ECONOMIC CRITERIA

| Macroeconomic data

1. Please briefly comment on the main macroeconomic trends during the period 2000-
2009", based on the data requested in the attached tables 1-7%:

a) real GDP growth and its breakdown by expenditures;

Having achieved real GDP growth of 5.3% in 2000 and 5.6% in 2001, GDP growth slowed
down in 2002 (3.9%) and in 2003 (2.4%), while in 2004 GDP growth was recorded at the rate
of 8.3%, which is at the same time the highest recorded rate in the observed period. After that,
from 2005 to 2008 GDP growth was relatively equalized and amounted to 5.6%, 5.2%, 6.9%
and 5.5% respectively. During 2009, there was a significant fall in the GDP and the growth
rate amounted to -3.1%, which reflects the effects of the global economic crisis. Data
pertaining to aggregates of GDP usage at constant prices are not available in the Republic
Statistical Office. The preparation of such data is in progress and the work is expected to be
completed by the end of 2011

(*See Annex)
b) inflation (including core inflation);

From 2000 until 2002, headline and core inflation rates were extremely high (over 70%).
Starting from 2003 until present day, average annual inflation rate was around 11.1%. During
this period, core inflation rate was below headline inflation rate, with exception of 2004.
Starting from 2009, the NBS has started to target headline inflation, measured as the
percentage change in the consumer price index (CPI).

(*See Annex)

¢) general government deficit and debt and its breakdown by government level;
(*See Annex)

d) general government expenditure and revenue and its breakdown by categories;
(*See Annex)

e) selection of monetary and financial indicators;

In compliance with the growth of economic activity, money supply recorded constant
growth; however, with spill over of the effects of the global financial crisis to Serbia at the
end of 2008, such developments were completely reversed. Even after the effects of the crisis
faded away, the money supply does not record signs of significant recovery.

Up until 2008, growing aggregate demand was supported with loans disbursed to the private
sector, which recorded a very dynamic growth, particularly in the retail sector. Also, since
2006 companies were directly taking increasing number of cross-border loans. The crisis

1% To the extent that data are available, otherwise up to the most recent year for which data, even if estimates, are
available. Please ensure consistency of the data in the tables with the data used in the text, when referring to the
relevant indicators.

2 To the extent that data are available, otherwise up to the most recent year for which data, even if estimates, are
available. Please ensure consistency of the data in the tables with the data used in the text, when referring to the
relevant indicators.



resulted in reduced availability of both, domestic and foreign funds. Even then, only
slowdown, but not real reduction of credit activity recorded. Speeding up of the credit activity
started again in the end of 2009, while the companies continued to net repay their foreign
debt.

f) evolution of the real and nominal effective exchange rates;

Nominal effective exchange rate of the dinar’' in the observed period had depreciating trend.
Due to relatively higher inflation rate in Serbia compared to the eurozone and the USA, the
real effective exchange rate of the dinar had appreciation trend from 2000 until 2008, while in
the last two years, due to higher nominal depreciation of the dinar (caused by the reduced
capital inflow as a result of the global financial crisis) than the inflation differential, the real
effective exchange rate has depreciated.

(*See Annex)

g) balance of payments, including trade and current account, capital and financial
account and the external financing requirements.

Until 2009, balance of payments developments in Serbia were characterized by high and
growing current account deficit as of the end of 2008. The current account deficit fluctuated
from 7.8% of GDP in 2003 to 21.1% of GDP in 2008. Such developments were caused by
rapid growth of exports and imports, where growth of imports was more rapid than growth of
exports, stimulated by significant volume of foreign direct investments, growth of long-term
loans from abroad and growth of remittances (current transfers). That also contributed to
significant growth of foreign exchange reserves of the NBS, which ensured stability and
occasional appreciation of the dinar exchange rate in the managed floating exchange rate
regime.

The spill over effects of the economic and financial crisis in 2009 brought to the Serbian
economy changes in the balance of payments developments. . The current account deficit
was drastically decreased to 7% of GDP, due to more rapid fall of imports than the fall of
exports, caused by the fall in the foreign demand, consumption and wages, as well as by fall
of foreign direct investments and long-term borrowing from the abroad, while income on
remittance was slightly increased. Such developments resulted in more intensive interventions
of the NBS in the foreign exchange market and depreciation of the dinar exchange rate.

(*See Annex)

Please provide the last year's official report on the macro-economic developments in
English.

(*See Annex) — Analysis of Macroeconomic and Fiscal Developments in 2009

I1 Socio-economic data

2. Please provide and briefly comment on the following data for the period 2000-2009:
a) GDP per capita in Power Purchasing Standards (PPS, in % of the EU27 average);

2l Weighted rates: from 2000 until 2005 - 0.7 for euro and 0.3 for dollar, from 2006 until 2010 - 0.8 for euro
and 0.2 for dollar.



Serbia has participated in the European PPS Project since 2005. Data provided herein are
comparable to all countries participating in the Project. Purchasing power per capita has been
increasing in the observed period.

GDP per capita in Power Purchasing Standards (PPS, in % of the EU27 average);

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

GDP, total,
millions EUR | 25,538 | 12,820 | 16,028 | 17,305 | 19,026 | 20,305 | 23,304 | 28,784 | 33,417 | 29,967

in % of the

EU27 average 33 33 37 37
GDP per
capita, PPS 7,100 | 7,700 | 8,300 | 9,000 | 8,800

b) population by sex, age and regional distribution;

Overview of population per requested characteristics is presented in Annex

¢) labour market indicators: economic activity rates, employment rates and
unemployment rates, long-term unemployment rate, training by education, sex, age,
also in terms of regional divergences.

Table with economic activity rate (working population), employment and unemployment rate,
long-term unemployment rate, professional trainings related to education level, gender, age,
including regional differences is included in Annex.

TRAININGS FOR UNEMPLOYED PERSONS ORGANISED BY NATIONAL EMPLOYMENT SERVICE

Number Education level Age
TRAININGS perosfms Women . soto | a1e
under 0 0
involved | 11 111 v A\Y V1 VII || VIII 25 30 50 over 50
2007 6.687 4.358 || 985 || 533 [ 934 || 2.825 || 40 || 627 || 742 1 1.718 1.666 || 3.021 282
2008 3.976 2.194 || 502 63 |[ 677 |[ 1.728 || 16 || 504 || 484 2 1.048 1.090 || 1.629 209
2009 3.365 2.154 || 289 65 || 488 [ 1.417 || 28 || 461 || 617 0 777 1.012 || 1.453 123

Source: National Employment Service




111 Structural indicators

3. Please provide and briefly comment on the following indicators for the period 2000-
2009:

a) sectoral economic structure (as a share of GDP and employment);
(*See Annex)

b) structure of enterprise ownership including an estimate of the capital stock,
distinguishing between public and private capital;

The structure of the share of private and state capital is laid out in the table in Annex, pursuant
to the data contained in the Register of Business Entities, which has the role of a centralized,
electronic database on business entities since January 1% 2005 within the Serbian Business
Registers Agency,

Overview of data is presented per years, starting from 2007, since during 2005 and 2006 the
procedure of transferring business entities was still underway.

As of 3™ December 2010, there were 1.835 registered active business entities, out of 110,635
active business entities in the Republic of Serbia, in which holding of state capital was
registered.

The stated record does not include joint stock companies in which the Republic of Serbia or
local self-government units are the holder of shares, given that ownership over shares is
recorded with the Central securities depository clearing house, while only data on total share
capital is recorded with the Register of Business Entities.

¢) national research capacity (in terms of research infrastructure and human resources
funding of national research in terms of gross domestic expenditure on research and
development and relative to GDP (see also chapter 26 — Education and culture);

As of the end of February 2010, the Government of the Republic of Serbia adopted "The
National Strategy of Science and Technological Development of the Republic of Serbia for
the period 2010-2015", which is one of the primary defined objectives — growth of
investments into science. Actions plans for each of the research priorities have been
highlighted (emphasized), and investments into science and technological development,
contained in the Strategy, are the following:

Realistic plan for growth of budget appropriations for science and technological development
in the next five years stipulates the annual growth rate of 0.15% of GDP. With this pace, the
budget appropriations will reach 1.05% by 2015, when this Strategy will cease to be valid.
This is a realistic objective that will be achieved with considerable delay: in 2003, it was
planned that the percentage of budget appropriations for science of 1% of GDP will be
achieved until 2007.

However, the most important contribution to investments in science will stem from the loan of
the European Investment Bank, ratified in the National Assembly of the Republic of Serbia on
May 15" 2010 (it was approved by the Board of Directors of the mentioned bank on
December 14™ 2009), as well as from EUR 25 million for science and tertiary education from
the IPA funds, approved by the EU. Along with other sources, this constitutes the core of the
largest investment cycle into scientific and technological infrastructure. In addition to these
additional sources, it is expected that as early as 2010 the percentage of budget appropriations
in science will reach 0.5-0.6% of GDP.



It is estimated that the total investments into science in the Republic of Serbia does not exceed
0.5% of GDP, which still puts the Republic of Serbia among the countries with least
investments into science, both among the developed countries and among the regional
countries.

In the period 2000-2010, after the painful recession period of the 1990s, the budget
appropriations for science in the Republic of Serbia have been increased significantly in gross
amounts, from modest EUR 28 million in 2001 to around EUR 100 million in 2008.

120

100

100

80

60

40

20

2001 2002 2003 2004 2005 2006 2007 2008 2009

Chart 1.1. Budget appropriations for science (in millions of EUR without the National
Investment Plan) (Source: Laws on the Budget System of RS).

During the seven-year period (2001-2008), the wages of researchers were increased several
times, and almost EUR 30 million was invested into capital equipment for scientific
researches. Nevertheless, when share of science in the GDP is observed, such share was 0.3%
of GDP in 2003 and it continued to stagnate on that level until present day (Chart 1.2)
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Chart 1.2. Budget appropriations in science (in % of GDP) (Source: Laws on Budget
System of RS).



In addition to the budget funds of the Republic of Serbia, which are used for financing
projects of the Ministry of Science and Technological Development (MSTD), there are other
sources of funds for investments in science in the Republic of Serbia. There are also modest
budget appropriations for science and technology in other ministries and public administration
bodies, as well as in the Autonomous Province of Vojvodina.

In 2008, RSD 23 billion were allocated from the budget of the Republic of Serbia for
financing higher education institutions. Scientific institutions generate income through
cooperation with undertakings, and it is estimated that in 2008 income of institutions in
addition to the budget of MSTD was around RSD 12.5 billion. Higher education institutions
have also generated around RSD12 billion from own income.

There is no accurate assessment of investments of the private sector in scientific and
technological research. Scientific institutions and higher education institutions also participate
in international programmes.

d) labour productivity; evolution by economic sectors;

In the period 2001-2008 the Serbian economy generated high real growth rates of labour
productivity”> - on average of 7.8% annually. In the same period GVA was rising at an
average real annual growth rate of 4.7%, while employment was falling at the rate of 2.9%
annually. Labour productivity in Serbia recorded a drop (-0.2%) for the first time during the
crisis year of 2009 due to a larger drop of GVA (-2.6%) than the drop of employment (-2.2%).

The sector-based analyzing suggests that in 2009 the crisis affected most Construction (the
real growth rate of -10.4%), Manufacturing industry (-7.6%) and Wholesale and retail trade (-
5.9%); those were the sectors that at the same time recorded the steepest GVA decline. In the
sector of Financial intermediation the rise of employment (11.9%) was considerably higher
than GVA growth (4.3%), which had negative effects on labour productivity (-6.8%).
Regardless of worsened economic environment, labour productivity was improved in
Agriculture (8.1%) and Transport, storage and communication (8.2%) but at a lower
employment rate.

Real Growth Rates of Labour Productivity

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
SERBIA TOTAL 5,0 53] 10,3 7,0 | 11,7 9,3 62| -04
Agriculture and fishing 2,0 1,1 | 264 2.4 9.3 -0,7 | 20,9 8,1
Industry 5,9 3,0 | 149 59| 14,1 | 11,5 64| -53
Mining and quarrying 7,6 8,7 3,7 8,7 11,9 | 21,7 5,4 -0,3
Manufacturing 6,1 1,4 | 18,1 50| 154 | 12,6 7,1 -7,6
Electricity, gas and water supply 1,0 4,1 1,1 7,4 6,5 -0,7 -0,2 0,2
Construction -1,6 | 14,1 4.5 22| 109 | 144 48 | -10,.4
Services 4,3 5,7 4.4 97| 114 | 10,0 4.4 0,0
Wholesale and retail trade, repairs 16,9 | 12,4 | 13,1 | 24,1 14,2 | 20,8 5,1 -5,9
Hotels and restaurants 6,3 16,8 7,6 0,4 0,2 9,2 3,8 -4,1

22 Labour productivity is defined as gross value added at constant prices in 2002 per employee (private
entrepreneurs are not included, or persons conducting self-employed activity and their employees).




Transport, storage and communication 50| 134 16,1 | 26,7 | 36,1 | 213 13,2 8,2

Financial intermediation 28,4 3,6 99| 124 9,5 13,0 6,2 -6,8
Real estate, renting and business services 1,9 5,0 -5,5 -3,2 -2,3 3,1 -5,8 -4,9
Other services -0,9 1,1 -0,5 0,2 0,5 -0,5 -0,2 0,3

Source: Calculations of the Republic Development Bureau (RDB) based on the data from the Republic
Statistical Office (RSO).

Sources of data needed for the calculation of annual business performance indicators of
enterprises are combined. In addition to statistical survey conducted for large and medium-
sized enterprises, administrative data sources are also used (annual financial statements data
and tax data).

The Value Added per Person employed (Labour Productivity) in thousands RSD

2006 2007 2008 2009 *
The Republic | The Republic The Republic The Republic of
of Serbia of Serbia of Serbia Serbia
Total 743,0 9514 1123,3 1216,4
Mining and quarrying 937,9 975,4 1183,9 1489,5
Manufacturing 609.4 781,0 935,8 972.8
Electricity, gas and water supply 1306,7 1397,5 1608,9 1931,6
Construction 963,2 1181,0 1441,1 1530,0
Wholesale and retail trade, repairs 686,3 940,7 1081,1 1041,9
Hotels and restaurants 386,5 4787 563,5 595,7
Transpo.rt, sForage and 972,6 1226,8 14044 1771,0
communication
Rea.l estate, renting and business 7623 1080,6 1257,3 1343,7
services

Source of data is Annual Structural Survey on Enterprises.
* Previous data
Source of data is Annual Structural Research on Operations of Undertakings.

*  Prior data

e) unit labour costs, including indicators of international competitiveness (changes in
relative unit labour costs, level and changes in average gross earnings, etc.);

Unit labour costs (ULC) represent an average price of labour per production unit expressed as
the ratio of gross earnings and GDP, i.e. we compare the value disbursed to an employee for
their work and the value generated by the employee. Higher values of ULC suggest that the
rise of employees’ remuneration exceeds the rise of value generated by them, which puts
pressure on producer prices and leads to deterioration of international competitiveness.
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In the entire observed period 2003-2009 GDP per employee was rising at an average annual
rate of 6.0% but in 2009 the rise was considerably lower. Moreover, average gross earnings
demonstrate the same tendencies. However, while in the period 2003-2007 the rise of average
gross wages was faster than the rise of GDP per employee, which influenced the ULC rise as
well, since 2008 slow growth rates of gross earnings per employee and negative ULC growth
rates suggest that Serbia’s competitiveness is improving.

Real Growth Rates and GDP Levels per Employees, Average Gross Wages and ULC

2003 2004 2005 2006 2007 2008 2009
GDP per employee
Growth rate, % 3,7 7,8 4,7 7,5 8,1 5,7 2,5
In 2003 = 100 100,0 103,9 100,9 103,6 104,3 101,9 98,9

Average Gross Wages

Growth rate, % 14,0 11,1 6,8 11,4 14,1 3,9 0,2
In 2003 = 100 100,0 97,5 93,7 97,7 100,1 91,1 87,9
ULC
Growth/decline rate, % 9,9 3,1 2,0 3,7 5,5 -1,7 2,3
In 2003 = 100 100,0 93,8 92,8 94,3 96,0 89,5 88,9

Source: Calculation of RDB based on the data from RSO

Relative ULC of Serbia represents the ratio of ULC of a country and ULC of Serbia. The rise
of relative ULC reflects the growth of Serbia's competitiveness compared to the country of
reference, and vice versa. Serbia's competitiveness had deteriorated by 2008 compared to
Bulgaria, Slovenia, Croatia, and, to a lower degree, Hungary, which is indicated by declining
ULC. In the markets of Macedonia (where Serbia continues to record a constantly positive
foreign trade balance) and Romania, the competitiveness of Serbian products continued to
rise. During the crisis-laden 2009 values of relative ULC significantly increased. This goes to
affirm that the crisis hit harder the observed countries than Serbia, while the next period and
the end of the crisis will show whether in this case we could talk about genuine improvement
of the competitive position of Serbian economy.

Relative Unit Labour Costs (Serbia = 100)

2003 2004 2005 2006 2007 2008 2009
EU 27 -0,04 -2,1 33 4,6 -0,1 -0,2 4,5
Bulgaria 0,2 -5,6 7,2 13,6 1,3 -2,0 9,9
Hungary 0,1 -1,5 -5,5 72 -0,1 -0,3 -5,7
Romania -0,2 -14,8 -44.9 19,2 0,4 0,3 10,2
Slovenia -0,1 0,4 3,8 3,8 -0,4 -1,1 11,9
Croatia -0,9 9,2 2,2 37,8 -0,2 -0,7 6,3
Macedonia 0,3 -13,7 46,2 -23.2 -2,9 1,9 -1,1

Source: Calculation of RDB based on the data from Eurostat and RSO




Unit Labour Cost Indexes

Unit Labour Costs
Unit cost Chain index

2000 0.45

2001 0.49 107.1
2002 0.54 111.8
2003 0.57 105.7
2004 0.57 99.2
2005 0.56 98.4
2006 0.58 102.9
2007 0.57 99.0
2008 0.56 97.5
2009 0.56 101.5

Average Wages and Average Wage Indexes
RSD
Average wages (gross) Nominal chain index

2000 3799 190.7
2001 8691 228.8
2002 13260 152.6
2003 16612 125.3
2004 20555 123.7
2005 25514 124.1
2006 31745 1244
2007 38744 122.0
2008 45674 117.9
2009* 44147 108.8

Source: Monthly statistical survey on employed persons and their wages and salaries (RAD-1 form)

* As of January 2009, the sample of monthly research on earnings of employees has been expanded to include
earnings of employees with entrepreneurs, taken from the Ministry of Finance (Tax Administration).

f) percentage of the working population which received higher secondary education;

Percentage of the working population which received higher secondary education;

2000

2001

2002 2003

2004

2005 2006 2007 2008

2009

Employees 15+ 48.1

49.9

49.9 50.1

54.7

56.1 57.3 56.9 55.6

55.9

Source: Labour Force Survey




g¢) number of pupils in primary, lower secondary, higher secondary and tertiary
education;

Pupils and students within the Education System of the Republic of Serbia, 2000-2010

El:irlilclﬁgn Primary Education
I-1IV V- Vil Secondary Education | Tertiary Education
2000/01 344346 367608 323490 194198
2001/02 338950 357424 314556 182941
2002/03 332730 347710 310235 197322
2003/04 329234 328836 302612 203909
2004/05 324913 334630 297708 218368
2005/06 312514 329098 293711 229355
2006/07 297813 324749 290387 238710
2007/08 289785 320293 288163 237598
2008/09 282395 315713 288112 235940
2009/10 283161 303986 286844 226772

h) percentage of employed persons receiving training; total number having received
training and their share in the total number of employees, if possible by branch of
activity; number of companies having provided training of their employees and their
share in the total number of companies. Please also explain the methodology used to
collect/elaborate the data;

Institution in charge of creating, monitoring and evaluation of employment policy at the
national level is the Ministry of Economy and Regional Development — Department for
Employment, which possesses solely data on trainings for the unemployed, and/or extra-
education programmes and trainings regarding acquisition of knowledge and skills for
conduct of activities within his/her profession, activities performed within the post, vocational
education (interns and volunteers), retraining courses, primary education of adults, financing
talented individuals etc.

The overview also includes effects of all measures of active employment policy through the
National Employment Service (NES):

Active Employment No of Persons Included No of Persons Included
Policy M
oHey Aleasures in 2007 in 2008
Total Women Employed” | Total Women Employed

3 Number of employed persons can be monitored 6 months after completion of the programme; hence, it is not
possible to provide accurate data.
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1 Primary Education of | 140 59 /
Adults 101 53 /
2. Interns 1,456 786 1,456 2,140 1,164 1,412
3. Volunteers 6,145 4,227 1,800 3,822 2,484 792
4. Talented individuals 123 87 / %) 70 38
5. Trainings 2,128 1,615 1’480 1.314 788
6. Retraining 4,468 2,668 L114
programmes 2.410 1231

h) past and present number of students abroad.

Citizens of the Republic of Serbia study abroad on multiple bases. The Ministry of Education
does not have data on the total number of students studying abroad in one school year,
because such type of record is not kept.

Each year, a number of students continue their education abroad, by applying directly to
foreign universities and enter into bachelor, master or doctoral studies. These students finance
their studies on their own, with no obligation to inform any public authority of their departure
abroad for educational purposes, nor they need to ask consent for such purposes.

Small number of students applies for scholarships of foreign governments and foundations
that are approved via the Ministry of Education. Such scholarships are received by 15 to 20
students annually.

Young Talents Fund, with the Ministry of Youth and Sports, provides scholarships for studies
abroad to the most successful students. Scholarship in the net amount of RSD 1,250,000 was
received by 97 students in 2008, while 151 students received net amount of RSD 673,000 in
2009, and 323 students received net amount of RSD 597,000 in 2010.

IV The wage bargaining process and the social security system

(see also chapter 19 — Social Policy and Employment - for detailed questions)

4. Please provide quantitative and/or qualitative information for the period 2000-2009
on the following:

a) development of the average gross and net wages in the public and private sector,
respectively;

Average Wages (gross ) and Average Wages without Taxes and Contributions (net) in
the Public and Private Sector

RSD Nominal indexes
Gross Wages Net Wages Gross Wages Net Wages
Public Private Public Private Public Private Public Private
Year sector sector sector sector sector sector sector sector
2002 16735 13634 11666 9451
2003 21288 17042 14757 11847 127.2 125 126.5 1254
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2004 25725 20286 17662 14006 120.8 119 119.7 118.2
2005 30589 24491 20876 16852 118.9 120.7 118.2 120.3
2006 36996 31710 25232 21794 120.9 129.5 120.9 129.3
2007 45379 36229 32392 26120 122.7 114.3 128.4 119.8
2008 52281 39897 37284 28854 115.2 110.1 115.1 110.5
2009 54507 40921 38885 29587 104.3 102.6 104.3 102.5

* Data pertain only to legal persons.

b) formation of public sector wages and employment;

Wages and Employment

Public Sector Wages and Employment Indexes
Average wages, RSD :Irgp(;f)yees, o Nominal chain indexes
thousands Chain index of no
Year Gross wages | Net wages Gross wages | Net wages | of employees

2002 16735 11666 507

2003 21288 14757 507 127.2 126.5 100.1
2004 25725 17662 509 120.8 119.7 100.3
2005 30589 20876 505 118.9 118.2 99.2
2006 36996 25232 481 120.9 120.9 95.1
2007 45379 32392 477 122.7 128.4 99.2
2008 52281 37284 483 115.2 115.1 101.2
2009 54507 38885 477 104.3 104.3 98.9

Source: monthly statistical research on employees and wages of employees

¢) formation of public administration wages and employment;

Until February 4™ 2003, the Republic of Serbia existed within the Federal Republic of
Yugoslavia. By Decision on Declaration of the Constitutional Charter, it was transformed
into the State Union of Serbia and Montenegro which took over more than 689 federal-level
employees.

On March 27™ 2006, the Republic of Serbia became an independent state, and number of
employees began to increase in the Ministry of Foreign Affairs, Office for Human and
Minority Affairs, Coordination Centre for Kosovo, Coordination Body for Presevo,
Bujanovac and Medvedja, Administration for Joint Services, Airline Service etc. Total of
2,883 employees were taken over from the federal level to authorities of the Republic of
Serbia.

Executive and Legislative Branches of Government

The Law on Public Servants (Official Gazette of RS, No. 79/05, 81/08,... and 104/09) defines
rights and duties of civil servants and certain rights and duties of general service employees
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(for instance: principles of work conducted by civil servants, types of posts of civil servants,
filling in available posts, assessment and promotion of civil servants, secondment of civil
servants for work purposes, vocational training, responsibility of civil servants, termination of
employment, rights of civil servants during change of structure of public authorities, decisions
on rights and duties of civil servants, regulation of the human resources system, special
provisions on general service employees, monitoring of implementation of the law).

Certain rights and duties of civil servants in certain public authorities may be defined
differently by special law, if that is required by the nature of their activities.

Article 155 of the Law on Public Servants prescribes that the proposal of the human resources
plan for public administration authorities and Government’s services shall be prepared by the
Human Resources Management Service (in charge of professional activities regarding human
resources management in the public administration), and proposal of the human resources
management for courts and public prosecution services shall be prepared by the ministry in
charge of judicial affairs.

The Government shall define preparation of drafts and proposals of the human resources plan
in all public authorities.

Article 159 of the Law on Public Servants prescribe that the central human resources records
on civil servants and general service employees in the public administration authorities and
Government services shall be kept by the Human Resources Management Service (central
human resources records are kept as an information database).

The Law on Salaries of Public Servants and Employees (Official Gazette of RS, Nos. 62/06,..
and 101/07) defines wages, compensations and other emoluments of civil servants and general
service employees .

The Law on Salaries in Government Bodies and Public Services (Official Gazette of RS, No.
34/01...and 63/06 — Corrigendum of other law) defines the manner of formation of wages,
bonuses, compensations and other emoluments of elected persons in the Government and the
National Assembly, state secretaries, the President of the Republic, elected, appointed and
employed persons in authorities and organizations of territorial autonomy and local self-
government, employees in public services financed from the budget of the Republic,
autonomous provinces and local self-government units, employees of public services funded
from compulsory social insurance contribution, employees of compulsory social insurance
contribution organizations.

Justice

The Law on Judges and the Law on Public Prosecution (Official Gazette of RS, No. 116/08,
58/09 and 104/09) defines the manner of formation of wages, bonuses and compensations of
judges.

Special laws regulating employment relationships and wages in public authorities or
independent regulatory bodies

Manner of formation of wages, bonuses and compensations in authorities such as:
Commissioner for Equal Opportunities, Commissioner for Information of Public Importance
and Personal Data Protection, Ombudsman, Anti-Corruption Agency, State Audit Institution,
Serbian Armed Forces, Ministry of Interior, Security-Information Agency, Diplomatic and
Consular Representative Offices, Administration for Enforcement of Criminal Sanctions, Tax
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Administration are regulated based on special laws, due to specific nature of jobs performed
by such institutions.

Local Self-Government (elected, appointed officials and employees)

Issues regarding positions of persons employed in local self-government units relating to
entry into employment relationship, rights and responsibilities, termination of employment,
protection of rights are defined by the Law on Labour Relations in State Authorities (Official
Gazette of RS, No. 48/91, 66/91, 44/98, 49/99, 34/01, 39/02, 49/05 and 79/05).

Pursuant to Article 3 of the Law on Salaries in Government Bodies and Public Services, the
base for wage calculation shall be determined by the Government by means of Conclusion.
The highest coefficients for calculation and payment of wages of elected and appointed
persons and the highest coefficients for persons employed in authorities of local self-
government units are determined by Article 9 of the Law.

Total maximum number of employees in authorities of local self-government units is defined
by the Law on Maximum Number of Employees in Local Administration (Official Gazette of
RS, No 104/09).

Note: Draft Law on Labour Relations in Local Self-Government Units is being drafted
currently, which would include all work specificities at the level of local self-governments
and which would, in the coming period (early next year), serve as a basis for adoption of the
law for regulating wages in local self-government units in a better, more systematic and
transparent manner.

Public Undertakings and Public Agencies

- Regulations on wages and employment relations stipulated for civil servants and general
service employees and public services employees are not applied to public undertakings and
public agencies (teachers and professors, employees in the healthcare system), but rather their
wages are formed based on the Law on Labour (Official Gazette of RS, No 24/05. 61/05 and
54/09) and acts adopted in accordance with such Law (Rulebooks, Statutes etc.).

EMPLOYMENT
Civil Servants and General Service Employees

- Since 2007, there is an obligation to adopt Human Resources Plan within 30 days following
the date of publishing the Law on the Budget of the Republic of Serbia in the Official Gazette
of the Republic of Serbia. Human Resources Plan covers one budget year and determines the
number of civil servants and general service employees that can be employed for indefinite
and definite period, as well as number of interns for which funds have been secured in the
budget;

The Law on Maximum Number of Employees in Public Administration (Official Gazette of
RS, No 104/09) defines the maximum number of total employees in public administration
authorities, public agencies and compulsory social insurance organizations.

Pursuant to the mentioned Law, public administration authorities mean all ministries
(including all administration authorities within the ministries), special organizations and
professional services of the Government, Administration for Joint Services of the Republic
Bodies and professional services of administrative districts.
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This Law is not applied to the Ministry of Interior, Ministry of Defence, Security-Information
Agency and Administration for Enforcement of Criminal Sanctions.

Pursuant to Article 2 of this Law, the Government adopted a Decision on the Maximum
Number of Employees in Public administration Authorities, Public Agencies and Compulsory
Social Insurance Organizations (Official Gazette of RS, No 109/09, 5/10, ... 89/10) which
applies to persons employed for indefinite period — last date of change 29" November 2010
and Conclusion 05, No: 112-4418/2010-002 from 17™ June 2010, regarding to persons
employed for definite period, whose number, on an average and monthly basis, can not
exceed 10% of number of persons employed for indefinite period.

Stated Decision includes analytical display of number of employees per authorities, while
joint display of data is presented in the following table:

AFTER ADOPTION OF DECISION ON
AMEDNMENTS TO THE DECISION - 29TH
NOVEMBER 2010, NO. 89

(analytical display of No
of employees for
indefinite period

No of employees for
indefinite period

The Law on Maximum Number of Employees in Public
Administration 28.400

Decision of the Government on the Maximum Number of
Employees in Authorities of Public Administration, Public
Agencies and Compulsory Social Insurance Organizations,

namely: 26.748

Ministries 15.814
Administrative districts 285
Special organizations: 1.629
Government's services 1.166
TOTALI: 18.894
Public agencies: 734
Compulsory social insurance organizations 7.120
TOTAL II: 7.854

Difference (No of employees stipulated by the Law and No
of employees stipulated by the Decision): 1.652

Funds for wages are planned in the budget of the Republic of Serbia, in compliance with the
mentioned Law.

Public Agencies and Compulsory Social Insurance Organizations

- Number of employees is planned according to their work programmes, and/or financial
plans;

- Number of employees is defined by the Law on Maximum Number of Employees in Public
Administration
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Local Self-Government
- Number of employees is planned by their act on classification of posts;

- Since 2010, the Law on Maximum Number of Employees in Local Administration (Official
Gazette of RS, No 104/09) defines the maximum number of employees in local self-
government.

Justice and Others

- Number of employees is planned according to their act on classification of posts and human
resources plan, adoption of which started in 2007.

Ministry of Finance - the Treasury shall keep a Register that contains data on number of
employees and hired persons in public and local administration and on funds paid on behalf of
their wages, bonuses and compensations, within the supervision of implementation of The
Law on Maximum Number of Employees in Public Administration and the Law on Maximum
Number of Employees in Local Administration. Register of Employees is an electronic
database, containing basic data on employees and hired persons in public and local
administration on individual level. Financial data in the Register are kept at the level of
budget beneficiary, per accounts on a monthly basis.

Data on funds paid on behalf of wages and data on the number of employees (for the period
2006-2010) are presented in the table in Annex.

d) share of taxes in the total wage bill, including social contributions paid by employers
and employees, and the bracket structure of income taxes.

Fiscal burden on wages - share of taxes in the total wage bill, including social contributions
paid by employers and employees, and the bracket structure of income taxes:

Tax base — gross income (net income increased by taxes and contributions paid by employee),
reduced by non-taxable threshold (variable amount, adjusted once a year with growth of retail
prices in the calendar year preceding the year when adjustment is done, according to the data
of republic authority in charge of statistics, currently stands at RSD 6,554).

Contribution base — paid out, and/or realized wage, and/or gross income (net income
increased by taxes and contributions paid by employee).

No. Description Amount Amount

1. Gross Wage 41,651 100,000

2 Tax base 35,097 93,446

3. Contribution base 41,651 100,000

4 Obligations on gross income paid by | 11,667 29,113
employee (4.1.+4.2.)

4.1. Taxes (2* 12%) 4,212 11,213

4.2. Contributions paid by employees (3% | 7,455 17,900
17.9%)

5. Obligations on gross wage paid by | 7,455 17,900
employer (3%17.9%)
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5.1. Contributions paid by employer 7,455 17,900
6. Total taxes and contributions (4+5) 19,123 47,013
7. Total wage bill (1+5) 49,107 117,900
8. Net wage paid out (1-4) 29,984 70,886
9. Fiscal burden on net wage (6:8) 63,78% 66,32%
10. Fiscal burden on gross wage (6:1) 45,91% 47,01%
11. Fiscal burden pursuant to the OECD | 38,94% 39,87%
method (6:7)

V Economic and structural developments and reforms
Please briefly describe and/or provide explanations in the following areas:

5. How has domestic consensus on the fundamentals of economic policies been
secured? Please provide comprehensive information about the adoption of economic
policy in the country. Please provide an English translation of Serbia's national strategy
for economic policy in the medium term.

Consensus on fundamentals of economic policy is secured at the Government level, namely
on tripartite level between the Government, Association of Employers and Trade Union.
Political consensus at the Government level, supported by the consensus of the social
partners, provides compliance of economic policy and responsibility for its implementation.

The Government of the Republic of Serbia, in compliance with the Law on the Budget
System (Official Gazette of RS, No 54/2009), prepares and adopts economic policy for the
budget year and next two years. In December 2010, the Government adopted revised
Memorandum on the Budget and Economic and Fiscal Policy for 2011, along with projections
for 2012 and 2013. English translation of this document is being prepared by the Government.

In compliance with the Law on Amendments and Modifications of the Law on Budget System
(Official Gazette of RS, No 73/2010), instead of the mentioned Memorandum, the
Government shall adopt a Report on Fiscal Strategy in July 2011, which is a document that
will establish economic and fiscal policy of the country for the next three consecutive fiscal
years.

Draft Report on Fiscal Strategy is currently being prepared by the Ministry of Finance, in
cooperation with ministries and institutions in charge of economic policy and economic
system, and shall submit such Report to the Fiscal Council as an independent public authority
by 15™ May of the current year, for purposes of obtaining an opinion thereon. On July 1%
current year, the Minister of Finance shall deliver to the Government Proposal of the Report
on Fiscal Strategy for adoption, along with opinion of the Fiscal Council. Until July 15" the
Government shall adopt the Report on Fiscal Strategy and shall submit such Report to the
National Assembly for consideration purposes. The National Assembly shall deliver the
comments and recommendations to the Government regarding the Report on Fiscal Strategy,
for the purposes of including thereon into the revised Report on Fiscal Strategy. The
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Government shall adopt the Report shall by October 1*' current year, and submit the Report to
the National Assembly prior to submitting proposal of the budget of the Republic of Serbia
for the next year, Such procedure regarding preparation and adoption of the Report on Fiscal
Strategy shall secure domestic consensus on fundamentals of economic policy of the country,
bearing in mind that the Government, ministries, Fiscal Council, National Assembly, Social-
Economic Council and consulting bodies of the Government are included in the preparation
thereof.

Report on Fiscal Strategy, prepared according to the determined legal procedure, contains
economic and fiscal policy, along with projections for the budget year and next two fiscal
years. Report on Fiscal Strategy is the basic document of the Government, in which
objectives and guidelines are determined for economic and fiscal policy in the medium term,
and budget of the Republic is the main document of economic and fiscal policy for the next
budget year.

Accompanying Appendix to the Report on Fiscal Strategy is the Progress Report on
implementation of the defined fiscal policy, along with assessment as to what degree the
Government implemented a responsible fiscal policy during the previous year, and/or whether
it was in compliance with fiscal principles and fiscal rules. If the Government derogates from
the fiscal principles and rules under extraordinary circumstances, it shall notify the National
Assembly of that matter and state measures to be undertaken and timeframe in which the
Government expects to return to fiscal principles and rules.

Adopted Report on Fiscal Strategy for the next three-year period presents a Government’s
document, which determines fiscal framework in the medium term, aiming to secure long-
term sustainability of the fiscal policy. The document represents a basis for preparation and
adoption of budgets of the Republic, autonomous provinces and local self-government units,
as well as financial plans of compulsory social insurance organizations.

6. What are in your view the particular challenges/priorities for Serbia's economic
policy, including in the context of the global post-crisis recovery, and how do you intend
to tackle them?

The particular challenges/priorities of economic policy of the Government of the Republic of
Serbia, in the context of the global post-crisis recovery, are the following:

- Macroeconomic stability

- Fast and stable recovery of the economy

- Dynamic economic growth

- Increase of investments and export

- Reduction of unemployment rate

- Improvement of living standard

- Equal regional development

- Sustainable levels of fiscal deficit and public debt

Since October 2008, economic policy of the Government during crisis period was focused on
mitigating the effects of the global financial and economic crisis on the Serbian economy.
Economic policy measures created conditions for macroeconomic and financial stability, as
well as for lowest possible decline in production, export, employment and living standard of
the population. In that respect, Serbia recorded smaller decline of GDP in 2009 (-3.1%)
relative to regional and European countries. Similarly, Serbia achieved faster economic
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recovery in 2010. Real GDP growth in the first half of 2010 was 1.2%, while estimates show
that in 2010 Serbia will record real GDP growth of at least 1.5%, which is higher than in the
regional countries.

Economic crisis has shown that the past economic growth model, based on growth of
domestic consumption and import, is unsustainable and that it must be replaced by investment
and export oriented economic growth model. Faster growth of domestic demand and
consumption than the GDP growth in the past period resulted in the growth of current account
deficit, which was covered by inflows of foreign capital, and in inflation higher than in
regional countries. Sector producing non-exchangeable goods was dominant in the structure
of GDP creation, while personal and public consumption were dominant in the of GDP usage
structure. Change of economic growth model will also lead to changes in the structure of GDP
creation and usage towards strengthening of sectors producing exchangeable goods and
increase of contribution of investments, financed from national and foreign savings, and
contribution of exports to the Serbian economic growth. Higher economic growth rate and
significant share of investments and exports in the GDP will provide increase of employment
and opening of significant number of new jobs, as well as higher living standard and
reduction of poverty in the country. Thus, the credibility of the country will be increased and
investment risk will be reduced.

Economic policy of the Government in the post-crisis period is oriented to fast and stable
economic growth in Serbia and to creation of conditions for a dynamic economic growth,
based on investment and export growth as key development elements. Robust economic
growth will enable increase of employment and living standard and more equal regional
development, along with reduction of poverty.

Serbian economic policy will be oriented not only to changes in the global environment and
risks in external economic relations, but also to inherited social and economic problems and
challenges, which define key priorities of economic policy in the post-crisis period.

The first priority is inflation, which is relatively high according to international standards and
poses a risk for macroeconomic stability and economic growth. Inflation may be caused by
overly large public spending and personal consumption, price shocks (agriculture and oil
products), very high depreciation of the dinar and overly large growth of controlled prices.

Second priority is the recovery of the real sector from the effects of the economic crisis and
inherited structural problems. Fragile economic recovery needs to be strengthened through
restructuring economic branches and undertakings, completion of the privatization process
and more effective implementation of bankruptcy proceedings, as well as through more
business enabling environment and larger investments of domestic and foreign investors in
the economic development of the country. In that sense, economic system, macroeconomic
policy and sectoral policies will be adjusted to the concept of faster economic growth based
on increase of investments and export and strengthening of exchangeable goods sector.

The third priority is increase of investments. Speeding-up of economic growth, after economic
recovery from the consequences of the economic crisis, demands strong increase of
investments relative to generated GDP, with slower growth of personal consumption and
public spending at the same time. Financing of investments requires significant increase of
domestic savings, bearing in mind that privatization proceeds are decreasing and that
possibilities for new borrowings abroad are limited. That would enable dynamic economic
growth, based on increase of employment and productivity, which at the same time provides
internal and external macroeconomic stability and creates room for improvement of living
standards on realistic bases.
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The fourth priority is increase of export. Serbia recorded steep growth of export of goods and
services in the period 2001-2008 (average growth rate was 20.9%), but did not significantly
increase share of export of goods and services in the GDP (below 30%). That contributed to
the fact that in the end of 2008, trade deficit share in the GDP was 24.1% and share of current
account deficit in the GDP was 18.7%. Export structure is dominated by raw materials,
processed materials and food with small share of new value added. Change towards
development based on export include high growth rates of export of goods and services,
increase of share of exports of goods and services in GDP, increase of share of exchangeable
goods sectors in creation of GDP and share of exchangeable goods in the export structure with
higher share of new value added and decrease of trade deficit. For strengthening of export-
oriented economy, it is necessary to have the support of macroeconomic policy and active
sectoral policies, above all industrial policy.

The fifth priority is reduction of unemployment and improvement of living standard. High
unemployment rate and decline of living standard may trigger wider political and social unrest
and direct orientation of economic policies towards short-term social and economic
objectives. Unemployment rate in Serbia exceeded 20% according to internationally
measured methodology, and average net wage declined to EUR 320. Growth of employment
and wages, and consequently growth of living standard, may be provided only by speeding-up
economic growth and increasing investments, for the purposes of opening new jobs. It is
essential to improve education and qualifications, which define volume and quality of labour
offer and its adjustment to the demand in the labour market.

The sixth priority is equal regional development. Serbia faces large regional development
inequalities, due to unfavourable demographic trends, high regional unemployment,
devastation of industry, lack of infrastructure and insufficiently developed institutional
framework. New regional policy is necessary, which would target equal regional development
across the country, in order to strengthen development potential of all regions, with necessary
state intervention, along with increase of their competitiveness, which would thus reduce
intra-regional and inter-regional inequalities that limit the aerial development in the Republic.

The Seventh priority is sustainable level of fiscal deficit and public debt. Increase of fiscal
deficit and public debt relative to GDP is the consequence of insufficient reforms of the public
sector and negative effects of the global economic crisis on Serbian public finances. Newly-
introduced fiscal rules should provide significant reduction of the public spending, fiscal
deficit and public debt until 2015, which should provide long-term stability of public finances
and public debt, along with higher economic growth rate, change of the public spending
structure towards growth of share of public investments in GDP and reforms of the pension
system, education, health care and social insurance systems.

Key response of the Government's economic policy to the mentioned development challenges
is speeding-up reform and transition processes within change of the economic growth model.
In the post-crisis period, the Government shall speed-up economic reforms which lead Serbia
towards full EU membership. Particular attention shall be paid to creation of stimulating
environment for domestic and foreign investors, full property and contract protection,
effective judiciary, modern tax system, harmonization of fiscal and monetary policy, effective
banking system and developed financial market, private and public partnership, particularly in
the area of infrastructure, regulated labour market and regulated relations between employees
and employers, political stability in the country.
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7. How has a co-ordination between various stakeholders (e.g. line ministries, the
Ministry of Finance and/or the Central Bank) for the formulation of economic policies
and their implementation been carried out? Which are the consultative bodies involved
in the decision-making process? To what extent are social partners involved? If relevant,
what is the time given to social partners and other consultative bodies to provide their
opinion?

In the process of formulation and implementation of the Government’s economic policies,
coordination is ensured between line ministries, the Ministry of Finance and the National
Bank of Serbia necessary for establishing and undertaking measures agreed upon.

In the process of developing the Report on Fiscal Strategy for the next medium term, in which
economic policy objectives and guidelines are determined, the Ministry of Finance ensures
cooperation with ministries and institutions competent for economic policy and economic
system. In the same manner, the Ministry of Finance ensures inter-sectoral cooperation in the
process of preparation of the budget of the Republic, as the main document in which
economic policy for the budget year is determined.

NBS is an active participant in the formulation of medium-term and annual economic policy.
NBS provides opinion on Government's documents, which formulate the economic policy.
Opinion of the NBS on the Draft Report on Fiscal Strategy is a compulsory appendix to the
Report during its adoption on the Government’s session and discussion at the National
Assembly. In addition, the Governor of the NBS proposes one member of the Fiscal Council
who provides opinion on the Report on Fiscal Strategy and the Law on the Budget of the
Republic of Serbia, and who analyzes and assesses fiscal policy and public finance
management. Pursuant to the Law on the National Bank of Serbia, the Monetary Board
sessions are attended by the minister in charge of financial affairs with no voting rights,
and/or Director of the Treasury Administration authorized by such minister. Also, pursuant to
the Law on Modifications and Supplements of the Law on the NBS, the Government shall
issue consent on the Proposal of the Decision on the Dinar Exchange Rate Regime adopted by
the Council of Governors of the NBS. Sessions of the Committee on Economy and Finance of
the Government is attended by a representative of the NBS, and Government sessions are
attended by the Governor with no voting rights.

The Ministry of Finance and the National Bank of Serbia have close coordination, through
standard consultative mechanisms in the phase of implementation of economic and monetary
policy and its components. Competent republic ministries undertake measures stemming from
their competence, in compliance with the established economic and monetary policy
frameworks, thus contributing to realization of established macroeconomic objectives.

Consultative bodies are included into the process of formulation of the Government’s
economic policy. In order to raise the quality of economic policy, the Government has
established an Economic Council as a consultative body, which considers issues in the area of
economic policy as requested by the Government or on its own initiative. Economic Council
is composed of members of the Government, experts and prominent businesspeople. In the
process of formulating economic policy, the Government also consults the Serbian Chamber
of Commerce, as the largest economic association, as well as the Serbian Economists
Association, as a professional association of economists.

In the process of formulating economic policy of the Government, social partners are included
through a Social-Economic Council of the Republic of Serbia, established by special law
enacted in 2004 (Official Gazette of RS, No 125/04), as an independent body in the territory of
the Republic of Serbia, which is composed of representatives of the Government,
representatives of competent associations of employers and representatives of competent trade
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unions. The Council also nominates experts as members of the Council, as an addition to the
members nominated by the Government, Association of Employers and Trade Union. The
Council has both, consultative role in the social dialogue and negotiating role for certain
economic and social issues of interest for the social development and stability of the country.
The role of the Council is to secure consensus on economic policy fundamentals, contributing
to its successful implementation. The Council provides opinions, proposals and
recommendations on issues regarding employment policy, wage and price policy, policies of
competition, productivity, privatization, work area protection, environmental protection,
education and professional training, health and social protection, demographic developments,
work safety, collective bargaining process etc.

The NBS provides opinion on the Memorandum on the Budget and Economic and Fiscal
Policy for Medium Term Period, Draft Law on the Budget and all laws in the area of the fiscal
policy. Pursuant to the Law on the National Bank of Serbia, the NBS Executive Board
sessions are attended by the minister in charge of financial affairs, but with no voting rights.

The Government of the Republic of Serbia in cooperation with the NBS, determines the
numerical guidelines for the growth of prices of products and services which are directly or
indirectly regulated by the Government.** Moreover, the NBS in cooperation with the
Government sets the inflation target.

Working group in charge of monitoring developments and plans regarding change of
regulated prices, established in April 2010, is composed of representatives of the NBS and the
Government (the Ministry of Mining and Energy, Ministry of Trade and Services and
Ministry of Telecommunications and Information Society). Working group holds sessions
four times a year, in order to analyze current developments and short-term outlook regarding
regulated prices and determining numerical guidelines for growth of regulated prices, along
with inflation targets in the following three-year period.

By signing the Agreement, the Government obliged itself to implement a sustainable and
foreseeable fiscal policy in compliance with the targeted inflation rates, by timely notifying
the public and the NBS of changes in the economic policy that may affect achievement of the
targeted inflation, particularly of plans regarding market and budgetary regulation.

8. How is the co-ordination of the main producers of statistical data (Statistical office,
Central Bank, Ministry of Finance, etc.) carried out? What are the plans to enhance the
reliability, regularity and mutual compliance of statistical data? Does the public finances
statistics comply with ESA methodology? (detailed information is required in chapter 18 —
Statistics)

Republic Statistical Office (RSO), National Bank of Serbia (NBS) and Ministry of Finance
(MF), being the primary producers of statistical data, have established permanent cooperation
and coordination which was institutionalized by signing Memorandum on Cooperation on
Macroeconomic and Financial Statistics in December 2010.

RSO, NBS and MF have developed macroeconomic and financial statistics, within their
competences, and improve reliability and consistency of statistical data. Plans for
improvement of methodology and data are contained in the Official Statistics Programme
until 2015 and in annual statistical research plans.

#* Pursuant to the Agreement signed between the NBS and the Serbian Government on inflation targeting,
adopted on the Government session on 19" December 2008.
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ESA 95 is still not used for calculation and presentation of fiscal operations at the general
government level. However, for the purposes of national accounts, certain categories of
revenue and expenditure, as well as fiscal result, are calculated and published in accordance
with the ESA 95 methodology. .

Cooperation between these three institutions, regarding Council Regulation (EC No 2223/96),
is implemented through allocation of functions in the following manner:

Real Sector Accounts

Within preparation of real sector accounts, which is an obligation of RSO, MF and NBS
timely furnish RSO with all available data relevant for calculation of categories in compliance
with requirements of RSO.

MF provides data to RSO regarding budgets of the Republic, Autonomous Province of
Vojvodina, local self-governments and compulsory social insurance organizations on
monthly, quarterly and annual basis, based on data regarding the budget of the Republic, and
based on the reports that MF receives from other levels of government and funds on a
monthly basis.

Pusuant to the Government Finance Statistics Manual, issued by the International Monetary
Fund, MF delivers data to RSO on revenues and emoluments of budget beneficiaries, along
with data on expenditures and costs of budget beneficiaries prior to implemented
consolidation.

RSO publishes real sector accounts and delivers such accounts to MF and NBS.

Financial Accounts

Annual and quarterly financial accounts are developed and published by the NBS, in
compliance with the accepted methodology, with exception of financial accounts for the
government sector, which are under the competence of RSO.

Reports on Budget Deficit and Budget Expenditures and Revenues

MF collects data and prepares reports regarding budget deficit, expenditures and revenues of
all levels of the government and also reports regarding compulsory social insurance
organizations. MF is obliged to deliver prepared data and reports to the NBS and RSO.

Public Debt Reporting

MF is in charge of assessment and reporting on public debt, in compliance with the adopted
EU regulations and methodologies.

Balance of Payments

NBS is in charge of drafting balance of payments, in compliance with the Balance of
Payments Manual prepared by the International Monetary Fund, fifth issue (BPMS).

The primary sources of data for drafting balance of payments are the data from commercial
banks and the National Bank of Serbia on international payment transactions, which is
submitted electronically on the decade level (ITRS) along with data from the Republic
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Statistical Office. Additional data sources are reports submitted by undertakings directly to
the NBS.

RSO furnishes the NBS with data on international commodity trade transactions.

With its researches, RSO provides assistance and delivers to the NBS available information
required in the process of acquiring additional sources for comprehensive monitoring of the
household sector.

MF reports directly to the NBS on a monthly basis on transactions involving the Budget of the
European Union and on all international transfers (help, donations) between the government
sector and other international institutions and countries.

Monetary and Banking Statistical Data

NBS is in charge of monetary and banking statistical data. Monetary and banking statistics
include balance sheet data of monetary and financial institutions (except money market
funds), insurance undertakings, voluntary pension funds and financial lessors. Also, such
statistics include interest rate statistics of monetary and financial institutions and inter-bank
money market. In addition to monetary and banking statistics, the National Bank of Serbia
collects data on foreign exchange reserves of the NBS and banks, dinar exchange rate and
turnover in the foreign exchange market, within its statistics regarding international economic
relations.

In 2007, Memorandum of Cooperation was signed between the Ministry of Agriculture,
Ministry of Forestry and Water Management and RSO, with a view to improve statistical
monitoring of agriculture, forestry and water management, to clearly define obligations and
ensure information for an objective overview of the situation in the mentioned fields. Upon
conclusion of the Memorandum, the cooperation between the two institutions has been
significantly improved and is intensive regarding preparation for implementation of the
upcoming agricultural inventory.

In 2007, a Memorandum was signed with the Tax Administration (which operates within the
Ministry of Finance), which enables usage of administrative data as an important additional
data processing source.

Some time before that, the Memorandum of Cooperation was signed with the Customs
Administration (which also operates within the Ministry of Finance), with which RSO
traditionally has good cooperation.

Signing similar memoranda has been planned with the Ministry of Mining and Energy,
Ministry of Environment and Spatial Planning and Environmental Protection Agency, as well
as with Public Health Institute of Serbia.

Also, it should be noted that in mid 2009, being a coordinator for such affairs and in
coordination with the National Bank of Serbia, RSO made a decision on participating in the
General Data Dissemination System. In October 2010, International Monetary Fund mission -
Special Data Dissemination Standard (SDDS) — took current conditions under consideration
regarding national statistics, and concluded that it can be expected that as of 3rd quarter of
2011, the Republic of Serbia may join SDDS.
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9. Public finances: What is the scope of public finances system? How was it conceived?
How have government revenue and expenditure developed as a share of GDP during
2000-2009, as an aggregate as well as in terms of categories?

Until the adoption of the systemic law, which provided new frameworks for preparation and
execution of the budget, the 1991 Law on Public Revenues and Public Expenditures
established the integrity of Republic of Serbia in the area of public revenues and expenditures
and uniformly defined the public revenue system and public expenditure financing system.
Adoption of the new systemic Law on the Budget System (Official Gazette of RS, No. 9/02,
87/02, 61/05 — other law, 66/05, 101/05 — other law, 62/06 — other law and 86/06) marked the
reform of public finances in early 2002, which in a completely new and systemic bases define
public spending, which include the budget of the Republic, budget of autonomous provinces
and local self-governments, as well as all financial plans of compulsory social insurance
organizations. The Law on the Budget System represents one of the most significant systemic
laws, which fully reform the budget system and govern the area of public finance
management in the entire country.

This reform law in the area of public spending marked the beginning of the reform processes
in all segments of public finances and public sector in its entirety. Public finances and budget
spending are important part of overall economic system, given the fact that they comprise
around 45% of GDP. That being the case, they are subject of broad interest, primarily of
business entities, but also of natural persons which, through allocation of funds for taxes and
contributions, provide necessary public funds for financing general public services and
fulfilment of public needs of general interest in any country.

The Law on the Budget System governs planning, preparation and adoption of the budget of
the Republic of Serbia, budgets of territorial autonomies and local self-government units, and
through establishment of the Treasury of the Republic, and/or of local authorities, execution
of the budget has been regulated, along with borrowing, issuing of guarantees, debt
management, budgetary accounting and reporting. Also, this Law governs the control and
audit of the budget, as well as control and audit of official services and other indirect budget
beneficiaries, public undertakings and legal persons founded by public undertakings, and/or
legal persons over which the Republic, and/or local authority has direct or indirect control
with more than 50% of capital or more than 50% of voting rights in the management board.

One of the innovations regarding public finances reform is that the Law regulates preparation
and adoption of financial plans, borrowing, accounting, reporting, control and audits of
financial plans of compulsory social insurance organizations. That is, the Law on the Budget
System places the procedure of preparation and adoption of financial plans of compulsory
social insurance organizations into the same systemic framework, thus encompassing the
overall budget system of the Republic. Budget process has included all types of public
revenues and expenditures and integrated all revenues and expenditures of local self-
government units and compulsory social insurance organizations. Since the compulsory
social insurance organizations (Republic Pension and Disability Fund of Employees,
Republic Pension and Disability Fund of Self-Employed Activities, Republic Pension and
Disability Fund of Farmers, Republic Health Insurance Bureau and National Employment
Service) did not conduct their financial activities entirely in compliance with regulations
applied to budget issues until the adoption of the Law on the Budget System, this represents a
significant improvement, and obligatory delivery of reports on financial activities to the
National Assembly strengthens the control over Government.

The Law has established new institutions as well, which contributed to more effective
functioning of the entire public finance system. The most significant innovations in that
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respect are the establishment of macroeconomic model of fiscal planning of public finances,
which uses the Treasury for budget execution and public finance management. That is,
implementation of the new budget system provides the establishment of macroeconomic
discipline, which resulted in the fact that budget acts and financial plans of compulsory social
insurance organizations are in compliance with the sustainable macroeconomic and fiscal
framework.

For the purposes of stabilization of overall public finances, a medium-term planning
framework has been introduced through adoption of a memorandum on the budget and on
economic and fiscal policy for the budget year and the next two fiscal years, as well as acts
based on which budgets and financial plans of compulsory social insurance organizations are
adopted.  Such novelty is in compliance with the formulation of budget objectives under
preparation and budget execution regarding: macroeconomic stability, sustainable and stable
economic growth and reduction of financial risk of the country.

Integrity of the budget system is secured by joint legal basis, uniform budget classification,
use of uniform budget documents for development of draft budget and financial plans,
uniform budget accounting system, uniform criteria for budget control and audit, transfer of
statistical reports and data from one budget level to the other and principles on which budget
procedure is based. During budget preparation and execution, principles of efficiency and
economics must be observed, along with principles of completeness, accuracy and uniform
budget classification.

Budget is carried in compliance with uniform international methodology of revenues and
expenditures, namely according to: economic, functional and organizational classification, as
well as according to financing sources (it carries revenues and emoluments, expenditures and
costs based on asset realization).

Adoption of the Law on the Budget System introduced establishment of the Treasury that
represents a completely new thing in the public finance system, which manages the Treasury
consolidated account through introduction of information-technology system of the Treasury,
establishment of the general ledger and budget execution system. Monitoring of public
finances and their consolidation through Treasury, in addition to improvement of daily
liquidity of public spending, increased efficiency and transparency in planning and managing
public spending as well, while the system enabled daily monitoring of budget execution and
cash management planning through appropriations and quotas.

In subsequent reform process of public finances and adjustment to the modern principles,
amendments were made to the Law on the Budget System. Namely, the Law on the Budget
System generally governed issues pertaining to debt and guarantees, while adoption of the
Law on Public Debt (Official Gazette of RS, No 62/05 and 107/09) in 2005 regulated in detail
all issues regarding all aspects of Republic of Serbia’s public debt, and particularly defined
what is considered a public debt of the Republic of Serbia, obligations of the Republic of
Serbia on public debt as well as what such obligations represent for the Republic of Serbia.
Reasons for adoption of such Law are, primarily, the need to define conditions, manner and
procedure according to which the Republic of Serbia may borrow, as well as the need to
prescribe manner and procedure according to which borrowings may be made by a territorial
autonomy and local self-government, Republic Health Insurance Bureau, republic funds for
pension and disability insurance and National Employment Service, as well as to clearly
define that all public undertakings, as well as all legal persons founded by the Republic of
Serbia, may ask the Republic of Serbia to provide a guarantee, where such legal persons must
fulfil certain conditions to receive such guarantee, and to clearly define guarantees of the
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Republic, manner and procedure of public debt management, record-keeping on public debt
and establishment of Administration for Public Debt.

For the purposes of allocational, technical and operational efficiency of the public finance
system, in 2006 the amendments to the Law on the Budget System created legal framework
for programme and medium-term budget planning, which include allocating largest
appropriations for investment programmes that contribute to faster realization of economic
policy objectives, through faster economic growth, higher employment rate and more
effective investment programmes.

Programme part of the budget represents one of the significant components of a broader
reform process implemented in public finance management. Amendments and Modifications
of the Law on the Budget System enabled introduction of more effective mechanism for
monitoring realization of objectives in three key strategic processes, which the Government
defined for the purposes of implementation of the economic and fiscal policy, which are
Poverty Reduction Strategy, European Union accession process and development policy and
programmes. Public finance management in the past has shown that it was hard to translate
the abovementioned objectives into operational plans that could be linked to budget
appropriations; hence, it was important to improve connections between financial plans and
strategies, in order to provide appropriate mechanisms for monitoring success rate of their
implementation and consideration of the future needs. The conditions for that have been
created by adoption of the mentioned amendments.

Through programmes, as a transparent mechanism for monitoring budget revenues and
expenditures, which enables efficient allocation of funds to solving specific problems and
which enables decision-makers to easily understand the link between the requested funds,
strategies, programmes and results, the budget should become more effective instrument of
economic and other government’s policies, because it improves the manner in which financial
plans are drafted and analyzed. In that manner, the budget enables to pinpoint and analyze
various programme measures in finding the most effective manners, and/or methods
(activities) used for solving detected problems and role of various stakeholders, and/or
defining competences and responsibilities for solving problems, and/or achieving desirable
objectives.

However, implementation of the mentioned legal framework, although it enabled gradual
approach, did not have desirable results, given that the programme-based budgeting model is
reduced to five pilot ministries; also, the programme-based model included only listing of
activities without even stating evaluation of the outputs, thus omitting the feedback to the
Government necessary for further implementation of its policies.

Also, changes were made that contributed to better public finance management through
payments of all expenditures, both direct and indirect budget beneficiaries, via uniform
treasury system. Namely, the amendments established the obligation for the direct budget
beneficiaries to allocate available appropriations, carried jointly in the budget, to beneficiaries
within their competences, after the budget has been adopted. That practically means that
financial plans for indirect budget beneficiaries are prepared, within approved appropriations,
which created conditions for indirect payments to be made by Treasury to the indirect budget
beneficiaries.

For the purposes of improving public finance management, since 2008 a permanent Treasury
system was established, which provides for exchange of information that contribute to better
synchronisation of inflow and spending of money through financial planning, electronic links
between beneficiaries and the Treasury Administration, which enables beneficiaries to submit
direct requests for taking on obligations, payment request, and which also enables adjustments
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of budget execution to the legislation, as well as improvement of accounting functions in
compliance with the international standards.

An integral part of financial statements of all budgets and financial plans of compulsory social
insurance organizations is the external audit report, which is the competence of the State
Audit Institution pursuant to its constituent instrument.

The Government has demonstrated its orientation towards embracing modern trends by
implementing the Law on the Budget System (Official Gazette of RS, No 54/2009) in 2009.
Further amendments to the Law were necessary, in order to achieve more effective
implementation of budget objectives, particularly efficiency, economics and effectiveness in
the budget preparation and execution, and in order to implement further improvement of the
treasury-type operations and improvement of the system that recognizes responsibility in
public spending, . However, given the past large amendments to the Law and the need for new
amendments, it was estimated that the new law should be adopted.

The new Law on the Budget System created legal framework for use of development aid from
the European Union, and stipulated obligations of Serbia to establish its own adequate
institutions for management of European Union funds through, so called, decentralized
system of EU fund management.

Applicable provisions of the 1991 Law on Public Revenues and Public Expenditures were
incorporated into the new Law on the Budget System, and such Law ceased to be valid.

Public revenues and emoluments are the following:
Revenues:

1) Taxes;

2) Contributions on compulsory social insurance;
3) Charges for usage of goods of general interest;
4) Fees;

5) Voluntary local tax;

6) Donations and transfers;

7) Other public revenues.

Government’s emoluments:

1) Emoluments on sale of non-financial assets;

2) Emoluments on borrowings;

3) Emoluments on sale of financial assets, namely:
a. Received payments on principles of disbursed loans,
b. Emoluments on sale of securities,

c. Emoluments on sale of shares and holdings.
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The Law provides for introduction of the following: value added tax, excise duties, personal
income tax, corporate income tax, property tax, inheritance and gift tax, tax on transfer of
absolute rights, tax on using, holding and carrying certain goods, international trade and
transaction tax and other taxes in compliance with special law.

The Law provides for introduction of the following fees: administrative, court, communal,
registration, residence fees and fee for special products and activities.

The Law provides for introduction of the following charges for usage of goods of general
interest: water charges, forestry charges, road charges, land charges, charge for fishing zones,
charge for using tourist area, charge for using natural medical factors, charge for using
mineral raw material, environmental protection charge, charge for using air space, charge for
listening to radio frequency and so called channels, tourist charge and other charges in
compliance with special law.

Funds received from the mentioned charges are used in compliance with the law that
introduced such charges.

The Law introduces contributions on compulsory social insurance, namely on:

1) Pension and disability insurance;
2) Health insurance;
3) Insurance in case of unemployment.

4) Public expenditures and costs are the following:
Expenditures:

1) Expenditures for employees;

2) Expenditures for goods and services;

3) Depreciation and use of professional means;

4) Repayment of interest and related borrowing costs;

5) Subsidies;

6) Donations and transfers;

7) Compulsory social insurance and social protection;

8) Other expenditures (taxes, compulsory fees, pecuniary sanctions, penalties etc.).

Government’s costs:

1) Costs for acquisition of non-financial assets;
2) Costs for repayment of principal;
3) Costs for acquisition of financial assets.

Provisions of the Law on the Budget System precisely define public revenues and
emoluments that belong to the Republic of Serbia, autonomous provinces, local self-
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government units and compulsory social insurance organizations for financing activities
stemming from their competence.

Adoption of the new Law on the Budget System introduces modern and efficient instruments
into the public finances, along with medium-term framework of expenditures and public
investment, possibility of introducing three-year budget, adoption of priority financing areas,
new budget objectives, such as maintaining overall fiscal discipline, allocational efficiency,
technical, and/or operational efficiency, low inflation rate and economic development,
stimulating regional development, along with effectiveness, which must be followed during
budget preparation and execution etc.

New Law stipulates even stronger obligation of medium-term planning for budget
beneficiaries, on all levels of the government. As on of important components of a wider
reform process in public finance management, a medium-term plan is defined as a
comprehensive budget beneficiary’s plan, containing detailed development of all
programmes, projects and activities for the budget year, along with projections for the next
two years, pursuant to the determined medium-term objectives and priorities. The Law
establishes deadlines for gradual procedure of preparing medium-term plans, and/or
programme-based display of the budget (in its entirety for adoption of the Law on the Budget
of the Republic of Serbia, and/or budgets of local authorities for 2015).

For the purposes of strengthening the stability of public finances, the results of the public
finance reforms in this sector should be linking strategic planning, as well as achieving a level
of integrity of the budget system in which several thousand budget beneficiaries participate on
all levels of government.

Implementation of a medium-term budget framework, and/or introduction of the limit for
budget beneficiaries in a multi-year period, within reform of the budget preparation and
planning process, shall be done as of the day of adoption of the 2011 budget. For the
purposes of stable and sustainable fiscal policy, it is necessary to strengthen the awareness of
budget beneficiaries on the need to determine priorities, in order to improve ability of the
Government to allocate funds in compliance with its policy.

There were problems in the past period on understanding how the public funds are spent
regarding legal persons that do not have the status of neither direct nor indirect budget
beneficiary in the current system, which prevented record-keeping nor control of such public
funds. Legal persons in questions were agencies founded in compliance with the Law on
Public Agencies, regulatory bodies and other beneficiaries. For such reasons, it has been
assessed that it is necessary to include them into the consolidated Treasury account, which
would enable high-quality and more efficient information on such public funds beneficiaries,
better control and rational spending of public funds, which was made possible by the Law on
the Budget System. Including those beneficiaries into the consolidated Treasury account is in
compliance with GFS standards.

Innovations in the provisions pertaining to internal financial control of the public sector aim
to clearly define internal financial control, in compliance with international standards for
internal audit, international standards for internal controls and best practices of the European
Union. In this way, obligations stemming from the Plan for the Implementation of Priorities
Contained in the European Partnership are executed, which include principles, priorities and
conditions regarding financial control, adopted by the Government on 7t April 2006.

Inadequacy of the size and structure of public spending in Serbia has been especially evident
during the economic crisis. During years of high economic growth rates, fiscal policy was
pro-cyclical, through increase of public spending on one side and reduction of fiscal capacity
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through decrease of certain tax rates, cancellation of certain taxes and introduction of
numerous facilities on the other hand. That prevented fiscal policy to act more in a counter-
cyclical manner during recession, because the room for fiscal stimuli to the economy was
limited.

Bearing in mind such developments, the need was recognized to expand the existing Law on
the Budget System with provisions pertaining to definition of fiscal responsibility and
strengthening of fiscal discipline, in order to ensure sustainability of public finances in the
medium term, which was accomplished by Amendments and Modifications of the Law on the
Budget System, in October 2010.

Developments of General Government Revenue and Expenditure in the Period 2005-
2009

In 2005 and 2006, the Republic of Serbia generated high public revenues of around 45% of
GDP in average. In 2007 and 2006, the generated public revenues were somewhat lower,
around 44.2% of GDP. Somewhat lower public revenues in 2007 were the consequence of
change in the tax policy, namely in the area of income tax (reduction of wage tax rate from
14% to 12% and introduction of non-taxable part of wages), and also change of policies
regarding other taxes (reduction of tax on transfer of absolute rights from 5% to 2.5%,
transferring certain products from higher to lower VAT rate, VAT exemption when buying
first apartment etc.), In 2008, there were no significant changes in the tax policy, but spill-
over of economic crisis to Serbia in the last quarter brought significant fall in revenues.

Revenue, Expenditure, Result and Public Debt of General Government in % of GDP

2005 2006 2007 2008 2009
PUBLIC REVENUE 44,9 46,1 45,4 43,9 42,7
PUBLIC EXPENDITURE 43,9 47,7 47,3 46,5 47,0
CONSOLIDATED RESULT 1,0 -1,6 -1,9 -2,6 -4,3
PUBLIC DEBT 50,2 36,2 29,4 25,6 31,3

In 2009, there was further deterioration of economic developments, and generated public
revenues stood at 42.7% of GDP. Main orientation of fiscal policy during the crisis year of
2009 was decrease of public spending, in order to avoid significant increase of fiscal burden
on the economy. Within tax policy, changes included increase of excise duties, namely on oil
products two times during 2009, as well as increase of excise duties on cigarettes. Such
combination of measures kept fiscal deficit in 2009 to slightly lower level than the one agreed
with the IMF.

In the period 2005-2009, the Republic of Serbia recorded high share of public expenditure in
the GDP. High growth rate of expenditure was recorded in 2006, in the amount of 3.8%
relative to 2005. In the period 2007-2009, the share of public expenditure in GDP decreased
and amounted to 47% of GDP.

Having recorded a surplus in 2005, fiscal position of the Republic of Serbia deteriorates and
public sector records high levels of fiscal deficit, which was financed with borrowings since

31




the privatization process ended that marked end of inflow on that basis, which lead to
relatively high growth of public debt share in GDP.

2005 2006 2007 2008 2009

PUBLIC REVENUE 44,9 46,1 45,4 43,9 42,7
1. Operating revenue 44,7 46,0 45,1 43,8 42,4
. Tax revenue 39,8 40,4 39,6 38,6 37,5
Personal income tax 5,6 6,0 5,0 5,0 4,7
Corporate income tax 0,6 0,9 1,3 1,4 1,1

Value added tax 12,8 11,5 11,5 11,1 10,5

Excise duties 4,2 4,4 4,3 4,0 4,8
Customs duties 2,3 2,3 2,5 2,4 1,7

Other tax revenue 1,4 1,5 1,4 1,3 1,3
Contributions 12,7 13,6 13,6 13,4 13,3

1.2. Non-tax revenue 5,0 5,6 5,4 51 4,9

2. Capital income 0,0 0,0 0,2 0,1 0,1
3. Donations 0,2 0,1 0,1 0,1 0,2

Revenue of General Government, broken down by categories, in % of GDP

Personal income tax In 2005 and 2006, the share of income tax in GDP was 5.3% of GDP on
average. Reduction of the wage tax rate from 14% to 12% and introduction of non-taxable
part of wages permanently reduced these revenues by around 1% of GDP. During the crisis
period in the end of 2008 and in 2009, further decline of share of personal income tax revenue
occur, primarily due to decrease of employment and slowing down of average wage growth.
Annual average wage growth in the 2005-2008 period were 21.5%, while the growth in the
January-December period in 2009 was 8.8% nominally relative to the same period previous
year. Decline of employment in 2009 relative to 2008 was 5.5%".

Corporate income tax. In the observed period, the share of corporate income tax in GDP is
relatively low. Significant growth of revenue on corporate income tax occurred in 2006, 2007
and 2008. Cause for such growth is the result of positive economic developments in this
period, as well as commencement of implementation of international accounting standards for
undertakings, which contributed to more realistic results being carried*®.

RSO revised the data on the number of private entrepreneurs and employees of entrepreneurs’ since March
2010.

*® International accounting standards have been applied since 2005, which affected the profit carried for 2005 and
corporate income tax calculated and paid out in 2006.
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Value added tax. Value added tax was introduced in the Republic of Serbia in 2005, which
replaced the turnover tax, applied until then. In 2006 and 2007, the share of the VAT in GDP
stabilizes and amounts to slightly more than 11% of GDP. In the last quarter of 2008 and
during 2009, export declined significantly (decline of export, expressed in EUR in the period
January-December in 2009 relative to the same period previous year, was 29.3%) along with
domestic demand, which affected the reduction of share of VAT in GDP.

Excise duties. In the observed period, the revenue on excise duties had relatively stable share
in GDP. Significant growth of excise duties share in 2009 is the consequence of changes in
excise duty policy, and/or increase of excise duties on oil products and cigarettes.

Customs duties. In the period 2005-2008, the average share of customs duties revenue was
2.2% of GDP. Reduction of customs duties to 1.7% of GDP was the consequence of, partly
reduced import, and partly reduction of customs duties' rates, in compliance with
liberalization plan contained in the Interim Trade Agreement with the EU.

Other tax revenue. In the observed period, other tax revenues had relatively stable share in
GDP. Other tax revenues consist of property tax, tax on using, holding and carrying certain
goods and other tax revenues.

Contributions on compulsory social insurance. Contributions represent an item that has the
single largest share in GDP. In the observed period, the contributions recorded share of
13.3% in GDP on average.

In period 2005-2009, non-tax revenue and capital income and donations had stable share in
the GDP of slightly more than 5% ,on average.

Expenditure of General Government, Broken Down by Categories, in % of GDP

2005 2006 2007 2008 2009
Il PUBLIC EXPENDITURE 43,9 47,7 47,3 46,5 47,0
1. Operating expenditure 40,7 43,0 41,8 41,9 42,9
Expenditures for employees 12,0 12,3 12,2 12,7 12,7
Purchase of goods and services 7,4 8,0 8,3 7,5 7,5
Repayment of interest 1,0 1,5 0,8 0,6 0,8
Subsidies 3,3 2,8 2,8 2,9 2,2
Social assistance payments and 17,0 18,4 17,8 18,2 19,7
transfers;
Out of which: pensions 11,1 11,6 11,3 13,0 13,8
2. Capital expenditure 2,7 4,1 4,9 3,9 3,3
3. Net budget borrowings 0,5 0,6 0,7 0,7 0,7
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In the period 2005-2009, the Republic of Serbia recorded high share of public expenditure in
GDP. High growth rate of expenditure was recorded in 2006, in the amount of 2.3% relative
to 2005. In the period 2007-2009, the share of public expenditure in GDP decreased and
amounted to 47% of GDP.

In 2006, there was a growth o operating and capital expenditure, while in 2007 structure of
public spending was somewhat improved through decrease of operating expenditure by 1.2%,
with further growth of public investments by 0.8%. In 2008, there was no growth of operating
expenditure, but the reduction of total public spending is the result of reduced public
investments. In 2009, operating expenditure was higher by around 1% relative to 2008,
regardless of freezing the largest spending categories (wages and pensions). Growth of
operating expenditures in 2009 is the result of increase of social assistance payments and
other transfers to citizens, in order to maintain living standard of the citizens facing poverty
risk, which were particularly affected by the crisis. Growth of public investments in 2006
and 2007 is the result of implementation of the National Investment Plan, adopted in 2006.

Individually, the largest part of public spending pertains to social assistance payments and
transfers to citizens, and the largest item within this category is pensions. The largest
increase of share of pensions in GDP occurred in 2008, when the pensions were subject to
one-off increase by 10% in October, after regular indexations (two times during the year in
compliance with the Law on Pension and Disability Insurance). In 2009, the pensions were
frozen in compliance with agreed IMF programme (with no regular adjustment), but the
growth of share in GDP is the result of the effects of pension increase carried over from 2008
and increase of number of beneficiaries.

Expenditures for employees. The second largest expenditure item, observed individually
within public spending, is wages of employees. In the observed period, average share of
wages of employees in GDP was around 12.3% annually.

In the observed period, subsidies and net budget borrowings make 3.4% of GDP on
average. Their share in GDP decreased during the observed period, so that in 2009 it was
0.8% of GDP lower relative to 2005.

10. Extra-budgetary funds: Please list and provide information on extra-budgetary
funds. What is the relationship between the budget and the extra-budgetary funds?
Which are the implemented/planned steps to integrate the extra-budgetary funds in the
government budget? Please provide balance sheet indicators for these funds. Please
describe major activities to improve the management of extra-budgetary funds.

The adoption of the new Law on the Budget System marked the beginning of the process of
addressing the issue of extra-budgetary funds. Most extra-budgetary funds in Serbia operate in
the form of agencies which, in compliance with the Law on Public Agencies, are not subject
to the rules governing the budget beneficiaries, and/or the budget system. For now, agencies
are not covered by the reporting on the general government fiscal position. Article 8 of the
Law on the Budget System provides that the coverage of the general government shall be
defined by the Republic Statistical Office, in cooperation with the Ministry of Finance and in
compliance with the international standards. With the application of this Article the coverage
of the general government will be extended, which means that a part of the fiscal activities
performed by extra-budgetary funds will be included in the reporting on the general
government fiscal position.

At the moment, there are four extra-budgetary funds in the Republic of Serbia which are
included in the general government: Republic Fund for Pension and Disability Insurance,
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Republic Health Insurance Bureau, National Employment Service, and the Public Enterprise
(PE) “Roads of Serbia". Compulsory social insurance organizations are extra-budgetary funds
in the sense that they are individual legal entities, they have separate accounts and separate
management bodies, but their operation is entirely regulated by the Law on the Budget
System. In compliance with the Law on Budget System, compulsory social insurance
organizations apply budgetary procedures prescribed for the budget of the Republic, even
though they do not form an integral part of the budget. PE “Roads of Serbia” operates in
compliance with the Law on Public Enterprises, but it is part of the general government and
prepares regular monthly reports in compliance with the budget accounting rules.

Basic Information about the Republic Fund for Pension and Disability Insurance

Pursuant to Article 63 of the Law on Amendments and Modifications of the Law on Pension
and Disability Insurance (Official Gazette of RS, No. 85/2005), the Republic Fund for Pension
and Disability Insurance of Employees, the Republic Fund for Pension and Disability
Insurance of Self-Employed Persons, and the Republic Fund for Pension and Disability
Insurance of Farmers were integrated into a single fund on 1 January 2008 - the Republic
Fund for Pension and Disability Insurance, organized as a single legal person with the status
of a compulsory social insurance organization where the rights arising from pension and
disability insurance are exercised and funds for this type of insurance are provided. The
provisions of the mentioned Article stipulate that the financial operations of the Fund shall be
conducted through three sub-accounts: sub-account for employees, sub-account for the self-
employed persons and the sub-account for farmers, until 1 January 2011; as of this date the
operations shall be conducted through single account.

The Fund provides pension and disability insurance to all persons that are covered by the
compulsory insurance under the Law and are participating in the insurance, irrespective of
whether they are employees, self-employed persons or farmers; determines contribution bases
in compliance with the Law; ensures special-purpose and economical usage of funds; ensures
direct, efficient, cost-effective and lawful exercise of rights arising from pension and
disability insurance and organizes the activities necessary for the implementation of
insurance; controls the insurance application, as well as all the data pertaining to eligibility,
exercise and termination of rights; organizes and administers pension and disability insurance,
under the Law; implements international agreements; performs the disbursement of pension
benefits, allowances and other payments.

The Fund has approximately 2,767 million insured persons from all categories (around 2.2
million employees, 328,000 self-employed persons and 233,000 insured farmers), as well as
1.58 million pensioners. Out of the total number of pensioners, around 1.3 million are former
employees, 52,400 are self-employed pensioners, and around 224,000 are retired farmers.

With the aim to perform its activities successfully and in a cost-effective manner, as well as to
ensure the accessibility of rights related to pension and disability insurance, the Fund
established its organizational units by relevant functions and across the entire territory of the
Republic.

The Fund is managed by the representatives of the insured persons, the employers and the
beneficiaries of rights.

The bodies of the Fund are: Management Board, Supervisory Board and the General
Manager.
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Indexation

From April 2003 to January 2006, pension benefits and compensations were indexed on a
quarterly basis - on 1* January, 1% April, 1*" July and 1* October, according to the so called
Swiss formula that takes into account 50% of the wage growth and 50% of the growth of the
costs of living recorded in the previous quarter. Since 2006, the emoluments were indexed on
1 April and 1 October according to the indicators from the previous six months, but the share
of wages was gradually reduced, while the share of the costs of living was increased.
Notwithstanding, in 2009 and 2010 the pension benefits will not be indexed, the amounts
determined in October 2008 will be disbursed (in compliance with the changes to the pension
system). The amended Law on the Budget System also regulates the indexation of pension
benefits stipulating that the benefits shall be indexed to the general government wages.

Contribution payers

Contribution payers for pension and disability insurance are insured persons in compliance

with the law governing the compulsory pension and disability insurance, as follows:

1) Employees;

2) Elected, nominated and appointed officials who earn remunerations in addition to salaries
or wages;

3) Persons who perform temporary and occasional work under the contract concluded
directly with the employer;

4) Persons receiving wage compensation under the law governing financial support for
families with children;

5) Persons receiving wage compensation under the law governing compulsory health
insurance;

6) Entrepreneurs;

7) Founders, and/or members of a company;

8) Farmers;

9) Persons earning a contracted fee;

10) Independent artists;

11) Priests and religious officials;

12) Persons receiving financial compensation under the law regulating employment and
insurance in case of unemployment;

13) Serbian nationals employed abroad;

14) Persons participating in the compulsory insurance, in compliance with the law;

15) Other insured persons, under the law regulating the system of compulsory pension and
disability insurance.

For the insured persons referred to under points 1) to 5), the contribution payers shall also be
the employers and/or other payers of income, at the same rate and according to the same base
as the mentioned insured persons.

Contribution rate for the mandatory pension and disability insurance is set at 22%, pursuant
to Article 44 of the Law on Contributions for Mandatory Social Insurance (Official Gazette of
RS, Nos. 84/04, 61/05, 62/06, 7/08, 5/09, 7/09 and 3/10).
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Contribution base is regulated by the same law, Articles 13 to 35, and it is different for
various categories of insured persons (for employees - the wage and remuneration, for farmers
- agriculture income taxable under the law regulating personal income tax, for entrepreneurs -
taxable profit...)

Attendance allowance

Attendance allowance is provided for the pension beneficiaries and insured persons who, due
to the nature of their illness or injury, need the help of other people for everyday activities.
Under the Pension and Disability Insurance Law, practically the only persons entitled to this
allowance are immobile persons, the blind, dementia sufferers, and the persons who are not
able to eat, dress or move indoors without other people’s help, as well as the persons
undergoing dialysis. In cases when a disability commission concludes that the medical
condition can improve, a medical examination is scheduled.

Bodily injury benefit

Bodily injury benefit is provided to the insured persons who, due to the injury at work or
occupational disease, have lost or suffered a severe damage of organs or body parts.

Domestic pension benefits abroad

Pension benefits earned in Serbia are disbursed in 20 countries across the world (former
Yugoslav republics excluded). More than half of the total of 10,322 such pension
beneficiaries live in Germany, followed by Austria, Hungary, France, Czech Republic,
Switzerland, Sweden, USA...These pension benefits are disbursed on a quarterly basis due to
great administrative costs and relatively small benefit amounts.

Former republics

Pension Fund disburses pension benefits for approximately 24,016 of its beneficiaries living
in the former SFRY republics (Croatia - around 5,751; Republika Srpska - around 6,243;
Macedonia - around 4,243; Bosnia and Herzegovina - around 4,541; Montenegro - around
3,235). The total monthly amount of these benefits equals approximately RSD 316 million.

International agreements

Serbia has concluded social insurance agreements with 25 countries governing the issues of
recognition of the years of service, health insurance, disbursement of pension benefits, child
allowances and other benefits.

The text of the agreement with Canada has been agreed upon.

Planned agreements — with Greece, Russia, Cyprus, Australia, New Zealand, Ukraine,
Quebec.

Contribution limit

The highest annual base for the payment of the pension and disability insurance equals five
average wages. The contribution is paid for every income, including honoraria, special service
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agreements, contracts on temporary and casual work, compensation for the membership in
management and supervisory boards

Basic information about the Republic Health Insurance Bureau

Republic Health Insurance Bureau is a legal person established pursuant to the Law on Health
Insurance (Official Gazette of RS, No. 18/92...45/05) with the status of a compulsory social
insurance organization where the rights arising from health insurance are exercised and funds
for mandatory health insurance are provided, in compliance with the law.

The Republic Institute for Health Insurance is a national, public and non-profit organization
through which Serbian citizens exercise their health insurance rights.

The Bureau is funded through the payment of health insurance contributions. Thus, the
Serbian citizens are enabled to finance their healthcare services through the Republic Bureau.

The contribution rate is set at 12.3%.

All citizens generating income (wages, pension benefits, fees...) are legally bound to pay
health insurance contributions. Health insurance contributions for citizens who do not
generate income and who cannot be insured as family members of persons generating income
are paid from the budget of the Republic of Serbia.

The healthcare rights laid down in the Law also include the right to use healthcare services
abroad.

Pursuant to Article 22 of the Law on Health Insurance (Official Gazette of RS, No. 107/05 and
109/05 — Corrigendum), the insured persons shall also include all persons belonging to
population groups at higher risk of illness, persons whose healthcare is needed with respect to
prevention, curbing, early-stage diagnosis and treatment of diseases of higher social and
medical importance; as well as persons belong to socially vulnerable population categories, if
not covered by insurance in accordance with Article 17 of this Law or if such persons do not
exercise rights arising from compulsory health insurance as family members.

The Law also provides that the insured persons shall include the persons to whom the
competent Republic authority has assigned the status of a refugee or a displaced person from
former Yugoslav republics, if they meet legally prescribed conditions and reside in the
territory of the Republic.

The Law also lays down the right of military invalids to receive healthcare.

The Serbian healthcare system conforms to the principles of equality and solidarity. Citizens
pay health insurance contributions by percentage, according to their income and financial
capacity, and they use healthcare services according to their needs.

Rights, obligations and liability of the Bureau are governed by the Law on Health Insurance
and the Statute of the Bureau.

The bodies of the Bureau are: Management Board, Supervisory Board and the General
Manager.

Compulsory health insurance includes:

1) Insurance in case of illness and injuries sustained outside of work;
2) Insurance in case of injury at work or occupational disease.

Compulsory health insurance rights include:
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1) Right to healthcare;

2) Right to wage compensations during temporary work disability (wage compensation);

3) Right to reimbursement of travel costs related to using healthcare services (travel costs
reimbursement).

The Bureau performs the following activities:

1) Passes the Statute;

2) By the authority specified in the Law, passes general acts that regulate in more detail
the administration of the mandatory health insurance;

3) Plans and provides financial assets for the administration of the compulsory health
insurance;

4) Within the available financial assets, plans and ensures conditions for the balanced
administration of the compulsory health insurance in the territory of the Republic, and
provides solidarity funds equalizing the conditions for the granting of rights arising
from the compulsory health insurance in the territories of branch offices;

5) Ensures financial and other conditions for the exercise of the right to receive
healthcare services abroad and/or to be sent to the medical treatment abroad;

6) Passes the work plan for granting of rights arising from the compulsory health
insurance in line with the activity plan of branch offices;

7) Passes the financial plan, in compliance with the Law;

8) Concludes contracts with the providers of healthcare services in compliance with the
Law, and provides resources for the implementation of the healthcare on the basis the
contracts;

9) Transfers funds for the administration of compulsory health insurance to the branch
offices, in compliance with Article 202 of this Law;

10) Ensures lawful, special-purpose and economical usage of funds and makes sure that
the resources are increased on economic grounds;

11) Ensures direct, efficient, economic and lawful exercise of health insurance rights and
organizes activities needed for the administration of health insurance that is directly
administered in the Bureau;

12) Organizes activities needed for the administration of health insurance that is directly
administered in the Bureau;

13) Coordinates the work of branch offices and the Provincial Bureau;

14) Organizes and controls the work conducted by branch offices, the lawful and special-
purpose usage of funds transferred to branch offices for the exercise of rights arising
from the mandatory health insurance;

15) Controls the implementation of the contracts concluded between the branch offices
and the providers of healthcare service, and controls the exercise of rights arising from
the mandatory health insurance;

16) Establishes and organizes the central records and controls the related activities;

17) Organizes, controls and harmonizes the work of the first and second degree medical
commissions;
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18) Ensures the implementation of international agreements pertaining to compulsory
health insurance;

19) Keeps records and monitors the collection of contribution, exchanges data with the
competent authorities regarding the health insurance contribution payers, as well as
other data pertaining to the contribution;

20) Performs other tasks specified in the Law and the Bureau’s Statute.

The Republic Bureau for Health Insurance contracts the provision of healthcare services to its
insured persons with the medical institutions included in the so called Network of Medical
Institutions. The Network is adopted by the Government of the Republic of Serbia, at the
proposal of the Ministry of Health.

The Institute can also enter into contracts with the institutions outside the Network, but only
for the volume and type of medical services that cannot be provided within the existing
capacities of the medical institutions included in the Network.

The opinion regarding the justification of concluding the contract for the volume and type of
services with the institutions outside the Network is provided by the Serbian Institute for
Public Health “Dr Milan Jovanovic-Batut”, while the consent for the conclusion of the
contract is given by the Ministry of Health.

Voluntary insurance

The Republic Bureau for Health Insurance administers voluntary health insurance with the
aim to enable the citizens to exercise the rights not covered by the compulsory health
insurance under the most favourable conditions.

By concluding a contract on voluntary health insurance, the insured persons can exercise a
different type and/or a greater volume, content and standard of rights than the rights
guaranteed under the compulsory insurance.

The rights arising from the voluntary health insurance also include the rights exercised within
the compulsory health insurance, but in a different manner and according to the different
procedure (e.g. the rights arising from the compulsory insurance that require the doctor
referral letter can be exercised without such referral letter).

Number of insured persons

As of 31% December 2009, there were 6,786,333 insured persons under the compulsory health
insurance in Serbia.

Total of 2,958,668 persons were insured on the basis of employment, which make up 43.60%
of the total number of insured persons under the compulsory insurance. The above figure is
followed by the number of insured persons on the basis of retirement, 1,842,066 insured
persons, and/or 27.14%, which is followed by the number of persons whose insurance is
financed from the Republic of Serbia Budget that stands at 1,210,157, and/or. 17.83%.

Basic information about the National Employment Service

The National Employment Service was established pursuant to the Law on Employment and
Unemployment Insurance, published in the Official Gazette of RS, No. 71/03 dated 15™ July
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2003. The National Employment Service, as the legal successor of the Republic Bureau for
Labour Market, was entered into the registry of the competent court on 16™ March 2004, and
the new Law on Employment and Unemployment Insurance (Official Gazette of RS, No.
36/09 and 88/10) confirms the continued existence of the National Employment Service as an
institution competent for employment affairs. The Service has existed for over 90 years as an
institution dealing with employment affairs

In line with the Rulebook on Organization and Classification of Jobs in the National
Employment Service, the Service set up its organizational units by relevant functions and
across the entire territory of the Republic, and all the activities falling under its scope of work
are performed in the National Employment Service — the Directorate — Belgrade, the
Provincial Employment Service AP Vojvodina, the Provincial Employment Service of AP
Kosovo and Metohija, and 34 branch offices comprised of services, departments and branches
located in approximately 180 premises across the Republic of Serbia.

The National Employment Service conducts employment affairs, affairs related to the
insurance in case of unemployment, activities regarding the exercise of unemployment
insurance rights and other rights pursuant to the law, as well as employment related record
keeping, professional and organizational, administrative, economic and financial and other
general affairs in the field of employment and insurance in case of unemployment, in
compliance with the law, this Statute and other acts passed by the National Employment
Service.

The scope of work of the National Employment Service includes:

1) Notification on employment opportunities and conditions;

2) Implementation of active employment policy measures: Job matching for persons
seeking employment in the country and abroad; vocational guidance and career
counselling; employment subsidies; support to self-employment; further education and
training; incentives for users of unemployment benefit; public works and other
measures designed for the persons seeking employment;

3) Issuing work permits to foreigners and stateless persons, pursuant to the law;

4) Exercise of rights arising from insurance in case of unemployment;

5) Insurance in case of unemployment;

6) Employment related record keeping in line with the Law;

7) Employment abroad;

8) Protection of persons employed abroad;

9) Adopting decisions regarding the assessed working capacities and possibilities for
employment, or maintenance of employment of the persons with disabilities;

10) Stimulating the employment of persons with disabilities;

11) Professional rehabilitation of persons with disabilities;

12) Other activities specified in the law.

The bodies of the National Employment Service are: Management Board and the General
Manager of the National Employment Service.
Management Board manages the work of the National Employment Service.

The General Manager represents and acts on behalf of the National Employment Service.
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The Funds of the National Employment Service are used for the purposes specified in the
National Employment Action Plan, work programme and financial plan of the Service, in
compliance with the law and the Statute.

The Law on Employment and Unemployment Insurance (Official Gazette of RS, No. 36/09
and 88/10), inter alia, stipulates that the mandatory insurance shall involve following
unemployment rights:

1) Unemployment benefit;
2) Health insurance and pension and disability insurance in compliance with the law;
3) Other rights in compliance with the law.

The person covered by compulsory insurance shall be entitled to unemployment benefit if
he/she was insured for at least 12 months continuously or intermittently within the past 18
months.

Insurance with an interruption shorter than 30 days shall also be deemed continuous
insurance.

Contribution rate for compulsory pension and disability insurance is set at 1.5 %, pursuant to
Article 44 of the Law on Contributions for Mandatory Social Insurance (Official Gazette of
RS, No. 84/04, 61/05, 62/06, 7/08, 5/09, 7/09 and 3/10).

The base for computation of unemployment benefit shall be the average salary or wage, or
wage compensation of the unemployed person, as appropriate, received in the last six months
prior to the month in which his/her employment contract or insurance was terminated.

The unemployment benefit shall equal 50% of the base and may not be higher than 160% or
lower than 80% of the minimum wage determined pursuant to labour regulations for the
month in which the unemployment benefit is paid. Such amount of the benefit represents the
base for the computation of contributions for the pension and disability insurance, as well as
for the health insurance. The amount of the benefit representing the base for the computation
of contributions shall be reduced by the amount of the contribution determined according to
the applicable rates and such reduced amount shall be paid to the benefit user.

The number of benefit users receiving the benefit stood at 81,190 in February, while the
average amount of the paid unemployment benefit equalled RSD 21,910.

On the basis of the Conclusion of the Government of Republic of Serbia No. 02-4586/2003-
001 passed on 17" July 2003, the National Employment Service is obligated to pay the
benefits to the persons temporarily displaced from the territory of the AP Kosovo and
Metohija.

The number of persons from K&M receiving the benefit for the employed stood at 20,900 in
February, while the average amount of the paid benefit equalled RSD 15,000.

Within the active employment policy measures, determined by the Government at the
proposal of the Ministry of Economy and Regional Development and in compliance with the
Law on Employment and Insurance in Case of Unemployment, the National Employment
Service implements programmes and plans resources for their implementation.

For these purposes the following allocation of funds is planned:

1) For job matching measures (vocational guidance and career counselling, active job
seeking, job seeking club and job fairs);
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2) For further education programmes and trainings aimed at acquiring additional
knowledge and skills (interns, re-training, additional vocational training);

3) For incentive measures aimed at supporting and developing entrepreneurship,
subsidies for self-employment, job-creation subsidies and organization of public
works.

PE “Roads of Serbia”

The management system in the field of roads has been changing. Since the political changes
introduced in 2000, the road management system in the Republic of Serbia experienced
various institutional forms. Until 22™ February 2006, the management of roads in the territory
of the Republic of Serbia was under the competence of the Republic Directorate for Roads, a
separate Republic organization with the status of a budget beneficiary. Pursuant to the new
Law on Public Roads (Official Gazette of RS, No. 101/05 and 123/07) and on the basis of the
Decision of the Republic of Serbia Government (Official Gazette of RS, No. 115/05), the
public enterprise “Roads of Serbia” was established and started operating on 231 February
2006. In view of the sources of financing (the percentage of the excise duties on oil
derivatives, road toll and transfers from the budget), as well as due to the particular business
activity of this public enterprise - management of national roads, this public enterprise is
treated as an extra-budgetary fund, and as such it is included in the fiscal reports at the general
government level.

The procedure for the adoption of the Business Plan of the public enterprise “Roads of
Serbia” is as follows: Management Board of the PE “Roads of Serbia” adopts the annual
Business Plan which is then submitted to the line ministry (Ministry of Infrastructure). The
opinion to the plan is given by the following ministries: Ministry of Finance, Ministry of
Economy and Regional Development, Ministry of Labour and Social Policy, Ministry for the
National Investment Plan and the Secretariat for Legislation. After the positive opinions are
obtained, the Plan is submitted to the Government for approval. Government's approval to the
Business Plan is published in the Official Gazette of RS.

Sources of financing the construction, reconstruction and maintenance of public roads are
defined in the Law on Public Roads (Official Gazette of RS, No. 101/05 and 123/07), and
these are:
1) Tolls for the usage of public roads;
2) Fees for the maintenance of public roads set as a percentage of the excise duty on oil
derivatives and liquid petroleum gas in the amount of:
a. 10% - from February 2006 to the end of 2007;
b. 15% - from January 2008 to the end of 2008;
c. 20% since 1 January 2009;
3) Loans;
4) Investments by domestic and foreign persons;
5) Budget of the Republic of Serbia;
6) Other sources in accordance with the Law.

Funds collected from above sources are used for the maintenance of roads, construction,

reconstruction and rehabilitation of roads, preparation of studies and projects, loan repayment,
as well as for covering the costs of PE “Roads of Serbia”.
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Being a public enterprise, “Roads of Serbia” prepares financial statements in accordance with
the rules of corporate accounting, but also provides the Ministry of Finance with monthly
reports on generated revenues and executed expenditures, in conformity with the principles
and rules of budget accounting. On the basis of these reports, the data on revenues and
expenditures, as well as data on the borrowing and loan repayment of the PE “Roads of
Serbia” are included in the fiscal reports prepared at the general government level.

In the course of public finance management reforms, several areas have been identified as
areas where changes should be made in order to fully align these areas to the applicable
international standards. One such area is the coverage of the general government, which
should be defined as specified in the Government Finance Statistics Manual 2001 -
GFSM2001, with the aim to enable a more comprehensive overview of the fiscal policy
effects. At the moment, in addition to the budget of the Republic of Serbia, as central
government level, the general government includes budgets of the local governments, and
four extra-budgetary funds: Republic Fund for Pension and Disability Insurance, Republic
Health Insurance Bureau, National Employment Service, and the Public Enterprise (PE)
“Roads of Serbia".

As there are numerous entities (institutions) that have the features of extra-budgetary funds
but are currently not included in the general government and are not subject to the rules laid
down in the Law on Budget System, the first step in this reform process is to identify all
extra-budgetary funds at the central government level and draw up a list of all these funds.

The new Law on Budget System (Article 1) provides that certain provisions of the Law may
also be applied to the extra-budgetary funds as soon as the conditions for the better regulation
of these funds are created and the adoption of their financial plans is aligned with the budget
process to the greatest extent possible.

Article 1

“This Law shall regulate the following: planning, preparation, adoption and execution of the
Republic of Serbia Budget; planning, preparation, adoption and execution of the budgets of
the Autonomous Provinces and local government units (hereinafter: local government
budget); preparation and adoption of financial plans of the Republic Pension and Disability
Insurance Fund, Republic Bureau for Health Insurance and National Employment Service
(hereinafter: compulsory social insurance organizations); budget accounting and reporting,
financial management, control and audit of users of public funds and Republic of Serbia
Budget beneficiaries, local government budgets and financial plans of compulsory social
insurance organizations; competence and organization of the Treasury Administration, as an
authority within the Ministry of Finance (hereinafter: the Treasury) and local government
treasuries; other issues of importance for the functioning of the budget system.

Certain provisions of this Law shall regulate budget relations and rules applied to extra-
budgetary funds, business entities and other legal persons in which the government, on all
government levels, has a decisive influence on management, and especially on the following:
drafting of financial plans, management of funds, borrowing and issuing of guarantees,
accounting, drafting and submission of reports and execution of budget control, which, owing
to the sources of financing and control, are included in the general government (hereinafter:
extra-budgetary beneficiaries).”

Following the identification of all extra-budgetary beneficiaries, a systemic revision of all
funds shall be conducted in order to determine which funds should exist in the form of extra-
budgetary funds due to economic or political reasons and are not part of the budget as such,
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but consolidated when general government data are reported, and which funds must be fully
integrated into the budget process.

11. Budgetary system: Please describe the features of the planning, programming and
execution process of the government budget. Please indicate policy objectives,
developments and achievements as regards budgetary policy. Are the social partners
consulted at the planning/programming stage of the budget cycle? How is the efficiency
and effectiveness of government spending ensured? What are the
implemented/imminent (in 2011) systemic reforms to enhance the long-term fiscal
sustainability?

The Law on the Budget System (Official Gazette of RS, No. 54/09) regulates planning,
preparation, adoption and execution of the budget of the Republic of Serbia, autonomous
provinces, units of local self-government and preparation and adoption of financial plans of
the Republic Fund for Pension and Disability Insurance, Republic Institute for Health
Insurance and the National Employment Service (mandatory social insurance organisations).

Article 31 of the Law

The process of preparation and adoption of the budget and financial plans of mandatory social
insurance organisations shall be carried out according to the budget calendar, as follows:

1) Calendar for the level of the Republic of Serbia:

15 March — direct beneficiaries of the Republic of Serbia budget shall submit to the
Ministry proposals for determining priority areas of financing for the budget year and the two
following fiscal years;

1 April — the Government, according to the proposal agreed upon by the Ministry and
the special Government body, shall determine priority areas of financing, including national
investment priorities for the budget year and the two following fiscal years;

10 April — the Government shall organise a public debate on the priority areas of
financing, including national investment priorities for the budget year and the two following
fiscal years;

30 April — the Minister, in cooperation with ministries and institutions in charge of
economic policy and economy system, and taking into account the public debate, shall
prepare the Memorandum containing economic and fiscal policy of the Government, with
projections for the budget year and the two following fiscal years;

15 May — the Government shall adopt the Memorandum;

1 June — the Minister shall adopt the instruction for the preparation of the draft budget
of the Republic of Serbia;

1 June — the Minister shall submit the Memorandum to the local government and
organisations for mandatory social insurance;

1 September — direct beneficiaries of the Republic of Serbia budget and organisations
for mandatory social insurance shall submit proposal for the medium-term and financial plan
to the Ministry;
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1 October — the Government, at the proposal of the Minister, shall adopt the revised
Memorandum, together with information on financial and other effects of new policies, taking
into account the updated macroeconomic framework after 30 April;

15 October — the Minister shall submit to the Government the Draft Law on Budget of
the Republic of Serbia, draft decisions on giving consent to financial plans of organisations
for mandatory social insurance together with financial plans of organisations for mandatory
social insurance;

1 November — the Government shall adopt Proposal for the Law on Budget of the
Republic of Serbia and shall submit it, together with the revised Memorandum, the proposals
for decisions on giving consent to financial plans of organisations for mandatory social
insurance and financial plans of organisations for mandatory social insurance, to the National
Assembly;

15 December — the National Assembly shall adopt the Law on Budget of the Republic
of Serbia and decisions on giving consent to financial plans of organisations for mandatory
social insurance;

2) Calendar for the local government budget:

15 June — local government finance authority shall issue the instruction for the
preparation of the draft local government budget;

1 September — direct beneficiaries of the local government budget shall submit
proposal of the financial plan to the local government finance authority for the budget year
and the two following fiscal years;

15 October — local government finance authority shall submit Draft Decision on
Budget to the local government executive authority;

1 November — local government finance authority shall submit Draft Decision on
Budget to the local government executive authority;

20 December — local government assembly shall adopt the Decision on the Local
Government Budget;

25 December — local government finance authority shall submit to the Minister the
Decision on the Local Government Budget.”

On the basis of the regulated budget calendar, individual provisions of the Law on the Budget
System regulate, in detail, the process of planning and preparation, whose overview follows
further in the text.

After the priority areas of financing have been determined, including national investment
priorities for the budget year and the two following fiscal years, the Government adopts the
Memorandum on the Budget and Economic and Fiscal Policy, an act determining medium-
term macroeconomic and fiscal framework, on the basis of which budgets and financial plans
of budget beneficiaries and organisations for mandatory social insurance are to be adopted.

After the Memorandum has been adopted, direct beneficiaries of the Republic of Serbia
budget are being provided with the Instruction for the Preparation of the Budget of the
Republic of Serbia, whose contents are prescribed by Article 35 of the Law on the Budget
System, as follows:
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“Following the adoption of the Memorandum, the Ministry shall provide direct beneficiaries
of the Republic of Serbia budget with the instruction for the preparation of medium-term and
financial plans for the preparation of the budget of the Republic of Serbia.

The instruction referred to in paragraph 1 hereof shall contain:

1) basic economic assumptions and guidelines for the preparation of the budget
beneficiary financial plan proposal and the draft budget of the Republic of Serbia;

2) volume of funds which can be contained in the financial plan proposal of a direct
beneficiary of the Republic of Serbia budget for the budget year, with projections
for the two following fiscal years, determined by the medium-term expenditure
scope from the Memorandum,;

3) guidelines for the preparation of medium-term plans of direct beneficiaries of the
Republic of Serbia budget;

4) guidelines and requests for elaboration, medium-term quantification and estimation
of the effects of new policies and investment priorities;

5) procedure and schedule for the preparation of the Republic of Serbia budget and for
the preparation of financial plan proposals of direct beneficiaries of the Republic of
Serbia budget;

6) the manner in which the beneficiaries shall present expenditures and outflows in the
financial plan proposal.”

Article 37

According to the instruction for the preparation of the draft Republic budget and medium-
term plans, direct budget beneficiaries shall prepare medium-term and financial plan proposal.

Financial plan proposal referred to in paragraph 1 hereof shall contain:

1) expenditures and outflows for a three-year period, presented according to budget
classification;

2) a detailed written explanation of the expenditures and outflows, as well as sources of
financing.

Budget beneficiary financial plan proposal shall be submitted in the amount equal to the
amount of the scope of funds of the first year of medium-term expenditure framework,
defined in the Memorandum.

Parts of the financial plan proposal referred to in paragraph 2 hereof shall consist of a written
explanation, including also elaboration, medium-term quantification and estimation of new
policies and investment priorities effects, according to the Instruction for the Preparation of
the Budget of the Republic and medium-term plans of beneficiaries of the Republic of Serbia
funds, and financial request.”

Article 39 of the Law, which regulates consideration of budget requests, says:

The Ministry shall consider the requests of budget beneficiaries and organisations for
mandatory social insurance contained in their financial plan proposals taking into account the
following:

1) targeted revenues and inflows and expenditures and outflows;
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2) data and explanations according to the Article 37 hereof;

3) compliance with the guidelines set forth by the Memorandum and priorities
determined by the Government.

Prior to the preparation of the draft budget, the Minister shall notify the direct budget
beneficiaries on the proposed amounts of revenues and inflows and expenditures and
outflows, and the organisations for mandatory social insurance shall be notified on the
proposal for a financial plan that is not compliant with the guidelines set forth by the
Memorandum.

Direct budget beneficiaries shall submit their opinion to the Minister regarding the amount of
funds and the notification referred to in paragraph 2 hereof, and the organisations for
mandatory social insurance shall submit their opinion to the competent direct budget
beneficiary.

In case the agreement indicated in paragraphs 2 and 3 hereof cannot be reached, the
Government shall instruct that the irregularities in the financial plan of the organisation for
mandatory social insurance be removed.

The competent authority of the organisation for mandatory social insurance indicated in
Article 6, paragraph 6 shall be obliged to modify financial plan in accordance with the
Government’s stance.”

Article 36 of the Law, which regulates recommendation to the local government,
organisations for mandatory social insurance and indirect budget beneficiaries, states that:

“The Minister shall submit the Memorandum to the local government and the mandatory
social security organisations.

Line ministries shall inform indirect beneficiaries of the Republic of Serbia budget about
basic economic assumptions and guidelines for the preparation of the Republic of Serbia
budget.

Local government finance authority shall inform direct beneficiaries of the local government
budget about the basic economic assumptions and guidelines for the preparation of the local
government budget, while the direct beneficiary of the local government funds shall inform
indirect beneficiaries of the local government budget.

Article 38

Organisations for mandatory social insurance shall be obliged to prepare financial plans
according to the guidelines set forth by the Memorandum.

Line ministries shall be obliged to ask the organisations for mandatory social insurance to
submit the data necessary for the evaluation of their submitted financial plan proposals, in
accordance with the guidelines and time limits prescribed by the Minister.

The Minister can ask directly the organisations for mandatory social insurance to submit the
data related to their financing, necessary for the preparation of the draft budget of the
Republic of Serbia and for evaluation of their submitted financial plan proposals.

Line ministry shall be obliged to submit the financial plan of an organisation for mandatory
social insurance to the Minister, who shall submit it to the Government, together with the
draft budget of the Republic of Serbia and draft decisions on giving consent to financial plans
of organisations for mandatory social insurance, and/or proposed Government act on rejection
of said financial plans.
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The financial plan indicated in paragraph 4 hereof shall be submitted by the Government to
the National Assembly, together with the Proposal for the Law on Budget of the Republic of
Serbia and proposal for decisions on giving consent to the financial plans of organisations for
mandatory social insurance.

The financial plan of an organisation for mandatory social insurance shall be adopted pursuant
to Article 6 paragraph 3 of this Law.

Financial plan proposals of indirect beneficiaries of the Republic of Serbia budget shall be
prepared according to the guidelines set forth by the Memorandum.

Instruction for the preparation of the local government budget is regulated under Article 40
of the Law, as follows:

"Following the reception of the Memorandum, the local government finance authority shall
submit the instruction for the preparation of the local government budget to direct
beneficiaries of the local government budget.

The instruction referred to in paragraph 1 hereof shall contain:

1)  basic economic assumptions and guidelines for the preparation of the draft local
government budget;

2)  description of the local government planned policy;

3) estimated revenues and inflows and expenditures and outflows of the local
government budget for the budget year and the two following fiscal years;

4)  volume of funds which can be contained in the financial plan proposal of a direct
beneficiary of the local government budget for the budget year, with projections
for the two following fiscal years;

5)  guidelines for the preparation of medium-term plans of direct beneficiaries of the
local government budget;

6) procedure and schedule for the preparation of the local government budget and for
the preparation of financial plan proposals of direct beneficiaries of the local
government budget.”

Article 41

According to the instruction for the preparation of the draft local government budget, the local
budget direct beneficiaries shall prepare financial plan proposal and submit it to the local
government finance authority.

In terms of the content of the financial plan proposal of the local government budget direct
beneficiaries, provisions of Article 37 of this Law shall be duly applied.

Indirect beneficiaries of the local government budget are obliged to prepare proposal of the
financial plan in accordance with the guidelines pertaining to the local government budget.

Direct beneficiaries of the local government budget shall be obliged to ask indirect budget
beneficiaries under their responsibility to submit the data necessary to prepare financial plan
proposal of the direct budget beneficiary, in accordance with the guidelines and time limits
prescribed by the competent local government executive authority.
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Local government finance authority can ask directly the indirect budget beneficiaries to
submit the data on their financing, necessary for the preparation of the proposal of the local
government budget.”

Preparation of the budget proposal and proposal of decisions on giving consent to financial
plans of organisations for mandatory social insurance and their submission to the National
Assembly, and/or to the local government assembly, is regulated under Article 42 of this
Law, as follows:

The Minister shall submit to the Government the Draft Law on Budget of the Republic of
Serbia and draft decisions on giving consent to financial plans of organisations for mandatory
social insurance, together with financial plans of organisations for mandatory social
insurance.

The Government may ask the Minister to submit additional information or explanations
regarding the Draft Law on Budget of the Republic of Serbia, draft decisions on giving
consent to financial plans of organisations for mandatory social insurance and financial plans
of organisations for mandatory social insurance.

The Government shall decide on the amendments of the Draft Law on Budget of the Republic
of Serbia, adopt the Proposal for the Law on Budget of the Republic of Serbia, evaluate
financial plans of organisations for mandatory social insurance, prepare proposals of decisions
on giving consent to financial plans of organisations for mandatory social insurance and
submit them to the National Assembly together with the Memorandum:;

Local government finance authority shall submit Draft Decision on Budget of the local
government to the local government executive authority and at the same time inform the
citizens on the Draft Decision on Budget.

Competent local government executive authority can ask directly the local government
finance authority for additional information or explanations regarding the Draft Decision on
Budget of the local government.

Competent local government executive authority shall prepare Proposal for the Decision on
Budget of the local government and shall submit it to the local government assembly, within
time limits determined by the budget calendar.

If the competent local government executive authority does not submit Proposal for the
Decision on Budget to the local government assembly within the time limits determined by
the budget calendar, the local government assembly may adopt the budget.”

The National Assembly and the local government assembly adopt the Law on Budget of the
Republic of Serbia and the Decision on Budget of the local government, respectively. Also,
the National Assembly adopts decisions on giving consent to financial plans of organisations
for mandatory social insurance.

With the aim of strengthening the stability of public finan