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I.  FRAMEWORK AND MAIN GOALS AND GUIDELINES OF THE ECONOMIC POLICY

1. Preserving Fiscal Stability and Supporting Growth

The Republic of Serbia is successfully completing the implementation of a three-year
fiscal consolidation programme through the Precautionary Stand-By Arrangement with the
International Monetary Fund (hereinafter: IMF). At the end of 2014, the government deficit
was 6.6% of the gross domestic product (hereinafter: GDP), while the government debt
amounted to 71.8% of GDP with a rising trend. We were faced with two paths, one leading
to total destabilisation of public finances and public debt crisis, while the other involving the
implementation of difficult but necessary measures for the recovery of government finances.

The results achieve in the implementation of the programme are impressive. The original goal
for required structural adjustment of 4% of GDP is significantly exceeded. In the last three
years, a lasting improvement of results of about 6% of GDP has been achieved. Public debt
started on a downward path in 2016, a year earlier than envisaged by the Programme.

The priority in the following medium-term period is to preserve the accomplishments in the
fiscal area achieved as a result of hard effort, while supporting the initiatives that should boost
growth, such as an increase in public investment and decrease of the tax burden for low-income
employees.

2. Macroeconomically Sustainable and Inclusive Growth of the Economy

The measures of fiscal relaxation will have a two-pronged effect. Reducing the burden on
the economy, through the increase of personal tax allowance, will encourage growth and job
creation, while the growth of pensions and wages in a part of the public sector will strengthen
the purchasing power of households and boost domestic demand. A stable inflow of foreign
direct investments (hereinafter: FDI) coupled with support to innovation activities is another
way to bolster sustainable growth, while the educational system reform, support to social
entrepreneurship, gender budgeting, the minimum cost of labour increase are just some of the
measures that should ensure inclusive and fairly distributed growth ultimately resulting in the
reduction of poverty.

The macroeconomic policy-making is focused on building the institutional framework and
removing the barriers to growth. Successfully implemented activities in the previous period
are reflected in increased efficiency of the public administration, improvement of legislation,
greater labour market flexibility, better external position of the country, rising FDI inflow, and
specific support to the sector of small and medium sized enterprises.

The key prerequisites for the achievement of the planned medium-term scenario remain to
be maintaining fiscal stability, continued restructuring of the economy (particularly the
public sector part), further improving the business environment, expanding and modernising
production capacities, primarily in the tradeables sector, as well as maintaining the continuity
of convergence with the European Union (hereinafter: EU).
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3. The EU Accession Process

In addition to the establishment of an institutional framework and strengthening of the
administrative capacity, which should ensure and assure democracy and the rule of law, the
European integrations process also implies the creation of a stable macroeconomic environment,
development of a market economy and strengthening its capacity to respond to the challenges
of competition in the EU. The Government’s strategic commitment to becoming full member
of the EU, and the progress towards accomplishing this goal were attested by the opening of
new negotiating chapters in 2017. The beginning of the year saw the opening of Chapter 20 —
Enterprise and industrial policy and Chapter 26 — Education and culture, which was temporarily
closed. In mid-2017, Chapter 7 — Intellectual property law and Chapter 29 — Customs union
were opened. In December, two additional chapters on Company law (Chapter 6) and External
relations (Chapter 30) were opened. Regular political and economic dialogue on open issues
from the Stabilisation and Association Agreement between the European Communities and
their Member States, of the one part, and the Republic of Serbia, of the other part, adoption
of the Economic Reform Programme for the period 2017-2019, Employment and Social
Policy Reform Programme, revised National Programme for the Adoption of the EU Acquis,
implementation of the Public Finance Management Reform Programme for the period 2016—
2020, harmonisation of the domestic legislation, and the adoption of general and sectoral national
development strategies, including this one, are all aimed at Serbia’s fulfilment of economic
requirements for membership laid down in acquis communautaire in the shortest time possible.

The Government will continue improving the business environment with active measures in
the next three years’ period. The achieved fiscal stability ensures improved macroeconomic
performance across the board. Long-term sustainability of growth should be additionally
supported by complex and comprehensive reform processes, which the Government will
continue to implement to remove the present barriers and risks. This works to encourage private
initiative, awaken the spirit of entrepreneurship and innovation, and promote development
based on knowledge and technological progress, which in turn will contribute to the creation of
jobs and reduction of unemployment.
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Il. MEDIUM TERM ECONOMIC FRAMEWORK

1. Forecasts for the International Economic Environment

The global economic recovery has gathered pace since the beginning of the year, and growth
estimates for advanced and emerging market economies have been revised upwards, due to
growth of investment, acceleration of the global economy and improved business and consumer
confidence. Disparities remains one of the main characteristics of global growth, both between
regions and within countries, between various population strata. On the other hand, instability
is present in financial markets and inflation is still below the set boundaries. In this regard, there
is a need for a clear economic policy that would ensure longer-term recovery. The announced
gradual normalisation of the monetary policy by the US Federal Reserves (hereinafter: the
FED) could result in a change of global currencies parity and public debt levels in emerging
countries. Global recovery has been accompanied with the rise of primary commodity prices
since the beginning of the year, primarily metals and oil, but they are expected to stabilise
towards the end of 2018. The euro area growth has picked up while the Central and Eastern
Europe region of is in the upswing phase of the cycle. The growth in the most important export
markets provides momentum for growth in the region, but these economies are still vulnerable
to the changes in the financial market due to high level of business and household debt. By
improving its macroeconomic environment and removing external and internal imbalances, the
Republic of Serbia increased its resilience to external shocks, while the euro area growth has a
stimulative effect on economic and export activities.

According to the IMF’s October projections, a global growth is forecasted of 3.6% in 2017, and
3.7% in 2018 and 2019, respectively, which is an improvement of the previous expectations.
Growth will result from the cyclical recovery of investment activity, increased output of the
manufacturing sector, and acceleration of global trade, underpinned by price recovery in the
primary commodities market, and is confirmed by the recorded increased business and consumer
confidence. Advanced economies’ growth for 2017 was revised upwards, due to higher growth
in the euro area, Canada, and Japan, while in the medium-term growth in these economies is
expected to slightly slow from 2.2% in 2017 to 1.8% in 2019. The outlook for emerging countries
has timidly improved. Emerging economies are projected to accelerate from 4.6% in 2017 to 5.0%
in 2019. Growth should be balanced and present in most world’s economies, while individual
recessions in some countries will be a consequence of exclusively internal problems of a non-
economic nature. Over medium-term, inflation is expected to mildly accelerate, following the
price movements of primary commodities and energy in the global market. Prices are forecast to
rise moderately in advanced economies, by 1.7% in 2017 and 2018 respectively, and at a greater
pace in emerging economies, from 4.2% in 2017 to 4.4% in 2018. OPEC’s decisions to restrict
production of oil in November 2016 and China’s decision to reduce the production of coal have
strongly affected the price rise of primary products, while accumulated stocks have an opposite
effect leading to the stabilisation of oil prices at a higher level.

The ECB continues the quantitative easing programme by asset purchases amounting to EUR
60 billion until the end of 2017. It has been announced that this measure will extend into 2018,
in order to bring the inflation closer to target'. At the same time, the key interest rate remains at

1 In October, a decision was made to implement the quantitative easing programme at least until September 2018 while
reducing the monthly amount of EUR 60 billion euro to EUR 30 billion.
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a record low of 0.00%, and -0.40% on bank deposits. On the other hand, at the FED’s Board of
Governors, at its December meeting, decided to raise the target range for the key interest rate
to between 1.25% and 1.50% due to improved US economy, in line with the FED’s goals with
respect to full employment and price stability. The key policy rates are expected to rise in the
following period considering moderate growth of economic activity and employment since the
beginning of the year.

According to the November forecast of the European Commission (hereinafter: EC) the recovery
of economic activity in the euro area continues at the rates significantly higher than he potential.
The expected growth is 2.2% in 2017, and 2.1% and 1.9% in 2018 and 2019 respectively.
Although the increase of economic activity has strengthened and spread to all member states,
there still exist some differences between the economic cycles of individual states, which
threatens the ECB monetary policy synchronisation. The growth projection for 2017 is revised
upwards by 0.5 p.p. relative to the May forecast, due to stronger contribution of domestic
demand since the beginning of the year. The ECB’s accommodative policy, rising employment
and significant acceleration of investment activity triggered strong growth of domestic demand,
which was the main driver of economic activity in 2016 as well. Increased output of the
manufacturing sector, new orders, and positive sentiment in the business community has given
a strong boost to the growth of the German economy, which is projected at 2.2%, up by 0.6 p.p.
from the expectations in May. At the same time, the projected growth of the Italian economy is
1.5%, driven by the rise in domestic demand.

Table 1. International environment — macroeconomic indicators

2016 2017 2018 2019
Real GDP growth*, % 3.4 3.8 4.0 4.0
Real GDP growth in the EU, % 1.9 23 2.1 1.9
Global trade growth*, % 1.9 4.0 3.8 3.8
Three-month EURIBOR -0.3 -0.3 -0.3 -0.1
Ten-year government bond yields of the euro area 0.1 0.3 0.6 0.8
members
USD/EUR exchange rate, end of period 1.11 1.13 1.18 1.18
Food prices, annual changes -2.6 1.2 0.7 2.5
Metal prices, in US dollars, annual changes -3.9 16.8 1.2 -1.0
Prices of primary commodities, annual changes -0.5 10.6 -0.4 -0.3
Oil price, in US dollars 44.8 53.6 55.7 54.7

Source: EC, Autumn Forecast, November 2017
* Global GDP excluding the EU.
** Global trade growth, excluding the EU.

The recovery of the economic activity in the following period will take place in the low inflation
environment although the output gap will be positive. After the euro area reaches the growth
rate of 2.2% in 2017 which is the highest rate in the last ten years, the economic growth will
continue in 2018 and 2019, albeit at a somewhat slower pace. The projected growth is based on
the slowdown of private consumption and investments, moderate acceleration of government
spending, and tepidly positive contribution of net exports. Owing to the appropriate fiscal and
monetary policy, implemented labour market reforms and low inflation, private consumption
was the main driver of growth in the previous period. In the next medium-term period, the
normalisation of the ECB monetary policy is expected to take place through raising the key
policy rate, which will encourage savings and, coupled with decelerated growth of wages and
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disposable income in 2018 and 2019, contribute to the slowdown of private consumption from
1.8% in 2017 to 1.5% u 2019. Declining debt-to-GDP ratios and interest rates in international
capital markets have created conditions for a stronger impact of fiscal policy on economic
growth. Government expenditure is expected to have a positive contribution of 0.3 p.p.,
respectively, each in the following period. The rise of profit margins, increased demand and
reduced deleveraging pressures, along with the accelerated investment activity of the EC (the
EC’s Investment Plan for Europe), are the main factors that will affect the growth of investment
spending in the following period. In the period 2017-2019 the average investment growth is
expected to be 3.7%, driven by the acceleration of investment in equipment, due to the upswing
phase of the economic cycle. Exports growth will be supported by rising global demand and
gradual recovery of the global economy. After deteriorating in 2017, the terms of trade are
expected to increase by 0.5% in 2018, while remaining unchanged in 2019. Such trends, coupled
with the stability of import prices will result in the decrease of current account surplus from
3.0% of GDP in 2017 to 2.9% of GDP in 2019.

As a result of the economic recovery, employment is expected to expand strongly in the
following period, with continuing reduction of the unemployment rate to 9.1% by the end of
2017. The receding unemployment trend will continue but at a slower pace, so at the end of the
forecast period the expected unemployment rate is about 8.0%, which is the lowest rate since
2008, however still higher than the pre-crisis level.

In the following medium-term period, the inflation trend will follow the prices of primary
products and energy, but will still remain under the impact of low core inflation. Inflation
is forecast at 1.5% in 2017 and 1.4% and 1.6% in 2018 and 2019, respectively. Despite the
positive output gap, low inflation expectations and prices of primary commodities, as well as a
subdued wage growth, limit higher inflation.

Fiscal policy will make a neutral contribution to growth in the following period, although it will
be slightly expansionary in some member states. In 2017, fiscal deficit will amount to 1.1% of
GDP, which is 0.3 p.p. less than previously expected, due to a stronger growth of GDP. In 2018
and 2019, the deficit is projected at 0.9% and 0.8% of GDP, respectively, accompanied with
the stabilisation of the structural deficit. The expected robust economic recovery, low interest
rates, and consequent deleveraging, are the main factors affecting the projected reduction of the
fiscal deficit in almost all euro area member states. Stronger nominal growth and low interest
rates will keep the public debt on the downward path, from 89.3% of GDP in 2017 to 85.2% of
GDP in 2019.

The macroeconomic outlook is associated with risks, which are less pronounced than in the
previous forecasts. The risks that may jeopardise economic growth are external in nature and
relate to geopolitical tensions and faster than expected monetary tightening by the FED. The
consequent increase of financial risks and investors’ risk aversion may threaten growth in the
countries in the EU external environment and, indirectly, also the growth of the EU28. In the
medium term, there is also a risk of Chinese economy adjustment, or the rising corporate debt in
China, indicating possible increase of the country’s financial risk, while pursuing protectionist
trade policy in the USA may have a negative impact on the global recovery. The uncertainty
regarding the Brexit negotiations with the United Kingdom (hereinafter: the UK) and stronger
than anticipated euro appreciation can have negative consequences for the economic activity
and forecast recovery.
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2. Current Economic Trends and Outlook for 2017

In 2016, the acceleration of economic activity was achieved together with strong fiscal
adjustment, resulting in 2.8% growth of the Serbian economy, which significantly exceeded the
original projections which have been revised upwards three times.

On the production side, all sectors had a positive impact, with the dominant role of services,
the positive contribution of which was 1.4 p.p., underpinned primarily by the growth of trade
and transport, but also by an increasingly important role of information and communication
technology services. Due to favourable agrometeorological conditions and larger areas sown,
agriculture increased by 8.1%, while the growth of total industry stemmed from the increase
of electricity generation, as well as the growth of manufacturing. Removing administrative
barriers provided for the acceleration of private investments in the first half of the year, which,
supported by more intensive public works in the second half of the years, resulted in y-o-y
growth of construction by 3.2%.

Disaggregated GDP on the expenditure side shows that all components had a positive
contribution to the growth of GDP in 2016. Improvement of the business environment, better
financial standing of companies, diversified FDI inflow into industries that produce tradeables,
improved competitive position of the country, and new market niches enabled an increase in
export and investment of 12% and 5.1%, respectively. Thus, these two components accounted
for half the economic growth in 2016, which is a model that macroeconomic policymakers have
for many years insisted on and aimed for. The short-term negative effects of fiscal consolidation
on private consumption were mitigated by the increase in private sector employment and wages,
lower costs of financing, and a larger volume of granted new loans, particularly cash loans, as
well as more favourable price trends.

Positive economic trend recorded in 2016 has continued in 2017. However, the activation of a
one-off negative factor resulted in deceleration of activity in certain sectors with a major share in
GDP, and consequently had a significant negative contribution to the overall economic growth.
Adverse weather conditions at the beginning of the year slowed the construction activity but
also interfered with production processes in mining and quarrying and electricity production,
and were followed by unfavourable agrometeorological conditions decimating yields of major
crops. That resulted in more modest growth rates in the first two quarters.

According to the Statistical Office of the Republic of Serbia (hereafter: SORS) flash estimate,
economic growth in the third quarter gained pace and was 2.1% y-o-y. It was driven by the
growth in industrial and services sectors, and supported by the acceleration of construction
activity. Manufacturing is on a stable growth path, the impact of one-off factors on the energy
sector is waning, while agricultural production still has a negative contribution. Observed by
expenditure components, the dominant source of growth is private consumption, resulting from
the increase of disposable income of households and rise in employment. Positive contribution
of investments is strengthening, the y-o-y growth of which, according to the Ministry of Finance
estimate, exceeds 6.0%, while the contribution of net exports is mildly negative.

High frequency indicators show stable growth of the most part of the economy in the first nine
months of 2017. Downside risks were activated in mining and quarrying, electricity generation
and construction activities, which had a decelerating effect on the activities in the first half of the
year. Monthly data for early second half of the year indicate recovery in these sectors, primarily
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in construction and mining and quarrying. The intensification of structural reforms in public
enterprises, that are major operators in these industries, is expected to increase the resilience
of production processes to external shocks and contribute to greater efficiencies, thus ensuring
continuing growth of the generated gross value added (hereinafter: GVA). The manufacturing
industry, being the most important segment of total industry with a GDP share of around 15%,
has observed an increase of the physical volume of production by 6.8% y-o-y in the first nine
months of 2017. Its growth is diversified and derives primarily from export-oriented industries,
and is basically the result of FDI effects. The most important are chemical, rubber, and machine
industries, as well as the manufacturing of metal products, and manufacturing of electrical
equipment. Stable growth is also seen in tobacco industry and production of base metals, the
importance of which is increasing. The manufacturing of motor vehicles had a negative impact
in this period, while food processing industry has also been slowing in the last few months,
which is a consequence of a bad year in agriculture but also of market uncertainties. When
disaggregated by type of product, the dominant source of growth is seen in intermediaries, the
output of which was 10.1% higher than last year, driven by chemical and rubber industries.
Significant growth of 11.1% was also achieved in the capital goods group, where the largest
contribution comes from the machine industry, while the production of durable and non-durable
goods also had a positive contribution. The overall industry growth was negatively affected by
energy production, recording a fall of 3.9% y-o-y. The service sector is recording stable growth
amidst fiscal stabilisation, which attests to the fact that the undertaken measures were well
calibrated. In the period January-September 2017, retail sales increased by 4.0% in real terms.
The largest increase of 7.1% was achieved in the sales of non-food products. The sales of food,
beverages, and tobacco were up by 3.4%, while trading in engine fuel remained approximately
at the same level as last year. The Government’s strategic commitment to the development of
tourism services resulted in higher tourist numbers of approximately 2.4 million, which is up by
12.4% relative to the same period last year, with more than 6.5 million overnight stays (10.1%
increase). In real terms, foreign currency inflow from tourism and turnover in catering were
higher by 14.0% and almost 8.0% respectively. Significant rise in the physical volume of land
and air transport, and telecommunication services has continued.

The situation on the labour market has continued to improve in 2017, mostly as a result of
increased economic activity and related increased demand for labour force, but also of a more
favourable operating environment brought about by the changes in labour legislation, coupled
with successful retraining programmes, self-employment incentives, and active employment
policies. According to the Labour Force Survey, the number of employed persons in the first
half of 2017 rose by 3.8% y-o-y, while the unemployment rate dropped by 3.9 p.p. to 13.2%. The
increase in the number of employed persons was largely due to favourable trends in the industry
and services sector. Formal employment, as the better quality part of overall employment, went
up by 5.0%, while informal employment went down by 0.6%, above all as a result of more
effective activities of inspections services on curbing the informal economy. Considerable
decrease of the long-term unemployment rate from 11.2% to 8.1% is yet another indicator of
labour market improvement. Positive labour market developments are also confirmed by the
data available in the Central Registry of Mandatory Social Insurance, which show that the total
number of formally employed persons in the period January-September 2017 went up by 2.9%,
y-0-y. The employment growth in this period is completely the result of the rise in the number
of employees in the private sector (5.0%), while employment in the public sector fell by 1.5%.
Employment growth was reported in the manufacturing industry, mining, trade, etc., which
is in line with the favourable economic trends in these sectors. Additionally, according to the
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National Employment Service data, the number of actively unemployed persons in the period
January-September 2017 dropped by 8.1%, y-o-y.

The rise of wages in the private sector and their timid decline in the public sector were reflected
in continued narrowing of the gap between them during 2017. Thus, in the period January-
September 2017, the average net wage in the private sector was 3.6% lower than the public
sector wage, which is a reduction of difference by 1.7 p.p. from 2016. The overall real average
net wage in the period January-September 2017 increased by 0.9% y-o-y, completely driven
by wage growth in the private sector (1.5%). In terms of individual industries, manufacturing
and trade were the largest contributors to this wage increase. At the same time, the real average
net wage in the public sector was slightly lowered by 0.1% as a result of wage decline in
administration and local public enterprises, which could not be offset by the wage increase in
national public enterprises, health care and education.

Based on the very positive labour market results recorded in the period January-September
2017, and the economic activity growth in the first half of the year, but also on the expected
acceleration of GDP growth in the second part of the year, it is estimated that overall employment
will grow in u 2017, driven primarily by the growth of employment in the private sector.

In the period January-October 2017, the current account deficit was about EUR 1.5 billion and
fully covered by net FDI inflow (EUR 2.0 billion). Current account deficit is estimated to be
EUR 1.7 billion, or 4.6% of GDP at the annual level, which is 1.5 p.p. higher than in 2016.
The increase of the current account deficit from the same period the previous year is for the
most part a result of a trade deficit increase, due to adverse weather conditions in early 2017
that led to higher imports of energy. That the current account deficit increase at the beginning
of the year was to a great extent caused by the cold weather indicated by its drop during q2
and g3 to 3.8% and 4.1% of GDP. In 2017 the terms of trade deteriorated by 1.8% y-o-y (in
the period January-October), as a consequence of a faster rise in import prices (4.5% y-0-y),
primarily energy, owing to the higher price of oil on the global market, relative to export prices
(2.6% y-0-y). The foreign trade in services surplus increased by 4.2% y-o-y, mostly in the field
of ICT (24.5% y-o0-y) and other business services (27.6% y-o-y). On the other hand, the rise
in net outflows of primary income is for the most part covered by the rise in net inflows from
secondary income.

The implementation of projects based on the FDIs from the previous periods, higher demand
of our main foreign trading partners (euro area and CEFTA signatories), better business
environment and increased competitiveness of domestic industry have had a favourable effect
on the growth of exports (by 11.6% y-o0-y), characterised by greater product and geographic
diversification. The value of manufacturing industry exports achieved a year-on-year growth of
14.1% in the first ten months of 2017. The greatest positive contribution came from the exports
of base metals (mostly iron, steel and copper products), and rubber and plastic products (car
tyres), followed by chemicals, machinery and equipment, metal products, electrical equipment
and food products. Of the 23 areas of manufacturing industry, only tobacco product exports
decreased year-on-year from the peak it reached the previous year.

The value of imports increased by 13.5% y-o-y mostly owing to higher prices of crude oil and
gas. In addition, the imports of other raw materials — primarily base metals, but also machinery
and equipment also rose, as did the imports of consumer goods, but to a lesser extent.
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The primary income account deficit was 22.6% higher y-o-y, above all as a consequence of
anticipated higher expenditures based on direct investments (mostly reinvested profits).
Secondary income account surplus is up by 10.1% y-o-y, mostly owing to increased inflow of
remittances.

The capital and financial transaction account in the period January-October 2017 recorded
a net inflow of EUR 2 billion, largely from FDIs that rose by 26.4% y-o-y in the first ten
months of 2017, which was more than enough to cover the current account deficit (132.8%).
FDI inflows remained diversified in terms of projects and mostly focussed on manufacturing
industry, financial sector, construction, and trade. Broken down by country, the largest part
of direct investments came from the EU Member States, but the investments from China
(including Hong Kong and Taiwan), Russia, and United Arab Emirates also increased. The net
FDI inflow in 2017 is expected to be about EUR 2.1 billion (5.7% of GDP), which will ensure
full coverage of the current account deficit. Portfolio investments in the period January-October
2017 recorded a net outflow of EUR 16.0 million, which is EUR 731.3 million less than in the
same period last year. As regards financial loans, foreign net borrowings by residents amounted
to EUR 22.7 million, while cash and deposits abroad decreased by EUR 461.1 million. Foreign
exchange reserves of the National Bank of Serbia (hereinafter: NBS; excluding inter-currency
and price changes), which increased by EUR 916.9 million, are at the adequate level ensuring
protection from external shocks — considering they cover almost six months of imports of goods
and services and 248.3% of debt’ that becomes due and payable in the following year.

During the entire year 2017, inflation moved within the boundaries of a new, lower target
of 3+1.5%. Movements of the year-on-year inflation at the beginning of the year stemmed
from the recovery of global oil prices from the second half of 2016, as well as the effects of
exceptionally cold weather at the beginning of the year on the increase of the prices of fruit,
vegetables and heating fuel. Having peaked at 4.0% in April as a result of a one-off rise in the
prices of a few products, inflation started on a downward path in May and then stabilised in the
second half of the year around the 3.0% target. That the inflation pressures have remained low
is confirmed by the core inflation, which has stayed around the lower boundary of the target
band, and stood at 1.4% in November.

Credit activity and monetary trends. The past monetary policy easing by the National Bank of
Serbia, increased competition among banks, acceleration of the economic activity and recovery
of the labour market, drop in risk premiums and low interest rates in the euro money market,
all contribute to further growth of credit activity. The growth in domestic loans (after excluding
the effects of exchange rate variations) picked up from 2.9% y-o-y at end of 2016 to 6.4%
y-0-y in October 2017. The recovery of the credit activity is supported to a greater extent by the
growth in loans to households (11.8% y-o-y in October), and increasingly in corporate loans,
which has exhibit a more favourable trend since the summer (year-on-year growth of 2.0%
in October). At that, the growth of credit activity is continuing despite intensive activities of
banks and the NBS on resolving the non-performing loans (hereinafter: NPL), whose share in
total loans (11.9% in October) is at its lowest since December 2008. Excluding the effect of
NPL write-offs in the last year, the year-on-year growth of total loans in October was 11.3%, of
which 8.7% were loans to businesses, and 14.2% were loans to households. Further recovery
of credit activity is also reflected in the new loans granted in the first ten months, which were
up by 22.0% (to households) and 8.0% (to businesses). Although dinar cash loans still have the

2 June 2017
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largest share in loans to households, housing loans have recovered noticeably, on the back of the
real estate market recovery and increased employment and wages in the private sector. In the
businesses segment, loans for working capital account for just over a half of newly granted loans
(53%), and investment loans have retained a relatively high share (about 22%). Considering the
acceleration of economic activity and favourable labour market trends, earlier relaxation of the
NBS monetary policy, and the ECB monetary policy that will remain expansionary in 2018,
we expect the growth of credit activity to continue in the coming period. Similar expectations
—rising demand for loans and relaxing of the lending standards based on lower costs of sources
of funds for loans — have for some time been shared by the banks in the surveys on lending
activity, conducted both by the NBS for the banks operating on the territory of Serbia, and the
European Investment Bank for the banks whose subsidiaries operate in Serbia.

Improved government fiscal position has limited the money supply during 2017, while greater
lending to the private sector has had the opposite effect. In nominal terms, dinar aggregates were
almost unchanged in October compared to the end of 2016, while being lower in real terms —
M1 by 2.5%, and M2 by 2.9%. Dinar savings deposits of households in October amounted to
RSD 48.5 billion. Foreign exchange savings deposits of households reached almost EUR 9.0
billion, which, coupled with increased foreign exchange deposits of enterprises, owing to good
export results, translated into the growth of total savings deposits since the beginning of the
year by EUR 538.4 million. Year on year, the growth of monetary aggregates has slowed in
2017; in October, M1 was up by 7.6% M2 by 8.4%, and M3 by 2.8%, in real terms.

During 2017, the dinar nominally strengthened against the euro by 4.2%. At the beginning
of the year, there were short-term pressures towards the weakening of the dinar as a result of
high demand for foreign exchange of domestic companies, mostly energy importers, as well as
uncertainty in the international financial market in the situation of diverging monetary policies
of leading central banks, for which reason foreign investors reduced their government securities
portfolios. In February and March depreciation pressures weakened, and from April onwards,
appreciation pressures have prevailed. This is the effect of good export results and high inflow
of FDIs. Appreciation pressures were also generated by the return of foreign investors to the
government securities market in the circumstances of more favourable growth outlook for the
CEE region and the strengthening of macroeconomic fundamentals, seasonal rise in remittance
inflows, and the growth of foreign-currency denominated bank assets related also to foreign-
currency denominated lending to businesses. Relative stability in the foreign exchange market
has for some longer time been aided by the improvement of macroeconomic fundamentals,
which resulted in the fall in country risk premium to the lowest level since the beginning of
monitoring for Serbia. In December, depreciation pressures prevailed, caused by the growing
demand for foreign exchange of energy importers and due to the expectation that the FED will
increase the key interest rate at its December meeting, which happened as expected.

To mitigate excessive short-term oscillations of the dinar exchange rate, in 2017 the NBS
intervened on the inter-bank foreign exchange market in both directions — by purchasing EUR
1,355 million and by selling EUR 630 million.
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3. Medium-Term Macroeconomic Scenario

The projections of main macroeconomic aggregates and indicators for the Republic of Serbia
in the period 2018-2020 were based on the current economic indicators and outlook for the
Republic of Serbia and the international environment, taking into account the achieved fiscal
stability and planned economic policies, the Precautionary Stand-by Arrangement concluded
with the IMF, and evident improvement of the economic environment and external position of
the country.

The projected cumulative GDP growth rate for the period from 2018 to 2020 is 11.4%,
determined by the growth of domestic demand through the recovery of private consumption and
intensified investment activity. Reform laws in combination with the achieved macroeconomic
stability and strengthened public administration have improved the position of the country on
international competitiveness lists, while intensified structural reforms are expected to further
increase efficiency and productivity of the economy. The FDI inflow, projected at over two
billion euro per year, will provide for the transfer of technology and know-how, and contribute
to the increase of competitiveness of the overall economy, and enable the penetration of new
markets. On the other hand, the Government provides support to domestic initiatives and
the development of the private sector through specific programmes within the “Decade of
Entrepreneurship”, but also with a range of measures targeted at agriculture, ICT sector, and
tourism. Investments into environmental protection and renewable sources of energy are also
expected to intensify. All activities take into consideration the need for the regional balance and
social fairness of economic growth.

Table 2. Projection of main macroeconomic indicators for the Republic of Serbia

Estimate Projection

2017 2018 2019 2020
GDP, RSD billion (current prices) 4,469 4,755 5,057 5417
Real GDP growth, % 2.0 3.5 3.5 4.0
GDP deflator, % 2.8 2.8 2.8 3.0
Real growth of individual components of GDP, %
Private consumption 1.8 2.7 34 3.8
Government consumption 1.4 2.2 1.9 2.7
Gross investment in fixed assets 43 5.1 4.1 53
Exports of goods and services 9.8 8.8 8.4 7.9
Imports of goods and services 10.6 7.0 7.2 7.0
Balance of goods and services, in EUR, % of GDP -7.7 -6.7 -6.2 -6.0
Current account balance, in % of GDP -4.6 -4.2 -4.1 -3.9
Inflation, period average, in % 3.1 2.7 2.8 3.0

Source: MoF

Real sector. Stabilisation of public finances, coupled with reform laws and structural reforms,
significantly mitigates internal and external imbalances, making the economy more resilient
to endogenous and exogenous shocks. One-off, short-term slowdowns of GDP growth cannot
jeopardise its upward trend in the coming three-year period. The Government will pursue a
responsible and predictable fiscal policy aimed at preserving the fiscal achievements. The
measures of moderate fiscal relaxation will have a two-pronged effect. Reducing the burden on
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businesses through the increase of the personal tax allowance boosts growth and job creation,
while the increase of pensions and wages in part of the public sector strengthens the purchasing
power of households and stimulates internal demand. Stable FDI with support to innovation
activities is another form of assisting sustainable growth, while the reform of the education
system, support to social entrepreneurship, gender budgeting, and increasing the minimum
price of labour, are just some of the measures that should ensure inclusive and fairly distributed
development with poverty reduction as its ultimate effect.

The real growth of economic activity for 2018 is projected at 3.5%. Taking into account
caution exercised when projecting agricultural output and construction activity, and moderate
expectations relating to investment and exports, this projection can be deemed conservative.

The drivers of growth in the following year will be the industrial and service sectors, and it
is expected that these two sectors will generate two thirds of total growth. A stable increase
of manufacturing industry output, coupled with the recovery of the electric power generation
sector, will provide for the overall industry growth of about 5.5%. The projected growth of the
service sector is 2.2%. In the first nine months of 2017, the service sector generated 2.0% more
GVA than in the same period last year, and it is realistic to expect its acceleration triggered by the
increase of pensions and public sector wages. Agricultural output returning to its average multi-
year level will ensure a growth rate of agriculture of about 9.0%, while the projects initiated
in the construction sector will accelerate activities by 4.9%. Observed from the expenditure
side, private consumption will be the most important source of growth, which is only expected
since it is a dominant component of the GDP expenditure side, and will be stimulated by fiscal
relaxation measures. The projected growth of private consumption of 2.7%, contributing to the
overall growth with 2.0 p.p., is based on sound sources, and lower than the real GDP growth,
and will not generate the increase of internal and external imbalance. In the long term, the role
of investments is more important as they are a dominant source of growth. In 2018, investment
activity is expected to pick up and to grow by 5.1% in real terms, which will contribute to
the overall growth with 1.0 p.p. Export is growing steadily, it is diversified and there are no
risks of deceleration over the medium term. It is expected that export will grow by 8.8% and
import by 7.0%, meaning that net export will have a mild positive contribution to economic
growth. Such developments combined with better terms of trade will result in a better current
account balance, whose share in GDP will drop to 4.2%. Economic growth, on the one hand,
and good fiscal result with lasting deficit reduction, on the other, coupled with more favourable
borrowing terms on the international financial market, will provide for continued fall of public
debt as share of GDP in 2018.

In the medium term, the potential GDP growth is expected to gain pace. In 2017, potential GDP
is expected to grow at the rate of about 2.5%. The greatest impetus to its growth will come
from the strong recovery on the labour market, and to a lesser degree the capital factor, as a
result of the anticipated intensification of investment activity in the second half of the year.
The estimated potential medium-term growth is based on the accelerated economic recovery,
where the output gap is expected to close in early 2019. It is predicted that rising investment and
continued favourable labour market developments will contribute positively to potential GDP
growth in the coming years. Better financing conditions and stronger investment activity in the
transport, energy, and agriculture sectors will increase the economy’s potential.
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Further implementation of reforms towards the creation of an environment conducive to
investment and employment will also enable a more efficient utilisation of the available but
underutilised production capacity.
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In the medium-term macroeconomic projections the average real GDP growth is forecast at
3.7%. Account must be taken of the fact that growth will be achieved in parallel with the process
of fiscal stability consolidation, reduction of public debt, and structural reforms. Stable growth
1s expected for investments with gradual increase their share of GDP. Export will grow at an
average rate of 8.4%, while the projected average annual growth of import is 7.0%. A further
drop in unemployment combined with wage rise, supported by better lending terms and fiscal
relaxation measures, will give a boost to domestic demand, so the average annual growth of
personal consumption is expected to be 3.3%, followed by the rise in government consumption
of 2.3% annually on average. On the supply side, the main source of growth will be the service
sector, and a significant contribution will also come from the industrial production expected
to grow by 6% on average. Construction activity will accelerate after growing by about 5% in
2018, to reach the rates above 6.0% in 2019 and 2020. On the output side, in the period 2017—
2019, the largest contribution to GDP growth 1s expected from the service sector and industrial
production. Increased investment activity of the private sector, and intensified implementation
of infrastructural projects will result in a positive contribution of the construction sector, while
the contribution of agriculture should be mildly positive.
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The three-year development scenario was created in line with the strategic Government
orientation towards sound and sustainable trajectory of economic growth aided by structural
adjustments and systemic improvements, grounded in export and investment activities. The
goals are ambitious but realistic, take into account internal specificities as well as dynamic
changes in the international environment and make a sound basis for the fastest possible
convergence with advanced economies through improvement of the key components of GDP.
At end-2020, gross investment in fixed assets as share of GDP will be about 2.0 p.p. higher than
in 2014, the share of government consumption in the same period will drop by about 16.0%,
which is significantly below the European average (about 20.0%). The share of export of goods
and services in GDP in 2017 will be 52.5% and is expected to exceed 57.0% at the end of the
three-year period. Removing barriers will provide for a wide dispersion, directed by incentive
measures to the tradeable sector and the service activities generating a high level of GVA per
employee. The sustainability of external debt, external liquidity, and solvency will be ensured
by the simultaneous reduction of goods and services deficit and current account deficit to 6.0%
and 3.9% of GDP, respectively, at the end of 2020.

Employment and wages. By improvements in labour legislation structural obstacles to
employment have been removed, labour market flexibility increased, and foundations for
curbing informal employment laid, which will contribute to the continuation of positive trends
despite public sector rightsizing. The so-called productive employment, aimed at adapting
knowledge, skills, and employment levels to the needs of the labour market, will be of utmost
importance in the following period, and will depend on the success of harmonisation of
employment, education and scientific and technological development. In this regard, continued
growth of employment is expected in the coming medium-term period, primarily based on
projected growth of GDP and investment, and supported by labour market and educational
system reforms, particularly introduction of the dual education system, which will ensure that
the skilled labour force matches the real needs of the labour market. In the coming period, the
growth of real net wages in the private sector is expected to follow the growth of productivity
in the economy, and will be faster than in the public sector. Real net wages growth is projected
to be slower than the real growth of GDP, but in line with the growth of productivity, which will
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result in lower unit labour costs and improvement of the competitive position of the country.
Real wage growth will also be supported by the increase of public sector wages, as well as the
increase of the minimum cost of labour from 1 January 2018 from RSD 130 to RSD 143 per
working hour. This will have a positive effect on aggregate demand.

Monetary and exchange rate policy. Since 2009, the NBS has been in the inflation targeting
regime. Owing to a considerable improvement of macroeconomic fundamentals and the outlook
for Serbia in the following period, primarily the sustainable reduction of external and internal
imbalances, and the fact that inflation was low and stable for three consecutive years, and that
inflation expectations of the financial and business sectors are down to about 2—3%, the target
inflation rate has been lowered by 1.0 p.p. to 3%=*1.5 p.p. from 2017 onwards. This has further
demonstrated that the NBS and the Government are determined to keep the inflation low, stable,
and predictable over the medium term. Moreover, setting a lower inflation target contributes to
the improvement of business and investment climate, a fall in long-term interest rates, reduction
of costs and currency risk for the economy, the population, and the government, which also
contributes to the dinarisation process which is our strategic goal. The target inflation rate has
been set at 3%=1.5 p.p. until 2020.

The main instrument for achieving the inflation target is the interest rate applied in reverse repo
operations with one week transaction maturity, while other monetary policy instruments (open
market operations, credit and deposit facilities, required reserve, and intervention on the foreign
exchange market) have a supporting role. A temporary deviation from the inflation target is
allowed if believed to be temporary or that the required monetary policy change could cause
macroeconomic instability. This particularly refers to abrupt changes of primary commodity
prices on the global market or the price of products that are directly or indirectly affected by
Government decisions.

The cycle of the NBS monetary policy relaxation started in mid-2013 when the key policy
rate was 11.75%. Owing to low inflationary pressures, consistent implementation of fiscal
consolidation, and successful implementation of the arrangement with the IMF, with significant
overperformance against targets, lowering of the key policy rate was the fastest in 2015 (from
350 b.p. to 4.5%), and continued in 2016 at a cautious pace (by 50 b.p., to 4.0%) , primarily
bearing in mind the effects of the previous monetary policy relaxation and the uncertainty
present in international financial and commodity markets.

Cautious monetary policy has continued in 2017 due to uncertainties surrounding the
developments in international commodity and financial markets. The uncertainty on the global
commodity market above all related to the movements of the price of oil and other primary
products. The uncertainty in the financial market stemmed from the normalisation of the FED’s
monetary policy and increasing divergence from the ECB’s monetary policy, which made global
capital flows towards emerging countries, including Serbia, more uncertain. The decision on
further easing of the monetary policy by 25 b.p. in September and in October, to 3.5%, which
is its lowest level in the inflation targeting regime, allowed the inflation pressures based on the
factors from the domestic and international environment to weaken. The deceleration of both
headline and core inflation since May has been greater than expected, and inflation expectations
of the financial and business sectors moved around the central target value for inflation. The
effects of drought on inflation were smaller than anticipated, and lower import prices in dinar
terms had also acted in favour of lower inflation. In addition, the risk premium is at its lowest
since monitoring began for Serbia. Greater investor willingness to invest in Serbia is also
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reflected in the capital inflow, which was several times higher than the current account deficit
in the third quarter and contributed to appreciation pressures. In a situation of low inflationary
pressure, by relaxing its monetary policy, the NBS provided additional support to credit growth
and , in turn, to economic growth.

The confirmation of further improvement of Serbia’s macroeconomic prospects and achieved
structural reform results was given both by the IMF and credit rating agencies. Towards the end
of 2017, rating agencies Standard & Poor’s and Fitch raised Serbia’s credit rating to BB, with
stable outlook for further growth.

With respect to the monetary policy in the following period, the NBS will continue implementing
a carefully balanced and combined set of monetary policy measures directed at the maintenance
of low and stable inflation while preserving the stability of the financial system and supporting
the growth of economic activity on sustainable grounds.

In line with the chosen monetary strategy, the NBS will continue pursuing the managed floating
exchange rate regime. That means interventions on the foreign exchange market in three cases:
to reduce excessive short-term oscillations of the foreign exchange rate, preserve the stability of
the financial system, and maintain an adequate level of foreign exchange reserves. In the short
term, some pressures on the dinar exchange rate are possible from volatile capital flows due to
different nature of leading central banks’ monetary policies. However, the reduction of internal
and external imbalances contributes to a greater resilience of the domestic economy to external
shocks, and the stability of the dinar exchange rate over medium term.

The required reserve policy was developed in a manner that encourages longer term and dinar
sources of bank funding through the differentiation of required reserve rates depending on the
term and currency of liabilities. For dinar sources of funding with contractual maturities of up
to two years it is currently 5.0%, and for the source with maturities of over 2 years it is 0%. The
required reserve rate for foreign exchange sources of funding with contractual maturities of two
years is 20.0%, and for maturities over two years is 13.0%.

Medium-term inflation projections. It is expected that after falling at the beginning of the year,
inflation will stay below 3.0% but within the tolerance band for most of 2018, to move closer
to target during 2019. Lower inflation during 2018 will result from exiting the year-on-year
calculation of one-off price hikes in early 2017 driven by factors on the supply side and the fall
in import inflation, while the rise in aggregate demand will act in the opposite direction.

The uncertainty regarding the achievement of inflation projection relates primarily to the further
development in the global commodity and financial markets, i.e. to the movements of global
prices for primary commodities (oil and primary agricultural products) and the leading central
banks’ decisions on monetary policy.

External sector and its medium-term sustainability. Progress in the process of European
integrations, ongoing economic recovery in the EU, successful implementation of the
arrangement with the IMF, and a more conducive business environment resulting from the
implementation of structural reforms, should be positively reflected in further growth of FDIs
over the medium term.
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The product composition of exports improved in the previous period owing to FDI inflow
to certain export oriented sectors, which should contribute to their further growth over the
medium term. After a successfully completed investment in the manufacturing of cars, parts,
and accessories for motor vehicles, the share of these products in total Serbian exports in 2013
reached 20.5%. The following years saw a decline in automobiles export, which was gradually
offset by the growth in exports of parts and accessories for motor vehicles. In the first ten
months of 2017, the total growth of automotive industry exports was 8.0% y-o-y.

Broken down by stages of processing, intermediate goods accounted for the largest share (31.6%)
of exports in the first ten months 0of 2017. Resource-based products had the second-largest share
of 24.1%, followed by upstream products (iron and steel, clothing, footwear, furniture) with a
share of 21.5%, while primary products accounted for 13.6% of total exports. The share of high
technology products (mostly electric machines) in total exports was 6.2%, and other products
(electricity, non-classified) accounted for 3.0%. The reactivation of production in the ferrous
metals processing industry had the largest effect on the change of export structure towards the
increase of the share of upstream products.

In terms of geography, the goods from Serbia are sold mostly on the EU market. The share of
exports to this group of countries went up from 60.4% in 2010 to 66.5% in the period January-
October 2017. The most important destinations are Italy’> and Germany, accounting for almost
40.0% of exports to the EU in the previous part of 2017, or 26.0% of the total Serbian exports.
The share of exports to CEFTA countries dropped from 25.6% in 2010 to about 17.3% in 2017,
while the share of exports to Russia increased from 5.5% in 2010 to 5.9% of the total Serbian
exports in 2017.

After the depreciation of the real effective exchange rate* by 8.6% cumulatively® in the period
2014-2016, the real effective exchange rate appreciated by 2.6% y-o-y the period January-
October 2017. Such trend is a result of the nominal appreciation of the effective rate which
averaged 1.1%, and a faster rise of domestic than foreign prices (1.5% y-o-y). In the period
January-September 2017, the rise of unit labour costs of the domestic economy was higher
(5.3% y-o0-y) than the rise of unit labour costs in the euro area (1-3% y-0-y) which, coupled with
nominal appreciation of the dinar against the euro (0.7% y-o0-y), translated into a reduced cost
competitiveness of Serbia, measured by the real exchange rate calculated on the basis of unit
labour costs®, by 4.8% y-o-y.

Unlike price and cost competitiveness, which mostly has a short term effect, structural
competitiveness of Serbia, which has a decisive effect on the improvement of competitiveness
of'an economy in the long term, continued to improve in 2017. In 2017 Serbia made progress on
the World Economic Forum list by 12 places (to 78" place) owing mostly to the improvement
of the macroeconomic environment, which is the result of low and stable inflation, reduced
budget deficit, increased share of savings in GDP, and improvement of the credit rating. At that,
Serbia made an evident improvement in all three pillars of the competitiveness index. Serbia
also further improved its ranking on the Doing Business list of the World Bank. According to

3 Most automobiles exports are registered as exports to Italy, regardless of the final destination

4 The basket of foreign currencies and basket of prices are made up of the euro and US dollar, and consumer price indices
in the euro area and USA in the ratio of 80:20 respectively.

5 By 2.2% in 2014, by 5.1% in 2015, and by 1.3% in 2016

6 Calculated as a product of euro to dinar nominal exchange rate and ratio of the unit labour costs in Serbia and the euro
area.
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the latest 2018 report, it moved 4 places up (ranked 43" of 190 countries) owing to continued
improvement of legislation in the field of issuing building permits (ranked 10™), starting a
business, registering property, and enforcing contracts.

The current account deficit should stand around 4.0% of GDP in the following years, where
the expected decrease in the goods and services deficit and a stable inflow of current transfers
should compensate for the expected increase in the primary income deficit. The improvement
in the foreign trade deficit will primarily be contributed to by the execution of new investments
that have in the past also increased the competitiveness of our products and services in foreign
markets, and by the recovery of external demand from the EU countries. The real growth of
goods and services exports is expected average at about 8.0% per year in the following three
years, bringing their share in GDP up to about 56.0% in 2020 (from 32.9% in 2010 and 50.2%
in 2016). After a sharp increase in 2013, the share of goods and services exports in global
exports continued to rise and is projected to reach 0.1% in 2017. The expected faster increase
in the exports of goods and services (about 7.0% on average in the next three years) than their
imports will allow the nominal goods and services deficit to drop from around 8.0% in 2017 to
around 6.0% of GDP in 2020.

The expected increase in the stock of non-resident direct investments will result in profit from
their ownership remaining a significant expense item in the primary income account in the
future, which will be partially offset by a lower outflow from interest on loans and securities,
due to private sector deleveraging and public sector borrowing under more favourable terms.
In the following period the secondary income account is expected to have a stable inflow of
remittances of around 8-9% of GDP.

The structure of capital inflows will be dominated by FDIs (around 4.5-5.0% of GDP on average
annually), which will fully cover the current account deficit. In addition, the private sector is
expected to continue deleveraging in the following period, but to a lesser extent, whereas the
public sector, considering good fiscal results, will only borrow to repay a part of its due debts.

From the standpoint of international investment position (hereinafter: IIP), Serbia is a net
debtor, in the amount of EUR 35.8 billion (101.7% of GDP) at the end of June 2017, which by
0.8 p.p. lower than at the end of 2016. In the observed period, the government decreased its
negative international investment position by EUR 1.2 billion. Due to a higher FDI inflow, the
negative position of other sectors increased by around EUR 1.0 billion, while due to the drop in
bank deposits abroad, the negative position of the banking sector increased by EUR 0.1 billion.
On the other side, the positive position of the NBS decreased by around EUR 0.85 billion
towards the end of the first half of the year, as a result of foreign reserve decrease in the first
half of the year. Broken down by instruments, at the end of the second quarter of 2017 foreign
direct investments accounted made up 75% of the net IIP, which indicates less vulnerability to
external shocks.

On the liability side of IIP, debt instruments account for about 54.7%, including debts to related
parties (amounting to 24.3% of total debt). Half of external debt is related to the public sector
(51.6%), and all of it is long-term. Public external debt is dominated by three currencies — the
dollar (47.0%), the euro (38.7%), and the dinar (8.6%). At the same time, the share of the euro
and the dollar in foreign reserves is 58.2% and 30.4%, respectively, so the currency structure
of foreign reserves is in line with the foreign public debt currency structure. Over two thirds of
public debt is contracted at a fixed interest rate, so interest rate risk is significantly lower than



ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

foreign exchange risk. Most of the private sector debt structure (81.5%) refers to corporate
debt. Over 90% of corporate debt is euro-denominated, but the fact that over 90.0% of exports
collection is executed in euros as well contributes to lower foreign exchange risk on external
corporate debt. In terms of residual maturity, around 86.7% of corporate debt is long-term.
About 78.8% of bank debt is contracted at a variable interest rate, while over 90.0% is euro-
denominated. In terms of residual maturity, around 56.8% of the external debt of the banking
sector (excluding deposits) is long-term.

As a result of capital inflow that should provide full current account deficit coverage, in the
following years foreign reserves are expected to remain at an adequate level. At the same
time, the expectations are that the value of the negative international investment position will
increase, in particular relating to direct investment, but that its share will remain at around
100.0% of GDP. Greater investment inflow will result in the growth of imports (primarily of
equipment), but maintaining the coverage of average monthly imports at a level of around six
months, foreign reserves will continue to provide adequate protection of the domestic economy
against external shocks. At the same time, it is estimated that the coverage of short-term debt
(observed by residual maturity) with foreign reserves will increase from 248.3% at the end of
June 2017 to about 300.0% in 2019.

Financial sector. During 2017 there were no major changes in the structure of Serbia’s financial
system, i.e. the banking sector still presents the dominant form of financial intermediation (with
a share of over 90.0% in total financial sector assets).

As of 31 October 2017, 30 banks operated in Serbia’s banking sector, of which 21 with majority
foreign ownership (members of banking groups from 13 states), while six banks were majority-
owned by the Republic of Serbia, and three banks were majority-owned by domestic legal
entities. Banks with majority foreign ownership dominate the market and account for 75.9%
of total balance-sheet assets, 81.4% of total gross loans and 74.0% of total deposits of Serbia’s
banking sector. In terms of individual share of banks, the banking sector of Serbia is fragmented
in all relevant market categories, indicating a high degree of competition among banks.

The banks’ total assets and capital at the end of October 2017 amounted to RSD 3,320 billion
and RSD 662 billion respectively. At the end of September 2017 the capital adequacy ratio was
22.5%, (at its highest in the last nine years), which is significantly above the regulatory threshold
(8%). Additionally, the growth rate of own funds was sufficient to enable the preservation of
capital as share of total liabilities at the level of 19.9% at the end of October 2017.

The Decision Amending the Decision on Reporting Requirements for Banks, adopted in
December 2016 as part of execution of the Strategy for the Implementation of Basel I1I Standards
in the Republic of Serbia, established the regulatory framework for monitoring the leverage
indicator levels in banks. The leverage indicator, in accordance with the new regulations, is
calculated as a ratio of Tier 1 capital to total exposure of the bank’. The leverage indicator for
the banking sector calculated in such manner was 10.95%? as at 30 September 2017.

7 Total exposure is the sum of on balance-sheet and off-balance sheet exposures, derivatives, and increases for the counter-
party risk from repo and reverse repo transactions, securities financing transactions, cross product netting, and long settlement
transactions.

8 Under the Basel 111 standards, the minimum value of this indicator is set at 3.0%.
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The banks in Serbia are characterised by high liquidity, which is confirmed by the evolution of
the key liquidity ratios and asset maturity structure, which are at very satisfactory levels by all
reference criteria. The average monthly current ratio for the banking sector was again above
2 during 2017 and 2.07 in October (the regulatory minimum limit is 1.0). The quick ratio was
1.71 in October 2017 (the regulatory minimum limit is 0.7). As at 31 October 2017, liquid assets
accounted for 37.7% of total balance-sheet assets and 54.6% of total short-term liabilities.

The liquidity coverage ratio (LCR) has been introduced with the aim of further strengthening the
resilience of the banking sector®. This indicator is the ratio of the protective layer for liquidity
(comprising high quality liquid assets) and net outflows of liquid funds of the bank over the
next 30 days from the date of calculation of this indicator in the assumed stress scenario. The
banks are obligated to keep this ratio at no less than 80.0% until 31 December 2017, and at no
less than 100% as from 1 January 2018 (the prescribed minimum values are identical to those
in the EU). As at 31 October, the liquidity coverage ratio for the banking sector was 256.2%.

The banking sector’s profitability in the first ten months of 2017 was 63.0% higher than in the
same period of 2016 and total net pre-tax profit amounted to RSD 58.8 billion (EUR 492.6
million). The above translated into the rise in ROA and ROE profitability ratios, which at the
end of October 2017 stood at 2.15% and 10.90%, respectively.

Arelatively high share of non-performing loans in total loans was one of the key risks and greatest
challenges in the past few years. As of October 2017, non-performing loans amount to RSD
244 .8 billion, or 11.9% of total loans. Non-performing loans of the banking sectors have been
reduced by 10.4 p.p. in just over two years. During 2016, the NBS carried out all the activities
specified in the Action Plan for Implementation of the NPL Resolution Strategy, which resulted
in strengthening the banks’ capacity to address non-performing loans and significant reduction
of the NPL level. The NBS demonstrated its commitment to resolving this complex issue in
the banking sector in accordance with its responsibilities aiming to preserve and strengthen the
stability of the financial system by continuing regulatory activities in this context in 2017. The
Decision on the Accounting Write-off of Balance Sheet Assets was adopted in August 2017 and
implemented as from 30 September 2017, mandating banks to transfer non-performing loans
that are completely (100%) impaired to off-balance sheet assets of the bank. The direct effect
of implementing this decision is best reflected in the total amount of direct write-offs which,
in September 2017 alone, amounted to RSD 53.6 billion, where 80% of write-offs related to
exposures to businesses.

Since the adoption of the NPL Strategy, the most important channels for achieving the reduction of
NPLs have been write-off and assignment of receivables. In 2017, direct write-off of receivables
brought NPLs down by RSD 69.0 billion, while assignments of receivables reduced the NPL
level by RSD 14.1 billion'* In terms of sectors, the exposure to the corporates still contributes
the most to the overall level of NPLs (NPL ratio 12.9%), while the NPL ratio for households
is traditionally lower, standing at 6.3% at the end of October 2017. It is important to note that
the non-performing loans are for the most part covered, both by allowances for impairment in
accordance with international accounting standards (at end-October 2017 62.5% of NPLs were

9 The Decision on Liquidity Risk Management was adopted in December 2016 as part of execution of the Strategy for the
Implementation of Basel III Standards in the Republic of Serbia.
10 Calculated on the bases of data from NPL3 report that banks submit to the NBS.
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covered by the pertaining allowance for impairment), and by regulatory provisions for balance-
sheet exposures (130.6% as at end-October 2017).

As part of the efforts undertaken by the NBS as Serbia’s banking system regulator to harmonise
the regulatory framework with the EU acquis and best international practice and standards,
aiming to establish a regulatory framework for the implementation of Basel III standards in
Serbia, that is, for transposing the requirements of the Regulation (EU) no. 575/2013 into the
domestic regulatory framework, in December 2016, the NBS Executive Board adopted the
following regulations applicable as from 30 June 2017:

- Decision on Capital Adequacy of Banks,

- Decision on Disclosure of Data and Information by Banks,

- Decision on Reporting on Capital Adequacy of Banks,

- Decision Amending the Decision on Reporting Requirements for Banks,
- Decision on Liquidity Risk Management by Banks,

- Decision Amending the Decision on Risk Management by Banks.

The adoption of the above regulations, and their successful past implementation by banks, is
a significant step towards the harmonisation of the domestic regulatory framework of banks,
considering that the provisions on prudential requirements for credit institutions applied in the
EU have for the most part been implemented through the above implementing legislation. In
addition to the harmonisation with the relevant EU legal acts in the banking field, the main
goals of their adoption are the following: increasing the resilience of the banking sector through
increasing the quality of capital and introducing capital buffers, better monitoring and control
of bank exposure to liquidity risk, further strengthening of market discipline and transparency
of bank operations in the Republic of Serbia by disclosing all relevant information on bank
operations, as well as adapting the reporting system to new regulatory provisions.

In line with its strategic commitment to continuous improvement of the legal framework for
banks while taking into account the specific features of domestic regulations and market, and
considering the fact that the Republic of Serbia has accepted the EU acquis in Chapter 9 —
Financial Services, the NBS continues to monitor the changes in the regulations governing the
operation of credit institutions in the EU and attempts to adapt the regulations in this field. In
this regard, the NBS adopted the Decision Amending the Decision on Consolidated supervision
of a Banking Group in June 2017 to provide for the harmonisation of new, already adopted
regulations implementing Basel I1I standards in the Republic of Serbia on a consolidated basis
as well. In July 2017, the NBS also adopted the Guidelines for the Identification of Default,
providing solutions based on those offered by the European Banking Authority, while in
September 2017 it adopted the Guidelines for the Implementation of Specific Provisions of the
Decision on Capital Adequacy for Banks Relating to Bank Capital, to achieve harmonisation
with delegated EU acts and create additional regulatory preconditions for the achievement of
one of the main goals of Basel III standard — increasing banking sector resilience through the
increase of the banks’ regulatory capital quality.

In the coming period the NBS will continue on a path of harmonisation of the regulations and
practice within its purview accordingly.

With the start of application of the Law on Payment Services (as of 1 October 2015) and
implementing legislation adopted on the basis of this law, the NBS finalised its numerous
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activities aimed at the establishment of a comprehensive regulatory framework in the field of
payment services and issuance of electronic money. Since the above legislation set up an effective
legal basis for the establishment and operation of payment institutions and electronic money
institutions, until 31 December 2017, the NBS issued 12 decisions granting the same number
of licences for the provision of payment services to interested companies that applied and met
the prescribed requirements. In addition, one company was granted a licence for the issuance
of electronic money as an electronic money institution. The above new market operators are
developing their business network and the accessibility of payment services to customers also
through their network of representatives (legal entities and entrepreneurs entered in the relevant
NBS register). To further develop this segment of the financial market, the NBS is undertaking
activities on harmonisation of the national legislation with the EU acquis in the field of payment
services, primarily through the implementation of the new Payment Services Directive (PSD2).
The national regulatory framework will, thus, be in line with the EU standards introducing
new payment service providers (payment initiation service providers and account information
service providers) that will engage in innovative and technologically advanced services.

4. Alternative Scenarios and Risks

The analysis of endogenous and exogenous factors and the simulation of their various alternative
movements identified the main risks to the realisation of the medium-term scenario.

A part of external risks is determined by the pace of growth of our main foreign trade partners.
The materialisation of improved outlook for growth in the euro area, but also Russia and China,
may result in greater external demand, which would additionally contribute to growth through
increased exports. Pulling politically motivated decisions that are not grounded in economics,
and are contrary to signed agreements, with the intention of blocking the export of Serbian
products, is a downside risk which, in addition to short-term adverse effects, can cause more
far reaching problems in terms of breaking of trade chains and loss of market position. Another
part of the risk is determined by the trends in goods and capital markets. The symmetry of the
risks relating to the uncertainty of prices of goods is determined by the role of our country as
net importer or net exporter. A stronger rise in oil prices from projected would have an adverse
effect on the economic trends in the Republic of Serbia as a net importer. The rise in prices of
primary agricultural products and base metals in the international market would have an opposite
effect, and thus give an additional positive contribution, since the position of the Republic
of Serbia is that of a net exporter. The movements in the international financial market are
largely determined by the FED and the ECB policies. Geopolitical tensions, as well as political
instability in the EU, triggered by Brexit and Catalan referendum, can have an indirect negative
effect on the Serbian economy through a spill-over of possible instability in the economies of
our major trading partners. The unknowns relating to future steps and a vague perception of
the effects of the measures undertaken so far is associated with the risk of uncertainty about the
behaviour of foreign investors and the availability of the sources of financing.

The internal risks to the realisation of the macroeconomic scenario are mostly linked to the
pace of structural reforms implementation. Successful reform of public enterprises would
make production processes more profitable and efficient, which in turn would speed up
investment activity. Such an impetus would produce effects on the supply side in the short
term as a large number of these enterprises are drivers of economic activity in their industries.
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Further improvement of public administration would reduce the costs of doing business for all
economic operators and accelerate economic trends. Conversely, any delay and postponement
of these activities is associated with an adverse effect on economic growth, so the risk of reforms
implementation can be considered symmetrical. The pace of execution of public projects also
carries a symmetrical risk, since in the case of deceleration relative to plan it would have a
negative effect on investment activity, while the acceleration would make an additional positive
contribution to the overall economic growth. Uncertainty with respect to the operations of
Agrokor company may, through the supply chain, adversely affect domestic producers, but
considering the elasticity of demand for such goods, we predict that negative factor will have
a short-term effect. The significant share of agriculture in the Serbian economy and high level
of dependence on the weather, which is a determinant of the annual yield volatility, generates
a constant risk to the realisation of the projected GDP growth. As the growth of agriculture
for the next year is projected on the basis of multiannual averages, we believe this risk to be
symmetrical.

The baseline development scenario for the following three years is based on an increase in
investment, goods and services exports, as well as a reduction of the share of public expenditure
while preserving the fiscal stability. The pace of implementing structural reforms will determine
the pace of economic activity growth in the medium term. Any slowdown in the implementation
of structural measures, which are to provide an enabling economic environment, would result in
a deterioration of the country’s macroeconomic position. Such trends would aggravate external
and internal macroeconomic imbalances. Apart from that, there would be a slowdown and
interruption of vital foreign capital inflow.

Taking into account a possibility of materialisation of the above risks and their respective
impact on the macroeconomic projection for the period 2018-2020, an alternative scenario was
prepared, with a more moderate economic growth relative to the presented baseline scenario
for the following medium-term period. The risks for the baseline scenario presented by this
Programme are symmetrical. A sensitive external position of Serbia as a small and open economy
whose exports are above all determined by the pace of growth of the EU economies is built into
the alternative scenario. In addition, a higher-than-projected rise of the price of oil would have a
direct impact on economic growth through the increased cost of production processes and lower
generated GVA, as well as through the decreased disposable income of households and thus
slower growth of personal consumption. Slower pace of structural reform would be reflected in
slower growth of investment spending as a key driver of economic activity. The materialisation
of these risks would result in economic growth lower by 1.5 p.p. annually on average than the
baseline scenario.
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lll. FISCAL FRAMEWORK FOR THE PERIOD FROM 2018 TO 2020

1. Medium-term Fiscal Policy Goals

Fiscal policy goals for the following medium-term period are the achievement 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, interrupting further debt growth and its
gradual reduction, was achieved as early as year two of the implementation of the precautionary
arrangement. General government debt, after peaking at 76.0% of GDP in 2015, started to
decline, and already in 2016, primary fiscal surplus and reduction of public debt by three
percentage points of GDP were achieved. The planned deficit of 0.5% of GDP per year in the
following period and primary fiscal surplus will ensure continued maintenance of the achieved
fiscal stability and reduction of public debt to 56.3% of GDP in 2020.

The estimated structural adjustment for the duration of the arrangement amounts to 6.0% of GDP,
considerably higher than the initial goal. In the first two years of programme implementation,
structural adjustment amounted to 4.4% of GDP. The key contribution to structural adjustment
stemmed from expenditure (wages and pensions) reduction, while the favourable macroeconomic
environment, with the strengthening of tax and financial discipline, enabled a strong revenue
increase. Although the fiscal policy in 2016 was mildly relaxed by raising pensions and wages
of employees in some parts of the public sector, achieved fiscal deficit was three times lower
than initially planned, while for the first time since 2005, primary fiscal surplus was achieved.
The fiscal policy in 2017 has been additionally relaxed without jeopardising the achievement
of the primary goal relating to the reduction of deficit and debt. The planned deficit of 1.7%
of GDP in this year has been revised downwards several times, and according to the current
estimate the expectations are that the fiscal surplus will be 0.7% of GDP, primary fiscal surplus
3.4% of GDP, while debt as a share of GDP will be reduced by close to 10.0 p.p. relative to
the end of the previous year. As a result of implemented measures, structural fiscal adjustment
in 2017 is expected to be about 1.6% of GDP. This result, significantly better than planned, is
for the most part due to better revenue collection. On the expenditure side, the most important
contribution comes from lower interest expenses. The costs of interest payments are even
lower than the previous year, which has had an additional effect on the size of the structural
fiscal adjustment this year compared to the previous one, given the fact that in the previous
period this cost to the government reduced or neutralised the effects of implemented measures.
The completion of the process of rightsizing and restructuring of public and former socially
owned enterprises work towards minimising the likelihood of fiscal risks materialisation and
their impact on expenditures, while the favourable macroeconomic trends and continued fight
against informal economy will lead to revenue growth. This will increase the available fiscal
space for implementing new and relaxing the current policies.

The success in the implementation of fiscal consolidation measures was also confirmed
by international rating agencies that have improved the credit rating, and thus reduced the
government’s borrowing costs on the global financial market. Lower interest rates and restoration
of creditors’ confidence will result in cheaper sources of financing thus further improving the
country’s fiscal position. In addition to a direct effect of easier access to funds at lower cost,
the indirect effect stems from the multiplier effect of investing in infrastructure, not only by
the government but also by the private sector, and their contribution to a stable and sustainable
economic growth.



ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

On the back of the fiscal results achieved in the past three years, fiscal space has been created
of about 1.5% of GDP per year, which will be used for the fiscal policy relaxation and a more
intensive government investment activity, while staying on the downward path of the general
government debt. The fiscal space in 2018 will be used on the expenditure side for capital
investments, increasing total investments and significantly contributing to economic growth.
Part of the space will be used for raising wages and pensions. On the revenue side, the fiscal space
will be used for reducing the tax burden on labour, by increasing the personal tax allowance.

2. Fiscal Trendsin 2017

The fiscal consolidation programme implementation as part of the IMF arrangement continued
successfully in 2017. The estimated structural primary adjustment will be 1.6% of GDP in 2017,
while the cumulative structural fiscal adjustment achieved in the first two years of arrangement
implementation was 4.4% of GDP. The total structural adjustment of 6.0% of GDP during the
three years of fiscal consolidation programme implementation is much higher than the goal
provided for by the IMF arrangement, which is an adjustment by 4.0% of GDP in the same
period.

Graph 4. Effects of the three-year fiscal consolidation programme, % of GDP
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No additional consolidation measures on the revenue side have been implemented in 2017,
while on the expenditure side the fiscal policy relaxed somewhat without jeopardising the level
of structural adjustment. The economic reform programme has been implemented in 2017 with
negligible changes. In 2015 and 2016 the wage and pension policy was relaxed while minimal
compensatory measures were implemented on the revenue side. Structural adjustment also
continued in 2017 by rightsizing employment in the public sector, primarily through the hiring
freeze, by which the overall goals of this measure have been achieved. The moderate decline of
the number of pension beneficiaries has continued due to the implemented parametric reform of
the pension system. On the revenue side, the rising trend of efficiency in collecting tax revenue
continued.

According to the latest estimates, the fiscal result of the general government in 2017 will amount
to 0.7% of GDP and will be improvement of 2.4% of GDP than planned; at that, the overall
and primary fiscal surplus will be achieved at the same time, which is a first since 2005. A new
estimate was prepared for revenues, expenditures and the general government result, with the
projected fiscal result better than planned by about RSD 107.0 billion.
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It is estimated that the primary fiscal surplus of 3.4% of GDP in 2017 will be one of the main
factors of the reduction of public debt share in GDP. This result shows that the fiscal consolidation
measures achieved the desired effects and that public consumption was sufficiently reduced.
On the other hand, favourable fiscal trends and the improvement in the debt interest structure
have already ensured a stabilisation of the absolute level of interest expenses and a decrease of
their share in GDP. This has created space for certain fiscal relaxation that will not jeopardise
the main medium-term goals of the fiscal policy.

After the growth of public debt share in GDP slowed in 2015, and started declining the following
year, in 2017, the public debt as the share of GDP has been significantly reduced. The public
debt share was planned to go down from its 2016 level of 73.0% of GDP to 63.7% of GDP
at the end of 2017. The overall and primary surplus in 2017 are the most important factors
that caused the accelerated downward trend of the public debt share in GDP. On the other
hand, significantly higher disbursements of proceeds from project loan financing were planned,
which is considered desirable given their developmental component.

Graph 5. Primary and overall fiscal result, % of GDP
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A much better fiscal result in 2017 is for the most part due to a better-than-planned public
revenue collection. The revenue projection has been revised upwards by RSD 96.6 billion, with
the largest contribution to better collection coming from corporate income tax. The expenditure
projection has been revised downwards by a somewhat smaller amount, but with significant
changes in structure. Lower interest payment expenses contributed most to a lower execution
of total expenditures.

Fiscal trends in the period January — September 2017 mostly reflect the current favourable
macroeconomic trends, above all in the labour market, but also other factors that contributed
to better public revenue collection. The general government surplus of RSD 82.0 billion in the
observed period is a significantly better result both relative to plan and relative to the result
achieved in the same period the previous year.

The developments on the labour market during 2017, translated into the increase in average
wages, employment as well as consumption, are strongly manifested in fiscal aggregates
through their impact on the personal income tax, mandatory social insurance contributions and
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VAT collection. In the domain of VAT audit and collection efficiency improvement, excellent
results were achieved in 2015, and a similar trend continued in 2016, while the current year has
seen further but more modest increase. The main determinants of VAT collection are the total
level of consumption (C), effective tax rate and collection efficiency (C-efficiency). The VAT
is the second largest tax type in total public revenue, and its trend is also driven by factors such
as credit activity, trends in other income sources, collection efficiency and the size of informal
economy, consumption structure and foreign trade trends.

Gross VAT collection has recorded a strong 11.3% increase, exceeding the growth of the wage
bill. The reasons for this deviation lie in the fact that wages are not the only source of disposable
income, but they include pensions, loans, remittances, savings, social benefits, etc. The trends in
gross collection are also to a significant extent driven by export demand, through domestic and
import component of the realised exports. The last group of factors affecting gross collection
includes the consumption structure (effective tax rate) and improved collection efficiency
(C-efficiency). The net VAT collected in the first nine months of 2017 observed a slower growth
than gross collections, unlike the previous year, above all due to the increase in the level of VAT
refunds caused by the growth of foreign trade. The trends in the first nine months indicate that
the original plan will be exceeded by over RSD 14.0 billion.

Excise revenue witnesses higher growth than planned due to increased consumption of certain
excise products and partly due to better collection achieved towards the end of the previous
year. The revised projection of excise revenue mostly results from the increase of consumption
of petroleum products and electricity. The estimate of excise revenue on petroleum products
assumed the previous year’s consumption level with an application of new, higher specific
excise duties, based on regular adjustment. However, at the macroeconomic level, it is difficult
to differentiate reliably between the effects of real consumption growth (price elasticity and the
effect of economic growth) and those that are a consequence of changes in the size of informal
economy. The tobacco excise revenue has been minimally revised and is currently as expected.
It is important though that the situation has not deteriorated in terms of volume of the informal
economy in the excise goods market. Total excise revenue has been revised upwards by RSD
8.1 billion.

Customs revenue is growing faster than planned, but unlike the previous years, their pace
does not follow the movements of import VAT. Various trade agreements, customs-free import
regimes for certain categories of goods, change of customs tariffs, etc. as well as the change in
the structure of imports affect the collection of customs revenue. 2017 has seen a large increase
in the import of goods for which no customs duties are paid, and that is why the divergence
between the total import and VAT growth rates is significantly greater.

The corporate income tax projection has increased significantly relative to the plan, so the
collection of this tax type will be higher by about RSD 30.0 billion. Corporate income tax is
the most volatile public revenue item and economic growth is not always the most reliable
collection indicator for this tax type. Since the final data on profitability are not known during
the preparation of projections for the following year, the practice is to assume for these purposes
that it is unchanged and to accept a certain level of risk in the collection of this revenue type.
According to the Business Registers Agency data, the total gross profit earned in 2016 is RSD
534.4 billion, or 17.5% higher than in 2015. The growth of corporate income tax collection will
exceed that in the previous year by 35.0%. A part of the 2017 revenue, however, is a result of
the implementation of accounting regulations governing the treatment of increase (registration)
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of property value in accounting books. Consequently this part of collected revenue can be
considered a one-off inflow. When excluding the part identified as on-off revenue from total
revenue, the growth rate exceeds the growth of profitability to a much lesser degree.

In addition to corporate income tax, non-tax revenue is a revenue category whose plan was
revised upwards by most, both in absolute and in percentage terms. The adjustment of non-
tax revenue amounts to RSD 25.1 billion. It is mostly the result of cautious planning, as the
inclusion of certain potential revenue items in the budget plan was abandoned. The total increase
of the estimate of non-tax revenue belonging to the central budget amounts to RSD 19.7 billion
and is a combination of the movement of regular non-tax revenue (charges, fines, and fees) and
initially unplanned payment of profits of by JP EPS (PE Serbian Electricity Industry), collected
claims of the Deposit Insurance Agency, premium payments for bond issue re-opening, NBS
profit, etc. The projection of the non-tax revenue at the local level has been increased, partly
due to the collection of one-off revenue, but mostly due to the improved collection of local fees
and other revenue types. Unlike the previous year, there were no methodological changes in
2017 that would affect the coverage of non-tax revenue at the local level.

According to the new estimate of public expenditure, the total level of expenditure should be
lower by RSD 10.2 billion or 0.5%, with a changed structure relative to the budget plan for
2017. The largest decrease relative to plan was recorded in interest expenses, repayment for
guarantees, pensions, and capital expenditure. The largest increase on the other hand will be
achieved in expenditures for goods and services, net lending, and other current expenditure.
In the period January — September 2017 public expenditure grew at the rate of 0.9%, and the
growth is expected to accelerate to 1.8% by the end of 2017. The reasons for this acceleration
towards the year end are the changes in the execution schedule of certain expenditure items
from previous years, and the execution of the so-called one-off expenditures towards the end of
the year. The acceleration of the expenditure rate until the end of the year is expected in respect
of personnel expenditure, due to the planned payment of bonuses in part of the public sector, as
well as the accelerated execution of capital expenditures in the last quarter.

The estimated personnel expenditures increased by 3.2% relative to the 2017 budget, primarily
due to the planned payment of bonuses to certain employee categories. When making projections
of this type of expenditure in the 2017 budget, the following elements were used: 1) increase of
the nominal amount of wage for certain employee categories, 2) volume and pace of rightsizing
, and 3) volume and payment schedule for severance pays for the personnel that will be laid-off
in the process.

According to the latest data available, by the fourth quarter of 2017 the number of employees
decreased by around 28,500 relative to the end of 2014. The public sector rightsizing plan
envisaged a reduction in the number of employees by 75,000 by the end of 2017. After the
analyses of the employee number and structure by competent domestic and international
institutions, the rightsizing plan was revised to 25,000-30,000 people. The savings on this
basis were also made due to a slower rate of employee replacement for those positions. The
implemented rightsizing measures have led to the drop of the wage share in GDP from around
12.0% in 2014 to 9.8% in 2017. The Budget System Law provides for the lowering of the level
of wages excluding the social insurance contributions paid by the employer to 7.0% of GDP.
However, it seems that such wage level target is set quite low, considering that the current share
of wages defined in such a way is 8.3% of GDP.
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Interest expenditure is a category where significant savings are expected relative to the amount
planned in the budget. The overall fiscal result trend has an indirect impact on the interest
expense trend. In addition to the deficit level, the amount of interest is affected by interest
risk and foreign exchange risk for foreign-currency denominated liabilities. The significantly
lower fiscal deficit had an impact on the general level of new borrowing. On the other hand, a
favourable trend in the US dollar exchange rate and a stable EUR rate neutralised the foreign
exchange risk, which, along with lower interest rates in the international market, decreased
interest expenses. In 2017, almost all the above factors have had a favourable effect, so that, for
the first time since 2008, there has been a nominal decrease of the interest expenditure amount,
while its share of GDP continued to drop and will be around 2.7% of GDP at the end of 2017.
The new estimate of interest expenditure provides for the amount that is over 16 billion lower
than originally planned.

The pension expense trend during 2017 and the decrease in the number of pensioners instead
of the expected increase caused a downward revision of the planned pension expenditure. A
certain reserve was left in the projection of this expenditure category in late 2016, considering
that a faster inflow of new pensioners was expected based on the rightsizing process in the
public sector (including public enterprises) and the completion of restructuring of the remaining
enterprises in the privatisation process. The other factors that had an impact on the estimate
of overall pension expenses are the increase in the nominal amount of pensions, anticipated
increase in the number of pension beneficiaries above 1.0%, which was in accordance with the
trend from the previous period, but also reflects a certain amount of caution when projecting
such a large expenditure category.

The downward trend of the number of pension beneficiaries continued in 2017. After a ten-
year period of increase in the number of pensioners, the total number of pensioners decreased
for the first time in 2015. Such trend continued during 2016 and 2017, and the total number of
beneficiaries is down by 24,000, which is a drop of about 1.4%. Moreover, the type structure
also changed, so there was a decrease in the number of disability pension beneficiaries and, to
a slightly lower extent, in the number of survivor’s pension beneficiaries. This was contributed
to by the measures aimed at prevention of abuse in this area. The number of old-age pensions is
still increasing, but at a noticeably lower rate. Such trends are a result of parametric measures,
such as phased raising of the age requirement, but also of the introduction of penalties for early
retirement. In accordance with these trends, the estimate of total pension expenditure is revised
down by 2.3% relative to the planned amount, with a note that the planned one-off payment
to pensioners was not presented as a part of total pension expenditure, but is treated as a form
of other transfers to households. The share of pension expenditure has dropped from 11.6%
of GDP in 2016 to 11.2% of GDP at the end of 2017, which is close to the target set under the
arrangement with IMF and the Budget System Law.

Other expenditure for social benefits and other transfers to households will increase relative
to the planned amount, primarily due to the payment of bonus to pensioners. Each individual
pension beneficiary was paid RSD 5,000 regardless of the level of pension they receive. The
total effect of the one-off payment on this basis is RSD 8.9 billion. Due to an expected increase
in the number of beneficiaries of the National Employment Service (as a result of bringing the
process of public sector restructuring and rightsizing to a close), unemployment benefits were
planned at a somewhat higher level. This expenditure in 2017 has so far been considerably
underexecuted. An improved situation in the labour market and unemployment decrease are
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factors that contributed to this development. Also, severance pays paid out to workers of
enterprises undergoing restructuring will also be underexecuted.

Total guarantee repayments and net lending will deviate relative to the amounts planned in the
budget by over RSD 4.0 billion. These two categories are deviating from the planned amounts.
Guarantee expenditure is lower than anticipated by the plan, namely by RSD 5.8 billion. The
biggest reason is that the plan anticipated a repayment of part of the JP Srbijagas debt to its
creditors. However, due to an improvement in the liquidity position of this enterprise, it is
able to honour part of its liabilities by itself. On the other hand, expenditure on net lending is
higher than planned by over RSD 10.0 billion. Most of this increase relates to the funding of the
defense industry modernisation.

Public investment will not be executed in the planned volume. The execution of capital
expenditure for the first nine months of 2017 compared to the previous year is 10.5% lower.
Such a development of government capital expenditure is in part caused by a change in the
institutional coverage of budgets of some local governments. Specifically, with the exit of the
institution in charge of investment from the system of City of Belgrade budget beneficiaries and,
consequently, from the institutional coverage of the general government, the volume of capital
expenditure that is covered by execution reports fell significantly. This methodological change
can explain almost half of the actual drop in public investment. The other factor that contributed
to the fall of capital expenditure compared to the previous year is extremely unfavourable
weather conditions during the first quarter of the current year. The execution picked up in the
second half of the year, but part of the delays cannot be cancelled out for objective reasons.

A more favourable fiscal position in 2017 is primarily a result of an increase in public revenue
collection. The factors that contributed to the revision of the estimated fiscal result in 2017
are classified into the following groups: base impact (the 2016 outturn), labour market
developments and their impact on consumption and labour taxes, estimated one-off non-tax
revenue, the development of excise product consumption and significantly better corporate
income tax collection.

Total revenue collected in 2016 was RSD 23.0 billion above the estimate used as the base for
the preparation of the 2017 plan. Of this amount, RSD 7.0 billion have no permanent impact
on the result, so the base effect in 2017 was estimated at RSD 16.0 billion, i.e. 0.36% of GDP.

The downward revision of the real GDP growth rate in 2017 relative to the planned one, had
no negative impact on fiscal developments due to changes in the structure of growth, as well
as one-off factors that caused the downward revision of GDP. In the growth structure, there
was a slight increase in private consumption due to which the nominal growth of consumption
was faster than planned, which had a direct impact on revenue collection. The improved
situation in the labour market and faster employment growth caused an increase in total wages
paid. Wages paid account for the largest portion of the population’s disposable income, so
they had a positive impact on the nominal growth of private consumption. Apart from that,
consumption growth was also predicated on faster lending growth. Faster import growth
caused higher indirect tax collection during 2017, when there was a simultaneous increase in
import volume and faster growth of import prices than initially planned. Apart from the indirect
impact on the VAT movement, the more favourable situation in the labour market had a direct
impact on the collection of wage tax and mandatory social insurance contributions. Stronger
growth of economic activity is primarily reflected in an increase in mandatory social insurance
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contributions and personal income tax, but also in other revenue types. It should be noted that
in the initial excise revenue projection, the consumption of excise products was assumed to be
constant (except for tobacco products).

The other factors that resulted in the country’s better fiscal position include the movement in
total tax revenue collection efficiency, the trend of the level and pace of VAT refunds relative
to the initial plan, significantly better corporate income tax collection, extraordinary non-tax
revenue and underexecution in certain expenditure categories.

Graph 6. Contribution of individual factors to the correction of the deficit in relation to the plan
for 2017,% of GDP
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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

The EC designed the SO composite indicator for assessing short-term fiscal sustainability the
aim of which, through the identification of potential short-term risks in the current year, is
early detection of fiscal stress' in the coming year. If the value of the SO indicator exceeds the
predefined threshold, the country is considered to be at short-term risk of fiscal stress'?. Apart
from the value of the overall indicator, in order to locate the source of risk, subindex values
and their components are also considered. The SO composite indicator is composed of two
subindices which contain a series of fiscal and macrofinancial sustainability variables'. The

11 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 co-
untry, 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.

12 The evaluation of short-term fiscal sustainability obtained from the calculation of SO indicators, must be interpreted ca-
refully, and during the interpretation of results, specific macroeconomic circumstances of the concerned country must be taken
into account.

13 Subindices are composed of 25 variables in total (12 fiscal and 13 macrofinancial). Thresholds are redefined every couple
of years.
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value of these subindices which is below the defined threshold points to the absence of short-
term fiscal risk.

The calculation of the SO indicator for the Republic of Serbia, carried out by the Ministry of
Finance, is based on the EC methodology'*. Although the value of the SO indicator in 2014
was below the defined threshold, the value of the fiscal subindex clearly pointed to potential
challenges in the fiscal sphere. Positive effects of fiscal consolidation measures, initiated in
2014 as part of the implementation of the arrangement with the IMF, are reflected in the lower
value of the fiscal subindex already for 2015, which then, albeit still above the defined threshold,
started to fall, which significantly lowers the value of the overall SO indicator as well. Further
implementation of fiscal consolidation measures, along with significant improvement of the
macroeconomic environment, led to an even stronger decrease in the fiscal subindex compared
to the defined threshold in 2016. In that year, the entire composite indicator, as well as both
subindices, were below the defined thresholds.

Graph 7. The SO indicator with fiscal subindex and macrofinancial competitiveness subindex
for the Republic of Serbia for the 2014-2016 period
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The values of the SO indicator and the subindices for the Republic of Serbia in 2016 point
to the general absence of short-term risk of fiscal instability, as well as of any pronounced
risks stemming from the areas covered by the subindices. Consistent implementation of fiscal
consolidation measures and the establishment of macroeconomic and fiscal stability in the
previous period secured the room for easing monetary policy measures during 2017.

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 variables , 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.

14 European Commission Fiscal Sustainability Report 2015 25, January 2016, pp. 157-158.
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Table 3. The SO indicator and its components, values for the Republic of Serbia, for the period
2014-2016.

Variables Safety Threshold Sgnaling | Values for Serbia %

[pover® 2014 | 2015 | 2016
Fiscal sub index < 0.36 0.28 0.54) 041 019
1.Balance, % GDP = -2.61 0.07 6.6 -3.69] 127
2. Primary balance, % GDP = 0.23 0.13 366 -048) 182
3. Cyclically adjsted balance, % GDP = -25 0.3 -6.21]  -3.17] -L10
4. Stabilizing primary balance, % of GDP = 2.34 0.08 0.55 051 0,03
5. Gross debt, % of GDP < 684+ 0.12 71.85] 7598 7299
6. Change in gross debt, % GDP < B.06 0.12 10.73 413 -299
7. Short-term debt gen. gow., % GDP < 13.2 02 910 1214] 1305
8. Net debt, 3 GDP < 55.51 0.2 7185 75.58) 7284
9. Gross finandng need, % GDP « 15.95 0.26 15.594] 1487 1311
10, Interest rate-growth rate di ferential < 4.8 0.08 203 L17]  -L12
11. Change in expenditure of gen. govemment, % GDP < 1.9 0.11 2.92] -247 -L10
12. Change in final consumption expend. of gen. govemmen < 061 0.o7 -0.56] -B4T| -123
Finandal-com petitiveness index < 0.49 0.55 0.30) 027 027
1. netinternational investment position, 3% GDP b -15.8 0.1 9828 -1029] -103.59
2. net savings of households. % GDP = 2.61 0.33 24.96)| 2652] 2621
3. private sector debt, % GDP < 164.7 0.18 45.99) 4767|4747
4. private sector credit Aow, % GDP < 10.7 0.37 240 04 139
5. short-term debt, non-finandal corporations, % GDP = 15.4 0.2 11.85 TEB| 639
6. short-term debt, households, 3% GDP = 29 0.1 2.65 1.70) 117
T.construction, % value added < T.46 0.x2 507 513] 550
8. current account, 3-vear backward MA, % GDP = -25 0.34 -955] -789 -5.60
9. change (3 years) of real eff. exchange rate, based on < 967 0.11 954] -273 -080
10. change (3 years] in nominal unit labour costs < 7 0.18 -0.50 0.50] -5.60
11. Yield curve = 0.59 0.37 272  455] 500
12. Read GDP growth > 067 0.1 -1.83] 0.76] 260
13. GDF per capita in PPP, % of US level > T2.7 0.2 26.09] 2529 2511
Overall index = 0.46 0.55 039 0.3Z] 0.24

Based on Eurostat data for the EU countries and the calculations of the Ministry of Finance
for the Republic of Serbia, in 2016 none of the countries considered were exposed to short-
term risk of fiscal stress materialisation, given that the SO value does not exceed the defined
threshold anywhere. Certain countries are facing fiscal or macrofinancial challenges, while the
Republic of Serbia, together with the majority of EU countries, is within the defined thresholds
of the SO indicator.
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Graph 8. The fiscal subindex and the macrofinancial competitiveness subindex for EU countri-
es for 2016 and Serbia for 2014, 2015, and 2016.
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3. Fiscal Projections in the Period from 2018 to 2020

In the following medium-term period, the fiscal policy goals are aimed at maintaining fiscal
stability, leading to further reduction of the share of public debt in GDP. The medium-term
fiscal framework provides for a general government deficit at the level of 0.5% of GDP by
2020, and a decrease in public debt to 56.0% of GDP. Fiscal aggregate projections in the period
from 2018 to 2020 are based on macroeconomic indicator projections for the stated period,
planned tax policy which implies further alignment with the EU legislation and directives and
fiscal and structural measures, including the reforms of large public enterprises.

Owing to fiscal consolidation measures, fiscal space was created for new policies, which will be
used in 2018 for increasing capital investment, increasing pensions and wages in one segment
of the public sector and reducing the tax wedge. These measures and their fiscal implications
are designed so as not to jeopardise the stability of public finances or the pace of public debt
reduction, while, on the other hand, raising the standard of living for the population, stimulating
private consumption and accelerating economic development.

15  The EC did not take into account Greece, to which a special monitoring procedure is applied.
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Table 4. Fiscal aggregates in the period 20162020, in % of GDP

description execution estimate projection

2016 2017 2018 2019 2020
Public revenue 43.2 43.9 424 41.8 41.2
Public expenditure 44.5 43.2 43.1 42.3 41.7
Consolidated fiscal result -1.3 0.7 -0.7 -0.5 -0.5
Primary consolidated result 1.8 34 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%

Source: MoF

Public debt trajectory was reversed in 2016, when the public debt share in GDP started to
decrease. The main goals of fiscal consolidation and the IMF-supported programme were
public finance stabilisation and reduction of the public debt share in GDP. Debt reduction is
closely related to the reduction of deficit as the main factor of borrowing, so the pace of deficit
reduction determines the change in debt trajectory. Financial transactions, such as replacing
expensive debt with cheaper debt, as well as a better position of the country in the international
financial market, could also contribute to further debt reduction.

Graph 9. Debt and deficit in % of GDP
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In the following period the general government deficit will stabilise at around 0.5% of
GDP, which is a sustainable level conducive to further public debt reduction. With expected
macroeconomic performance, in the following medium-term period the public debt level
should come down to around 56% of GDP. Good fiscal consolidation results have allowed
for fiscal policy easing, primarily on the expenditure side, in the form of wage and pension
increases, without increasing their share in GDP. The key measure on the revenue side will be
an increase in personal tax allowance, which will lead to a reduction of the tax wedge and a
mild increase in taxation progressivity. The process of restructuring public and former socially-
owned enterprises continues in order to reduce the burden on public finance and the whole
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economy. In the event of favourable macroeconomic and fiscal trends and overperformance,
the created fiscal space could be used for a further reduction of tax burden on the economy and
individuals or prepayment of expensive debt.

The revenue projection for the period from 2018 to 2020 is based on:
- Projections of development of the key macroeconomic indicators: GDP and its
components, inflation, foreign exchange rate, foreign trade, employment and wages;

- Current tax policy and its planned changes;
- Estimated effects of fiscal and structural measures in the following period.

Table 5. Total revenue and grants in the period 2016-2020, in % GDP

description execution estimate projection

2016 2017 2018 2019 2020
PUBLIC REVENUE 432 43.9 42.4 41.8 41.2
Current revenue 43.0 437 42.1 41.5 40.9
Tax revenue 37.2 38.4 37.3 37.1 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 10.5 104
Excise duties 6.2 6.3 6.0 5.8 5.6
Customs duties 0.9 0.9 0.9 0.9 0.9
Other tax revenue 1.6 1.6 1.6 1.5 1.4
Contributions 124 12.7 12.7 12.7 12.7
Non-tax revenue 5.8 5.3 4.7 4.5 4.3
Grants 0.2 0.2 0.3 0.3 0.3

Source: Ministry of Finance

Part of the budget space of around 0.2% of GDP, or around RSD 10.0 billion, will be used
for a reduction of tax burden in 2018. Apart from increasing the personal tax allowance, no
other changes to tax policy have been envisaged. Revenue projection implies maintaining the
existing collection level.

The personal income tax is projected at a stable level of around 3.6% of GDP during the entire
medium-term period in line with expected effects of structural and fiscal measures, public sector
wage policy and favourable labour market trends, primarily related to employment and average
private sector wages. The predominant type of the personal income tax is the wage tax, so the
wage bill and employment trends are the main factors affecting this tax type. Measures that will
also affect the level and taxation of wages are increases in the personal tax allowance and the
minimum wage. The personal tax allowance will rise from RSD 11,790 to RSD 15,000 and have
a negative impact on revenues from the wage tax and contributions, which is estimated at RSD
11.6 billion. Considering that at the general government level, there are savings on the basis
of gross income reduction, the impact on the fiscal result is smaller and amounts to RSD 9.0
billion or about 0.2% of GDP. On the other hand, it is estimated that the minimum wage increase
will mostly compensate for the general government revenues lost on the basis of the allowance
increase. Other personal income tax types include dividend tax, interest income tax, annual
personal income surtax, etc. and follow the trend of overall economic activity and wages. With
regard to the wage tax, the fight against the informal economy is of key importance, considering
the significant number of unregistered workers and direct cash wage payments. Inspections
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and sanctions have been stepped up during the past three years, which has produced significant
results in combating the informal economy in the area of labour and employment, but it is very
important to continue such efforts in this area in the upcoming period as well.

A stable share of mandatory social insurance contributions in GDP is projected for the following
medium-term period. The trend of this revenue’s share in GDP follows a similar path as the
trend of the wage tax’s share since the same assumptions on wage and employment trend were
used in their projections. The only difference lies in contributions collected on the insurance of
farmers and entrepreneurs. The effects of higher personal tax allowance and minimum wage are
also taken into account because these changes also affect contribution revenue. Contributions
are a tax category with the lowest level of tax compliance and the largest taxpayer debt, so the
consequences of an increase in fiscal non-compliance are most felt on these revenues.

Stable revenue from the corporate income tax is projected in the period 20182020 (2.0% of
GDP). The collection of corporate income tax revenue in the upcoming three-year period will
depend on the economic growth trajectory, relative dinar exchange rate stability and general
profitability of the economy. The estimate of this revenue may be uncertain due to economic
factors, as well as the possibility of using tax credits or refunds. In 2017 the collection of
corporate income tax hit a record high (2.5% of GDP), primarily as a result of high profitability
in 2016. One part of this year’s revenue, however, is a result of the application of bookkeeping
regulations and may be considered one-off and is, therefore, not taken into account in the
2018 corporate income tax projection. The medium-term projection does not assume major
amendments to legislation. The revenue projection on this basis is conservative and does not
include the effects 0of 2013 tax benefit abolishment, which, due to a transitional period of several
years, are now felt.

The VAT revenue trend is characterised by a moderate decline of the share in GDP, since
private consumption is projected to grow more slowly than the nominal GDP. The key factor
determining the VAT trend is domestic demand driven by disposable household income.
Disposable income as the largest factor determining consumption, depends on the movement of
public wages, pensions, social benefits, the private sector wage bill and other types of income,
including remittances, as well as on the level of bank lending to households. In the coming
period, revenue from foreign tourists’ spending will also be of greater importance. Likewise,
the easing of fiscal policy in the field of public sector wages and pensions will contribute to an
increase in disposable household income. However, due to the economy’s rebalancing, the VAT
revenue share in total GDP is projected to decrease gradually from 10.7% of GDP in 2017 to
the 10.4% in 2020. At the same time, the projected exports growth will result in a VAT refund
growth and will consequently affect the level of collected VAT. The risks for VAT projection
in the following period are similar to those for the personal income tax and relate to the trend
in private sector wages, economic growth, as well as the prevalence of informal economy and
efficiency of its combating.

The results of more efficient collection and taxpayer audit are evident and this trend is expected
to continue in the following period, but the effects of fight against the informal economy are
not explicitly included in the medium-term public revenue projection. The increase in the VAT
collection, in terms of implementing independent anti-evasion measures for the VAT, gave
certain results in the previous period. There is room for further improvement in this area through
the strengthening and modernisation of the Tax Administration.
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According to estimates, an improvement in collection efficiency by about 5.0 p.p. in the coming
four-year period, would enable a cumulative increase in VAT revenue by 1.9% of GDP.

The projection of excise duty revenue was prepared based on the current excise duty policy
and projected consumption of excise products. As regards excise policy for tobacco products,
a further gradual alignment with EU directives is envisaged in line with a medium-term plan
for gradual increase in excise burden. For cigarettes, it will be reflected in a gradual increase
in excise duties, so that within an acceptable period of time the EU minimum level of EUR 1.8
per pack would be reached. For the sake of caution, for the purposes of projecting excise duty
revenue, a further decline of the legal market of tobacco products by around 3% annually on
average is anticipated in the following period. In the event of improvement of conditions in the
tobacco product market and reduction of informal economy, there is a certain upside risk related
to the collection of this revenue type.

Unlike tobacco products, the situation in the oil product market is significantly less volatile.
Better control and effects of oil product marking reduced the possibility and profitability of
illegal activities. In the following years, for the sake of caution, no continuation of increase in
oil product consumption is assumed, although accelerated economic activity can contribute to
consumption growth. In this case as well, there is a certain upside risk when it comes to revenue
collection, if the trend of oil product market growth continues.

The revenue from excise duties on alcoholic beverages, coffee and electricity is projected in
line with the existing consumption structure. The current nominal amounts of excise duties on
alcoholic beverages and coffee are adjusted to the expected levels of inflation rate in the medium-
term period. During 2015 the ad-valorem excise duty of 7.5% on electricity consumption was
introduced. For the period 2018-2020, annual revenue from this excise duty is planned in the
amount of around RSD 17.0 billion, taking into account the current annual consumption and
current prices.

Customs revenue currently accounts for 0.9% of GDP and can be expected to remain at this
level in the future. Proceeding from the projected movement of imports, exchange rate and
consumption, as well as the completion of the process of customs tariff harmonisation due to
the application of the Stabilisation and Association Agreement, a gradual nominal increase in
this revenue is planned, while the share of customs duty revenue in GDP is not projected to
change in the upcoming period.

Other tax revenues are not significantly expressed related to economic activity, their level is
relatively stable and a slight drop in the share of these revenues in GDP is projected. The
most important tax revenue in this category is the property tax, whose share is around 70.0%.
This revenue may be expected to increase due to tax base expansion. As part of the Property
Tax Reform project, property inventory is underway in 40 local government units, which may
increase property tax collection in certain municipalities by as much as several times. An
increase in the collection rate, through the increase in the coverage of properties taxed (i.e. on
the basis of expanding the tax base), is not included in medium-term projections and constitutes
an upside risk. Apart from property taxes, other tax revenues include taxes on the use, possession
and carrying of goods, as well as other types of local taxes. They have been projected based on
movements in inflation, since the inflation component is built into a considerable part of these
tax types.
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The projection of non-tax revenue in the coming medium-term period excludes extraordinary
(one-off) payments, while recurring non-tax revenue is planned in accordance with the
development of their determinants. The share of non-tax revenue in GDP is decreasing over
the medium term, after a surge in 2015 and 2016. This surge is a result of the payment related
to the public sector wage cuts (public enterprises and local governments), higher revenue from
dividends and profits from public enterprises, as well as the introduction of a fee for mandatory
oil reserves. The share of non-tax revenue in GDP is projected to decrease from 5.8% of GDP in
2016 to 4.2% in 2020. The reasons for the decline in the projected share include the exclusion
from the base year (2017) of all those revenues that are not considered structural, i.e. recurring,
which primarily refers to extraordinary non-tax revenue. Recurring non-tax revenue includes
various fees, charges, fines, revenue of government bodies and organisations and all other
revenue collected according to the standard schedule over the year, in more or less similar
amounts on a monthly basis with some seasonal variations. Certain non-tax revenues are
indexed to last year’s inflation, others follow the changes in the value of the base to which they
are applied and due to which they are adjusted by projected inflation. Extraordinary non-tax
revenues are mostly one-off, to a certain extent uncertain, both with regard to the amount as well
as the time of payment. Most of them are extraordinary payments of profits of public enterprises
and agencies, dividends belonging to the budget, revenues from receivables collected by the
Deposit Insurance Agency, share premiums, etc.

As the country’s EU accession process progresses, the available IPA funds increase, making
up the predominant portion of grant revenue. The projected amounts of grants include the EU
sectoral budget support funds. Grant-based revenue is result-neutral since it is equal to the
corresponding expenditure.

A restrictive fiscal policy combined with good macroeconomic performance has led to the
creation of fiscal space in the period 2017-2019, which may be used, inter alia, for new policies
on the expenditure side, primarily for increasing capital investment as a key component of
economic development. The unfavourable expenditure structure in the previous period was
characterised by high expenditure for subsidies and payments for guarantees stemming from
the inefficient operation of parts of the public sector, followed by high interest rates, with
low execution of capital investments. In the coming period, special attention will be paid to
the improvement of the efficiency of government capital investment execution. Likewise, the
social component of the budget will be improved by better social benefit programme targeting
and higher allocation for health care and education. The share of wages and pensions in GDP
will have stabilised by 2020, which will be yet another factor that will enable a more equitable
income reallocation, with a reduction of pressure on public finance.
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Table 6. Total expenditure in the period 2016-2020, in % of GDP

description execution estimate projection
2016 2017 2018 2019 2020
PUBLIC EXPENDITURE 445 43.2 43.1 423 41.7
Current expenditure 40.3 39.2 38.9 38.3 37.7
Personnel expenditure 9.8 9.8 9.8 9.7 9.6
Purchases 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
of which pensions 11.6 11.2 11.1 11.0 11.0
Other current expenditure 1.3 1.3 1.5 1.4 1.4
Capital expenditure 33 3.0 3.6 3.7 3.7
Net lending 0.1 0.3 0.1 0.1 0.1
Guarantee repayment 0.9 0.6 0.4 0.3 0.1

Source: MoF

Due to the fiscal space created by fiscal consolidation measures, and as part of the arrangement
with the IMF, general government wages will increase by RSD 35.0 billion. Since those are total
labour costs, or the wagebill that includes taxes and contributions, the impact on fiscal result
reduction will amount to RSD 21.0 billion, i.e. 0.4% of GDP. Wage reduction, hiring freeze and
public sector rightsizing are measures that have contributed the most to lowering expenditure
and to the success of fiscal consolidation. Implementation of these measures brought about
a decrease in the share of wages in GDP from about 12.0% in 2014 to 9.8% in 2017, and an
additional reduction in the level of wages relative to GDP is planned for the coming medium-
term period as well. The Budget System Law envisages lowering the level of wages to 7.0% of
GDP; however, it seems that this targeted level of wages is set quite low. Currently, the share
of wages defined in this way in GDP is 8.3%. The average general government wages in the
EU are around 10.0% of GDP, so, for the Republic of Serbia, the adequate share of wages is
about 9.5% of GDP (wages without contributions payable by the employer around 8.0% of
GDP), which would be reached already in 2020. During 2016 a comprehensive wage system
reform was initiated with a view to ensuring equity and reducing discrepancies between public
sector employees, but it is not expected to have a significant effect on the total wage bill. The
application of this system will begin in 2019.

The share of expenditure for goods and services will stabilise at 7.0% of GDP. The growth of
this group of expenditure is partly a result of methodological changes at the local government
level expanding the coverage for some revenue and associated expenditure. On the other hand,
an increase in this group of expenditure will enable the improvement of a wide spectrum of
government bodies’ services.

Reduction of interest expenditure is one of the best indicators of the success of fiscal consolidation.
As a consequence of an extremely high public debt level and high fiscal deficits, interest has
become one of the biggest public expenditure categories. Good results in the previous period
reduced the need for borrowing, which led to a reversal in the interest rate trend. In 2017
the nominal amount of interest was reduced for the first time after peaking in 2016. In 2020
the level of interest expenditure will fall to almost 2.0% of GDP. Improving the Republic of
Serbia’s position in the international financial market will lead to a further interest reduction.
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Social benefits and transfers to households present the largest expenditure category of the
general government budget. Cuts in the amounts of pensions and pension system reform made
a significant contribution to the lowering of the pension-to-GDP ratio. Their share in GDP is
falling from 13.0% in 2014 to 11.0% in 2019, in accordance with the Budget System Law. In
addition to the nominal pension cuts, the absence of indexation and amendments to the pension
system adopted in 2014 also contributed to such a trend. In 2016 pensions were increased
by 1.25%, and in 2017 by 1.5%. In 2018 pensions will increase by 5.0%, total pensions will
increase by RSD 25.0 billion, which amounts to 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, current and planned policy changes in this area, and by the projected number of
beneficiaries. During the past three years, spending on certain types of social benefits increased
due to the implementation of fiscal consolidation measures such as severance pay. The share of
expenditure on social benefits is falling from 17.8% of GDP in 2014 to 15.3% in 2020.

Reducing subsidies that support inefficient segments of the public sector would enable
an increase in those subsidies which provide proper stimulus to the economy, primarily to
agriculture and which would lead to an acceleration of economic activities. In the coming three-
year period, a reduction in subsidies for restructuring and rightsizing is also planned. The goal
is to redirect funds for subsidies to development programmes in the economy and agriculture.

Categories of other current expenditure include miscellaneous outlays, such as grants to NGOs,
political parties, religious and sports organisations, fines, damages, etc. In the previous period,
this category amounted to between 1.0% and 1.3% of GDP, and by 2020 this expenditure will
be at the level of 1.4% of GDP.

In the coming medium-term period all efforts will be directed at reaching an acceptable and
desirable level of investment in public infrastructure. The share of capital investment in GDP
which in the previous period was around 3.0% is considered to be insufficient and an increase
to at least 4.0% is desirable. By reducing the government sector’s current spending, fiscal
space has been created, part of which would have to be used to increase investment. Capital
expenditure suffers from inefficient and insufficient use of funding from contracted international
loans that are not disbursed to a sufficient extent. The most significant infrastructure works
are on Corridors 10 and 11, which are mostly financed from international loans. After strong
growth in 2016 and the completion of most of the planned works on road infrastructure, there
was a slowdown during 2017. The drop in capital investment is in part a result of a change
in methodology, i.e. a change in the coverage of the general government’s institutional units.
Belgrade Land Development Public Agency changed its status and became a public enterprise,
thus exiting the institutional coverage of the general government. With the start of a new phase
of infrastructural projects in 2018, the execution of capital expenditure is expected to accelerate
and reach 3.6% of GDP.

The level of net lending and repayment of guarantees is a good indicator of success of fiscal
consolidation. Total share of these two categories in GDP in 2014 amounted to 2.2% of GDP,
and in 2018 it will be reduced to 0.5% of GDP. By the end of 2020, this expenditure will be
minimal, with a share in GDP of up to 0.2%.

In the event of resolution of structural problems in the public sector, net lending will not
exceed 0.1% of GDP. In the previous period those funds were provided mostly for liquidity and
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recapitalisation of state-owned enterprises and banks, while in 2017 most of this expenditure
pertained to the funding and modernisation of the arms industry.

Payments under issued guarantees and payments under guarantees for commercial transactions
are liabilities arising from debts of public enterprises assumed by the central budget, since these
companies were unable to honour them on their own. This expenditure presents a major burden
for the budget bearing in mind the longstanding inefficient operation of a large number of
state-owned enterprises and companies. The largest outlays on this basis refer to JP Srbijagas,
Zeleznice Srbije (Serbian Railways), Zelezara Smederevo (Smederevo Steel Mill), JAT and
Galenika. It is worth noting that significant payments on this basis are also made on behalf of JP
Putevi Srbije (PE Roads of Serbia), but these outlays are classified as standard debt repayment
bearing in mind that this company constitutes part of general government. As in the case of
net lending, this expenditure will also be reduced if the problems of inefficiencies in public
enterprises are resolved in an appropriate manner. In 2017 this expenditure was significantly
lowered, with the repayment plan envisaging that in 2020 it will amount to only around 0.1%
of GDP.

Reforms Aimed at Decreasing Various Forms of Budget Support

Cuts in budget support to public and state-owned enterprises imply: a) constraints on direct
and indirect subsidies, b) strict constraints on the issuance of guarantees for new loans, and c)
strengthening of accountability and transparency in the operation of these enterprises.

With the start of the fiscal consolidation process, reforms have been initiated that relate to three
large groups of public and state-owned enterprises. The first group of enterprises includes those
in the portfolio of the former Privatisation Agency, whose status will be resolved either through
bankruptcy or privatisation. By September 2017, over 275 companies were put into bankruptcy,
with more than 45 privatised since the end of 2014. Around 26,000 employees from around
320 companies received severance pay. A solution needs to be found for around 120 additional
companies with almost 50,000 employees.

From the other group of companies, which, according to a Decision taken by the Government,
was initially made up of 17 strategic companies from the portfolio of the former Privatisation
Agency, a solution was found for 7 companies, while a solution for the rest is being sought
(PKB, RTB Bor, JP PEU Resavica, HIP Petrohemija and others), either through privatisation
tenders, or bankruptcy or prepacks. Likewise, for a certain number of state-owned companies,
strategic partnerships or other privatisation models are being sought, while in the case of some,
such as Aerodrom Nikola Tesla (Nikola Tesla Airport), the search is focused on finding a
concession partner.

The third group of companies comprises public and state-owned enterprises in the energy, rail
transport and road infrastructure sectors:

1) JP Elektroprivreda Srbije (PE Electric Power Industry of Serbia). In cooperation with
experts from the World Bank, JP EPS adopted a business optimisation plan for the period 2016-
2019, which also includes a rightsizing plan. By the end of 2016, 2,000 employees left the
company, of whom 1,500 voluntarily, and 500 through attrition. By the end of the current year,
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another 1,000 employees are planned to leave through attrition. After the increase in the price
of electricity for end buyers totalling 12.0% during August 2015, of which 4.5% referred to the
increase in the kWh price, and 7.5% to the excise duty, a 3.8% price increase ensued in 2016,
and an additional 2% increase from October 2017, which will secure the funds needed for
capital maintenance. With the help of the World Bank and EBRD, the possibilities of further
improvement to company governance with regard to management, planning and procurement
system are being considered. The company is to be transformed into a joint-stock company,
while considering other possibilities for the continued development of the company with the
aim of improving company performance and providing professional management.

2) JP Srbijagas. From August 2015 the organisational structure of the company has been altered
establishing special units in change of gas transport and distribution. A plan envisaging the sale
of non-core assets has been implemented, while for the companies that were the main debtors
(HIP Azotara, HIP Petrohemija and MSK Kikinda) a more permanent solution is being sought,
aimed at reducing, in the future, the risk of debt accumulation and the subsequent need for funds
from the central budget. Following the adoption of the Financial Restructuring Plan in March
2016, which was prepared with the support of the World Bank, and the implementation of
measures from November 2016, improving the collection level, there has been an improvement
in debt collection. The adoption of the new methodological framework, which was suggested
by the World Bank, and based on the economic and financial cost-benefit framework, also
including other relevant criteria, will enable the evaluation of all future projects. The goal
of these measures is to improve the financial position of JP Srbijagas, set the company on a
sustainable path, thus eliminating the need for additional financial support from the budget.

3) Railroad companies.'® Implementation of the financial reorganisation plan, which was adopted
in October 2015, in cooperation with the World Bank, EBRD and competent EU institutions,
is underway. Based on the proposed new organisational structure, in consultation with the
World Bank, a modified rightsizing plan was adopted in June this year. After the implemented
rightsizing, at the end of 2016 the number of employees was reduced by 3,146, and the new plan
envisages an additional reduction by 2,344 employees by the end of the current year. Likewise,
in 2016 and 2017 traffic was suspended along around 1,099.7 km of the lines that were out of
service or identified as unprofitable, which will have a significant impact on the company’s
financial performance. The companies created through the reorganisation of Zeleznice Srbije
a.d. (Serbian Railways) are obliged to honour fully their liabilities regarding electricity towards
JP EPS, which also implies that there will be no growth in arrears to this public enterprise.

4) JP Putevi Srbije (PE Roads of Serbia). With the aim of ensuring adequate infrastructure
maintenance, the road toll was increased by ten per cent as of 1 January 2017. Further toll
increases will take place in stages, and the required amounts will be estimated in cooperation
with the World Bank. A plan was adopted with the aim of improving the road maintenance
contracting system, under which these works will, for the first time, be awarded based on
tenders. The first such agreement encompassed the maintenance of 3,000 km of state roads in
2017, with the aim of generating significant savings, along with ensuring quality and respecting
the construction deadlines. For the construction of new highway sections E-763 (Corridor 11)
and maintenance of the existing sections, options involving concessions are being considered.

16  Zeleznice Srbije a.d (Serbian Railways)., Infrastruktura Zeleznice Srbije a.d (Serbian Railways Infrastructure), Srbija
Voz a.d. (Serbia Train) and Srbija Kargo a.d (Serbia Cargo).
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Corporate and financial restructuring plans will also be developed in cooperation with the World
Bank during 2017 and 2018.

Given the amount of the payments for called guarantees and their impact on the deficit, the
government has limited the issuance of new guarantees to state-owned enterprises since the
beginning of 2015. Issuing guarantees for liquidity loans has been suspended entirely. The
option to issue guarantees was only kept for capital project loans, while adhering to the limit set
by the public debt sustainability objective.

4. Cyclically Adjusted Fiscal Balance

The cyclically adjusted fiscal balance is the fiscal balance from which the isolated impact of the
business cycle has been removed, and the baseline identity is the following'”:

FB=CB + CAB

A part of the fiscal balance (FB) that is unaffected by cyclical fluctuations is called cyclically
adjusted fiscal balance (CAB), and the purpose of this procedure is to isolate the cyclical
component of the fiscal balance (CB) which is a result of the output gap. The actual fiscal
balance will be equal to the cyclically adjusted one if the output gap equals zero, i.e. if the real
GDP growth rate equals the potential one.

The cyclically adjusted primary deficit had been falling at an accelerated pace since 2012
and in 2015 it turned into a surplus. The structural primary balance net of one-off factors in
2017 1s posting an impressive positive value. Structural changes in the tax and expenditure
systems during 2012 and 2013 started to produce results, and the fiscal consolidation process
effectively began at that time. The next phase of fiscal consolidation, implemented during the
arrangement with the IMF has significantly improved the country’s fiscal position. Analysis
and quantification of the structural primary balance can isolate, first of all, one-off effects on
the expenditure side even though in certain years one-off effects on the revenue side were not
insignificant either. The thus assessed structural primary balance is an efficient tool for a final
assessment of the fiscal position, especially for the period 2014-2017 when the fiscal position
was significantly improved. It is precisely the analysis of the structural primary balance that
enables the review of the consolidation programme’s success, as well as the quantification of
possible fiscal space for further fiscal policy easing.

17 A more detailed description of the used methodology and the results can be found in the Fiscal Strategy for 2013 with
Projections for 2014 and 2015 or at http://www.mfin.gov.rs/pages/article.php?id=8626_
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Table 7. Fiscal balance and components for calculation of the cyclically adjusted balance in the

period 2005-2020, in % of GDP*
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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 -04
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 04

* For the period 2018- 2020 the table presents projected values.

** The structural primary balance obtained by excluding the estimated one-off revenue and expenditure. The results showing the
change in the structural primary deficit do not exclude explicitly the effects of increase in the efficiency of revenue collection,
and therefore the estimate of structural adjustment in 2015 and 2016 differs partially from the previously shown effects.
Source: MoF

The positive effect of the economic cycle is evident in 2007, 2008 and 2013, where there were
positive output gaps. The effect of the cycle is such that it leads to a fiscal result that is better
than it would have been had the economy been on a lower potential growth path'®. Conversely,
in the period of the most severe crisis, from 2009 to 2012, the impact of the cycle was negative,
the output gap was negative, and the actual fiscal deficit was higher than the cyclically adjusted
one. In 2014 and 2015 the output gap reached relatively high negative values, to be subsequently
reduced and closed after 2017.

18 By including the output gap, the effect of fiscal policy in terms of its procyclical or countercyclical nature can be asses-
sed. Procyclical policy is characterised by the presence of expansionary fiscal policy in the periods of growth above the poten-
tial one (or restrictive policy amidst recession), while the opposite applies to countercyclical policy. As a result of procyclical
fiscal policy, changes in public expenditure follow the nominal GDP trend. Cyclically designed revenue growth component is
then used either for the reduction of tax burden or in most cases for expenditure increase, primarily for the purpose of reducing
the fiscal deficit.
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Graph 10. Output gap, actual, cyclically Graph 11. Nature and effects of fiscal
adjusted, structural fiscal balance in the policy in the period 2006-2020%*, in % of
2005-2020 period, in % of GDP GDP
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The measures adopted in the previous period, as well as the fiscal consolidation measures
implemented in the period 2015-2017, caused a significant structural improvement in the
country’s fiscal position. The negative fiscal impulse in 2016 and 2017 was partly mitigated
by the relaxation of fiscal policy in the form of increasing pensions and some public sector
wages. In the period 20162020, the effects of the public sector reform, the completion of the
restructuring process and the elimination of some subsidies will result in permanent savings on
the expenditure side. At the same time, space is opening for a further relaxation of fiscal policy
first on the expenditure side and then on the revenue side as well. The result achieved in 2017
and the significant primary surplus provides room for easing fiscal policy in a way that will
not jeopardise sustainability and downward debt path. The anticipated fiscal deficit of 0.5% of
GDP in the coming period continues to enable the achievement of a high level primary surplus.
That factor, apart from accelerating economic growth, will primarily result in an accelerated
reduction in the share of public debt in GDP.

The negative output gap did not prevent the successful implementation of fiscal consolidation
in the period 2014-2016. Certain internal and external factors mitigated the effects of fiscal
consolidation. The following are among the most important factors: 1) significant improvement
in the efficiency of tax revenue collection, 2) collection of one-off non-tax revenues that largely
set off allocations for one-off expenditures, 3) easing of the NBS monetary policy, 4) favourable
international environment (oil prices, economic growth of foreign trade partners, ECB policy),
5) relatively low values of fiscal multipliers.
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Graph 12. Nature and effects of f;lscal policy in the period 2006-2017
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In the period 2018-2020, the fiscal impulse is positive because consolidation in the previous
period has created significant fiscal space. A certain minimal degree of restrictiveness stems
from the further improvement in collection efficiency at the central and local level. With the
actual growth rates approaching the potential level, in combination with achieved fiscal results,
the need for restrictive fiscal policy in the future is significantly reduced. And besides relatively
low values of the fiscal multiplier, the positive fiscal impulse will certainly have a certain effect
on economic trends in the coming medium-term period. Through careful design of the revenue
and expenditure policy in the coming period such an effect may also be amplified. The created
fiscal space can also be used to simplify and harmonise the tax system, additionally improving
the business environment and creating space for the acceleration of potential growth.

5. Public Debt Management

In line with international practice and under the Law on Public Debt (RS Official Gazette,
nos. 61/05, 107/09, 78/11 and 68/15), the Ministry of Finance of the Republic of Serbia -
Public Debt Administration prepares a Public Debt Management Strategy for the upcoming
medium term. The public debt management strategy is consistent with the overall medium-term
macroeconomic framework of the Government of the Republic of Serbia, and it constitutes an
integral part of the Fiscal Strategy.

The Public Debt Management Strategy is based on the principles defining the need for a
transparent and predictable borrowing process, while constantly developing the market for
government securities, and an acceptable level of exposure to financial risks.
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At end-September 2016, the stock of total general government public debt was RSD 2,913.2
billion, or 65.2% of GDP. Of this amount, direct liabilities amounted to RSD 2,651.7 billion,
contingent liabilities RSD 220.1 billion, while RSD 41.0 billion was related to non-guaranteed
debt of local government units, and RSD 389.6 million to non-guaranteed debt of JP Putevi
Srbije (PE Roads of Serbia).

According to the data as of 30 September 2017, the bulk of the Republic of Serbia’s public
debt is still euro-denominated, with a 41.5% share. The next most prevalent currency is the US
dollar with a share of 30.8%, followed by the dinar with a 22% share. The rest of the debt is
denominated in Special Drawing Rights - 3.3% and other currencies - 2.4%. The interest rate
on the largest portion of the Republic of Serbia’s general government public debt of 79.0% is
fixed, while the variable interest rate is applicable to 20.7% of total public debt. Most of the
public debt at variable interest rates is linked to Euribor and Libor, on the euro, and this type of
debt accounts for 74.4% of the total public debt at variable interest rates; liabilities linked to the
NBS key policy rate account for 2.8%; liabilities linked to Libor on the US dollar account for
8.9%, while other liabilities linked to other types of variable interest rates account for 14.0%
(for the most part, to the variable interest rate on SDRs).

Having in mind the projected primary surplus of the Republic of Serbia’s budget for 2017-
2020, including the amount of loan proceeds to be disbursed for project financing, the effects
of changes in the exchange rate of the dinar against the euro and the US dollar in the baseline
macroeconomic scenario the stock of central government debt should stand at 55.2% of GDP at
end-2020, while the stock of general government debt should amount to 56.3% of GDP.

Table 8. Baseline projection of the general government public debt stock by 2020

2017e 2018e 2019 2020e
Primary surplus (central government), in billions 142.1 842 885 896
of RSD
Interest (central government), in billions of RSD 119.0 117.8 111.9 111.3
;gl[o)llc debt (central government), in billions of 28075 29387 29797 2.995.1
Central government debt, in % of GDP 62.8 61.8 58.8 55.2

- ino%

Non-guaranteed debt of local government, in % 0.9 10 10 11
of GDP
General government debt, in % of GDP 63.7 62.8 59.8 56.3

Non-guaranteed local government debt is projected in the coming period at around 0.9% of
GDP in 2017 to 1.1% of GDP in 2020.

The stock of general government public debt presented according to the Maastricht criteria
should be at the level of 53.4% of GDP at the end of 2020.

In cooperation with the World Bank experts, the Public Debt Administration has prepared an
analysis of the costs and risks of alternative borrowing strategies, by using a World Bank model
(Medium Term Debt Strategy Model — MTDS), with a view to optimising the portfolio and
improving the efficiency of public debt management. By using the MTDS model, the baseline
scenario and three alternative scenarios have been analysed (four analysed strategies), while
also taking into account shocks on the side of interest rates and exchange rates (sensitivity
analysis).
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Financial and fiscal risks may cause public debt to grow more than anticipated in the baseline
scenario. The underlying risks that can bring about a rise in the debt and the cost of public
debt servicing include: refinancing risk, foreign exchange risk, market risk (interest rate risk,
inflation risk), liquidity risk, credit risk, operational risks, risks associated with the distribution
of servicing costs (debt structure, liability concentration).

Graph 13. Effect of changes in the dinar exchange rate against a basket of currencies from the
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The graph above presents movements of the public debt-to-GDP ratio for central government,
depending on changes in the exchange rate of the dinar against a defined basket of currencies.
It shows the baseline projection with alternative scenarios, depending on the appreciation or
depreciation of the dinar exchange rate ranging from a 10% appreciation to a 20% depreciation
of the dinar against the basket of currencies. By applying these scenarios, it is possible to see
that the ratio for 2020 would range from 50.9% of GDP to 63.8% of GDP, while for the baseline
scenario it would be at the level of 55.2% of GDP.

With a view to mitigating the exposure to variable interest rates, amidst the expectations that
the variable interest rate with the highest share in the public debt — Euribor - would go up, new
liabilities are contracted at fixed interest rates, where possible, especially for loans intended for
financing investment projects, with lenders such as the European Investment Bank, the German
Development Bank - KfW and the EXIM Bank of China.

Bearing in mind the limitations and potential risks related to the financial market, the public debt
management strategy for the upcoming medium-term period will be based on the financing of
the Republic of Serbia’s budget outlays predominantly through issues of government securities
in the domestic and international capital market. The objective for the next long-term period
is to secure funding mainly by issuing dinar-denominated securities in the domestic market.
However, the current situation suggests that, despite the strong resolve to continue with the
development of the domestic market for government securities, in the next medium-term period
part of the financing will have to be secured in the international financial markets.

The annual borrowing decision is passed as part of the Budget Law for a specific fiscal year,
and in line with changes in the main fiscal aggregates it is possible to change the borrowing plan
in the course of the fiscal year.
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In the period to which this Strategy pertains an improvement in the efficiency of the primary
market is expected through the concept of primary dealers, as a mechanism of sale of government
securities which directly, in the longer run, contributes to the reduction in borrowing cost,
as well as the reduction of the refinancing risk. Introducing a system of sale of government
securities in the domestic financial market through primary dealers, provides a good foundation
for improving the efficiency of the secondary market of government securities. With the
development of the secondary market, in time a concept of market efficiency in the process of
valuation of government securities will be established. Through the introduction of benchmark
bond issues a positive effect on the volume and continuity of secondary trading was achieved,
as well as the improvement of market efficiency in the process of sale of government securities
in the primary market.

6. Sensitivity Analysis and a Comparison with the Previous Programme

Fiscal risks. In previous years Serbia faced significant expenditure stemming from materialised
fiscal risks. These were primarily repayments of debt arising from issued guarantees, payments
against court orders, resolution of state-owned financial institutions, assumption of debts of
public enterprises into public debt, and the like.

Fiscal risks imply exposure of public finances to certain circumstances that can cause short-
term and long-term deviations from the projected fiscal framework. These deviations can occur
in revenue, expenditure, fiscal result, as well as in government assets and liabilities, against
what has been planned and expected.

Identification of major fiscal risks that can affect government finances over the medium term
is a starting point for better fiscal risk management. Detailed information is available on some
fiscal risks, and it is easy to identify whether and how likely it is that these will affect fiscal
aggregates over the medium term. However, sufficiently detailed information is lacking for
some other ones, but even identifying those raises the awareness of the possibility of deviations
from the projected fiscal framework in the upcoming period.

Macroeconomic assumptions and sensitivity of fiscal aggregates. Deviations of macroeconomic
assumptions from the baseline scenario may lead to the deviations of fiscal aggregates from the
projected level.

A negative scenario that implies economic contraction or lower growth in the coming period
would lead to substantially lower capital inflows, and a drop in foreign trade. In that case, revenue
would underperform and, consequently, the deficit would widen, if no further adjustments were
made on the expenditure side. According to the assessments of fiscal balance sensitivity, any
change in real growth of 1.0 p.p. of GDP leads to a change in the fiscal result of around 0.36%
of GDP. In the case of lower-than-planned real GDP growth rates in the next three years (on
average lower by 1.0 p.p. a year), the cumulative increase in the fiscal deficit would amount to
over RSD 50.0 billion.

Inflation is the main determinant of overall macroeconomic stability. Due to the modification
of fiscal rules on indexation of salaries and pensions, in the coming period inflation will have
less of an impact on the movement in the overall expenditure level than in the past. As for the
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revenue side, the impact of inflation on indirect taxes can be beneficial in the short run, but due
to the inevitable adjustment of the real level of spending, this effect is lost if the income level
is limited. The exchange rate has a similar short-term effect. Some revenue items are indexed
annually to inflation (mainly non-tax revenue and the levels of certain excise rates), so certain
risk comes from that side; nevertheless, due to the low projected inflation rates, it is not high.
Inflation, on the other hand, can indirectly affect the size of the deficit and public debt. In case
it is significantly above the targeted levels, in the process of relevant interest rate adjustments,
interest rates on public debt may go up. On the other hand, the consumer price index strongly
affects the movement of the overall GDP deflator, and consequently the nominal GDP level, as
the denominator for the deficit- and public debt-to-GDP ratios.

Interest expenditure is affected, besides the amount and composition of public debt, by factors
such as the exchange rate and interest rates in the international and domestic markets. Given the
unpredictable trends of certain variables, more funds may be needed for interest payments in
the coming period. Interest rate policy pursued by certain international institutions (FED, ECB,
etc.) can influence the general level of interest rates in the global markets, and for the Republic
of Serbia, as a small, open economy, this poses an additional fiscal risk.

Government guarantees. Guarantees issued by the government affect the level of public debt,
but also the level of deficit, if the government assumes the repayment of such debt from the
original debtor. Issued guarantees, according to the definition stipulated in the Law on Public
Debt?, are a part of contingent liabilities and are included in public debt® in the full amount.
In late 2016, the share of contingent liabilities (guarantees issued by the Republic of Serbia) in
total public debt amounted to 8.6%, according to the national methodology. The share of these
liabilities in public debt has been decreasing in the current year as well, so in late September
2017 it was at 7.6% of total public debt. The share of these liabilities in public debt, just above
14.0% on average, peaked in the period between 2009 and 2013.

Graph 14. Share of contingent liabilities in public debt of the Republic of Serbia, %

16

At end-2016, the stock of public debt arising from issued guarantees amounted to EUR 2.1
billion, i.e. 6.2% of GDP. The guarantee-related debt stock was reduced by around EUR 300

19  Law on Public Debt, RS Official Gazette, nos. 61/2005, 107/2009, 78/2011 and 68/2015.

20 The debt definition under the Maastricht criteria differs from public debt definition in the local legislation in its treatment
of issued guarantees. According to the Maastricht criteria, public debt (general government debt) includes only called guaran-
tees. The local legislation takes a more conservative approach in this matter, including all issued guarantees in public debt.
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million relative to the end of 2015. By the end of September of the current year, the stock of
guarantee-related debt was reduced by additional EUR 300 million.

Table 9. Stock of debt arising from issued guarantees, in EUR million

31 December

30 November

Beneficiary 2015 2016
JP Srbijagas 430.6 266.6
JP Putevi Srbije (PE Roads of Serbia) 393.5 367.2
Zeleznice Srbije a.d. (Serbian Railways) 305.6 278.6
Infrastruktura Zeleznice Srbije a.d. (Serbian Railways

Infrastructure) ) 106
Srbija Voz a.d. (Serbia Train) - 0.0
Air Serbia a.d. Beograd 225 16.9
Galenika a.d. 21.0 15.3
EMS a.d. 41.6 39.7
JP EPS 382.8 379.8
Building Directorate of Serbia 0.0 0.0
RTB Bor 120.5 923
Serbia and Montenegro Air Traffic Services 16.8 12.1
JP Jugoimport - SDPR 334 19.0
FIAT d.o.o. 96.0 80.4
Aerodrom Nikola Tesla (Nikola Tesla Airport) 6.5 6.0
JAT Tehnika d.o.o. 4.8 43
JP Emisiona Tehnika i Veze (PE Transmission Equipment and Links) | 16.7 15.6
Local government units (towns and municipalities) 245.9 239.8
Development Fund 0.8 0.0
Serbian Export Credit and Insurance Agency 5.4 0.0
TOTAL 2,144.3 1,844.2

Source: Ministry of Finance, Public Debt Administration

The total planned repayment under guaranteed loans in 2017 amounts to RSD 48.0 billion.
Before 2014, the accounting methodology did not include repayments under guarantees®' in
expenditure. From 2014 onwards, a part of this expenditure has been included in the budget
expenditure?. Regardless of the budget and accounting presentation, the debt repaid by the
government instead of the original debtor increases the overall need for borrowing.

21 Repayments under guarantees from the central budget are included on the cash basis. Accrual basis international stan-
dards include the whole amount of outstanding debt in the expenditure at the moment of guarantee calling, while the debt
repayment on this basis is treated as a financial transaction.

22 Aportion of expenditure arising from the repayment under guarantees issued for JP Putevi Srbije (PE Roads of Serbia)
is not included in budget expenditure, since this enterprise is a part of the general government, so the expenditure financed by
guaranteed loans was included in the general government expenditure at the moment funds were spent, while the repayment is
treated as a financial transaction (below the line).



ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

Graph 15. Repayment of debt under guarantees, in RSD billion
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Table 10. Total paid guarantee obligations by beneficiary, in RSD billion

2016 2017 (as of 30 September)
Beneficiary Principal Interest Total Principal Interest Total
JP Srbijagas 23.5 2.9 26.4 16.2 0.5 16.7
JP Putevi Srbije (PE Roads of 4.4 1.7 6.1 4.2 1.6 5.8
Serbia)
Zeleznice Srbije (Serbian 6.1 0.8 7.0 2.7 0.5 3.1
Railways)
JAT 13 0.2 14 0.7 0.0 0.7
Galenika a.d. 4.5 0.4 4.9 0.7 0.0 0.7
Local governments 0.2 0.0 0.3 04 0.0 0.4
Zelezara Smederevo 3.8 0.0 3.8 0.4 0.0 0.4
(Smederevo Steel Mill)
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

Source: Ministry of Finance, Public Debt Administration

Execution of guarantee repayment expenditure by the end of 2017 will be below the initial plan.
The guarantee repayment schedule (total principal and interest) in the 2017 budget amounts to
RSD 48.0 billion, of which expenditure affecting the result includes RSD 34.4 billion for the
repayment of the guarantee principal. Since during 2017 JP Srbijagas settled liabilities under
guaranteed loans on its own, the execution of this category by the end of the year is estimated
at around USD 29.0 billion.

The growing indirect debt and inclusion of a portion of payments under guarantees into the
budget expenditure, and the consequent deficit increase have raised awareness of the growing
fiscal risks resulting from issued guarantees. Therefore, measures have been taken to limit the
issuance of new guarantees. Amendments to the Law on Public Debt prohibit any issuance
of guarantees for liquidity loans. Amendments to the Law on the Development Fund of the
Republic of Serbia suspended any further issuance of counter-guarantees for guarantees issued
by the Development Fund of the Republic of Serbia.

In addition to restrictions on the issuance of government guarantees, the key step in the
reduction and prevention of fiscal risks on this basis lies in the reform of state-owned and public
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enterprises, guarantee beneficiaries, to make them capable of repaying their own loans. Quite a
number of these enterprises, the main beneficiaries of these guarantees, are in the restructuring
process, or in the process of implementation of restructuring plans prepared in cooperation with
international financial institutions.

The annual budget for 2017 plans for the issuance of guarantees of up to EUR 200 million,
specifically for loans intended for the implementation of infrastructural projects. In the first half
of the year, guarantees were issued to the German Development Bank, through the adoption of
corresponding laws, in the amount of EUR 60.0 million for JP EPS and EMS a.d. projects.?

The stock and composition of public debt based on contingent liabilities and the rising budget
expenditure for guarantees suggest that significant fiscal risks can materialise in the following
few years. In the years to come payments under guarantees are planned, but with a declining
trend, from 0.6% of GDP in 2017 to 0.1% of GDP in 2020. Owing to the measures taken in the
previous period, as well as to the negotiations with domestic commercial banks that resulted in
lower interest rates for the guaranteed liabilities of JP Srbijagas and Galenika a.d., exposure of
the Serbian public finances to this risk has been reduced®.

Structural reforms of public and state-owned enterprises, making them capable of competing
in the market and financially sustainable, on the one hand, and limited and targeted issuance of
new guarantees, on the other, will contribute to the reduction of the corresponding fiscal risks
and maintenance of expenditure at the planned, i.e. projected level in the coming medium-term
period.

Assumption of liabilities into the public debt of the Republic of Serbia. Assumption of liabilities
of public and state-owned enterprises is a significant source of risk for public finances, and
directly results in the increase in public debt and government deficit. In the previous period,
there were several occasions when liabilities of public and state-owned enterprises were
assumed, directly increasing public debt by the amount of assumed liability of the debtor. At the
same time, this amount becomes a budget expenditure, thus increasing the general government
deficit.

In addition to assuming liabilities of public and state-owned enterprises, the rise of public debt
and related deficit were also a result of court decisions as well as inadequate planning of certain
expenditure (subsidies). In 2015, the Constitutional Court decision increasing military pensions
and inadequate planning of subsidies to farmers increased the debt and deficit, resulting in the
inclusion of this debt in the public debt and payment to the farmers in instalments.

23 New contingent liabilities of the Republic of Serbia under issued guarantees in 2017 are regulated by the following laws:
1) Law on the Issuance of a Guarantee of the Republic of Serbia to the German Development Bank KfW, for the Loan Granted
to JP EPS, Beograd (Modernisation of Deashing System of TPP Nikola Tesla A project); 2) Law on the Issuance of a Guarantee
of the Republic of Serbia to the German Development Bank KfW, for the Loan Granted to Elektromreza Srbije a.d. Beograd
(Regional Programme of Energy Efficiency in the Distribution System).

24 Euro-denominated loans with residual maturities of less than 2 years, as of 18 November 2016 have the interest rate
of 1.75%+3 month Euribor; Euro-denominated loans with residual maturities of more than 2 years, as of 18 November 2016
have the interest rate of 2.75%+3 month Euribor; USD- denominated loans, as of 18 November 2016 have the interest rate of
3.00%+3 month Libor
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Table 11. Assumption of liabilities into public debt in 2015, in RSD billion

Description 2015

JP Srbijagas 234
Military pensioners 10.0
Agricultural subsidies 10.1
TOTAL 435

Source: Ministry of Finance

Towards the end of 2016, as part of financial restructuring of HIP Petrohemija, liabilities of
this company in the amount of EUR 105.0 million were assumed into public debt, as agreed
under the IMF-supported programme. The assumption of this debt combined with financial
restructuring of the company has eliminated possible fiscal risks and future budget expenditure
for the provision of support to this company.

The budget plan and the revised estimates for 2017 do not envisage any assumption of corporate
liabilities into the public debt.

Public enterprises. Operations of public enterprises are a significant source of fiscal risks both
on the budget revenue and expenditure side. In their operations public enterprises are faced
with numerous problems ranging from the collection of receivables to regular servicing of
liabilities to creditors, state, employees, etc. The state as the founder and the only owner is
responsible for operations, and is their protector of last resort in the case of illiquidity. Fiscal
risks related to operations of public enterprises can materialise through several channels.
Government guarantees issued for public enterprise loans are the greatest, but not the only risk.
Sustainability, efficiency, and profitability of public enterprises affect budget revenue, i.e. the
amount of profit they pay into the budget. The quality of products and services provided by
public enterprises affects the efficiency and profitability of the private sector in general and,
ultimately, the level of taxes they pay into the budget.

Public enterprises represent an important segment of the Serbian economy since they employ
close to 73 thousand people. Public enterprises are set up as companies that perform activities
of general interest. Their operations are regulated under the Law on Public Enterprises adopted
in February 2016, as well as subsectoral laws regulating some specific areas that remained
beyond the scope of the Law on Public Enterprises (Energy Law, Company Law, etc.).

In order to reduce the fiscal risks related to operations of public enterprises, restructuring
processes have been initiated in the largest public enterprises (Zeleznice Srbije a.d, Infrastruktura
Zeleznice Srbije a.d, Srbija Voz a.d, Srbija Kargo a.d, JP EPS and JP Srbijagas). The whole
process is implemented in cooperation with the leading global financial institutions — the IMF,
the World Bank and the European Bank for Reconstruction and Development (EBRD), so that
these companies can be placed on solid foundations and can start operating in line with market
principles, thus reducing any potential fiscal costs that can result from their operations.



m ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

Key Financial Performance Indicators of Public Enterprises

Operating results of public enterprises in 2016. At end of 2016 the total capital of central-
level public enterprises amounted to RSD 1,681 billion, while the net profit generated in 2016
totalled RSD 4.6 billion.

Table 12. Key financial performance indicators for public enterprises, in RSD billion

Description 2015 2016
Total assets 2,481.0 2,714.3
Own capital 1,530.7 1,680.9
Total revenue 499.7 516.8
Net profit (loss) -2.7 4.6
Subsidies 234 29.6
Subsidies, excl. JP Putevi Srbije 16.5 22.5
ROE, in % -0.2% 0.3%
ROA, in % -0.1% 0.2%
Subsidies, as % of total revenue 4.7% 5.7%

Source: Official financial statements published on the Business Register Agency’s website

The operations of central-level public enterprises were additionally improved in 2016. Public
enterprises generated in total a net profit amounting to RSD 4.6 billion, which is a major
progress compared to a loss of RSD 2.7 billion in 2015, or the RSD 65.3 billion loss in 2014.

In 2016 subsidies increased and accounted for 5.7% of public enterprises’ total revenue. Most
of the growth of received subsidies was a result of the growth of subsidies to railway companies
intended for restructuring, especially the payout of inducement severance pays, as well as due
to additional subsidies to JP PEU Resavica for the settlement of debts to workers. Twenty-two
companies receive subsidies, while Srbija Kargo a.d. (a company that is not a regular subsidy
beneficiary) received funds from the budget for the payout of severance pay. Some subsidies
take the form of capital investment, such as subsidies for JP Putevi Srbije totalling RSD 7.1
billion and intended for road infrastructure reconstruction.

Public enterprise performance in 2017. In 2017, on aggregate, the positive trend of performance
of central-level public enterprises continued.

Table 13. Estimated operating results of public enterprises for the first 9 months of 2017, in
RSD billion

Operating results As at 30 September 2016 As at 30 September 2017
Operating income 317.9 327.6

Operating expenses 229.3 292.0

EBITDA 88.6 81.0

Depreciation 40.8 454

Operating result (EBIT) 47.8 35.6

Result before tax 31.1 28.9

Net result 22.5 22.2

Received subsidies 18.7 17.7

Number of companies that generated profit | 26 26
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The operating results are somewhat lower than in the same period of the previous year, but are
still positive. The net result for the first 9 months is a profit of RSD of 22.2 billion, while the
profit generated in the same period of the previous year amounted to around RSD 22.5 billion.
Still, the results in both periods under consideration were overestimated since they included
the depreciation expenses of JP Putevi Srbije (around RSD 9.0 billion), because the company
records the entire amount of these expenses for the year in question only at the end of the year.
The biggest impact on the positive net result in the period under consideration belongs to JP
Srbijagas, which generated net profit amounting to RSD 9.5 billion. The second ranked was
JP Jugoimport — SDPR, with RSD 4.7 billion, while EMS generated profit amounting to RSD
2.9 billion and JP EPS RSD 2.1 billion. Such results of JP EPS are much lower compared to
the same period of the previous year (RSD 15.3 billion) and are a result of higher operating
expenses caused by electricity imports in the winter period.

The net result of public enterprises was generated with a smaller amount of subsidies, primarily
referring to JP Putevi Srbije (by RSD 0.9 billion) and the railway companies — Srbija Voz a.d.
and Infrastruktura Zeleznice Srbije a.d. (by RSD 0.3 billion).

Payment of profit into the central budget. Payment of profit by public enterprises and dividends
by the companies in which the state has an equity interest, accounts for a significant part of non-
tax revenues. Operating success of these companies determines the amount of budget revenue
from this source. Payments of recurring profits and dividends are recurring budgetary non-tax
revenue, while payments from retained earnings are treated as one-off revenue, and do not
represent a permanent source of revenue.

In 2016 budget revenues from the payments of public enterprises, either of recurring profit
and retained earnings from previous years, amounted to 0.6% of total budget revenue®. The
2015 Budget specified that the central-level public enterprises were obliged to pay 50% of the
profit generated in the previous year into the central budget. The same obligation extends to
the companies for the relevant share of profits to be paid to the state as one of the owners. In
addition to the recurring profit, the government demanded payment of retained earnings from
the period before 2013 up to the amount that would not jeopardise regular operations of public
enterprises. In 2015, approximately RSD 6.5 billion was paid into the central budget on this
basis (profits of public enterprises).

The duty of public enterprises to pay no less than 50% of profit generated in the previous year
was again stipulated in the 2016 Budget Law of the Republic of Serbia. On this basis alone, it
was planned to have approximately RSD 5 billion paid into the budget in 2017. The initial plan
was exceeded and RSD 5.5 billion were paid into the budget by September.

Mitigation of potential risks stemming from public enterprise operations includes a series
of measures related to accountability, profitability, and transparency in operations of these
enterprises. Namely, in early 2016, a new Law on Public Enterprises was adopted, which is
expected to strengthen the management structure and accountability of public enterprises in
general. Restructuring processes have been initiated in JP EPS, JP Srbijagas, and Zeleznice
Srbije a.d. Success of the restructuring process and speed of implementation of adopted
measures will determine the future efficiency of operations.

25  In 2016, the total amount of profit of public enterprises and public agencies, and dividends of companies in which the
state has an equity interest, amounted to RSD 20 billion. We focus here only the profit of public enterprises from the standpoint
of fiscal risk assessment.
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Banking system and deposit insurance. Deposit insurance is a mechanism set up to preserve
financial stability and protect depositors. The deposit insurance system ensures that each
protected depositor®® has his/her entire deposit paid out in each bank up to the insured amount of
EUR 50,000 in the case of the bank’s bankruptcy or liquidation. Deposit insurance is regulated
under the Law on Deposit Insurance.

In the deposit insurance system, the Republic of Serbia is the ultimate guarantor for the payment
of insured deposits. In order to secure funds for deposit insurance, the Agency charges a deposit
insurance premium from banks, and deposits these amounts into the account of the Deposit
Insurance Fund, manages the Fund assets and pays out deposits up to the insured amount in the
case of bank bankruptcy or liquidation. In the event of the Deposit Insurance Fund lacking the
required resources, the Republic of Serbia shall provide for the payment either from the budget
funds or by issuing a guarantee for loans taken by the Deposit Insurance Agency.

These guarantees of payment of insured deposits by the government, either directly from the
budget funds, or indirectly by issuing guarantees for loans taken by the Deposit Insurance
Agency, are a source of fiscal risks and possible fiscal expenditure. However, owing to the
achieved stability of the banking sector, since the beginning of 2014 there has been no need to
use government funds for payments arising from insured deposits.

Mitigation of fiscal risks on this basis depends on stability and sustainability of the banking
system. Supervision of the banking system, caution in fund placement, and improved quality of
bank assets, are the main pillars of a stable banking system.

In February 2015, the regulations governing the Serbian financial system?” were reformed.
One of the features of this reform includes the transfer of competences for monitoring of
operating results and management bodies in banks, insurance companies, and other financial
institutions in which the Republic of Serbia is a shareholder, and organising and conducting
the sale of shares in them, from the Deposit Insurance Agency to the Ministry of Finance as
of 1 April 2015. Also, the regulatory reform included the transposition of the Bank Recovery
and Resolution Directive (BRRD) entrusting the bank restructuring function to the NBS. In
December 2016 a set of regulations was adopted implementing Basel III standards in the
domestic regulatory framework, thereby achieving a significant level of alignment of domestic
regulations with the corresponding EU regulations in this area, while during 2017 activities on
improving domestic regulations regulating the operations of banks resumed, with the aim of
ensuring further alignment with EU regulations. The basic goals of adopting these regulations
include increasing the resilience of the banking sector by increasing the quality of capital
and introducing protection layers of capital, improving the monitoring of banks’ exposure to
liquidity risk, further strengthening market discipline and the transparency of banks’ operations
in the Republic of Serbia by publishing all relevant information regarding bank operations, as
well as adapting the reporting system to new regulatory provisions.

The results of the banking sector in Serbia at the end of 2016 and during 2017 suggest the trend
of bank profitability improvement. The banking sector of the Republic of Serbia operated at a

26 The protected depositors are individuals (both residents and non-residents), sole traders (residents only), micro, small and
medium-sized enterprises (residents).

27  The National Assembly adopted 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 Insu-
rance Companies. The amendments to the set of financial laws required the adoption of amendments to the Law on Ministries.
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profit in 2016, with the net financial result before tax amounting to RSD 21.3 billion, while in
the first 9 months of 2017 a positive net financial result before tax was recorded, amounting to
RSD 53.5 billion, which constitutes an increase of 63.1% compared to the net profit before tax
in the same period of the previous year.

The high rate of banking sector capitalisation, from the standpoint of capital adequacy ratio
and of regulatory capital structure, has additionally increased, guaranteeing the resilience of
the banking sector. At the end of September 2017, the capital adequacy ratio at the level of the
banking sector of the Republic of Serbia was 22.46%, (an increase of 0.63 p. p. compared to the
start of the year), which is significantly above the legal regulatory minimum level of 8% and
more than enough to cover all the risks to which the sector is exposed, which is also confirmed
by the macroprudential stress tests regularly conducted by the NBS.

One of the limiting factors of credit activity growth is a relatively high level of non-performing
loans (NPLs). In August 2015, the NPL Resolution Strategy was adopted, and is implemented
through two action plans: one prepared by the Government, and the other by the NBS. Both are
aimed at reducing the level of NPLs. The key areas of implementation include building bank
capacity to resolve NPLs, improvement of regulations for collateral valuation, development of
NPL market, etc.

The implementation of NPL resolution measures has continued to yield fairly good results.
In the first nine months of 2017, total gross NPLs loans were reduced by RSD 94.4 billion,
or 27.3%. As a result of that, as well as the increase in lending activity, the share of NPLs in
total loans dropped further to 12.2% in September, which is the lowest value of this ratio since
January 2009. This share is 4.8 p. p. lower than at the end of 2016, and 10.1 percentage points
lower than in August 2015, when the NPL Resolution Strategy was adopted. Strengthening
banks’ capacities for resolving NPLs and further development of the market of these loans were
among the Strategy’s main goals, and the progress achieved in those areas is also confirmed by
the fact that the reduction in the amount of NPLs was mostly brought about by their write-offs
and assignment. On September 30, 2017, the implementation of the Decision on Bookkeeping
Write-off of Bank Balance Sheet Assets (RS Official Gazette, no. 77/17) began, according to
which banks are obliged to transfer to off-balance sheet records all loans that are fully impaired.
In September alone NPLs worth RSD 53.6 billion were written off, or RSD 7.9 billion more
than in the whole of 2016, with additional positive effects of the Decision expected in the
coming months.

Mitigation of risks and reduction of fiscal costs related to the deposit insurance scheme implies
complete alignment with the European standards in this area.

Other fiscal risks. In addition to the aforementioned fiscal risks, there are some other
circumstances that, if they materialise, can also result in fiscal costs. Some risks are not
substantiated with systematised data, but considering that some did materialise in recent past,
their impact on public finances can be assessed. Their identification helps understand possible
impact on fiscal standing of the country in the upcoming period.

Significant fiscal risks are associated with decisions by domestic and foreign courts, fines,
and damages payable by government bodies. In the period 2009-2016, the Republic of Serbia
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paid the amount of RSD 55.2 billion from the budget on the basis of court decisions®. The
outstanding debt to military pensioners totalling RSD 10.0 billion that was assumed in 2015,
although according to the court decision the debt was not recorded in these accounts, was
treated in accounting terms as debt repayment, while in the report on fiscal aggregates of the
general government, it was recorded as expenditure for social protection (pensions). Regardless
of the manner in which this expenditure was accounted for, it represents a materialised fiscal
risk arising from court decisions. A decision of the International Court in Strasbourg placed the
Republic of Serbia under an obligation to pay the public debt stemming from unpaid foreign
currency saving deposits that citizens of former Yugoslav republics and citizens of the Republic
of Serbia placed with banks seated in the territory of the Republic of Serbia and their branches in
the territories of the former Yugoslav republics. Among the fiscal risks stemming from the court
decisions is also the judgement of the International Court of Arbitration, according to which
the Republic of Serbia is obliged to pay USD 40.0 million in damages to the Greek company
Mitilineos.?” Contingent liabilities can also result from judgements of the International Court
in Strasburg, on the basis of claims of workers of former socially-owned enterprises (unpaid
wages and contributions).

The ever-present risk of natural hazards and disasters necessitates investment in prevention
programmes to mitigate potential fiscal costs related to recovery. In 2014 Serbia was faced
with catastrophic consequences of flooding. Total damage (including losses) was estimated
at over EUR 1.7 billion.*® According to the Law on Eliminating the Consequences of Floods
in the Republic of Serbia, the funds for recovery were provided from the budget sources at all
levels of government, from donations, contributions and gifts, loans, EU financial aid, etc. A
grant in the amount of approximately EUR 220.7 million together, with about USD 300 million
from the World Bank loan were provided for reconstruction. Having in mind the ever-present
risks of natural hazards, mitigation of the related fiscal risks implies investment in prevention
programmes. In December 2014 the Government adopted the National Natural Disaster Risk
Management Programme, which will be implemented in cooperation with the World Bank, UN
and the EU. So far, EUR 70.0 million has been provided for the implementation of prevention
programmes.

An Alternative Scenario of Fiscal Developments in the Period 2017- 2020

The following graph shows the developments related to the respective shares of the deficit and
public debt in GDP under an alternative macroeconomic scenario, which implies GDP growth
rates of 2%, 2% and 2.5%, respectively in the next three-year period.Graph 16. A comparison
of respective shares of public debt and fiscal deficit in the baseline and alternative scenario, in
% of GDP

28  Expenditure recorded in the accounts for fines and penalties ruled by courts and judiciary bodies, and damages for inju-
ries or loss inflicted by government bodies.

29  Since the judgement is still not final, the related contingent liability has not been included in the presented fiscal frame-
work for the period 2018-2020.

30 http://www.obnova.gov.rs/uploads/useruploads/Documents/Kancelarija-za-pomoc-poplavljenih-podrucja-infograf-
15-04-2016-eng.pdf
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A slower GDP growth would also affect, through its components, the actual fiscal aggregates,
primarily the revenue side, predominantly labour-related revenues and consumption taxes.
Such GDP development would lead to a higher fiscal deficit and public debt. In 2018 the share
of public debt in GDP would grow compared to 2017 and in the following period the pace of
its reduction would be slower. In the case of this or a similar scenario, or the materialisation of
other negative risks for the planned fiscal result and if the debt-to-GDP ratio increases, fiscal
consolidation measures will be taken both on the revenue and the expenditure side.

Comparison with the Previous Programme

A comparison of total consolidated general government revenue, expenditure and deficit with
the previous Economic Reform Programme (2016-2018) shows certain differences, both on the
revenue and on the expenditure side of the general government budget. Reasons for discrepancies
in the projections, compared to the previous programme, relate to, inter alia: different levels of
nominal GDP, a change in the assumptions for real GDP growth and its components, as well as
changes in policies that affect the revenue and expenditure side.

Table 14. A comparison of fiscal indicators of the two programmes, in % GDP

2016 2017 2018 2019 2020
ERP 2017 - 2019
Revenue 433 424 41.6 41.1 -
Expenditure 454 441 429 42.1 -
Deficit -2.1 -1.7 -1.3 -1.0 -
ERP 2017 - 2019
Revenue 43.2 43.9 42.4 41.8 41.2
Expenditure 445 43.2 43.1 423 41.7
Deficit -1.3 0.7 -0.7 -0.5 -0.5
Difference
Revenue -0.1 1.5 0.8 0.7 =
Expenditure -0.9 -0.9 0.2 0.2 =
Deficit 0.8 24 0.6 0.5 -

Source: MoF
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The Economic Reform Programme (2017-2019) projected a GDP growth in 2017 of 3.0% and
an acceleration of growth to 3.5% in the coming years. Although the real GDP growth will be
lower than expected, at 2%, in the coming period growth rates of up to 4% are expected in 2020.

Lower-than-expected GDP growth was not reflected in the revenue side considering the
development of revenue-intensive growth components, such as employment, consumption
and imports. Apart from that, the fight against the informal economy continued and the
improvement of operating results of public enterprises led to higher budget revenue from profits
and dividends. The structural improvement of revenues resulted in an upward revision of the
revenue projection in the entire period under consideration.

On the expenditure side, budget execution was below the plan during 2017, which created room
for some one-off expenditure, such as the payment of bonus to pensioners and some public
sector employees. In the coming period a slight increase in expenditure along with a change in
its composition is envisaged.

In the previous Economic Reform Programme, one part of the expenditure constituted the fiscal
space, i.e. unallocated expenditure. The fiscal space was mostly divided between the wages
and pensions. Due to expectations of faster and more efficient implementation of infrastructure
projects funded by loan proceeds, capital expenditure was also increased significantly. The
funds earmarked for the purchase of goods and services were also increased, while interest and
guarantee repayment expenditure was decreased, in line with the public debt reduction.

The slight increase in the expenditure side in the coming period, along with solid revenue
growth, will result in the stabilisation of the deficit at 0.5% of GDP.

7. Institutional Framework

Reform efforts within different sub-systems of public finance management (PFM) are included in
the Public Finance Management Reform Programme 2016-2020 (the PFM Reform Programme).
The objective of the PFM Reform Programme is to provide a comprehensive and integrated
framework for the planning, coordination, implementation, and monitoring of progress in the
implementation of sustainable activities in order to improve macroeconomic stability, ensure
efficient and effective allocation and use of public resources aimed at achieving national
priorities, and improve services provided by the public administration in the Republic of Serbia,
while increasing transparency and overall functionality of public finance management, and
fulfilling the requirements for accession to the European Union. In May 2017 the Government
adopted the Strategy for the Development of Public Internal Financial Control of the Republic
of Serbia for the period 2017-2020, while the Anti-Fraud Strategy for Managing EU Funds in
the Republic of Serbia for the Period 2017-2020 was adopted in October 2017.

In the field of improving the budget system, the following activities are planned for the coming
period:

1) Continuation of work on improving programme budgeting. Further improvements are
necessary in order to ensure the uniformity and stability among programme structures of all
budget beneficiaries, and consequently the desired quality of the budget document as a whole,
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as soon as possible. To that end, the latest amendments to the Budget System Law created
conditions for the improvement of the budget programme structure by regulating the process of
monitoring and reporting on programme performance, building upon the system for programme
budget planning and preparation. The information of the actual performance of programmes
will be used to improve the effectiveness and efficiency of public spending, and to monitor the
quality of public services.

Namely, monitoring and reporting provide key feedback on whether the activities of the
users of budget funds are carried out in line with the set objectives and the financial plan, as
well as what impact the result achieved in the reporting period has on the performance and
funds planned for the following period. If discrepancies are found, such information enables
a timely modification of programme activities or projects, or a reallocation of budget funds in
the following period with the aim of achieving better results. The mandatory publication of
programme performance allows the public also to have insight into the results achieved through
budget spending. Moreover, mandatory social insurance beneficiaries are obliged to abandon
line budgeting model as from the adoption of financial plans for 2020.

In addition, in the following period, the procedure of integrating gender equality into the budget
processes will be completed by all users of budget funds at all levels of government.

2) In June 2017 the Government adopted the Decree on the Contents, Manner of Preparation
and Evaluation, as well as Monitoring and Reporting on the Implementation of Capital Projects,
in order to ensure the assessment of all positive and negative effects of those projects and
provide for the effective and efficient management of public funds.

3) The hiring freeze in the public sector will continue in 2018 as well, along with the exceptions
considered by the Commission for the Issuance of Approval for New Hiring and Additional
Work Engagement with Users of Public Funds, taking into account the maximum number of
permanent employees with organisational units, funds in the budget, as well as the need for
professional staff in the concrete organisational unit.

Within the framework of the EU accession process, one of the objectives is the transition to
the ESA national accounts methodology, which was initiated in September 2014. The national
accounts classification and reporting to the EU institutions are regulated in accordance with this
methodology. The first (pilot) reports related to the Excessive Deficit Procedure have been sent,
and significant improvement is expected in this area in the coming period.

The Tax Administration Transformation Programme for the period 2015-2020 was adopted in
June 2015, with the aim of increasing the efficiency of revenue collection. The priorities for further
implementation of the Programme include strengthening the TA management, streamlining
the organisational structure in the Headquarters and branches/sub-branches, reducing non-
core activities, implementing a modern approach to risk management, strengthening tax debt
management, including write-oftf procedures, modernising IT and business processes, and
improving coordination and exchange of information with other government agencies. By the
end of 2017, the Government has committed to adopting the Action Plan for the Transformation
Programme that will guide the reform in the direction of the organisational separation of the Tax
Administration’s core and non-core activities. Tax types and activities that are considered core
and those activities that are considered non-core will be included in the Action Plan. The goal is
to implement these reforms by mid-2019, and to reorganise the Tax Administration by 2023, so
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that no more than 14 organisational units engage in core activities. Bearing in mind that foreign
economic relations are based on an open, export-oriented economy and active integration into
international economic flows, the customs system and policy will be designed in accordance
with the above principles, in order to increase the competitiveness of the economy in the global
market, and attract foreign investment. Further alignment of customs regulations with the EU
acquis and World Trade Organization (WTO) rules is envisaged though the following:

e Adoption of a new Customs Law (the Ministry of Finance submitted to the Government
a draft law in November 2017) and bylaws aligned with the new Union Customs Code
(which entered into force in May 2016) and implementing acts, as well as WTO rules;

e Adoption of a Decree on the Adjustment of the Customs Tariff Nomenclature (annually)
for the purpose of alignment with the Combined Nomenclature of the EU (the Government
adopted the Decree for 2018 in November 2017) and transposition of preferential tariff
rates in accordance with all free trade agreements concluded by the Republic of Serbia;

e Harmonisation of the Free Zone Law with the Customs Law;

e Adoption of a new Law on Customs Tariff after the accession of the Republic of Serbia
to the WTO, with the aim of adopting the consolidated customs rates agreed upon with
the WTO members during negotiations.
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IV. STRUCTURAL REFORMS IN THE 2018-2020 PERIOD

1. ldentification of Key Obstacles to Competitiveness and Inclusive Growth

Following a period of GDP growth in Serbia in 2016 and a temporary downturn in the first
half of 2017 (mostly due to adverse weather conditions), economic activity has recorded an
accelerated growth, driven by industry, services and recovery of the construction sector. Fiscal
consolidation has reversed public debt growth and balanced the current account deficit in
the balance of payments, which has been fully covered by the net foreign direct investment
inflow. Domestic demand is on the increase, with the recovery of private consumption owing
to employment and wage growth in the private sector. Increasing foreign direct investment in
export-oriented sectors, together with Eurozone recovery and growth, has accelerated export
activity. After the successfully implemented fiscal consolidation, in the interest of sustaining
the achieved results, ensuring further growth and enhancing competitiveness, it is crucial
to continue the implementation of key structural reforms. The implementation of structural
reforms within individual areas will be intensified in the coming period, in order to remove
the key obstacles/challenges within each area that were identified on the basis of all available
analyses and data.

Tax revenue growth is the key characteristic of fiscal developments in the current year. New
electronic tax returns and services are continuously introduced with a view to fully implementing
e-business of the Tax Administration as of 2018. In addition to further improving the tax system
that fosters economic growth and provides for more efficient tax collection and reduction of
the informal economy, efforts will be focused especially on establishing more efficient public
investment management, improving the project appraisal process and forming a single list of
planned projects, linked to budget planning.

Marked progress has been achieved in infrastructural project implementation. Building on
the fiscal results in the past three years, investment will be intensified in the coming period.
Efforts will be made to enhance traffic safety by implementing new standards applicable on
the European road network, as well as to introduce performance-based road maintenance
management. Energy market reforms will be focused on diversifying energy sources and
reducing import dependence. More emphasis will be placed on the implementation of energy
efficiency measures in order to reduce the remarkably high energy intensity.

The conditions for the development of agriculture, a key sector of Serbia’s economy, are
favourable, albeit with increasingly frequent and, in terms of their impact, increasingly severe
crises caused by natural factors (floods, drought, hail etc.). Agricultural development is further
hindered by the unfavourable structure of agricultural holdings (fragmented holdings without
adequate incentives for consolidation), technical and technological obsolescence, primarily
among medium-sized and small holdings, as well as intensified pressure on farmers owing to the
standards and regulations being tightened in the process of harmonisation with the EU common
agricultural policy. Industrial growth in recent years has been achieved in an economically
sound way, driven by investments and exports. On the other hand, manufacturing industry
made the greatest contribution to growth, although its structure is still dominated by low-
processed, low-value-added products. In that respect, in the coming period, the implementation
of the defined measures to address obstacles to the development of the identified industrial
sectors with the highest growth potential will be intensified, and special efforts will be made to
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link the industrial, educational, and research and development policies. In the services sector,
the focus will be on raising the knowledge and skills levels and improving e-commerce; the
implementation of horizontal measures in other sectors will have an impact on enhancing the
functioning of the service sector as well.

Major progress has been recorded in improving the business and macroeconomic environment
and Serbia remains committed to its further improvement. Serbia has improved its credit
rating and significantly improved its ranking according to the most renowned international
competitiveness indices by implementing regulatory reforms to reduce the complexity and cost
and to improve the predictability of doing business. Improvement of the legal framework in the
area of financial services will be continued (higher availability of the existing funding sources to
small and medium sized enterprises - SMEs and provision of new ones), along with enhancing
the sustainability of public enterprises’ operation, restricting the fiscal risk, and intensified
inspection of the operations of unregistered entities and engaged labour force, with a view to
integrating the informal economy into the legal sphere. Also, the implementation of regulatory
reform (“regulatory guillotine”) will be continued through the simplification of administrative
procedures and improving public services for businesses, as well as the digitalisation of the real
estate cadastre in order to simplify the procedure for the registration of title to property and
reduce costs.

The high scientific and research potential should be developed further and utilised more
adequately, in order for Serbia to become a “knowledge-based economy”. An efficient model
for funding science will be established, as well as a stronger link between the business and
academic communities. Higher availability and implementation of digital technologies, products
and services will be facilitated, as well as the standardisation of communication infrastructure.
A key challenge is reversing the emigration of highly educated population (“brain drain”) and
attracting domestic and international talents.

For Serbia’s full integration into the international economic system, it is necessary, amongst
other things, to define measures aimed at modernising technological processes and introducing
technical regulations and standards, which will facilitate a shift towards a higher share of
high-tech products in total exports. Further alignment of the standardisation, metrology and
accreditation systems with the EU legislation and practice will be continued.

In the Serbian economy, increasingly dependent on knowledge and skills, higher investment
in education is a prerequisite for further human capital development. The introduction of the
dual education model will facilitate greater application of the attained knowledge and skills
matched with the business needs. Special efforts will be directed towards regulating the system
of qualifications attained through education, as well as matching the labour force qualifications
with the labour market needs.

In recent years, Serbia’s labour market has recorded an expansion, with employment growth, a
rise in activation and a decrease in unemployment. Strengthening the public employment service
capacities and reforming the active labour market policies will sustain and improve the quality
of human capital (loss of skills, self-confidence and motivation will be prevented). Dedicated
Government programmes will increase the capacities in terms of IT skills. The implementation
of measures to stimulate youth employment and registration of those employed outside the
formal sector will be intensified.



The level of allocations for social assistance is consistent with Serbia’s current development
level; hence, the key challenge in the area of social and child protection is the adequate
reallocation of these funds among the existing schemes to increase their accessibility. Given
that poverty is widespread and affects different population groups, often affected by multiple
deprivation factors, in the coming period more attention will be devoted to linking centres for
social work (to one another and to other institutions), developing social maps, providing higher-
quality services, and strengthening control and regulatory mechanisms.
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Based on the thus identified key obstacles in the field of competitiveness, structural reforms
have been defined, as summarised in Section 2, and elaborated in detail in Section 3. Bearing in
mind that the ERP is a rolling programme establishing a system for monitoring and reporting on
the implementation of the structural reforms whose implementation requires a longer period, in
this year’s cycle of ERP drafting, the priorities have not changed substantially, i.e. the reforms
presented within the ERP 2018-2020 are rolled over from the ERP 2017-2019, slightly amended
in terms of the scope and objectives, and an additional reform to stimulate the improvement of
the investment climate has been included.

The chosen structural reforms, which have undergone a broad public consultation process, are
in line with the three-year plan of total budget expenditures set by the Budget Law, the priorities
defined in national documents, as well as the limitations in public administration’s human
capacities in terms of the required staff number and quality for consistent and coordinated
reform implementation. In particular, the recommendations of the Economic and Financial
Dialogue between the EU and the Western Balkans and Turkey of May 2017, as well as the
recommendations and findings set out in the European Commission’s 2016 Progress Report on
Serbia, have been taken into account.

2. Structural reforms summary

SR No Title of area and PSR Recommendations” Reference documents

PUBLIC FINANCE MANAGEMENT

Tax Administration
transformation

Additional simplification
and unification of the
tax procedure and better

training of staff, as well as
improvement of operational
activities on combating the

informal economy.

ECOFIN 2017 R2 — Support the fiscal
scenario by reinvigorating reforms of the Tax
Administration.

ECOFIN 2017 RS — Put in place risk
management systems in order to improve the
functioning of the Tax Administration.

ECOFIN 2016 R2 — Further improve revenue
collection in a systematic and business-
friendly way by implementing the Tax
Administration Transformation Programme.

PR 2016, p. 48. — Continue to implement

the programme to transform the Tax
Administration, especially by simplifying tax
procedures and allocating sufficient human
and IT resources, in order to improve tax
collection and fight the informal economy.

Public Finance
Management Reform
Programme 2016-2020

Public Administration
Reform Strategy of the
Republic of Serbia

Tax Administration
Transformation
Programme

Action Plan of the
Transformation
Program 2018-2023

* ECOFIN — Recommendations by the EU Economic and Financial Affairs Council for the Western Balkans and Turkey of
May 2016 (R1 — Recommendation 1)

PR — The EC 2016 Progress Report on the Republic of Serbia (Progress Report 2016)

IMF — Stand-by Arrangement
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SR No Title of area and PSR

Recommendations”

Reference documents

2 Improved capital ECOFIN 2017 R4 — Expand the scope of Public Finance
investment management the Single Project Pipeline to cover all large Management Reform
investment projects regardless of their source | Programme 2016-2020
Establishment of a single of funding and establish clear links to the
platform for capital budgetary process.
investment planning and
a methodology for capital ECOFIN 2016 R4 — Address the under-
investment analysis and execution of public capital expenditure by
planning. improving its prioritisation and management.
ENERGY AND TRANSPORT MARKET REFORM
3 Energy market ECOFIN 2017 R4 — Gradually adjust Energy Sector

development coupled with
energy infrastructure
construction

Harmonisation of the
technical rules and codes
governing the operation of
the electric power and gas
networks and construction
of missing interconnectors
to achieve reliability and
facilitate trade in energy
products in the national
and cross-border markets
(includes Nis-Dimitrovgrad
trunk gas pipeline
construction and Trans-
Balkan Corridor).

electricity tariffs to reflect actual costs.
Further improve payment collection and avoid
future accumulation of arrears in the energy
sector. Advance the announced restructuring
of Srbijagas debt and the implementation of
EPS’s optimisation plan.

ECOFIN 2016 R4 — Make significant progress
in the preparation of the construction of the
Bulgaria-Serbia gas interconnector.

PR 2016, p. 46. — Improve alignment with

the acquis, strengthen capacity and promote
investment in energy efficiency and renewable
energy as well as achieve cost-reflective
electricity tariffs.

PR 2016, p. 46. — Take measures to fully
unbundle Srbijagas and develop competition
in the gas market.

IMF — Ensure competitiveness on the energy
market, develop the electricity and natural
gas markets and their connection with the
EU single energy market, as well as more
intensive regional interconnection of the
energy system of the RS.

Development Strategy
of the Republic of

Serbia until 2025 with
projections until 2030.

2017-2023
Programme for the
Implementation of
the Energy Sector
Development Strategy
of the Republic of
Serbia until 2025 with
projections until 2030

Berlin Process
(Connectivity agenda)

Energy Law

Law Establishing
Public Interest and
Special Procedures
for Expropriation
and Obtaining of
Documentation

for the Purpose of
Implementation of
Construction of the
Trans-Balkan Corridor
400 kV Power
Transmission System

Law on the Spatial
Plan of the Republic
of Serbia from 2010
to 2020
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SR No Title of area and PSR Recommendations” Reference documents
4 Improving the ECOFIN 2017 R4 — Expand the scope of Plan for the
capacity and quality of the Single Project Pipeline to cover all large Development of
infrastructure and services | investment projects regardless of their source | Railway, Road,
in the area of transport of funding and establish clear links to the Waterway, Air and
budgetary process. Intermodal Transport
Aligning standards and in the Republic of
norms, i.e. the national Serbia from 2015 to
legislation, with the EU 2020
legislation, with the aim of
enhancing competitiveness Berlin Process
and attracting traffic flows (Connectivity agenda)
to Serbian transport routes.
5 Reform of railways PR 2016, p 44. — Continue its focus on Law on Public
reforming the railways. Enterprises
Establishing sustainable
railway enterprises with Railway Reform Plan
clearly set aims and tasks, 2016-2020
which will operate in
accordance with market
principles; Improving and
streamlining the railway
network and services,
and market opening in
accordance with the EU
legislation, European
standards and practices.
SECTORAL
DEVELOPMENT
Development of the
agricultural sector
6 Improvement of the PR 2016, p. 42. — Take all necessary steps to | Law on Agriculture

competitiveness and status
of agricultural holdings

Establishing the institutional
framework for the
implementation of the
IPARD Programme 2014-
2020, implementing national
reforms to improve the
competitiveness of holdings.

fulfil the requirement in order to be entrusted
with budget implementation tasks for the
IPARD II programme, including allocating
adequate resources and strengthening the
capacity of all IPARD bodies and improving
implementation procedures; adopt and
proceed with implementation of the action
plan for acquis alignment in agriculture and
rural development.

and Rural
Development

Agriculture and Rural
Development Strategy
of the Republic of
Serbia 2014-2024;

National Agriculture
Programme for the
period 2018-2020

National Rural
Development
Programme 2018-2020
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SR No Title of area and PSR Recommendations” Reference documents

Industry sector development

Raising the competitiveness
of the processing industry

Prioritisation of industries
with the highest growth

and development potential,
formulation of a new
industrial development
strategy, formulation and
implementation of action
plans for priority industries,
development of monitoring
and evaluation system.

ECOFIN RS — Improve the business
environment and promote private investment.

PR 2016, p. 52 — Make efforts to improve the
predictability of the business environment
and SME support schemes, with emphasis on
reducing the cost of access to finance.

Industrial
Development Strategy
and Policy of the
Republic of Serbia
2011-2020

Development of the services
sector

BUSINESS ENVIRONMENT AND REDUCTION OF THE INFORMAL

ECONOMY

Package of measures to
improve access to finance
for SMEs

Improving the quality of
offer of the banking sector,
developing new financial
instruments, as well as
improving the readiness of
SME:s to access different
sources of finance.

ECOFIN 2017 R5 — Develop the regulatory
framework for new financial instruments, and
improve the access to finance.

ECOFIN 2016 R5 — Putting in place a
guarantee scheme for loans to SMEs.

PR 2016, p. 31. — Better regulating and
reducing the scope of para-fiscal charges, in
particular for SMEs.

PR 2016, p. 52. — Make efforts to improve
the predictability of the business environment
and SME support schemes, with emphasis on
reducing the cost of access to finance.

Strategy for Support
for the Development
of Small and Medium-
sized Enterprises,
Entrepreneurship and
Competitiveness for
the Period of 2015-
2020

The introduction of
corporate governance in
public enterprises

Professionalisation of
governance bodies in public
enterprises and a public
enterprise operation control
system.

ECOFIN 2016 R2 — Continuing the
organisational and financial the restructuring
of large® public enterprises.

Law on Public
Enterprises

* The reform is all-encompassing and targets all enterprises, not only large ones.
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SR No Title of area and PSR Recommendations” Reference documents

10 Simplification of ECOFIN 2017 R5 — Regulate the amount Strategy for Support
procedures and other and number of para-fiscal charges at state for the Development
conditions for doing level. of Small and Medium-
business sized Enterprises,

ECOFIN 2016 R2 — Advance the reform of Entrepreneurship and
Establishing a single public | the public administration as envisaged. Competitiveness for
ijorzldz’;eiin;?zzgwe ECOFIN 2016 RS — Improve the business tz}z)ezgerlod of 2015-
requirements for doing environmel.lt and promote private investment
business and a point of by developing a more transparent and less Strategy for
single contact (PSC) with burdensome system of para-fiscal charges, Regulatory Reform
information for service putting in place a guaraptee scheme for loans [ .4 Improvement
providers; Regulatory reform | 1© SMES and re-launching the “regulatory of the Public Policy
(“regulatory guillotine”’) guillotine”, Management System
to simplify procedures and 2016-2020
improve public services for )
businesses, with the aim of National P rogramme
reducing the cost of doing for Countering the
business, improving the Informal Economy
business environment and
the legal framework for
doing business.

1 Improving the effectiveness | ECOFIN 2017 RS — Ensure better targeting Public Administration

of inspection oversight and efficiency of inspections. Reform Strategy of the
Republic of Serbia
Improving the coordination | ECOFIN 2016 R2 — Advance the reform of
of inspectorates, legal the public administration as envisaged. E-government
regulation and establishment ) ) Strategy 2015-2018
of the information system. PR 2016, p. 40. — Reinforce the capacity and
independence of inspectors.

12 Improvement of the Strategy for Measures
geospatial sector as and Activities to
support to investment Enhance Service
decision-making process Quality in the Area of

Geospatial Data and
Providing support for Registration of Title
investment c{eczszon-m'czkzng to Real Property in
by the effective provision Official State Records
of geospatial sector data, ~ The Republic
thus producing a stimulative Geodetic Authority
effect on investment climate Reform Pathway until
improvement. 2020
RESEARCH, DEVELOPMENT AND INNOVATION, AND DIGITAL ECONOMY

13 Programme supporting PR 2016, p. 74. — Adopt the action plan to Scientific and

innovation and
technological development
in the public and private
sectors

Support for innovation

and technological projects
in scientific and research
organisations and the
private sector, Establishing
the technology transfer
system.

implement the strategy, and the science and
research infrastructure road-map; foster
cooperation between industry and academia
and increase the level of investment in
research.

Technological
Development Strategy
of the Republic of
Serbia 2016-2020




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

SR No Title of area and PSR Recommendations” Reference documents
14 Development and Strategy for
improvement of the Information Society
national broadband Development in the
communications Republic of Serbia
infrastructure until 2020
Consolidation of the Electronic
broadband network owned Communications
by the public sector, Development Strategy
Connection of public of the Republic of
institutions to the national Serbia 2010-2020
network; Construction of
broadband access networks
in municipalities across the
country.
TRADE-RELATED REFORMS
15 Improving the conditions | PR 2016, p. 33. — Further align sectoral Quality Infrastructure
for product safety and legislation and ensure better implementation | System Improvement
removing barriers to trade | of technical requirements and standards. Strategy for the Period
0f2015-2020
Providing the conditions for | PR 2016, p. 33. — Reinforce its administrative
marketing safe and high- capacity to perform market surveillance.
quality products, as a key
prerequisite for enhancing PR 2016, p. 33. — Ensure adequate
the competitiveness of administrative and surveillance capacities in
Serbia's economy, exports order to implement the European Regulation
and economic growth. on Registration, Evaluation, Authorisation and
Restriction of Chemicals (REACH).
PR 2016, p. 79. — Strengthen implementing
capacity for export controls on dual-use
goods.
EDUCATION AND
SKILLS
16 Qualifications oriented ECOFIN 2017 P6 — Develop dual learning Strategy for Education

to the labour market
requirements

Vocational secondary
education reform by
introducing a dual and
entrepreneurial education
model; Adoption of

the Law on the NOF,
establishment of the Register
of Qualifications and
sectoral councils, as well as
qualification standards

in vocational education and training in close
cooperation with social partners and the

business community.

PR 2016, p. 75. — Continue implementing the
action plan of education reforms according to
schedule.

PR 2016, p. 75. — Establish the national
Erasmus+ agency.

Development until
2020
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SR No Title of area and PSR
EMPLOYMENT AND LABOUR MARKET

Recommendations”

Reference documents

17 Improving the effectiveness | ECOFIN 2017 R6 — Target active labour National Employment
of active labour market market measures to vulnerable groups, Strategy for the Period
policies with special including social assistance beneficiaries. | 0f 2011-2020
emphasis on youth,
redundant workers and the | ECOFIN 2016 R6 — Step up the provision of | Annual National
long-term unemployed targeted ALMPs to facilitate in particular the | Employment Action

reintegration of workers made redundant in Plans
Development of a system the resolution of state-owned enterprises and
for early screening of the public administration rightsizing. Increase the Employment and
unemployed and their capacity of the NES to roll out such measures Social Reform
inclusion in active labour to larger numbers of beneficiaries. Programme — ESRP
market policies (ALMPs) )
through a package of PR 2016, p. 50. — Ensure financial and
services, and according institutional resources for employment to
to labour market needs more systematically target young and long-
and characteristics of term unemployed persons.
the unemployed person PR 2016, p. 51. — Significantly strengthen
concerned. bipartite and tripartite social dialogue at
all levels, including consultations on draft
legislation.
PR 2016, p. 51. — The Labour Inspectorate’s
administrative capacity needs to be further
strengthened, in order to support the
implementation of the national programme for
fighting the informal economy.
SOCIAL INCLUSION, POVERTY REDUCTION AND EQUAL OPPORTUNITIES
18 Improving the adequacy, PR 2016, p. 50. — Ensure financial and Law on Social

quality and targeting of
social protection

Increasing the adequacy of

cash benefits and improving
the accessibility and quality
of social protection services,
as well as linking different

sectors’ information systems.

institutional resources for social policy to
more systematically target young and long-
term unemployed persons.

PR 2016, p. 50. — Increase the efficiency of
social benefits for people below the poverty
threshold.

PR 2016, p. 62. — A sustainable institutional
set-up for promoting gender equality (with
adequate resources) is needed.

Protection

Employment and
Social Reform
Programme — ESRP
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3. Analysis by area and structural reforms
3.1 Area PUBLIC FINANCE MANAGEMENT
a) Analysis of main obstacles

Despite the tax revenue growth trend due to the more efficient and organised operation of
inspection authorities and the Tax Administration (TA), challenges to public finance regulation
still persist: reduction of the informal economy, more functional Tax Administration, more
efficient public investment management, increasing capital expenditure at the local level,
investment climate improvement.

The key factor in the process of increasing budget revenue and improving public finance
management is the ongoing TA reform. Through the inspections of businesses’ operations in
2016, 3,656 unregistered entities were detected (a total of 245,392 inspections were carried
out). An important aspect of the reform is digital business; thus, by May 2017, 15 tax returns,
out of the planned 19, were provided in the electronic form.

Significant results were achieved in the recent period in the area of reducing the informal
economy, as witnessed by the increased budget revenue. The total government tax revenue
rose by 5.4% in real terms in first eleven months in 2017 relative to the preceding year
(by more than EUR 1 billion), primarily due to income tax collection increase (by EUR 233
million; real increase by 35%) VAT (by EUR 205 million; real increase by 3%) and excise
duties (by EUR 120 million; real increase by 3%). VAT evasion was reduced, as indicated by
the rise in the VAT revenue collection efficiency ratio’! from 70% in 2015 to 75% in 2016, as
well as a 33.8% rise in the recording of transactions via fiscal cash registers by small taxpayers
in Q1 2017. However, the high share of the informal economy still persists, estimated at about
30% of the GDP.

Although public investments are on the increase in Serbia, the achieved level of 3.3%
of the GDP in 2016 is still insufficient, given that the average share of investments in CEE
countries stands at about 4.5% of the GDP (in the countries in the region®, it is even higher,
at about 4.8%). The realisation rate of capital investments planned by programmes rose
from 40% in 2015 to 76% in 2017, and a prerequisite for its further increase was provided
by the adoption of the Decree on the Content, Modality of Preparation and Assessment, and
Monitoring of and Reporting on the Implementation of Capital Projects (OG 63/2017). The
implementation of this Decree from 1 January 2018 will address the existing shortcomings,
reflected in the absence of adequate project documentation, difficulties in land expropriation,
insufficient control of contractors, resulting not only in missing the contractual deadlines, but
also in rises in the cost of works during implementation and slow issuing of the required permits.
At the local level, poor financial management is reflected in a large decrease in the share of
capital expenditure (from 22.8% of total expenditure in 2011 to 14.5% in 2016) and a rise in the
share of current expenditure (especially expenditure on employees) in total local government
expenditure, which has an adverse impact on the quality and availability of local infrastructure.

31  Fiscal Council of Serbia, March 2017; C-efficiency ratio — computed as the ratio of the VAT amount actually collected to
the hypothetical VAT amount assuming perfect collection. A higher value of this ratio indicates higher tax collection and lower
scale of VAT evasion.

32 Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Hungary, Macedonia, Montenegro and Romania; source: Fiscal
Council of Serbia.
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It is essential to continue implementing the measures to improve the investment climate, such
as enhancing judicial efficiency, accelerating the issuing of permits, along with removing other
administrative barriers to investment, improving competition protection, reducing corruption
etc.

b) Report on policy guidance implementation since May 2017

The realisation of Structural Reform (SR) 1 — Tax Administration transformation implements
part of ECOFIN recommendation 2 — (support the fiscal scenario by reinvigorating reforms of
the Tax Administration), as well as part of recommendation 5 — (put in place risk management
systems in order to improve the functioning of the Tax Administration). The application of
the detailed reform plan has led to the integration and simplification of tax procedures, as
well as the improvement of the operational activities in suppressing informal economy which
contributes to the reduction of costs in fulfilling tax obligations, provides easier and more
equitable business conditions and improving tax collection which is also in line with the
European Commission recommendations (2016 EC Progress Report on Serbia, p. 55). The
2017 Tax Compliance Plan was drafted based on the tax compliance risk map, IMF advice and
TADAT (Tax Administration Diagnosis Assessment Tool) recommendations. In the context of
improving services to taxpayers, new electronic tax returns and services have been continuously
introduced so that in 2018 the electronic submission of tax returns for basic tax forms was fully
enabled. A specific department for providing services to taxpayers, which applies the client
approach in dealing with taxpayers, has been established.

With the Conclusion of the Government of the Republic of Serbia on 5 December 2017, the
Action Plan of the Transformation Program for the period 2018-2023 was adopted, as well
as the Decision on basic and secondary activities of the Tax Administration, by which the tax
administration focuses on the basic tax activities and the first phase of consolidation of the
organizational units.

The realisation of SR 2 — Improved capital investment management implements part of ECOFIN
recommendation 4 (expand the scope of the Single Project Pipeline to cover all large investment
projects regardless of their source of funding and establish clear links to the budgetary process).
In June 2017, the RS Government adopted the Decree on the Content, Modality of Preparation
and Assessment, and Monitoring of and Reporting on the Implementation of Capital Projects
in order to provide for the evaluation of all positive and negative effects of those projects and
ensure the effective and efficient management of public funds.

Structural reform 1. TAX ADMINISTRATION TRANSFORMATION

1. Structural reform outline

The reform entails further simplification and unification of the tax procedure, training of TA
staff, as well as improvement of operational activities to suppress the informal economy The
reform includes the development of a tax compliance plan and a plan for quality staff retention,
adoption of a new organisational structure (consolidation of core business functions in fewer
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locations and differentiation between core tax revenue collection and administration of non-
core tasks), redesigning of the human resources management system, establishment of a new
risk management system, improvement of the audit and collection functions and tax law-related
affairs, as well as more efficient management of material and IT resources. The measures are
carried out in accordance with the Tax Administration Transformation Programme 2015-2020
through the Action Plan of the Transformation Programme for the period 2018-2023 (the time
frame for the realization of the Programme has been updated), the Public Finance Management
Reform Programme 2016-2020 and the Public Administration Reform Strategy of the Republic
of Serbia.

2. Activities conducted and planned with a view to structural reform implementation

Tax Administration management has been improved by forming three committees (on
operational affairs, on Transformation Programme management, and on risk management
under the tax compliance plan) and by identifying non-core activities to be either transferred
to other institutions or managed separately from the core TA functions from June 2019. The
establishment of the Division for Strategic Risks marked the launch of the new risk management
system under the tax compliance plan (according to the OECD model), and the Tax Compliance
Plan for 2017 was developed. The selection of taxpayers to be audited is based on the inputs
from the Division for Strategic Risks and the Division for Operational Risks, and desk and
field audits are combined in a single tax audit. The Human Resources Strategy was adopted in
February 2016 (however, this was not accompanied by the implementation of human resources
management software). The Concept for the Establishment of the Tax Academy is being
developed. The business process of financial and inventory accounting has been upgraded and
redesigned by implementing new software. Electronic tax returns system is introduced for all
core tax types. The client approach in dealing with taxpayers is applied through the newly-
established Department for Providing Services to Taxpayers and the “Your Tax Officer” desks
(in 37 branch offices).

The following has been planned for the next three-year period: administration of core taxes in
fewer organisational units and transferring non-core activities; identification of organisational
units in the first stage of consolidating the core functions; preparatory activities and development
of documents for the implementation of the activities to be funded under a World Bank project;
provision of resources for the restructuring of the Headquarters; centralisation of the key
function of administration of core taxes, such as collection and submission of tax returns, in
one or multiple offices in the field.

3. Expected impact on competitiveness

Beside reducing the costs of tax compliance (easier and more equitable conditions for doing
business) and improving tax collection (stability of public finance), by introducing automatic/
electronic, simple and free-of-charge tax procedures, the administration of tax compliance
leaves more resources and time for domestic enterprises to improve the quality of their products
and services, which constitute a measure of competitiveness.

4. Estimated costs and impact on budget

Funds were provided in the amount of EUR 5.6 million based on the 2018 Budget Law. After
considering the need for the funds necessary for the implementation of the Economic Reform
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Program for 2019 and 2020, the Tax Administration will plan the same within the limits of the
budgetary funds that the Ministry of Finance will provide during the preparation of financial
plan proposal for 2019 and 2020.

5. Expected impact on employment and gender

Improving TA efficiency will make the process of assessing and paying taxes simpler, more
predictable, more consistent and cheaper, thus improving the equality of market participants.
Clear tax rules encourage citizens to start their own businesses and thus increase employment
and the overall economic growth. Better collection of taxes improves the capacity to make
budget allocations for social protection, education and health.

6. Potential risks in structural reform implementation

Lack of support by donors and creditors for the implementation of the launched activities;
Delays in the introduction of new legal frameworks based on ICT and TA reform needs or
non-acceptance of amendments to existing ones; Lack of coordination/communication among
state institutions; Distrust among taxpayers owing to fear of novelties; Insufficient IT resources
and skills for reform implementation; Lack of human resources and knowledge needed for the
functioning of the new, reformed TA.

7. Structural reform implementation monitoring indicators

2015/2014 (BV) 2016/2015
Ratio of newly registered taxpayers in two consecutive years — TV: 92.48

(2018/2017) 1129 106.46
Ratio of newly identified revenue* in two consecutive years — TV: 100.5

(2018/2017) 100.6 87.93
Collection rate relative to the target level* - TV: 100.3 (2018/2017) 103.9 107.1

* Tax revenues collected on the basis of audits by tax inspectors.
** Shows the ratio of the key budget revenues collection in a given year (personal and corporate income tax, VAT and excise
duties) relative to the budgeted amounts.

Structural reform 2. IMPROVED CAPITAL INVESTMENT MANAGEMENT

1. Structural reform outline

The reform entails the establishment of a single platform for capital investment planning and a
methodology for capital investment analysis and planning. All potential projects must be linked
to sectoral strategies and subjected to a cost-benefit analysis beforehand for the purpose of their
prioritisation. Public investment planning includes: assessment of capital projects proposed by
budget beneficiaries and development of the implementation plan, coordination of planning
and selection of capital projects/investments and, finally, monitoring of the implementation
of approved capital projects in order to detect and remove obstacles in a timely manner and
manage risks more efficiently. Capital project management is covered by the Public Finance
Management Reform Programme 2016-2020 as part of the reform activities under Pillar 11
“Public Expenditure Planning and Budgeting”. The process will also take into account the
activities under the National Investment Committee (NIC) established in Serbia in 2014.
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2. Activities conducted and planned with a view to structural reform implementation

The Decree on the Content, Modality of Preparation and Assessment, and Monitoring of and
Reporting on the Implementation of Capital Projects was adopted in June 2017 and will be
applicable as of January 2018.

The following has been planned for the next three-year period: adoption of the rulebook for the
implementation of the Decree; development of the terms of reference and procurement of the
IT equipment for the establishment of a single database of capital projects; implementation and
updating of the single database of capital projects; training of budget beneficiaries in applying
the Decree and using the database of capital projects; assessment and selection of capital
projects.

3. Expected impact on competitiveness

Improving management and raising the realisation rate of capital/public investments is an
anti-recession and development-oriented economic policy measure with positive effects on
economic growth in the short term. In addition to direct effects on employment and growth
resulting from capital projects construction itself, quality improvement of the physical capital,
especially road and communication infrastructure, raises the competitiveness of the domestic
economy and creates prerequisites for its faster growth. Public investments also have a long-
term favourable impact on economic growth, as they raise the quality of the infrastructure used
by the public sector.

4. Estimated costs and effects on budget

The reform is financed from the regular budget expenditures of the Ministry of Finance. Funds
were provided in the amount of EUR 161,626 in 2018 through the non-budgetary financing of
the reform, and it will be used for the establishment of the Integrated Capital Funds Database
(an information system established at the ministry in charge of finance and serves as a support
to the capital projects management in the territory of the Republic of Serbia).

5. Expected impact on employment and gender

Improved capital investment management has a direct impact on increasing investment, which
results in raising employment in the short, medium and long term, both during capital project
implementation and in service. In addition, the measure has an equally positive impact on the
employment of both sexes.

6. Potential risks in structural reform implementation

Insufficient human resources for project cost-benefit analyses, assessment and prioritisation of
proposed projects and investment project management. It is necessary to improve the human
resources management system and provide continuous training to employees.

7. Structural reform implementation monitoring indicators

2015 (BV) 2016 2017

Implementation rate of planned investment within

0, 0, 0
programmes — TV: 80% (2020) 40% 65% 76%
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3.2 Area ENERGY AND TRANSPORT MARKET REFORM
a) Analysis of main obstacles

Marked progress has been achieved in priority infrastructural project implementation, however,
there is a shortage of human and financial resources necessary for the implementation of efficient
energy and transport market reform. Key weaknesses are manifested in insufficient linkages
between these markets of Serbia and the markets of the countries in the region, insufficient
diversification of energy sources and import dependence, underdeveloped infrastructure as a
result of long-standing lack of investment in new capacities, high transport costs owing to the
unharmonised regulatory framework.

The legal and regulatory framework in Serbia is aligned with the Third EU Energy
Package, which is a prerequisite for the interoperability of CEE and EU energy systems.
Progress has been achieved in the implementation of a liberalisation programme to restrict
regulation to the key networks which are natural monopolies and enable competition in energy
services delivered via networks. The existing state-owned vertically integrated enterprises are
unbundled and new market participants are encouraged to enter the energy sector. It is necessary
to continue the restructuring of public enterprises in the energy and mining sector and create
conditions to attract strategic partners.

Faster energy market development and regional integration are limited by inefficient
generation capacities (average age over 35 years) and underdevelopment of the electric
power system, as a consequence of long-term lack of investments in new generation capacities
and insufficient investment in preventive system protection and system development. The
demand for electric power and gas is on the increase, especially in the industry. The Energy
Sector Development Strategy until 2025 projects electricity consumption growth at the average
rate of about 1% per year, underpinned by increasing the capacity of the existing infrastructure
and building new power plants. The construction of a new 350 MW coal-fired unit in Kostolac
Thermal Power Plant (TPP), a new 140 MW gas-fired unit in Pancevo and wind farms with a
total capacity of 500 MW, compliant with all the environmental criteria, will serve the purpose
of meeting the increased demand for electricity.

Serbia is a net electricity importer only in the winter, with up to 10% of the demand met
by imports at the monthly level. The energy supply level of Serbia is above the average in
the region. In 2016, the total primary energy generation amounted to 10.917 m Tonnes of Oil
Equivalent (hereinafter: TOE) — which is about twice the average for the countries in the region,
while energy import of 5.961 m TOE was somewhat below the regional average. The energy
intensity of Serbia (total electricity generation relative to the GDP level) is, along with Bulgaria,
the highest in the region, while the final energy consumption (excluding non-energy consumption)
of 8.307 m TOE in 2016 was about 50% above the regional average. The construction of Trans-
Balkan Corridor, a 400 kV power transmission system that will link eastern and western
European markets, will contribute to improving energy stability and regional integration of the
Serbian electric power industry and further development of the electricity market.

The implementation of energy efficiency measures should be a higher priority, given
the extremely high energy intensity (high electricity consumption in the public sector
and households, primarily due to heating) and development opportunities at the local
level. It is necessary to provide more resources and human capacities for the operation of the
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Budget Fund for Energy Efficiency Improvement and/or consider the modalities of changing
its legal status to facilitate the application of more energy efficiency funding mechanisms. It is
necessary to introduce an energy management system in the private and public sectors, which
should encompass about 70% of the primary energy consumption. In the coming period, it
is necessary to further align the legislation with the requirements of directives in the area of
energy efficiency. In a situation of insufficient sustainable energy sources utilisation, energy
facilities with high GHG emissions have an adverse impact on the environment and human
health. The construction of wind farms with a total capacity of 500 MW (deadline — end 2019)
and other RES facilities will contribute to raising the share of RES in the gross final energy
consumption to 27% in 2020.

The electricity price needs to be set at a level that reflects the costs of regulated activities
(network charges), as well as market prices for electricity. For households, the electricity
price in Serbia is at least 30% below the price in any other South-East European country. An
adequate long-term policy on regulated prices, predictable for both customers and investors, is
essential for the sustainable development of energy systems. The electricity price increase in
2017 was a step towards raising the wholesale price to the market level and distribution and
transmission prices to a justified level. Reaching a cost-reflective electricity price is another
element that can contribute to raising energy efficiency in the Republic of Serbia (2016 EC
Progress Report on Serbia, pp. 54 and 55).

The gas infrastructure is characterised by the linear natural gas transport system with only
one inlet into the country (Hungary), which is unfavourable from the aspect of energy security
and market development. It is necessary to provide gas interconnection with adjacent countries,
which would open up the possibility of supplying natural gas from other supply routes as well,
first of all from the direction of Bulgaria. The Bulgaria-Serbia gas interconnection project
facilitates the diversification of Serbia’s gas supply and also contributes to gas supply security
for all of Europe. The Bulgaria-Serbia gas interconnector is expected to become operational
towards the end of 2022.

The domestic natural gas market is small in size and has been fully open since 2015. All
natural gas end buyers are entitled to freely choose their supplier in the market; however, for the
purpose of ensuring security of supply, all facilities of end consumers from the household and
small buyers category which are connected to the natural gas distribution system are entitled to
public supply at regulated prices, unless they choose another supplier.

For an efficient energy market reform, it is essential to build institutional capacities,
which are characterised by a shortage of human and financial resources, and the need for
these resources will probably be intensified owing to the EU’s dynamic energy policy and the
consequential expansion of the relevant administrative institutions’ competences.

Serbia’s road network is not fully constructed in terms of technical and operational
performance, and a large portion of road sections is in a poor condition owing to insufficient
allocations for road maintenance. The construction of large infrastructure projects is under
way, in line with national and regional priorities (Corridor 10, Sumadija Corridor and Route 4:
Belgrade — South Adriatic), as is the implementation of the national road network rehabilitation
programme and safety improvement on about 5,000 km of national roads. The road toll rate
increase from 2017 (the rate had not been changed since 2008) will secure more funding for
adequate road maintenance.
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The existing non-physical, regulatory barriers and procedural limitations atborder crossing
points and along transport corridors increase transport costs and reduce reliability in
doing business with partners in the region. The progress achieved by Serbia can be monitored
through the implementation of computerised customs systems (NCTS), systematic electronic
exchange of data (SEED) and simplification of a number of procedures for border crossing
points. Nevertheless, a range of problems persist: lengthy and costly inspections, inefficiency
in customs officers’ coordination, and insufficient railway interoperability at railway border
crossing points.

The obsolete railway network enables quite modest passenger and freight traffic and most
of its sections are in need of modernisation. Serbia has 3,739 km of railway network, out of
which 1,546 km have been electrified (not including side tracks). Over 55% of the railway
network is over 100 years old (in 2017, by Government decision, public passenger and freight
transport was suspended on part of the railway infrastructure totalling 1,099.7 km in length), and
train speeds exceed 100 km/h on only 3.6% of the network. However, the passenger transport
volume of 438 million passenger kilometres and the freight transport volume of 3.08 billion
freight kilometres are trailing behind the region (data for 2016). Railway infrastructure projects
concerning Corridor 10 are especially important for railway network modernisation.

Access to railway infrastructure has been enabled for all railway carriers if registered in
Serbia, and the first contract between the infrastructure manager and a private operator was
signed in June 2016. Two state-owned and two private railway carriers currently operate on the
public railway network. Beside projects to improve infrastructure capacities, public enterprise
reform is also important for the improvement of the railway network and the overall railway
transport service (2016 EC Progress Report on Serbia, p. 51).

Serbia has launched a unified database in the field of road safety, containing data on traffic
accidents (collected by the Mol from 2016 in accordance with CADAS — Common Accident
Data Set— requirements), traffic safety indicators etc. All data from the unified database are
publicly available through the Road Traffic Safety Agency’s web applications, except the data
whose publication is prohibited by law. Non-modernised and dilapidated road infrastructure
and increase in road traffic volume have an impact on traffic safety decline (a relatively high
number of fatalities — 607 in 2016). Serbia needs to further improve road traffic safety by taking
measures to reduce fatalities and to adopt regulations on intelligent transport systems (2016 EC
Progress Report on Serbia, p. 51).

Intelligent transport systems (ITS) are not developed in Serbia, with the exception of the
River Information System (RIS) implemented on the Danube and the Sava. A framework for
introducing an ITS for road and railway transport has been defined as part of the process of
designing the Transport Strategy 2016-2025, supported by the WBIF (EUR 1.9 m) with a view
to preparing a national strategy for ITS development and use, accompanied by an action plan.

The underdevelopment of port infrastructure and outdated port superstructure have a negative
impact on the efficiency and speed of transhipment in Serbian ports, which causes a significant
loss of time for the owners of goods (especially exporters of agricultural products) and ship-
owners, as well as anegative effect on the competitiveness of Serbian goods on the foreign market.
The share of water transport in regard to road and rail transport has been increasing in the last
few years. In this regard, in 2014, the traffic volume on inland waterways of the Republic of
Serbia (import, export and transit) amounted to about 7.5 million tonnes of cargo, in 2016,
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to about 9.8 million tons, while about 10.2 million tons were transported in 2017. These
amounts of cargo put the Republic of Serbia in the third place among the European countries
in relation to volume of goods transport on Danube, immediately behind Romania and Austria.
In the period from 2018 to 2022, the implementation of several projects in the field of inland
waterway transport is expected (construction of ports, arrangement of critical sectors on Danube
and Sava waterways, reconstruction of Djerdap 1 and Djerdap 2 shipping vessels, removal of
the sunken fleet from the Second World War near Prahova, as well as several ITS projects in this
branch of traffic) totalling about EUR 200 m, which will be financed parly by the Framework
Loan for the Development of River Transport Infrastructure, whose conclusion with the EIB
is expected in 2018, and partly from grant funds from available European funds (IPA, WBIF,
CEF, etc.).

Underdevelopment and insufficient safety of inland waterway transport reduces the
utilisation of the economically advantageous potential of this mode of transport in Serbia. In
the past few years, the share of waterway transport has recorded a decline relative to road
transport. The overall traffic volume on inland waterways in Serbia varies from one year to
another, depending on hydrometeorological and other conditions for navigation (it amounted to
10 m tonnes in 2016, which corresponds to the average for other countries in the region).

Serbia currently has no modern terminals for transloading containers from one mode
of transport to another. The problem of suboptimal use of various modes of transport is
pronounced; it will be partly resolved through the project for the construction of the first modern
intermodal terminal in Batajnica, as part of the logistic centre in Belgrade.

b) Report on policy guidance implementation since May 2017

The realisation of SR 3 — Energy market development coupled with energy infrastructure
construction implements part of ECOFIN recommendation 4 (gradually adjust electricity tariffs
to reflect actual costs, further improve payment collection and avoid future accumulation of
arrears in the energy sector). In 2015,2016 and 2017, the Energy Agency approved electricity
price adjustments for public supply (4.5% in August 2015, 3.8% in October 2016, and 2% in
October 2017). An increase in electricity prices in 2017 was carried out on the basis of the
EPS analysis for determining the level of the necessary increase in the price for guaranteed
supplies made in cooperation with the World Bank and the approval of the Energy Agency of
the Republic of Serbia. Increase in prices for the period 2018-2020 will be determined after the
new analyzes have been carried out. Continuous activities are carried out in order to increase
the collection rate in PE EPS (in the period January - November 2017, the collection rate stood
at 98.7%, compared to 93,7% in the corresponding period of 2016.

Structural reform 3. ENERGY MARKET DEVELOPMENT COUPLED WITH ENERGY
INFRASTRUCTURE CONSTRUCTION

1. Structural reform outline

The reform entails the harmonisation of technical rules and codes governing the operation of
the electric power and gas networks and construction of missing interconnectors to achieve
reliability and facilitate trade in energy products in the national and cross-border markets. The
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construction of the NiS-Dimitrovgrad trunk gas pipeline, 108 km in length, will provide the
diversification of supply routes and sources, as well as improved security of supply for Serbia,
Bulgaria and the entire region. The introduction of new gas pipelines in Serbia is planned by
the Energy Sector Development Strategy of the Republic of Serbia until 2025 with projections
until 2030 and the Law on the Spatial Plan of the Republic of Serbia from 2010 to 2020. The
construction of the long-distance power transmission lines and extension of the substations (SS)
within the Trans-Balkan Corridor will increase the cross-border transmission capacities and raise
the security of electricity supply to end customers in Serbia. The strategic and legal framework
that supports the construction of the corridor includes the Law Establishing Public Interest
and Special Procedures for Expropriation and Obtaining of Documentation for the Purpose
of Implementation of Construction of the Trans-Balkan Corridor 400 kV Power Transmission
System — the first phase; the Energy Sector Development Strategy of the Republic of Serbia
until 2025 with projections until 2030; and the 2017-2023 Programme for the Implementation of
the Energy Sector Development Strategy of the Republic of Serbia until 2025 with projections
until 2030.

2. Activities conducted with a view to structural reform implementation

A Memorandum of Understanding has been signed, expanding the Central and South-
Eastern European Gas Connectivity (CESEC) initiative to include the following areas:
electricity market, energy efficiency and renewable energy sources. The Memorandum
identifies several projects in which the Republic of Serbia is involved: Italy-Montenegro-Serbia
electricity market coupling; coupling of Serbia’s electricity market with those of the Czech
Republic, Slovakia, Hungary and Romania (4MMC); Romania-Serbia interconnection; Trans-
Balkan Corridor — new double-circuit 400 kV interconnector between Bulgaria and Serbia,
including stepping up the network voltage level in central Serbia.

A functioning spot market for electricity, i.e. the day-ahead market was established in
2016 as a joint venture of the Serbian transmission system operator AD EMS and the European
electricity exchange EPEX SPOT. In the long run, this approach enables the integration of the
national organised market into the existing European coupling initiatives such as 4MMC and
PCR (Price Coupling of Regions), which cover about 85% of European energy consumption. In
this respect, to date, SEEPEX and AD EMS have:

- analysed the prerequisites for launching the project on coupling the day-ahead electricity
markets of the Republic of Serbia and 4MMC;

- joined the AIMS working group and prepared the terms of reference for the provision of
prerequisites for coupling the day-ahead electricity markets of Albania, Italy, Montenegro
and Serbia;

- launched the initiative with Bulgarian stakeholders, IBEX and ESO EAD, for a feasibility
analysis of coupling the day-ahead electricity markets of Bulgaria and Serbia.

Nis-Dimitrovgrad trunk gas pipeline: The Special Purpose Area Spatial Plan for the
infrastructure corridor, with detailed regulation elements, has been adopted and public interest
has been declared. The resolution of property-related legal affairs is under way, as is the public
procurement process for exploratory works.

Trans-Balkan Corridor — first phase: Section 1: All works on the construction of the Pancevo
2 - Romanian border double-circuit 400 kV transmission line have been completed. Pancevo
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2 - Romanian border double-circuit 400 kV has been put into operation (standing idle) from SS
Pancevo 2 to Romanian border on 21 December 2017. Section 2: The technical inspection of
the designs for construction permit for the transmission line is in progress. The building permit
application (referring only to the transmission line) was submitted on November 20, 2017. It is
expected that the license will be issued in early 2018. The building permit was obtained for the
upgrade of SS Kraljevo 3. The decision approving the performance of works to equip one bay in
SS Kragujevac 2. The procedure for the selection of a bank consultant to participate in project
implementation is in progress. Sections 3: Adapting of the existing technical documentation
to the requirements of the national legislation (conceptual solution, feasibility study with the
conceptual project, Environmental Impact Study) was completed in December 2017. As for
the second phase (a project for a building permit and a project to run), the funds have been
approved by the WBIF donation, but are not yet available. After the adoption for the Spatial
Plan for the Spatial Purpose Area, the designer will deliver the updated technical documentation
and the preliminary design will then be submitted to the expert control of the audit committee.
Section 4: The Government of the Republic of Serbia has adopted the Spatial Plan for the
Spacial Purpose Area in November 2017. Funds for missing technical documentation have been
approved by the WBIF donation but are not yet available. Section 4. The Government of the RS
adopted the Special Purpose Area Spatial Plan in November 2017. The application to WBIF for
a loan and a grant for construction has been renewed, but still not available.

The following activities are planned to be implemented in the forthcoming three-year period:

Ni$-Dimitrovgrad trunk gas pipeline: Performance of exploratory works, development of
the outline design, preliminary design, design for construction permit, environmental impact
assessment study. The following is also expected: obtaining the location requirements, energy
permit, approval of the revision commission, resolution of property-related legal affairs,
development of the detailed design, development of the tender documentation, obtaining the
construction permit, tender procedure and launch of the construction.

Trans-Balkan Corridor — first phase: Launch of the works on Section 2 (Kragujevac 2 —
Kraljevo 3 400 kV transmission line), development of the urban/spatial plan for the Bajina
Basta — Obrenovac transmission line, preparation of technical documentation for the Bajina
Basta — ViSegrad — Pljevlja transmission line. Launch of the reconstruction of the Kraljevo 3
SS, required to install the new Kragujevac-Kraljevo transmission line.

3. Expected impact on competitiveness

Energy infrastructure development is a prerequisite for energy market development, both
within the Republic of Serbia and at the regional level, and therefore also for competition
development in the area of energy and freedom of choice for customers with regard to energy
supply. By building the Nis-Dimitrovgrad trunk gas pipeline, the number of interconnections
with neighbouring countries will increase from 2 to 3, the number of incoming interconnections
— from 1 to 2, and the technical capacity of incoming interconnections — from 5.238 bem to
7.038 bem. The Trans-Balkan Corridor project — first phase will enable coupling the markets of
North-East Europe (where the electricity price is relatively low) with the markets of Southern
and Western Europe (where the electricity price is relatively high), which will directly strengthen
economic competitiveness and attract investments.
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4. Estimated expenditures and impact on budget

Ni$ — Dimitrovgrad trunk gas pipeline: The Budget Law for 2018 provided funds in the
amount of up to EUR 7,355,600 for the settlement of property relations on the trunk gas pipeline
route. For drafting project technical documentation, licensing and investigation, it is planned
that Public Enterprise Srbijagas allocates its own funds, namely: EUR 4.7 million in 2018
and EUR 450,000 in 2019. The project will be financed also through IPA support 2017, in the
amount of EUR 49.6 m, with national co-financing supported by credit funds of EUR 25.6 m.

Trans-Balkan Corridor, first phase: financing of all sections does not have an impact on
the RS budget. The total estimated value of all sections is EUR 163 million, and the total
length of the planned 400 kV transmission line is 323 km. Section 1 (double transmission line
2x400 kV between Serbia and Romania) is fully funded by Joint Stock Company Elektromreza
Srbije (EMS). The total investment value of Section 2 is 29.6 mil. EUR (EUR 16 million for
the construction of the transmission line and EUR 13.6 million for works in the Kragujevac
Substation 2 and on the increase of the voltage level in Kraljevo Substation 3). Out of which,
EUR 15 million is financed from KfW bank loan, EUR 6.5 m is a WBIF donation, and the rest
of EUR 8.1 million will be financed from EMS own funds. Estimated value for Sections 3 and 4
is around EUR 107.5 million. A loan application (63.9%) and a donation (25%) were submitted,
and the rest are EMS own funds.

5. Expected impact on employment and gender

Direct impact on employment is reflected in additional hiring in jobs related to the management
and maintenance of the built trunk gas pipeline. According to estimates, it will be necessary to
hire about 350 workers temporarily during the construction itself, and after commissioning,
about 20 people will be needed for the maintenance of 323 km of the transmission line. The
reform has no impact on gender.

6. Potential risks in structural reform implementation

Complexity of investment procedures; possible problems in resolving property-related legal
issues; high-voltage power lines and gas pipelines being unacceptable to the local population;
ensuring the necessary funds. A mitigation measure is the application for financial support from
donor funds.

7. Structural reform implementation monitoring indicators

2015 (BV) 2016 2017
% of construction of the trunk gas pipeline - TV 100% (2020) 0 0 0
No of kilometres of constructed power lines at the annual level / 0 68
(km) =TV 323 km (2023)
Increase in the capacity of the regional transmission grid (MW) — / 0 0

TV 1,000 MW (2023)
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Structural reform 4. /MPROVING THE CAPACITY AND QUALITY OF INFRASTRUCTURE
AND SERVICES IN THE AREA OF TRANSPORT

1. Structural reform outline

The reform entails the development of new regulations to contribute to enhancing road
infrastructure safety by introducing new standards that are required to be met by transport
routes within the TENT network. The Draft Law on Roads has been prepared; it will, inter
alia, impose new requirements on the road operator with regard to EU legislation on tunnels
over 500 m in length, audits, road infrastructure safety checks and other tools for improving
road safety (introduction of ITS, e-toll collection). The introduction of a new arrangement —
performance-based road maintenance improves the road maintenance system.

In 2017 a reform of the road sector in the Republic of Serbia was initiated in cooperation of
the Ministry of Construction, Transport and Infrastructure with the World Bank. The project is
being implemented under the Loan Agreement (Corridor 10 Highway Project) with the WB,
through which the Republic of Serbia undertook the obligation to carry out the reform of the
road sector and the public enterprise “Roads of Serbia”. Through the Component 4 of the Loan
“Assistance in Implementation and Institutional Support”, funds for technical assistance in
implementing the reform of the road sector have been provided.

2. Activities conducted and planned with a view to structural reform implementation

The introduction of an electronic toll collection system, based on the short-range microwave
technology (DSRC — Dedicated Short Range Communication), on the motorways of the
Republic of Serbia has been in progress since 2006 continuously. The introduction of the
option of toll payment by means of TAG devices has considerably reduced the waiting time
at toll stations and enabled users to pass through toll gates without stopping. Toll is charged
per kilometre travelled (with the exception of 2 sections — Nis-Presevo and Ljig-Preljina). The
introduction and development of a performance-based road maintenance system in Serbia
(PBMC — Performance Based Maintenance Contract) was launched by conducting a public
procurement procedure for roadside weather stations (18 new and 6 existing ones). New tunnels
over 500 m in length are built in accordance with terms that the tunnel must fulfil from the
aspect of traffic safety, according to the EU regulations.

On Corridor 10: the tunnels Bancarevo, Progon, PrZojna, Padina, Sopot and Sarlah have been
completed, and the public procurement procedure for tunnel fittings for Bancarevo, Sopot and
Sarlah is in progress; 56 km from a total of §7km have been commissioned on the eastern leg
towards Bulgaria; the Prosek-Bancarevo section, 9.4 km in length, has been completed; 40
km from a total of 74km have been completed on the southern leg towards Macedonia. The
implementation of the overall road sector reform is in progress, in particular the institutional
strengthening of the public enterprise “Roads of Serbia”, strengthening of the capacity of the
competent ministry (Ministry of Construction, Transport and Infrastructure) and assessment of
the role and capacities of other relevant government institutions and organizations within the
sector, as well as the assessment of the current status of methods and quality of road management
in the Republic of Serbia and development of solutions and proposals for their improvement.

The following has been planned for the next three-year period: Passage of the new Law on
Roads; Completion of the construction of 62 km of motorway on Corridor 11, 34 km on the
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southern leg of Corridor 10 and 31 km on the eastern leg of Corridor 10; The completion of
works and the opening of the ZeZelj bridge to traffic; Shift to the new contracting modality with
road maintenance enterprises for 3,000 km of state roads; Defining the strategic framework for
road transport development and implementing road infrastructure safety improvement tools;
Defining a Service Level Agreement (SLA) between the Ministry of Construction, Transport
and Infrastructure and the Public Enterprise “Roads of Serbia”.

3. Expected impact on competitiveness

Well developed, efficient and safe transport infrastructure is conducive to increasing the
productivity of the economy, attracting international transit flows, developing tourism,
construction industry and international trade; it also facilitates and stimulates the mobility of
people and goods and creates prerequisites for balanced regional development.

4. Estimated expenditures and impact on budget

The Budget Law for 2018 provided funds in the amount of EUR 11,800 for the preparation
of regulations necessary for the implementation of the reform. For the implementation of
infrastructure projects, financial resources are provided from banks’ loans, with the participation
of the Republic of Serbia of up to 15%. Some projects are partly funded by donations (grants).
For the reform of the road sector funds were provided by the Loan Agreement (Corridor 10
Highway Project), which was signed by the Republic of Serbia and the IBRD, signed in July
2009 (“Official Gazette of the Republic of Serbia - International Agreements” No. 90/2009).
Also, for the realization of certain infrastructure projects, there is a guarantee in the budget of
Republic of Serbia.

5. Expected impact on employment and gender

Further investment in infrastructure will contribute to a rise in employment in connection
with construction works, along with increased engagement of domestic enterprises and higher
employment of the local population. The introduction of new tools in the area of transport
infrastructure safety will lead to the engagement of new licensed professionals for their
implementation. The shift to a closed toll collection system will increase the number of people
employed in toll collection jobs.

The transition to a new road maintenance methods will strengthen the construction sector and
increase competition among the companies providing services or carrying out works.

6. Potential risks in structural reform implementation

Failure to find ways to fund sections for which projects are ready; Delays in project completion,
which increases construction costs and project implementation time; Technical and similar
errors; Financial omissions by contractors; Increased prices and shortage of raw materials;
Technical obsolescence of equipment; Poor management.



ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

7. Structural reform implementation monitoring indicators

2016 (BV) 2017
No of kilometres of motorway built =TV 161 km (2018) 48 96
Annual average of daily traffic on Corridor 10, year-on-year growth o
in % 9.33%

Structural reform 5. REFORM OF RAILWAYS

1. Structural reform outline

The essence of railway sector reform is the establishment of sustainable railway enterprises with
clearly set aims and tasks, which will operate in accordance with market principles; improving
and streamlining the railway network and costs, and market opening and service improvement in
accordance with the EU legislation, European standards and practices. The priorities in terms of
development, construction and reconstruction and plans for railway infrastructure maintenance
are set by the National Programme for Public Railway Infrastructure 2017-2021, adopted in
May 2017 (OG 53/17).

2. Activities conducted and planned with a view to structural reform implementation

Under the reform implemented so far, three new railway enterprises have been established
(Infrastructure of Serbian Railways, Serbia Cargo and Srbija Voz Serbia Train); they operate
on an unbundled and commercial basis. The contractual relationships for public railway
infrastructure management and public service obligation were established; the railway market
has been opened for domestic operators (two private operators, in addition to two state-owned
ones, operate on the Serbian railway network); workforce optimisation plans have been
adopted and the first step of staff rightsizing has been taken (3,146 employees have left all four
enterprises); traffic has been suspended on about 1,100 km of unprofitable railway lines. The
resolution of historic debts and the sale of surplus assets are under way. Since 2015, 215.4 km
of main railway lines have been reconstructed and EUR 755.8 m have been invested in this.
Works are in progress on 46.2 km.

The following has been planned for the next three-year period: Implementation of new laws:
Law on Railways; Law on Railway Traffic Safety; Law on Railway System Interoperability;
Harmonisation of the laws in the area of railways with the EU Fourth Railway Package; Analysis
of the process conducted to date and continuation of workforce rightsizing and restructuring
in railway enterprises; Analysis and monitoring of the key contracts (audit); Adopting the
Decision Cancelling the Status of Public-Use Asset; Developing and implementing a new
pricing methodology for access to railway infrastructure.

3. Expected impact on competitiveness

The effects of reconstruction of main railway lines are manifested primarily in raising train
speeds from 40-50 km/h to 100-120 km/h, increasing the throughput of railway lines and
improving railway traffic safety. Further effects include a rise in the number of passengers on
specific lines, as well as in the volume of international freight transport. Investments in capital
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railway infrastructure projects have an impact on industrial output growth, employment in the
domestic economy, reduction in unemployment and, finally, GDP growth.

4. Estimated expenditures and impact on budget

The Budget Law for 2018 provided funds in the amount of EUR 84.8 m. The same amount was
projected for the reform costs in 2019 and 2020 from the budget of the Republic of Serbia. For
the implementation of certain infrastructure projects, there is a budget guarantee that is financed
by credit or co-financing.

5. Expected impact on employment and gender

The number of employees in the railway sector has been reduced significantly by the workforce
rightsizing process and will continue to decrease in the coming period, along with adequate
recruitment of new staff. This will lead to increased productivity of the railway enterprises
which are in the process of restructuring. In workforce restructuring, gender equality is taken
into account to a great extent.

6. Potential risks in structural reform implementation

Reform risks are external, linked to the general conditions for doing business, as well as internal,
linked to the capacity of railway companies’ management to achieve a prominent position in the
transport market and a positive business performance, relying on the comparative advantages
of railway transport.

7. Structural reform implementation monitoring indicators

2014 (BV) 2015 2016 2017*
Volume of freight carried (tonnes) 10,826,372 11,882,000 11,745,000 11.299.200*
No of passengers carried 6,442,455 6,258,190 6,086,078 5.168.998*
No of railway carriers on the railway network / 2 3 4
No of kilometres of railway lines reconstructed, 0 363 433 135.8%

km

* The data pertain to the period until November 2017.

3.3 Area SECTORAL DEVELOPMENT

Development of the agricultural sector

a) Analysis of main obstacles

Agriculture is one of the key branches in the economic structure of our country and conditions
for its development in Serbia are extremely favourable. However, the unfavourable structure
of agricultural holdings, technical and technological underdevelopment of one part of the
sector, primarily medium and small holdings, their poor organisation in cooperatives, and
other forms of stakeholder associations (associations of manufacturers, manufacturing groups
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and organisations, etc.), pressures due to rising standards and regulations in the process of
alignment with the common agricultural policy of the EU, as well as the insufficiently high
level of processing in agricultural holdings and in the existing food industry are just some of
the limitations facing this sector.

The relatively high share of GVA of the sector of agriculture and food industry in the total
GDP of Serbia (7.1% and 4.2% respectively in 2016) is partly a reflection of favourable natural
conditions and resources for agricultural production (geographic position, natural resources,
climate), since the used agricultural land accounts for around 40% of the territory, but to a great
extent it is also the consequence of the low technological level of the remainder of the industry.
Around 20% of the total number of employees are those working in the agriculture-food sector,
but a high informal employment is also present.

The great potential of Serbian agriculture is also reflected in the latest World Bank report
on agriculture®, which represents the ranking list of the business environment (Enabling the
Business of Agriculture 2017) for agriculture and enterprises operating in the sector. For the
first time, Serbia has been included on the list (of 62 countries) with the following rankings:
seed — 19, fertiliser — 4, mechanisation — 2, financing — 40, market — 8, transport — 13, water —
14, and information and communication technologies — 12.

Although Serbia is highly ranked by the mechanisation index (measures regulatory and
procedural barriers to the import of tractors and registration), technical and technological
equipment in the agricultural sector is not at a satisfactory level, and further investments
in new tractors, specialised agricultural machinery, irrigation systems, and facility construction
and equipment are needed. The share of irrigated areas is low (around 3% of the total surface
area of the used agricultural land), so investments in capital irrigation systems are necessary.
The producers’ lack of skills and knowledge is reflected in low average yields, especially in
smaller holdings. Serbia is found among low-yield European countries (4.8 t/ha), with almost
half the yield of those most successful (Belgium 9.2 t/ha).

The Agrarian Budget for 2017 has been increased by 8% compared to 2016, and within it
the budget for supporting investment in agriculture has increased more than four times. A pre-
accession EU Rural Development Fund IPARD is also available to align with the common
agricultural policy of the European Union and meet EU standards, which will increase the
safety of consumers of agricultural products and processed products.

Most of the holdings are small or medium ones in size, practicing extensive production. The
holdings of up to 5 ha account for 77.7% of the total number and use 25.2% of the land. Such
farms are too small to be competitive, both for direct sales to the European markets, as well as
for the sale of raw products to agricultural processing plants. The organised market appearance
of agricultural producers, as well as a better, more efficient and more profitable work of the
cooperatives is enabled by the Law on Cooperatives (OG 112/2015), which resolves the issues
of property-rights relations of the founders, the ownership of cooperative assets, as well as the
method of management. However, according to the Law on Associations (OG 51/2009 and
99/2011 — other laws), agricultural associations are defined as non-governmental, non-profit

33 Inthe report, the World Bank measured and pointed out legal obstacles for businesses operating in this area in 62 countri-
es in over 12 covered areas, of which eight were rated: mechanisation, seed, fertiliser, financing, market, transport, information
and communication technology and water, with two types of indicators, legal indicators and efficiency indicators.
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organisations, which a priori prevents strengthening the competitiveness of farmers through
association. In order to increase the competitiveness of agricultural products in foreign markets,
of particular significance is the possibility of long-term leasing the land for investments in
processing capacities. The result achieved is the lease of 50,000 ha more agricultural land in
2016 compared to the previous year. The digitisation of the land cadastre solves the part of the
problem related to the impossibility of leasing land due to vague ownership relations.

Market-oriented processing of agricultural products in agricultural holdings is under-
represented* and is the result of an inadequately regulated issue of selling the products,
especially for small and medium-sized agricultural holdings, which significantly affects their
competitiveness. The potential of food industry has not been sufficiently exploited taking
into account the strong raw products base, which is provided by the agricultural production,
although certain foodstuff sectors are highly developed (confectionery industry, production of
juices) and their export to the EU market has been approved.

The total export of agricultural and food products amounted to EUR 2.9 bn (growth of
12.2% y-0-y) in 2016, representing a share of 21.8% in total commodity exports. The surplus
in the foreign trade of agrarian products is growing (an increase of 39.7% y-o-y), and the rate
of import coverage by export is 214.5%. The export structure is dominated by primary
agricultural products, mainly fruit and vegetables (21.1%) and cereals (16.5% — Serbia
is among the top three producers of raspberries and 15 largest world producers of corn),
although exports of processed products have recorded faster growth than the export of primary
agricultural products. Investments are needed to support the development of agricultural
production in sectors where Serbia has comparative advantages, such as vegetables, fruit and
livestock sectors, and especially through systems where these products obtain added value,
such as organic production, production of traditional products, and products with geographical
origin.

Structural reform 6 /MPROVEMENT OF THE COMPETITIVENESS AND STATUS OF
AGRICULTURAL HOLDINGS

1. Structural reform outline

The improvement of the competitiveness of agricultural production and status of agricultural
holdings will be facilitated through the implementation of the measures envisaged in the
IPARD Programme, 2014-2020, the National Programme for Agriculture for the period 2018-
2020, and the National Programme of Rural Development, 2018-2020. The IPARD Programme
defines the priority sectors where the highest level of competitiveness can be achieved on
the local and foreign markets (sectors: milk, meat, fruits and vegetables, farm crops). The
National Programme of Rural Development and the IPARD Programme are complementary,
whereby the IPARD measures are intended for economically more powerful holdings, while
national measures are focusing on small agricultural producers, which has not been the case
so far (national measures were used by all the registered agricultural holdings). The reform
implementation is defined by the Law on Incentives in Agriculture and Rural Development

34 According to 2012 Agricultural Census, only 12.4% of agricultural holdings generate income from other profitable ac-
tivities related to the holding (processing of agricultural products, tourism, folk crafts, woodworking, forestry activities, fish
farming, renewable energy production, contract work, etc.).
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through rural development measures, while the plan of their harmonisation with the Common
Agricultural Policy is contained in the Action Plan for harmonisation with the EU acquis
communautaire, the adoption of which is expected, as well as with the Agriculture and Rural
Development Strategy of the Republic of Serbia for the period 2014-2024. The drafting of the
Law on the Regulation of the Agricultural Products Market is under way, which, inter alia,
defines producer groups and organisations as forms of organising agricultural producers.

2. Activities conducted and planned with a view to structural reform implementation

The appropriate administrative structure has been established in its full capacity (Managing
Authority and IPARD Agency). The First Public Calls for support under the IPARD to
investments in physical assets of agricultural holdings - purchase of new equipment and
mechanization was announced in December 2017 upon the audit mission of the Directorate-
General for Agriculture of the European Commission in November 2017 and their preliminary
report. The accreditation of the operational and management structure in Serbia by the EC is
expected to end at the beginning of 2018, when the implementation of the agricultural reform
set out in the Agriculture and Rural Development Strategy will begin.

The following has been planned for the next three-year period: draft, adopt and carry out
annual competitions for the distribution of national and EU funds; draft and adopt rules for
the implementation of IPARD measures; draft, adopt and announce competitions for the
implementation of national programmes for agriculture and rural development, including the
investment support programmes; draft rural development programmes for the new programming
period (2021-2027).

3. Expected impact on competitiveness

The implementation of rural development measures from the national budget should strengthen
small holdings, raise their economic viability and improve their position on the market so that
they meet the conditions for using the pre-accession assistance funds (IPARD). Another set
of measures from the national budget will support the diversification of agricultural and non-
agricultural activities in rural areas including the option of supporting the development of other
alternative activities (beyond agricultural sector) that would impact the sustainability of such
small holdings.

4. Estimated costs and impacts on budget

The Budget Law for 2018 provided funds in the amount of EUR 61.5 m, out of which the funds
for IPARD co-financing amount to EUR 4.9 million, and funds allocated for rural development
measures of EUR 42 million. The planned budget funds for financing the reforms in 2019 and
2020 amount to EUR 79.2 million per year. In the form of potential non-budget financing of the
reform, the following funds are envisaged: 2018 - EUR 14.6 million (all funds from IPA funds),
for 2019 and 2020 - EUR 36.4 million per year.

5. Expected impact on employment and gender
All the measures planned from the national budget, as well as from the pre-accession assistance,

within specific ranking criteria, incorporate special points-systems for the beneficiaries who
belong to the category of young farmers (up to 40 old), as well as if the holders of agricultural
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holdings are women. Such a system of support should increase economic activities of such
population categories in rural areas of Serbia.

6. Potential risks in structural reform implementation

Unfavourable conditions for pre-financing of IPARD investments; insufficient use of funds; a
large number of irregularities in the implementation.

7. Structural reform implementation monitoring indicators

2016 (BV) 2017
Rate of utilisation of funds from the IPARD Programme (%) — TV: 100%

0 0
(2020)
No. of supported projects in the area of processing - TV: 463 (2020) 0
No. of newly created jobs in the area of processing — TV: 160 (2020) 0
No. of holdings that have modernised production in the primary 0 0
production - TV: 600 (2020)
No. of holdings that are making progress towards meeting standards - TV: 0 0

843 (2020)

Industry sector development

a) Analysis of main obstacles

The growth of the industrial sector in Serbia in recent years has been achieved in an economically
sound way, through the increase in processing industry production and strengthening of
investment and export activities. However, it has been noticed that the production structure
of the processing industry is dominated by products with a low level of added value and
finalisation rate, due to insufficient investment in knowledge and innovation. There has also
been insufficient correlation between industrial, educational, and research and development
policies, and industrial policy measures have not contributed to targeted industrial development.

The share of industry in the generation of the total GDV has been growing lately, inter
alia, thanks to the recovery of the domestic processing industry, and, in 2016, it amounted to
25.9% (0.8 pp more than in 2015). FDIs in this sector have contributed to the recovery of
industry (34.2% of total FDI in 2016), with diversification into different export-oriented areas
of the processing industries (growth of 5.3% y-o-y of the physical volume of production in
the processing industry in 2016 was achieved). Productivity growth in the industry sector is
1.28%, which is the result of both the growth of GVA of this sector and the minimal increase in
employment. However, the productivity of the processing industry of Serbia (EUR 13,024 in
2016) has been five times lower compared to EU-28 (EUR 66,407 in 2016).

Due to insufficient correlation between the industrial, education policy and the policy in
the area of research and development, the share of high-tech industries in the GVA of the
processing industry has dropped by 2.8 pp during 2009-2016 (from 7.2% to 4.4%). According
to the product process sophistication indicator, Serbia is ranked 110 out of 137 countries (2017
Report on Global Competitiveness of the World Economic Forum). The challenge in this area
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is the digitisation of the process and the greater use of modern technologies that will enable the
shift of domestic production towards processing with a higher level of added value.

As in the previous period, industrial policy measures were not focused enough on the key
comparative advantages, the new industrial policy of Serbia will focus on the selected sectors
of the processing industry: food industry, timber and furniture, rubber and plastics processing
and production of machines and equipment. Environmental protection will be included in all
proposed sectors, including the IT sector (horizontal component).

What poses a challenge in the software industry is the development of own products which
increase the strength of the entire economy. Currently, the largest number of developers in
Serbia are developing a software for foreign countries according to the “outsourcing* model,
which means that we export knowledge as a raw material, not as a product. Regarding this
domain, it is worth mentioning the importance of further development of new technologies,
such as robotics, virtual reality, biotechnology and artificial intelligence.

Creative industries, like film or audio-visual industry, are a very active segment of the
Serbian economy. The creative sector had a share of 3.1% of the GVA generation and employed
about 58,000 people (a share of 2.6% of total employment, and an annual increase of 0.3% on
average) in 2016 (source: Serbian Chamber of Commerce).

Structural reform 7 RAISING THE COMPETITIVENESS OF THE PROCESSING INDUSTRY

1. Structural reform outline

The reform comprises a mix of legislative and administrative measures and activities designed
to help create a focused and better coordinated policy for the development of the industry sector,
as well as to contribute to improving the efficiency of the instruments for its implementation.
The reform includes: prioritisation of industrial branches with the greatest potential for
growth and development, drafting of a new industrial development strategy, development and
implementation of action plans of priority industrial branches, as well as development of the
monitoring and evaluation system.

2. Activities conducted and planned with a view to structural reform implementation

In line with the recommendations contained in the closing benchmark for Negotiating Chapter
20 - Entrepreneurship and Industrial Policy, a fundamental review of industrial policy will be
carried out in the coming period, with special attention being paid to elaborating measures for
its implementation through an appropriate action plan as well as mechanisms for monitoring
and evaluation of implementation. Following the principle of industrial restructuring will
continue, in order to move towards technologically-intensive and away from labour-intensive
sectors. Special attention will be paid to activities aimed at increasing the competitiveness
of manufacturing industry and small and medium-sized enterprises sector, in line with the
principles of smart growth and increasing integration into international value chains. An analysis
of industrial sectors®® (within the “Competitiveness and Employment” project) was undertaken

35  The analysis is based on the methodology established by the composite Development Potential Index.
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with the aim of identifying and selecting priority industry sectors with the greatest growth
potential. The in-depth analysis of the four selected sectors (food industry, timber industry, rubber
and plastics processing, production of machines and equipment) and their value chains, with
recommendations for strengthening the value chains was undertaken. An analysis of the value
chains is under way with recommendations for the remaining sectors of the processing industry.
Evaluation of the impacts of the implemented investment and export support programmes has
been performed in order to further focus the industrial and entrepreneurial policy measures for
improving competitiveness and attracting investments on human resources development and
production of technologically intensive products, and not on labour intensive sectors and cheap
labour — which have been the central point until now.

The following has been planned for the next three-year period: develop and implement action
plans for the four selected sectors of the processing industry; develop and adopt a new strategy
for industrial development; develop, implement and monitor action plans for pursuing the new
strategy for industrial development.

3. Expected impact on competitiveness

The implementation of industrial policy measures will support the creation of innovative
products with greater added value, using the benefits of digital technologies in business, as well
as economic cooperation of domestic enterprises with European and international partners.

4. Estimated costs and impacts on budget

2018 Budget Law envisages funds in the amount of EUR 6.4 million for professional and
administrative support in the field of economic and regional development, with an expectation
of a direct impact on the budget revenues in the amount of around EUR 15 million. The planned
budget funds for financing the reforms in 2019 and 2020 are EUR 6.4 million per year, and in
the same period, a positive effect on the budget and growth of budget revenues of about EUR
15 million per year is expected.

5. Expected impact on employment and gender

Positive effects on the increase in the number of employees are expected, and the gender aspect
will be taken into account when creating industrial policy instruments.

6. Potential risks in structural reform implementation

Macroeconomic and fiscal instability, lack of financial resources, deterioration of the global
economy.
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7. Structural reform implementation monitoring indicators

2014 (BV) 2015 2016
Annual rate of export growth of the processing industry, in % -
TV: 5% of annual average in the period of 2015-2018 29 8.1 16
(export of the processing industry in 2014, amounted to EUR 10,057.2 : ’ :
m)
Share of the GVA of the processing industry in the GDP of Serbia — o 0 0
TV: 20% (2020) 15.7% 15.6% 15.6%
No. of new investment initiatives generated through reformed / 20 2
agencies for export and investment promotion - TV: 30 (2018)
No. of participants in export promotion programmes who are involved / 85 9
in new export activities -TV: 100 (2018)
No. of documented interest of investors - TV: 82 (2018) / 61 67

Development of the services sector
a) Analysis of main obstacles

In the past few years, Serbia has experienced a strong growth in the export of services and
a significant surplus in that area. However, a challenge to further economic growth is the
development of the service sector with a special emphasis on raising the level of knowledge
and skills in this area, development of tourism (which increases foreign exchange inflows and
employment rate, and improves the quality of life of the population).

Despite the rising trend of surplus (net exports) of services from 92% in 2016 (EUR 895 m)
compared to 2014 (EUR 465 m), the share of services surplus in GDP remains at a relatively
modest level of 2.6% in 2016 (an increase of 1.2 pp compared to 2014). The structure of
exports by a type of service has not changed for a longer period of time, and three groups of
services dominate: tourism, transport and other business services (with a share 0£22.7% in 2016).
Significant growth in export share in previous years was recorded in telecommunications,
computer and information services — by 5.5 pp (from 10.6% in 2014 to 16.1% in 2016), i.e.
in the same period, the value of exports doubled (from EUR 200 m to EUR 407 m respectively).

A lack of skills and knowledge has been identified as one of the main obstacles to the
development of more complex services, i.e. services with a higher added value. The services
sector accounted for almost 50% of the GDP of Serbia in 2016, where knowledge-intensive
services participated with only 23% of the GDP (36.5% in the EU-28 in 2015), while less
knowledge-intensive services created 25.9% of the GDP (29.5% in the EU-28). Most horizontal
measures and reforms implemented in other areas will also affect the better functioning of the
service sector, since services make up a large part of the economy.

E-commerce is still under-represented, which is, among other things, due to the insufficient
increase in the number of domestic ICT users, but also due to relatively high fees for the services
of payment via the Internet that are the result of insufficient competition in the area of service
provision. In Serbia, in 2016, only 26.3% of Internet users made orders/purchases via the
Internet (53% in the EU-28). The lack of sufficient confidence in this type of trade is explained
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by the impossibility to gain physical insight into the characteristics of the product. By adopting
The Law on Electronic Document, Electronic Identification and Trust Services in E-Commerce
in the end of 2017 (Official Gazette of the RS, no. 94/17), the necessary prerequisites for the
faster development of e-commerce were achieved.

The tourism sector has become one of the largest and fastest growing economic sectors
in the world (according to UNWTO 2016) due to diversification into different areas. Europe
was absolutely the fastest growing region in 2015, with 27 million more tourists than in the
previous year. Serbia has been recording a steady increase in the number of tourists for years.
The increase in the number of tourists by 13% compared to 2015 led to an increase in foreign
exchange inflows of 10% in 2016 (EUR 1.04 bn). The difference in the occupancy rate between
Serbia (20.05%) and the EU-28 (24.6%) is decreasing, and in 2016 it was 4.5 pp. It is necessary
to improve the accessibility by air and land in order to attract more international and domestic
tourists. The problem is also the lack of categorisation of tourist infrastructure in line with the
internationally recognised quality standards.

There is potential for the development of health tourism (Europeans take 203 million trips
for health tourism annually, spending over EUR 115 bn). Systemic guidance and improvement
of health tourism is the basis for development and modernisation of spa health resorts in
Serbia, so that spas can become not only modern sports and recreation, but also profitable
centres.

3.4 Area BUSINESS ENVIRONMENT AND REDUCTION OF THE INFORMAL ECONOMY
a) Analysis of main obstacles

By implementing regulatory reforms that reduce the complexity and cost of doing business,
Serbia has recorded a significant progress and improved its ranking according to the
international competitiveness rating. To improve the business environment, the following
challenges should be taken on: improve the legal framework in the field of financial services
(increase the availability of the existing and new sources of financing for small, medium size
enterprises and entrepreneurship -SMEs), enhance the efficiency of public enterprises and
introduce corporate governance, establish a legal framework that regulates the administrative
and parafiscal burden of business entities, further develop public-private partnership models,
as well as reduce the still high level of the informal economy (controlling the operations of
unregistered entities and engaged workforce).

Serbia has significantly improved its ranking on the World Bank’s international Doing
Business 2018 — it ranked 43" out of 190 countries. Serbia is among the 10 countries that
have implemented the most regulatory reforms for reducing the complexity and cost of
business since 2015 (and climbed up the ranking list by 16 positions in the last two years):
it takes less time to register a company since the administrative fee for signatures has been
reduced, postregistration procedures (tax return, social security, licensing) have been simplified
and the register is now more efficient. In addition, the system of electronic issuance of building
permits (e-licenses) has been introduced, property registration process has been improved as the
cadastre system is now more reliable thanks to the geographic information system, and effective
deadlines for registering ownership rights in the real estate cadastre have been established.
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Serbia has also recorded progress according to the Global Competitiveness Index (GCI) —
it ranked 78" out of 137 countries in 2017 (score 4.1 has been the maximum so far), which is a
leap of 12 positions up the ladder. High tax rates and inefficient administration were quoted as
major factors that weaken Serbia’s competitiveness.

There is a need for a financial product that will reduce the risk for banks and is more
tailored to the needs of the SMEs at an early stage in their development. The SME sector
plays a significant role in the economic activities in Serbia, since in 2016 it accounted for
99.9% of total active enterprises (at the EU-28 average), employed 2/3 employees in the non-
financial sector (EU-28: 66.8% ) and contributed 56% to the generation of GVA (EU-28:
57.4%), or participated with 35% in the generation of GDP. However, the limited access to
funding sources (since banks demand good credit history, relatively high turnover, low levels
of debt and sufficient capital) and incentives to run their own businesses, reduces the ability
of the SME sector to contribute to a significant improvement in the competitiveness and
economic development of the country. The dominant source of funding for SMEs is currently
bank loans (loans to companies in October 2017 achieved a nominal increase of 7.8% y-o-y
after excluding the effect of write-offs of NPLs), with a slight increase in investment loans in
the last two years (1.7 pp since 2014 and in September 2017, the share of investment loans
amounted to 31.7%). In recent years, funding tools have been used in the form of grants (mostly
direct grants and interest rate subsidies). The Government of the Republic of Serbia declared
2016 as the Year of Entrepreneurship, and taking into account the achieved results called
this decade the Decade of Entrepreneurship with 33 programs for long-term development of
entrepreneurs (financial and non-financial support).

Drafting proposals for improving the legal framework in the area of financial services is
a prerequisite for establishing an institutional framework that would allow for alternative
sources of financing (e.g. alternative investment funds, non-deposit financial institutions). A
gap in financing the debt of micro enterprises is estimated at about EUR 1 bn per year*®, which
implies many missed opportunities for financing sustainable SME projects. On the other hand,
the lack of managerial skills as well as the lack awareness of financial opportunities on
the part of entrepreneurs weakens the capacity of SMEs to access finance (the so-called
investment readiness). There is also a need for technical assistance among start-up companies,
as well as among the already established small and medium enterprises, especially in the field
of managerial skills and business plans.

The privatisation of 152 business entities with 51,630 employees was continued (including
subsidiaries).’” A positive impact on public finances is expected through lower amounts of
budget support that will be paid to enterprises with high losses and increased productivity of
privatised enterprises.

There is no single law that prescribes types of charges for the use of public goods. The
administrative burden borne by business entities in Serbia is 3.26% of GDP, (according to the
research done for 2016 USAID BEP project), which is 19.8% less than in 2010.

36 Ex-ante study to assess the potential future use of Financial Instruments to deploy IPA resources in support of Small and
Medium Sized Enterprises (SMEs) in Serbia, EIB.

37  Source: Ministry of Economy — as at August 7, 2017: for 3 companies the process is in progress, 24 companies can anno-
unce a public call in 2017, while even 125 companies cannot announce a public call.
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Establishing an up-to-date cadastre of real estate in real time is a presumption of improving
the efficiency of doing business and decreasing the duration of procedures required for the
registration of real estate rights in the Real Estate Cadastre. It is of public interest to register real
estate rights quickly and electronically, which increases legal security.

Public-private partnership (PPP) is becoming the most realistic option for the
implementation of local/regional/national infrastructure projects since an increasing
number of ideas and projects are moving in that direction. So far, 56 PPP project proposals have
been approved with or without elements of a concession. These are mainly local projects in the
field of urban and suburban transport of passengers, public lighting, municipal waste collection,
generation of heat and electricity using renewable energy sources.

Efforts to combat informal operation through an efficient and organised action of inspection
bodies and the Tax Administration in 2016, give results that are reflected in the growth of total
tax revenues in real terms by 7.2%, in all of the most important categories: VAT (7.8 %),
excise (11.4%), contributions (3.2%) and personal income tax (4.5%). A significant impact on
the growth of total tax revenues, in absolute terms, was achieved on the basis of an increase
in revenues from contributions for compulsory social insurance, by about EUR 179 m (all
organisations of compulsory social insurance have collected a higher amount of contributions,
and above all, the Pension and Disability Insurance Fund). Acting under the procedure of
inspection supervision (53,069) in 2016, the Labour Inspectorate found 19,472 unregistered
workers (an increase of 19% compared to 2015), after which 17,589 persons were registered for
social insurance (44% more than in 2015). As the RS government proclaimed 2017 and 2018
for the Year of Combating Informal Economy, it is necessary to strengthen and improve the
capacities of inspection bodies and the Tax Administration, which have so far failed.

b) Report on policy guidance implementation since May 2017

The implementation of SR 8: Package of measures to improve access to finance for SMEs
means the implementation of a part of the ECOFIN recommendation 5 (develop the regulatory
framework for new financial instruments, and improve the access to finance). The National
Bank of Serbia has been considering the possibilities and coverage of a regulatory framework
for the operation of non-depository financial institutions which will create additional potential
for financing SMEs, particularly in the micro-segment of the newly established start-up
enterprises.

The implementation of SR 9: The introduction of Corporate Governance in Public
Enterprises, means the implementation of a part of the ECOFIN recommendation 2 (support
the fiscal scenario by reinvigorating reforms of the state owned enterprises) and part of
ECOFIN recommendation 4 (advance the announced restructuring of Srbijagas debt and
the implementation of EPSs optimisation plan). The Ministry of Mining and Energy, EPS
and the Trade Union agreed to solve the problem of redundant employees in the period
2016-2019 through the programme of voluntary stimulated termination of employment. In
2016, a consensual termination agreement with the payment of incentive compensation was
signed by 1,519 employees. An additional reduction in the number of employees in 2016 was
achieved through the natural outflow of employees. In accordance with the Optimisation Plan,
the Supervisory Board of JP EPS on September 18, 2017 issued the Decision on incentive
compensation for the consensual termination of employment, after which a public call for
employees to apply was announced. For consensual termination of employment applied 1,570
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employees. With natural outflow of employees and voluntary termination of employment
with severance payments, the Plan for Optimization reduced the number of employees in EPS
Group for 2,987 persons by the end of 2017.

The implementation of SR 10: Simplification of procedures and other conditions for doing
business means the implementation of a part of ECOFIN recommendation 5 (regulate the
amount and number of para-fiscal charges at state level). The Law on Charges for the Use of
Public Goods is being drafted, which regulates the payer of the charge, the basis for payment,
the amount of charge, the manner of determining and paying the charge, revenue from charges,
as well as other issues relevant to determining and paying charges. Public discussion on the
draft of the Law is in progress.

The implementation of SR 11: Improving the effectiveness of inspection oversight, means the
implementation of a part of ECOFIN recommendation 5 (ensure better targeting and efficiency
of inspections). The harmonisation of sectoral laws with the Law on Inspection Oversight has
been made (out of 147 specific laws analysed, which regulate inspection oversight in certain
areas, it has been found that 88 special laws need to be changed and/or amended). The database
of inspections and workgroups on the portal www.inspektor.gov.rs is constantly updated. An
initiative has been launched to improve the ongoing dialogue between economy and inspection
by supporting the setting up of a consultant/expert for continuous dialogue and assistance to the
economy. The newly-formed Office for Information Technology and Electronic Administration
(Official Gazette 73/17) has been assigned the competence in the field of E-inspections.

Structural reform 8 PACKAGE OF MEASURES TO IMPROVE ACCESS TO FINANCE FOR
SMEs

1. Structural reform outline

Improved access to finance for SMEs means better quality of the banking sector offer for
SMEs, development of new financial instruments, as well as improved ability of SMEs to
access different sources of funding. The proposed reform is the implementation of the priority
activities within the second pillar of the Strategy to support the development of small and
medium enterprises, entrepreneurship and competitiveness for the period 2015-2020. Improving
the predictability of the business environment and a support programme for SMEs, with an
emphasis on the reduction of costs in access to financing is the recommendation from the EC
Progress Report for Republic of Serbia for 2016 (p. 61).

2. Activities conducted and planned with a view to structural reform implementation

The implementation of Apex Loan for SMEs and other priorities III/B of the European
Investment Bank (EIB) of EUR 150 m started in August 2017 upon receiving new requests. By
the end of 2017 the European Investment Bank approved 23 projects in the amount of EUR 11.6
million, and at the end of November the first tranche of EUR 5 million was withdrawn.

The access to information about available funding sources has been improved for SMEs through
the establishing and regularly updating of the portal (http://poslovanje.rs/), as well as through
the network of 15 regional development agencies.
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Through the initiative of the Government of the RS — “Decade of Entrepreneurship”, in 2017
businessmen were offered over 30 programmes and more than EUR 144 m from public funds.
Three programmes* (a combination of loans and grants) have been implemented to support
investments worth EUR 11.6 m of grants. The Development Fund and the Export Credit and
Insurance Agency, as public financial institutions, continued to implement all regular funding
programmes, i.e. guarantees, factoring and purchase of receivables.

An ex ante SME study on the introduction of financial instruments by the EIB, conducted with
the EU financial support from IPA funds, showed a lack of financial support for innovative
companies, lack of guarantee instruments that would enable commercial banks to give loans to
risky SMEs and start-up companies, as well as a lack of microfinance instruments.

Funds from IPA 2016 in the amount of EUR 20 m were asked for implementing the guarantee
scheme and strengthening the capacity of SMEs to access various funding sources. It is expected
that the scheme will be operational in 2018. Commercial banks are encouraged to increase their
interest in guarantee schemes through the EU programmes (COSME, Horizon 2020, EaSI).

The National Bank of Serbia carries out activities on the development of a legal framework for
the establishment, regulation of operations and supervision of non-deposit financial institutions.
The framework and the market of non-deposit financial institutions should be developed by
2019. The establishment of a regulatory framework for funds investing in entrepreneurial
(drafting the Law on alternative investment funds is underway) will enable SMEs to attract
capital investment, funding and expertise, achieve and improve market penetration, and enhance
their management and corporate governance. Support to the national measures presented is also
provided through programmes within the World Bank EDIF platform.

The following has been planned for the next three-year period: hold negotiations regarding
the withdrawal of APEX loan for additional EUR 200 m; prepare and withdraw APEX loan;
implement the project for the establishment of financial instruments financed from IPA 2016;
hold annual cycle of the implementation of three programs for small enterprises along with
monitoring and evaluating the effects of the implemented programmes; create a legislative
framework for the introduction of microfinance institutions; create a legislative framework for
the introduction of venture capital funds; encourage financial institutions to join COSME.

3. Expected impact on competitiveness

Better quality of the offer that the banking sector provides to SMEs, new financial instruments
and improved ability of SMEs to access various funding sources, would lead to a rise in private
sector investments, growth of companies, and enhanced innovation in the SME sector. The
introduction of modern technologies and greater automation of the production process would
ultimately result in reduced production costs and improved competitive position on the domestic
and foreign markets.

38 1. The programme of support for small enterprises for procuring equipment within which micro and small legal entities
can procure production equipment without mortgage as collateral, and the primary collateral is the pledge on the equipment
purchased; 2. The programme for encouraging the development of entrepreneurship through financial support to start-up com-
panies for procuring equipment, equipping business premises and permanent working capital; 3. The programme for encoura-
ging entrepreneurship through development projects, aimed at fast-growing economic entities.
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4. Estimated costs and impacts on the budget

The Budget Law for 2018 provided funds in the amount of EUR 164.3 m for the implementation
of structural reform (out of which EUR 824,000 for the COSME membership fee), with an
estimated direct impact on budget revenues in the amount of approximately EUR 12 mil.
Positive effect on the budget and growth of budget revenues of approximately EUR 12 m per
year is also expected in 2019 and 2020, through tax revenues, taxes and contributions and
lesser burden on the National Employment Service. The planned budget funds for financing the
reforms in 2019 and 2020 amount to EUR 11.2 m per year. As potential non-budget funding of
the reform, the envisaged funds in 2018 amount to EUR 20 million (all from IPA funds).

5. Expected impact on employment and gender

The introduction of new financial instruments which are currently accessible to start-
up entrepreneurs and the SME sector will enable them to start their businesses using more
favourable sources of finance, to achieve growth and development, but also create new jobs.
In addition, by creating the financial instruments, due attention is paid to the promotion of
female entrepreneurship, young and old entrepreneurs. The economic empowerment of women
increases their involvement and number in business.

6. Potential risks in structural reform implementation

Macroeconomic and fiscal instability; possible lack of cooperation and coordination between
competent state bodies, organisations, and bodies; possible lack of financial resources (if the
funds from the IPA funds are not granted); lack of interest and inactivity on the part of the
banking sector.

7. Structural reform implementation monitoring indicators

2013 (BV) 2014 2015 2016
Share of SME loans in total loans to business
0, 0 0 0
entities, in % (source NBS) — TV 30% (2020) 18.9% 22.7% 2o S0k
Development of the financial market, ranking*
(source: GCI) - TV: ranking <60 (2020) 115/148 109/144 120/140 110/138
The total number of SMEs (source: SORS) - TV: 315412 324272 324,600 340,112

350,000 (2020)

Structural reform 9 THE INTRODUCTION OF CORPORATE GOVERNANCE IN PUBLIC
ENTERPRISES (PE)

1. Structural reform outline

The introduction of corporate governance in public enterprises is based on two key pillars:
professionalisation of management bodies and operations control system, which include
activities pertaining to the development of legislative enactments and bylaws, introduction of
certification system for management bodies, improvements in the oversight and accountability
system for state-owned companies.
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2. Activities conducted and planned with a view to structural reform implementation

Research was conducted into the level of corporate governance in 25 public enterprises and
a study was prepared for the purpose of drafting bylaws. In order to regulate the system of
professional development of members of the managing authorities, a draft model of certification
was developed. A working group has been set up to propose a model of certification and draft
bylaws (programme for further professional development in the field of corporate governance,
guidelines for the development of corporate governance codes, code of ethics, etc.).

The following has been planned for the next three-year period. define the certification system
of the management authorities in public enterprises and prepare by-laws for the introduction of
the certification system; analyse the need for training members of supervisory boards in public
enterprises; conduct training in corporate governance, develop procedures for monitoring and
evaluating the effects of corporate governance in PE and start the implementation of these
procedures; analyse the impact of the corporate governance system introduction in PE and
correction of activities based on the conducted analysis.

3. Expected impact on competitiveness

The introduction of the certification system will enhance management and organisational
skills of the managing authorities in public enterprises.

4. Estimated costs and impacts on the budget

The reform is financed from the regular budget expenditures of the Ministry of Economy in the
amount of EUR 141,256, and the financing of this reform in 2019 and 2020 is presented in the
same way.

5. Expected impact on employment and gender

A positive impact on gender is expected.

6. Potential risks in structural reform implementation

Potential risk is reflected in the lack of professional support in introducing corporate governance,
as well as the prolongation of this structural reform.

7. Structural reform implementation monitoring indicators

2014

*
(BV) 2015 2016 2017

% of women directors and members of managing boards of
public enterprises out of the total number of directors and - 13 22 27
members of managing boards of PE; TV — 30% (2020)

Number of public enterprises established by the Republic of
Serbia, which incurred losses; TV — 0 (2020)

The total net loss of public enterprises which incurred losses, in

million EUR: TV — 0 (2020) 640.1 146.9 148.2 27.4

* Data for the period from January to September 2017
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Structural reform 10 SIMPLIFICATION OF PROCEDURES AND OTHER CONDITIONS
FOR DOING BUSINESS

1. Structural reform outline

The basic goal of simplifying procedures and other conditions for doing business is to improve
the business environment and regulatory reform through the guillotine of procedures and
regulations that unnecessarily burden the business in the Republic of Serbia, as well as provide
all the necessary information for performing economic or other commercial activities in one
place (point of single contact and information system). The simplification of the procedures
and other conditions for doing business, reduction of their costs using the standard cost
model, as well as the abolition of unnecessary regulations, will result in the establishment of
a single public register of administrative procedures and other conditions for doing business
(hereinafter: the Register). The establishment of the Register will provide business entities and
citizens with a transparent overview of all administrative procedures and other conditions for
doing business that need to be fulfilled and implemented to ensure the provision of a particular
service or business, including all costs in the form of charges, fees, etc., as well as electronic
communication with the public administration. This also fulfils the requirement for establishing
a point of single contact (PSC), which is a requirement in accordance with the Services Directive
2006/123/EC, the transposition of which is provided for in Article 59 of the SAA. The reform is
defined in the Strategy for the Support of the Development of Small and Medium Enterprises,
Entrepreneurship and Competitiveness for the period 2015-2020 with the Action Plan, the
Strategy of Regulatory Reform and the Improvement of the Public Policy Management System
for the period 2016-2020 (Official Gazette of the Republic of Serbia No. 8/16) and the National
Programme for the Reduction of the Informal Economy (Official Gazette of the Republic of
Serbia, No. 110/15).

2. Activities conducted and planned with a view to structural reform implementation

The Operational Action Plan for setting up the Register and the form for listing administrative
procedures related to doing business with the Instruction for completing the form was adopted
in December 2016. An online Form for the List of Administrative Procedures relating to the
economy was prepared. An electronic site on the website of the Republic Secretariat for Public
Policy (www.epopis.rsjp.gov.rs) has been functionally established containing all necessary
information and documents related to the Register. Programmes and materials were prepared
and training held for trainers and civil servants for listing administrative procedures (35 trainings
were organised and 16 trainers and 479 civil servants from 107 bodies and organisations were
trained). The listing included 80 bodies and organisations and is at the final stage. It is expected
that 2,459 procedures will be listed and ready for analysis. The Draft Law on Services has been
prepared, which provides for the establishment of an Electronic Point of Single Contact (ePSC)
as part of the Register. A working group was formed for preparing the Draft Law on the Unified
Public Register of Administrative Procedures and other Business Conditions. Instruction for
implementing an analysis for the simplification of administrative procedures, methodology for
calculating administrative costs of the analysis of administrative procedures and the Instructions
for calculating administrative costs have been prepared. The portal and software i.e. calculator
for calculating the cost of administrative procedures with the accompanying Instruction for
using the calculator have been set up.
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The Draft Law on Charges for the Use of Public Goods is being prepared, which includes
and regulates all charges that are now stipulated in several separate laws, which will make
the costs of operations of business entities more predictable and the use of public goods more
rational. The law defines the payer of the charge, the basis for payment, the amount of charges,
the manner of determining and paying charges, revenue from charges, as well as other issues
relevant to defining and paying charges. Public discussion on the Draft Law is being conducted
in the period from 3rd January to 28th February 2018.

The following has been planned for the next three-year period: check the accuracy of the listed
administrative procedures; analyse the listed administrative procedures; draft a law that will
regulate the legal framework for the establishment of the Register; simplify administrative
procedures and adopt the Action Plan for amending regulations; list administrative requirements,
or other conditions for doing business; revise the operational plan of activities; collect initiatives
of companies for changing ineffective procedures; adopt and implement the Law on Charges;
adopt by-laws on the basis of the law that will regulate the legal framework for the establishment
of the register; establish the Register; adopt annual reports on the simplification and prepare a
new Action Plan for amending regulations.

3. Expected impact on competitiveness

It is expected that administrative costs will be reduced from 3.26% of GDP in 2016 to 3%
of GDP in 2020 (reduction of 15-20%), and on the basis of the analyses and proposals for
simplification and optimisation at least 30% of the most common and most expensive
administrative procedures will be cut.

It is expected that the impact on competitiveness will be positive — by enacting the Law on
Charges, all the charges that are now regulated by several special laws will be regulated by a
single law, which will contribute to the predictability of the operating costs of business entities,
and improve the rational use of public goods and their transparency.

4. Estimated costs and impacts on the budget

The Law on the Budget for 2018 provided funds in the amount of EUR 88.589 (contribution of
the Republic of Serbia for IPA 2013). As a potential non-budgetary funding of the reform, the
envisaged funds amount to: 2018 - EUR 1.7 m (out of which EUR 724,815 from IPA), 2019
- EUR 1.4 m (out of which EUR 517,725 from IPA), 2020 - EUR 1.2 m (out of which EUR
414,180 from IPA).

5. Expected impact on employment and gender

An indirect impact on increasing employment is expected, since costs for the economy in terms
of administrative barriers will be reduced and savings achieved, which can result in job creation.
A direct impact on the gender aspect cannot be expected, because the reform is gender neutral.

6. Potential risks in structural reform implementation

There is a risk of postponing the deadlines envisaged in the Operational Plan for Establishing
the Register, which can be overcome if the authorities and institutions that first complete the
first phase (the list of administrative procedures) are the first to enter the next phase of the
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analysis (procedure simplification/optimisation phase). A potential delay of the project for
software solution for the Registry and ePSC also presents a risk.

7. Structural reform implementation monitoring indicators

2012 (BV) 2014 2016

The administrative burden on businesses, in % GDP -TV: 3

(2020) 3.7 3.46 3.26

Structural reform 11 /MPROVING THE EFFECTIVENESS OF INSPECTION OVERSIGHT

1. Structural reform outline

The reform will result in better coordination of inspectorates, legal regulation and establishment
of an information system in order to efficiently exchange data and electronic documents during
planning and implementation of inspection oversight, which is a goal of the Strategy of Public
Administration Reform in the RS and the Law on Inspection Oversight. The establishment of a
common information system for inspections — e-Inspector is related to the activity contained in
the Action Plan for the Implementation of the e-Government Strategy 2017-2018.

One of the key novelties of the Law on Inspection Oversight is its application to unregistered
entities — by introducing clear powers in their control, which leads to reducing of the informal
economy. Apart from emphasising the preventive impact of inspections, significant innovations
were introduced into the process of inspection supervision: improved planning of inspection
supervision based on risk analysis; better co-ordination between inspections; improved
supervision due to the introduction of checklists, which significantly simplify the supervision,
both for inspectors and supervised entities; risk analysis introduced.

The transparency of inspection supervision has been enhanced, since inspections are obliged to
publish annual oversight plans and checklists on the website, which allows supervised entities to
get information in advance about their obligations, perform self-check, and possibly eliminate
certain irregularities in their operation.

2. Activities conducted and planned with a view to structural reform implementation

The project for the establishment of a common system e-Inspector has not been implemented
in accordance with the established schedule due to the duration of the procedure before the
Commission for Protection of Bidders’ Rights. An agreement with the contractor was signed
in November 2017. The sectoral laws have been harmonised with the Law on Inspection
Oversight. There are 147 special laws that regulate inspection oversight in certain areas, and
it has been found that 88 special laws need to be changed and/or amended in order to comply
with the provisions of the Law on Inspection Oversight as a system law in the field of inspection
oversight. The two-year project “Improving the Capacity of Inspections, Misdemeanour Courts
and Economy” has started, which will enhance cooperation and coordination of joint activities
of inspections and misdemeanour courts in dealing with violations in the field of inspection
oversight. The database of inspections and working groups on www.inspektor.gov.rs has been
completed and updated. The 2018 Programme of Professional Development of Inspectors was
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adopted. An initiative has been launched to improve the ongoing dialogue between businesses
and inspection by supporting the establishment of a consultant/expert for continuous dialogue
and assistance to businesses.

The following has been planned for the next three-year period: develop the e-Inspector system;
train trainers and implement training programs for inspectors; establish business adviser; improve
the website of the Coordination Commission and promote an online survey on the satisfaction
of business entities with the work of inspections; adopt amendments based on the analysis of
the implementation of the Law on Inspection Oversight; continuously set exams for inspectors;
produce the e-Inspector system by the Office for IT and Electronic Administration, followed by
handover and training; review the elements of risk control in the Inspection Checklists.

3. Expected impact on competitiveness

It is expected that the enhanced inspection oversight will improve the quality of services and
goods, as well as increase tax collection, while the introduction of clear powers for controlling
unregistered entities will additionally reduce the informal economy.

4. Estimated costs and impacts on the budget

The Budget Law for 2018 provided funds in the amount of EUR 1.2 m. Total value of the
project Establishing a unique e-Inspector system is EUR 1,599,600.

5. Expected impact on employment and gender

Reducing the number of employees in the grey economy, better monitoring of compliance with
the labour contracts and workers’ rights.

6. Potential risks in structural reform implementation
Lack of appropriate staff and technical equipment of inspections.

7. Structural reform implementation monitoring indicators

2015 (BV) 2016 2017

All inspection services at the republic level will be using the 0 0

e-Inspector system, in % -TV: 100% (2018)

Structural reform 12 /MPROVEMENT OF THE GEOSPATIAL SECTOR AS SUPPORT TO
INVESTMENT DECISION-MAKING PROCESS

1. Structural reform outline

By establishing the National Spatial Data Infrastructure (NSDI), and improving the address
register and the mass real estate appraisal system, a strategic Digital Geosector Platform is
created and the cadastre will play an important role in most systems. The combined datasets
available through web services, their efficient, fast and high-quality exchange will enable
citizens, business entities and educational institutions to easily identify and comfortably access
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the desired data, thus obtaining information that is crucial for quality investment decision-
making at all strategic levels. The development of mass real estate appraisal system implies the
registration of all real estate movements, development of a model for mass real estate appraisal
and the collection of basic data (registration into records) of all real estates in the territory of the
Republic of Serbia. The Law on State Survey and Cadastre from 2009 created the legal basis
for the establishment of the NSDI, whereby certain provisions of the INSPIRE Directive were
transposed. A complete transposition of the directive will be carried out by the adoption of the
Law on the National Infrastructure of Geospatial Data. Republic Geodetic Authority (RGA) has
established Road Map through the Strategy of measures and activities for increasing the quality
of services in the field of geospatial data and real estate title registration in the official state
records — RGA Reform Path until 2020.

2. Activities conducted and planned with a view to structural reform implementation

The address register, which is a part of the NSDI, represents a public register of house numbers
and street and square names in residential areas, including the identification of house numbers
for residential and commercial buildings, as well as for cadastral parcels for which the town-
planning scheme provides construction. The data from the Address Register are also kept in
the Real Estate Cadastre Database. The Register of real estate prices was put into operation
by RGA in 2012, and since January 2014 an organisational structure for data collection on the
entire territory of the Republic of Serbia has been built. The implementation of this system is
necessary for getting the right idea of the real estate market and its movements.

The aim of the NSDI is to create a common national framework for the purpose of exchanging
spatial data on the environment among public institutions, and enabling public access to
spatial data. A successfully established NSDI makes the corner stone of the development of
e-Government. The NSDI also supplements the international network of spatial services, where
the European-level cooperation in the field of geoinformation is very important.

The following has been planned for the next three-year period: prepare and adopt laws and
bylaws on NSDI, mass real estate appraisal, Address Register and Register of Spatial Units;
harmonise spatial data of RGA and create the National Geoportal; develop mass real estate
appraisal system; update the data of the Address Register and the Register of Spatial Units in
the territory of the Republic of Serbia; establish a framework for accessing and exchanging
geospatial data; implement the mass appraisal system in the property taxation system.

3. Expected impact on competitiveness

As a direct impact of the reform, an increase in the share of property tax in GDP is expected
(estimated at 0.9% after the completion of the activity in 2020). NSDI results in the increase
in GDP and indirectly, through stimulating more efficient investment decision-making, the
availability of information and high-tech solutions to the scientific sector and economy (in
particular, the SME sector).

4. Estimated costs and impacts on the budget
The Budget Law for 2018 provided funds for financing the reform in the amount of EUR 2.8 m.

The budget funds for the financing of the reform are foreseen as follows: EUR 3.7 m in 2019
and EUR 3.1 m in 2020. As a potential non-budgetary financing of the reform, the funds are
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foreseen as follows: 2018 — EUR 750,000 (out of which EUR 250,000 from the IPA) and 2019
- EUR 250,000 (all from IPA funds).

For the remaining activities on the development of the system of mass valuation, within the
Project Improvement of Land Administration are planned funds of approximately EUR 5 m
which are financed from the loan. Estimated costs of activities on the Project Data Update of
the Address Register of EUR 6 m are financed from donations.

5. Expected impact on employment and gender

No impact is expected on the gender aspect. The impact on employment is very indirect through
the support of the SME development, and thus cannot be predicted with certainty.

6. Potential risks in structural reform implementation

Activities within the NSDI and the Address Register are carried out through the cooperation of a
large number of institutions and organisations with a very different level of technical equipment
and employees’ competencies, which is a great challenge for the implementation of the system;
non-adoption of laws and bylaws in the specified deadline; uncompleted financial package.

7. Structural reform implementation monitoring indicators

2017 (BV) 2018 2019
The share of property tax in GDP - TV: 0.9% (2020) 0.60 0.60 0.75
Loan-to-value ratio - TV: 75% (2020) 60 65 69
Number of settlements where the Address Register has been updated 60 80 100
-TV:100% (2019)
Number of harmonised data sets within the NSDI - TV: 20 (2020) 2 5 13
Number of available NSDI services — TV: 45 (2020) 9 23 34

3.5 Area RESEARCH, DEVELOPMENT AND INNOVATION, AND DIGITAL ECONOMY
a) Analysis of main obstacles

Serbia has scientific and research potential, which should be further developed and more
adequately used, if we want a “knowledge-based economy”. The key issues in this field are:
insufficiently efficient model of financing support to science, lack of support for business
innovations, inadequate connection between business and academic community, “brain drain”,
availability and introduction of digital technologies, products and services, standardisation of
communication infrastructure.

According to the Global Innovation Index (GII), Serbia ranked 62™ (out of 127 countries) in
2017, and its worst ranking is in the pillar of market sophistication (99™), which includes access
to loans, protection of investors and the number of projects funded by venture capital.

The academic and research network of Serbia is not integrated into European and global
networks due to insufficient investments and a small number of financial instruments
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to support research and innovation. The total expenditures for science in Serbia in 2016
amounted to 0.9% of the GDP, which was twice lower than the EU-28 average (2.03% of the
GDP). Only 9.2% of total investment in science in 2016 came from the business sector, which
was less than in 2015 (12.8%) and well below the EU-28 average (55%). One of the reasons
for such a low investment of the business sector is the lack of tax incentives for companies that
carry out research and innovation activities, as well as the lack of favourable loans to innovative
projects of companies.

The orientation of scientific research to the economy is relatively low, which is also reflected
in the position Serbia holds in the 2017 Global Competitiveness Report (GCI) — in terms of the
quality of the cooperation between university and business, it is ranked 95th of 137 countries.
Out of the total number of results achieved in scientific-research projects financed from the
budget in the period 2011-2015, patents and technical solutions accounted for only 3.3%, while
the share of scientific papers was 88%%. What also poses a problem is the fact that scientists
rarely move from academia to business and vice versa, and for raising the level of innovation in
Serbia, this type of mobility is also needed.

The lack of professional staff in the field of information and communication technologies
(ICT) significantly limits economic growth and innovation. According to the country’s
capacity to “hold” and “attract” talents, Serbia ranked 132 out of 138 in 2017 (source: GCI). In
Serbia, there are 3,335 employees in research and development sector per million inhabitants,
which is insufficient compared to the 5,000 in the EU-28. Out of 16,592 researchers (62% or
10,286 with PhD degree) only 3% is employed in non-financial sector. The lack of “research
visa” and unregulated reintegration of researchers — returnees, are some of the reasons for the
low competitiveness of Serbia in the area of science.

The communication infrastructure in Serbia needs to be systematically improved, both in
the regulatory framework and in the area of investments. Broadband Internet access in 2016
was provided to 57.8% (an increase of 1.8% compared to 2015) of Serbian households (83% -
the EU-28 average). However, Serbia’s competitiveness decreased in the pillar of technological
readiness (a drop of 21 positions in 2017 compared to 2015), since the increased number of
users resulted in a slower bandwidth per user (from 112.4 to 26.3 kb/s). Access to computers
and the Internet in companies is widespread, since all companies use computers and are
connected to the Internet.

According to the Network Readiness Index*, which is an indicator of the country’s digital
economy development or the readiness of the country to join the IT sector, in 2016 Serbia
ranked 75™ out of a total of 139 countries. Although Serbia has improved its position over the past
few years, it is still worse ranked than most Central and Eastern European countries: the Czech
Republic (36), Poland (42), Slovakia (57), Hungary (50), Romania (66), and Bulgaria (69).

Administrative costs and complexity of procedures for obtaining the necessary permits for
construction of optical networks are some of the identified deterrents to the development
of the communications infrastructure. The network of optical cables with 80 nodes, which
has been constructed on a network of long-distance power transmission lines of the total

39  Research “Analysis of the Regulatory Framework for Entrepreneurs Focusing on the Three Most Potential Sectors, Pro-
posing Simplified Procedures for Young Entrepreneurs”, Economics Institute
40  Source: The Global Information Technology Report, World Economic Forum
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length of 6,500 km, is unutilised, and it can be the backbone for the formation of the national
broadband network. The problem of a standardised communications infrastructure that would
provide fast, reliable and secure connection to Internet of all the users within institutions can
be resolved by using the national telecommunication network. Significant progress has been
made in connecting educational institutions, and the connection to the Academic Network of
the Republic of Serbia (AMRES) was contracted for 1,750 primary and secondary schools.
(Around 1.650 primary schools are connected by the end of 2017, out of which majority of the
remaining primary schools are located on the territory of Kosovo and Metohija).

Structural reform 13 PROGRAMME SUPPORTING INNOVATIONSAND TECHNOLOGICAL
DEVELOPMENT IN THE PUBLIC AND PRIVATE SECTORS

1. Structural reform outline

The reform implies support for innovation and technological development projects in scientific
and research organisations and the private sector, the establishment of a technology transfer
system, implementation of joint projects by public scientific and research organisations and
private companies, and financing innovation projects in the private sector through the Innovation
Fund. Independent international evaluation of Serbian public research and development
institutes will be conducted to enhance their efficiency and capacities for collaboration with
the private sector through technological projects. The Strategy of Scientific and Technological
Development of the Republic of Serbia for the period 2016-2020 — Research for Innovations is
implemented through the reform.

2. Activities conducted and planned with a view to structural reform implementation

Implementation of the IPA 2013 Direct Grant Agreement — Programme of Cooperation between
Science and the Economy, under the Innovation Fund, is underway. Fourteen best-rated projects
were selected and are now being implemented.

Within the framework of the “Competitiveness and Employment” project, documents were
prepared for the Early Development Programme and the Programme for Co-Financing
Innovations in May 2017 and in December, 25 innovative projects of enterprises from Serbia
were selected and presented, supported with a total of EUR 2.45 m in the form of grants.

The Innovation Fund announced in December 2017 a public call for awarding innovative
vouchers — a financial support mechanism for micro, small and medium-sized enterprises
aiming to raise the level of product innovation and increase their competitiveness on the
market. Enterprises which are interested can compete for innovation vouchers worth up to EUR
6.400 (RSD 800,000) for public scientific and research organisations services in order to solve
technical or technological issues in their operations. The innovation voucher covers up to 80%
of the total cost of the service. The public call is open until May 2018, i.e. until the allocated
funds in the amount of EUR 192.000 are spent.

The Green Innovation Vouchers Programme in Serbia (grants of up to EUR 20,000 for small
and medium enterprises to cover up to 90% of the cost of external research and development
services) in order to improve the process of introducing innovations in small and medium
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enterprises, primarily in the field of resource efficiency. Vouchers cover most of the costs of
research and development services that businesses need for developing innovative products,
services or processes while reducing resource consumption (energy, water and raw materials).

It was decided to extend the funding of national projects by the end of 2018.

The technology transfer service lines have been established at the Central Office for Technology
Transfer within the Innovation Fund (8 in total) — IPA 2013, and a handbook for the Technology
Transfer Facility Programme has been prepared. At this moment there are 10 active service
lines. Since the launch of the TTF programme, a total of 21 inventions were applied, 11 of
which were evaluated positively by the TTF Expert Commission. Total amount granted for
these 11 approved projects amounts to EUR 176,000.

Memorandum of Understanding was signed between the EUPIC Centre for Innovation Projects
and the Technology Transfer Centre of the University of Belgrade, which provides support to
Serbian researchers in establishing cooperation with scientific and research institutions and
companies in China. The office of the Technology Transfer Centre of the University of Belgrade
was opened in the industrial zone of Qingdao, China.

The following has been planned for the next three-year period: 1PA 2013 — implementation of
projects by beneficiaries that were awarded funding and monitoring by the Fund within the
programme of cooperation between science and the economy, as well as the implementation of
the Technology Transfer Facility Program in the Central Office for Technology Transfer; pilot
innovation vouchers programme results analysis; IPA 2014 — signing of a direct grant agreement
between the Innovation Fund and the Ministry of Finance, preparation of documentation for
grant programmes and implementation of projects by beneficiaries who were awarded funding
and monitoring by the Fund; “Competitiveness and Employment” — implementation of projects
1 and 2 PE by users and monitoring by the Innovation Fund; conducting analysis of the
institutions in the scientific and research sector.

3. Expected impact on competitiveness

An analysis was conducted of the results achieved by the companies which are funded through
the Innovation Support Project in Serbia (IPA 2011) in the period from 2012 to 2016. The results
show a significant increase in revenues, from EUR 7.67 m in 2012 to EUR 16.64 m in 2016.
When it comes to the emerging innovative companies, where 34 out of 38 which are financed
are still operating on the market, the operating income increased in the same period from EUR
1.03 to 5.35 m, which is an average increase of approximately EUR 113,000 per company. A
significant positive result was also observed in the analysed number of employees — more than
450 new jobs were created in the funded companies in the period 2012-2016.

An independent analysis of the impact of financing on the Serbian economy was carried out,
which showed the positive impact of these programmes. The analysis recommends that the
Government of the Republic of Serbia should support the continued financing of the Fund
public calls and it is estimated that an annual budget of EUR 30 m should be provided in
order to respond to demand and achieve positive impact on the innovative ecosystem and the
economy as a whole.
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4. Estimated costs and impact on budget

Funds for financing the reform in the amount of EUR 49.3 million are provided by the 2018
Budget Law. The allocation for financing the reform in 2019 is EUR 47.5 million and EUR
46.6 million in 2020. Additional non-budget funds are provided: in 2018 EUR 2.8 million (out
of which EUR 2.5 million from IPA funds); in 2019 EUR 1.6 million (out of which EUR 1.3
million from IPA funds); and in 2020 EUR 250,000 (the whole amount provided from IPA
funds).

5. Expected impact on employment and gender

The positive impact on employment is reflected in the creation of long-term sustainable and
well-paid jobs for high-qualified employees. The Fund provides funding through its instruments
thus supporting the jobs during the project, and the analysis of the companies financed in the
previous calls shows a very positive effect on the creation of new jobs, once funding has been
completed. There is a potential that developed innovations will have a positive impact on a wide
range of aspects of the society.

6. Potential risks in structural reform implementation

Untimely provision of funds and stagnation in cash flows, insufficient coordination of
participating institutions and inadequate capacities of institutions with regard to employment
restrictions, inadequate implementation of other envisaged reforms in the sector of science and
innovation, relatively low interest on the part of the economy and science for cooperation, lack
of potential technologies for commercialisation in scientific and research organisations, low
interest on the part of researchers to participate in the commercialisation process, as well as low
interest of the researchers employed in scientific institutes.

7. Structural reform implementation monitoring indicators

Indicators 2015 (BV) 2016 2017
Number of conducted self-evaluations of institutes — TV: 50 (2018) 0 0 0
Number of newly established project partnerships between the private 2 36 36
and academic sectors —TV: 42 (2018);

Number of newly established innovative companies - TV: 296 (2018); 156 156 200
Number of registered patents — TV: 103 (2018); 58 58 65
Number of highly qualified staff employed through the supported 324 459 500

projects - TV: 584 (2018).

Note: Projects funded under Mini and Matching Grants have not been implemented in 2016.

Structural reform 14 DEVELOPMENT AND IMPROVEMENT OF THE NATIONAL
BROADBAND COMMUNICATIONS INFRASTRUCTURE

1. Structural reform outline

The implementation of this structural reform, in addition to enabling fast, reliable and safe
Internet connection, also includes consolidation of the broadband network owned by the public
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sector, as well as connection of public institutions to the national network. It has also been planned
to adopt the Law on Broadband Communications Infrastructure, which will provide conditions
for and regulate the manner of development of the broadband Internet access. It is necessary
to formulate and implement programmes encouraging and supporting investments in the
development of broadband communications infrastructure with access networks in settlements,
particularly in poorly populated areas. By 2020, Serbia should reach and become level with the
EU level with respect to the access to broadband Internet as defined in the Digital Agenda for
the Republic of Serbia, which consists of the Strategy for Information Society Development in
the Republic of Serbia up to 2020 and the Electronic Communications Development Strategy
of the Republic of Serbia, 2010-2020.

2. Activities conducted and planned with a view to structural reform implementation*

The Law on Broadband Communications Infrastructure is being drafted and it will enable
harmonisation with 2014/61/EU Directive on measures for reducing costs of setting up high-
speed electronic communications networks. The Conclusion on the adoption of the Action Plan
for Efficient Use of Telecommunication Infrastructure (OG 36/2017) was adopted, defining
activities related to the utilisation of the state telecommunication infrastructure resources in
order to establish a single national broadband network. In November 2016, the “National
Broadband Network Implementation Plan” project, which includes analyses of, plans and cost
estimates for the further development of the broadband access, was started. Detailed analysis
of the existing capacity and availability of broadband Internet access is made in the 8 selected
municipalities. Development of Web GIS applications is completed and will provide to the
citizens, interested institutions and local self-government representatives the insight into the
current state of the network and potential developments.

The following has been planned for the next three-year period: adopt the Law on Broadband
Communications Infrastructure; connect education and culture institutions to AMRES; prepare
and plan the establishment of a unique national telecommunication network; analyse, prepare
and design pilot projects; operationally establish a single national telecommunication network;
construct access broadband networks in municipalities across the country.

3. Expected impact on competitiveness

Broadband access to the Internet and ICT will lead to faster, more secure and more efficient
doing business, which will increase the productivity of companies and reduce operating costs.
In such a way, small and medium-sized enterprises will increase their competitiveness in the
local and international markets (particularly through access to e-business). This reform has a
particularly positive impact on the development of rural areas, interconnection of economic
regions, as well as on the development of industrial zones and increased use of new technologies
and innovations in doing business. The reform also has a positive impact on the decisions of
consumers. By enabling access to the Internet, a better access to products is ensured, as well as
access to information on price or quality, and the consumer can make a decision more easily.

41  Priority Structural Reform 4, ERP 2017 - 2019
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4. Estimated costs and impact on the budget

Funds for financing the reform in the amount of EUR 910,408 are provided by the 2018 Budget
Law. The allocation for financing the reform in 2019 and 2020 amount to EUR 646,408 per
each year. Potential non-budget funds are provided for 2018, 2019 and 2020 in the amount of
EUR 58 million per each year.

5. Expected impact on employment and gender

The construction of broadband communications networks will provide employment, as well as
work via the Internet and increase the number of jobs in practically all the sectors, including
the ICT sector. Increasing the level of knowledge, competences and skills in the area of IT
technologies will open up job opportunities in the IT area, but also in other areas in which
new technologies are being introduced or increasingly used. Implementation of the reform will
enable Internet access to citizens, indiscriminately and with equal opportunities.

6. Potential risks in structural reform implementation
Untimely identification of sources of financing, in order to comply with the defined deadlines,
poor cooperation between institutions, as well as between institutions/companies that manage

unutilised optical fibres.

7. Structural reform implementation monitoring indicators

2016 (BV) 2017 2018
Fixed broadband network coverage, % of households 89.2 90.8 92.5
Utilisation of fixed broadband access, % of households 57.5 58.2 60.0
- i [0) i
Fast-speed broadband networks subscribers, % subscribers 172 18.8 215
>=30Mb/s

Data source: DESI index

3.6 Area TRADE-RELATED REFORMS

a) Analysis of main obstacles

The full realisation of investments from the previous period, economic recovery of the main
foreign trade partners of Serbia, more favourable relations of exchange and improvement
of the business environment contributed to a significant improvement of the balance-of-
payment position of Serbia. In addition to the fact that Serbia is not fully integrated into
the international economic system, the challenges in this area are also related to the use
of modern technologies in production that should enable shifting towards processing with a
higher level of value added, increased share of high-tech products in overall exports, greater
orientation of domestic producers to consumers’demands, as well as requirements of technical
regulations and standards, i.e. implementation of conformity assessment of products with these
requirements, with further harmonisation of the standardisation, metrology and accreditation
systems with EU acquis and practice.
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The share of exports of goods and services in GDP is growing, and in the third quarter
of 2017 it was 51.3% (2.1 pp more y-0-y), which was mainly due to the strengthening of
external demand in the Eurozone countries. In the first nine months of 2017, foreign trade of
goods grew by 13.3% (EUR 25.4 bn), with exports growing at a rate of 13.4% (EUR 11.3 bn),
slightly more than imports that grew by 13.1% (EUR 14.2 bn). In the same period, the foreign
trade deficit increased by 11.8% y-o-y (EUR 2.9 bn), while the coverage of imports by exports
was 79.6% (compared to 79.1% in the same period last year). The exchange ratio (indicator of
export purchase power per import unit) was improved to 3.1% in 2016 (2.2% in 2015).

External trade of Serbia is the largest with EU member states, as much as 64.9% of
total trade. In line with the trade part of the Stabilisation and Association Agreement further
liberalisation in the trade between Serbia and the EU is expected in 2017, in tariff positions
where some restrictions were retained (in the form of higher customs rates or quantitative
restrictions). The second important partner is CEFTA signatories, with which we have a
trade surplus mainly as a result of exports of agricultural products, iron and steel, road vehicles,
as well as the export of and miscellaneous final products.

Serbian economy materialises its comparative advantages mainly in primary and products
of lower stages of processing, which are predominant in the Serbian exports structure (67%
of Serbia’s exports compared to 31% exports in the EU-28). The share of high-tech products
of barely 6% in overall Serbia’s exports in 2016 is far below an average level in the EU-28
(26%). The ICT sector achieved exports of EUR 740 m in 2016, while in the first quarter of
2017, the export in this area grew by 21.7% y-o-y.

On the Doing Business List, according to the external trade volume indicator, Serbia
ranked 23" out of 190 countries on the list, which is also the most important ranking within
the composite indicator of Business Environment. The most important activity for the good
ranking in this pillar is an efficient implementation of the New Computerised Transit
System (NCTS) by the Customs Administration, as well as introduction of an electronic
customs clearance system.

In the area of goods market efficiency (in the scope of the Global Competitiveness Index)
Serbia ranks poorly (ranks 110™ out of 137 countries) in spite of the competitive ranking in
the segment of the number of procedures for the commencement of business operations (36" on
the ranking list) and import coefficient of 61.6% of the GDP (rank: 30™). Inter alia, the reason
for such a low position is in the pillar of customers’ sophistication, where Serbia has kept a
very low ranking (rank: 128"). Buyers’ decisions on purchase of goods are commonly guided
solely by low price, because manufacturers pay little attention to demands of their customers
who, either for cultural or historical reasons, differ from one country to another. Companies
are neither innovative enough nor customer-oriented, which limits increase in the efficiency on
goods market.

The wide dispersiveness of exports is ensured by the diversification of FDI into a large
number of sectors producing interchangeable goods. FDI showed a growth by 12.2% (EUR
992 m in the first half of 2017), and almost one third was directed towards export-oriented
activities. Total investments rose by 1.3 % y-o-y in the first quarter of 2017 (according to SORS
estimates), and in the first six months of 2017, a positive contribution to public investment is
expected due to the intensification of capital expenditures (3 times higher compared to the same
period last year).
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Serbia is not fully integrated into the international economic system, because it is not
a member of the World Trade Organization (WTO). The WTO has 164 members, and
Serbia, Bosnia and Herzegovina and Belarus are the only European countries that are not part
of this organisation. The accession to the WTO is becoming increasingly complex, the average
accession time is from 6 to 10 years, and the delay in the accession process brings new and
more difficult conditions. Membership in the WTO is a prerequisite for the EU membership.
Although Serbia fulfilled most of its obligations in terms of the accession to the WTO in 2010,
within the framework of multilateral cooperation (systemic issues), the only open issue is the
ban on the foreign trade of GMO products in Serbian regulations. The WTO rule stipulates that
there can be no explicit import/export bans (except in exceptional situations specifically defined
in WTO agreements), but WTO members are allowed to independently prescribe the way in
which the foreign trade of GMO products can be carried out. This enables Serbia to introduce
very restrictive conditions in accordance with domestic needs. When it comes to bilateral WTO
negotiations, it is necessary to intensify activities on a bilateral level with Brazil, Ukraine and
the Russian Federation, as well as to consult with the US and EU delegations at the WTO in
Geneva in order to provide support for the continuation of negotiations.

Harmonisation of national with the technical regulations of the European Union and
their efficient application through the developed system of quality infrastructure are a
prerequisite for Serbia’s inclusion in international and European integration flows and
ensuring the free movement of goods and services. Serbia has largely aligned its horizontal
technical legislation, standards and technical regulations with the EU acquis (to date 97% of
standards and about 75% of technical regulations have been taken). In the process of taking over
the harmonised EU legislation, 6 (out of 38) of the areas covered by Negotiating Chapter 1 —
Freedom of movement of goods stagnate, and these are: motor vehicles, construction products,
toys, civil explosives and pyrotechnic articles, cultural goods and eco design, and energy
efficiency. In the non-harmonised area, in accordance with the requirements of the European
Commission for the removal of unnecessary barriers to trade, activities of revising regulations
for the purpose of their harmonisation with Articles 34-36 of the Treaty on the Functioning of the
EU have been initiated. It is necessary to intensify these activities by adopting and implementing
the Action Plan for the regulation of the non-harmonised area. Serbian standards are adopted
in accordance with the Law on Standardisation (Official Gazette of the Republic of Serbia No.
36/09 and 46/15) and the rules of the Institute for Standardisation of Serbia, which are in line
with the rules of international and European organisations for standardisation, as well as the
Code of Good Practice for Development, Adoption and Application of the standards set out in
the Agreement on Technical Barriers to Trade in the WTO. On 1 January 2017, the Institute for
Standardisation of Serbia became a full member of the European Committee for Standardisation
(CEN) and the European Committee for Electro-technical Standardisation (CENELEC), which
significantly facilitated access for Serbian businessmen to the European and other markets, thus
improving their competitive position. Serbia should further harmonise sectoral legislation and
ensure better implementation of the technical requirements and standards (EC 2016 Progress
Report for the Republic of Serbia, page 37).
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Structural reform 15 /MPROVING THE CONDITIONS FOR PRODUCT SAFETY AND
REMOVING BARRIERS TO TRADE

1. Structural reform outline

An efficient and internationally recognised quality infrastructure (QI) system is aimed at
providing safe and good-quality products on the market, which is among the key prerequisites
for improving the competitiveness of the Serbian economy, exports and economic growth. An
efficient QI system provides the Serbian enterprises and industry with a framework for the
implementation of technical regulations and standards for products and management control
systems (safety, quality, environmental protection, etc.). This reform is focused on attaining a
uniform high development level of metrology, standardisation, accreditation and conformity
assessment (CA), as well as the full and efficient implementation of the legislation applicable to
free movement of goods, without unnecessary technical barriers to trade.

The medium-term objective of the reform, in the period from 2018 to 2020, refers to the
improvement of the conditions for product safety and removal of technical barriers to trade
in the following areas: construction products, motor vehicles, chemical products, pyrotechnic
articles/civil explosives, personal protective equipment, medical devices and toys. These areas
are part of the area covered by the Negotiating Chapter 1 - Free movement of goods, which is
the responsibility of several ministries. This reform is in line with the National Programme for
the Adoption of the Acquis (NPAA) and goals of the Strategy for Improvement of the QI System
in RS for the period 2015-2020 and includes: (1) harmonising the legislation with the EU
acquis; (2) regulating the non-harmonised area; (3) an internationally recognised institutional
QI framework.

2. Activities conducted and planned with a view to structural reform implementation

The reform has a wide range of different industrial products. Serbian Standardization Institute
(SSI) took over 98% of European standards into Serbian standardisation. By October 2017,
the Accreditation Body of Serbia (ATS) accredited 547 bodies for Conformity Assessment
(CAB) in different areas. Capacities for assessing product conformity have been strengthened
by implementing the project of procurement of laboratory equipment worth EUR 4.6 m within
the IPA 2013 programme. The CA area is partially harmonised with the EU and regulated
by the Law on Technical Requirements and Conformity Assessment (Official Gazette of the
Republic of Serbia No. 36/2009) preparation of the new law is underway. The fully harmonised
areas are: machine safety, equipment and protective systems intended for use in potentially
explosive atmospheres, noise, safety of lifts, electromagnetic compatibility, recreational crafts,
gas appliances, crystal glass, fertilisers. By the end of 2017, a total of 74 CABs were appointed
in line with technical regulations. Market surveillance is regulated by the Law on General
Product Safety and the Law on Market Surveillance, both aligned with the EU acquis to the
greatest extent

The following has been planned for the next three-year period: harmonise regulations in
accordance with the NPAA and AP for the harmonised area; arrange the non-harmonised area
by implementing AP; strengthen the capacities of line ministries; strengthen the capacity of
authorised bodies (AB) and Quality Insurance institutions and maintain their status in European
and international organisations, as well as strengthen market surveillance. The reform in the
next programming period focuses on the following areas: construction products, motor vehicles,
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chemical products, pyrotechnic articles/civil explosives, personal protective equipment,
medical devices and toys. The Market Inspection Sector, which has 100 market inspectors,
carried out 5,009 controls of product compliance and safety in 2016, issued 589 decisions on
taking corrective and restrictive measures, and filed 573 requests to the competent judicial
authorities for breach of technical and safety requirements for products.

3. Expected impact on competitiveness

Implementation of the planned activities under this reform will directly contribute to the creation
of new, favourable conditions for placing products on the market, since the new regulations and
standards will reduce production costs, increase product quality, reduce testing and certification
costs, which will together increase the competitiveness of local companies. In addition, this
reform provides for more efficient market surveillance that ensures the application of technical
regulations, and therefore the placement of safe products on the market. The new harmonised
legislative framework will lead to the abolition of unnecessary barriers to trade with CEFTA
signatories.

4. Estimated costs and impact on the budget

Funds for financing the reform in the amount of EUR 4.4 million are provided by the 2018
Budget Law. The allocation for financing the reform in 2019 and 2020 is EUR 2.7 million per
each year. Potential non-budget funds are provided for 2018 in the amount of EUR 3.2 million
(the whole amount derives from IPA funds); and EUR 1.7 million for 2019 and 2020 per each
year.

5. Expected impact on employment and gender

Strengthening the competitiveness of the national economy has an impact on the growth of
employment.

6. Potential risks in structural reform implementation

Reduced capacities of the competent institutions for the harmonisation of regulations in
accordance with NPAA and Action Plan for the harmonised area poses a risk that can be
avoided by adequate training and staffing. The lack of cooperation between the competent
institutions, as a potential risk, can be avoided by enhancing cooperation through Negotiating
Group 1, establishing a co-ordination body, improving exchange of information etc. Inadequate
implementation of technical legislation, as a potential risk, can be avoided by cooperating with
the non-governmental sector, Serbian Chamber of Commerce, supervisory bodies, reporting to
the national and European institutions, etc. The potential loss of membership and termination
of agreements with relevant European and international organisations by the national QI
institutions can be prevented by increased oversight of their work, enhanced cooperation, and
exchange of information. One of the possible instruments for reducing and avoiding these risks
is the provision of expert and other forms of support through EU projects and programmes.
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7. Structural reform implementation monitoring indicators

2014 (BV) 2015 2016 2017

The index of the implementation of the rules and
principles of the single EU market and the WTO/TBT / 48 50 51
agreement - TV: 56 (2020)

Share of exporters in the total number of SMEs - TV:
6.5% (2020)

Share of exports in total turnover of the SME sector - TV:
11.5% (2020)

4.3% 4.3% 4.5% 5%

9.1% 9.1% 9.5% 10%

3.7 Area EDUCATION AND SKILLS
a) Analysis of main obstacles

Investment in education is a necessary prerequisite for the development of human capital
because a well-educated and competent workforce is vitally important for the competitiveness
of the economy — it stimulates domestic and foreign investments and enables the development
of products and services of high value added. However, there are many challenges related to
education and skills in Serbia: a low coverage of preschool education, inadequate capacities
of the preschool education system and education in terms of the number of children and the
network of institutions, lower quality of primary education reflected in the students’ ability to
apply the acquired key knowledge and skills, unregulated system of qualifications acquired by
education, low share of population with university degree, labour market mismatches, “brain

)

drain’ ..

The coverage of non-compulsory preschool education is relatively low in Serbia — below
50% (children aged up to 3 years — 22.2%, from 3 to 5.5 years - 39.5%), while the EU standard
is 85%. On the other hand, the coverage of compulsory pre-school education (from 5.5 to 6.5
years of age) is relatively satisfactory and amounts to 96.6%, although there are significant
differences depending on the region observed. In 2016/2017, the network of institutions or
facilities for preschool education comprised 334 preschool institutions with 2,682 facilities,
which are inadequate system capacities from the aspect of the number of children and the
network of institutions (especially in rural and urban areas).

The educational system in Serbia is not sufficiently inclusive as its capacity to respond to the
educational needs of various vulnerable social groups has not been adequately developed, nor
are there appropriate affirmative measures in place for the enrolment of children from lower
socioeconomic background.

About 35% of people over the age of 15 have not completed eight-year primary education or
have only completed eight-year primary education (2011 Census). The quality of primary
education in Serbia is lower than the average in the OECD countries, measured by the
PISA* test in 2012 — 15-year-olds from Serbia scored on average 60 points less than the OECD

42  The Programme for International Student Assessment (http://www.oecd.org/pisa) — the greatest triennial international
survey that tests the skills and knowledge of 15-year-old students. It measures student performance in reading, mathematical
and scientific literacy, and as of 2018 financial literacy. Serbia did not participate in 2015 PISA testing.




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

average of 500. However, according to the results of the 2015 TIMSS* study, students from
Serbia scored above-average results — the average score for Serbia is 518 points, 18 points
higher than the international average. Modernisation of instruction for students from 5" to 8™
grade is implemented by introducing cross-curricular activities as support to underrepresented
entrepreneurial education, aiming to stimulate children towards creative, process-based and
project-based thinking.

Although Serbia is one of the few countries where secondary education is not yet mandatory,
about 95% of students who have completed primary education enrolled in general and
vocational secondary schools in 2016. Due to the labour market mismatches since September
2016, the introduction of the concept of the National Model of Dual and Entrepreneurial
Education has been prepared. The model should provide high school students with intensive
apprenticeship in companies where they would later get a job. In the territory of Serbia, 13.8%
of secondary vocational schools have dual educational profiles. The total number of students
enrolled in 2017/2018 school year was 4,559 (1,482 in schools with dual profiles and 3,077
in schools with dual education elements), while 1,832 companies were willing to become
part of the dual education process. Out of this number, 205 companies were licensed in this
school year for providing work-based learning (67 companies for dual educational profiles and
138 companies for educational profiles with dual education elements). In terms of the local
economic development it is especially important that a number of companies involved be in the
category of small and medium-sized enterprises.

The share of the population with higher education in Serbia is low and amounts to only 10.6%
(2011 Census). The situation is somewhat better when it comes to the share of the active
population with a university degree —24.4% (LFS, 2016). In the field of university education,
some of the key challenges have been identified: enrolment quotas that do not correspond to
market needs (faculties do not operate under performance-based funding system, but are funded
according to the number of departments and teachers), duration of study (approximately twice
as long as the duration of the study program), limited opportunities for acquiring practical
knowledge (the economy does not participate in formulating the curriculum, and students are
not encouraged to work on their professional development outside the faculty), the quality of
research papers is questionable. On the other hand, there is a lack of teaching space (especially
in university centres outside Belgrade), with relatively outdated research equipment, etc.

Current investments in education, due to inadequate education systems, are not sustainable,
as they do not create university educated young people that are competitive in the labour
market. Unemployment among young people aged 15-29 is high, and the unemployment rate
0f29.7% (LFS, 2016) is one of the indicators of the inadequacy of our education system. On the
other hand, the lack of adequate staff* is one of the biggest obstacles in business development,
which is a clear indicator that companies find it harder to find good quality employees. In order
to ensure better matching between supply and demand, systemic monitoring of labour market
needs should be established.

43 Trends in International Mathematics and Science Study, http://www.ipisr.org.rs/timss/o_istrazivanju_timss — the project
of the International Association for the Evaluation of Educational Achievement is carried out once in 4 years, with fourth-grade
and eighth-grade students. It is an achievement test in mathematics and science.

44 Source: Annual survey of the Union of Employers of Serbia.
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b) Report on policy guidance implementation since May 2017

The implementation of SR 16 Qualifications oriented to the labour market requirements means
the implementation of a part of ECOFIN recommendation 6 (develop dual learning in vocational
education and training in close cooperation with social partners and the business community).
The concept of the National Model of Dual and Entrepreneurial Education in Serbia has been
implemented since September 2016, and currently 13.8% of secondary vocational schools in
the territory of the RS have dual educational profiles. The total number of enrolled students in
2017/2018 school year is 4,559 (1,482 in schools with dual profiles and 3,077 in schools with
dual education elements), while 205 companies are licensed to organise work-based learning
(67 companies for dual educational profiles and 138 companies for educational profiles with
elements of dual education).

Structural reform 16 QUALIFICATIONS ORIENTED TO THE LABOUR MARKET
REQUIREMENTS

1. Structural reform outline

The purpose of establishing the National Qualifications Framework (NQF) in Serbia is to
organise and improve the system of qualifications in accordance with the requirements of
socio-economic development, to support the implementation of lifelong learning concept and
facilitate mobility of labour. Once established, the NQF will define what each individual can
and knows to do according to the acquired qualifications. Also, the establishment of a dual
education system will enable high school students to move from the world of education to the
world of work more easily, that is encourage students to be more entrepreneurial and motivate
them to start their own business and join the world of work. The above reforms will bring
benefit to both individuals and individuals, and the society as a whole.

2. Activities conducted and planned with a view to structural reform implementation

A Draft Law on NQF was prepared and a public discussion was held. The Action Plan for the
establishment and implementation of the NQF is under way. A unique qualification database
was set up and 113 qualifications were entered, 59 of which have a qualification standard.
Activities on the development of three sector profiles and development of studies relevant to
the establishment of the NQF system have been initiated.

The Law on Dual Education has been adopted and bylaws are being drafted, which will, among
other things, enable the implementation of the licensing process for business entities for dual
education. The implementation of an analytical system for monitoring and evaluating dual and
entrepreneurial education is under way as well as the development of training for instructors
who will facilitate work-based learning in business entities, and creation of new educational
profiles for the dual education model. In line with the plan, the activities of promotion of dual
and entrepreneurial education were undertaken in 34 cities in Serbia through “The Spirit of
Youth”. New enrolment plan that has been implemented throughout the school year 2017/2018
took into account the needs of the labour market.
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The following has been planned for the next three-year period: in order to establish and
implement the NQF system, adopt the Law on the National Qualifications Framework of
Serbia, establish the Council for NQF, the Agency for Qualifications and Sectoral Councils as
the institutional framework of the NQF, establish the NQF registry, develop non-formal and
informal learning validation system so that qualifications can be acquired both on the basis of
work or life experience through a special procedure, as well as link the NQF with the European
Qualifications Framework.

In order to implement the dual education system, it is planned to establish a commission for
the development and implementation of dual education with the Government of the RS, adopt
bylaws in accordance with the Law on dual education, develop and improve the model of
student cooperatives, student internship and career guidance and counselling, modernise and
create new educational profiles for the dual model of education, as well as establish an analytical
system for monitoring and evaluation of dual and entrepreneurial education.

3. Expected impact on competitiveness

Establishment of the NQF system provides mechanisms for social partnership among all
stakeholders on the labour market: the educational system redefines its offer on the labour
market when it comes to formal education, while on the other hand, non-formal education
service providers can intervene in the market of competences in a fast and efficient manner with
an offer of accredited training programs. By establishing a link with the NQF, qualifications
acquired in Serbia become visible and comparable with qualifications acquired in other
countries, primarily the EU. By implementing dual and entrepreneurial education we expect the
improvement of human capital (knowledge, skills and competences), as well as the improvement
of the competitiveness of business entities operating in Serbia.

4. Expected costs and budgetary implications

The amount of EUR 224,000 for financing the reform is provided by the 2018 Budget Law. The
same amount for financing the reform is envisaged in 2019 and 2020. As for the non-budget
funding of the reform, the following funds were provided: 2018 - EUR 74,794; 2019 - EUR
19.680.

Non-budget support provided for the NQF system amounts to EUR 1.5 million. This amount
is programmed under the IPA 2014 and it is planned to be contracted in 2018. Furthermore,
support for the NQF system will also be implemented through IPA 2016 in accordance with the
sector budget support mechanism.

5. Expected impact on employment and gender

The implementation of reforms will contribute to reducing the gap between education and
labour market needs, ensuring the participation of social partners in the development of market-
relevant qualifications, and therefore confidence in the (market) relevance of the education
system as a whole. Attending dual and entrepreneurship education programmes will improve
the level of competence and employability of students and facilitate their integration into the
world of work.
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6. Potential risks in structural reform implementation

Potential risk can be the low level of participation of business entities and other social partners
in the establishment of the NQF system and in the implementation of the dual education model.

7. Structural reform implementation monitoring indicators

2015 (BV) 2016 2017
Number of accredited qualifications in the qualifications register
(based on qualifications standard and learning outcomes) — TV: 150 0 59 62
(2020)
Number of established contracts between schools and companies 40 62 128
Number of students attending the dual system 510 1,000 4,559

3.8 Area EMPLOYMENT AND LABOUR MARKET

a) Analysis of main obstacles

The Serbian labour market has experienced expansion in the past few years (despite negative
demographic trends), featuring the increase of employment and activation, and the decrease of
unemployment. However, there are still multiple challenges that reduce the quality of the human
capital through the loss of skills, self-confidence and motivation: high youth and long-term
unemployment rates (characteristics of structural unemployment), a considerable proportion
of workers working outside of the formal sector, the inflow of unemployed persons as a result
of the finalisation of the privatisation and restructuring process in state-owned enterprises and
the public sector, inadequate capacities of the public employment service to render high-quality
services, as well as the limited effects of active labour market policies.

Positivelabour market trends in Serbia have persisted, although with effects on employment
below the EU-28 level. The employment rate of the population aged 15 and over was 48.2 % in
Q3 2017 (EU28: 53.6 %, Q2 2017, Eurostat), which shows an increase of 1.4 pp year-on-year.
The employed population grew to 2.9 million (a 2.4 % y-o-y increase) as a result of the increase
in the number of employed persons (2.2 million) in the formal sector by 117 thousand y-o-y (the
most in the Processing Industry and the Accommodation and Food Services), while the number
of people working in the grey economy decreased by 49 thousand y-o-y, to 628,000 informally
employed persons in Q3 (mostly in agriculture).

The informal employment rate stood at 21.8% (LFS, Q3 2017), which was a drop of 2.3 pp
y-0-y. Addressing the high share of informal employment requires a broad range of measures,
in order to mitigate the detrimental effects on the country’s economic development, such as the
decline of tax revenues, limited access of workers to social protection, inadequate employment
contracts, comparatively low wages and vulnerability upon job loss or retirement. A reform
of the labour legislation has been initiated, with special focus on temporary agency work,
temporary engagement in seasonal jobs in certain sectors and social entrepreneurship.

Unemployment in Serbia is at its lowest level in the past few years. The unemployment rate
of the population aged 15 and over was 12.9 % in Q3 2017 (EU-28: 7.6 %, Q2 2017, Eurostat),
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which constituted a year-on-year decline by 0.9 pp. However, the labour market is facing
the challenges of structural unemployment, because a large number of unemployed persons
have been seeking a job for more than a year (the long-term unemployment rate is 7.7 %).
Long-term unemployment leads to the obsolescence of knowledge and, since the probability
of finding a job decreases proportionately to the increase of the length of unemployment, it can
lead to permanent exclusion from the labour market.

Youth aged 15-24 in Serbia, with their unemployment rate of 28.8 % (Q3 2017), are still
in a considerably worse position compared to their peers in the EU (EU-28: 16.9 %, Q2
2017, Eurostat). The decrease of the youth unemployment rate by 0.4 pp year-on-year is not
solely the consequence of the reduced number of unemployed people, but also of the negative
demographic trend, i.e. the shrinking population aged 15-24. Compared to the general population
(15+), the youth employment rate is more than twice lower (23.7 % and 48.2 %, respectively),
whereas the unemployment rate is more than twice higher (28.8 % and 12.9%, respectively).
A particularly vulnerable group in the labour market are youth who are not in employment,
education or training (NEET), whose share in the overall youth population was 17.1 % in Q3
2017 (1.1 pp year-on-year decrease). In Serbia, youth are defined as young persons between
age 15 and 30%, considering that global social changes have contributed to the phenomenon
of “extended youth”, which entails a longer period of education, later transition into the labour
market, as well as later marriage and parenthood. Labour market indicators for youth aged 15-
30 in Q3 2017 had the following values: activity rate — 49.8 %, employment rate — 35.6 % and
unemployment rate — 28.5 %.

Women’s position in the labour market is much more unfavourable than men’s, as shown by
all indicators, and the disparity was the most pronounced between employment rates, where the
difference was 14.7 pp (55.8 % for men and 41.1 % for women, LFS, Q3 2017). Women’s share
in the overall employed population in Serbia was 44.2 % (LFS, Q3 2017), although their share
in the overall general population was 51 % (2011 Population Census).

Labour market reintegration of redundant workers still poses a challenge, considering that
there are still 144 enterprises with unresolved status in the Privatisation Agency’s portfolio, with
more than 50,000 employees. Severance pay was disbursed to more than 25,000 employees
who were made redundant in 2015 and 2016. The total reduction in the number of public
sector employees by September 2017, compared to the end of 2014, was about 28,500 persons,
mostly through natural employee attrition. After several cycles of comprehensive labour force
rightsizing, there are now 6.4 public administration employees per 100 people in Serbia, while
the European Union average is 8.5, which ranks Serbia among the European countries with the
smallest public administration staff.

The public employment service in Serbia lacks human resources and infrastructure for
rendering high-quality support to unemployed persons, especially for improving the labour
market position of the prioritised categories (youth, redundant workers, long-term unemployed
persons, financial social assistance recipients, women etc.). Employment counsellors are
facing a heavy workload (the current average workload is 1,180 unemployed persons per one
employment counsellor), which decreases the efficiency and implementation of ALMPs and
hampers the targeted inclusion of unemployed persons in those ALMPs that contribute the
most to their more competitive participation in the labour market.

45  Law on Youth (RS Official Gazette No 50/11)
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In order to ensure better matching of labour supply and demand, i.e. the pairing of job seekers
and employers who offer jobs, the key challenge is to establish the systemic monitoring of
the skills gap in the labour market. It is necessary to improve counselling methods and
techniques in dealing with the unemployed and employability assessment on a case-by-
case basis in line with the characteristics of individuals (education level, work experience,
additional sets of knowledge and skills, gender etc.) and of the labour market. The process of
certification of the NES employment counsellors has begun as part of a World Bank project.

b) Report on policy guidance implementation since May 2017

The implementation of SR 17 - Improving the effectiveness of active labour market policies with
special emphasis on youth, redundant workers and the long-term unemployed covers a part of
the ECOFIN Recommendation 6 (target active labour market measures to vulnerable groups,
including social assistance beneficiaries). The National Employment Action Plan for 2017
(RS Official Gazette No 92/2016) specifies hard-to-employ categories of unemployed persons
that should be prioritised for inclusion in all active labour market programmes and measures,
and they include fit-for-work recipients of financial social assistance. The Action Plan further
prescribes that at least 70 % of the unemployed persons included in a public works scheme
should come from hardtoemploy groups. Moreover, financial social assistance recipients are
specifically recognised as one of the target categories for subsidies aimed at the employment
of unemployed persons. In addition, with a view to the provision of integrated services for
financial social assistance recipients, i.e. for their adequate and timely labour market integration
or reintegration, cooperation protocols were also signed in 2017 between centres for social work
and the NES branch offices. As a result of these activities, in 2017, a total of 11,461 financial
social assistance recipients were included in active labour market policies.

Structural reform 17. IMPROVING THE EFFECTIVENESS OF ACTIVE LABOUR MARKET
POLICIES WITH SPECIAL EMPHASIS ON YOUTH, REDUNDANT WORKERS AND THE
LONG-TERM UNEMPLOYED

1. Structural reform outline

The promotion of efficiency and effectiveness of active labour market policies (ALMPs) based
on an analysis of labour market needs and the status of certain categories of unemployed persons,
as well as the effects of implemented ALMPs, should contribute to a timely, adequate and
proper integration or reintegration of the unemployed in the world of labour. The development
of a system of early profiling of the unemployed as an integral part of the NES reform (by
improving counselling methods and techniques and employability assessments) and inclusion
of'youth, redundant workers and the long-term unemployed in ALMPs through service packages
contributes to higher employability and employment, i.e., to a more competitive position in the
labour market. The ALMPs are implemented in line with the annual National Employment
Action Plan (NEAP), as the core instrument for operationalising the strategic goals set out in
the National Employment Strategy 2011-2020. This reform is also aligned with the objectives
defined in the Employment and Social Reform Programme (ESRP) and National Youth Strategy
for the period 2015-2025.
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2. Activities conducted and planned with a view to structural reform implementation

Within the reform of the NES, aimed at improving the quality of the NES services, including
through staff capacity building by establishing the system for internal certification and training
of employment counsellors, 542 (85.2 %) employment counsellors were included in the
certification process (tested) in 2017, and 486 (76.4 %) counsellors received certificates (out
of the total of 636 employment counsellors / PWD employment counsellors in the NES). As
regards the target groups of this structural reform — youth, redundant workers and the long-
term unemployed, the total number included in ALMPs in the period 1 January — 30 September
2017 was: 40,862 young people (20,988 women) or 29.1 % of the total number of persons
in this category (140,405 persons, among whom 73,244 women); 9,646 redundant workers
(5,585 women), or 20.5 % of the total number of persons in this category (46,982 persons,
among whom 25,239 women), and 58,197 long-term unemployed persons (31,921 women), or
13.4 % of the total number of persons in this category (433,909 persons, among whom 233,360
women).

The document titled National Employment Strategy 2011-2020 Effectiveness Assessment for
the First Five Years of Implementation and Identification of the Further Courses of Action
until 20200 has been finalised, and the analyses Assessment of the Scope, Scale and Effects of
LEAPs in the Period 2010-2016%, Appraisal of the National Budget Expenditures in the Period
2013-2015 on Policies Aimed at Increasing Youth Employability and Employment and Analysis
of Subsidised Employment Measures*® have been conducted. Evaluation has been undertaken
of the service package for youth and the ALMPs — on-the-job training and apprenticeship
training — provided by the NES, as well as of the set of measures supported by the MoYS and
implemented by youth offices and civil society organisations, and recommendations have been
provided for enhancing the effectiveness of the measures targeting unemployed youth. The
findings and recommendations of the analyses were used within the National Employment
Action Plan for 2018, which was adopted in December 2017 and which determines objectives
and priorities of the labour market policies in 2018.

Support to associations and local government units has continued in 2017 through funds
provided for 31 projects that are currently in progress.

Four regional meetings were organised to discuss The Role of Local Government Units in
Achieving Employment Policy Objectives, with a view to intensifying the dialogue between the
national and local levels, exchanging the experiences between local government units and local
employment councils about the process of local employment action plan implementation. The
meetings were attended by 166 representatives of 70 local government units, NES, MoLEVSA,
other institutions and social partners, donors and experts.

The following has been planned for the next three-year period: Further improvement of the
employment policy in line with the elements specified in the national Action Plan for Chapter
19; Enhancing the employability and stimulating the employment of hard-to-employ categories

46  In cooperation with the International Labour Organization, the World Bank and the European Commission.

47  With support of the technical assistance project under the IPA programme.

48  Within the project “Support to the Implementation of the Employment and Social Reform Programme (ESRP) in Serbia
with a Focus on Youth Employment and Employability Policies”. The project is funded by the Government of the Swiss Con-
federation through the Swiss Agency for Development and Cooperation, and implemented by the Social Inclusion and Poverty
Reduction Unit in cooperation with MoESTD, MoLEVSA and MoYSS.
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through the implementation of target-oriented active labour market policies; Capacity building
of authorities responsible for employment affairs in order to ensure better targeting and higher
efficiency of active labour market policies, especially of the NES, through the reform of this
institution; Improvement of the methods and techniques for monitoring and evaluation of
active labour market policies; Development and strengthening of cooperation among local-
level stakeholders and coordination of their activities in the employment policy system; the
adoption of Action Plan for the Implementation of the National Youth Strategy 2018-2020,
which will be a basis for Ministry of Youth and Sport to continue with implementation of
activities which will enhance conditions for employment, self-employment, entrepreneurship
and youth employment.

3. Expected impact on competitiveness

The involvement of youth, redundant workers and the long-term unemployed in ‘targeted’ active
labour market policies, according to personal characteristics and preferences and in accordance
with gender equality principles, especially if the goal of such policies is the acquisition of
knowledge, skills and work experience, employment/engagement or entrepreneurship
development, contributes to enhancing the position of these groups in the labour market
and the prevention of unfavourable migration flows in the form of brain drain (especially of
youth) and work in the grey economy. Furthermore, the implementation of ALMP programmes
and measures decreases the disparities among the development levels of regional and local
labour markets and contributes to employment policy decentralisation, i.e. the creation and
implementation of policies tailored to the status, trends, needs and possibilities of local labour
markets, which leads to the evolution of a stable and sustainable labour market characterised
by high-quality human capital as a precondition for the growth of economic and investment
activities.

4. Expected costs and budgetary implications

Funds for financing the reform are provided by the 2018 Budget Law and they amount to EUR
5.2 million baring the fact that expected direct effect on budget revenue amounts to EUR 29,2
million. The same amount (EUR 5.2 million) for financing the reform is envisaged in 2019 and
2020 per each year.

Note: Transfer of funds to the National Employment Service, for active employment policy
measures were cancelled, which relieved the Serbian Budget and did not diminish the funds
for the implementation of measures, which are primarily aimed at encouraging employment
and improving the position in the labour market of unemployed persons classified to hard-to-
employ category. The amount of EUR 29.2 million was planned for the active employment
policy measures for 2018. and provided in the National Employment Service Financial Plan
for 2018, and will be financed from contributions for compulsory unemployment insurance
(which is in accordance with Article 59 of the Law on Employment and Insurance in the Case
of Unemployment).

5. Expected impact on employment and gender
Equal inclusion of unemployed men and women in ALMPs is planned in order to increase

equal employment opportunities. The improvement of active labour market policies, especially
the service package for youth, as well as the implementation of the programmes and measures
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funded from the national budget, will help young people to acquire knowledge, skills and work
experience that is important for their quicker school-to-work transition, social empowerment
and career management.

6. Potential risks in structural reform implementation

The inactivity of the unemployed in the labour market; the mismatch between supply and
demand, i.e., the mismatch between knowledge, skills, and competences of the unemployed
and employers’ requirements; lack of interest on the part of employers for employing/engaging
hard-to-employ persons; inadequate capacities of the NES.

7. Structural reform implementation monitoring indicators

2014 (BV) 2015 2016

Long-term unemployment rate (the share of persons who have
been unemployed longer than one year in the total active 12.8 % 11.3 % 9.9 %*
population) =TV 7 % (2018)

Number of people employed/engaged through active labour
market policies - TV 30,000 (2018)

Long-term youth (15-29) unemployment rate (the share of
unemployed young people who have been unemployed longer 21.1% 18.9 % 14.5 %*
than one year in the total active population) - TV 7 % (2018)

16,800 41,891*%  37,212%%*

* LFS, SORS
** National Employment Service Performance Agreement / Implementation Report
**% 2016 NEAP Implementation Report.

3.9 Area SOCIAL INCLUSION, POVERTY REDUCTION AND EQUAL OPPORTUNITIES
a) Analysis of main obstacles

The level of expenditures on social protection is consistent with the current development level
in Serbia, so the key challenge in the area of social and child protection is the reallocation of
these funds among the existing schemes in order to increase their accessibility. Since poverty
is widespread and affects various population groups, often by multiple deprivation factors, the
fundamental issues are: lack of links among centres for social work and with other institutions,
absence of social cards, insufficient quality of services, as well as poor control and regulatory
mechanisms.

Poverty in Serbia is widespread, considering that the absolute consumption poverty rate*
shows that between 6 % and 7.6 % of the total population of Serbia has not been able to meet
even its basic needs in recent years (7.3 % in 2016). According to another indicator, 38.7 %
of the population (2.7 million people) were at risk of poverty or social exclusion in 2016%°,
suggesting that the risk in Serbia was greater than in the European Union countries (EU-28:
23.8 %, SILC, 2015). The at-risk-of-poverty threshold (the relative poverty line) was RSD
15,416.00 (EUR 123.5) on average per month for a single-person household.

49  Source: Household Budget Survey, 2008-2016, SORS
50  Source: Survey on Income and Living Conditions (SILC), SORS
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The inequality of income distribution is high, as indicated by the income quintile share ratio
(S80/S20) — the most affluent 20 % of the population had 9.7 times higher equivalised income
compared to the poorest 20 %, and the Gini coefficient, which stood at 38.6 (which is above its
average value in the EU-28 — 31, SILC, 2015).

Poverty dynamics varies by age groups and employment status. The most exposed to the
risk of poverty are persons in the 18-24 age bracket (32.7 %) and persons under 18 years of
age (30.2 %). Considered by employment status, the most exposed group among persons aged
18 and over are the unemployed (48 %). The risk of poverty of children is largely influenced
by their parents’ labour market status, especially in conjunction with limited access to social
services. In Serbia, as in many other countries, certain groups are particularly disadvantaged,
most notably the Roma, especially those in informal settlements, as well as internally displaced
persons, persons with severe disability, the elderly without pensions, individuals with no/low
education and the non-urban population. Many poor households are affected by multiple
deprivation factors, which requires complex interventions of a preventive nature, as well as
active inclusion measures that combine cash benefits, employment/activation of beneficiaries
and high-quality integrated social services.

The expenditures on social protection in Serbia in 2016 amounted to 23.4 % of the GDP
(SORS). However, expressed in purchasing power standards, the expenditures amounted to
only 2,397 PPS per capita®, i.e. three times lower than in the EU-28 (7,905, 2014, Eurostat).
Lower expenditures than Serbia’s, expressed in purchasing power standards per capita, were
recorded in Turkey and Romania.

The structure of expenditures on social assistance and transfers is dominated by expenditures
on pensions, whose GDP share decreased from 12.1 % in 2015 to 11.8 % in 2016%. The
expenditures on social assistance amount to approx. 3.7 % of GDP, which is consistent
with the current development level and is comparable with the levels of expenditures for this
purpose in the Southeast European countries. However, the reallocation of these funds among
the existing schemes is a challenge, since a large number of socially vulnerable persons do
not receive financial social assistance although they should, whereas, on the other hand, social
protection rights are also exercised by individuals who are not socially vulnerable (e.g. child
allowances are also awarded to more financially secure families).

The solution to this problem requires the introduction of an integrated system for the
creation of social cards by linking a large number of various institutions (Tax Administration,
Mol, Real Estate Cadastre etc.), because centres for social work conduct their activities in a
closed environment of local IT systems which are linked neither to each other nor to other
institutions and/or registries. On the one hand, this extremely complicates the procedures for
clients / social protection beneficiaries, who are burdened by requirements to submit extensive
documentation, whereas on the other hand, it increases the risks of abuse, thus impairing the
funds distribution equity.

Social assistance (provided by centres for social work) and employment support services and
measures (provided by the NES) require better integration and coordination in order to
resolve the problems of persons in need of social protection. Another challenge in the field of

51 PPS — Purchasing Power Standards
52 Source: Consolidated Government Balance, Ministry of Finance
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social protection concerns the continuous improvement of service quality, strengthening
of control and regulatory mechanisms, monitoring and evaluation. The social protection
inspection banned the operation of 125 illegal elderly care homes in the period 2014-2017. 24
bans for illegal elderly care homes were issued in 2017 (93 bans since 2013 through 2017).

Gender equality is still not at a satisfactory level. Serbia is the first non-EU country to
introduce the Gender Equality Index, and the data indicate that it lags behind the EU Member
States’ average in all gender equality domains (except the domain of power), with a serious
gap in the domains of work and money. The pay gap between women and men in Serbia
stands at 11 %>, which means that employed women earn 11 % less than men®*. Although
women account for 51 % of the general population, there are still fewer of them among
decision-makers: women hold 35.6 % of the seats in the parliament, and 23 % of offices in
the Government. When it comes to managerial positions in public enterprises, the situation
has improved, because women accounted for as many as 22 % of general managers and board
members in 2016, which was an increase of 9 pp compared to 2015 (one of the indicators for
SR 10 — Public Enterprise Reform).

Structural reform 18. /IMPROVING THE ADEQUACY, QUALITY AND TARGETING OF
SOCIAL PROTECTION

1. Structural reform outline

Includes two measures: Measure 1. Increasing the adequacy of cash benefits and improving the
accessibility and quality of social services by amending the legislation; and Measure 2. Linking
different sectors’ information systems to ensure that beneficiaries can exercise their social rights
without administrative barriers, thus ensuring better targeting of overall social assistance.

The prerequisites for enhancing the adequacy of cash benefits are: higher weights (benefits)
for children and youth with disabilities, relaxation of property-related requirements, primarily
by increasing the land ownership ceiling depending on soil quality for elderly households,
increasing the adequacy of the child allowance scheme for children with disabilities and
increasing the coverage of poor children, linking cash benefits to corresponding services,
reviewing the rationale for the existence of the attendance allowance under two systems (the
pension and disability insurance system and the social protection system) and an analysis of the
basic attendance allowance amount.

The activities contributing to the accomplishment of the objectives (consistent and high-quality
social services within the mandate of local governments) include: amendment of current and
adoption of new regulations in the field of control and regulatory mechanisms, strengthening
of control services (in terms of staff number and expertise), a review of the benchmarks and
criteria for costing social services, harmonisation of social service standards with the voluntary
European Quality Framework for Social Services, the application of the mechanism of earmarked
transfers to underdeveloped municipalities for funding social services in compliance with the

53 Source: Gender Pay Gap in the Western Balkan Countries: Evidence from Serbia, Montenegro and Macedonia, FREN.
54 By comparing the earnings of women and men with the same education, work experience and occupations, the authors
of this study concluded that women in Serbia would have to work additional 40 days in a year in order to earn as much as men
with the same labour market profile do.
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Budget System Law, as well as the further involvement of as many different actors as possible,
including civil society organisations, in the system of social service providers, while paying
attention to the quality of the services, through strengthening the social protection inspection
and the establishment of the oversight of social service providers’ professional work.

The linking of information systems of different MOLEVSA departments, as well as between
relevant institutions, will reduce administrative barriers for social protection beneficiaries,
accelerate the exercise of social protection rights and enhance analytical capacities; enable
centres for social work to access the records of other public authorities when deciding on clients’
applications and enable them to obtain certain types of evidence relevant for the procedure
by themselves, which shortens the process and thereby improves access, while at the same
time functioning as a control mechanism. This will also shorten the procedures and decrease
administrative obstacles, while reducing the scope for potential abuse.

2. Activities conducted and planned with a view to structural reform implementation

The Law on Financial Support to Families with Children was passed (December 2017). The
Decree on Earmarked Transfers was adopted in March 2016 and is implemented through the
allocation of earmarked funds in line with the amount planned in the RS Budget for the current
year. The Draft Law Amending the Law on Social Protection is under preparation. Until the end
2017, 326 licenses were issued to social protection organizations for the provision of services.

The following has been planned for the next three-year period: Revision of the benchmarks
and criteria for costing social services; Increase of the weights (benefits) for children and youth
with disabilities, and relaxation of property-related requirements, primarily by raising the land
ownership ceiling depending on soil quality for elderly households; Completion of the process
of service standardisation and the licensing of social service providers and professionals,
introduction and upgrading of training programmes, as well as the preparation of relevant bylaws;
Improvement of the quality of social services; Alignment of social protection regulations with
a view to linking different sectors’ information systems; Linking of cash benefits to relevant
services; Review of the rationale for the existence of the attendance allowance under two systems
(an insurance-based allowance and a social benefit) and an analysis of the basic attendance
allowance amount; Improvement of cash benefits adequacy; Expansion of regional foster care
and adoption centres and the design and improvement of their control function; Strengthening
of inspection services (increasing the number of staff, introducing a new organisation and
modality of operation).

3. Expected impact on competitiveness

A precondition for increasing competitiveness and achieving economic growth is the existence
of a system that can ensure the right to adequate and accessible social protection for its citizens.

Improved adequacy of cash benefits, higher quality of social services, increased accessibility
of services, established control mechanisms in the social protection system, enhanced work
efficiency and time savings of centres for social work, facilitated access to entitlements and
services, improved coverage of cash benefits, more equitable funds distribution and enhanced
cooperation of various sectors.
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4. Expected costs and budgetary implications

The amount of EUR 227.7 million for financing the reform is provided by the 2018 Budget
Law. Planned budget funds for financing the reform in 2019 amount to EUR 244 million, i.e.
EUR 258.7 million in 2020.

5. Expected impact on employment and gender

Job creation in the social protection system as a result of the completed process of standardization
of services and licensing of new social protection institutions and professional workers.

6. Potential risks in structural reform implementation

Untimely adoption of the amendments to the Law on Social Protection, as well as the reduction
ofthe overall financial envelope for these purposes. In order to establish a single social protection
information system, it is necessary to link several institutions, as well as to open their databases,
which poses one of the greatest potential risks to the implementation of this measure.

7. Structural reform implementation monitoring indicators

2014 (BV) 2015 2016

Share of FSA recipients’ net income in the at-risk-of-poverty
threshold for single-person households — TV 80% (2020)

Share of FSA beneficiaries’ net income in the at-risk-of-poverty
threshold for households with two adults and two children - TV 69% 68%
80% (2020)

57% 53%
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V. BUDGET IMPLICATIONS OF STRUCTURAL REFORMS

Total amount of costs planned for implementation of structural reforms in 2018 is EUR 566
million, and the estimated positive effects on budget revenues in the same period (based on
an increase in production and employment, more efficient administrative processes, better
collection of revenues, lower budget allocations due to increased efficiency and liquidity of
state enterprises) amount to EUR 56 million. Total net budgetary impact in 2018 is estimated
at EUR - 622 million.

Funds for implementation of structural reforms in 2018 are planned in accordance with the
2018 Budget Law (“Official Gazette of the Republic of Serbia”, No. 113/2017), budget and loan
funds, donations inflows, or from other sources. Given that in the 2018 there was a negative
net budgetary impact, it is necessary to bear in mind that a direct impact on the budgetary
expenditures is expected from those that are given, since the presented effects are planned
for the implementation of structural reforms as well as the regular activities which are the
starting point for their implementation. Funds from the budget of the Republic of Serbia for
the implementation of structural reforms in 2019 and 2020 must be planned in accordance
with the allocated limits for the owners of the reforms during the budget procedure. Due to the
implementation of fiscal consolidation measures, the provision of additional financial resources
for the implementation of structural reforms in 2018 and 2019 is not possible given the limited
balance possibilities and the limits that the Ministry of Finance designates for the owners of the
reforms.

The direct effects of each individual reform on budgetary expenditures have been reported in
accordance with the 2018 Budget Law. Listed positive effects on the budget are assessed and
represent positive risks, rather than an integral part of the scenarios from the Medium-Term
Macroeconomic Framework (Chapter 2 of the ERP). Also, for each structural reform, funds
from other sources, such as EU IPA funds, loans, donations, international financial institutions,
have been allocated.

Detailed information on the effects of the implementation of structural reforms on the budget
and potential non-budgetary financing are presented in Table 10 in the Annex section.
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VI. INSTITUTIONAL ISSUES AND STAKEHOLDER INVOLVEMENT

The activities on the development of ERP for the period 2018-2020 started immediately after
obtaining the EC guidelines in June 2017. The introductory meeting, chaired by the Minister
of Finance, was held on 12 September 2017, with the participation of ERP coordinators from
line ministries and other relevant institutions of the Republic of Serbia (NBS, NES, SORS),
representatives of the OECD and the EU Delegation. The meeting was used to presented the
results achieved in the previous period, the new EC Guidelines for the preparation of ERP
2018-2020, the recommendations of the ECOFIN Council and the activity plan. In order to
ensure more comprehensive involvement of civil society in the process of preparation and
subsequent implementation of ERP, on the same occasion, on 12 September 2017, the Platform
for monitoring the implementation of the implementation of the ERP 2018-2020 program and
the Employment and Social Reform Program (ESRP) in the process of European integration.
The platform’s subscribers were the Minister of Labor, Employment, Veterans and Social
Affairs, the Minister of Finance and the Manager of the Social Inclusion and Poverty Reduction
Team, together with representatives of civil society gathered in the National Convention on the
European Union (European Movement, Center for European Policies, NALED and Foundation
Center for Democracy). The aim of this initiative is to establish an effective dialogue between
the Government of the Republic of Serbia and civil society in the Republic of Serbia on
the implementation of the most important reform measures for the economic and social
development of the Republic of Serbia contained in the relevant fields of the ERP and the
ESRP. The implementation of the Platform has resulted in very useful and tangible analytical
documents such as: Horizontal Overview of the Economic Reform Program, Transformation
of the Tax Administration, Improvement of the National Quality Infrastructure System, Raising
the Competitiveness of the Manufacturing Industry, Development and Improvement of National
Broadband Communications Infrastructure and Unique Electronic Contact Point. Also, within
the Working Groups in the National Convention on the European Union, 10 thematic sessions
were held where relevant analytical representations were presented, which was am opportunity
for civil society representatives to ask questions, provide comments and suggestions for
amending ERP 2018-2020. The results of these meetings in the form of presentations, analytical
reviews and infographics were presented to the public on social networks and on the websites
of the supporters of the Platform (for details refer to Annex 1 of the document).

The Republic of Serbia has a developed structure for intersectoral coordination of the ERP, and
ERP coordinators have been appointed at the highest level, demonstrating high commitment
to and ownership of the process of drafting the document. With a view to further enhancing
ownership of the process, this year the Working Group for ERP Development and Monitoring
has been formalised by Minister’s decision (the Decision Establishing the Working Group is
given in Annex 2).

In accordance with the established practice, the first part of the document (Chapters 1-3),
regarding the macro-fiscal framework, has been developed by the Ministry of Finance and
the National Bank of Serbia, relying, for the most part, on the Fiscal Strategy for 2018 with
Projections for 2019 and 2020. The work on the preparation of Chapter 4 —Structural Reforms
for the Period 2018-2020 and Chapter 5 — Budgetary Implications of Structural Reforms, has
been coordinated by the Republic Secretariat for Public Policy and the Ministry of Finance.
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By the end of October 2017, an update of the diagnostics in each area was carried out and the
information on the implementation of the priority structural reforms for the period 2017-2019
was collected NS carried out. Also, a Preliminary List of Structural Reforms for 2018-2020
was drafted, based on the agreement reached at the meeting of the ERP Coordinator on 17
October 2017, and subsequent bilateral meetings and consultations with the relevant authorities.
Comprehensive consultations with representatives of the EC were carried out between 20-22
November 2017. Comprehensive ERP 2018-2020 draft was completed by mid-December 2017.
After completing the consultations with interested parties, and upon completing the internal
procedures, the document was adopted by the Government of the RS and submitted to the EC
by the end of January 2018.

Special attention in the fourth cycle of ERP drafting process was given to consultations with
representatives of the civil sector and the professional public, which was further strengthened
and carried out in two cycles this year. The National Convention on the European Union
plays an important role in the consultation process, as a permanent body within which a
thematically structured debate is held between non-governmental organizations, experts,
business, trade unions, professional organizations, political parties and representatives of the
state administration on the accession of the Republic of Serbia to the European Union, and it
has more than 600 members. The first consultation cycle was held on 170ctober 2017 - after
the Preliminary List of Structural Reforms was drafted and published on the websites of the
Ministry of Finance, the Public Policy Secretariat, the Office for Cooperation with Civil Society
and the National Convention on the EU from November 9-24 2017. Subsequently, a meeting
with representatives of civil society on the Preliminary List of Structural Reforms was held on
20 October 2017. In addition to the numerous presentations at meetings with representatives
of civil society gathered in the National Convention on the EU, representatives of local self-
governments were also consulted through the participation of the representatives of the MoF
at the Annual Assembly of the Standing Conference of Towns and Municipalities (SCTM) on
12 December 2017. The consultative meeting with the relevant National Assembly of Serbia
was held on 15 December 2017, where the Minister of Finance presented the ERP preparation
process, as well as a review of structural reforms. The final conference on the Platforms for
ERP and ESRP, summarizing the results of the pilot phase of the Platform implementation,
was held on 21 December 2017. In the second phase of consultations, the draft ERP 2018-2020
was published on the websites of the Ministry of Finance website, the Republic Secretariat
for Public Policy, the Office for Cooperation with Civil Society, and the National Convention
on the EU in the period from 29 December 2017 to 19 January 2018, and the final discussion
on the draft ERP with representatives of stakeholders with the participation of the Minister of
Finance was held on 19 January 2018. Stakeholders’ comments are largely integrated into the
final ERP 2018-2020, which contains a final list of 18 structural reforms. A detailed overview
of stakeholder consultations is provided in Appendix 1.
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VIl. Annexes

Table 10. Budgetary Implications of Structural Reforms

Policy description

2017

2018

2019

2020

Structural reform 1. TAX ADMINISTRATION TRANSFORMA-
TION

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-4,585,664

-5,638,464

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

4,585,604

5,638,464

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 2. IMPROVED CAPITAL INVESTMENT
MANAGEMENT

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

0

C. Possible non-budgetary financing, in EUR

161,626

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 3. ENERGY MARKET DEVELOPMENT

COUPLED WITH ENERGY INFRASTRUCTURE CONSTRUC-

TION

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

7,355,600

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

7,355,600

C. Possible non-budgetary financing, in EUR

13.378.055

14.089.341

14.915.476

29.126.587

C.1. Of which committed IPA funding including WBIF funding, in
EUR

178.000

1.429.000

4.650.000

1.851.000

Structural reform 4. IMPROVING THE CAPACITY AND
QUALITY OF INFRASTRUCTURE AND SERVICES IN THE
AREA OF TRANSPORT

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-11,800

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

11,800

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 5. REFORM OF RAILWAYS

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-84,811,800

-84,811,800

-84,811,800

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

84,811,800

84,811,800

84,811,800
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C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 6. IMPROVEMENT OF THE COMPETI-
TIVENESS AND STATUS OF AGRICULTURAL HOLDINGS

A. Duration of the reform*
B. Net direct budgetary impact (if any), in EUR -15.072.000 -61.512.304 -79.225.000 -79.225.000

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR 15.072.000 61.512.304 79.225.000 79.225.000
C. Possible non-budgetary financing, in EUR 13.700.000 14.605.560 36.417.000 36.417.000
gl_lkafWthh committed IPA funding including WBIF funding, in 13.700.000 14.605.560 36.417.000 36.417.000

Structural reform 7. RAISING THE COMPETITIVENESS OF
THE PROCESSING INDUSTRY

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR 5.600.000 8.576.000 8.576.000 8.576.000
B.1. Direct impact on budgetary revenue, in EUR 12.000.000 15.000.000 15.000.000 15.000.000
B.2. Direct impact on budgetary expenditure, in EUR 6.400.000 6.424.000 6.424.000 6.424.000

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 8. PACKAGE OF MEASURES TO IMPROVE
ACCESS TO FINANCE FOR SMEs

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR -89.736.320 -152.312.000 | 776.000 776.000
B.1. Direct impact on budgetary revenue, in EUR 12.000.000 12.000.000 12.000.000 12.000.000
B.2. Direct impact on budgetary expenditure, in EUR 101.736.320 164.312.000 11.224.000 11.224.000
C. Possible non-budgetary financing, in EUR 20.000.000

gLI/ROf which committed IPA funding including WBIF funding, in 20.000.000

Structural reform 9. THE INTRODUCTION OF CORPORATE
GOVERNANCE IN PUBLIC ENTERPRISES

A. Duration of the reform*
B. Net direct budgetary impact (if any), in EUR -52.000 141.256 141.256 141.256

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR 52.000 141.256 141.256 141.256
C. Possible non-budgetary financing, in EUR 130.000

C.1. Of which committed IPA funding including WBIF funding, in

EUR

Structural reform 10. SIMPLIFICATION OF PROCEDURES
AND OTHER CONDITIONS FOR DOING BUSINESS

A. Duration of the reform*
B. Net direct budgetary impact (if any), in EUR -249.672 -88.589 0 0

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR 249.672 88.589
C. Possible non-budgetary financing, in EUR 684.151 1.754.961 1.376.088 1.252.543
gékOfWhiCh committed IPA funding including WBIF funding, in 414180 724815 517.725 414.180

Structural reform 11. IMPROVING THE EFFECTIVENESS
OF INSPECTION OVERSIGHT

A. Duration of the reform*
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B. Net direct budgetary impact (if any), in EUR

-560,000

-1,231,056

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

560,000

1,231,056

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 12. IMPROVEMENT OF THE GEOSPATIAL
SECTOR AS SUPPORT TO INVESTMENT DECISION-MAK-
ING PROCESS

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-2,831,774

-3,700,000

-3,100,000

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

2,831,774

3,700,000

3,100,000

C. Possible non-budgetary financing, in EUR

750,000

250,000

C.1. Of which committed IPA funding including WBIF funding, in
EUR

250,000

250,000

Structural reform 13. PROGRAMME SUPPORTING INNOVA-
TIONS AND TECHNOLOGICAL DEVELOPMENT IN THE
PUBLIC AND PRIVATE SECTORS

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-45.251.064

-49.250.066

-47.492.888

-46.600.000

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

45.251.064

49.250.066

47.492.888

46.600.000

C. Possible non-budgetary financing, in EUR

1.169.696

2.804.662

1.609.613

250.000

C.1. Of which committed IPA funding including WBIF funding, in
EUR

836.336

2.471.329

1.276.280

250.000

Structural reform 14. DEVELOPMENT AND IMPROVEMENT
OF THE NATIONAL BROADBAND COMMUNICATIONS IN-
FRASTRUCTURE

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-1.076.368

-910.408

-646.408

-646.408

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

1.076.368

910.408

646.408

646.408

C. Possible non-budgetary financing, in EUR

50.000.000

58.000.000

58.000.000

58.000.000

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 15. IMPROVING THE CONDITIONS FOR
PRODUCT SAFETY AND REMOVING BARRIERS TO TRADE

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-9.614.424

-4.433.656

-2.683.760

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

9.614.424

4.433.656

2.683.760

2.746.768

C. Possible non-budgetary financing, in EUR

5.300.000

3.161.088

1.713.368

1.713.368

C.1. Of which committed IPA funding including WBIF funding, in
EUR

5.300.000

3.161.088

0

0

Structural reform 16. LABOUR MARKET NEEDS ORIENTED
QUALIFICATIONS

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-224.000

-224.000

-224.000

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

224.000

224.000

224.000
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C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR (and in 2018 — IPA 2016 — SBS)

20.463

74.794

19.680

Structural reform 17. IMPROVING THE EFFECTIVENESS
OF ACTIVE LABOUR MARKET POLICIES WITH SPECIAL
EMPHASIS ON YOUTH, REDUNDANT WORKERS AND THE
LONG-TERM UNEMPLOYED

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

17.240.000

24.040.000

-5.160.000

-5.160.000

B.1. Direct impact on budgetary revenue, in EUR

22.400.000

29.200.000

B.2. Direct impact on budgetary expenditure, in EUR

5.160.000

5.160.000

5.160.000

5.160.000

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Structural reform 18. IMPROVED ADEQUACY, QUALITY AND
TARGETING OF SOCIAL PROTECTION

A. Duration of the reform*

B. Net direct budgetary impact (if any), in EUR

-229.613.488

-227.685.520

-244.143.096

-258.698.152

B.1. Direct impact on budgetary revenue, in EUR

B.2. Direct impact on budgetary expenditure, in EUR

229.613.488

227.685.520

244.143.096

258.698.152

C. Possible non-budgetary financing, in EUR

C.1. Of which committed IPA funding including WBIF funding, in
EUR

Total net budgetary impact

-372.971.000

-565.822.293

-458.876.208

-472.001.384

Total impact on budgetary revenue

46.400.000

56.200.000

27.000.000

27.000.000

Total impact on budgetary expenditure

419.371.000

422.022.293

458.876.208

499.001.384

* Indicate start (and, if needed, end) with an “X” mark
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Table 11. Planned schedule for implementing the structural reforms

Structural Reform 1 74X ADMINISTRATION
TRANSFORMATION

2018

2019

2020

(9]

02

03

04

(9]

02

Q3

04

01

02|03

04

Staff retention plan, considering gradual change in age structure

Activities related to the improvement of the risk management
system

Harmonized proposal for the new organizational structure based on
the concept of the organizational separation of ancillary work from
the main activities of the tax administration and consolidation of
the core tax administration in fewer locations

Review and revise Law on Tax Procedure and Tax Administration
regarding the application of indirect calculation methods and
assessment methods used for inspection of taxpayers’ bookkeeping
data based on risks/operations

Start of preparations for the implementation and implementation of
the adopted proposal for the new organizational structure

- Consolidate administration of basic taxes in a smaller number of
offices in the field (2 phases: first by June 2019, second by the end
0f 2023)

- Establish the organization and management structure for new
ancillary workflows

Re-engineering of business processes to introduce international
good practices into the operational functions of TARS:

- Analysis (2018)

- Implementation (2019-2020)

Improve the provision of services to taxpayers and develop a
segmented approach to service programmes

Introduce a more effective penalty regime for late payments

Activities related to the establishment of a new staff training
system in accordance with organizational needs

Improve the electronic services of the TA
Phase 1 - completed in Q1 2018 (January)
Phase 2 - further development

Structural Reform 2 IMPROVED CAPITAL INVESTMENT
MANAGEMENT

2018

2019

(9]

02

03

04

(0]

02

Q3

04

01

02|03

04

Adopt the Rulebook for the implementation of the Decree on

the content, manner of preparation and assessment, as well as
monitoring the implementation and reporting on the realization of
capital projects

Implement budget beneficiary training regarding the
implementation of the Decree on the content, manner of
preparation and assessment, as well as monitoring the
implementation and reporting on the realization of capital projects
and the Rulebook

Develop terms of reference and purchase the IT equipment and
software to form the unique information database of capital
projects

Implement and update the unique information database of capital
projects

Budget beneficiary training for the use of the database of capital
projects

Evaluation and selection of capital projects

Structural Reform 3 ENERGY MARKET DEVELOPMENT
COUPLED WITH ENERGY INFRASTRUCTURE
CONSTRUCTION

2018

2019

ol

02

03

04

ol

02

03

04

o1

02| 03

04

Nis-Dimitrovgrad trunk gas pipeline construction

Developing the expropriation study

Exploratory works

Develop the preliminary design
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Develop the feasibility study

Obtain location requirements

Develop the design to obtain the building permit

Develop the environmental impact study

Resolve property-legal issues

Obtain an approval to the preliminary design and feasibility study

Obtain the energy permit

Develop an implementation design

Implement the tender procedure

Obtain the construction permit

Construction

Trans-Balkan Corridor

Build the Panc¢evo-Resita transmission line

Reconstruct the Pancevo 2 transformer station, required to install
the new Panéevo-Resita double-circuit transmission line

Launch the reconstruction of the Kraljevo 3 transformer station,
required to install the new Kragujevac-Kraljevo transmission line

Reconstruct the Kragujevac 2 transformer station, which is
required to install the new Kragujevac-Kraljevo transmission line

Build the Kragujevac-Kraljevo transmission line

Prepare the technical documentation for the Obrenovac - Bajina
Basta transmission line

Develop the urban/spatial plan for the Bajina Basta - Obrenovac
transmission line

Prepare the technical documentation for the Bajina Basta -
Visegrad-Pljevlja transmission line

Structural Reform 4 IMPROVING THE CAPACITY AND 2018 2019 2020
QUALITY OF INFRASTRUCTURE AND SERVICES IN THE
FIELD OF TRANSPORT 0102|0304\ 01|02|03|04|01]|02|03] 04

Adopt the new Law on Roads

Complete the construction of Corridor 10

Build and design the remaining sections of the main roads

Transition to a new method of contracting with companies for the
maintenance of 3000 km of state-owned roads

Implement tools to improve the safety of the road infrastructure

Continued transition to a new method of contracting with
companies for the maintenance of the remaining network of state-
owned roads

2018 2019 2020
0102030401 0203|04|01|02|03]|04

Structural Reform 5 REFORM OF RAILWAYS

Analysis and monitoring of key contracts (audit)

Analysis of the process implemented to date and continued
workforce restructuring

Start of implementation of the new Law on Railways

Start of implementation of the new Law on Safety in Railway
Transport

Start of implementation of the new Law on the Interoperability of
the Railway System

Adopt of a decision on revoking the property of goods in general
use

Draft a new methodology to calculate the price of access to the
railway infrastructure
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Prepare a new methodology to calculate the price of access to the

railway infrastructure

Harmonize the laws in the field of railways with the IV package of

EU railway regulations

Structural Reform 6 /MPROVEMENT OF COMPETITIVENESS 2018 2019 2020
AND STATUS OF AGRICULTURAL HOLDINGS o102l 03| 04| o] oz|os| ot o] o] 03| 0
Prepare the rulebook and competition

Adopt the rulebook and issue the competition

Publish the call and implement the competition

Implement the measure (in accordance with the Plan for Publishing

the Call for IPARD measures adopted at the beginning of the year

for the current year and bylaws)

Prepare a rural development programme for the new programming

period (2021-2027)

Priority Structural Reform 7 RAISING THE 2018 2019 2020
COMPETITIVENESS OF THE PROCESSING INDUSTRY oi| 02|03l os|or|o2|os]os|or|or]os]os
Draft a new industrial development strategy with consultations

with the private sector and adopt the same

Develop an action plan for implementing the new industrial policy

strategy

Develop action plans for the four selected industry sectors

Implementation and monitoring of action plans regarding the

industrial development strategy

Annual evaluation of action plans for the four selected sectors

Structural Reform 8 PACKAGE OF MEASURES TO IMPROVE 2018 2019 2020
ACCESS TO FINANCE FOR SMEs o1 |o2|03|o4|01|02|03|04|01]|02]|03]| 04
Negotiate on the drawdown of the loan of APEX credit line for

additional EUR 200 million

Prepare the APEX loan

Draw down the loan of the APEX credit line for an additional EUR

200 million

Implementation of projects for the establishment of financial

instruments financed from IPA 2016

New annual cycle of implementation of three programmes for

small enterprises

Monitoring and targeted use of programmes

Evaluate the effects of the implemented programmes

Draft the legislative framework for introducing microfinancial

institutions

Development of the market of microfinancial institutions

Draft the legislative framework for introducing venture capital

funds

Animate financial institutions to become involved in the COSME

programme

Structural Reform 9 THE INTRODUCTION OF CORPORATE 2018 2019 2020
GOVERNANCE IN PUBLIC ENTERPRISES oi | o2 oslos| ool os]os|or|o]os]os
Work of the working group to define the management body

certification system in PEs

Drafting of bylaws to introduce a management body certification

system in PEs

Training needs assessment (TNA) for members of supervisory

boards in public enterprises
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Implement trainings for members of supervisory boards in PEs on
corporate governance

Develop procedures at the MoE to monitor and evaluate the effects
of corporate governance in PEs

Implement procedures at the MoE to monitor and evaluate the
effects of corporate governance in PEs

Analyse the effects of introducing a corporate governance system
in PEs

Correction of activities based on the implemented analysis

Implement procedures at the MoE to monitor and evaluate the
effects of corporate governance in PEs

Analyse the effects of introducing a corporate governance system

in PEs
Structural Reform 10 SIMPLIFICATION OF PROCEDURES 2018 2019 2020
AND OTHER CONDITIONS FOR DOING BUSINESS 0110203l o] o023 os|oro2]os] o

Adoption of the Law on Services

Adopt the Decree on the electronic point of single contact and
establish the PSC (phase I)

Completion of the harmonization of sectoral regulations with the
Services Directive, and/or the Law on Services

Start of implementation of the Law on Reimbursements

General inventory of procedures/activities and verification of the
implemented inventory; IPA 2013 (start)

Optimization of procedures (from the aspect of expenses and time
for business)

Promotional activities related to the establishment of the Registry
(continuously)

Adopt the legal framework for an inventory of the remaining
conditions for doing business

Training of civil servants and inventory of the remaining
conditions for doing business

Adopt a law for establishing a unified registry of administrative
procedures and other conditions for doing business

Adopt by-laws based on the Law on the Registry

Establish the Registry

Adopt and implement action plans for the simplification of
administrative procedure

Structural Reform 11 IMPROVING THE EFFECTIVENESS OF 2018 2019 2020

Establish a common information platform for all inspections at the
level of the republic (e-Inspection) - Phase II

a) Development of the elnspector system

b) Implementation

¢) Training the trainers

d) Production

e) Handover with training

Implement the Law on Inspection Supervision

a) Regular sessions of the Coordination Commission and working
groups

b) Implementation of the inspector training programme

¢) Continuous implementation of examinations for inspectors

d) Promotion of online surveys on the Coordination Commission
website

¢) Establishment of an economic advisor
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f) Improvement of the Coordination Commission website

g) Analysis of the annual reports on the work of the inspections

Structural Reform 12 /IMPROVEMENT OF THE GEOSPATIAL
SECTOR AS SUPPORT TO INVESTMENT DECISION-MAKING
PROCESS

2018

2019

20

ol

02

03

04

ol

02

03

04

o1

02

03

04

Enact the Law on the NGDI

Enact the by-laws in the field of NGDI

Adopt the NGDI strategy for the period 2018-2022

Establish a Regional Centre for Managing Geospatial Information

Harmonize RGA spatial data

Draft a National Geoportal in accordance with the INSPIRE
directive

Ensure technical conditions for e-payment

Support to other institutions (responsible bodies) in the
harmonization of data, development of metadata and services for
the needs of the National Geoportal

Sign agreements on cooperation and participation in projects with
institutions responsible for geospatial data within the European
Union and the region

Identify the responsible NGDI bodies for topics by priorities
defined in the annexes of the INSPIRE directive

Draft and adopt the Law on the Mass Valuation of Real Estate

Harmonize other laws with the Law on the Mass Valuation of Real
Estate and draft by-laws

Enable the leasing/sale of data from the real estate market based on
online requests and payments

Develop the system for the mass valuation of real estate (market
analysis, collection of data on real estate and definition of
procedures)

Calculate and assign values for all real estate within the pilot
territory

Implement the mass valuation system into the real estate taxation
system

Amendments to the Decree on the Address Registry

Update the data in the Address Registry and the Register of spatial
units within the territory of RS

Establish data interoperability of the Address Register with data
from state bodies, organizations and local self-government units

Develop and implement a central system for the Address Register

Draft and adopt the Law on the Address Register and Register of
Spatial Units

Structural Reform 13 PROGRAMME SUPPORTING
INNOVATION AND TECHNOLOGICAL DEVELOPMENT IN
THE PUBLIC AND PRIVATE SECTORS

2018

2019

20

ol

02

03

04

o1

02

03

04

o1

02

03

04

Implementation of projects by beneficiaries who were awarded
financing, monitoring the by Fund within the programme of
cooperation between science and business - Direct Grant Contract
IPA 2013

IPA 2014

a) Sign the contract on direct grant between the Innovation Fund
and the Ministry of Finance at the end of the quarter

b) Prepare the documentation for the grant programmes (Mini
Grants and Matching Grants) - issue a public call, promotional
activities (info days)
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¢) Organise open days and workshops, prepare applicants for
submitting applications

d) Assess the submitted project proposals and adopt a decision on
financing, contracting

e) Implementation of projects by the beneficiaries who were
awarded financing, monitoring by the Fund

“Competitiveness & Jobs”

a) Implement the projects under 1 public call by beneficiaries and
monitoring by the Fund for Innovation Activities

b) Issue 2 public calls

¢) Consultations and open door by 2 public calls in mid-Q2,
submission of applications

d) Assess the submitted project proposals on 2 public calls and
adopt a decision on financing, contracting

e) Implement the projects under 2 public call by beneficiaries and
monitoring by the Fund for Innovation Activities

Launch the implementation of the technological development
programme — MoESTD

Set up service lines for technology transfer in the Central
Technology Transfer Facility: 1. Collection of inventions by

the applicants, 2. Assessment of technological and commercial
readiness (triage), 3. Financing additional development to increase
commercial readiness, 4. Defining the strategy and tactics of
commercialization, 5. Implement the commercialization strategy,
6. Identification of potential commercial partners, 7. Negotiation
and conclusion of transactions, 8. Supervisions and monitoring
of further development of commercialization — IPA 13 and
“Competitiveness & jobs”; Detailed report on the self-evaluation
and pilot analysis by international experts — “Competitiveness &
Jobs”

Implementation of activities: 1. Collection of project proposals by
the TTF and TTO, 2. Evaluation of received project proposals, and
3. Definition of a strategy for commercial exploitation - IPA 2013
and “Competitiveness & Jobs” + development of new service lines

Implement an analysis of institutions in the scientific research
sector, based on the methodology produced from the analysis of
pilot institutions in 2016. Plan of sectoral reform, including the
introduction of a results-based management system, both at the
level of institution, as well as individual - “Competitiveness &
Jobs”

Plan of sectoral reform, including the introduction of a results-
based management system, both at the level of institution, as well
as individual, adopted by the Government - “Competitiveness &
Jobs”

Completion of the project of establishing service lines for
technology transfer in the Central Technology Transfer Facility -
IPA 2013 and “Competitiveness & Jobs”

Structural Reform 14 DEVELOPMENT AND IMPROVEMENT
OF THE NATIONAL BROADBAND COMMUNICATIONS
INFRASTRUCTURE

Adopt the Law on Broadband Communications Infrastructure

Connect educational and cultural institutions to the Academic
Network of the Republic of Serbia (continuous activity)

Prepare and plan for the establishment of a unified national
telecommunications network (UNTN)

Develop broadband access networks in municipalities across the
country

Operational establishment of UNTN

Analysis, drafting and design of pilot projects
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Structural Reform 15 /IMPROVING THE CONDITIONS FOR
PRODUCT SAFETY AND REMOVING BARRIERS TO TRADE

2018

2019

2020

(9]

02

03

04

0l

02

Q3

04

0l

02|03

04

Implement the Strategy for the Improvement of Quality
Infrastructure (2015-2020)

Adopt the new Law on the Technical Requirements for Products
and Assessment of Conformity (LTR)

a) Adopt by-laws for the LTR

Adopt amendments to the Law on Metrology (LoM)

a) Adopt by-laws for the LoM

Further harmonization of regulations covered by NC1 - Freedom
of movement of goods, in accordance with the NPAA and AP for
the harmonized area

a) Adopt the Strategy and AP for the harmonized area

b) Adopt new technical regulations in accordance with the Action
Plan on the Harmonised Area and the revised NPAA

Regulation of the non-harmonized area, through the
implementation of the AP for the non-harmonized area and
improving the capacities for the implementation of the Decree on
the procedure of reporting and method of information regarding
technical regulations, assessment of conformity and standards
(Decree on Notification)

a) Strengthen the contact point for the provision of information on
technical regulations and implementation of Regulation (EC) No
764/2008

b) Strengthen the capacity of line ministries to identify/remove
barriers to trade in the non-harmonised area and conduct a legal
analysis of the regulations from the Action Plan on the Non-
Harmonised Area

¢) Conduct a campaign on the need to notify technical regulations
in the preparation stage (as required by the revised Decree on
Notification)

d) Repeal and innovate obsolete technical regulations, potential
obstacles to trade, in the non-harmonized area

Open and lead negotiations under NC1 - Freedom of movement of
goods

Strengthen the capacities of line ministries, market supervision, IC
institutions and conformity assessment bodies (CAB)

a) Maintain membership of national institutions in European and
international organizations for standardization, accreditation and
metrology

b) Implement equipment procurement for CAB (Project IPA 2018)

¢) Efficient use of procured equipment for assessing conformity
(procured from IPA 2013 and IPA 2018)

d) Implement trainings for the relevant ministries

¢) Implement trainings for more efficient market supervision over
the implementation of technical regulations

f) Implement training for designated and authorised conformity
assessment bodies, i.e. potential notified bodies

g) Prepare informational and promotional materials: guides,
publications and brochures

h) Hold round tables, informational events on the significance of
IC for all stakeholders, particularly the industry

Structural Reform 16 QUALIFICATIONS ORIENTED TO THE
LABOUR MARKET REQUIREMENTS

2018

2019

ol

02

03

04

ol

02

03

04

ol

02| 03

04

Apply a methodology of enrolment in secondary schools that
involves the harmonization of the curriculum of the educational
system with the needs of the labour market
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Promote dual and entrepreneurial education through the “Spirit of
Youth” caravan

Form and open the inter-regional information centre Valjevo

Actively implement the Law on Dual Education

Adopt the Rulebook on student cooperatives

Create the document - Rules of Operation for Student Cooperatives

Prepare trainings and materials required to implement the Action
plan for the popularization and promotion of student cooperatives
in primary and secondary schools

Implement the activities planned in the Action Plan in primary and
secondary schools

Draft a document on the National Model of Student
Apprenticeships and implement it within student centres for career
guidance and counselling

Define enrolment policies for secondary vocational schools

Create a strategy for the improved promotion and visibility of dual
education

Create and implement a strategy for the development and
implementation of entrepreneurial education at all levels of
education (student cooperatives...)

Form a commission for the development and implementation of
dual education under the Government of the Republic of Serbia

Establish an analytical system for the monitoring and evaluation of
dual and entrepreneurial education

Develop the rulebooks prescribed by the Law on Dual Education

Organize conferences on dual education, career guidance and
counselling, entrepreneurial education and the National Model of
Student Apprenticeships

Develop additional analyses on dual education (Analysis of the
impact of dual education on society, Quality, equity and efficiency
of dual education, link between education and the labour market...)

Report on the efficiency and quality of implementing dual
education during the past year and recommendations for further
work and the implementation of the Law on Dual Education.

Modernize and create new educational profiles for the dual model
of education

Work on the analytical system for collecting data on dual education

Adopt a law on the NQFS

Prepare by-laws for the establishment of the NQFS

Form the Council for NQFS

Establish the Qualifications Agency

Hire staff and adopt the regulations of the Qualifications Agency

Functioning of the Qualifications Agency

Prepare 2 sector profiles / descriptions

Make preparations for setting up sector councils

Adopt the decision on establishing sector councils

Delegate members of the sector councils

Adopt regulations on the work of sector councils

Functioning of sector councils

Make preparations for referencing the NQFS to the EQF

Notification and referencing of NQFS with the EQF
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Registration and entry of qualifications into the qualifications
database

Establishment of the Register of Qualifications.

Development of curricula based on the qualifications standards

Development of educational programmes / study programmes
based on the qualifications standards

Develop the qualifications standards

Establish a system for the validation of non-formal and informal
learning

Structural Reform 17 /MPROVING THE EFFECTIVENESS
OF ACTIVE LABOUR MARKET POLICIES WITH SPECIAL
EMPHASIS ON YOUTH, REDUNDANT WORKERS AND THE
LONG-TERM UNEMPLOYED

2018

2019

20

01

02

03

04

01

02

03

04

ol

02

03

04

Analyse the implemented active labour market policies in

the previous year, and draft and adopt the Report on the
Implementation of the National Employment Action Plan for the
year before

Conclude the Agreement on the National Employment Service
Performance for the current year

The National Employment Service to announce public calls /
open competitions for the implementation of active labour market
policies, in line with the National Employment Action Plan for the
current year

Decide on requests made in relation to public calls / open
competitions for the implementation of active labour market
policies; implement active labour market policies

Implement active labour market policies and monitor the process

Adopt the National Employment Action Plan for the coming year

Implement the subject matter activities from the Action Plan for
the implementation of the National Youth Strategy 2015-2017 in
accordance with the established schedule and the Action Plan for
the implementation of the National Youth Strategy 2018-2020,
expected to be adopted in 2018

Structural Reform 18 /MPROVING THE ADEQUACY, QUALITY
AND TARGETING OF SOCIAL PROTECTION

2018

2019

20

ol

02

03

04

0l

02

03

04

]

02

03

04

Revise the benchmarks and criteria for costing social services

Link centres for social work into a single network (by
implementing software)

Increase the weightings (benefits) for children and youth with
disabilities; relax property-related requirements, in particular raise
the land ownership ceiling depending on land quality for elderly
households

Link cash benefits to the relevant services; review the rationale for
the existence of the attendance allowance under two systems (an
insurance-based allowance and a social benefit) and analyse the
basic attendance allowance level

Increase the adequacy of cash benefits

Complete the process of standardizing services and licensing
social protection institutions and professionals, and develop the
relevant by-laws, but also establish and strengthen the education
programme

Improve the quality of social protection services

Extend the regional foster care and adoption centres, and define
and improve their control functions

Harmonize the legislation related to social protection with the aim
of connecting various sectors through information technologies

Connect various sectors through information technologies

Decrease the deadlines for the exercise of rights

Strengthen inspection services (increase staff numbers, establish
new organization and work methods)




(TuswIIeds(q 9010 XeL oUT
pue s1oAedxe] 93187 J0J 013U Y} 10)03S
[01U0))) SUOTOUNJ JISEq A} UIYIIM PIULIP

a1e sysu [euonelddo pue ‘(uoneNSIUIWPY
XBJ, JO J03021I(J Y} JO ALFO Y} I&) [9A9]
[e1)UD QY3 JB PatIo] uddq sey juowedoq
ySKY 0189361 Ay, “Juowreda(q JSIY
TeuoneiddQ oy se [jom se juowedo
Sy 0189)enS Y} WOy PaAIedal sindut uo
paseq oq pinoys s1okedxe) Jo uond[as Y],
"soonjoead 1S0q PUEB SUOTJEPUSWIIOIAL Y)IM
Q0UEBPIODE UI ‘/ [ ()7 10J Ue[q douerjdwo))
Xe], 9y} podo[oAdp Sey yoIym ‘pauLIof
u90q sey sysnY d139)eng 103 juowredog
oy ‘osodind siyy 10, "uepd souerdwoo

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

Y} 0} SUIPIOOIL [dpoW JUdWOT UL WR)SAS JudwoTeUBW
s DO 03 Surpioooe parjdde Suraq SLI MU B JO JUSWYSI[qeISd
SI WQ)SAS JUOWOSBUBW YSLI MU sok 9y} 0} PIIe[dI SOIALOY z
"UONENSIUIWPY X, Ul Sqof
ur jyejs Ayjenb doay 01 9q pinom
wre 9soym Joe juopuadapur ue se
ue[d Aue Jupyew pue saakordwd
SuLINOA®] J0J WOOI OU 9ABJ[ ‘WAY)
0} PoJe[ol UOHE[NWNS PUB PIBMAI
‘uonowoid 10§ SUORIPUOD Y} aInjonys
se [[om se ‘saokordwy 9res pue a3e oy ur a3ueyd [enpeis oy
SJUBAIOS [IAID) JO SOLIB[ES UO ME] Junoooe ojur Sure) ‘feuuosiod
Oy} PUB SJUBAIOS [IALD) UO MBT OY [ ou Ayirenb Surure)ar 10y uelJ ‘1
UONBULIOJSUE.I) UONESIUIWPY XB], ] YSd |
asd (uonejudwdduwr ur sAefop (1eyd
91} Supudwdduut Jo wre pue SAVNIYJIP ‘SaNIANdE pajudwddunr QIINTWATINT BuE) IY) WO.J SAPIANIL)
3y} PIm pajudwd[dur NIV 14X ‘LON AI Jo sorureusp ‘udse) sdajs o) QMNMMMWMM_WM.MMWM L10T
nq san1aygoe pauuefdun) MHATIATT LIOHS AHLL A1 ALVLS JOd AANNVId SHLLIALLDV
SHILIALLDV Y4HLO V HAID ATIVILIVd 40 SHA A1 J0 NOILATIDSHd LIOHS

6102-L10T d¥d Woly (YSd) Sw10Jay [ermonng Ariotid jo uoneuswojdwy uo 1oday ‘g1 9qe],



w

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

TOIENSTUTIPY XE, JO WASAS 1T
Po3eI393Ul AU} JO NIOMAWRIY Y} UI WIISKS
juowAed jo juowdooaa(y,, 309foid ay jo
1oddns £q pajonpuos u29q sey syuowled
P9010] pue Je[nsal Jo UoeZIjewoiny
‘pardope usaq sey s1okedxe) 01 SOOIAIIS
Surpraoid 10 A39181S € puk PIAYSI[qRISO
u29q sey s1ohedxe) 03 $901A10s Surpraoid 10
103098 B {(SUINIAI XB) OIUOJJOI[J) SAJIAIOS
J1UOII[ AQ PAISA0D Tk SULIO) Xe) Jofewr
I1e ‘Sunaodar orpouad pue Surodpng jo
woIsAs Teuonerddo ay) sapnjoul ‘sassaooxd
ssauisng Joyjo Juowe ‘yorym ‘padojorsp
SeM 9IBM)JOS SSUISNG [BLIQ)BW PUL
[e1ouRUL,] SSAUISNQ [BLIdJRW PUB [BIOURUL)

s1oAedxe)

10J SQOTAIRS JO JuowdooAdp
PUB SIOIAIOS OTUOI}OJD JO
JuowdA0IdwI ‘S90IN0SAT I |

pUB S90INOSAI [BLI)eW JO
JUSWOFRURW JUIIOLJO IOW
‘SUOI}OUNJ XB}-UOU PUE SITejje
[eSo]-Xe) ‘Uonounj uoT)Od[0d
pue [01u0d JY) JO JudwdAoIdur

JO UOnEZIJEWOINE PUL UOHRZI[BIUD)) sok 9y} 0} PaJe[aI SOIALY

PITeTIIUT U39

JABY UONBZIJBWISAS UO o o} Jo uondope
oy pue uonejuowd[dwr fented s pue aImonns
Injonys [euoneziuesio mou e jo uondopy [euoneziuesio mau e 10j [esodord
‘pauueld s1 2IM3ONNS [BUONBZIUBSIO MU pardope a3 Jo uonejudwdduwr
© Jo uonejuawo[dwi oy 10} uoneredald SoK oy Joj uorjeiedalg
POUTIIISIOP S8 SISjotered SSOUTSTIC/S[SI
PAUILJOP Ay} 10J SONJEA 9IUIJAI Y, Jo siseq ay3 uo ejep Jununodoe
‘paurgop are gurredwod 10y s1ojowered Aoy s JoAedxe) oy Jo uoroadsur
oL, ‘oon30e1d XE) 0JUI SWIOJUT PAIL[OIPUN JO ) 0} POIDIIP JUISSISSE
uonEexe) JO POYIdW J02IIpul Uk Surdnponul JO spoyjoul 9y} Se [[om Se
me[-£Aq e Jo uondope oy} 10 pasu d) UO ‘Spotjoul UOT)B[NO[ED 10IIpUl
poyeap sem [esodoid pouosear y ‘paredard Jo uoneorjdde a3 03 uonerar
Sem SMe[-AQ pue V4.1 JO SIsA[euy Aqrenaed UL V], d.]] 9SIAQI PUB MIIADY

‘sayoueIq

8/ 0] S19[INO PUB SAYOURIQ g/ ] WOIJ sjIUN

[euonBZIUBSIO JO JOqUINU Y} PIONPAI YOIYM
‘uonenSIUIUpPY XeJ, - JIN 9y} ul paydope S[OAQ] [[®
Sem UONeOIJISSE[d qol pue uoneziuesio 1B 2INJONIS [BUONLZIULTIO MOU
[BUIIUI UO JOY Y} ‘£ 107 IsnSny uf SoK oYy Joj resodoid poziuowrey y




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"UOIIBNSIUTWPY XB], - QOUBUL] JO
Ansturjy oyp ut seokodwy jo juswdoroaag
pue Sururel], [EUOT)EIOA UO J00qaMy Y],
"PAYSI[qLIS Sem WISAS Surures) mou y

S9K

uonezIuesIo 3y Jo Spadu Ay}
)M dul] ur saK0]dwd 10J woIsAs
Sururen Mou e Jo JudWYSI[qe)sd
91} 0} PAJB[AI SAIAIY

01

JINSE3W ATOJESIO, ;
se 31 Sursodwr Aq Jouuew JUAIJJIP © Ul
parern3ar st ‘Kem paquiosald 1oyjoue ur 1o
10)S1301 [Sed 9y} YSNnoIy) paIdIsi3aI jou si
SOOIAIRS JO uolsiaoid ayj 10 Spoo3 Jo o[es
woly J9A0UIN] Y} uoyMm ‘sAep (9 03 dn jo
uorjeInp & 10j uoniqryold Jo ainseaw Sy
ey st [esodod oy, "[onuod Xe) oy} JuLnp
soniAnoe Suruiojrad uo ueq Arerodwd)

Jo omseow oy Jurpresar paredaid sem
UoIjeNSIUIUPE XB) puk 2I1npaooid xe) uo
MET 9} O} SJUSWPUIWE PUL SOFUBYD 10J
oAneniur ue pue paredaid sem owior
Kyjeuad Sunsixa oy Jo sisAJeue Uy

SoK

juowked oje| 10 awidar Ayjeuad
9AI}091J IOW B 9ONPOJU]

‘10Aedxe) oy

03 soo1A10s ap1aoid pue djoy 03 st osodind
J1Seq 9SOUM PAYSI[LISd UdAq SeY IO
Xe] IN0X,, PI[[ed JOJUNo0d ) SAYIUBIq /¢ U]
"paziues1o udaq ALY sodkodwo

1o0J Sururel] ' padooAdp sem soyouelq

AU UI SAJIAIDS JO uononpoxur aseyd

oy 103 weidord v "paysIjqeIse udaq sey
s1oAedxe) 01 $001A19s Suipraoid 10J 103095 WV

S9K

s1okedxe)
0} s991A10s Surpraoid 10§ jrun
JeuoneziuedIo ue ysijqeisq

(e10¢ Ut ¢ sseqd pue

610z 2ung :1 aseyd) saseyd om) ur sao1330
oURIq JO Y10M)AU Y} JO UONEPI[OSUOI
JIoypIng 9SeSIAUD UB[J UONOY YL, "V JO
SuOIoUNy 2109 WOJJ Judwodeuew eredas
pue ‘9[qIssod JoAIYM SUOTIMISUL

IOYJO 0} PalIdJsuel) 9q PInoys ¢ (g dunf
[un yorym v, JO SAIIAIOR 109-Uou
SONUAPI YOIYM ‘UORNSIUIWIPY XB] JO
SOIIAI}OR 2100-UOU PUB 210D UO UOISIOd(]
pue pajdope udaq sey €70Z-810¢ porad
10J owweIS01J UOHBWLIOISURL], 9} JO
UB[J UONOY Y} ‘£ 10T JoquIdd(] G WO}
S¥ 2y} JO JUSWUIIAOD) Y] JO UOISN[OUO0))

SoK

NARLY

JO o1monms [euorjeziuedio mou
pasodoid ayj Jo uoneudwadur
oy Joj suoneredaad [eur




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

S1oaford Tendes
JO 9seq uonewIojul J[UIS € JO

ou gunepdn pue uonejusworduy 9
SOT3O[OPOISWT JO JUSTISAC.IATIT
ou 10} suonso33ns pue m%%%%wm S
Tendeo jo oseq uoryeuLIOjul
9[3urs e Jo juowainooid pue
ou | 9ouoIayaI JO suwd) Jo uoneredard 8%
‘8107 103 pouodisod are /1(g 10}
pouued sonIAnOR [V 99109 dY) JO
uonejuwadwr 9y} J0J SUOHONISUL suoronysur pue A3ojopoyouwr
pue so13ojopoyjow Y00qa[nI Jo osn pue uoneosrdde oy
JO SuryjeIp SI SONIAIOR IS} JO Surpregas s1osn 3o3pnq Jo
uornjezI[eal Ay 10J Aisiboroid e sy N — ou Sururen jo uonejuowa|duwy ¢
90109(7 pres s Jo uoneordde oy £ 10T
aunf 8¢ Jo €9 "ON ,1q198 Jo orjqndoy oy
Jo apozen) (eI, oy} ur uoneorjqnd si Jo woIsAS Juounsaaul [eyded
drep oy} woly Aep YIYSIO 9y} UO 9910F OJul oy) Surdeurw 10§ sa130[0pOYIOW
owed pue pajdope sem 99109(] pres oYL Aqrenied Fururewal oy jo uondopy Z
‘9107 woly Ajdde
0) S1IB)S YOIyM ‘MBT WIISAS 103png
AL "B G O[OV [IIM 9OUBPIOIOE
ur s3o9foad [epdes jo uonezijear uo
Sunaodar pue uonejuowddwr oyy
SuLI0)TUOW SE [[oM SE ‘UOIBN]BADd
pue uoneredaid Jo poyjowr
UQIUOS AU} UO 93109 Y ST Q0uBUI] JO ANSIUIA 9Y) PUE SIdSh
SONIANOR 9SAY) JO uoneudwadwr 198pnq oy Aq syo9foad rendes jo
oY) J10J siseq (839 oY, ou  juowssasse oy} jo aseyd joqid oy ‘1

JududGeuRw JudwysaAul [e3ded pasoaduy 7 YSd

"PA[qeuD ST §1()7 WOIJ SuIoj xe} jueirodur

3
1souwr ayj [[e 10} Sul1y xe) oEo%%%ﬁwm

PAJBISIJUOD AU} JO JUSWOTBURL AT
ay st 309[o1d oy Jo syuduodwos ayy Jo auQ
*,SSQUISN( [BLIJEW [BIOUBULY 10J W)SAS,,
QIBMIJOS MAU Y} y3noy) ‘pasoxduwr

sem Furdoay0oq [eLIdJeW pUR [BIOUBULJ

J0 ssa001d ssaursng paugisopar ay [,

S9K

S9K

UONENSIUIWPY X, JO
SOJIAIOS O1U01OI[d JO uonajdwo)) €l

SPO0S3 PjeISIJU0D
JO JudwadeurwW AP H 71




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

-o3pug [fjozoy

Mau oy} y3noay} oujen Kemjrel
JO JuowysIjqeIs Ayl Aq pamoj[oy
‘yoreA Jo uruurdaq ayj ye a3prq
oy Sunsay wreys 03 st uepd oy,
‘ugd1sog Areurwrjord

93pug oY) ul SAIOUIOIIP Y}
PUE 10J0BIUOD Y] JO JI0M U} 0}
parera1 swopqold jeuoneziuedio
pue [eoruyo9) Aq pardduwrey sem

93puiq [[9zo7Z ayy Surp[ing jo UOI}ONISU0D
3039l01d oy} Jo uonezi[eal Ay |, ou 93puiq jo uonordwo) Z
3T0C JO Toienb
pug ayy ur payoadxa st o1yyen 10J a3pLq
o Jo Suruado pue sy1om Jo uonojdwo)
'L10T
[1dy ur ueSaq s)I0M "910T VdI oY) woy
padueuly ST pue YT UOI[[IW [} JO onjea
JUOWISIAUI [810) © sjuasaxdar a3pug [[9zo7
0} PBOI SSO09. A} JO UOTIONISUOD Y], Aqrenaed SPEOI SS9008 JO UOTIONIISUO)) ‘1
(0T -Toprt A
PeS 1A0N J18du I3pLiq (9797 )
JO U0NINISUO)) *7°€ JINSBIIA]
BIUOPIIEIA SPIEMO] ()] JOPII0)) JO
39 urayINos 3y uo pAje[dwod sem ury §/ Jo
[€30] € JO N0 ABMIOIOW ) JO W () INOQY
'ssa13oid ur s1 yepres pue jodog ‘oadreoueg
[ouumy ay3 Surddinbs 10§ Juswainooid orjqng
‘paro[dwos arom yepreg pue jodog ‘eurped
eulozig ‘uo3oid ‘oAdredurq s[ouUN] oljen
103 pouado Jou sem I SUOSEAI [BIIUYI)
10J 1nq ‘pjodwod sem ury 46 Jo YPISuI|
Ul 0AQIBOUBG-YS0IJ UOI}OAS oY [, "d1jjen
103 pauado pue pajodwos sem ury /8
Jo o Aemiojowr 9y Jo uny 96 euedng UuoroNISu0d
SpJemo} 397 uI9)seq dy} uo ‘0] JOPLIOD 1Y Aqrenaed [ouun) jo uondduion) ‘1
(0T TOpLII0)))
KemysiH 08-9 pue SL-F oY)
JO UONINIISUO)) "€ JINSBIJA
J9YIBW [BUOLZAL 3Y) 0) UOIIAUUO)) *€ YSd |
D5UBUT]
JO ANsIurjy 9y pue s1osn Jo8pnq
ou | 4q sposfoad Jeydes jo uonewnsg ‘L




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

“QOPIWIWO)) JIPNY
oriqndoy oy e udIsog Areururaig
oy Jo uondope oy 101 e pojoadxo
SI J0JOBIJUOD J[qBINOARJ JSOW

9} JO UOTII[AS A} J0J JOPUS) 10F
[[e9 9Y1, "S10T VdI Wwoly Suipun,j

ou

IOppIq 9]qBINOAERY
1SOW 9} Y3 Joe1U0d JUIuJIg

(0T T0PLLIOT))
JBA0)SAI - SIN UOI)IIS ) U0

0A9§91J — SIN ABA\[IRI YR}
-3[3uIs Jo uoneIqeyda pue
UOBZIWIIPOJA “f°€ JINSLIA]

TopI0q
9]B}S-BO130QNS-PES IAON UOIIIS 10 AeMm[Iel
Ue1QI0S-URLIESUNH JO UONONIISUOII puE
UONBZIUIIPOW U0 JOBIUO0D [RIQISWIWOD JO
suorenodaN ‘suroduo s1 ApniS AjIqIsedj
s udiso Areurwrjaid jo uoneredord
‘19pJ0q 91B)S-BONOQNS-PES IAON UOI)OIS

oy} 1oy ‘syjuowr g Ise| 0} pauue|d st

[ouun} Ay} pue JONPLIA Y} UO JIOM Y],
-2unpadold uonendordxe ayy a3o1dwos 0y
K1essadou s1 3] “sorwreuAp pauueld ayp ypm
90UBPIOIOE UI INO PILLIED QB PUB £ [0T ‘61
1oquialdog U0 PayIe)s JO[IN0 [duUN} Y UO
SYIOA\ "PAUIL)QO U SEY| JONPRIA PUE JA[INO
[ouun} 2y} uo sxIom 10j ywrad Surpjng
[enaed v - peS 1AON-BAOZEJ BIR]S UOI)OIS
‘syuow 9¢

SI S)[10M JO UOIINIIXI AU} 10J SUI[PEaP Y,

"L 10T ‘87 I9QUIDAON UO Pa}Ie)s UOI0Is SIy)
U0 SYIOA - BAOZEJ BIRIS-OpRIF[Og UOI)0dg

Aqrented

[opow Suroueulj pauLyap Ay}
(LM 99UBPIOJOE Ul SUIOBUO))

(0T TOpILI0)y) (ATesumfy

M 13pa0q d)e)s) eliqapy] -
BINOQNS - IPRIS[IY AvM[IRI 3Y)
JO UONBZIWIIPOJA] *€"€ INSLIA




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"810T ST YoreN

03 pauodisod st sxy10m Jo uonejdwos oy
Joy ourpeap oy, "L10Z" 11°10 uo perojdwod
J10M SIOM JO 9/ 8 noqe J1[T - oraoyfe]
UOI1309S Y} U0 [IYM U)X [ed1sAyd oy

ul q) - 9BAOUAIGQ) UOIIIS O} UO N0

il -
oeAoYfe] pue q - oBAOUAIQQ)

POLLIED QI9M SYIOM ) JO %7/ anﬁm Aqrented UO01309S Y JO UOIJONISU0))
STaoTD
9say) Jo uoneo[dxa pue dourUUTEW
‘uononIsuos ‘Suroueuly Jo wioy 9[qeidodoe
ue Suruiyop Jo yse) oy Y ‘areljoq -
830204 pue 39z0( - eull[a1d :SUOI}0S
LOIeLIPY yInog - apeid[og,, 10oloxd ays jo
uonejuowd[dwr oy 105 dnoi3 Juryiom e jo
JUSWIYSI[QBISA A} UO UOISIO( a3 paydope ©30z0( - eurljaig
JUSWILIDAOD) O} £ 10T ‘0] YOIBIA UQ Aqrented UO01309S Y} JO UOIJONISU0))
'610C 1oquads( St
100foxd a1 Jo o3ep uonodwos pouuerd oy,
"L10T S KBy uo ue3aq UO011I3s OBAOUAIG()
IOALL BARS QU] JOA0 33PLIQ JY) UO SYIOA Aqrented -uI2Ing 9yj JO UOIJONISU0)
MELIPY
ynos - Ipeidpg $ 2Inoy jo
UOINIISUOD) *S°E INSBIIA]
"PAjIels 9q [[IM syIom rurrad
Surpying e Sururejqo pue 309(01g
UOIONISU0)) pue JIuLIdd Surp[ing
103 ud1so( ay3 Jo Judwdojarap
Q) pue JoppIq J} JO UONII[IS
9} 1YV "L 10T Toquiada( ur
Paure}qo 219M SUONIPUOD UONBIO]
MU pue pandxd dABY SUOIIPUOD
UOI3eI0[ [BUISLIO AU, “99PIUIIO))
npny drjqnday oy £q perdope
U99q JOU [[1IS JARY JUIWSSISSY
joedw] [ejuowuoIIAuyg pue Apmg (610T Jo pud 2y} £q ‘s1eak 2211}
Apiqised,] ‘uSiso(q Aleuruiaig oy, ou 10J Sunse]) sy1om jo Suruuidog




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"BOISOY -
0AJUR QUI| UOISSIWISURI) 9[qnOp

L10T Mmau Jo uondaoar 10J AIessadou
10quI09(J Ul pajo[dwod a1am mfo\sho& W SOA  ‘z 0AdouBd S, JO UOTONISUOINY Z
I0qUIS0d(] [ UO BIUBWOY M IdpIoq
o 03 yojoms A1dwid 03 paseajar pue opis BOISOY - 0ADURJ dUI|
Ino woJly pao[dwod SI dul] UOISSIWSURL] SOA  UOISSIWISUEI) 9} JO UOIIONISUO)) ‘1
TOPLII0)
uey[eg-Suel], *L € dINSBIIA
jiured AS1oue SurureiqQ I
Apmys K1[1qisesj pue usisop
[enadoouoo ayj jo eaorddy 01
T
Po3eSIAUQ U99q SBY SOIAIOR JO :o:%mﬂwoo. Aqrenaed suegge Auadoad - [e5o] Suijosay ‘6
APTS JUSWISSISSE JoeduT
[EIUSWIUOIIATD JO Juowdojora(] 'S
syuowambar uoneoo] SururelqO 9
Apmys Anpiqisedy jo juowdororaq ¢
ok 3sa10qur o1jqnd oy Sururueleg b
USTSSp
[enydoouoo jo juowdo[aadg ¢
TSPPIq JU7 JO JUTE[dToD
Pa[1 3 03 anp pajojdwod usdq
10U SBY UONB)USWNIOP [BIIUYI)
pue u31sap Jo juowdo[orap oy}
10J ATBSSO00U SHIOM 9AIRSSOAUL
107 JuawaInooad orqng ou SYIOM 9AIBSSIAUL T
oppIq
o Jo jurerdwod pajiy Yy 03 anp
pajerdwod jou ST (UOrRIUAWNOOP
sty Jo 1ed st 9jeI0qR[D
uonyerrdordxe Jo juowdojoaap)
UOT)BIUAWINIOP [BOIUYDJ) PUL
u31sap jo uoneredaid oy 10§
K18SSQ00U SIOM 9ANJBT1ISOAUL uonerdordxo
107 JuawaInooad orqng ou 10J 91eI0qE[d Y} Jo uoneredald ‘1
pexsgzonmuIq

- siN durpadid ses yun.ay oy
JO UONINIISUO)) *9°¢ AANSBIIA]




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

'spuny J1g A Aq paoueuly oq 1M
(uonejuowordwr 303fo1d pue 300fo1d jruurad
uononnsuod) uoneredald uonejuawWNIOp Ay}
Jo aseyd puoods 9y, “9oRIWWOD JIpNe oY) JO
[onuoo Jeuoissajold oy 0) poprwgns o M
uJ1sop Areurwirard oy) pue paIdAIdp oq [[Im
UOTB)UAWNIOP [BITUYD) pjepdn o) ‘eate
osodand Teroads e jo uerd renedg jo uondope
IOPV "L10T 10quiaod(q ur pajojduiod sem
‘uUonE[SI39] [euonEU A} JO sjuwAIINbII

Yy 03 ‘spuny J1gA\ 2ys Jo 1oddns oy

yIm 110 ul padojoadp ‘uonejuomnoop
[eo1uy09) JunsIxa oy jo uoneydepy

viseq ‘g -
oBAOUAIQQ) L 10J UOTJBIUSWNIOP
Aqrenaed [eo1uy09} jo juowdoraraq ‘9

"SYIOM JO UONNIIXD

o soroxdde yorym ‘g oeadmIery]
S 9y} JO UONONNSUOIAI A}

10J pourejqo sem uorssiuidd
oTIys ‘pourelqo sem jrwred
Surpring e ‘g oasffexy S
Jo opeaddn oyl Joq ‘oul]
uorssiwsueI] oyj 01 AJuo
SIoJol YoIym ‘pelllugns

ses jruwred Suipling e

J0J 1senbex e uaym ‘2707
JoqueAON [Ijun opeu oJom
uorstoop uorirTJIdoadxs oyl
yi14 doueI(dwoo j00foxd oyl
SUTMOTASI pueB SUOT100[qo oyl
gurAowdax ‘1YY I91JYV “LT0%
1sn8ny Ul [OJJU0O [BOTUYDDY
[eUIOIXO puUR [RUJOIUT

01 poljlwgns sem jruied
gutpying Jo0J 100foad ayj

BoTE dsodand
[e10ads ® jo ueyd reneds e jo juowdojorop
A} 10J parenIul sem anpasod v

"810¢ Jo Sutuurdaq oy Je
paure}qo 9q 03 Pa3oadxa SI 1 pue papIwuqns
u22q sey yuwrad Surpying oy 10y uonedrddy

oeAOURIQQ - BISeq g T 10} ued
SOK [enreds / ueqan jo juowdojoasg ‘L

oaalfery - oeadlnSery|
ou 11 103 yurad uononysuo) €




“.SY 0} SSO90E pueqpEOIq
paxiy Jo juowdo[ora(,,
weidoxd uorelnsuod

Y} y3noayy Sy Ul $s900e
pueqpeoiq paxij ayj Jo
juowoAoldwr Surjqeud jo
wire oy} M pajoidwod
u09q seq (JASI3)
amnsu] Judwdo[oadq
£32100§ uonBULIOJU]
8210y Y} Y 309loid v

BfIYOJS]A PUE OAOSOY]

JO A1011119) 9} UI QI8 YOIyM JO AuBw
‘SonI[108] UreW ()] PUNOIE 10 UOIOUUOD
9Iqow Ay} J0J SIJIASP oY) Puk “(B1qI0S

Jo o11qndoy oy} JO JI0MION OIWOPEIY)
SHYIAY 0} PAI0dUUO0D 9I0M SONI[IOR) [00YOS
Urew (G9° [ IN0Qe L[0T Jo pud oy Ag

‘spuny orjqnd wouy

2INJONISBIJUI UOIEIIUNWIWIOD PUBQPEOI]
JO uonoNNSu0d Y} Furoueuly Jo [Opow ay}
Surpredo1 poAIddaI OS[e 219M SuonsAZIng
*SII0MIQU SUOHBOIUNUILIOD JTUONI[D
poads-y3ry Suip[imq Jo s3soo Y} 2onpax

0} SAINSBIW U0 F/]19/4 10T AN JO
suois1AoId 9y} yiim oul] Ul AIe pue BaIR
Sy} 1e[N3aI YOIyM SALIUNOD FuLmoqusrou
o Jo suone[n3al oy} Jo sasAjeue Y[,
‘3uro3uo SI 2INjoNNSeIFU] UONBIIUNWIWO))
pueqpeolg uo meJ Y3 Jo unjeiq

(Kyranoe

snonunuod) eqIos Jo orqndoy
AU} JO JIOMION JIWPRIY

d() 03 SUONMISUL dINYND

SOk pue Jeuoreonpa JundoUU0))
aImjonseryuy

UOTJEOIUNUILIO)) pueqpeoIg

Arenied uo meT 9y} Jo uondopy

21NJINIISBIJUI SUOEIIUNWUWOI PUBPRO.I] [BUOnIBU ) Jo JudwdAoidur pue Judwdo[daad( *

ASd

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

LT/v0T ON

‘e1q108 Jo orjqnday ayy Jo andzen [eYIO
ur paysiqnd sem 31 pue ‘eare osodind
[e10ads e jo ueld [eneds paydope sey e1qiog
Jo 211qndoy 2y} JO JUSWUIIAOD) Y], ‘MIIAD]
arignd 2y 18 suond3lqo moyym paydasoe
sem pue / [(g ABA ul uonensuod drqnd
oy JuamIdpun ueld oy [, -oInjonyseluy pue
Jodsuel] ‘uononnsuo)) Jo ARSI Ay)

Kq paaoxdde pue padojaaap sem uepd oy,
‘ease osodind [eroads oy jo uepd [eneds o
Jo uonewre[d01d oy} UO UOISIOIP & IpewW
BIQI9S JO J11qnday] 9y) JO JUSWIUIAOD) Y],
394 ungoq jou sey ssoo01d Jurpruaad ay I,

efjaalid - peidasi - eiseq g 1L
soK | o3 ueyd jenjeds e jo juowdojoadg




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"S90IN0SAI [BIOUBUL AIBSSO00U

o Surpiaoid Jo judwowr Y wWoij
NLLNS Jo juawuysijqe)sa jeuonerodo
9} 10} S{puowW Z[-C 3.l [[Im 3
‘NLLNS Jo juawuysijqelsa jeuonerado
AU} YIIM NUHUOD O} UOISIOdP

S JUQWIUIIAOL) AU} SUIMO[[O,]

ou

NINS
JO JuawIysIjqeIsa Jeuoneddp

PO SEAR TUISTUT JUT
0} $59008 puBqpeoIq JO AN[IQR[IBAR OU) PUB
sonoedeo Sunsixa oY) Jo sisA[eue poyrejop e
PUE ‘SS90JB JouIoIU] pueqpeolq 1oJ [enuajod
15018213 Y} SARY YOIYM 9SO} “POJOIOS AIOM
sonIjedrorunw g o PoOLLIEd SeM SS90
JouIdu] Jo douasaxd pue Ajjiqe[rese ay)

JO SIsAJeue ue ‘)ouIdiu] Y} Jo A[Iqe[IeAe
a3 uo eIEP JO Ajifenb Jo [oAo] 10ySIY B

'9'1 ‘AorINOOE 10JB3IT 9ADIYOR 0] JOPIO U]

Aqrened

Anunod ay)
$soIoe soniediorunu ur SYI0MIOU
puBgpPLOIq SS900E JO UOIONISUO))

*2INONISLIU] PUBqPEOIE U0 MET ) JO
Sungyeip Aq pamor[o} ‘perdadxa SI Juawnoop
B[[2IQUIN UE S SUONEIIUNWIO)) JIUOLIJH

uo me] 2y Jo uondope ‘g1z Jo Ioyrenb

1SI1J QU U] “yIomowelj d13arens Ny Y}
LM QUIT UT Sy Oy} UL 193RI [eNSI( Q[SulS
2y} Jo Juawdo[oAdp 2y} 10J AINJONISRIIU
Kressooou oy Surpraoid jo wre oy) yym
‘70T [1IUnN SYI0MION UOIBIOUID) MAN] JO
juowdo[oAaa ay) 10 A391enS el oy L
‘pardope

U99q Sey dINJONIISLIUI UOEBIIUNILOII[I)
JO 9sn JuaI01JJ9 dU} J0J UB[J UONIY U

Ajrened

(NINS)
JI0MI9U UOTIBOTUNTIIOI[S)

[euorjeu J[IUIS © JO JUSWYSI[QLIS
oy 103 Suruueyd pue uoneredoi




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"810¢ 10§ 123pnq

o ur papraoid are spuny pauueld oy 10T
‘9 A1en1qa ] ST {[BD) dI[qNJ ISIL] Ay} Jdpun
suoneordde Suljiy 1oy dul[peap oY, L10T
‘7 10quood ‘(Arouryoew pue judwdimbd
mau jo aseyoind) s3uipjoy (eI NOLISY

Jo K1odoid 1eo1SAY 9y} UT SJUSISIAU]
1IN 2INSEIJA] 10 [[8D) o1[qn{ ISI1] oY) Sk
[1oMm se ‘g 10z aunf [run paysijqnd uaaq sey

(smel-Aq

) YMM pue JBIA Jer]) 10J JBK
9y Jo Suruur3aq Y} 38 panssi
SwLI0Joy [eIn}onns VI oy}
01 s[[eD) Jo uoneorqn 1oy ueq
Oy} YIIM 9JUBPIOIOE UI) ULIOJI

Ue[J SOAUSOU] (V] 10 UOLBJIAU] Y], soA | ermpony)s oy jo uonejuswdduy ¥
ToTTeZIued3tt
pue juowdinba mau jo oseyoind -
‘pownoyrad s3urpjoy [ernoLide Jo sjasse [earsAyd
Uud2q 10U Sy 2INJONLS Ul SJUSUIISIAUL JOJ SOANUSOUL (Y Vd] 10]
Treuonjerddo (VI oy} Jo 118D 211N ISIL] 9} J0J JOqUISOJ(] Ul dpewl
uone)paIdde pue doe[d sem juoweounouue Ay} ‘uodar Areurwrjard
uoye) J0U SBY JUSWITY oy} pue £ 17 IOQUDAON Ul UOISSIUWIO))
Suroueur oy} Jo Surugis ueadoiny 9y) Jo 1oLy 10 [BIUIL)
oy ampaooad oy Jo -9JeI0}0IL(] SU} JO UOISSIW JIPNE Y} 10y
uoryeInp o3 anp ‘sgurpury ‘sgurpjoy [exnotige Jo sjosse [earsAyd oy
3unyoo1q moyim passed Ul SJUSWISIAUL JOJ SOAUIOUL (TY V] UO uonnedwos oy Sunonpuoo
UOISSIUW JIpNe Y} Y3noy)|y 3[00Qa[NI 9} 0] OPBUL SEM JUSWPUSUIE Uy SoA | pue UOT)BIIAUL JO JUSWIDOUNOUUY ¢
STUOTTEJI[ddY/ 10T
S9K 18D pue jooqany jo uondopy z
TonIIsduos
S9K pue so[ni jo uoneredoid ‘1

sguipjo

“pomyou ayy Suraoxdur Jo Aypiqissod

2y} pue Judwdo[oAap JO 9SIN0J d) Ul
srennuajod pue doueodwl Ay} pue JI0MIdU
91} JO 9JBIS JUALIND I} INOQE JUSWIUIIAOT
-J19S [B90] JO S9ANEIUSSAIdAI PUB SUOMIISUL
PajsaIoul ‘suaznio 03 JySisut apiaoid [[im
yorym ‘pajojduwios usaq ose sey uonedrdde
SID aM 9Yp JO JudWdO[AIP SY ], S Ut
SS90 JoUIIUI PUBqPROIQ JO AJI[IqR[IBAR
o uo ejep ayj ysijqnd pue 309][09 0} I13pIo
ur pa1e[dwod uaaq sey woIsAs uoneuLIojul
SID 9y Jo Juowdindoad oryqnd oy,

SoK

sy09fo1d joqid jo

u3isop pue uoneedoid ‘sisf[euy

Y ——whﬂ-::umhwﬂ JO snje)s pue mwv—-v\rmamawﬁaoo Yy} jo a—-vav\rchﬁ-—-_ S ¥Sd




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

L10T saruedwo) uo me| oy}
19quadd(q ut paredard sem soruedwo)) uo 0 SJUSWPUAWY UO [[1g Y} PIm
BT 9} 0) SJUSWPUIWY U0 MBT YJel(g Aqrented Ppo1udsald Sem JUIWIUIDAOL) Y ], ‘9
'sas11dIo)uo WnIpaw pue [[ews Jo
ssauaAndwod oy} pue s3oafoid jusunsoaur
JO uoneziear ay) SuneId[eode je paulre
swei3oxd yjuswdo[aasp Jo uonejuswa|dur
pue £oualy oy} JO uoneZIULIIO MU B
SOTBSIAUG YOIyMm ‘L [(T Ul PALIEIS (610T
-£107) ©1q108 Jo Aouady juowdooasg sweigoid
) 10J UB[J UONOY PUB JI0MIUWEIT ] 11oddns j10dx9 pue jusunsaAUl
. 0139181)S MU ) JO uonejudwRduwr oy [, SoA MU Jo uonejuawdduy ¥
porrad SUTAMO[OF
oy} Ul pozIuowey 9q [[1M Ad1j0q
[ernsnpu] mau oy jo uondope
91} JO UOILZI[BAI AY) UI SONIANIY ou M31A21 Aorjod Jernsnpuy ¢
pasodord
sem sourpeap pauuefd A[snorraid
JO UOISUuIX? ue ‘s10309s Ajuorid pajordwod
P2109]3S INOJ o) UI UOHBMIS Y} soyouelq [erysnpur Ajronid 10y
Jo sisAJeue oy ur sAe[op 03 ang ou ue[J UOIOY pue SAI30)eNS ¢ z

‘ponIuqgns AIoM AWOU0Iq

Jo Ansturjy o3 £q paidoooe A[jeuriof o1om
yorym ‘Ansnpur SuLnjoejnuews 9y Jo
$10)09s IN0J [[e 10J SISATeUR TOMS UM
SNJE}S JUDLIND Y} JO SMITAI PISIAL A}
‘suoneiuasald asoy 103y pajussard orom
SuOnESI[qO [ENJORIUO0D JU) YIIM dJUBPIOIOE
Ul ouOpP I9M JBY) SAIPMIS AY) JO s3urpury
oy ‘L10T 1dy uf ampasoad juswarnoord
orqnd jo ssao01d 03 onp Ae[9p © PIm
uegoq Juruurdoq A19A oy Je sueld uoroe
ynm (Ansnpur Sunmjoejnuewt) so139)ens
remsnput Kyrorid oy jo uoneredard

O} UI SAIATJOR JO UOLRZITBAI O

dnoi3 3unyiom oy Jo y10m

PUE JUSWIYSI[qLIS - SAYOURIQ

remsnpur Kuoud 1oy uepd uonoe
Aqrenred pue £393ens Jo juowdojordq ‘1

Axsnpur 3uissad0.4d dy) Jo ssoudAnIdwod 3y) Juisiey ‘9 YSJ




'$59001d 2113U9 dY) JO J0JBUIPIOOD
oy st 9oueur Jo ANSIUTA YL,
‘Aouddy doueInsuj pue JIpa1)
1odxH ayp pue pun, juswdopadqg
Ay Y uonerddood ur 9ouddIIq
onQ Jungep jo ssaoo1d oy ur st

ued u10jo1 suonMsul

9snoy 3unnsuod PjdAas YL ou [eroueury oriqnd ayp jo uondopy ‘Q
WIoJTed JTT 97 YOIy Sudyds
dojuesend ayj Jo uoneudw|dwr oy 10
9qe[TeA® 9q [[Im soIny UOI[IW () JO spuny
pouuerd oy yorym Jo)je ‘pun,j JUSUNSIAU]
ueadoiny oy pue uonega[o ueadornyg 9107 VdI Wwolj pasueulj
o) UPIMIDq £ 10T 10q0I00 Ul pausis oq SIUQWINI)SUI [eIOURUT) SUTYSI[qeISo
[[14 pue pajjeIp U1dq SI JUSWAIZE 1eIp Y SoK 3o 199load oy} jo uoneyuowddury ‘L

$55501d JITUS S} JO JOJBUIpPIO0I
o} SI 9dueUIL,] JO ANSIUIN Y, ‘Kouoly
doueInsuj pue }1pa1)) 11odxg oy pue
pun, Juswdo[aAd ay3 yim uonerodooo
ur 90ud3I[I( on( Sungep Jo ssoooid

Q) UI ST 9SNOY unNSU0d Pajod[s Y[,

dnoi3 3unjiom oy} Jo yIoMm - uB[d
WI0JOY SUOMISUT [RIOURUT ]
Aqrented o1 qn . 9y Jo uoneredaig 9

"L10T Anf 9ye] ut Apnys oy
pajorduwod yuegq jusunsoau] uedadoing oy L,

1. - ASJJBIS TUSUISIAUL
o jo [esodoad oy ypm
SIUOWINIISUT [BIOURUL) QAIJRUIO)E
JO JuUoWIYSI[qe)S Ay} J0J SPIJU JO

SOK  sisA[eue jJo Apmys e jo uonesedald S

SOUTIS UOT[ITT ()7, [EUOIIPPE 0]

"810¢ ut pajordwoo ueo] XHJV UBO[ JO [EMBIPYIIM
9q 03 Pa3oadxd are suonerogou Y|, ou Surpre3or suoneno3oN T
UMBIPYIIM
SeM SOIND UOI[[IW G JO dUOUL) JSI1J oY)
L10T 19qQUI2AON] JO Pud 2yj Je pue ‘soing
uoI[[Iw 9° [ | JO Junowe oy} ur paaoidde
a1om s309fo1d €7 ‘L7107 JO puo oy} Ag "syueq ‘song
Arerpawdul ysnoyy £ 1(g sndny ur UoI[[IW (G| [BUONIPPE UR 10J UBO[
ue39q ueo g/11] XddV JO UOIBZI[BdI oY ], sok XHddV WolJ ueo] SUIMBIPYIA 1

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

SHJALS 10] dduruly 0) $5399% da0xduwr 0) saanseaw Jo IgeNded *L YSd |




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

ddut

spaeoq A1osiazadns Jo sroquow
PuE $1030211p JO SUISUIDI| JO
wo)sAs dy} JO UoHONPONUI Y}

(810T 191ren) I15€7]) pauue[d Aqrenred 10J sme % Enwwh %omgmr mw ommm v
JO s19quIdW pue SI0JIIIP JO
(810T Jo 1oy1enb js11y oy) pue SuIsuaoI| Jo woIsAs oy Juruydp
1102 30 191renb jsey ayy) uerd oy ug SoK 10} dnoi3 Sunjiom ) jo M%N% ‘€
spaeoq A1osiazadns Jo sioquow
PuE $1030211p JO SUISUIDI| JO
waIsAs ayy Suruyap 10y dnoid
SoK FUDI0M B JO JUIWIYSI[QRISH Z
(pasodord sTsaTUedos
ariqnd oy ur SAIPOQ AOUBUIIAOS JO Q0uBUIA0S 91e10d100 JO PIoLY
UOIJBOIJI1I9D 10J SAIPOq pue ssdo01d ‘[apowt AU} uI SOO1AISS Sururen) apraoid o)
o yorym ur) pado[oAdp usdq sey weidord suonmnsul [euoryeonpd jenudjod
UOJBILJ13I0)) AU} JO UOISIOA SUDIOM Y SoK J0 sonroeded oy Jo sisAjeu :
qdur uu:«:ﬂ%ﬂaﬂquT_l
JO uondNpo.uUy ‘1°g AINSLIAI
sasLId.Iud d1pqnd Jo uLIogIY "8 USd
TO3T0I0 (JO310IJ SUTeU SSaUTsSe)
449 - AIVSN 2y Aq payroddns osfe arom
suorymnsut Jo od4) siyy Jo uonoNpoIIUL 10§
Paou A} JO SISATeUE O} UI SONIANIY “BIQIOS
Jo orqndoy oy} ur suonMISUI [BIOUBUL]
nsodop-uou jo uonerado pue dn Surpes oyy
9[qBUD PINOM [OIUM ‘SIITAIDS [BIOURULJ JO
PIoY oYy ul SjJomadwel) [e397 oyp Suraoiduur SUOIINIT)SUT QOUBUIJOIOTU
105 syesodoid Sungerp 10§ dnoin) Suryiop JO uononpoxnur dY} 10§
PO G5ds Udaq SAstr Spuny A 70 9406 b BRI R ol
0S £10¢ [1dy ur ue3oq sosudiojuo [[ews 10} Jo yuswamooid 10y werdoxd
juowdmba jo juowamooid oy 103 sweigord j10ddns jo uoneyuswodur
110ddns jo uoneyuswadwr Jo 9[040 MU S9K JO 91040 [enuue MIN 01
'$59001d 2113U9 AU} JO I0JBUIPIOOD
oy} st 2oueul] JO ANSIUTA YL,
"Kouady dourInsul pue 3IpaId
yodxH ay) pue puny judwdopadqg
oy} yum uoneradood ur 2oud3IIq suonMIsul [eIOURULY
an( Sunyeip Jo ssad01d oy ur sl o11qnd JO ULI0Ja1 9Y) 0} PAje[al
9snoy SunjnNsuod Pajdas A [, ou Sme[-Aq pue sme] Jo Sunjelq 6




ST0C T0J paute[d ST Sue[d JUSWAO[SASD

JO uoneUIIIAP oY) uelNsuod dy) jo uerd
3y} 03 SUIPI0IDY “JFels JO JudWdO[dAID pue
Sururen Joj swerdoid parmonns pauyop
pue suonerado Aemirer Jo 2doos ay) unpim
K)1ATI0® 4oBd 10J ATeSS909U saroudjadwod
J1J103ds 93 JO uonBUILLIIAP puk [ouuosIdd
Jo yuswdo[aAdp pue Sururen jo sweidord
PAINIONLS PAULAP PIFHUSPL q [[IM [LOW
Y 10J AIeSS909U Ik 1B (saroudadwod
pue [ouuosiad) soornosar oiyroads 9o9ford
SIU} U}IM 9OUBPIOOJE U] °, WLIOJOY 1y
aarsuayaidwo)) - e1q1ag ur saruedwod
SABM[IBY POUM(O-9I}S PUB dINjonIseljuf
pue Jodsuel] ‘uononnsuo)) Jo ARSI Ay}
0} QOUBISISSY [BOIUYIQL,, 10T VdI ySnoiy

ue[d juowdooasp

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

paeys 309load oy ¢/ 107 A1eniqo,] ug Aqrented Ayoedeo jo juowdoraraq b
‘pouuerd
Uy} 2I0W SI YIIYM (£ 107 ‘8T Joquiado( uo
SSUIABI]) YO SIONIOM QGG T JO [BI0} B Iy}
)M QOUBPIOIOE Ul PUB ‘SoTweukp pauuefd
9} 01 SUIPI0OOE 9OI0FYIOM ) FULINIONINSII
J0 ssa001d o3 onunuoos 03 sdoys A1essaoou
[1& udye) oAry soruedwoo Aemyrey
‘[B103 UI $6€°T 10 sookodwo Jo Joquinu
oy oonpai1 03 pauue[d SI I 'SUONBZIJBW)SAS SuLIMIONISAI 92I0FI0OM JO
mau pojdope saruedwoo q1e /. 10z 1snSny ug S0k uonejuowdduwin oY) FULIOJTUOJA Z
PILJTIUSPT U3 SABY PIACIATT 3G OF
sjutod A9y 919UyM N0 PILLIED SBM S}OBIJUOD
Funsixo Jo sisAreue ue 00foid sy jo yred
sy ‘ue[d JuowaSeuew 10€UOD B JO JunjeIp
oy ut NF oy Jo spuny vdi ay £q papuny
L SWIOJY [1ey daIsuayardwo)),, 109foxd (uorsiaar)
9y3 Jo Jed se poFe3ud o10M SjuB)NSU0)) SoK S30B1U00 A9Y JO MIIADY ‘1
ABMTET |
31[] JO ULIOJIY "7'8 INSBIAI
SSTTEaTOo)
orqnd ur spreoq A1osiazodns
JO sI19quIOW PUB SI0JIIP JO
wei3o1d UONeII1II0)) Ay} Ul pagesiauyg sk | (VN.L) Spaou Jururer) Jo sisA[euy g




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

‘opeidjeg "o'0'p

‘eftonquysiq Sdd Jo 10V Surpunog
o) 0 SHUSWIPUIWE UO UOISIOA(]
o) pue aymel§ SdH dd oW Jo
[eaoxdde ayy uo oproap 03 pa3oadxo
aIe sonLIoyne 93e)s Juajodwod

SOSTIATaTU

o1[qNd U0 MBT MAU O YIIM OB SIY}
Surzruowey jo asodind ayj 10y opeidjog
"0°0°p eltonqLysiq S JO JudWysI|qelsy
Q) UO UOISIO(] 9} O} SUSWPUIWE UO
uoIs109( 9y} Jo [eaoidde sjuowIoAn0D) oy}
Surureyqo Jo ssaooid oy 1, Juosuod Jururelqo
10J JUSWIUIOAOL) 9Y) 0} JUAS pue SJH dd oy
JO JuoWYSI[qeISH Ay} UO UOISID(] oY) pue
sosudiojuyg o1jqng uo me| ay3 Jo suorsiaoxd
oy yym A dwoo o3 1opIo ur paydope ueaq
sey melS Sdq Ad Mou Y pojuswejdur
u00q sey sostdiojuo Arerpisqns jo
JuoweSeuew pazienus)) ‘sosudioyug
dl[qngd U0 meT mau o) [PIm SdH Hd JO

soueuIoAog arerodioo
JUSIOIJJS QIOW PUB SINJONIS
[euonezruesIo SurisIxa Y UM

oy ‘poriad SurwooylIo] 9yl Ul | JUSWYSI[E)S Y] UO UOISIOd(] PIZIUOULIRH Aqrenred JudwogeURW JO JudwAoIdu]
(%L €6 SR 9[0¢ UT poTted
owes oy} UT UOT}BZITRAI Oy} "0419°C1 Sem 9Jel SSO[ JBAA
OTTyM ‘%L 86 SeM UOT}O9[[00 "L10T'6°0€-"1"T poriad ot Ut pue ‘o,8°7 | St
Jo @1el Byl ‘210g JequeAoN S9SSO[ AJ1OL1}09[d SUTONPaI JO onjeA 19318}
—Axenue[ porded oyj ur) Sdd o ‘L10T 104 (%£6 01 payunowe 91z ut
dd UT 931BI UOT}09TT0d oYl porad awres oy} ur uoneZI[ear Ay} o[Iym
9SBAJIOUT 01 1IN0 PATLIBD aJdB | ‘04/°8G I8 PIZI[BAI SEM UONII[[0D JO JeI oY)
S8T1TATIOB SNONUTIUO) “3no | ,[07 JoquAON-ATenue( pouad oy ur) S4q
poTIIRD US9(Q SBY SISATRUE Hd UI 9JBI UONII[[0D A} ASLIIOUT 0) IPIO
MOU B J9]JB PaUTWLI®}ap 8q | UIINO PIALLIED dIB SANIAIOR SNONUNUO)) ‘N0
ITT4 "0Z0Z- "870¢ potied PALLIBD UJ9Q JARY SIZATRUR MU AU} IoJJe
oY} JOJ SOSBOIOUT 99TJI] PpauTuLIAP 9q [IM I] "0Z0Z-810T porad
‘QY Jo Aouedy A3aauy oyl a1 103 so11d ur 9sBAIdU] “/ [T 1990100
Jo Teaoadde sy} pue g wolj %,z Jo asearoul ue paroidde Loualy
oY} UYITA UoTleIodood UT A31oug oy Yueqg PIopy oy Jo [eaoidde
apew se1[ddns pesjueiens pue A[ddns posjuerens 10y osearour oorid
J0J 901xd oy} UT oseoIOUT paxmbai Jo [oA9] o) SuTUIWLIOP 10J SJH
AIBSS900U 8l JO ToAST ayj | JO SISA[eue pajonpuod oy) uo paseq A[ddns
SurtutwIalep JI0J SISATRUR padyuerens 10j asearour d91d 9,/ /L ST /10T Ue[J UOIBPI[OSUO))
Sdd 9yl Jo sIskq oy} U0 3no 10J 123181 94} 9500 Ay AJnsn[ pinom jeyy Jeroueurq 2y Jo uoneyudwdur
poTIIRO Sem )JQg UT seorad K1911109]9 JO [9A9] 2o11d Ay yoear 03 ‘ue[g AU} PIM SUONIPUOD
£1T0TI30070 UT 9SBOJIOUT UY UOIJBPI[OSUO)) [RIQURUI Y] YIIM JUI] U] Aqrented Jo3Jew A3 0) uoneydepy

Sdd
d JO ULIOJY "€°8 dINSBIA




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

-aneA y3iy

Jo A1adoid ojqeaowrtur Jururewor
oY) o) uone[ar Ul SIYSL SJH Hd

Jo sadAy 1oyp0 10 drysioumo jo
UOIJRUIULIOIOP SV} 0} PAJB[I SANSSI
9]qeIndsIp 9A]0Sa1 0} AIBSS0U SI J]

'L10T
u1 dnoin g4 ur saakordwa jo Joquunu oy

Surzrundo 10y uerq paydope oy juswarduur
03 Jop10 U] "uonesuedwoo Junernwiys Jo
POYIoW pue SUOHIPUOD UO UOISIOA( Y}
passed 9107’8 1€ PUE ‘610T-910T 10§
dnoin g4 ur seakordwa jo soquunu oy
Surznundo 1oy ueld oy paydope 9107°8°S
uo Sdd dd Jo pieog K1osiazadng oy

‘uonnquysiq Sd4d Ioj pue
Sdd dd 10J-52550901d 0M) 0} PAONPAI sEM
sainpaooid juowainooid Jo uonejuswardur
a1 10J sssa001d [ENPIAIPUL ] YUM ddT oY}
M 90UBPIOII. Ul SaInpadold juswainooid
Jo uonejuowd[dwr jo ssado1d oy,
‘(uowarnooid jo Suruuerd ‘uononpoid jo
Suruuerd ‘spuny yo Suruued) Sdq 44 2IMUd
AU} UI SONIATIOR UTRW AU} JOJ PRONPOIUL
u90q sey ssoooxd Suruueld parjrun y

SoK

S9K

ou

Ked 9oueIoAS dATIR[NWIS

o UoISIoap ‘sddko1dwd Jo
Joqunu dy Jo uonezrundo oy
10j uelq oy Jo uonejudwodury

Koua1o1jj9 [euonezIuesio
pue [euonjerodo Suraoxduy

Kuedwo)

901§ Julof Ay} ol SdH dd Jo
WLI0] [8S9] oY) JO UOIBWIOJSUBI],




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"uLI0} JeUOnOUNy
A1y & pue [ey10d o) y3noay) payonpuod
$0INpao0Id dAnRNSIUIWIPE JO AIOJUDAUL AU}
pue sa1npao01d 9ANBLSIUIPE JO AI0JUIAUL
oy ur ojedronued jeyy suoneziuesio pue
sonLIoYINE 9y} WOIJ SUonsefIns snoownu
Jo siseq o) uo parordwr pue paredoid
u99q SeY WOy oy [, "pejo[dwoo usaq sey
S0INPao0Id SATIRNSIUTWIPE JO AIOJUDAUL

oy 10j wioj [eSIp feuonouny AJnj e
Surysijqeise pue Junyerp jo ssavoxd oy,

SOA

saanpaosold

OATJEISIUIWIPE JO AIOJUSAUL

Sunjew 10J SUOHONISUL (1M
Lo} pezniSip e jo uoneredord T

SONIJUI SSAUISN( 10 s3Inpado.ad jo uonedyduis ¢ YSd

PSYST[qEISd U33q SeY SISWOIST) [BIOISWIod
[[ews 10J d1ud9 [[ed ssa001d ur st opeiddn
1sqaM S,SdH dd QYL ‘payuswajdwr Juroq

SI AJ1011J09[9 JO dN[BA O} pue AJUSIOIIJO

A319u9 jo 91d0) oy} uo uerd uonEdTUNWIWO))

SOA

A391e1g diysuone[oy Jowosn) ‘9

‘saniioey

uononpoid oy ur diysioumo jo
JUSWYST[qeISS 33 10f SdH Hd 24t JO
3sonbai oy uo 9p1odp 03 pajoadxo
aIe sanuoyne e)s juoradwod

ay) ‘porrod Suimoroj oy Uy

‘3uro3uo st Ayrodoxd

d]qeAOWIWI JO AIOJUDAUL JO Inpadoid

oy “(uonouny I} YIM PAJOAUU0D
sanIIoe) pue sanIfoey uononpoid) Jy3i
diysioumo a3 ysijqelsd o3 9[qissod st
yorym uodn A110doid ojqeaowur Jo roquinu
uIead € 1oy ‘Arxordwoos ayj Jo asneodg

Aqrened

uonnqrusiq Sdd pue Sdq

Ad Jo KArodoid ojqeaouwrur oy) uo

SIYSLI dIYSIOUMO JO JUSWIYSI[qL)Sd
o SuipieSal SONIAIOY ‘)

L86C
Kq pasearoap dnoin g4 ur sedkojdwo

Jo 1oqunu oy, L1071 1€ Sutpuo

‘ueld uonezrundQ Ay YIm OUBPIOIIL
u] JudwAo[duwd Iy} JO UOHRUIILIY)
ensuasuod e 10§ parjdde saakojdwa (/6]
‘uorresuadwod aanenws Jo juswled
Ay) s Judwkojdwd Jo uoneuIuLId)
ensuasuod e 10y Ajdde Ay 1824 owes oy
up"L102°01°91 [un pjoy ses dnoin sdd
oy} ur saaKo[dwo PoysaIANUI 0) UOHBUAUL
o1qng Y ‘210z uf ‘werdoxd Aouepunpal
2y} Jo uoneIoqe[d ayj 10J apraoid jou
S90p ue[d dA0qe Y ], ‘uoresuaduiod

Jo yuawAed ayy ypm uswhordwa jo
UOIJRUIULID) [BNSUASUOD AQ PUB MO[JINO
rexyeu £q pojuowdjdur s1 31 ‘soakodwo
Jo Jequunu 3y Jo uononpai ay) Jurziwndo
10j ue]d pardope 9y} yjim 90UBPIOOJ. U]

SoK

sookoydwo
Jo snjdins ay) Surajos 103
wesSord oy Jo uonejudwd[dwy 9




{UOTIN(OS SIeAIJOS

pue padojaAap) [opow 3S09 pIepuels
® ySno1y) uoping dANRISIUIUPE
Sune[noes 10j uLI0} & pue ssa001d
SIsA[eue 2IIud oy} Jnoy3noIy)

pasn aq [ Jey) padojoaap Jureq

s1 A3ojopoyiow v “saseyd ur

SUOP 3q []IM pue L[(T 1290100 Ul
PaIe)s saInpaooid dAnenSIUIUPE

SuUOnIPUOd
ssoursnq Joyjo pue sampasord
OAIIRNSIUTWUPE JO AIOJUAUL

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

JO A10judAUl 9} JO SISATRUR Y[, ou 9} JO SI[NSAI A} JO SISA[RUY
"K10JUdAUT Y}
Ul papnjoul oq p[noys inq
KI01UQAUL U]} 10 19ISISAI
jou pIp suoneziuesio pue
So1pOq 1Ry} saInpadsod are
210U} Jey) PAYSI[qeISO Sem
31 ‘K1ojuaAur oy Surn(g
"pakerdsip aq [[im yoryMm
ssoo01d siy Jo uonnjos
€ SureaIo 10j 3os oq [[Im
saurpeap mau ‘Axa[duwoo
pue AJuLous I19y} 03 ong ‘SISA[eue 10§
-21npadsoid payjiun e ug Apeal pue pap10da1 Surdq sainpadsoid 6547
pa3s1] st spodwir 0y pajear M “a3e)s [eulj oy ul SI pue suoneziuesio SUOIIPUO
sa1npaooid uonensuIwpy pue Sa1poq (8 Sey I L10T ‘G dunf Uo payIeIs ssouisnq Joyjo pue sainpasord
swoisn)) Jo \ConoZ: osh m $1npa00.d dAIIBISIUTWPE JO AIOJUSAUL I ], Aqrened QATJBISIUIWPE JO AIOJUIAU]
LTTP9I0.
QATJENSIUTWIPE JO
KI0JUQAUL A} JONPUOD [[IM 'S2INPa201d dAnBNSIUTWPE JO AIOJUDAUL AU}
OUM S[BIJIJJO PIA[OAUI PUB u1 pajedronted oym suonezuoyne orgnd sampaosoid
pajutodde Apuonbasqns Jo s1opoy Joyo pue sasudiojua orqnd JAIBRNSIUTWPE JO AIOJUAUL
J10J P[OY 2IoM “JIWI] dwW} ‘suonezIuesIo ‘sarpoq /(] ul saakojdwo ¢/ oy ur ogedronued [iim oym
pagesiaud ) opIsINo 10J p[oy sem 3ururen Aep-auo G¢ Jo [e10) © SJUBAIQS [IAID JO SSuIUIRI) pUB
PIoY ‘sSururer) [euonIppy ‘L10T AeIN 01 Arenaqo,] woij porad oy} ug S9K s1ouren 10j sgururer) SuiziuesiQ




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

19108 Jo o1qndoy oY) JO JUSTUUISAOD)

oY) Aq paydope sem me| @S@%wum Aqrenred | so01A10G uo meq ay) Jo uondopy 11
‘L1 1090300 U0 BIqIAS Jo d1qndoy oy Jo 9OIOWIWIOD JTUOIIOJO Ul SIOTAIOS
Aquassy [euoneN oy Aq pardope sem me| AJTenjuUOpIJUOd PUB UONEIIJJUIPI
oy} pue £10g ‘L1 ISNTNY UO JUSWIUIOAOD) SIUOI}OIO OV JUAWNOO]
oY) Aq paydope sem me[ Yeap Ay L, Aqrenred o1u0130974 2y Jo uondopy 01
‘ssauisnq Sulop
10} SUON)IPUOD IO pue
S9INPI0IJ JANENSIUIWPY ‘ssauIsng
JO 1918130y 21[qngd payrun) 3u10p 10} SUONIPUOD JAYIO puE sAINPad01d
oy 3uIysijqeIss jo dAnBNSIUIWPE JO 1931321 o1jqnd parjiun ©
ss9001d a1m3ud oy Junmp Surysijqeiss Jo 309foxd anuos Yy SuL10A00
san1Anoe [euorjoword paredaid sem A3oje1)S UONEIIUNWIWIOD
pue s[eo3 3908 os[e Inq B ‘urejlig 1eolr) Jo pun, 9oUBUIIAOD) (sso001d snonuruoo)
‘so1seq A} 39S [[IM AFoRNS poon oy Aq pasueuly JuswdAoxduwy A1S139Y 9y} JO JUIWYSI[qLIS Ay}
UONBOIUNUILIOD I ], JudwiuoJIAug ssaursng,, 390loxd oy urypm Aqrented 0} PoJe[d1 SOIIAI}OR [BUOIIOWOL] ‘]
‘wop3ury]
Pl 9y} JO JUSWUIDAOL) J) JO
(1DD) pun, 99UBUIIAOL) POOLD)
Jyy woy ypoddns 109foid ur Aejop
03 anp Ajuewnid payiys sem
auI[Peap YL 10T JO JTey Puods (smejhg
) ur padesIAUD SI 19)SISAI SIy) ‘paredasd Suroq st me[ oy Jo pue suonipuo)) SunerddQ RYIO
JO JuoWIYSI[qe)s Ay} Joj dul[peap |  Yeip Isiy Ay ‘suonipuo) JuneradQ YO PUE S2INPIJ0IJ QANRHSIUTWPY JO
MU B YSLI PAIJIIUSPI AU} 0} NP PUE S2INPIJ0IJ SANBISIUTWPY JO I)SITOY 1015139y d1]qng PalIuN) U0 MBT)
nq ‘g10¢ Jo pud ayj £q pauueld st J1qngd payIun ayj uo meJ Ay} Jo Sunjeip 1918139y U} J0J JJomowelj [e39]
A1S139Y 9y JO JUSWIYSI[RIS Y[, oY) 10J pawoj sem dnoi3 Funjiom y Ajrenaed oy yo uondope pue unyeiq 9
‘SIsAJeue
119y} pue sa1npaooid dAnensuIupe
Jo A1ojuaAur oy Jo uonojduwod
A} [I3UN PALIBIS 2q JOUURD AJIAIIOR
‘sarnpasod SIY} ASNeddq ‘g1 ()T JO 191renb
aAnensiurwpe Suizrundo 3s11J oy Ul sursaq seanpasord sampaosord
pue Surkyrjduirs 1oy JATJENSIUIWIPE PALIOJUIAUL JUJ} JO JATJENSIUIWIPE PALIOJUIAUL JU} JO
A3ojopoyow paredarg uoneziundo pue uonedydug ou uoneziundo pue uoneoydug S




"UOTB)UOUINIOP
SurI0)IUOW JO 39S B YJIM S[enueut
Sunojruow Ap1o3renb padojoasp sey pun,g
oy} “Yueq PIOA\ 9} JO 9OUBISISSE [BOIUYID)
) YA “sIoyrenb oaxy 10ye pajordwoo st
‘uerd uoneyuowdrdwr oy} Yim 00UBPIOIOE UI
900foxd ouo o[1yMm ‘(Je303 UI ¢) SOLIRIOJOUSq
10 ssa1go1d ur st 1031enb yanoy oy Jo
uonejuowdwl JuUotwow oY) Jy "UOI[[IW ¢
ANF JO Junowe [e303 9y} UI SOLIBIOIJOUSq
ynm /10 Jo 1o1enb jsary oy ur pousis

€10T VdI - pung a3 £q
Suriojyruow ‘paudisse s1 Juroueuly
AU} WOYM 0] SOLIBIOIJoudq Aq

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

QI0M SJUQWIRISe FuroueUlj ] JO [B10) SOK sy00fo1d jo uoryejuoworduy ‘1
$.10393s dearid pue driqnd dy) ur JudwdoaAdp [ed130[]0uydd) pue uoneaouul gurioddns swwersoad ‘11 YSd
"JOBIIU0D
A Jo SuruSis oy} J0)Je PIOUIWWOD Se0TAJeS UoT308dsur § 3SILJ
9q 1M san1anoe pauueld y) yey 9y1 J0J welshs Jojooadsuy-o
Ppa30adxa st 31 ‘pojuswdduir oN ou oy Jo tuewdolears(q (p S
L10T wo)sAs
IOQUIDOJ(T Ul PIMIE)S SAIALIOY Aqrented o Jo sisAJeue [euonoung (p ¥
‘SISA[eue [eUOn}OUNJ 19)J8 PIYIL)S
9q 1M santanoe pauued oy jey
pa1oadxa st 1 ‘poyudwdrduur JoN ou waIsAS 1030adsur-9 jo udisa (8 €
S9K sisAJe :
*10309dsur-o ishieue v (4 4
- uonoadsur J0J woISAS uonewIoJul
ULIOJTUN JO UONN[OS dTBMIJOS o) 10J /10T 11 9seyd
‘7 JOQUIDAON UO PAUFIS Sem JOB1UO0D Y[ SoK | 10j J030R1U0D) Y} Fundenuo) (q ‘1
II oseyd
uondadsuy-5) iqnday] 3yj Jo [949] 3y} Je $)eA0323dsui e 10§ uriopeid uoneULIOJUI UOWWIO & SUIYSIqeISH ‘0L S
"810T ‘8T Areniqo 0) ¢ Arenuef
woy Aeam 1opun ST uLIeay dIjqnd "UoIsIodp
s JoISTUTIN Y3 £q paysIjqelse dnoin
SUD{IOAN 97} JO JIOM 1) JO JTOMIWEBIJ S90IN0SY d1[qnd
oy ur dn uMBIp SeM SOINOSIY d1[qnd JO 9s() Y} 10J SO9,{ U0 MET o}
JO s 9} J0J $89,] U0 MET eI YL Aqrenaed Jo uondope pue uoneredord Rdl
I
aseyd) DSJ Y JO JUAWYSI[qe)ISd
"SOOIAIOS U0 MeT JeI(d oy pue 10e3U0)) J[3UIS JO
o £q paquiosaid st 92100 Y} JO SJUI0 OTUONIA[H ) JO SIoM
uondope ayj 10J siseq [839] oy ], ou A} U0 21997 Y3 Jo uondopy 71




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

STETIeTT
weidoid pasoxdde oyj yim 2ouLRpIOdIE UL
sweidoid uoneaouur Jo SuOULUI-09 Y}
pue weidoxd juswdoaAap A[1ed 9y uIyIm
Suroueury J1oj s109foxd Sunoofas jo ssaooxd
oy 10ye ‘(weirdoid uorreaouur Jo Suroueury
-00 oy} urym spoford ¢ pue weidoid
wowdojaad( Aieq ay) Jo SJomourely

o u1 o) spolord gz o 8101 & punj o)
POPIOOp pun,f ayj Jo uoissiuwo)) adxyg

usqof
2 ssouoAnnadwo)),, - Suroueury
U0 SUD[EW-UOISIOop pue

Juapuadapuy oy ‘£ 10T ‘L Joquda uQ S9K sy00foxd urwoour jo cosmmmm\ww ‘11

ssauaAnnedwo)),, - suoneordde

JO uoIssIuqns 10j dUI[peap Y}

'£10Z 3sndny pue A|n[ Suunp pajonpuod ‘1o11enb pu0od9s o) Jo pud Ay je
pes %%mxw%ww:m%@ ue omﬁmwm%%.ﬁwwww Sok s100p uado pue suone)NSu0)) 01

OBSIA ‘SIN ‘ulueluaryz ‘opeid[og - L1027
A[n( pue oung SuLnp payoune| sem DA Y}

Jo uonejuesaid pue sanianoe jeuonowold .sqofl 29 ssouoAnnadwo),,

oy, [1eo o1qnd e Surounouue Jo UOISEII0 - 1011enb Js11y o) SuLINp DA 10

U} UO BIBPZIAZ S Ul PAZIuesIo sem I1eo o1iqnd 2y Jo JuswdoUNOUUE

JUDAQ [BIUOWAIAD B UAYM ‘/ [T ] duny pue weidoid oy Jo uoneyuasaid
uo padunouue sem [es orqnd oy |, SoA pue SANIANOE [BUOTJOWOI] ‘6

[Te0 JIqnd ISy 31 = $10C VdI -

werSord Suroueulj-0d uorBAOUU]

"10BIUOD JURIS oy pue weidoid juowdojorsg

3oa11p & Surudis 10)e poyudwdduur AJreq oy 105 [1eo drigqnd ot Jo

9q ued ANAIIOR SIY ], "'PAUSIS uUddq juowddUNouUe Joyrenb ay) jo puo

JOU SBY JUIWRITL JULIS 100IIP AP IV $10T VdI - uonensigor

& pue pasoidde uoaq jou sey I10J syuedrjdde jo uoneredaid
uonedrdde 10z vdI - Zutod 99§ ou ‘sdoysytom pue si00p uadQ b

TT&a o1 qnd 510y 947 10§

sAep ojul - sanIAOR [euonowold

Juowdoide jueid ‘4102 VdI - (syue1n Suryoje]

3oa11p & Surudis 10 poyudwdduur pue sjueIn) I ‘weidoid

9q ued AJAIIOR SIY ], "POUSIS uddq Suroueuly-o) uoneAOUU]

JOu Sey JUIWITL JULIS 100IIP pue weidoid juowdojorsg

e pue paaoxdde useq jou sey Ajreq) sweidoid jueId 10y
uoneosrdde 4107 vdI - ¢ yurod 299 ou bl ﬁ%mmwwﬁ%&o %mo m%m_wm%%wﬁ I

“I9ISSOp 19pud) AY) JO pue pun,j UOTJBAOUU] J} UOIMIOq
uoneZIuowey Wid)-3uoy ay) 03 angg ou | juowoaide juess 3oa11p e Surudig z




‘syueordde 03 paroarp

u93q sey weidold Joysuel], A3o[ouyoay oy}
10J [eNUBIA] V "PIBAIIOR PUB PAYSI[qRISO
u23q dARY AS0[0Ulda], JO IJJSueIL], I0J
Q01O [eNU)) Y} UIYIM AF0[0uydd)} JO

WSqOT

2 ssauaannadwo),, - spadxo
[euoneuI)ul Jo sisAjeue joid pue
10doI JUSWISSISSL-J[IS PI[1eIdP

V <, sqof 29 ssouoannadwo)),,
Pue €] Vd] - UOIIBZI[BIOIOUILIOD
Jo 1uswdo[aAdp 1oyny Jo
Sunojiuow pue uorsiazadng

‘g ‘SUOIIJBSUEI) JO UOISN[OUOD
pue uonenogay / ‘siouured
[erorouwod [erpudjod Jo
uoredlIIudpP] 9 ‘A33eNS
UOI}RZI[BIOIOWIIOD Y}

Jo uonejuowdrduwy g
‘UONBZI[BIOIOUWILIOD JO SI1}OR)

pue A391ens oy Sutulye( 4
‘SSQUIPLAI [BIDIQUILIOD dSBAIOUI O}
10p10 Ul Judwdo[oAdp [eUORIPPE
Jo Suroueury ¢ ‘(oSe1n)
JUQWISSISSE SSAUIPLAI [BIDIQUILIOD
pue [edr3ojouyd], -z ‘syuedrddy
JO SUOnUAAUL JO UOTJ[[0)) *|
:19Jsuel], A3o[ouydq], 10 991JO
[eUL)) Y} J& SAUI| IIAIOS

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

Jojsuely 10§ (J€30) UL ) SQUIl] AJIAIIS soK | 19jsueny A3o1ouyod) Surysijqeisq ‘1
(8107/¢ onezen
J0O) 610T 01 9107 woly porixd oy
10j Juowdo]aAd( [eo1S0[0uydd],
Ay} 10J weISoId YoIeasay oy
pue 0Z0Z 01 9107 woy porrad
AU} 10J Y0IBISY PAIUALIQ dIseq
pue weI3old yoIeasay diseq oyl (uowdooad(g [ed13ojouydq], pue
woJy s309foid jo Surioyruow pue "padunouue uddq Jou sey [oAd joafoxd 20UQI0S ‘UOnEONPH JO ANSIUIA)
Suroueuly ‘Uond9[AS ‘UonBNBAD MOU Y], ‘Suroueury Jo 9[oAd JUdLIND J} 0} ALSAN - weioid yjuswdojoaap
dY} Uo JoV oY) Jo Judwnuue Y} uo | Surpiodoe aoeld sovey weidoid juowdojorop [eo130]0uy09) Jo uoneyudwdur
UOISI09(] Sy} PUSWE O} UOISIId(] [e2130]0U93} AU} JO UONBZI[BI I ], sok JO JUSWIDOUSWIWO)) ‘L1




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

[Z0¢ 3O IO1IBTD IIoy 347 ST UOTeZITOtWIET]
[0 10J SUI[Peap S "P[oY STy} UT
uone[si3o] ueadoIng yim UOHLZIUOWLIEY
11Ny JO Wk oy} YIIM ‘suone[ngol [eoruyoo)
mau jo uondope oy 1oy ueld e opewr

oARY ‘1D Y} JO JI0MIWERL) O] UIYIM
suone[ngal [eoruyos) Jo uondope oy 10y

BOIR poZIUOULIRY Oy} 10} JV pue

VVAN 9} M 90UBPIOOJE Ul
‘Spo03 JO JUSWIOAOW JO WOPAAL]
- 1 'yD Suissedwoous suonen3ol

91qisuodsai ‘sorysmuru jusjedwos oy Aqrenred 9y} JO UOIRZIUOULIBY JOUMN] ¥
(JILOD TUSWSSSSSY
AIuIojuo)) pue s)onpoid Ioj
"PIoY sem o3eqop orjqnd e ‘roquuaydog syuawaIINbay [BIIUYI9], U0
Ul YLOT YeIp oy} Jo 1x9) paredorg Aqrenred MEBT MU Yy} Jo uondopy 'z
(0T0C¢-ST0T) SIMonseuy
Airen) Jo juowosoxdwi] Jof
"A39181S 913 JO S9A13O3[qO Ay} PIM A391en§ 2y Jo uoneyuowodun
ouly ur A[[nJ o1 /] SuLInp 9Injonyseyur o 103 sueld uonoe [enuue Jo
Ayirenb Jo pro1j oy} Ul SOIATOR PIZI[BY Ajrenred uonejuowddwi pue uondopy ‘1

w)SAs danpnyseayur Apenb euoneu ayy Suraoaduwy ‘71 YSJ

UI35q PINOM ATATIOR
sy} Jo uoneudwadw Jo ssoo01d
oY) YoIyM e ‘107 JO 1oprenb
18113 9} Ul Pojoadxa ST JuL)NSUOD JO
uo1399[9s oy ], ‘3uro3uo sI 9jepIpued
drerrdoxdde a3 Jo uoros[as oy
‘SUOTIBZIUBSIO OIBISI OIJIIUIOS
JO JUQWISSOSSE-J[OS JO POYIowL

9y} Jo uorsiazddns pue usisop

10J 9[qIsuodsal Jue}nsuod & Jo
JuowoFeJud oy} 10J PIOUNOUUE SeM
189 & ,sqor 29 ssoudannaduwo),
100foxd ayy urypIp

,Sqof 2 ssauaannadwo),, -
S[OAQ] [ENPIAIPUI PUE S,UONMIISUL
Y} 78 )0q WAISAS JuowoFeurwr
paseq-9ouewIo}tad e Jo
uononponur oY) Jurpnjout ‘uelJ
uLI0JY 10399S Y "9 (7 Wolj
suonymnsut joqid oy jo sisAjeue
oY) woyJ Furuwols A3ojopoyow
9y} UO PIseq ‘10)99S OILISAI pue
SITJUAIOS dY} UL SUONMIISUL Y} JO
ou sisAjeue oY) Jo uonejudwodwy 0C

"SUI| 9JTAIOS PAYSI[qLISO
U} UIYIIM UOnOBSURT)
18113 oy syuasardar

yorgm ‘pausis sem
JUAWIAIZE ASUADI] ISITJ oY)
‘wesSord LI oyl Wy

‘we1dold JI.1 Y} UIYIM JUI] dOIAIDS
[EUOIIIPPE UE ST [OIYM ‘SIOYINOA JAIIRAOUUL
urym Surpuny 1oj [[eo orqnd e pajeniul sey

9013 JoJsuel], A30[ouyoa] [eNU)) YL,
'syoofoxd

€ 10J pauljop s1 A39rens uonerojdxd
[e1oJoWIWO)) “¢ ‘pajen[eAd aram sjesodoxd
100(01d 77 JO [8101 ¥ “T ‘9T SI papruiqgns
spesodouad 309(01d Jo Joquinu Ay ‘1

SOUI] 99IAIAS MAU JO JUdWAO[OAD
+ .,5qof 29 sseuaannedwo),, pue
€1 vdI - £391ens uoneyrojdxo
[eIoIoWWIOD o) SUTULI(] '€ pue
sresodoid joafoxd peprwuqns jo
uonen[eay ‘7 ‘OLL PUe JLL

Kq sjesodoid 109f01d Sunoo[jo)
5ok *]_:SOIIAIOR Q) JO UONBZI[edY 61




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

SISSUSUSIP [OSOISE

U0 }00q[My pue s ur sy1 Jo uondadsuf
U0 Y00qa[ny ‘SP1[ JO A)aJes U0 Jooqa[my
{(XALY) saraydsowse aarsordxa Afjenuajod
ul 9Sn JOJ POpPUIUI SWAISAS 9A1309101d

pue juawdinba uo yooqany :paysiqnd

VVdN pastAal oy pue
BOIE PAZIUOWIRY o) 10J JV U}
()M 9OUEPIOIOE UI SUOIIe[NSol

porodaad SRR ¢ w2t e
191dey) uoneno3aN Jo [9A9] Y} 18 VVIN wopaaiy - [ Joydey) uonenofoN
Y} JO UOISIADL PIIY} 3Y} °L (T +2q0100 U] EEIN 10} VVAN JO UOISIA9Y v
*£ 10T 1quI03(] G| UO UOISSIUIIO))
ueadoinyg oY) 0} paRIWIQNSI pue
uorssiuwo)) ueadoinyg ayp Jo
SJUSWIIOD Y} YIIM JUI| Ul PIIIALI0D
U99q 9ABY BAIE PIZIUOULIRY
Ay 10J JV pue A391eng ay ‘| BOIR poZIUOUWLIRy € 10
191deyD uonenoJoN Syl UM ou | JV pue A393e18 ayp Jo uondopy 1Ty




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

USTedey pIuoTuS

oy uaySuens 03 onunuod 03 st ueyd oy pue
‘paonpoid useq sey ,puey je suonen3or
[eoruyo],,, 21nyo0iq [euonowoid €
‘suone[ngal [eo1uyo9) Ajiou o} uonesqo
oY) Jo ssouareme pue Kyoedeo oy
uoyISuANS JOY}INY 03 JOpIo U] "(UOHBOYIION
uo uone[nSoy) SPIEPUL)S PUE JUIWISSISSE
AIuI0Ju0d ‘suonenSal [ed1uyod) 03 Pajeal
UOIBWLIOJUI JO JOUUBW dY} pue 2Inpadoid
uoryeorjdde oy uo uonenoy ayp Ajdde

01 Ky1oedeo o) uayi3ualls 03 J9pIOo Ul
‘AWOU099 oY) JO SOATIBIUsAIdal 10J Py}
PUE PUOIIS Y} PUL ‘UOHENSIUIWPE J)e)S
o) JO SOANJEIUSaIdal J0] POPUAUL SEM
ouQ "£107 Joquadeg pue [udy ‘yorey ur
pouLIog1od 910Mm 92I0WWO)) JO JOqUIBY))
uBIqIOS oy} Yim uonerodooo ur sSururen
Qa1y [, ‘suone[ngal [eoruyod) Suikynou jo
£318S900U 9} UO pajonpuod sem udredwed
Surp[ing-£oedes pue Sulsrel-ssousIemy
"BOJE POZIUOULIEY

-uou oy} 1oy fesodord JV oy} JO 1x9) [eulj
oy Jo uoneredoid pue spuounIod D
osoy Jo Surssaoold oy Jurpae3al ‘saoIAIes
JUQWISSASSE AJIIOJU0d JO s1opraoid oy
pue armonnsejur Aipenb 10y ojqisuodsax
sa1poq a3 Jo Ayroedes ayy SuruayiSuans
Aq Ansnpur oy Jo Juawdo[oAdp oy} 03
110ddng - 100fo1d HONINNIM.L oY ySnoay
pap1aoad proddns oy jo 1red se pjoy arom
s310dx0 09z Yim S3UIOW SALIRI[NSUO))
"L10T ‘ST 1quisoaq

uo uorssrwwo)) ueadoing oy) 0} paprwqns
pue po3oalIod sem [esodoid JV oyl Jo

X9} Y} ‘SJUSWIWIOD Y} Y}IM JOUBPIOIIL

uJ ‘[ UOLIDJLIY) IO} BAIE PIZIUOULIRY

-uou Y} 10y Jv ay3 jo [esodoid oy uo
AwWou0o5 Jo ANSIULA OU} 0} SJUSWIWOD S}
paptwqns (D) uorssiuwo)) ueadorny

oy [, ‘Aem 1opun s (BoIe POZIUOULIEY

-uou oy} 10} ) uorun) ueadoing oy

Jo Sutuonoun, oy uo Kjea1] oy} Jo 9¢

-b€ SOPIIY YIIM eIqIeg Jo d1qndoy

o) JO UOLE[SISI[ AU} JO UOHBZIUOWLIRY

oy} 10J ue[J UOLOY JeI( Y} JO UOISIOA
[euyy oy3 Jo uoneredoxd oY) UO YI0M

Ajrened

(uoneoynou uo uone[n3Y)
SpIepue)s pue JUSSSISSe
A)TuI0Ju0d ‘suone[n3al [Bo1uyod)
0] PIJe[21 UOHEUWLIOJUI JO POYIO
pue ainpaosoid uonesrdde oyy
uo uonengoy ay) Ajdde 03
Kyoedeo ay Jo SutuoyySuons
pUE BAIR PIZIUOWLIBY-UOU I}
10J vV 2y Jo uoneyudwadur

Aq BoIR POZIUOULIRY-UOU

Jy Jo uonern3a1 Y],




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

USTEdUIes pIuoUS ST USISUSIIS

0} anunuod o3 st uerd ay} pue ‘paonpord
ud0q SeY ,puey je suone[ngol [eoruyd],
anyooiq reuonowoid e ‘suonengar
[ea1uyo9) Ajnjou 03 uonesiqo Ay Jo
ssauareme pue Kjroedeo oy uoyiSuons
JIOY)INJ 0 JOPIO Ul ‘(Uoe[NSoY UONEBIYION)
SPIEPULIS ) PUL JUSWSSISSE AJIULIOJUOD
‘suorye[n3ol [eOIUY02) 0) PAJL[I UOTRWIOJU]
Jo 1ouuew oy) pue ainpadoid uonesrdde
o} uo uore[n3ay Ay Jo uoneuswddur Joy
Kyoedeos o) uayiSuons 0) JopIo Ul AWOU0O
o) Jo saanejuasaidar a1 10§ J9YJ0 oY) pue
UONENSIUIWPE 2)B)S A} JO SAAIIRIUasAIdal
91} 10J QUO :PJAY IOM SIBUTWIS 0M]

‘£107 11dY pue YoJey Ul 92I10W0)) JO
Joquiey) UBIqIdS Ay} Yim uonesadoos uf

(uonjeoynjoN uo uoneNSY

PISIAQL AU} JO sjudWINbaI Ay} 03

Surpioooe) uonjeredoid jo o3e)s

oy Je suonengar [eoruyd9) Jodox

Ajrened 0] paau 9y 3noqe SuruSredwe

"pauTULIdIOp 21om uonejudwR[dwt

10} SOUI[PESP PUB BAIE POZIUOULIBY-UOU
oy} 10J 'V 9y} woy suonensar oy

Jo sisAJeue [e39] € aredaid 0y 1opI1o Ul
SUOTIMIISUT JUBAI[AI A} JO SAATRIUASAIdaT

-uou 10J Vv 9y} Wwoij suonengar
Jo sisAJeue [e3o] Sunonpuood pue
SBAIE POZIUOULIBY-UOU UT ‘Oper)
0} SIdLLIBq SUIAOWAL/SUIAJUPI
103 sarnsurw Judjedwod Jo

Y} 10J PoZIULSIO AIdM SSUIUIR]) § JOAQ Aqrenaed sonioedes Juruay)Suang ‘TS
SPoNPOId T0J JUTod JOEJU0T [BIIU)
€ Se AWOU0dH JO ANSIUIA 94} JO IoM o}
ur 11oddns e 2q [[1m jeY) Syutod 30BIU0D JO
JI0MIQU B YSI[qe)s? 0} 19pIo up aoe[d ur
ind sem SUOMIISUI JUBAD[II Q) UOIMII]
uone1adooos ayy pue pajuasaid sem ueld
S10Mm 3 21oyMm sjonpoad Joj jurod 3oIU0
) JO yIom pue JudwysIijqeisy 21doy ay) uo o4
90IOWIWO)) JO IdqUIBY)) UBIQIAS ) Ul P[oy /8002/79., uonengoy Suikjdde
sem Jeurwas e ‘/ 10z Joquaidag uy -paredord pue suonen3aI [es1uyod) uo
a1e syonpoid oy uo uonewrojur Surpraoxd uonewojur Surpraoid 10y
10} sounpooold uonerado jurod 3oeIu0d Y. Ajrened jurod 3083u09 9y} SutudYISudIS ‘'S




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

SUTOSUO ST S3MIed 310U §; J0F SUOTIR[[eIsur
pue juswdinbe Sura1a0a1 103 a1npoesoid
V "p3e[dwod useq dAey ‘uolfiur ¢ YNNI

noqe yuom ‘santed / 10J uoneeisur (300foxd ¢107VdD)
pue A1oA119( "sso18oad ur st sonaed |1 INdINA Pue yDOg 10j juowdinba
103 Judwdinbe jo jdrosar pu. %%%mw& Aqrenred Jo juowaindord »mo:_wmwﬁ woc €L
PUE UONBIIPIIOIL ‘UONBZIPILPUE)S UOIJBIIPAIdOR ‘UONBZIPILPUR)S 10]
10J SUOIIBZIUBSIO [BUONBUIdUI PUB SUOIILZIULSIO [BUORUIOIUI PUR
ueodoIny jueAQ[aI [[B Ul L] UI ueadoIny ul suonMISul [eUOnEU
A PN AN P S PE o dEER IR T
[N oy} uo paseq suone3Iqo Sy [J[nJ Jo diyszequiowt [[ny oy} Surureqo
0) PaNUIIUOD SST YL "9[ 0T Ul PazI[edy SoA pue syudwalnbai Jo juowyiyn,g 1L
AN T
9° Jo Junowe oy ur juowdinba juowssasse (VDO{) 1uawssassy AjuLiojuo))
AruIojuod Jo juawaInoold uo €10z Vdl 10J sa1pog pue suonmusuy [0 A}
U JOpUN J0BU0D ) JO uoneudwddwy Aqrented Jo sonoedes oy) Sutuoy)uang ‘L
"UOTSSTUIIO)
ueadoing oy} Aq papraold eLoyLd
oM} Pa[[IJ[NJ 39K Jou sey BIqIdS
asnedaq ‘uado jou are spoo3
JO JUSWIDAOW JO WIOPADI] - | Spo03 JO JusWAAOU JO
191dey) uonenoJoN Jopun uorun wopaaly - | 10dey) uonenoIoN
ueadoIny ay) Yim suornenoJoN earm ou ungm suonenogou jo Suruado 9
PaZIuoWLIRY-UOU dU} 10} JV/ U} Ul SUI[PLIp
QATJBDIPUI UJISAIOJ AU} [}IM JOUBPIOIIE
ul AJIAT}O® SONUNUOD € ST suone[ngal
919[05q0 JO UONBAOUU] “(L10T/FE "OU ,SY
JO apozen) [e10130,,) SUONEB[NTAI UIL)IdD
JO AYIpITeA 9Y) JO UOT)BUIULID) UO J00qa[Ny
o Surssed £q 309330 ojur ind ueaq oAey
‘opexy 10j SsIdLLeq [erujod urejuod Aoy}
jey) SISAJeue [e30] Aq PAUTULIdIIP SeM JT
YOIy 10J ‘BAIR PIZIUOULIRY-UOU Y} 10J BOJR PIZIUOULIBY-UOU UR UI ‘OpeI)
dV 21 Aq Pa19A09 Ik YIIrym ‘AWou0d5 03 s1o11req [enuejod ‘suorjengor
JO AnsIutiq 9y Jo uonorpsLnl oy) urgm [eo1UY09) 930]0sqO0 JuneAOoUUl
SuoIje[N2I [BIIUYD] 919]0Sq0 [ SoA pue 9010J JO N0 Fumyng 'S




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

ZT0Z TOqQUISAON TIOTTEJNPY [ENp U0
ur pajdope Sem UOIBONPa [eNnp U0 MBT 9y, sk | meT 9y Jo uondope pue Sunjerq ‘1
(ATSJeS ToNPOId pUe SINPOId TUSISITP suopEaIEnb Pa3Iapo spaou aov_uuixm.m_%mﬁqlﬁmhl
10J suorye[n3alI [ea1uyd3} ‘1) JO PIAL oY) Ul o 1oy AJ1eroadsa ‘siopjoyoyess
so1doy snoLreA) £ 1(Z Ul P[oY 2IoM SIBUIWIS I1e 10§ [ JO douritodur ayy
[euoneonpa O SSI ‘€1qIOS JO 9IWWO)) U0 STUIIW JAT)BULIOJUT
Jo Ioquuey) Ay ypm co:&.wm%mumv uj sok ‘s9[qe) punol SulpjoHq QL
ur st uone[n3ay XLV 2y) jo uonesrdde
o 103 9pIng mau e jo uoneredard
‘ausqam SINHAL 2y3 uo paysiqnd pue S[eLIyeW
paredaid st s31] JO proy Yy ur suorje[ngor reuonowoid pue suoreorqnd
Jo uoneordde oy 10J opIng mou Aqrented mo_wwﬂ_ww mw %%m%wwmwwm L
L10T J0 *9°1 “A)IWLIOJUOD JO JUSUISSISSE 10]
pu2 ayj Je pa3o[dwod pue ued 0) Furpioooe S9IPOQ PAZLIOYINE pue pajeugIsap
poyuswdrdur sem 309foxd HNINNIM.L UL S9K 10J Sururexn jo :mm%wm_\wwm 9/
‘KpImuo Ul UOo1je}IpaIode Jo sadAy Surnsrxo
S)1 Ul pa3R[dwiod 9q I2AJU UBD YIIYM J0 Judwdo[aA9p pue UOHE}IPAIIOE
‘SEV Y} JO AJ1A1}OB SNONUKUOD B SI SIY ], Aqrened J0 sadA) mau Jo juowdojasa(g S'L
BLIBIIID JO SOUAT UTETIS pUe
spearwayd ‘syonpoid uononnsuod ‘syonpord
wnajonad Sunsey 10§ juowdinba paseyoind
9y} 9sn 0) PoYILIS QARY| SALIOJRIOQE] pUE
soned 4 10J pausis useq sey juowdinba jo
doue)doooe Arerodwd) Ay} J0J 91811
‘pausts usoq sey yuawdinbg jo uondasoy
Arerodwa], Jo 91e01nI0)) Y} 1)y AJuo A1uIojuod Jurssosse
pasn 2q ued Judwdmba oy ‘1osn juowdinba Jo asodind 2y 103 Juowdinba
QU] YIIM JOBIIUOD) Y] Y}IM JOUBPIOOJ. U] Aqrented paseyoind Jo asn Judlolyyq VL




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

Te[d 3T YA 35UEpIoddE

ul ‘e1qIos Ul SaNIo {¢ ul pajuowa|duur
oIoMm N0 Jo Judg oy ], UeAeIRd
oy} ySno uoeonpa [ermoudrdonue

Jyno£ jo
junds oy, ueARIRD 9U) YSnoay)
uoneonpa [eunausidonus

pue Jenp jo uonowoid Jo SanIAIOR Y | 5ok pue [enp Surowold
8TOCT/LTOC
Je2A [00UDS O} Ul SJUIPNIS J0J JUSW[OIUD
10J 9]qe[IeAR 21aMm so[1jo1d auru 2say ],
“1opIeMI0J JYSIAIJ pue UBIOIUYD) SONSISO]
‘A310U9 SO2INOS 9]qBMIUI 0] UBIOIUYID)
[eo1noa[o ‘royerado Juissaooid [ejowr
OIURYOIW J[OIYIA JOJOW ‘SOIUOLBYIIW
SUID)SAS 10001 ‘SOIUOLNBYIIW SWISAS
JTepel ‘UBIOIUYd?) SOIUONO[d suedire "L 10T Ul Wa)sAs
quowdinba ouIoqire 10J UBIOIUYDD) JrIdIIE uoneonpa Yy} ur uonejudwdwl
‘UBIOIUYO?) UoeIAR QuISud pue suejdire 1194} PUB SPI2U Jo3IeW INOqe|
:S9[1J01d MaU QUIU JO SOWEBN] "PAJLIAA M Quly ur saqiyod mau g
pue paydope usoq aaey saqioid MmN sok Jo uonjesijLoa pue uondopy
AR ISPUTT ST SS8501d SUTSUII|
Y, 'UOnBINPS JO [dpOwW [enp oy} ySnoy
uIed| 0} s)uopnis o]qeud pue Joddns o} 1o)IBW INOqe] dY} JO SPISU oy}
ssouSul[[im Surssordxa Juoul Jo JuUSWIIL)S ynm weidoid pue ueyd woysAs
s Auedwoo oy Jno payy soruedwoos ay ], uoneonpa ayj Jo souer dwod
“JO)IBW INOQER] 9y} JO SPISU Y} JUNOIIL O] sarpdwr yorym sjooyds A1epuooas
ooy yorym parjdde sem uerd juowrjorud ul JUSW[oIud Jo A3o[opoyjow
MU © ‘R1(07/L10T Te9K J0OyDS 3} J0,] sok 93 Jo uonejuawdduy
TOTTeoNpa
[enp jo uoneudw[duwr
pue juowdoaAap 2y}
10J UOISSIWWO)) ©
JO JuowysIjqeIs Ay
saquosa1d uoneonpa
[enp uo me aY} Jo Of
9[onIy "3uI[[osunod
pue doueping 1901e0
‘uoneonps [ernauardonuo
‘[enp 03 paje[al SANIATO.
S19A00 uondIISap yI0M
asoym quawdo[oAdq
[e9130[0UYI3], PUB JOUIIOS “e1qJog Jo orjqndoy] o Jo 108pnq
‘uoneonpy Jo AnSIIy o) uopInq AJ[euonIppe pjnom
oy ur dn 3as sem J030es | uoneonpyq [eunauaidonuyg pue renq uoreonpa [eLmoudidonud renp
Suruued o1301e1s v | 10J 99133 SY3 JO JUSWIYSI[QRIS Y ], ou 10J 9910 S} JO JUAWIYSI[qRISH




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

8T0T 8T ATeNIq3,] ST APMS 31} JO

KIDAL[OP 1O} QUI[PEap Ay, *,0°0°p Sunnsuo))
elife[ozg oA, Auedwos Sunnsuod
“efi[e[oZ(q [ A POIO9[OS UOISSILIIOD
A} ‘S[IOUNOJ 10}0IS JO UOBWLIOJ Y} JOf
BLIOJLIO SUIYSI[QLISO PUE S[IOUNOD J0}OIS
Suroueuly 1oy [opow € Jo Juowdo[oAdp oy}
10} JUB)[NSUOD B S "S[OPOW ddURULJ J0JOIS
uo Apnys e Sunjeip undaq sey . LSTON

S9K

S[10UN09 103098
oy) dn Supos 103 uoneredaig

8T0C S TE ST SI[IJOId 105038
U0 SIPMNIS JO AIQAI[OP oY) 10J dUI[PLIp
PI[NPaYos 9y [, ‘uononysuo)) pue podsuer]
‘uoryeonpy :so[ijoid [€10300s do1y) 91dwoo
0} UOISSTWWO)) 9y} AQ PJII[IS UQ Sky
(N ) SO1WOU09H JO JUIWAIUBAPY )
10J uorepuno, Ay I, *so[iyoid 10309s 931y}
onidwod 03 dqrssod SI 31 Jey) porewnIso
‘SONIATIOR 95U} 10J JIOMOWELJ [BIOUBUL)
UOAIS B pUE JOMIBUL 9] UO [OIBISAI

JoNS JO PUBWISP PUE Y0 PIPIWIQNS oy}
pasA[eue (J1LSHOIN Y} JO uoneonpyg
10yS1H pue 3uswdo[oAd(J 10J 103035 AU

S9K

suondriosop
10309s/s9[1301d 7 Jo uoneredaig

'020T/610C
1804 [0ooyos oy woij Ajdde Kjoanoe
[[IM UONBONPA [enp U0 MEBT Y,

TOTJESTIPS [BNp U0 MET 3T AqQ PaquIosald
smel-Aq jo Sunjep 10} sdnoid Sunpiom
Jo s1aquiowr Sunegdoyop 10) suonmusul
JUBAQ[QI OU} 0} JUSS SEM UONB)AUI UY

SOA

uoneonpa [ENp U0 Me|
a3 Jo uonejuawdw SAIOY




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

‘suonn|os
18391 152q AU} YSI[qBISO 0} JOPIO UI SRy
SURIaJOA Pue [eroos quawkojdwy ‘“noqe
Jo Ansiurjy oy pue juotdo[oad [eoruyod],
pue 09U210g ‘UonEINPH JO ANSIUTIA oY)

Jo sarouejedwiod oy} puejsIapun saq

03 19pIo ul papuedxd 3ureq jo ssaooid

a1 UI SI UoNedIsSe[d [euonednodo
paziuowrey e jo uoneredaid oy 1oy
dnoin Surjiopy Sunsixe ay ], "AWoOU09d
() JO SPAOU A} [JIM QUI| UI ST Je]) WSAS
uoresnpa ue SulysIqeIsd 10§ SUONIPUOd
150q oy ap1aoid 03 1op10 Ul ‘suorsiaoid
PaqL10sa1d 2y} 03 UOHBIAT UT SOLNSIUI

puUB SUOIMIISUI JUBAJ[AI 1M Sundou
pue Sy JO JIoMIwel, suopedlyIens)
[euorIeN o) uo me el ay) uo suoruido
Jo Suwroyjes Surouo SI 1Y "P[oY sem
uorssnosip orjqnd e pue paredaid sem
JONS 9y U0 meT Yei oy ‘DMIAT

9y} JO SIoqUIdW YY) YyM uonesddood uf

Ajrented

uorssnosip drjqnd
e pue me] JONS Y1 Sunjeiq

11

DMIAT 3 JO SISQUIST SUT JO SUOTIISUT
oY) Aq uaxepapUN 9q PINOYS YOIYM 8107
ut JONS 03 Pa1e[a1 SABIALOR apnjoul [[im
yorym ‘JONS 2y3 Jo uonejuawd[dwi pue
JUSWIYSI[QBISO ) JOJ UB[J UONOY o) 10J
1esodoid e paredaid yorym ‘paurioj sem
(dnoi3 Suryrom [eystutw-1om]) JONS
a1y jo uoneyuawe[dw] pue JuswysIqeIsy
oy} 103 dno1ny SUISIOA [RLIAISTUIA-IAIU]
uy "poysiqeIse uedq sey (s1'a03 udwrsyjou
//:dny) 21s yromower suonedsIend)
[euolEN URIQIAS OY) puE BIQIAS Jo d1jqnday
oy u1 paxmboe oq ued jey) suoneslyienb
Jo aseqejep payiun y s103d1osap [9A9]
uonesyyIfenb pue sjoad] paydope osye
S[IOUNOY [BUONEINPH “YIOMIWET ]
suonedsyI[en() [euoneN Ueiqios ay) ur
JE10T AADST uoneanps Jo UONEBOLISSe[d
[euoneuajur ay) jo uoneorjdde oy
padope 2o1owwo)) JO JPquiey) UeIqIdS
o) PUB UOHEBONPH JO JUSWAOUBADPY oY)

1o} 9ymusuy oy} ‘uoryeonpy IdYSIH Joy
[1oUNn0)) [eUOnEN ) ‘UOHRINDPH JNPY
PuUE UORINDH [BUOIBIOA JOJ [IOUN0)) Y,

Ajrented

SIomaIwel,] suonediyend)
[euoneN ueiqiog jo uondopy

01




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

‘810 Ut
PaIud 9q [[1m Ady) pue suoneolyienb oz

(Fo1s133T
AU} OJuI A1JUD) UOILIIPOIOOE
JI9U} PUB SI0JO3S 7 UI SPIepue)s

10J pado[oAdp d10M SpIepUR)S SUOTJRIIIBN() Aqrenied m:oumom:m:%o % &ﬂw%ww 97
JIoquIey)) UBIQIdS puB UuoneINpy
‘uondope oy Jo uawaAorduwy 10y ymynsur
10)J8 MO[[O] [[IM S[IOUNOD [BI0}OIS ‘ALSHOIN U92M1dq SJUAWAITe
JO JuatuysIqe)sd ay ‘pajdope uadq uoneradooo uo paseq sdnoid
10U sey JONS UO meT 3} 90Ul —— ou [10399s 7 JO Juowysiqelsq 4
pue (uner ‘If[LAD) UeIqIdS Ul d[qe[IeA.
a1e suoneoyienb [y -oseqelep ay) e oseqelep
suonjesijienb €11 9ABY 9m JuSWIOW A} 1y Aprented 2y} Joj suoneoyijenb Jurpioooy 81
SUTOSUO ST SUOITEd T enb
MU Jo Sunuyg
‘pIepue)s uoneoyijenb
U1 [PIM 66 YOIyM JO N0
‘aseqejep suoneoljienb
9y} OJUI PAIAIUD AIOM
suonesyyirenb ¢ jo
€101 v *(s1A03 udwrsyou
//:dny) ausqam s JONS ‘suonedyIenb euiojur
3y} U0 PaJedO] SI BIQIAS JO PUE [BULIOJ SUIBJUOD dSBQE)EP U] 21y}
oriqndoy ayp ur paxmnboe P23B0] SI aseqeje( suonedjien) Ayl pue
9q ued Jey) suoneslyenb PAYSI[qLISO U2Qq Sey| BIQIAS Ul JI0MIUIeL ] suonedryirenb
JO 9seqejep payjIun y — suorjedryien() [BUOIIBN 9} JO 9JISqIM I ], SoA | [ewo] Jo 9seqejep e Sulysijqeisy ‘L1
10J pauued st 110dar FurouaI9)aI
oy Jo uondope Ay} ‘SUAWNIOP A0d 2y1 38 JONS 10§ 1odax
0139181S JY) YIIM dOUBPIOIIE U] snoto]q - [evod ou Surouaigjal e Jo uoneredard 9]
ueadoany oy yum suonedyienb Junsixo
AU UM SOOUIQJAI AW 0) PASe3ud 9q 0 SI
JTodofaaop oy, ‘ystjSug pue (une orLkD)
UBIQIOS Ul 9[qe[IBAR dIe suonedljijenb
[TV "oseqejep ay} ul suonedyyienb ¢
9ABY oM JUAWIOW Y} } "suonesijijenb
"WL10T W1od [BULIOJUI PUE [BULIOJ SUIBIUOD dSeqRIRp JU L,
SuneuIpi00)) JeuoneN - *019} PAJeIO] SI 9seqele(] suonedlyIend)
JIoMIWeL, suoredlyIend) dU) pue paysI[qelsd uddq Sey| BIqlas ul
ueadoanyg,, 109fo1d oy Jo JIomawel,] suonedyiend) [eUoneN Y}
y1oddns oy yyim pazijear JO 2usqom Ay, "oseqeje uoneoiend) A0d 2y1 38 AONS
1B SINIAIIE [BUONIPPY reuoneN ayi st JON Y Jo ued Aqrenred Surouaiayar 10y uoneredaig 71




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

"A[snonunuod

Suro3uo st SJIN'TV Jo uonejuswa[duwr

a3 Jo Surnrojruow pue uonejuowddy

“IB9A JXaU O]} UT SAINSLIW ) Judwoduur

01 Suone3I[qo JO JOJSULI} O} SIOQJe YoIym
‘SyjuowW g UBY} 2IOW OU Jse[ ued jey) porad
B UI PAZI[BAI 9q P[NOYS SJIA'TY UIeIdd jey)
Pajou SI ] "PAPNOU0D UAQ AR STINTV

Jo uonejuowd[dwr oY} UO SUSWIAAITE

SJIN'TV Jo uonejuowdduur

‘suo1s1oap pardope oy} Yim 20ULPIOII. U] Aqrenied Jo Sunojiuowr pue c%mﬁmw QWMO S
‘suonnadwos,syes orqnd uoneyuawdrdur pue sqIN'TV Jo
o ur paje[ndns SOUI[PLRAP O} UIY)IM dpBul uonejuawd[dur 10y suonnadwod
U29q 9ARY SUOISIONP pue pojo[duos uoaq /sI1eo o1qnd oy Jopun peprwqns
sey suonjeorjdde poprwqns jo mzﬁmmww_wp_m SOK suonjeorjdde uodn Surproog v
uonoe JuswAo[dwo [8o0] oY) Aq paSesIAud
sainseaw Jo sweidoid joxIew mnoqe|
QAN Jo Suroueuly-0o oy} ur uonedronred
"100(o1g U0 UOISIOd( Y} YIIM 9OUBPIOIE UT
2102 VdI 9Y3 UIyim syom ‘SJUOWILIDAO0S [£00] Y3Im uorerodood Iedk
arqnd jo uoneyuswdur ur paounouue 1M suonnaduwod/syred JUQLING oY) 10] VAN Y3 [Im
oy Suiziuegio 10J o11qnd ‘osTy “TeaA JuoLINd Ay} 10§ JVAN 20ouBpI0ddE Ul ‘sarorjod josIew
uonnadwo) orqng AU} YIIM 9OUBPIOIIE UI ‘SJIN'TV JO Inoqe[ A1)k Jo uonejudwadur
oy} padunouur uoneuawdur ay) 10y ‘suonnadwos/sjed 10} SAN 21 Aq uonnaduwod
L10T°90°C0 U0 SHN °YL orqnd 1 pasunouue /(g (L0 U0 SHN sok [[e0 d1qnd jO JudwdUNOULY €
ATISTUTTT JUSI3AWO0 o) 0F PIpIEMIO]
pue pajdope sem jrodar uonejudwoydur
quow-XIs & ‘sorwreukp Suntodar pauuerd
AU} YIIM 9UBPIOdIR U] "L 10T C0°0] U0 189K JuoLInd
papnyouod SN pue VSATTON U2am)aq Y} 10J JUAWITY SOUBULIONIOJ
doueuioyiad ay) uo EoEoonM mwm Sok SAN Y3 Jo uoIsnjouo)) T
¢, aung uo paydope ‘910z ‘1eak snorraid IeoA snotaaxd oy 10 JVAN Y3
oy 10} VAN 2y} Jo uonejudwdrdur Jo uonejuowadwr oy uo jrodoy]
o uo yoday £ 107 10} suonnodwod ot jo uondope pue Sunjeip
/s11eo orqnd parordur “yYSATTON pue 194 snoradid oy ur ue[J
y)m uoneradood ur ‘g (g ul saInsedw uonoy juswkordwy Jo somseaw
poyudwdrduwr ay) Jo sisAJeue oy} uo paseg SoA payuswordut Jo sisA[euy T
paKojduwdun urId}-3u0] IY) pue SINI0M Juepunpal ‘YnoA uo siseydwd [e1ads Y sararjod J93JeWl IN0qe] IANIE JO SSIUIAIIIYYI ) Futroaduy H1 YSd
SpIepue)s SUOEdTenb Jo SISEq ayy
U0 podo[oAdp USIQ JOU dABY B[NOLLIND ‘[OAJ]
K)ISIOATUN Q) J& INq ‘[OAd] ANsIoATun-a1d oy spIepuejs suorjesljijenb
je ‘spiepuejs suonedijijenb jo siseq oy) uo o uo paseq swerdoxd Apnys
pado[aaap usaq oaey sweisdoid uoneonpyg Aqrented uonednpa jo juowdojardq ‘T




STEUIp 00°000°0¢t™L JO Tumnoure of
ur pasueulj pue pasosdde arom syoofoad x1g

‘uone12dood 1810393s-s5010 ygnoayy ojdoad
SunoX jo juowkojdwe pue Arjiqelordurd
9uuds [ermouaidonud oy 9jowoid jey
SWISIURYIIW pue sd01A13s Surdojoasq :g
JIed - [9A9] [890] a3 Je Ad1j0d yinok jo
uopnejudwodwl o) Ul S}IUN JUSWUIIA0T
-J19s 1820] Jo 3oddns 10 [1e0 O11qN{ €
/padueUl}

pue parosdde a1om s1BUIP €€791°918°6€
JO junowre 9yj U SUOHBIOOSSY YINOA pue
SUOIIRI00SSY YINOA Aq paroidde syoofoad
1T o1doad Suno£ jo diysimaudidonus pue
juowAojdwe-j[as yuowkordws Jo swioy
JURISYIP Sure[nuIns 10§ [[8d d1qnd ‘¢
SIBUIP GOp*€T]°9 JO Junowre

Y ur padueuly pue pasordde arom syoofoad
 ‘uoneradood [810303s-ss01d y3noayy sjdoad
SunoX jo juowkojdwe pue Arjiqelojdurd
9uuds [ermouaidonud oy 9jowoid jey
SWISIURYIIW pue sd01A13s Surdojoasq :g
JIed - [9A9] [€90] a3 Je Ad1j0d yinok jo
uonejudwodwI o) Ul S}IUN JUSWUIOA0T
-J19s 1800] 03 Woddns 10§ [[Bd d1qnd *|
:paounouue d1oMm sjed orqnd ¢

SOA

SorweuAp

PaYSI[qeIS A} 03 FUIPIOIIE £ [T
-G 10T A3211S YINO [EUOEN
) Jo uonejudwdwi Ay} 10}
ue[J UONOY Y} WO} SONIAIOR
JUBAQ[QI 9} JO UOLIESI[edY

ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

‘sonted

PAISAIAUI IAYI0 PUR SUOTIMITISUL ‘SILISTUTLL
JueAd[aI ‘s1oulred [eI00S o) YOIyMm Ul ‘Iedk
oy Sunmp pajuswd[duwir 9q 03 saInseaur
pue swe3oid jo3Iew IN0qe[ QAR
9)010U09 "9'1 ‘g1 (7 Ul Ao1jod Juowkojdwo
oy Jo sanuond pue s[eoS Jy) IO S)aS )1
(10T 1oquiada ur paydope sem (g 10F
ue[J uonoy juowkojdwy [euoneN Y[,

SoK

189K 1XoU
oy Jof JVHN 2ys Jo uondopy




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

SOOTATSS UOT9J0Id [BT50S JO UOTSTAOI

10J SpPIEpUE)S PUEB SUOTIIPUOD PI[ILIIP UO

300qa[Y Y} JO SOSUBYD PUE SJUSWPUIWY

JO UOISIOA SUIIOM PUE suoneziuesi)

U01399}01 [B190S JO SUISUIOIT UO J00qa[NYy

9y} 0 JUSWIPUSWY ) JO UOISIOA SULNIOM Y

‘sorwreuAp poauuejd

9y 03 SuIpI0do® SunI waIsAs uondAoId

‘(*030 ‘[eaoadde K1eyues ‘uonodjord [B100S U3 Ul sjeuoissajold Jo Jursuadl] oy ],

sowrerdord
uoIeonpa Jo SurudyIsuans pue
JUQWIYSI[QBIS O} SE [[9M SE

Q11J) SBAIR JOYJO Ul SPIBPUE)S o) "JOK PasuaoI| ‘sme[Aq JuBAD[aI JO SuryeIp oy
m douerdwos Jo 9oUdPIAD JO ud9q 10U 9ABY SIOPIA0Id 9JTAIIS [V "97E ‘sjeuorssojord pue suonmIISul
uoIssiuqns - sanssi snoradid jo SI £ 10C JO pud oy} £q S991AI3S JO uoIsiaold u01399301d [B100S JO JUISUAII|
uonN[OSAI 0} ANP PIA[OSAI USQ oy} 10j suoneziuesio uonosdjoid [e1o00s oy} PUE SOJIAIIS JO UOTJBZIPIBPUE)S
jou oAey suonedrdde jo Joqunu y 0] PaONSsI SOSUIII] JO JqUINU [B30) YT Ajrenred J0 ss9001d oy Jo uonejdwo) ‘L
STOT AT
1 woyy Ajdde [eys 31 £ 10T ‘ST 10quaodJ
U0 9910J OJUI PAINUD ¢/ [T JOqUIAD( /|
PIEP €11 "ON ,,BIGIdS Jo o1qnday ot jo
andzZen (10O, dY) Ut paystqnd £ 10T URIPIIYD im
‘41 10quoodJ uo pardope - UAIP[IYD YIm sarrue, 03 1oddng [eroueur,g
S sarrue, 03 1oddng [eroueur,f uo me| SOK U0 MEBT 9} 0] SJUSWPUIW Y z
90109(J 9Y) JO S}OJLJQ [BIOUBULY O}
puE PoYJEIp Ud9q Sy 99109 Pel(d
oy} JO uoIsIoA [eulj v "paydope usaq
10U SBY SOOIAISS uond9)0Id [B100S JO SOOIAISS U01}0)01d [B190S JO
soon1d oyp SuruIuIoep 10§ BLIJLID soor1d oy SuruIuIoop 10§ BLIOJLID
PUE SOINSBIW UO 99109(] YL, ou PUE SOINSBIW I} JO UOISIAIY 1

sd.ansedw uoidd30.ad [e1d0s Jo 3unagae) pue Ayenb ‘Adenbope oy Sursoadwy ST YSd




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020 191

Annex 1. Consultations with civil society representatives and other stakeholders

ERP 2018-2020 is a result of intensive cooperation between the Ministry of Finance and the
Republic Secretariat for Public Policy, on the one hand, and line ministries and institutions, on the
other. In addition, several different phases in the document development process also involved
social partners, representatives of the civil society, non-governmental organisations, professional
public and business community, who had an opportunity to influence the development of and
changes to the document in different ways. A chronological table overview of meetings and
consultations with all stakeholders from the launch of ERP 2018-2020 development is provided
below.

No Activities undertaken

1. 12 September 2017 — The introductory meeting on the development of the Economic Reform
Programme 2018-2020 was held; the new — fourth cycle of ERP development was presented at the
meeting, including the contents, time schedule and deadlines, novelties in the European Commission’s
guidance for ERP development, ECOFIN Council policy guidance of May 2017, and experiences in
cooperation with the OECD and progress of cooperation with the civil society.

On this occasion, the Platform for Monitoring the Implementation of the ERP 2018-2020 and the
Employment and Social Reform Programme (ESRP) in the European integration process (hereinafter:
Platform) was signed with a view to maximising civil society involvement in the process of ERP
development and subsequent implementation. The Platform signatories were the Minister of Finance,
the Minister of Labour, Employment, Veteran and Social Affairs and the Manager of the Social
Inclusion and Poverty Reduction Unit of the Government of the Republic of Serbia, together with four
organisations (European Movement, European Policy Centre, NALED and Centre for Democracy
Foundation) on behalf of the National Convention on the European Union (NCEU). More information
about the event, as well as Platform text, is available at:

http://www.minrzs.gov.rs/?view=lat&action=news&id=ministri-zoran-djordjevic-i-dusan-vujovic-na-
uvodnom-sastanku-za-izradu-prob13f0a8f6ba6dcfffaldae3cf8&category=aktuelno

http://www.minrzs.gov.rs/?view=lat&action=news&id=ministri-zoran-djordjevic-i-dusan-vujovic-na-
uvodnom-sastanku-za-izradu-prob13f0a8f6batdcfffa3ae3cf8&category=aktuelno

http://socijalnoukljucivanje.gov.rs/sr/%d0%b5%d0%ba%d0%be%d0%bd%d0%be%d0%bc%d 1 %8 1%d
0%ba%d0%b5-%d1%80%d0%b5%d1%84%d0%be%d1%80%d0%bc%d0%b5-%d1%83-%d0%bf%d1
%80%d0%be%d1%86%d0%b5%d1%81%d1%83-%d0%bf%d1%80%d0%b8%d1%81%d1%82%d1%8
3%d0%bf%d0%b0/

The objective of the initiative to sign the Platform was to establish effective dialogue between

the Government of the Republic of Serbia and the civil society in the Republic of Serbia about

the implementation of the key reform measures for the Republic of Serbia’s economic and social
development, contained in the relevant areas of the Economic Reform Programme and the Employment
and Social Reform Programme. In the pilot phase of the Platform's operation, the Social Inclusion and
Poverty Reduction Unit, through the Swiss Agency for Development and Cooperation, financially
supported the signatory organisations in the implementation of activities consistent with the set
objectives. Platform implementation resulted in very useful and tangible analytical documents, such
as: Horizontal Overview of the Economic Reform Programme; Tax Administration Transformation;
Improving the National Quality Infrastructure System; Raising the Competitiveness of the
Manufacturing Industry; Development and Improvement of the National Broadband Communication
Infrastructure, and Electronic Point of Single Contact. Outputs in the form of presentations, analytical
overviews and infographics, were presented to the public on social networks and websites of the
Platform signatories.
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The Preliminary List of Structural Reforms was made available to the public from 9 to 24
November 2017 on the websites of the MoF, Republic Secretariat for Public Policy (RSPP), the Office
for Civil Society (OCS) and the National Convention on the European Union (NCEU), as part of the
first round of public consultations. The list comprises 18 structural reforms in 9 areas, as defined in the
EC Guidance.

The Preliminary List of Structural Reforms is available at:

http://www.mfin.gov.rs/pages/article.php?&id=13408&change _lang=ls

During this period, a contribution was received from only one civil society organisation — the Network
of Organizations for Children of Serbia (MODS), concerning structural reform 18 — Improved adequacy,
quality and targeting of social protection. Proposals for improving ERP 2018-2020 were as follows:
establish a national mechanism for the achievement of the Sustainable Development goals; improve
public policy and programmes for children; introduce systematic policy impact assessment; improve the
process of planning and budgeting funds for children; introduce IT networking of institutions; improve
assessment of needs for community-based social services for children and families and their continuous
monitoring; improve the award criteria and the implementation of the Decree on Earmarked Transfers
and their monitoring; develop a plan and guidelines for the transformation of residential institutions

for children and reallocate funds to child and family support services; pass the Law on Financial
Support to Families with Children and set up dedicated social funds. The proposals will be considered
in the next cycle of ERP development, given that activities under structural reform 18 are still under
implementation.

On 17 November 2017, a technical discussion on the contents of the Preliminary List of Structural
Reforms for the ERP 2018-2020 was organised by the MoF and RSPP, and participants included

civil sector representatives (NCEU, Economics Institute, Belgrade Open School, NALED, Institute of
Economic Sciences, Centre for Democracy Foundation).

The meeting involved a smaller number of relevant participants, with whom the following matters

were discussed: the manner of selecting structural reforms, the Preliminary List set with the relevant
sectors, cooperation with European institutions and recommendations in the “European Semester Light”
process (EC and ECOFIN Council), as well as possible gaps in areas in which further analyses would be
useful. An objection raised at the meeting concerned the order of the proposed structural reforms, which
appeared to imply that the topics of social policy and employment were the least important, given that
they were at the end of the list.

http://europeanwesternbalkans.rs/cetvrta-faza-izrade-programa-ckonomskih-reformi-2018-2020/

From 4 to 20 December 2017, in cooperation with the NCEU, European Policy Centre (CEP) and
Centre for Democracy Foundation, 10 meetings with representatives of trade unions, science and
business communities, NGOs and the civil society were organised; at the meetings, Ministry of Finance
representatives presented the ERP development process and the Preliminary List of Structural Reforms
2018-2020.

Reports on meetings are available at:

http://eukonvent.org/sastanak-radne-grupe-nkeu-za-poglavlje-20-predstavljanje-e i -a/

http://cep.org.rs/en/partnerships/platform-for-monitoring-the-implementation-of-the-erp-and-esrp/

At the meetings, detailed discussions were held on the ERP, the “European Semester Light” process
and individual areas, in particular the following ones: public finance management; energy, transport and
telecommunications market; sectoral development; foreign trade and investment incentives. Concrete
proposals for improving the document were made at the meetings: introduce a new priority structural
reform — Adoption of the Industrial Policy and an Accompanying Action Plan, since the said strategy
represents one of the closing benchmarks for Chapter 20 — Enterprise and industrial policy; present
ERP 2018-2020 at the Social and Economic Council meeting; adopt bylaws governing the area of road
transport carriers; improve the tax policies in order to reduce the grey economy, etc. The European
Policy Centre (CEP), as one of the signatories of the Platform for Monitoring the Implementation of the
ERP 2018-2020 and the ESRP, developed multiple analyses pertaining to the ERP 2018-2020 and the
proposed priority structural reforms (Horizontal Overview of the ERP; Raising the Competitiveness of
the Manufacturing Industry; Development and Improvement of the National Broadband Communication
Infrastructure and Tax Administration Transformation), available at:

http://cep.or&rs/proiects/koordiniranie-pracenja-imglementacije—Qro grama-ekonomskih—reformi—e@/
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5. On 12 December 2017, Ministry of Finance representatives participated in 45™ Assembly of the
Standing Conference of Towns and Municipalities of Serbia (SCTM); on this occasion, in addition
to the 2018 Budget Law, they presented to local government representatives the work done on the
development of the Economic Reform Programme 2018-2020 and the Preliminary List of Structural
Reforms 2018-2020. This was the second consecutive time that the ERP was presented at the SCTM
Assembly, thus enhancing the importance of local governments in the reform process. The report on
discussions with the SCTM is available at:

http://skgo.org/reports/2107/Lokalni-budzeti-moraju-biti-razvojni-

6. On 15 December 2017, at the National Assembly of the Republic of Serbia, a consultative meeting
was held between Dr Dusan Vujovié¢, Minister of Finance, and the members of the Committee on
Finance, National Budget and Control of Public Funds and the Committee on European Integration
of the National Assembly of the Republic of Serbia; the meeting was also attended by members of

the Parliamentary Committee on Stabilisation and Association. Macroeconomic policy and priority
structural reforms were presented at the meeting. After the presentation of the “European Semester
Light” process and the work on the ERP 2018-2020, which was under development, the members of
the parliamentary committees exchanged views with the Minister of Finance on structural reforms, the
issue of deficit, economic growth, public debt, balanced regional development, direct incentives for
agriculture, infrastructure projects, Tax Administration reform etc.

Information about the event, the MoF presentation and a video recording are available at:

http://www.parlament.gov.rs/30._sednica_Odbora_za_evropske_integracije.33034.941.html

7. The Final Conference of the pilot phase of the Platform for Monitoring the Implementation of the
Economic Reform Programme (ERP) and the Employment and Social Reform Programme (ESRP) in
the European integration process was held on 21 December 2017; it was organised by the European
Movement in Serbia and the Social Inclusion and Poverty Reduction Unit (SIPRU) of the Government
of the Republic of Serbia. The work on Platform implementation was presented at the conference by the
signatories and stakeholder representatives, and a discussion was held on the ERP development process,
cooperation with European institutions, as well as structural reforms and their implementation.

Information about the event and the presentation of civil society representatives on Platform activities
are available at:

http://socijalnoukljucivanje.gov.rs/rs/sipru-retrospektiva-odrzana-zavrsna-konferencija-platforme-za-
pracenje-primene-erp-i-esrp/

8. On 29 December 2017, Draft ERP 2018-2020 was posted on the websites of the MoF, RSPP, OCS,
NCEU, and 19 January 2018 was set as the deadline for providing comments and suggestions.

http://www.mfin.gov.rs/pages/article.php?id=13524

No comments were received from stakeholders during this period, in view of the fact that the final
discussion on the fourth ERP development cycle was scheduled for 19 January; however, a number of
comments were received after the deadline.
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On 19 January 2018, the final consultations and a meeting with stakeholders’ representatives were
held — ERP 2018-2020 presentation at the Deputies Club, with participation of Dr Dusan Vujovic,
Minister of Finance, and in cooperation with the National Convention on the European Union. NCEU
representatives expressed their satisfaction with the transparency and inclusiveness of the process

in all its stages, as well as with the fact that they had had an opportunity to be deeply involved in

ERP development methodology, to educate their members about this process and to develop targeted
analyses.

NCEU representatives announced that, in the forthcoming period, they would intensify cooperation with
the relevant parliamentary committees in order to exchange the experiences gained in areas relevant to
the ERP. It was suggested that more attention should be paid to communication with the public, and the
importance of the Platform for Monitoring the Implementation of the ERP and ESRP and the extension
of this form of cooperation was stressed. NCEU working groups’ representatives presented the results
of their work on ERP monitoring in the respective domains of their working groups (economic policy,
education, environment, social policy) and an overview of the status of recommendations in this ERP
cycle:

— In the discussion, special attention was given to the part of the document outlining the macroeconomic
framework, with emphasis on the crucial importance of better public investment management and the
fact that the sources of GDP growth are increasingly addressed;

— NALED representatives highlighted the numerous activities they implemented in the area of fighting
the grey economy, which are important for the reforms in the ERP; attention was drawn to many
analytical documents prepared in this ERP cycle;

— It was stressed that special attention should be dedicated to education and indicators useful for
monitoring in this area were proposed;

— In the area of agriculture, it was highlighted that special attention should be given to elderly
households, farmers’ associations, implementation of food production and safety standards,
strengthening the link between science and the business sector, and provision of an institutional
framework for financing farming;

— It was underscored that the area of the environment was not encompassed by the ERP, while it was
of paramount importance for the population and the European integration process and had a major
potential for economic development; the need to develop the “green transition” concept was also noted;

— It was suggested that digitalisation should be a separate area in the ERP and a proposal was made to
amend the document by including “Digitalisation in economic and non-economic activities”, in view of
the importance of digitalisation as a driver of structural changes in the contemporary world and in order
to remove the risk of falling into a “digital gap”;

— The need for e-government development was highlighted, in particular the importance of e-health,
introduction of the relevant accounting standards, energy efficiency, higher allocations for science and
protection of critical infrastructure in conformity with EU standards;

— Representatives of Nezavisnost Trade Union stressed that it was necessary to put more emphasis on
the negative aspect of informal employment growth, as well as the share of workers working in the
informal sector, because of poverty; they also suggested a higher focus on the goal to ensure more better
and safer jobs, as well as the fight against the grey economy, and highlighted the importance of linking
the ERP with the ESRP.

Information about the event is available at:

http://mfin.gov.rs/newsitem.php?id=13534

http://eukonvent.org/zavrsne-konsultacije-nkeu-sa-ministrom-finansija-o-programu-ekonomskih-
reformi-2018-2020/

Stakeholders’ comments could be submitted throughout the ERP development cycle to: erp@mfin.gov.
Is.
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Annex 2. List of Institutions Participating in the Preparation of ERP

Pursuant to the Minister’s Decision no. 337-00-72/2017-24 of 24 October 2017, the Working
Group was established for ERP Preparation and Monitoring of Implementation. The members
and deputy members of the Working Group are ERP coordinators and their deputies who, in line
with the guidelines, actively participated in the preparation of the document. The ministries and
institutions that participated in the drafting of the document are the following:

— Government of the Republic of Serbia — Prime Minister’s Office — Delivery Unit,

— Office of the Minister without Portfolio in Charge of Innovation and Technological
Development,

— Office of the Minister without Portfolio in Charge of Regional Development and
Operation of Public Enterprises,

— Ministry of Construction, Transport and Infrastructure,

— Ministry of Public Administration and Local Government,

— Ministry for European Integration,

— Ministry of Labour, Employment, Veteran and Social Affairs,

— Ministry of Health,

— Ministry of Culture and Information,

— Ministry of Defence,

— Ministry of Agriculture,

— Ministry of Justice,

— Ministry of Economy,

— Ministry of Education, Science and Technological Development,

— Ministry of Mining and Energy,

— Ministry of Foreign Affairs,

— Ministry of Trade, Tourism and Telecommunications,

— Ministry of Finance,

— Ministry of Youth and Sports,

— National Bank of Serbia,

— National Employment Service,

— Statistical Office of the Republic of Serbia,

— Public Policy Secretariat ,

— Team for Social Inclusion and Poverty Reduction.
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Annex 3. Implementation of Recommendations to Serbia from the Economic and
Financial Dialogue between the EU Member States and the Western Balkans and Turkey

from May 2017
Recommendations Structural reforms
R1. Securing the Favourable fiscal trends continued in 2017 as well. At the end of the year, fiscal

continuous reduction
of the budget deficit

in 2017 and mid-term.
Using all additional
fiscal room to reduce
the deficit through
planned goals, while
continuing to increase
capital expenditure.
Adopting a reliable and
binding system of fiscal
rules, in order to secure
the consolidation of

efforts.

performance can be expected in the form of a balanced budget or a surplus, while
the public debt continued to decrease. Fiscal consolidation measures implemented
in the previous period led to a reduction in the general government public debt-
to-GDP ratio by about 9 p.p. in 2017 compared to 2016, or from 74% to 65% of
GDP. In the coming medium term period, fiscal performance is planned to exceed
the level projected by the ERP document for the period 2017-2019, while the level
of public debt is to decrease further.

Debate regarding the establishment of the new system of fiscal rules is ongoing.
All relevant government agencies, as well as international institutions such as the
IMF and the European Commission are taking part in it.

R2.

Supporting the fiscal
scenario through even
stronger reform of state
enterprises and the

Tax Administration.
Improving the structure
of budget expenditure
through further
reduction in public
expenditure on wages
and pensions and their
share in GDP.

With the adoption of the Transformation Programme Action Plan for the period
2018-2023 (5 December 2017) as well as the Decision on the Core and Non-
core Activities of the Tax Administration, the TA is focusing on the core tax
activities and the first phase of the organisational unit consolidation. Additional
simplification and harmonisation of tax procedure, as well as the improvement
of operational activities aimed at combating the informal economy are intended
to contribute to the reduction of compliance costs, easier and fairer business
conditions and improved tax collection. Strategic risk management has been
improved through the development of the Compliance Plan for 2017, based on
the compliance risk map, the IMF advice and TADAT recommendations (7ax
Administration Diagnosis Assessment Tool). In the context of improving taxpayer
services, new electronic tax returns and services are constantly being introduced
so in 2018 e-filing has been made possible for the main tax types. A dedicated
Taxpayer Service Department has been formed, applying the client approach

to taxpayers. The one-stop-shop system — Your Tax Officer service counter has
been introduced in 37 Tax Administration branches, which became operational
in the July 2017 — January 2018 period. Additional activities have been planned
related to the improvement of tax audit and collection, tax-law operations, as well
as more efficient management of human resources, material resources and the
improvement of IT systems bearing in mind the alignment with EU standards in
the accession process.

Reducing public spending continued in 2017 as well. The estimated reduction
in the share of wages and pensions in 2017 is about 0.4% of GDP and such
developments will continue in the coming medium term period as well.
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R3. Implementing the

remaining measures
of the NPL reduction
strategy. Continuing
the efforts promoting
the use of the dinar,
inter alia, also by
holding, in the future,
the differentialisation
of the mandatory
reserve rate in foreign
currency and in dinars.
Finalising the reform
and privatisation of two
large state banks and
finding a solution for
two remaining small
state banks. Monetary
policy ought to be in
accordance with the
achievement of the new
inflation target.

The NBS has implemented all the activities provided for by the Action Plan

for the Implementation of the NPL Resolution Strategy, specifically in the

area of bank supervision, accounting and reporting standards, data publication,
NPL market, as well as collateral management. The NBS has demonstrated its
commitment to resolving this complex issue in the banking sector in accordance
with its competences, with the aim of preserving and reinforcing the stability of
the banking system, not only by monitoring banks’ activities in the context of
regulations amended in accordance with the action plan and communicating on an
ongoing basis with the banks through its regular supervisory activities, but also by
continuing its regulatory activities in this context in 2017 as well.

The share of NPLs in total loans was halved compared to when the Strategy was
adopted and at the end of November 2017 it was 11.1%, which is below the pre-
crisis level.

Considering that the promotion of more widespread use of the dinar constitutes
its strategic orientation, the National Bank of Serbia will, in the coming

period as well, continue to implement measures and activities aimed at further
strengthening confidence in the national currency and greater use of the dinar in
the financial system. Under the mandatory reserve instrument, the National Bank
will keep higher mandatory reserve rates on the banks' foreign currency liabilities
than on dinar liabilities, thus continuing to stimulate greater use of dinar funding
by banks.

In the coming period, monetary policy decisions will depend on an evaluation
of the strength of inflationary, or deflationary impacts of inflation factors. The
NBS will carefully monitor and assess the developments in the domestic and
international market and will use all instruments available to it in order for
inflation to remain low and stable in the medium term, i.e. within the 3£1.5%
target band.

The Government of the Republic of Serbia has, through the Ministry of Finance,
initiated the adoption of a series of legal acts and institutional solutions in
accordance with the NPL Resolution Strategy, as follows:

- Adoption of the Law on Real Estate Appraisers and all accompanying
bylaws, the preparation of National Standards and Code of Ethics for certified
appraisers, as well as the formation of the Appraiser Board, as the regulatory
body in this area;

- Amendments to the Corporate Income Tax Law, as regards the tax treatment
of debt write-off, as well as amendments to the Personal Income Tax Law;

- Improvement of the institutional capacity of the Deposit Insurance Agency,
in order to ensure more efficient resolution of the NPL portfolio under this
institution’s management;

- Adoption of the Law on Consensual Financial Restructuring;

- Development of a diagnostic study of the Development Fund and the Export
Credit and Insurance Agency;

- Adoption of amendments to the Law on the Bankruptcy Supervision Agency,
as well as the preparation of draft amendments to the Bankruptcy Law;

- Adoption of amendments to the Law on Execution and Security;

- Adoption of amendments to the Mortgage Law, and

- Improvement of the institutional capacity of the Republic Geodetic Authority
in terms of efficient functioning of the legal framework for mortgages.

Regarding the implementation of reforms and the privatisation of state-owned
banks, a report has been adopted containing proposals for the management

of capital in the banks in which the Republic of Serbia has an equity interest,
strategically oriented towards the continuation of the privatisation process and
the improvement of the operation of Komercijalna Banka a.d. Beograd, as well
as intensification of the ongoing procedure of reorganisation, restructuring and
modernisation of operation of Banka Postanska Stedionica a.d. Beograd.
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R4.

Gradually adapting

the tariffs for electric
energy so that they
reflect real costs.
Further improving
collection and avoiding
future accumulations
of arrears in the energy
sector. Making progress
in the announced
restructuring of
Srbijagas debt and the
implementation of the
EPS downsizing plan.
Expanding the scope of
Single project pipeline
in order to cover all
major investment
projects, regardless of
their source of funding
and establishing clear
connections with the
budget process.

The Energy Agency approved adjustments to electric energy prices for public
supply in 2015, 2016 and 2017 (August 2015 — 4.5%, October 2016 — 3.8% and
October 2017 — 2%).

The price of electric energy for guaranteed supply was increased by 2% in 2017
based on the EPS analysis aimed at determining the level of necessary price
increase for guaranteed supply and approval of the World Bank. Price increase for
the period 2018-2020 will be determined after new analyses are conducted.

In March 2016, the Plan for Financial Restructuring of JP Srbijagas was
adopted, which defined measures for increasing revenues and reducing costs.
This company has made a decision which defines mechanisms for gas supply
discontinuation on the basis of the conclusion that the Government has adopted
and obliged JP Srbijagas to consistently implement the policy of collecting
revenues, i.e. in accordance with business policies, methodology and law, to stop
the delivery of natural gas to customers who does not settle current obligations.
Also, JP Srbijagas has adopted the methodology for assessing investments and
formed an Audit Committee in charge of overseeing the internal control system,
as well as internal and external audits.

Continuous efforts are invested in increasing the collection rate in JP EPS (in the
period January - November 2017, a collection rate of 98.7% was recorded, while
it was 93.7% in the same period in 2016).

EPS Group is conducting downsizing in the period 2015-2019. In accordance
with the adopted EPS Group Downsizing Plan (of 5 August 2016) and the EPS
Group Downsizing Plan for 2017 (of 18 September 2017), through attrition and
voluntary terminations accompanied with the payment of severance pay, up to
31 December 2017 the number of employees at the EPS Group was reduced by
2,987.

In June 2017 the Government of the Republic of Serbia adopted a Decree on the
Content, Manner of Preparation and Assessment, as well as the Monitoring of the
Implementation of and Reporting on the Execution of Capital Projects, in order
to ensure the evaluation of all positive and negative impacts of those projects, as
well as the effective and efficient management of public assets.




ECONOMIC REFORM PROGRAMME FOR THE PERIOD 2018-2020

R5. Regulating the amount

and number of tax-
related fees at the state
level. Developing a
regulatory framework
for new financial
instruments, including
micro funding.
Establishing a

risk management
system with the aim
of improving the
functioning of the

Tax Administration
and securing better
targeting and efficiency
of inspections.

The Draft Law on Fees for the Use of Public Goods has been prepared as part

of the efforts of the Working Group that was formed by the Minister’s decision.
The Ministry of Finance is in the process of conducting public consultations

on the Draft Law, as requested by the Economic and Finance Committee of the
Government of the Republic of Serbia on 27 December 2017. Public consultations
on the Draft Law are conducted in the period from 3 January to 28 February 2018.

The National Bank of Serbia is looking into the possibilities and scope of the
regulatory framework with regard to the operation of non-depositary financial
institutions that will create additional potential for financing SMEs, especially
micros and start-ups.

In 2016, based on activities defined by the Tax Administration Transformation
Programme for the period 2015-2020, the TA established the Strategic Risk
Division tasked with reviewing macroeconomic indicators and providing
guidelines for the development of operational plans. The newly-formed division,
with the support of local and international expertise, began work in April 2016
and developed the Tax Compliance Plan for 2017, incorporating, inter alia, the
IMF’s advice and recommendations of the TADAT mission.

This Plan spells out the Tax Administration’s focus on activities that will facilitate
voluntary compliance, safer collection of public revenues and efficient dealing
with all forms of non-compliance.

This complex and comprehensive task implies the engagement of all the
organisational parts of the Tax Administration. The Compliance Plan identified
high-risk areas with very low compliance rate, which, for that reason, constitute a
potential threat with regard to compliance in all segments of the analysis.

The basic goal of development of the Compliance Plan is a timely identification
of key compliance risks, their monitoring and quantification, all with aim of
ensuring informed decision-making by the Compliance Committee, as well as
implementation of the Decision of the Government of the Republic of Serbia
which in December 2016 proclaimed 2017 and 2018 to be the years of combating
the informal economy.

The harmonisation of sectoral laws with the Law on Inspection Oversight (after
analysing 147 separate laws regulating inspection oversight in certain areas,

it was established that 88 separate laws needed to be amended). The database
regarding inspections and working groups that is available at www.inspektor.gov.
rs is being constantly updated. An initiative has been launched aimed at improving
permanent dialogue between businesses and the inspection by supporting the
introduction of advisors/experts for ongoing dialogue and assistance to businesses.
The newly-formed Office for IT and E-government was assigned jurisdiction for
the area of e-inspections.
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R6. Reducing high non- The National Employment Action Plan for 2017 identified groups of hard-to-
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employ persons who are given priority when it comes to participation in all the
programmes and active labour market policies, which include social assistance
recipients who are fit for work. The said document also states that of the total
number of the unemployed included in the public works programme, at least
70% should belong to the had-to-employ groups. Furthermore, social assistance
recipients are particularly recognised as one of the targeted groups to which

the subsidy for the employment of the unemployed applies. Moreover, for the
purpose of implementing integrated services for social assistance recipients, and
adequate and timely integration or reintegration in the labour market, in 2017
protocols were again signed on the cooperation between centres for social work
and NES branches. As a result of these activities, in 2017, 11,461 social assistance
recipients were included in active labour market policies.

Work on introducing the concept of the National Model of Dual and
Entrepreneurial Education in Serbia has been ongoing since September 2016, so
currently in 13.8% of vocational high schools in the territory of the Republic of
Serbia there are dual education profiles. The total number of enrolled students

in the 2017/2018 school year is 4,559 (1,482 in dual profiles and 3,077 with
elements of dual education), while 205 companies have been licensed to organise
work-based learning (67 companies for dual educational profiles and 138
companies with educational profiles with elements of dual education).






