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1. GENERAL FRAMEWORK AND MAIN OBJECTIVES AND GUIDELINES
OF THE ECONOMIC POLICY

Economic activity in Serbia has shown itself to be sufficiently resilient, in view of the problems and
uncertainties which it is facing. Since over a year ago, the economy has been affected by high prices
of food and energy products, decline in the domestic production of electricity, weak growth of the
most important trade partners and tightening of financing conditions. The growth of the gross
domestic product (hereinafter: GDP) in 2022 was 2.5%, and the same growth rate is expected in 2023,
in view of the still present aggravated business circumstances. A gradual acceleration of growth is
anticipated in the medium-term. The projected growth rate in 2024 is 3.5%, and a return to the path
of potential growth of over 4% is expected at the end of the observation period.

The economy of Serbia, as well as of other neighbouring countries which are at the same level of
economic development, is affected by many uncertainties. The uncertainty of economic prospects is
a consequence of a further development of geopolitical circumstances and the situation in the energy
sector, prospects for growth of the most important economic partners, inflation and unfavourable
conditions on the international financial market.

Macroeconomic policies in the next period must be sufficiently firm, with a view to restraining
inflation as a priority task. The tightening of the monetary policy is reasonable and appropriate, while
the fiscal policy is contributing to and supporting the reduction of inflation. The realised deficit in
2022 is lower than anticipated. According to the Fiscal Strategy from spring, the planned deficit of
3% in 2023 was consistent with the required turnaround of the economic policy with a view to
restraining the inflation and creating reserves as a response to a high uncertainty. In the autumn cycle
of revising the fiscal framework and with supplementary budget, the deficit of the general government
was additionally reduced and, according to the new estimation, will amount to 2.8% of the GDP in
the current year. Fiscal measures helped reduce the impact of the energy crisis on consumers and
businesses. More favourable circumstances in the energy sector in 2023, relative to the previous year,
enabled a redistribution of unused funds for a state intervention in the energy sector to other
expenditures, and with a better achievement of total revenue, they provide additional fiscal space,
which is used for preservation and improvement of the standard of living (extraordinary pension
increase, salaries for employees in certain public agencies, aid for parents of children under 16, one-
off aid for pensioners). A part of the fiscal space was also used for deficit reduction. The medium-
term focus of the fiscal policy is on a gradual and moderate consolidation, while tailored measures
continue to support the energy vulnerable households and enterprises, with a continued government
activity of investing into the infrastructure and strengthening capital investments into the energy
sector.

The backbone of a sustainable fiscal policy in the medium-term is a new set of fiscal rules, which are
a sufficient guarantee for stabilisation and a sustainable path of deficit and debt. A full application of
general fiscal rules which limit the deficit of the general government relative to the achieved level of
debt, is anticipated for 2025. Until then, compliance with the needed deficit and debt reduction is
ensured by the Fiscal Strategy of the Government and supported by the Arrangement with the
International Monetary Fund (hereinafter: IMF).



2. IMPLEMENTATION OF THE POLICY GUIDANCE

Implementation of the policy guidance for individual policies as part of the Joint Conclusions related
to the Economic Reform Programme (ERP) in the period 2023—-2025, adopted at the meeting of the
Economic and Financial Affairs Council of the Council of the European Union (ECOFIN Council),
held on 16 May 2023 in Brussels, within the Economic and Financial Dialogue between the EU and
the Western Balkans and Turkiye, reflects in numerous reform measures and activities of the
Government.

2.1. Implementation of the ECOFIN Council policy guidance set out in May 2023 for the
Republic of Serbia

1. Keep an appropriately tight fiscal stance in 2023 to help disinflation, including by reducing budget
support to energy SOEs, while providing targeted and temporary support to vulnerable households
and companies if needed to cushion the impact of high energy prices; and plan a further gradual
reduction in the deficit in the 2024 budget and in the medium-term fiscal framework in line with the
SBA commitments and the new fiscal rules.

The medium-term fiscal framework has not changed significantly in relation to the previous
programme, and foresees further reduction in deficit and debt levels. As of 2025, deficit is targeted
at the 1.5% of GDP level, in accordance with the fiscal rule, i.e. debt level of the government sector.

Contain overall spending on wages as a percentage of GDP in line with the new fiscal rule and
continue the preparatory steps towards an appropriately designed public sector wage system reform.

In the coming period, public sector salaries will remain unchanged in terms of participation in GDP
and in accordance with the fiscal rule.

Strengthen medium-term budgeting via the development of a corresponding time-bound action plan
and the implementation of its first steps.

An Action Plan for the strengthening medium-term expenditure framework for the period 2023-2026
was prepared and adopted with the aim of introducing more efficient medium-term budgeting, which
is one of the key benchmarks for the continuation of the agreed economic programme with IMF. In
2023, the activity related to defining limits in strategic documents, in such a manner so that indicative
limits by headings for the next two years are determined in Article 50 of the Budget Law of the
Republic of Serbia for 2024, has been completed.

2. Implement the tax administration reform according to the ERP 2023 timeline.

The reform of Tax Administration of the Republic of Serbia (TARS) is implemented through planned
activities according to the ERP 2023-2025 timeline, leading to the fulfilment of all three strategic
goals of the Transformation Programme of the Tax Administration for the period 2021-2025 as
follows:

- Establishing business processes and organization in accordance with the best international
practice, all in order to increase the collection of public revenues;

- Improving the quality of the present and introducing new types of services tailored to the
needs of taxpayers;

- Profiling a new tax officer of exceptional professionalism and competence as the result of
development of human resource function.

The following activities were carried out:

1. With respect to the project Advisory Services for business process redesign, including the training
of trainers for introducing new functions into the Tax Administration organisational units, after the
adoption of the Design of Business Processes with Attachments and Presentations document,
trainings on the topic of the redesigned business processes and recognising subprojects as well as
transfer of knowledge on planning activities in risk management were carried out, along with practical



and theoretical training of the employees in the Tax Administration, members of working groups
assigned to participate in redesigning business processes, special groups whose members were
identified as promoters of change, as well as the senior management of Tax Administration. The Plan
to introduce a new Tax Administration business model with Action Plan was adopted in mid
September 2023 by the Committee for Implementation of the Transformation Programme of the Tax
Administration. Final report was adopted on 20 November 2023, and work on establishing an
organisational management structure of the project began, what would be the official start of the Tax
Administration new business model.

2. Consulting services for the market analysis and development of specifications for a Commercial
off-the-shelf solution (COTS): The process for developing the Request for Bid document was
completed, and adopted by the Committee for Implementation of the Transformation Programme of
the Tax Administration; and after obtained approval of the World Bank, it has been officially directed
to the further procedure.

3. Procurement of the Finished commercial solution (COTS): In the reporting period, the pre-selection
of potential suppliers of the ready-made solution was completed, Accordingly, Request for Bid was
sent on 16 June 2023 to potential bidders of the ready-made commercial solution, which went through
the initial selection process. Upon expiration of the agreed time limit for submission, the Evaluation
Commission began to evaluate the received bids of potential bidders which responded to the Request
for Bid.

- The made Evaluation report on the technical assessment of bids was submitted to the World Bank
for approval. Upon obtained approval of the World Bank on 22 November 2023, information on the
technical assessment of bids was submitted to each individual bidder.

4. Within the Project: Institutional development of the human resources function, which includes the
improvement of the human resources management function through the development of the human
resources strategy and improvement of the existing information system for the human resources
management, ‘Presentation of international best practices in the HR management field’ and ‘ Analysis
of the difference between the existing and preferable TARS situation’ were prepared. Strategic
Management Workshop for the management of Tax Administration was held, and the Workshop
conclusions will be the starting point for the development of the future Human Resources Strategy.
Technical specifications of the Human Resources Management System (HRMIS) are being prepared.
Draft Human Resources Strategy was developed and presented. The document represents the
aspiration of the TARS to ensure consistency and stability of the system through the human resources
management, which shall be reached on a long-term basis through the fulfilment of the proposed
special objectives of the Strategy. The Human Resources Strategy was adopted at the 53rd session of
the Committee for Implementation of the Transformation Programme, while the document on the
Reengineering of the Business Processes of the Human Resources Function was adopted on 8
December 2023.

Reinforce fiscal risk analysis capacity, in particular on SOEs, and make the resulting reporting
publicly available in the fiscal strategy updates in spring and autumn.

The capacity of the Fiscal Risk Monitoring Department is continuously reinforced through adequate
training of the employees as well as attracting new staff. Trainings are performed with the support of
and in co-operation with numerous development partners. Certain improvements in terms of reporting
within the Fiscal Strategy were made in 2023, also observing the models of the prescribed applicable
methodology, and work on this will continue in the future as well. In this area, collaboration with the
World Bank has been established, and its experts gave certain recommendations to be observed and
implemented during the preparation of the new Fiscal Strategy (spring 2024).

Continue the deployment of the SOE ownership and management strategy 2021-2027 by
implementing the remaining steps of the time-bound action plan 2021-2023 and preparing the new
time-bound action plan for 2024-2027 to improve the governance of SOEs and reduce related fiscal
risks.



The Government of the Republic of Serbia passed on 2 August 2023, at the proposal of the Ministry
of Economy, Draft law on the Management of Companies Owned by the Republic of Serbia, adopted
by the National Assembly on 6 September 2023. The mentioned Law came into force on 15
September 2023, and shall be applied after 12 months from the date of entry into force (as of 16
September 2024).

In accordance with the legal time limit, a Coordination body for the assessment of the compliance of
special laws with the provisions of this Law was established, and certain bylaws for further
elaboration and enabling more efficient implementation of laws shall be adopted as follows: Act on
the classification of corporations; Act on defining additional conditions for the appointment and
appointment procedure of bodies of a corporation, as well as the procedure on the implementation of
the public call for directors; Code of Corporate Governance; Act on the criteria for the selection of
the legal form of a corporation into which a public company will be transformed; as well as
professional development courses in the corporate governance area.

Action Plan for the period 2024-2027, with the aim of further implementation of the Strategy of State
Ownership and Management of Business Entities Owned by the Republic of Serbia has been prepared
and it will soon be submitted for public review.

3. Continue to carefully assess and analyse price developments and ensure a sufficiently tight
monetary policy stance to preserve price stability in the medium term, including by further tightening
monetary policy, if needed.

The National Bank of Serbia began to tighten monetary conditions in October 2021, by raising the
first rate at reverse repo auctions and then the reference interest rate. As of April 2022, the benchmark
rate increased cumulatively by 550 basis points to a level of 6.50% level, on which it has been since
July 2023, and which is its highest level in the last eight years. The corridor of the interest was
expanded in the same period on two occasions - In April 2022 (by 10 bps) and March 2023 (by 25
bps) — totalling from £0.90 to +1.25 percentage points to the reference rate. In this way, the rates on
deposit and credit relief increased to the level of 5.25% and 7.75%, respectively.

In addition to tightening monetary conditions by raising basic interest rates, the National Bank of
Serbia decided in September 2023 to support the current tightening of the monetary policy and further
increase the efficiency of the transmission mechanism of the monetary policy by raising the required
reserve rate as follows:

- reserve requirement rates on the foreign exchange base of the reserve requirement for 3 p.p.
each;

- percentages of RSD allocation of foreign currency compulsory reserves for 8 p.p. each;

- reserve required rates on the RSD base of the mandatory reserve for 2 p.p.

In this way, the National Bank of Serbia sought to withdraw, in the conditions of extremely high RSD
liquidity surpluses in the banking sector, a part of these surpluses (about a fifth at the time) with
almost neutral effect on foreign currency liquidity. In addition to the withdrawal of a part of the excess
liquidity and additional tightening monetary conditions, this measure should also encourage the
growth of turnover in the interbank money market and thus contribute to increasing the
representativeness of the benchmark interest rates in this market (BEONIA and BELIBOR).

Inflation is slowing down in accordance with the expectations of the National Bank of Serbia, and it
is expected that it will move within the objectives of the projection horizon. Future decisions of the
National Bank of Serbia will depend on the movement of the key inflation factors and its expected
developments in the coming period, considering that it takes time to express the full effects of the
previous tightening of monetary conditions. If it is deemed necessary, in order to ensure medium-
term price stability, the National Bank of Serbia does not exclude the possibility of further tightening
of monetary conditions.

Strengthen further the reporting and risk management frameworks across the banking system as well
as an accurate reporting of asset quality, further upgrade NPL resolution by reducing obstacles in



the judiciary, improving bankruptcy procedures and facilitating out-of-court settlement, and building
on recent progress further reduce remaining data gaps in particular as regards the real estate sector.

As the result of the regulatory and supervisory activities of the National Bank of Serbia, which are
supported by the commitment of the banking sector commitment to the timely resolve the issue of
assets quality, stability of the financial system has been maintained, and the NPL indicator moves
close to the historically lowest level of this indicator of about 3%. Given the established framework
and concrete results, the National Bank of Serbia will continue its activities within the supervisory
process and will continuously monitor the situation in the banking sector.

The National Bank of Serbia continuously monitors changes in the real estate market and makes
strives to strengthen the database on mortgaged real estate valuations in order to enable g
comprehensive data collection and analysis. In addition, the National Bank of Serbia concluded in
September 2023 a Cooperation Agreement with the Republic Geodetic Authority, which has been
publishing data since November 2022 on hedonic index of housing housing prices, developed in
accordance with the international methodological guidelines and on the basis of a model for mass
appraisal of residences, which takes into account all sales transactions regardless of the method of
financing, and provides relevant price movements as well as overall developments in the real estate
market in the Republic of Serbia.

Currently, the resolution of the remaining problematic placements of banks in bankruptcy and
placements in the name and on behalf of the Republic of Serbia, which are managed by the Deposit
Insurance Agency, is ongoingAccording to the Law on Consensual Financial Restructuring (Official
Gazette of the RS, No. 89/15), the Chamber of Commerce and Industry of Serbia is defined as an
institutional mediator and the only institution responsible for enforcing this law. Given that the
capacity has been built and a simple procedure provided, promotion and endeavours will continue in
order to make desirable results of out-of-court settlement as a way of resolving disputes. Although
the Law on Consensual Financial Restructuring ensures this procedure to be used by entrepreneurs
as well, so far none of them has expressed interest for this procedure. In the meantime, the NPL ratio
in the corporate sector decreased to 2.1%. To further promote implementation of this procedure in
the economy, as well as mediation in commercial disputes, strong media campaigns and dedication
are needed.

Continue efforts to promote the use of the domestic currency, including by enhancing long-term
financing in domestic currency, further encouraging forex hedging and raising awareness of risks
related to forex lending.

When making the decision to increase the reserve requirement, the National Bank of Serbia took in
to account the need to further stimulation of use of RSD in the financial system, so that the foreign
exchange requirement reserve rate increased to a greater extent than the RSD required reserve rate,
making the use of RSD (especially long-term) sources of financing more stimulating for banks
compared to the foreign currency. Also, the National Bank of Serbia continues to pay interest on the
allocated RSD reserve (currently 0.75%), as opposed to foreign currency mandatory reserves on
which it does not pay interest.

In order to limit the systemic risk of euroisation, a systemic risk buffer has been applied as of June
2017 in the last examination in March 2022 was kept at 3% of total FX and FX-indexed placements
of a bank approved to corporates and households in the Republic of Serbia. All banks whose share of
FX and FX-indexed placements approved to corporates and households in the Republic of Serbia
exceeds 10% are obliged to maintain this buffer.

In 2023, the National Bank of Serbia continued to provide banks the possibility of concluding
bilateral swap transactions introduced at the beginning of 2022, which have proven to be a more
efficient instrument for assisting banks in managing dinar and foreign currency liquidity, and
overcoming the issue of insufficient or non-existent interbank trading limits, primarily due to greater
flexibility regarding the moment of conclusion and maturity of transactions compared to regular two-
week and quarterly foreign exchange swap auctions, with the organization of which the National



Bank of Serbia ceased on 1 August 2022 (not excluding the possibility of reintroduction if the need
arose).

4. Further improve transparency in the adoption and implementation of legislation, particularly by
ensuring a timely consultation of businesses and social partners on new legislation affecting their
operations, including on temporary legislative acts impacting established supply-chains of importing
or exporting companies.

The eKonsultacije Portal, as a tool for the improvement of transparency in the adoption and
implementation of laws and public policy documents, continues to evolve and simplify. From putting
the Portal into operation (16 December 2021) until the end of October 2023, consultations and public
hearings on 59 public policy documents and 91 regulations were or are being conducted on the
eKonsultacije Portal, with participation of 342 citizens.

The number of employees with moderator’s roles (for 38 public-service bodies - 281 officers) has
increased, while 23 civil servants from the Public Policy Secretariat and General Secretariat of the
Government have the evaluator role, as well as two administrators from the Ministry of Public
Administration and Local Self-Government for the part of the Portal related to the "Open Government
Partnership".

Activities for the improvement of the functionality of the eKonsultacije Portal for the local self-
government units are underway. The mentioned improvements will be also followed by activities
directed towards the governmental authorities, local self-government units, citizens, civil society
organisations and other stakeholders.

In connection with the provisional legal acts affecting the established supply chains of import or
export companies, as of 31 October 2023, i.e. the expiry of the Decision amending the Decision on
determining agricultural and food products for which a special duty is paid on import and determining
the amount of a special duty, new measures will not be introduced.

Continue to ensure a harmonised approach for prioritising and monitoring all investments and
basing investment decisions on feasibility studies, cost-benefit analysis and environmental impact
assessments.

In 2023, MoF initiated the process for the preparation of a new Decree on Capital Projects, adopted
by the Government on 14 September 2023. The Decree is the result of a consultative process that
primarily took place in co-operation with the Ministry of European Integration, with the aim of
establishing a unique and comprehensive system for public investment planning and management,
regardless of the type and source of financing. The new Decree modifies and improves numerous
aspects of the process, primarily in terms of identification and verification of relevance of the project
idea. It is foreseen that the relevance of project ideas shall be identified and verified taking into
account, inter alia, effects of the project from the aspect of climate change and their interdependence,
as well as possible impact of the intended capital project on the environmental sustainable
development, i.e. the impact of the future project on environmental factors and their interdependence.

Apply competition, equal treatment, non-discrimination and transparency principles in public
procurement and state aid procedures in line with the EU acquis for all public investment projects
regardless of the financing source and to ensure a consistent and transparent track record
demonstrating the operational independence of the Commission for State Aid Control.

The Law on Amendments to the Law on Public Procurement was adopted by the National Assembly
of the Republic of Serbia and published in the Official Gazette of the Republic of Serbia No. 92/23
of October 27, 2023. The law entered into force on November 4, 2023, and is applicable from January
1, 2024, except for the provision of Article 21, paragraph 1 of this law (registration of new business
entities on the Public Procurement Portal), which applies from the date of entry into force of this law.
Application of the Law amending the Public Procurement Law will contribute to increased
transparency, efficiency and cost-effectiveness of the public procurement procedures, environmental
impact in accordance with the objectives defined under the Green Agenda for the Western Balkans,



strengthening the competition in the public procurement market, reducing the risk of irregularities in
the public procurement system, i.e. greater degree of legal protection of participants in the public
procurement procedures, but also enhanced control by the authorised institutions. In this regard,
improvement of the Public Procurement Portal in the forthcoming period is expected in accordance
with the mentioned Amendments to the Law, as well as continued capacity building of the contracting
authorities and contracting entities and tenderers in the public procurement procedures.

Institutional framework for state aid control is already set up. Commission for State Aid Control
according to the Law on State Aid Control (Official Gazette of the RS, No. 73/19), is an independent
and operationally independent body that works transparently. The Commission for State Aid Control
conducts intensive activities on the harmonization of regulations in the field of state aid control with
the EU acquis, as well as activities related to cases of state aid control, in accordance with its
competence. Furthermore, the Commission for State Aid Control prepares annual reports on granted
state aid and publishes them after adoption by the Government, prepares annual reports on the
activities carried out by the Commission for State Aid Control, and publishes them after adoption by
the National Assembly, and regularly publishes all decisions regarding state aid control on web page
www.kkdp.gov.rs.

In the period 26-29 September 2023, a Peer review mission of the European Commission on
competition and state aid was held. The purpose of this mission was getting acquainted with the way
the Commission for State Aid Control works and application of regulations in practice through
analysis of relevant cases with the aim of giving recommendations how to improve the work of the
Commission. The outcome of this mission will be an auxiliary tool in assessing operational
independence of the Commission as one of the criteria for opening the Negotiation Chapter 8 —
Competition policy.

5. Adopt the national energy and climate plan in line with the Green Agenda for the Western Balkans
and international commitments.

Public consultations on the Draft Integrated National Energy and Climate Plan NECP (in the period
from 13 June 2023 to 28 July 2023) and Draft Report on Strategic Environmental Assessment (in the
period from 22 June 2023 to 5 August 2023) were held. Draft NECP along with the Draft Report on
Strategic Environmental Assessment were officially submitted on 29 June 2023 to the Secretariat of
the Energy Community. The Secretariat of the Energy Community sent on 31 October 2023
recommendations provided on the Draft NECP.

Comments submitted during the public consultation process were mostly comments concerning the
explanation and improvement of the text and have no significant influence on the Draft NECP.

Pursuant to submitted comments during the process of public consultations and cross-border
consultations and recommendations of the Secretariat of the Energy Community, the following
documents were prepared:

Draft for final NECP version,

Draft for final version of the Report on Strategic Environmental Assessment

Proposal for the Report on public and cross-border consultations on NECP and Report on
Strategic Environmental Assessment,

Suggestions for responses to recommendations of the Secretariat of the Energy Community.

This documentation was adopted by the multi-sector Working Group established to monitor the
development of NECP. After that, it is expected that in the coming period adoption procedures by the
Government will be carried out.

The definition of a new energy policy implies the development of a new Energy Development
Strategy and the definition of a just transition. A draft of the Energy Development Strategy of the
Republic of Serbia until 2040 with projections until 2050 was prepared, as well as the Report on the
strategic assessment of the impact of the "Energy Development Strategy on the Environment”. In the
following period, public and cross-border consu