the next period, 

special attention will be paid to improvement of the access to financial resources and funds for micro, small 

and medium enterprises and entrepreneurs (herein after: MSMEE) through the set of measures which 

includes improvement of quality of the banking system offer for cEE, development of new financial 

instruments, as well as improvement of capabilities of MSMEE for access to various funding sources; 

 The framework for further harmonization and implementation of technical legislation will be 

improved by enacting the Law on Technical Requirements for Products, which will contribute to more 

efficient application of technical regulations and standards, reduction of obstacles in trade, strengthening of 

competitiveness of domestic economy and the increase of export;; 

 The implementation of the National Program for countering shadow economy will continue, and 

years 2017 and 2018 are pronounced as the “Years of fight against shadow economy”. The Action Plan for 

Implementation of the National Program for countering shadow economy for 2017 with projections for 

2018 was adopted, aiming at more efficient supervision over the shadow economy flows, promotion of the 
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fiscal system functioning, reduction of administrative burden both for economy and the citizens, raising the 

awareness of citizens and economy about the importance of countering shadow economy and the 

motivation for following the rules and regulations. In 2018, along with special objectives, a special objective 

will be defined, relating to the strengthening of Tax Administration, as the key institution in the fight against 

shadow economy;  

 In the following period a thorough audit of the industrial policy will be conducted. In accordance 

with the structural reform no. 7 from the Program of Economic Reforms for the period 2017-2019, “Raising 

of competitiveness in processing industry”, focused and better coordinated policies of development of 

industry sector will be prepared. During 2016, within the World Bank “Competitiveness and Employment“, 

the Ministry of Economy started preparatory activities in the area of development of the sector approach 

within the future industrial policy.  A thorough analysis of the real sector characteristics and the value chain 

for four chosen priority sectors with recommendation of measures translated into the action document, 

including the recommendations for strengthening the value chain, will be completed by the end of 2017. 

Besides that, the analysis of value chain with recommendations for the rest of the sectors of processing 

industry is in progress; 

 By the end of the year, a Draft Law on Reimbursement will be taken up on a public debate, which 

will replace the existing laws and the bylaws, and regulate the reimbursement on all levels of the state, in 

order to provide for greater predictability and transparency. Adopting this law was planned in the first part 

of 2018; 

 Improvement of efficiency in the management of bankruptcy proceedings  will be continued, and 

the adoption of amendments to the Bankruptcy Law is in the parliamentary procedure; 

 Public debate on the Draft Law on Amendments to the Company Law is in progress. The adoption 

of this law is aimed at harmonization with EU acquis communautaire, improvement of the business 

economy and disburdening business organizations from unnecessary bureaucratic and administrative 

procedures; 

 In order to improve the efficiency of public enterprises and creating a strong framework for 

supervision of their business performance, the preparation of bylaws of the Law on Public Enterprises is in 

progress. The work on the implementation process of corporate management in public enterprises will 

continue, with the aim to provide for impartiality, transparency and responsibility in corporate behavior; 

 The improvement of the electronic functioning of public administration will continue through 

digitalization of public services and public administration. In August, 2017, the Office of Information 

Technology and Electronic Administration was formed, which, in the following period, will be focused on 

the development of various projects of e-administration, with the aim of creating modern, integral, efficient 

and universally accessible public administration. The work on creation of unique public register of 

administrative procedures, electronic documentation and electronic archiving will continue, in order to 

provide timely planning of costs for providing certain services by public administration to economic entities 

and citizens. Also, the work on implementation of electronic payment of fees and charges and electronic 

signature will be continued, as well as the elimination of the stamp will continue, and the attention will be 

paid to improvement of digital safety, which are prerequisites for the full implementation of electronic 

administration. Public debate on the Law on Electronic Administration is also in progress; 

 In the next period the work will be done on opening data in possession of public institutions, thus 

achieving the creation of the database suitable for downloading via Internet, in a public and transparent 

way; 

 The new Law on Alternative Investment Funds is being prepared, with the aim of enabling the 

access to alternative non-banking funding resources to the sector of MSMEE; 

 The Draft Law on Social Protection which will replace the existing regulation is being prepared, with 

the aim of improvement of efficiency and better targeting of financial aid. 
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Structural Reforms that Improve Education and Labour Market  

Reform processes focused on the secondary vocational education are carried out with the aim of 

improving the educational system that will match the demands of modern labour market. Since technique 

and technology in today`s society advance rapidly, and the educational system has difficulties in adapting to 

technological changes, in November 2017 the Law on Dual Education was adopted, with the aim of training 

young people for faster entering to labour market and increasing the entrepreneurship among young 

people, by regulating the process of studying through work.  Connecting schools with companies will 

provide for the fact that the work for students will not just represent the series of manual professional tasks, 

but rather make them familiar with programming, designing and managing the modern business processes. 

The focus on the educational system reform in the following period will be on strengthening the capacity of 

vocational schools and companies for implementation of dual education and studying through work, 

reducing the rate of early leaving school in the area of secondary vocational education, quicker transfer from 

school to work and reducing the unemployment rate among young people, as well as increasing the 

attractiveness of vocational education and studying through work as the career path for young people.  

In October 2017, the Law on Higher Education was adopted, which provides the formation of the 

Council of Employers in every higher education institution, in order to establish a relation between higher 

education and economy. This legal solution gives the opportunity to teachers, researchers and students to 

establish spin-off and start-up companies, as well as the possibility of hiring economic experts in the 

teaching process, thus laying the foundation to higher quality education. 

For the purpose of better connection between educational system and real needs of market labour, 

further improvement of existing legal solutions is required. In order to establish unique and integrated 

national framework of qualifications which includes all levels and types of qualifications, regardless of the 

way those qualifications are acquired and independently on the life age they are acquired, a Draft Law on 

National Framework of Qualifications of the Republic of Serbia (hereinafter, abbreviation in Serbian: NOKS) 

is prepared. NOKS represents an instrument which governs the area of qualifications and connection with 

labour market, and is the basis for application of concepts of lifelong studying, at the same time affecting the 

improvement of educational system of the Republic of Serbia, as well as the development of an individual. 

Improvement of efficiency and effectiveness of the measures of the Employment Action Plan 

(hereinafter: NEAP) based on the analysis of the labour market needs and the position of certain categories 

of unemployed persons, as well as the effect of implemented NEAP measures, is supposed to contribute to 

timely, adequate and quality integration or reintegration of unemployed persons into the world of labour. 

Development of the early profiling of unemployed persons system, as the integral part of National 

Employment Service (through promotion of methods and techniques of counselling work and assessment 

of employability), and including of excess employees and long-term unemployed persons in the NEAP 

measures through the youth services, contributes to raising the employability and employment, that is, more 

competitive appearance in the labour market. NEAP measures are implemented in accordance with the 

annual National Employment Action Plan, as one of the basic instruments of operationalization of strategic 

objectives determined by the National Employment Strategy for the period 2011-2020. This reform 

complies with the objectives defined in the Employment and Social Reform Program. 

In accordance with the overall aim of the employment policy until 2020, determined by the National 

Employment Strategy for the period 2011-2020, the implementation of activities for the purpose of 

establishing an efficient, stable and sustainable employment growth trend will continue until 2020. In this 

regard, the improvement of existing legal framework of employment policy in the following period is 

planned, as well as better implementation of existing and introduction of new measures of the active 

employment policy, along with improvement of conditions in the labour market and the labour market 

institutions, encouraging employment and inclusion of disadvantaged persons in the labour market, support 

of regional and local employment policy, improvement of the labour force quality and investment into the 

human capital. Also, the efforts aimed at creating new job openings will be intensified, with a special focus 

on the production sector, information technology sector, small and medium enterprises, encouraging new 
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entrepreneurs and improvement of access to finances. As a part of the initiative for creating new job 

openings, the improvement and extending the range of active employment measures will continue, 

according to the situation on the labour market and the results of the analysis of realized measures effects, 

with special focus on the young people and long-term unemployed persons. 

The program which supports innovations and technological development 

 With the aim of providing continuous development of innovation and start-up ecosystem, and 

development of innovation and technological infrastructure that will enable creation of new job openings 

in high-technology sector, in August, 2017, the Government formed the Council for Innovative 

Entrepreneurship and Information Technology. Thus the Government will make additional efforts to 

increase the participation of information technology sector in economy, through implementation of 

informative technology and computing in elementary schools, increasing the enrolment quotas for technical 

and technological faculties, support in prequalification into ICT jobs and other measures. Since the 

Government recognized the area of innovations, digitalization and development of information technologies 

as the priority, Minister without portfolio in charge of innovations and technological development will 

contribute to achieving greater investments in innovations, as well as keeping young scientists and 

innovators in the country and the return of those who have already left the country.  

The implementation of the Strategy of Scientific and Technological Development of the Republic of 

Serbia for the period 2016 - 2020 - „Research for Innovations“, aimed at establishment of effective national 

research system integrated in European Research Area, which through innovations contributes to economic 

growth, social and cultural improvement, raising the standard of citizens and the quality of life. The Draft 

Action Plan on Implementation of the Strategy was prepared. 

Along with the support provided for innovation projects and technological development projects in 

scientific and research organizations and in the private sector, this reform includes establishing the system 

for technology transfer, implementation of joint projects of public scientific and research organizations and 

private companies, as well as financing of innovation projects in the private sector through the Innovation 

Fund Activity. Through the project for improvement of competitiveness and employment the credit was 

arranged between the Republic of Serbia and the International Bank for Reconstruction and Development 

in the amount of USD 100 million for financing the project, which will be implemented until 30 June, 2019. 

The Program will be implemented by the Innovation Fund Activity through the Program of Early 

Development and the Co-financing Innovations Program. The objective of the Program of Early Development 

is to encourage creation of innovative enterprises based on knowledge, through establishment of start-up 

and/or spin-off companies in the private sector, by providing financing for the development of innovative 

technologies, products and services with market application which possess huge potential for 

commercialization. The aim of the Co-financing Innovations Program is encouragement of research and 

development commercialization, as well as further development of existing innovative companies based on 

knowledge, encouraging the establishment of cooperation with international partners and the increase in 

the number of technological companies and their preparation for additional investments.  

An independent international evaluation of public research and development institutes in the 

Republic of Serbia in the following period, in order to improve their efficiency and the capacities for 

cooperation with the private sector through technological projects.  

The Draft Law on Broadband Communication is being prepared, which will be in compliance with 

The Directive 2014/61/EU on measures for costs reduction of setting up high-speed electronic 

communication networks. Structural reform includes the consolidation of the broadband network owned 

by the public sector, connection of public institutions to the national network, as well as the construction of 

broadband communication infrastructure with access network in boroughs. The construction of 

infrastructure of broadband access in all regions of the Republic of Serbia will create the conditions for 

reduction of economic gap, i.e. conditions for balanced regional development, GDP growth, employment and 
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productivity growth, as well as for the implementation of cross-sectorial synergies which reduces the need 

for construction works of electronic communication network installation. 

Reforms in the area of construction 

The reform in the area of construction and issuance of construction documents started with the 

Law on Amendments to the Law on Planning and Construction, which entered into force on 17 December, 

2014, resulting in creation of legislative framework for reforms in the area of construction permits. Joint 

group for improvement of the position of the Republic of Serbia on the ranking list of the World Bank on 

business conditions - Doing business (hereinafter: Joint group) was established on 20 December, 2014, with 

the aim to define concrete measures for improvement of business environment in the Republic of Serbia. 

The rating of the Republic of Serbia on the ranking list Doing business 2018 represents the best position 

since 2007, when our country appeared on that list for the first time. From 2007 to 2014, the Republic of 

Serbia used to move up on the list, and then next year it used to drop down the list. During the last three 

years, that is, since establishment of Joint group and the Report for 2015, the Republic of Serbia records 

continuous growth. Actually, a cumulative progress of even 48 positions was recorded. In the area of 

construction permits issuance, the Republic of Serbia entered into the first ten countries in the world, which 

is at the same time the best result and the biggest improvement that we achieved in this year report (a jump 

from the 36th to 10th place on the list). Since 2015, in the area of construction permitting, we skipped as 

much as 176 countries and moved from the bottom of the list to the very top.  

Тable 31. Time of Construction Permit Issuance after the reform 

Procedure 
Average issuance time expressed 

in working days 

  

Location conditions 16 

Construction permits 6 

Solutions from the Article 145 6 

Use permit 8 

The source: Ministry of Construction, Transport and Infrastructure 

Before implementation of measures and introduction of electronic system CEOP, it took 264 days 

for construction permit issuance. According to the data of SORS in the current period in 2017, 15.333 

construction permits were issued, which is more when compared with the entire 2016, when 12.444 

construction permits were issued. At the same time, according to the CEOP system data, in 2016 there were 

16.216 active construction sites, whereas in the current period in 2017 there are 20.344 of those. Further 

increase of this number is expected by the end of 2017. Having regard to all those data, as well as huge 

infrastructural projects which are currently being realized (finishing works on Corridor 10, Corridor 11, and 

reconstruction of railway infrastructure), and the fact that the fourth quarter of 2017 has not been finished 

yet, we can expect a larger share of construction in GDP in 2017.  

A larger number of issued construction permits is expected in the following years also, as well as 

completion of construction works on Corridor 10, Corridor 11, Belgrade - Budapest railway modernization 

and other significant infrastructural projects, which will result in more significant share of construction in 

GDP, and achievement of the objective of the Ministry of Construction, Transport and Infrastructure that the 

share of construction in GDP reaches 7% in the following period. 

Transport Infrastructure Improvement 

Investment in transport infrastructure by various transport modes and priorities are defined in the 

document Transport Master Plan up to 2027, which was prepared in cooperation with the EU. The main 

objective of the master plan for transport in Serbia is to contribute to the pursuit of a better and safer 

transport networks, which will attract investments in poorer areas, improve the quality of life in these areas 

and improve trade as well. Spatial Plan of the Republic of Serbia until 2020 defines the basis of the 
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organization, arrangement, use and protection of the area of the Republic of Serbia, with the purpose of 

adjustment of economic and social development with natural potentials. 

In order to develop the transport infrastructure, there will be a focus on development of logistic 

centres of regional and local character on the multimodal Corridors X and VII, in large regional economic 

hubs and their gravitational zones. At the same time, the works are almost finished on the highway E-80, 

(towards the border with Bulgaria - project East), whereas the works are continued on the highway E-75 

(towards the border with Macedonia - project South) and the bypass around Belgrade. The works are also 

in progress in the so-called Corridor 11, which is the highway E-763 Belgrade - South Adriatic. The spatial 

Plan was adopted and the Final Arrangement was made with European Investment bank on financing the 

first section of the highway Nis  - Merdare - Pris tina (which would connect Corridor 10 with Adriatic through 

Drac ), and whose construction should begin in 2018. The conceptual design for fast road Novi Sad - Ruma 

(Frus ka gora corridor) was finalized and the preparation of detailed regulation plans is in progress, whereas 

the commencement of works is expected in the middle of 2018. The entire technical documentation for the 

Intermodal terminal and logistics centre "Batajnica" is completed, and the tender for its construction is 

planned by the end of 2017. The future terminal will allow reduction of the share of logistics costs in the 

product price, and products and goods to end customers will arrive in a faster, better and more economical 

way. Prerequisites for attracting investments and opening new jobs will also be created.  

The works on the railway Corridor 10, which include reconstruction and modernization of the 

railway are in progress. The reconstruction project of the Belgrade - Budapest railway is one of the key 

infrastructural projects in the following period. For the reconstruction and modernization of this railway 

the Loan Agreement was signed with Chinese Exim Bank in May 2017, to the amount of EUR 297.6 million. 

The works on modernization of Stara Pazova - Novi Sad railway are commenced. During 2016, 120 km of 

railways were reconstructed, and additional 223 km were planned for 2017. The progress is also visible in 

case of Ž ez elj bridge in Novi Sad, in case of modernization of the railway Nis  - Pres evo, Nis  - Dimitrovgrad, 

as well the reconstruction of railway Belgrade - Bar.  

Drafting of three laws in the area of railway is in progress: Draft Law on Railway, Draft Law on 

Security in Railway Transport and Draft Law on interoperability of railway systems, and the Draft Law on 

entries in cadastral registers.  

With the aim of supporting improvement of local and regional infrastructure, in 2018 the Ministry 

of Economy will realize the program „Let`s Build Together“. 

Energy Infrastructure Improvement 

In the Energy Development Strategy of the Republic of Serbia until 2025 with projections for 2030 

it was concluded that the development of electric power system is the crucial link in the development of the 

entire energy system in the Republic of Serbia and the situation of production capacities and electric power 

systems as well. At the same time, energy policy is aimed at strengthening regional cooperation in the area 

of energetics, as well as at regional projects which provide energy stability. In that context, in order to 

provide for uninterrupted gas supply, two projects were ranked as the main priorities - interconnection 

Greece - Bulgaria and interconnection Bulgaria - the Republic of Serbia. It is of the utmost importance to 

implement these projects at accelerated pace, along with the projects South Gas Corridor and LNG terminals. 

In October 2017 the Regulation on determination of the program for Implementing of the Energy 

Development Strategy of the Republic of Serbia until 2025, with projections for 2030 (hereinafter POS), for 

the period from 2017 to 2023, which defines in details measures, projects and activities which must be 

implemented for the period from 2017 to 2023 for all areas of energetics: electricity, heat energy, renewable 

energy sources, coal, oil, natural gas and energy efficiency. Besides that, a special chapter of this Regulation 

is connected to implementation of the EU Regulation 347/2014 on guidelines for trans-European energy 

infrastructure, and refers to the method of defining strategic energy projects and necessary activities in 

relation to deciding on whether  a project is considered as the strategic one, as well as on the basic liabilities 



  FISCAL STRATEGY FOR 2018 WITH PROJECTIONS FOR 2019 AND 2020 

    

97 
 

of the Government, its Ministries and the Energetic Efficiency Agency of the Republic of Serbia, about 

strategic energy projects.  The integral part of mentioned Regulation is determination of project priorities, 

carried out by using a special Methodology for selection and prioritization of infrastructural projects 

adopted by the Government. Based on valorised strategic relevance of every project, the proposal of 

amendment to the unique list of priority infrastructural projects in the area of energetics was made - 

documents that Government adopted and whose revision is expected in 2018.  In this regard, the evaluation 

system and evaluation parameters were redefined, as well as the weighting factor of certain evaluations, in 

order to consider adequately the impact of the project on realization of the objectives defined in the Energy 

Development Strategy of the Republic of Serbia until 2025 with projections until 2030. The special ranking 

list of the projects defined within POS is formed, which indicates their valorised impact on realization of the 

objectives.   

With a view to increasing security of supply and the establishment of conditions for reliable, safe 

operation and sustainable development of the energy sector in general, and in accordance with the Law on 

Commodity Reserves and international obligations, and set out criteria for opening negotiations on Chapter 

15 – Energy, construction of new storage capacities in public ownership is planned for storage of the 

minimum reserves of oil and oil derivatives. Also, the procurement of option contracts was planned 

(financial derives) - the right to buy crude oil and oil derives, as well as the supply of necessary amounts of 

oil and oil derives, in order to fulfilment of undertaken international obligations. 

In the area of trans-European energy networks, the Republic of Serbia continues to support 

realization of projects of South East Europe Gas Ring. The Memorandum of Understanding for construction 

of a gas interconnector Niš - Dimitrovgrad, between the Republic of Serbia and Bulgaria, in the length of 108 

km was signed. The construction of this interconnector provides diversification of lines and sources of 

supply, along with improvement of safety of supply of the Republic of Serbia, Bulgaria and entire region, 

significantly disburdening the north part of gas pipeline system. In addition to improvement of safety of 

supply of Serbian market with natural gas and further development of distribution network through the 

Republic of Serbia, this project also enables integration of existing and future natural gas storage capacities 

into a unique energy system, which is the meaning of the establishment of integrated regional market and 

provisions of the Contract on Energy Community. The construction of electricity interconnection between 

Romania and the Republic of Serbia, within Trans-Balkan Corridor Electricity Transfer Corridor is at the 

final stage. 

The construction of the power line and upgrading of transformer substations within the Trans-

Balkan Corridor include a set of projects for restoration of outdated infrastructure for electricity transfer, 

increasing cross-border transfer capacities, as well as raising the level of safety of power supply of 

consumers in the Republic of Serbia. Overall length of 400kV of power line planned to be constructed in the 

first phase of the Trans-Balkan Corridor project in the following ten-year scheduled period is about 320 km. 

This structural reform includes following infrastructural facilities (sections for electricity transfer): Section 

1 Double Interconnected Power Line 2 x 400 kV Pančevo - Rešica, between Serbia and Romania; Section 2 

Power Line 400 kV TС Kragujevac 2 – TС Kraljevo 3, with raising of voltage level in TC Kraljevo 3 to 400 kV, 

which implies construction of 400 kV facility in TC Kraljevo 3; Section 3 Raising of voltage level of 

transmission network in west Serbia to voltage level of 400 kV between TC Obrenovac and TC Bajina Bašta, 

which means : a new double 2x400 kV power line TC Obrenovac - TC Bajina Bašta, the reconstruction of the 

existing TC Obrenovac and TC Bajina Bašta,  as well as potential voltage level raising to 400 kV in TC Valjevo 

3, and Section 4 Double Interconnected Power Line 2x400 kV Bajina Bašta (the Republic of Serbia) - 

Višegrad (Bosnia and Herzegovina) - Pljevlja (Montenegro). Strategic and legal framework which supports 

the construction of the Corridor includes the Public Interest Law and special expropriation procedures and 

obtaining of documentation for realization of the construction of 400 kV voltage level electricity transfer 

system Trans-Balkan Corridor - first phase and the Energy Development Strategy of the Republic of Serbia 

until 2025 with projections until 2030. 
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In order for PE EPS to meet increased needs for electricity, the reconstruction of blocks A, B1 and 

B2 in Thermal Power Plant Kostolac was finished, and the construction of the block B3 commenced, which 

will represent a replacement of production capacity instead of former blocks TEKO A1 and A“, with the aim 

of providing safety in electricity and thermal energy supply.  

Development of Agricultural Sector 

The Agriculture Sector is characterized by technical and technological obsolescence, as well as 

unfavourable farm structure (the largest number of farms is small or medium sized), which can be a limiting 

factor of development, taking into account the favourable conditions for development of agriculture in the 

Republic of Serbia.  Through liberalization of agricultural sector, the state lost influence on the size of the 

farms. Accordingly, in the following period, the state will try to use the measures in order to influence the 

reduction in price of production input and to encourage association of small and medium farmers, thus 

helping small farms, which will eventually increase their competitiveness on the market. At the same time, 

project activities and programs financed by donors will affect the organization of agricultural producers, 

promotion of export and the training for farmers.  

In the previous period, some of the activities provided within those programs and projects were 

realized. In July 2017, the Agricultural Club was founded in Belgrade, which will be the place of organized 

gathering, exchange of experience and establishment of cooperation between agricultural producers, 

associations, processors, investors and other factors in agricultural chain. This one, but also the other clubs 

that will be opened in the Republic of Serbia, will be the place where the producers, associations and experts 

from the area of agriculture will gather in order to exchange experience and modern knowledge. This will 

encourage agricultural production and export of agricultural and food products, thus contributing to greater 

GDP growth. In the following period, United Nations Development Program will be implemented, aimed at 

the support to the development of export capacities of agribusiness companies, and the newly-established 

electronic system of hiring seasonal workers i agriculture will continue to develop, which will lead to better 

work planning, reducing of undeclared work and greater productivity in agriculture. 

Establishment of institutional framework for realization of IPARD program 2015-2020, National 

Agricultural Program 2016 - 2020 and National Rural Development Program 2016 - 2020 will contribute to 

improvement of competitiveness in agricultural production. These programs define the measures for 

improvement of competitiveness of agricultural farms in the medium-term level. IPARD program defines 

priority sectors in which the highest level of competitiveness on domestic and foreign market may be 

achieved (sectors: milk, meat, fruit and vegetables, arable crops). National programs and IPARD program 

are complementary, since IPARD measures are intended for economically stronger farms, whereas national 

measures are focused on small agricultural producers, which was not the case so far (national measures 

were used by all registered agricultural farms). Implementation of the reform is defined by the Law on 

Incentives in Agriculture and Rural Development through the measures of rural development, whereas the 

plan of their harmonization with the Common Agricultural Policy is contained in the Action Plan for 

harmonization with EU acquis communautaire, whose adoption is expected. 

The Law on Amendments to the Law on Agricultural Land adopted in August 2017 will enable 

improvement of agriculture through the growth of investments in agricultural land owned by the Republic 

of Serbia: regulation of long-term lease in a way that ensures the needs of independent leaseholders 

interested in land cultivation; removing defects and limitations that disable overall efficiency of managing 

agricultural land; more economical and more rational use of agricultural land; defining the right to 

preferential lease; sale of agricultural land owned by the state to natural persons, domestic citizens; 

implementation of advanced search of data on agricultural land; setting the time limits and sanctions for 

failure to adopt annual program for protection, arrangement and use  of agricultural land, advertisements 

and public calls; defining the pecuniary sanctions for illegal use of the land; introducing the possibility of 

free use of the land; introducing the obligation to keep field records  and establishing the crop rotation; 

introducing the possibility of free use of agricultural land which has not been leased.  
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 Package of Measures for Enhancement of Tourism Revenue 

Within the services sector, the priority will be to stimulate tourism through investments in 

infrastructure and superstructure in tourist destinations, in the projects of promotion, education and 

training in tourism, improving tourist traffic of domestic tourists and attracting the organized groups of 

foreign tourists. Implementation of these measures is supported through allocation of credit funds for 

encouraging the tourist offer quality, allocation of subsidies and grants intended for tourism development 

projects, by allocation of vouchers for subsidized use of accommodation services in domestic tourism, as 

well as other activities planned within the incentive defined by the Law on Tourism. The privatization of 

spas and special hospitals is to be carried out in the following period, resulting in positive impulse of growth 

and development of this segment of tourism. The implementation of the Tourism Development Strategy for 

the period 2016 - 2025 will continue. The project of encouragement of domestic tourism development gave 

positive results in 2015 and 2016, and was continued in this year as well.  

Financial Stability 

In the previous period, significant results have been achieved in the segment of strengthening and 

preservation of banking system stability, as well as financial system in general, with continuous 

improvement of legal framework in compliance with international standards and the EU regulations.  

It is recognized that for the purpose of strengthening the banking system resistance to possible 

shocks, along with simultaneous improvement of financial intermediation, further reduction of problematic 

credits and improvement of accounting reporting and reserving standards, was of a great importance. Also, 

a special attention needs to be paid to strengthening of supervision, improvement of regulatory framework 

in compliance with EU standards, as well as the implementation of the strategy for state-owned banks.  

Implementation of the Strategy for solving problematic credits and action plans of the Government 

and the NBS essentially defined sharp drop of problematic credits in banks. The share of problematic credits 

in total bank credits at the end of the third quarter in 2017 dropped to the level of 12.2%, which is for 7.3 

p.p. lower on mg. level and even 11 p.p. lower when compared to the beginning of implementation of the 

Strategy, representing the lowest level of problematic credits in the last nine years.  

The Action Plan of the NBS for implementation of the Strategy was completely realized, and the 

predicted activities from the Action Plan of the Government are being successfully realized. Business banks 

capacities for solving problematic credits were strengthened, and significant improvement was achieved in 

the area of application of accounting standards, banks operation transparency, restructuring claims practice 

and development of the problematic credits market. In December 2016, the Real Estate Appraisers Act was 

adopted, and in the middle of 2017, by amending the bylaws. The access to database on real estate appraisals 

of mortgaged properties was enabled not only to banks, but also to appraisers, thus supporting adequate 

estimate of real estate value used as credit security, and contributing to reduction of risks of emergence of 

new problematic credits. NBS continued to implement additional regulatory and supervision activities for 

the purpose of further reducing of problematic credits level. To this end, in 2017 the Decision on accounting 

writing off balance sheet bank assets was made, aimed at encouraging banks to continue with activities on 

solving problematic credits through introduction of obligatory transfer of the worst part of problematic 

credits to non-balance sheet records.  In the following period, the amendments to the Legal Entity Profit Tax 

Law and Individual Income Tax Law will be adopted, for the purpose of closer definition of tax treatment of 

credit write offs. As the result of implemented activities, it is reasonable to expect further reduction of 

problematic credits in the following period. 

Special attention was paid to reserving policy, supervision strengthening and improvement of 

regulatory framework in compliance with EU standards. The application of Basel III standards which 

strengthen the resistance of banking sector by improving the quality of capital through introduction of 

capital buffer, better monitoring and control of exposure of a bank to a liquidity risk, further strengthening 
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of market discipline and bank operation transparency, started from 30 June 2017. From that day, minimum 

demands for capital were reduced from 12.0% to 8.0%, and new capital buffers were introduced, in 

compliance with the EU Directive on capital demands for credit institutions. In June 2017, the Executive 

Board of the NBS adopted decisions which determine the rates of capital buffer: 1) Decision on the rate of 

countercyclical capital buffer for the Republic of Serbia; 2) Decision on the rate and method of maintaining 

of the capital buffer for structural system risk; 3) Decision on determination of systemically important bank 

list in the Republic of Serbia, as well as the rate of capital buffer for those banks. Adoption of mentioned 

regulations complies with strategic orientation of NBS to continuously improve legal framework in 

compliance with international standards and the EU Regulation in a way that it enables preservation and 

strengthening of banking system stability and financial system in general, while respecting particularities 

of domestic regulations and market.  

Active implementation of perennial action plans for strengthening the NBS supervision over the 

insurance and banking sector is in progress, which will provide additional insight to the NBS into financial 

sector readiness to face with sudden shocks. Expressed average indicator of capital adequacy of 22.5, which 

significantly exceeds the regulatory minimum definitely is the confirmation of further increase in banking 

sector resistance. 

Considering the importance of changes in business operation and financial reporting of the banks, 

demanded by the application of IFRS 939, NBS cooperates with banks and foreign auditors in order to 

monitor preparation of banks for implementation of this standard starting from the beginning of 2018, and 

recently, the set of bylaws has been adopted enabling the implementation of that standard in banks.  

The reforms of state financial institutions are progressing, under the increased supervision. In the 

beginning of August 2017, the Government updated already adopted Strategy for State-owned Banks. 

Governing Board of Pos tanska S tedionica Bank adopted the report issued by the independent consultant, 

which supports the implementation of new strategy, with special reference to reorientation of bank 

operation towards new target group (citizens and MSMEE), internal organization, and improvement of IKT 

infrastructure and creation of medium-term business plan. The decision on privatization of capital of Dunav 

Insurance Company, as well as the decision on commencement of privatization of Komercijalna Bank will be 

adopted by the end of the year. 

In order to preserve achieved financial stability, NBS and the Government will continue to 

implement the Dinarisation Strategy. This Strategy is based on activities that can be merged into three 

mutually connected columns: 1) maintaining of overall macroeconomic stability, which at the same time 

represents the key column of this Strategy, and where the major results contributing to dinarisation were 

recorded; 2) creation of favourable conditions for dinar instruments market development and 3) further 

promotion of protective instruments from existing foreign currency risks in a non-banking sector. The 

results of Dinarisation Strategy are already visible, both on the side of household credits and on the side of 

deposit dinarisation which records the growth trend, which is the result of low inflation, relatively stable 

foreign currency exchange rate and significantly lower interest rates to dinar credits in comparison to the 

period of four years ago. 

 

2. Structural Reforms of the Public Sector 
 

Fiscal consolidation measures, supported by a precautionary agreement with the IMF, 

whose eighth revision was finished while this document was being written, and which is near the 

end of its three-year plan, were successfully implemented, resulting in restoring public finances to 

a solid basis, through realized structural adjustment of 6% in the three-year period, as well as 

                                                           
39 International Financial Reporting Standards 
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placing the public debt on a downward path. Results of fiscal consolidation - reduction of deficit and 

debt, were achieved one year before the deadline determined in the agreement with the IMF. 

The Republic of Serbia expects to continue the process of structural reforms along with 

maintenance of stable public finances in the next medium term. Those reforms are aimed at providing more 

efficient, more functional and more economical public administration as the citizens` service, to improve 

performance of state-owned companies, to redefine the role of the state and the volume of impacts in certain 

segments, as well as to reduce fiscal risks which potentially destabilize public finances in the previous 

period. 

Most important structural reforms predicted in the following medium term period refer to: 

1. Continuation of reforms in the area of employment, staff management and the wage 

system in the government sector. The aim of fiscal policy in medium term is reduction of the expenditures 

for employees to sustainable level. Budget System Law defines the wage bill level without contributions 

paid by employers to 7% of GDP, which must be reviewed and adjusted in order to provide maximum quality 

of services provided, with sustainable level of expenditures needed for that. An average wage level of 

general government in the EU is about 10%, and in case of the Republic of Serbia the share of wages of 9.5% 

of GDP will be considered adequate, whereas the projection for 2017 is 9.8% of GDP, i.e. 8.3% of GDP, 

without contributions paid by employers. In accordance with the fiscal framework presented in this 

document, a desired level will be achieved in 2020. Successful measures of fiscal consolidation created 

enough fiscal space for increase of wages in the government sector in the next year. Functional analysis 

carried out by the World Bank identified surpluses less than initially assumed, which reduced the need for 

drastic cuts in the number of employees. Instead of linear redundancies which often impairs the quality of 

services provided, a thorough analysis is conducted for each sector of public administration, in order for the 

process of rationalization to provide retaining of the structure in terms of staff quality. Based on data 

obtained at the end of September 2017, number of employees in the public sector in comparison with the 

end of 2014 dropped for about 28.500, which complies with the newest revision of the arrangement with 

the IMF. After the short-term measure, reduction of nominal wage amount in the government sector, which 

was necessary at the beginning of fiscal consolidation, in the next medium term period the accent is on 

structural measures, which would, through rationalization of the number of employees on one side, and 

establishing new wage system in government sector on the other, contribute to movement of wage bill to 

sustainable level.  

Over the past few years numerous laws and bylaws were adopted in order to determine the precise 

scope and number, and to enable the analysis of employees in the public sector. Law on the Register of 

Persons Employed, Elected, Nominated, Appointed and Persons Engaged in Public Funds, which was 

adopted at the end of July 2015, created a legal basis for the precise determination of the number of 

employees in the broader public sector to whom the law applies (in addition to the government sector40, 

the law applies to public companies, NBS, public agencies and companies in majority state ownership). The 

Law on the Method of Determination of maximum number of employees in the public sector, adopted in July 

2015 established the legal basis for determination of maximum annual number of employees in the period 

from 2015 to 2018, for every individual institution. In order to support further efforts to this regard, in June 

2017 the Decision on maximum number of permanently employed persons in the state authorities, public 

services system, autonomous province system and local self-government system was adopted, which 

determines in detail the number of permanently employed persons in the given systems of the public 

sector41. Since January 2016, for organizational forms to which the Law on the Method of Determination of 

maximum number of employees in the public sector applies, contract renewal for permanently employed 

persons, due to increased workload, for persons  engaged under the service contract, temporary service 

contract, concluded directly through youth or student association and for persons engaged on other 

                                                           
40 Direct and indirect budget beneficiaries at all levels of authority and organizations of compulsory social insurance. 
41 Except for professional members of the Army, whose number is determined by the Long-term Plan on Defence System Development 
and the members of Ministry of Internal Affairs whose number is determined by special Government Decision for each calendar year. 
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grounds,  is allowed only if it complies with limitations defined by the Law, and if the number of persons 

employed in this way makes 10% of the number of permanently employed persons, or in other exceptional 

cases predicted by the Law. The prohibition of the employment in the public sector will continue in 2018 as 

well, with exceptions considered by the Commission for approving the new employment and additional 

work engagement with public funds beneficiaries taking into consideration the maximum number of 

permanently employed persons with organizational forms, budget funds, as well as the need for qualified 

stuff of particular organizational form. 

Law on Salary system for Public Sector Employees, which establishes key principles of new system 

and defines the deadlines for gradual implementation, was adopted in February 2016. This system law 

creates the legal basis for standardization of the base, reducing the number of coefficients and their 

simplification, strengthening the budget control and wage bill maneuverability and increase in system 

transparency, and all that ultimately should result in equal salary for equal work, regardless of the public 

sector segment where an employee is engaged. The Government adopted the Regulation on job position 

codebook in February 2016, in order to enable better analysis and comparability of wages of the employees 

in general government. The Regulation on job position catalogue in public services and other organizations 

in the public sector was adopted in July 2017. After adopting the Law on Amendments to the Law on Salary 

system for Public Sector Employees, that is, after adopting the Law on Employees in Public Services and the 

Law on the wages of officials and employees in autonomous province bodies and local self-government 

bodies, bylaws will be adopted which closely define this area (health care, education, social protection, 

culture, sport, tourism, local self-government). In 2018, the regulation will be adopted which will define 

coefficients in compliance with the new wage system in public sector. Adoption of laws and bylaws in this 

area, referring to other parts of public administration (including police and army) is expected during 2018. 

Ministry of Public Administration and Local Self-government started the activities referring to the 

improvement of the area of professional training in the public administration system. In October 2017, the 

Law on National Academy for professional training in public administration was enacted, which defines 

establishment of the National Academy for professional training in public administration and other issues 

of importance for its functioning and conducting professional training in public administration. Also, for the 

purpose of harmonization with this law, the Law on Amendments to the Civil Servants Act was enacted, 

which additionally improved elements of professional training of civil servants, as the starting point of 

further improvement of staff capacities, their knowledge, skills and abilities, which are supposed to 

contribute to overall growth of administration efficiency.  

Development of the electronic administration system aims at increasing of effectiveness, efficiency 

and cost-effectiveness of the public administration system, all in order to increase capacity of public 

services. Е-administration seeks to identify the needs of public administration customers in the best 

possible way, through systematic monitoring of the results of administrative procedures, as well as through 

the analysis of existing statistics in order to detect defects in existing procedures.   

2. For the purpose of reducing various forms of budgetary support to public and state-

owned enterprises, the reforms of the largest public and state-owned enterprises continues. 

Reducing budgetary support to these enterprises includes the following: а) restriction of direct and indirect 

subsidies, b) strictly limited issuance of securities for new credits and c) strengthening the responsibility 

and transparency in the operations of these enterprises. The reforms related to three major groups of public 

and state-owned enterprises are in progress:  

The first group of enterprises includes over 500 enterprises from the portfolio of the 

Privatization Agency, whose status will be settled either by bankruptcy or by privatization. By September 

2017 the bankruptcy was declared in over 275 enterprises, and more than 45 was privatized by the end of 

2014. About 26,000 employees from about 320 enterprises received severance pay. It is necessary to find 

the solution for another 120 enterprises with almost 50,000 employees.  
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From the second group of enterprises, which initially, according to the Government Decision 

consisted of 17 strategic companies from the portfolio of the Privatization Agency, the solution was 

found for 7 companies, where for the rest of them the solution is still needed, either through 

privatization tenders, or through bankruptcy, i.e. pre-pack reorganization plan (PRP). In case of PKB, 

a tender procedure will be initiated during the next year. A privatization advisor for metallurgical complex 

RTB Bor was appointed, and negotiations with potential investors are in progress, whereas the company 

continues to pay all current liabilities by itself. With support of the World Bank, the Action Plan for PE PEU 

“Resavica“ is being developed, including finding the solution for closing of economically unsustainable 

mines and the rationalization plan, which will reduce subsidies paid from the budget. HIP Petrohemija is in 

the process of reorganization in order to reduce fiscal risks and withdraw potential investors, whereas 

public call for privatization of this company was planned for the next year. The solution is being sought for 

other enterprises from the chemical complex - HIP Azotara and MSK Kikinda, for which there is an interest 

of potential strategic partners. At the same time, elimination of late payment of obligations towards PE 

“Srbijagas“, the major supplier of these companies with natural gas, which in this industry is used as raw 

material, is provided. “Galenika” a.d. was privatized - in November, the offer for purchase of 93.73% of 

shares given by “Elius” company from Luxembourg was accepted, for the amount of EUR 16 million, with 

the obligation to pay the debts to banks in the amount of EUR 25 million. Also, investor is obliged to pay 

severance in the amount of EUR 200 per year of service for all employees who volunteered for social 

program, to invest EUR 5.5 million and to keep the number of permanently employed persons above 900. 

Also, for certain number of state-owned companies, strategic partners or other models of 

privatization are being sought, whereas for some, such as “Airport Nikola Tesla”, concessionary partner is 

sought. 

The third group of enterprises includes large public and state-owned systems in the area of 

energy, rail transport and road infrastructure. The process of corporate and financial restructuring, 

aimed at the increase of efficiency and the reduction of state aid is implemented in the medium term for the 

following enterprises: PE EPS, “Serbian Railways” a.d., PE “Srbijagas” and PE “Roads of Serbia”: 

1) PE  “Electric Power Industry of Serbia”. In cooperation with experts from the World Bank, 

PE EPS adopted the optimization business plan for the period 2016-2019, which includes plan for 

rationalization of number of employees. By the end of 2016, 2,000 employees left the company, of which 

1,500 voluntarily, and 500 through natural outflow. The reduction of number of employees through natural 

outflow is planned for another 1,000 of employees by the end of this year. After the increase in electricity 

prices for final customers in total amount of 12% during August 2015, 4.5% of which referred to the 

increase in price per kilowatt hour, and 7.5% to excise, another increase in price of 3.8% occurred in 

October 2016, and additional 2% in October 2017, which will provide funds needed for investment 

maintenance. With the help of the World Bank and EBRD the possibilities are being considered for further 

improvement in running the company in terms of management, planning system and procurements. 

Transformation of the company into a joint-stock company was planned, as well as examining all other 

options for further development for the purpose of improvement company performance and providing 

professional management. 

2) PE “Srbijagas”. Since August 2015 the organizational structure of the enterprise has been 

changed. Special parts of the company have been established, dealing with transport and distribution of gas, 

a plan has been implemented which stipulates the sale of assets not used for performing the basic activity, 

whereas the permanent solution is being sought for enterprises which were the main debtors (HIP Azotara, 

HIP Petrohemija and MSK Kikinda), thus reducing the risk of accumulating the debts, and therefore the need 

for funds from state budget. Adoption of the Financial Restructuring Plan in March 2016, prepared with the 

help of the World Bank, and implementation of measures from November 2016, which improved the 

collection system, resulted in improvement of claims recovery. Adoption of new methodological framework, 

suggested by the World Bank, and based on economic and financial framework of costs and benefits, 
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including other relevant criteria will enable the evaluation of all future projects. These measures are aimed 

at improvement of the financial position of PE “Srbijagas”, putting the company on a sustainable path and 

eliminating the need for additional financial budgetary support. 

3) Railway Enterprises42. The implementation of the Financial Reorganization Plan, adopted 

in October 2015, in cooperation with the World Bank, EBRD and competent EU institutions is in progress. 

Based on the proposal of new organizational structure, in the process of consultation with the World Bank, 

the amended rationalization plan was adopted in June this year. After the conducted rationalization, at the 

end of 2014, number of employees was reduced for 3,146, and the new plan predicts additional reduction 

for another 2,344 employees by the end of this year. Also, in 2016 and 2017, there was the suspension of 

traffic on about 1,099.7 km of railway which are out of exploitation or are marked as unprofitable, which 

will significantly affect financial performance of the company. The companies resulting from reforming of 

the “Serbian Railways” a.d. are obliged to fully settle their liabilities for electricity towards PE EPS, which 

means there will not be the growth of arrears towards this public enterprise.  

4) PE “Roads of Serbia”. With the aim of providing adequate infrastructure maintenance, 

starting from 1 January 2017 the toll was increased for 10%. Further adjustment of tolls will be carried out 

in phases, and the evaluation of necessary amounts will be considered in cooperation with the World Bank. 

The plan which improved the contracting system in road maintenance was adopted, according to which for 

the first time these works will be assigned according to the tender procedure. The first such contract covers 

maintenance of 3,000 km of state roads in 2017, which is aimed at the realization of joint savings, along 

with providing the quality and meeting the construction deadlines. Various options are considered for the 

construction of new sections of highway E-763 (Corridor 11) and maintenance of existing sections, by 

issuance of concessions. Financial and corporate and restructuring plans will continue to develop in 

cooperation with the World Bank during 2017 and 2018. 

3. Improvement of public finances management is necessary not only as the support for 

fiscal consolidation measures and structural reforms, but also as a process which raises the quality of public 

administration and provides the ambience which is attractive and desirable for investors. Reform activities 

within different sub-systems of the public financial management (PFM) are included in the Program of 

Public Financial Management Reform 2016 - 2020 (the program PFMR).  The objective of the Program PFMR 

is to provide a comprehensive and integrated framework for the planning, coordination, implementation 

and monitoring progress in the implementation of sustainable activities so as to improve macroeconomic 

stability, ensure efficient and purposeful deployment and use of public resources for realization of the 

national priorities and improve the services provided by the government administration in the Republic of 

Serbia, while increasing transparency and the overall functionality of the public finance management and 

fulfilment of the necessary conditions for accession to European Union. In May 2017, the government 

adopted the Strategy for Development of Internal Financial Control in the Public Sector for the period 2017 

- 2020, whereas the Strategy for Fighting Irregularities and Frauds in EU Funding in the Republic of Serbia 

for the period 2017-2020 (Anti-Fraud Strategy) was adopted in October 2017. 

One of the particularly important areas of public financial management whose improvement is in 

progress is Public Investment Management. Inefficient implementation of planned public investments, 

for which the resources and funds are provided and which are economically justified, represents an obstacle 

in the improvement of competitiveness, i.e. raising infrastructural capacities and other positive effects of 

the realization of these projects. Majority of individual projects were implemented with a number of 

problems: from inappropriate project documentation, difficulties in land expropriation, insufficiently good 

control of contractors, which caused not only missing contracted deadlines, but also increasing the price of 

works, slow permit issuance etc. 

In order to improve public financial management, a regulatory framework which defines this area 

was adopted. In June this year, the Regulation on Contents, Method of Preparation and Evaluation, as well 

                                                           
42“Serbian Railways“ а.d, „Infrastructure of Serbian Railwaysˮ а.d, “Srbija Vozˮ а.d and “Srbija Kargo“ а.d. 
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as on Monitoring of Implementation and Reporting on Capital Projects Realization was adopted, in order to 

provide evaluation of all positive and negative effects of those projects, and to ensure effective and efficient 

public financial management. Finding the way for accelerating public investments and strengthening of 

framework for public investments management continues.  

The Program of Transformation of the Tax Administration for the period 2015–2020 was 

adopted in June 2015, with the aim of increasing revenue collection efficiency. The priorities in the further 

implementation of the Program are: strengthening the Tax Administration management, simplification of 

organizational structure in headquarters and in subsidiaries, i.e. branch offices, reduction of those activities 

that are not  crucial for TA operation, implementation of the modern approach to risk management, 

strengthening of management arrears in payment of liabilities, i.e. tax debt, including write-off procedures, 

information technology modernization and business processes, as well as improvement of coordination  

and exchange of information with other state authorities. By the end of 2017, the Government committed 

itself to adopt the Action Plan for Transformation Program, which will lead the reform in towards 

organizational separation of primary and secondary activities of Tax Administration. Tax forms and 

activities considered as primary as well as those considered as secondary will make the integral part of the 

Action Plan. The aim is to implement these reforms by mid-2019, and the Tax Administration to be 

reorganized until 2023, so that no more than 14 organizational units deal with primary activities. Also, 

amendments to the Law on Financial Support to Families with Children predict the increase of parental 

allowance, at the same time followed by abolishment of VAT refunds to baby accessories and equipment, 

which will significantly disburden TA officials and enable them to provide their services to citizens more 

efficiently and in a more qualified way. 

4. In the next three-year period the improvement of health care system in the Republic of 
Serbia will continue, through achievement of priority goals.  

 Improvement of laws and appropriate bylaws for the purpose of the planned reform of health care 
system in the Republic of Serbia - adoption of strategic document, the Health Care Development Plan 2018-
2022, which defines health care and health insurance policy i.e., by systemic laws, the Law on Health 
Protection and the Law on Health Insurance, as well as other laws from the area of health and adequate 
bylaws.  

 Improving the quality of providing health care due to sustainable health system through 
improvement of primary, secondary and tertiary health care and protection. Strengthening of primary 
health care and protection by improving the work in the field of prevention and early diagnosis and 
treatment of chronic, non-contagious diseases which in the greatest amount burden the health of the 
population in Serbia.  

 In accordance with the adopted strategic documents and systemic laws in the health sector, the 
reforms will continue ensuring increase in the health system efficiency, increasing the financial 
sustainability of the health care system, improving the health of the population and the quality of health 
care.  As the part of fiscal consolidation, optimization of structure of employees in the health system will be 
implemented, as well as improvement of the mechanisms for selecting priorities in procurement of new 
equipment and better control of expenditures for medical services. Thus, the efficiency of the health 
institutions will be increased, evaluation of their actual effects provided and quality of the health care 
increased. 

 Improving the financing of the health system through introduction of a system for establishing the 
National Health Accounts (NHA) - which provides reliable information on the financial resources allocated 
to health care and ways of their use.  For a better inspection of the flows of money in the health service 
(budget allocations for the health service, private health service, donations in the health service, etc.), the 
National Health Accounts will be created.  The National Health Accounts is an instrument for monitoring the 
flow of money through the health system of the country, increasing the efficiency of health services and 
equitable distribution of available resources in the health system of the Republic of Serbia. 

 Continuing the computerization of the health system - consists of connecting the health institutions 
into a single data system, which has started in 2015. 
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 Improvement of the staff base in the Health Institutions Network Plan for the purpose of reviewing 
staffing in accordance with the norms and standards. 

 Defining the role of the private sector in providing health services to the population. 
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Appendix 1 - Projection of the Basic Macroeconomic Indicators 
In percentages, unless  specified  differently 2017 2018 2019 2020 

GDP real growth rate 2.0 3.5 3.5 4.0 

GDP at constant market prices 
(in billion RSD) 

4,469.8 4,755.7 5,057.1 5,417.1 

Sources of growth: percentage changes at constant prices 

Private consumption 1.8 2.7 3.4 3.8 

Government consumption 1.4 2.2 1.9 2.7 

Fixed capital investments 4.3 5.1 4.1 5.3 

Changes in inventories as % of GDP 0.0 0.0 0.0 0.0 

Export of goods and services 10.0 8.8 8.4 7.9 

Import of goods and services 8.6 7.0 7.2 7.0 

Contribution to GDP growth     

Final domestic demand 2.4 3.4 3.7 4.4 

Investment consumption 0.8 1.0 0.9 1.1 

Private consumption 1.4 2.0 2.5 2.8 

Government consumption 0.3 0.4 0.3 0.5 

Change in inventories 0.0 0.0 0.0 0.0 

External trade balance of goods and services -0.4 0.1 -0.2 -0.4 

Growth of Gross Value Added 

Agriculture -9.9 9.0 1.0 0.0 

Industry 4.5 5.5 6.1 6.5 

Construction 2.0 4.9 6.2 6.6 

Services 2.4 2.4 2.9 3.6 

Contribution to GDP growth 

Agriculture -0.8 0.7 0.1 0.0 

Industry 0.9 1.2 1.3 1.4 

Construction 0.1 0.2 0.3 0.3 

Services 1.2 1.2 1.5 1.8 

Net taxes 0.5 0.3 0.4 0.4 

Prices     

GDP deflator 2.8 2.8 2.8 3.0 

Consumer prices (annual average) 3.1 2.7 2.8 3.0 

External sector trends     

Export of goods (% of GDP)  39.0 40.3 42.1 42.9 

Import of goods (% of GDP) 48.8 49.6 51.1 52.0 

Trade balance (% of GDP) -9.8 -9.3 -9.1 -9.0 

Current account balance (% of GDP) -4.6 -4.2 -4.1 -3.9 

Fiscal indicators     
General government deficit (% of GDP) 0.7 -0.7 -0.5 -0.5 

General government revenues (% of GDP) 43.9 42.3 41.8 41.1 

General government expenditures (% of GDP) 43.2 43.0 42.3 41.6 

General government debt (% of GDP) 63.7 62.8 59.8 56.3 
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Appendix 2. Fiscal framework of the general government in 2018 

 

The table shows approximate amount of revenue and expenditures in 2018, which is largely based on statistical methodology of the public finance accounts than on the accounting methodology. Considering that there may come to 

changes in the amount and structure of certain categories, these amounts are not legally binding. 

*The budget is shown without indirect budget beneficiaries. 

 
General 

government 

Republic budget 

incl. project loans 

Local self-

government 

Cities and 

municipalities 
AP Vojvodina 

PE “Roads of 

Serbia” 
OOCO 

Pension 

Insurance 

Fund 

National 

Health 

Ins.Fund 

National 

Unemployment 

Service 

Military 

health fund 

SOVO 

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

Public revenues 2,014.9 1,125.3 252.7 233.8 18.9 24.0 612.9 421.8 24.6 24,6 2.4 

   Current revenues 1,999.2 1,111.1 251.7 232.8 18.9 24.0 612.4 421.8 164.2 24.1 2.4 

      Tax revenues 1,776.0 988.6 184.7 170.9 13.8 0.0 602.6 420.9 156,8 22.9 2.1 

      Personal income tax 169.8 56.8 113.1 107.6 5.5 0.0 0.0 0.0 0.0 0.0 0.0 

      Social contributions 602.6 0.0 0.0    602.2 420.9 156.8 22.9 2.1 

      Corporate income tax 96.3 88.0 8.3  8.3  0.0     

      VAT 503.4 503.4 0.0 0.0 0.0 0.0 0.0     

      Excises 286.3 286.3 0.0 0.0 0.0 0,0      

      Customs 42.9 42.9 0.0    0.0     

      Other tax revenues 74.6 11.3 63.3 63.3   0.0     

   Non-tax revenues 223.3 122.5 67.0 61.9 5.1 24.0 9.8 0.9 7.5 1.2 0.3 

 Donations 15.7 14.2 1.0 1.0   0.5   0.5  

Public expenditures 2,046.9 847.3 329.2 278.6 50.6 38.6 831.7 559.2 245.5 21.8 5.1 

  Current expenditures 1,847.4 697.5 293.9 244.7 49.1 25.4 83.6 559.0 244.9 21.6 5.0 

     Expenditures for employees 394.5 214.6 75.7 46.9 28.8 1.3 102.9 3.0 98.3 1.6 0.0 

     Contributions paid by employers 72.0 39.8 13.7 8.0 5.7 0.2 18.3 0.5 17.4 0.3 0.0 

     Purchase of goods and services 330.6 91.8 90.7 89.0 1.7 23.3 124.8 2.1 119.2 0.9 2.7 

     Interest repayment 120.9 117.8 3.0 2.8 0.2 0.1 0.0     

     Subsidies 113.6 81.0 32.6 25.6 7.0  0.0     

     Social assistance and transfers 747.1 112.3 53.3 52.6 0.6 0.0 581.5 552.5 9.0 17.9 2.2 

             of which pensions 527.0 0.0 0.0    527.0 527.0    

    Other current expenditures 68.8 40.2 24.9 19.9 5.0 0.6 3.1 1.0 1.0 1.0 0.1 

  Capital expenditures 172.1 123.2 34.6 33.1 1.5 13.1 1.1 0.2 0.6 0.2 0.1 

  Net budget lending 6.3 5.6 0.7 0.7 0.0  0.0 0.0    

  Activated guarantees** 21.0 21.0          

Fiscal balance excl. transfers -32.0 278.0 -76.5 -44.8 -31.7 -14.6 -218.8 -137.4 -81.3 2.7 -2.8 

Transfers from other levels of government 368.9 0.0 78.3 47.2 31.0 6.6 284.1 192.2 84.8 4.2 2.8 

Republic Budget 306.4 0.0 78.3 47.2 31.0 6.6 221.6 185.8 31.1 4.2 0.5 

Cities and Municipalities 0.0 0.0 0.0    0.0     

AP Vojvodina 0.0 0.0 0.0    0.0     

Pension Insurance Fund 54.8 0.0 0.0    54.8  52.5  2.3 

National Health Insurance Fund 3.5 0.0 0.0    3.5 3.5    

National Unemployment Service 4.2 0.0 0.0    4.2 3.0 1.2   

Military Health Fund SOVO 0.0 0.0 0.0    0.0     

Other levels 0.0 0.0 0.0    0.0     

Transfers to other levels of government 368.9 306.4 0.0 0.0 0.0 0.0 62.4 54.8 3.5 4.2 0.0 

Republic Budget 0.0 0.0 0.0    0.0     

Cities and Municipalities 47.2 47.2 0.0    0.0     

AP Vojvodina 31.0 31.0 0.0    0.0     

Pension Insurance Fund 192.2 185.8 0.0    6.4  3.5 3.0  

National Health Insurance Fund 84.8 31.1 0.0    53.7 52.5  1.2  

National Unemployment Service 4.2 4.2 0.0    0.0     

Military Health Fund SOVO 2.8 0.5 0.0    2.3 2.3    

Other levels 6.6 6.6 0.0    0.0     

Net transfers to other levels of government 0.0 -306.4 78.3 47.2 31.0 6.6 221.6 137.4 81.3 0.1 2.8 

Fiscal Balance -32.0 -28.4 1.7 2.5 -0.7 -8.0 2.8 0.0 0.0 2.8 0.0 


