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Figure 4. Comparison of Macroeconomic Projections and Outcomes, 2009 

 

  

m debt

Source: WEO; and IMF staff calculations
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73.      Comparative macroeconomic developments largely reflected different initial 
vulnerabilities. A regression analysis was conducted to investigate the extent to which the actual 
external and fiscal adjustment in Serbia was in line with initial vulnerabilities. Specifically, the 
initial external (public) debt and current account (fiscal) deficit were regressed on the current 
account (fiscal) adjustment. The analysis suggests that the larger current account adjustment 
experienced by Serbia was appropriate given its high initial deficit and debt situation, and in line 
with peers (see figure below). A broadly similar conclusion arises with respect to the degree of 
fiscal adjustment when taking into account the initial fiscal deficit and public debt stock. 

 

Note: An observation above (below) the 45 degree line would indicate more (less) adjustment than what the model would predict. 
Source: IMF staff estimates.  

 
V.   CONCLUSIONS AND LESSONS FOR FUTURE FUND ENGAGEMENT 

A.   What Has Motivated the Long Term Engagement? 

74.      Several factors motivated the long engagement with Serbia, although the relative 
emphasis placed on each changed over time. In the first SBA, these included difficult economic 
conditions, the need for Fund’s “stamp of approval” for donors and agreement with the Paris and 
London Clubs, and a desire for policy advice. EPA interviews highlighted that while that the 
financial role of Fund support declined over time, the internal coordination/external anchor and 
catalytic roles were a permanent feature of Fund supported programs:  

 Political fragmentation, resulting in weak government coalitions, implied the constant 
need to seek a coordinator/anchor for domestic policies. This role was primarily played by 
the Fund, and by the World Bank and the EU to varying degrees. The Fund was generally 
well-regarded in Serbia, so that its support for a certain measure typically added to its 
legitimacy. In this respect, the importance of Fund endorsement was particularly important 
in the context of the 2009.  

 The catalytic effect on financing was central to the EA, which had securing debt relief 
from the Paris and London Clubs as one its main objectives. The catalytic effect was also 
important during the 2009 SBA as the program served as an umbrella to attract financing 
from the EU and the World Bank, as well as to generate support for the EBCI. 
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 In contrast to the EA, the financing role was an important feature of the 2009 SBA. Even 
when the program was regarded as precautionary, the likelihood of becoming a disbursing 
arrangement was significant. When the crisis erupted at the end of 2008, the program 
provided an adequate safeguard against external downside risks. In the end, the financing 
role of the program was probably not its most important feature, but the large access 
granted at the time of the augmentation provided the needed buffer and helped restore 
market confidence. 

B.   Comparing Failure and Success 

75.      After a decade of decline, post 2000 reforms turned Serbia around. Despite an initial 
difficult starting point, an extensive Fund-supported reform agenda— including macroeconomic 
stabilization after 2000, banking sector restructuring, and privatization— helped engender brisk 
economic growth, and a healthy banking system that weathered the crisis well. Through this 
process and with the assistance of the Fund, economic institutions have improved, in particular 
with the establishment of the fiscal responsibility law, the adoption of inflation targeting, and 
strengthening of banking supervision and regulation. But the difficult legacy of the incomplete 
structural transformation of the economy have remained, reflected in high unemployment, 
volatile inflation, expenditure rigidities, and widespread euroization—and associated 
vulnerabilities.  

76.      The Fund shares some responsibility for the uneven performance during the EA, 
but deserves credit for contributing to the success of the recent SBA. Interviews conducted 
for the report suggest that the EA was characterized by widening disagreement between the 
authorities and staff on the policy mix, possibly in part due to shifts in Fund positions. That said, 
the EA had a spotty implementation record reflecting, in part, weak program ownership. It 
should be noted, however, that the crisis backdrop provided an opportunity to forge an important 
partnership with the Serbian authorities' in the 2009 SBA. Fund staff's advice and the use of the 
Fund-supported program as a commitment device provided critical support to the authorities' 
financial sector program and politically difficult fiscal policies. 

77.      The unfinished structural agenda was a disappointment. The authorities' eagerness to 
signal a relatively quick pace of reforms in 2001 resulted in an ambitious agenda in the earlier 
programs that eventually lost steam. The pending institutional reform measures lost their urgency 
outside the stabilization context and once debt-relief was forthcoming, and easy external 
financing was available, incentives for reform might have weakened. Political fragmentation and 
vested interests provided a challenging backdrop and contributed to the hesitant and piecemeal 
progress in structural reforms, leaving underlying macroeconomic vulnerabilities largely 
unaddressed in the run-up to the crisis. With the exception of the first SBA, these constraints 
resulted in a common pattern in Serbia’s programs consisting of frontloaded macroeconomic 
adjustment and gradual implementation of macro-critical structural reforms. 

78.      The global crisis was a missed opportunity for undertaking far-reaching structural 
reforms. As the recovery from the global crisis took hold, the structural reform agenda in the 
2009 SBA was refocused but, in retrospect, this fell short of what could have been allowed for by 
the improving economic conditions. While program reviews mentioned the need to reduce public 
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employment through reforms in health care, education, and public administration, little headway 
was made under the SBA on this account. Progress on growth-oriented structural reforms 
(enterprise restructuring, business climate) was similarly slow. While political fragmentation, 
vested interests, and the crisis setting likely played a role in the case of the former, the Fund could 
have pushed more forcefully on the latter front.  

C.   Lessons Learned 

79.      Ownership and a favorable political landscape are essential preconditions for 
program success. Serbia's experience suggests that the right incentive structure can increase 
ownership. The debt restructuring expected after the successful completion of the 2001 SBA, and 
fears of a financial meltdown in 2008 provided powerful incentives for action. At the same time, 
lack of political commitment undermined implementation under the EA. In this regard, it should 
also be noted that Serbia’s volatile and fragmented politics did not always provide an 
environment conducive to bold policy action and deep reforms.  

80.      Quick, coordinated action, with a large upfront provision of liquidity can be 
effective in preventing a crisis. The timeliness and size of the financing package in the 2009 
SBA and its coordinating role in the EBCI were instrumental in avoiding a financial meltdown. 
The large-scale intervention also helped improve market confidence. 

81.      Program design needs to be consistent with its stated objectives. With the benefit of 
hindsight, a stronger focus on the structural agenda with associated conditionality regarding 
enterprise restructuring was warranted in earlier programs to deliver on the macroeconomic 
objectives and address underlying vulnerabilities. Many Fund programs implemented prior to the 
2002 guidelines on streamlining conditionality had detailed structural benchmarks to guide this 
process. Absent this lever, it is possible that a greater use of prior actions would have helped 
advance the structural reform agenda. Given that much of this agenda is outside the Fund’s core 
area of expertise, it also points to the need for close collaboration and coordination, especially 
with the World Bank and the EU. While it could be argued that the macroeconomic stabilization 
focus of the 2009 SBA was less ambitious in scope than the previous arrangements, its design 
was successful in achieving the desired outcome. 

82.      Flexibility in program implementation can be important to secure the desired 
objectives. The success of the 2009 SBA can in part be attributed to the flexibility in adapting 
the program to the prevailing circumstances. In particular, the relaxation of the fiscal balance 
targets in light of a worse-than-projected macroeconomic environment and concerns for social 
implications were appropriate given the lack of financing problems and the reasonable level of 
public debt. Similarly, the extension of deadlines to comply with structural benchmarks (pension 
reform, budget system law, and out-of-court debt restructuring) proved to be the right decision, 
as all these reforms were eventually adopted.  

83.      Durable fiscal adjustment needs to be supported by institutional and structural 
reforms. Serbia has relied excessively on stop-gap measures to achieve fiscal consolidation in 
the past, especially wage and pension freezes, which ultimately proved to be politically 
unsustainable and resulted in substantial spending overruns. It is still early to assess the impact 
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of the fiscal responsibility framework, but in the absence of durable, “high-quality” fiscal 
reforms, fiscal credibility can be easily undermined. 

D.   Policy Challenges Going Forward 

84.      Substantial progress has been achieved in the last ten years, but the remaining 
challenges are still very significant. The transition towards a more sustainable growth model, 
the authorities’ stated objective, remains incomplete. Despite a narrowing of the current account 
in the aftermath of the crisis, financial spillovers risks remain elevated, given large cross-border 
exposures of the corporate and banking sector from euro-periphery countries. Inflation has again 
surged into double digits owing to supply shocks and inertia in administered prices. Capital 
inflows have resumed, but could reverse. Adhering to the fiscal rule could prove challenging 
given upcoming elections. Finally, a large unfinished structural agenda remains. Going forward, 
reform efforts, with or without a Fund arrangement, should focus on the following objectives: 

 Developing a sustainable growth model. Since the crisis, the absorption overhang has 
been reduced, and domestic savings are rising, but the transition to a more balanced 
growth model remains incomplete. To achieve balanced growth, policies will need to 
support an increase in domestic savings and put in place a business environment that 
encourages private sector investment, production, and exports. In the current environment 
of ample global liquidity, the risk of back-sliding into the old, domestic-demand driven 
growth model is not negligible. 

 Securing low and stable inflation. High and variable inflation remains a problem. The IT 
regime should be strengthened in order to improve the effectiveness of the monetary 
policy transmission mechanism and reduce inflationary expectations. This requires, 
continuing with efforts to de-euroize the economy and developing domestic capital 
markets.  

 Achieving durable fiscal adjustment. Abiding by the fiscal rules should be the linchpin of 
fiscal policy. This will require bold structural expenditure reforms, including a reduction 
in public employment through reforms in health care, education, and public 
administration. Steps to continue strengthening tax administration and public financial 
management should be pursued, to support the fiscal adjustment and enhance the 
effectiveness of public administration. Additional reforms will also be necessary to ensure 
the sustainability of the pension system.  

 Creating fiscal space for investment. Large infrastructure needs to support tradable sector 
growth call for the creation of additional fiscal space The authorities should strengthen the 
institutional framework for capital budgeting to limit fiscal risks and increase the 
effectiveness of public investment.  

 Strengthening financial sector stability. Further strengthening the banking sector's 
regulatory framework would require moving to internationally accepted approaches for 
sound corporate governance, risk management, capital management and transparency, as 
well as clarification of the elements of regulatory eligible capital, liquidity requirements 
and leverage ratio. Accordingly, moving to Basel II should be a priority. In addition, still-
outstanding issues arising from the 2009 FSAP recommendations should be implemented. 



  41  

 Implementing pro-growth reforms. Improving the business climate to attract foreign 
capital and boost potential output and exports should be a key priority.  

 SOE reform should focus on privatization and restructuring of the large 
enterprises, and addressing the problem of unsuccessfully privatized formerly 
socially-owned enterprises. In addition, there is a need to increase transparency of 
public enterprise operations, and strengthen government control on public 
enterprise financial plans, particularly on their wage bill.  

 To catch up with regional peers, Serbia would need to lower the cost of doing 
business by facilitating the transfer of land ownership; improving the system of 
property registration; streamlining the licensing system; strengthening contract 
enforcement by courts; and promoting competition.  

 There is a need to consider measures aimed at making the labor market more 
flexible, by reducing hiring and firing costs, and other rigidities that impede job 
creation. The unemployment rate has been well above 10 percent for more than a 
decade, with substantial social costs.  

85.      There are also political and social risks. Growth has rebounded since the crisis, but the 
ensuing economic rebalancing has had social and political ramifications. Sustained wage freezes 
in the public sector coupled with high inflation have affected purchasing powers. The private 
sector shed a large number of jobs during the crisis, and unemployment remains high. 
Companies are struggling to repair their balance sheets in the wake of the large depreciation and 
tightened credit standards. Parliamentary elections are scheduled for early 2012 and there may be 
a new government coalition in place, but its composition is highly uncertain. Reflecting these 
constraints, the political situation may not be as amenable to painful reforms and there may be a 
risk of austerity fatigue. The uncertainty is partly offset by the broad consensus to advance EU 
accession. 

E.   Future Fund Engagement and Exit Strategy 

86.      The Serbian authorities are interested in a new precautionary SBA to anchor fiscal 
discipline and address the current policy challenges. Other stakeholders, including the EU, 
the financial sector, and the trade unions have also expressed their support for a new program. A 
new SBA can play a useful role as a coordination device for the government and serve as an 
anchor for polices (particularly in a pre-election year), send a positive signal to investors, and 
coordinate the contribution of other IFIs.  

 
87.      While there are potential benefits from a new program there are also risks to 
continued engagement. First, the Fund would be exposed to reputational risks if it ends up 
supporting a program that is perceived as weak or needs to be revised frequently due to policy 
slippages. In fact, one of the key lessons from the crisis experience is that only a comprehensive 
structural reform effort will put Serbia on a more sustainable growth trajectory. Second, the 
political situation poses a risk, and a key challenge will be to build policy consensus in a pre-
election environment. Serbia's complex political economy suggests that solutions will not be 
found easily, which could imply that ownership and pace of reforms will continue to be uneven.  
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88.      The balance of risks and benefits suggests that a successor arrangement can provide 
distinctive advantages, assuming that structural reforms are credibly addressed.  

 The absence of immediate balance-of-payments needs point to a precautionary arrangement. 
At the same time, external vulnerabilities and risks are considerable, suggesting that the size 
of the program needs to be sufficient to handle a drawdown of foreign banks exposures. 

 A successor program also needs to strike a balance between conflicting objectives in terms of 
length. The uncertainty surrounding the timing and outcome of upcoming elections argue for a 
shorter arrangement. At the same time, deep-rooted structural policy reforms would require a 
substantive time frame if they are to be tackled in a meaningful way.  

 In view of a large remaining structural reform agenda, but taking into account the limitations 
posed by the election calendar, a realistic program should focus on undertaking reforms in a 
few key areas. In this regard, consideration could be given to establishing vital program 
conditions as prior actions ahead of program approval. 

89.      Consideration could also be given to maintaining a surveillance-only relationship, 
but it could be less effective in maintaining policy discipline. Serbia’s past experience with 
PPM suggests that a surveillance-only relationship would be a less effective external anchor for 
the authorities’ policies. But the modalities of surveillance could be tailored to provide for 
enhanced monitoring, perhaps tied to the budget cycle, given past difficulties in meeting targets. 
One drawback of this modality is that it represent a less intense and frequent policy dialogue, and 
thus could be less useful in underpinning policy coordination and commitment given high 
political fragmentation. 

90.      The EU accession process is the natural exit from a Fund program relationship. If 
the new program is short, and with the expectation that EU accession will be granted in the 
medium term, one more program could be envisaged to support structural reform efforts under a 
new government. The EU accession process is expected to replace the external anchor role of a 
Fund program. 
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2001 2002 2003 2004 2005 2006 2007 2008

Real GDP 5.6 3.9 2.4 8.3 5.6 5.2 6.9 5.5 -3.1 1.8
Real domestic demand (absorption) 15.1 9.4 1.6 13.6 -3.8 6.2 11.5 6.3 -8.5 -1.4
Consumer prices (average) 87.9 22.9 13.7 12.8 15.4 11.5 11.6 12.4 8.1 6.2
Consumer prices (end of period) 40.7 14.8 7.6 13.7 17.7 6.6 11.0 8.6 6.6 10.3
Nominal gross wage 128.9 52.6 35.4 23.1 22.5 23.2 22.4 17.8 -3.3 7.5
Real net wage 0.0 25.3 11.7 11.6 5.5 10.4 14.5 4.8 -10.5 1.2
Registered employment … -1.7 -1.2 0.5 0.9 -2.1 -1.1 -0.1 -5.5 -4.9
Unemployment rate (in percent) 12.2 13.3 14.6 19.5 21.8 21.6 18.8 14.7 17.4 20.0
Nominal GDP (in billions of dinars) 762 973 1,126 1,381 1,683 1,962 2,277 2,661 2,713 2,932

General government finances
Revenue 36.8 42.4 42.5 43.0 43.0 44.2 44.0 42.8 42.3 41.8
Expenditure 37.2 45.8 45.5 42.9 42.2 45.8 45.9 45.5 46.7 46.4
   Current 35.0 42.1 42.3 40.2 39.2 41.1 40.5 40.9 42.5 41.8
   Capital and net lending 2.3 3.7 3.1 2.7 3.0 4.6 5.4 4.6 4.2 4.6
Fiscal balance (cash basis) -0.4 -3.4 -2.9 0.0 0.8 -1.6 -1.9 -2.7 -4.5 -4.7
Gross debt 114.5 81.2 77.8 65.4 56.3 43.0 35.6 34.2 38.2 45.7

Monetary sector
Money (M1) 79.8 79.8 10.9 8.3 31.0 37.1 25.3 -3.8 8.7 -2.2
Broad money (M2) 52.7 52.7 27.5 30.4 43.1 38.4 44.5 9.6 21.8 13.9
Domestic credit to non-government 62.6 62.6 25.1 44.6 51.2 17.1 36.9 35.0 15.9 29.0

Interest rates (dinar)
NBS repo rate 9.7 9.7 10.6 16.3 19.2 14.0 10.0 17.8 9.5 11.5
Deposit rate 2.6 2.6 2.7 3.6 3.7 5.1 4.1 6.4 5.1 5.6

Balance of payments 
Current account balance -2.5 -8.3 -7.2 -12.1 -8.7 -10.2 -15.9 -21.4 -7.1 -7.3

Exports of goods 15.9 14.7 17.0 17.3 19.7 22.0 22.4 22.7 20.7 26.1
Imports of goods 36.1 36.0 37.6 44.6 40.7 43.3 45.7 48.7 38.5 43.0

Trade of goods balance -20.2 -21.4 -20.4 -27.3 -20.9 -21.4 -23.1 -26.0 -17.7 -16.8
Capital and financial account balance 6.9 13.6 12.8 13.0 18.6 32.0 18.4 16.7 11.1 2.5
External debt 97.3 74.4 69.0 59.5 61.3 66.8 66.6 62.9 78.7 81.6
 of which:  Private external debt 20.7 24.5 22.3 22.7 28.8 38.4 42.1 46.0 54.0 54.4
Gross official reserves (in billions of euro) 1.3 2.2 2.8 3.1 4.0 8.7 9.5 8.2 10.6 9.7

(In months of prospective imports) 2.3 3.3 3.6 4.3 4.0 6.6 6.3 7.7 8.6 6.8
(Percent of short-term debt) 93.5 180.0 198.7 425.0 200.3 294.5 268.4 162.3 200.7 183.6
(in percent of broad money, M2) 87.6 88.6 89.6 90.6 91.6 112.4 84.5 72.7 74.9 76.5

Exchange rate (dinar/euro, period average) 59.7 60.7 65.1 72.6 82.9 84.2 80.0 81.5 93.9 103.5
REER (annual average change, in percent;
            + indicates appreciation) 45.3 14.9 5.2 -3.6 -3.1 7.0 7.4 4.5 -5.0 -7.7

Social indicators
Per capita GDP (in US$) 1,524 2,013 2,630 3,177 3,391 3,958 5,336 6,616 5,642 5,233
Population (in millions) 7.52 7.50 7.48 7.46 7.44 7.41 7.38 7.35 7.32 …
Absolute poverty rate (in percent) … 14.0 … 14.6 … 8.8 8.3 6.1 6.9 9.2

Sources: Serbian authorities; and IMF staff estimates and projections.

1/  Fiscal balance adjusted for the automatic effects of the output gap both on revenue and spending.

Table 5. Serbia: Selected Economic and Social Indicators, 2001–10

(Percent of GDP)

(End of period 12-month change, percent)

(Percent of GDP, unless otherwise indicated)

2009 2010

(Percent change, unless otherwise indicated)

(End of period, percent)
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Annex 1. Serbia: Structural Conditionality Under the 2002–06 Extended Arrangement 

 

Description 1/
Type of Conditionality 

2/
Area Target Date Status

Submission to parliament of proposed foreign exchange law  and completion of draft implementing 
regulations 

PA Monetary sector Prior action for program approval Met

Increase electricity prices by 50 percent on average PC SOE restructuring and privatization end-June 2002 Met

Permit commercial banks to initiate and settle payments among themselves on behalf of enterprises and 
individuals

PC Financial sector end-December 2002 Met

Parliamentary approval of budget for 2003 consistent w ith program understandings PA Fiscal sector First review  prior action Met

Increase electricity prices by 20 percent in dinar terms PC SOE restructuring and privatization end-June 2003 Modif ied

Parliamentary approval of the increase in diesel excises and issuance of government decree on raising 
pension contributions

PA Fiscal sector Third review  prior actions Met

Increase electricity prices by 10 percent in dinar terms PC SOE restructuring and privatization end-June 2004 Met

Parliamentary adoption of the bankruptcy law PC Private sector development end-June 2004 Not met. Done w ith delay

Parliamentary approval of the revised budget for 2004 PA Fiscal sector Fourth review  prior action Met

Submission to Parliament of the draft 2005 budget PA Fiscal sector Fourth review  prior action Met

Issue tender for three largest socially-ow ned enterprises PA SOE restructuring and privatization Fourth review  prior action Met

Submit to parliament amendments to the law s on (i) the Yugoslav Army and (ii) Union-level Civil Employees PA Fiscal sector Fourth review  prior action Met

Enact amendments to the law  on the Privatization Agency enabling the Privatization Agency to act as the 
bankruptcy trustee agency for state-and socially-ow ned enterprises

PC SOE restructuring and privatization end-December 2004 Met

Enact amendments to the law  on (i) the Yugoslav Army and (ii) Union-Level Civil Employees PC Fiscal sector end-December 2004 Not met. Done w ith delay

Government to (i) register the new  transmission and dispatch company (ii) adopt an action plan for the 
restructuring of EPS

PC SOE restructuring and privatization end-February 2005 Not met. Done at sixth review

Government to adopt formal decision on pension reform PA Fiscal sector Fifth review  prior action Met

NBS to increase statutory reserve requirements PA Financial sector Fifth review  prior action Met

Parliament to adopt the law  amending the privatization law PA SOE restructuring and privatization Fifth review  prior action Met

Government to transfer the 8 monitored state-ow ned companies to the privatization agency PA SOE restructuring and privatization Fifth review  prior action Met

Parliament to adopt a supplementary budget PC Fiscal sector end-July 2005 Met

City of Belgrade to adopt a revised budget PC Fiscal sector end-July 2005 Met

Parliament to abolish the current law  on NIS and allow ing for the unbundling of the oil and gas company NIS 
into four separate companies

PC SOE restructuring and privatization end-July 2005 Not met

Government to spin off, register and transfer to the Privatization Agency 65 companies, non-core assets, 
and hotels from the 8 monitored state-ow ned enterprises

PC SOE restructuring and privatization end-September 2005 Not met. Done w ith delay

Parliament to enact a pension reform envisaging cuts in permanent expenditure of at least 1 percent of GDP PC Fiscal sector end-October 2005 Not met

Government to spin off, register and transfer to the Privatization Agency all the remaining companies, non-
core assets, and hotels from the 8 monitored state-ow ned enterprises

PC SOE restructuring and privatization end-October 2005 Not met

Government to submit a 2006 budget envisaging cuts in permanent expenditure of at least 1 percent of GDP PC Fiscal sector November 1, 2005 Met

Government to enact a new  banking law PC Financial sector November 15, 2005 Not met. Done w ith delay

Adopt a new  Law  to provide for a NBS Supervisory Board and amend the Law  on Banks and Other 
Financial Institutions and establish a regulatory framew ork in line w ith international standards

SB Financial sector end-June 2002 Partially met

Publish IAS-based f inancial statements of the NBS SB Financial sector end-June 2002 Met

Submit draft Law  on Securities Market to Parliament SB Private sector development end-June 2002 Met

Decide on (a) privatization plans for banks under NBS enhanced supervision and administration and (b) 
resolution plans for banks under control of the BRA

SB Financial sector end-June 2002 Partially met

Establish a Treasury in the Ministry of Finance SB Fiscal sector end-September 2002 Met

Amend the accounting law  to adopt international accounting standards SB Fiscal sector end-September 2002 Not met. Done w ith delay

Create a unif ied taxpayer identif ication number SB Fiscal sector end-December 2002 Met

Serbia, Montenegro: Reach agreement on timetable for harmonizing at the latest by end-2005 trade, 
customs, and indirect tax regimes

Fiscal sector end-April 2003 Not met. Done at third review

Government to approve restructuring strategies for seven large SOEs SB SOE restructuring and privatization end-April 2003 Not met. Done at third review

Bring  ministries and other direct budget users under the treasury single account SB Fiscal sector end-June 2003 Largely met
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Annex 1. Serbia: Structural Conditionality Under the 2002–06 EA (concluded) 

Description 1/
Type of Conditionality 

2/
Area Target Date Status

Establish Large Taxpayers Units for Nis, Novi Sad and Kragujevac SB Fiscal sector end-September 2003 Met

Adopt secured transactions law SB Private sector development end-September 2003 Met

Serbia adopt resolution plan for the largest bank in consultation w ith Fund staff SB/PA Financial sector end-September 2003 Not met. Done as prior action 
for third review

Establish and implement a public sector centralized payroll system. SB Fiscal sector end-December 2003 Not met

Adopt new  law  to provide for a National Bank Supervisory Board. SB Financial sector end-December 2003 Met

Offer majority or controlling stakes to strategic investors in at least 3 of the banks subject to law s on Paris 
and London Club debt and frozen foreign currency deposits

SB Financial sector end-December 2003 Not met

Offer majority or controlling stakes to strategic investors in one of the banks affected by the July 2002 law s 
on Paris and London Club debt and frozen foreign currency deposits

SB Financial sector end-May 2004 Met

Submit to Parliament the draft Law  on VAT SB Fiscal sector end-June 2004 Not met. Done w ith delay

Adopt strategy to recover value of non-performing assets of closed banks and those associated w ith Paris 
and London Club

SB Financial sector end-June 2004 Substantially met

Complete the conversion of all Paris and London Club as w ell as FFCD into state-ow ned equity in banks to 
be privatized

SB Financial sector end-June 2004 Largely met w ith delay

Offer majority or controlling stakes to strategic investors in tw o additional banks affected by the July 2002 
law s on Paris and London Club debt and frozen foreign currency deposits

SB Financial sector end-September 2004 Met

Begin recovering value from impaired assets acquired by the state through BRA portfolio SB Financial sector end-September 2004 Not met

Put in place operational institutions and supporting legislation to ensure implementation of the bankruptcy law SB Financial sector end-November 2004 Not met

Agree w ith World Bank on key elements of civil service reform consistent w ith restraining the 2005 
budgetary w age bill

SB Fiscal sector end-November 2004 Met

Prepare a plan to reduce tax arrears to the budget SB Fiscal sector end-November 2004 Met

Submit to Parliament a draft law  to convert existing government debt to the NBS into tradable securities SB Financial sector end-November 2004 Met

Offer majority or controlling stakes to strategic investors in one additional bank affected by the July 2002 
law s on Paris and London Club debt and frozen foreign currency deposits

SB Financial sector end-December 2004 Met

Close banks that do not meet the minimum capital requirement, unless reputable investors recapitalize them, SB Financial sector end-December 2004 Met

Launch the privatization tender for Niska Banka Financial sector end-December 2004 Met

Establish a supervisory body to license, supervise, and regulate bankruptcy trustees SB Private sector development end-February 2005 Not met. Done w ith delay

Adopt Law  on Civil Service SB Fiscal sector end-March 2005 Not met

Adopt the law s on Deposit Insurance, BRA and Bank Bankruptcy SB Financial sector end-March 2005 Not met. Done at 6th review

Reduce the stock of tax arrears to the budget by 5 billion dinars SB Fiscal sector end-June 2005 Met

Launch privatization tenders for at least 7 socially-ow ned enterprises SB SOE restructuring and privatization end-June 2005 Met

Government to adopt , after close consultation w ith the World Bank staff, a restructuring plan for the mining 
company RTB Bor

SB SOE restructuring and privatization end-June 2005 Met

Launch privatization auctions 130 socially ow ned enterprises SB SOE restructuring and privatization end-June 2005 Met

Launch an international tender for advisor for the privatization of NIS, including advice on selling a majority 
stake in the oil refineries

SB SOE restructuring and privatization end-July 2005 Not met. Done w ith delay

Parliament to adopt amendments to the leasing law  and the NBS law  granting the authority for regulating and 
supervising leasing companies to the NBS

SB Financial sector end-July 2005 Met

Government to launch an international tender  a f inancial advisor for the privatization of DDOR SB SOE restructuring and privatization end-July 2005 Met

Prepare an action plan for restructuring employment in the health sector SB Fiscal sector end-September 2005 Met

Initiate bankruptcy procedures against 5 large socially ow ned companies under the new  bankruptcy law SB SOE restructuring and privatization end-September 2005 Partially met

Launch privatization auctions for 230 socially ow ned enterprises SB SOE restructuring and privatization end-September 2005 Met

Launch an invitation for interest in Vojvodanska Banka SB Financial sector end-September 2005 Met

Launch privatization tenders for at least 7 socially-ow ned enterprises SB SOE restructuring and privatization end-October 2005 Met

Adopt a time-bound corrective action plan for Dunav, the second-largest socially ow ned insurance 
company

SB Financial sector end-November 2005 Not met. Done w ith delay

1/ Excludes conditionality on the government of Montenegro.

2/ PA=prior action, PC=structural performance criterion, SB=structural benchmark.
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Annex 2. Serbia: Structural Conditionality Under the 2009–11 SBA 

 

Description
Type of 

Conditionality 1/ Area Target Date Status

Government to submit to Parliament the Republican and Social Security Fund budgets 
consistent with the program PA Fiscal sector

Prior action for 
program approval Met

NBS and government to sign MoU on respective responsibilities in achieving inflation 
objectives PA Financial sector

Prior action for 
program approval Met

NBS and government to sign MoU on roles and responsibilities of different players in 
maintaining financial stability PA Financial sector

Prior action for 
program approval Met

Adopt state enterprises' business plans that conform to general government wage and 
employment policy in 2009 and ensure profit transfers to the state SB

Private sector 
development End-January 2009

Not met. Done at 
second review

Adopt the business plan of the Road Company SB Fiscal sector End-January 2009
Not met. Done at 
second review

Government to submit to Parliament revised 2009 Republican and Social Security Fund 
budgets consistent with the program, including provisions ensuring a freeze in public 
sector wages in 2009 PA Fiscal sector

First review prior 
action Met

Government to submit to Parliament legal provisions that ensure tax measures as per 
program understandings PA Fiscal sector

First review prior 
action Met

Parties to finalize the appendix to the MoU on Financial Sector Stability detailing 
contingency measures and respective roles of the NBS, the government, and the DIA. PA Financial sector

First review prior 
action Met

MoF to prepare three-month rolling cash flow plan for the Republican budget SB Fiscal sector End-June 2009 Met

Deposit Insurance Agency to adopt  action plans for  with state participation. SB Financial sector End-June 2009 Met

MoF to charge a specific unit to review the reasons for the sharp increase in VAT 
refunds and credits in 2008 SB Fiscal sector End-June 2009

Not met. Done with 
delay

NBS to complete a diagnostic study of the 12 largest banks and the four banks with 
majority state ownership. SB Financial sector End-September 2009 Partially met

Government to submit to parliament a 2010 budget consistent with the program, 
including supporting legislation PA Fiscal sector

Second review prior 
action Met

Submit to parliament a draft pension reform law. SB/PA Fiscal sector End-February 2010

y
action for the 4th 
review

Adopt large state enterprises’ business plans that conform to general government wage 
and employment policy in 2010 and ensure profit transfers to the state SB Fiscal sector End-February 2010 Partially met

Adopt amendments to relevant credit enforcement laws and regulations strengthening 
the corporate debt restructuring framework. SB Financial sector End-March 2010

Met with delay at 7th 
review

Government to submit to parliament a draft Budget System and Responsibility Law SB/PA Fiscal sector End-April 2010
action for the 5th 
review

Risk management unit at tax administration to establish and integrated taxpayer 
compliance strategy. SB Fiscal sector End-July 2010 Met

Government to issue a decision to ensure public staff cuts at the central government 
level will be implemented as enacted by law in December 2009. PA Fiscal sector

Fourth review prior 
action Met

Government to adopt or submit to parliament amendments to relevant laws and 
regulations strengthening the corporate debt collection and restructuring framework. SB Financial sector End-September 2010

Not med. Partially 
done at 6th review

Government to submit to parliament a 2011 budget PA Fiscal sector
Sixth review prior 
action Met

Government to re-submit to parliament the pension law PA Fiscal sector
Sixth review prior 
action Met

Government to submit to parliament package of laws strengthening the corporate debt 
and restructuring framework SB Financial sector End-February 2011 Met

1/ PA=prior action, PC=structural performance criterion, SB=structural benchmark.
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Annex 3. The Authorities’ Response 
 

The authorities concurred with the key findings of the report and appreciated the 
forward-looking assessment of the challenges ahead.23

 They thought that, overall, the 
report was balanced and appropriately reflected challenges and progress in Serbia during the 

period under review. They had the following observations on specific points: 
 
 On structural reforms, they noted that political fragmentation and the resulting weak 

coalition governments played a crucial role in constraining the pace and success of 
reforms. While greater ownership on part of the authorities was warranted, they 
stressed that program measures could have given greater prominence to promoting 
growth-oriented reforms (enterprise restructuring and business climate) needed for an 
export-led strategy. 
 

 On the EA, they noted that the report could strengthen the discussion of achievements 
under the program. In addition, they emphasized the role of government wage policy, 
robust privatization receipts, and the inflow of FDI in the nontradable sectors as 
factors that contributed most to the build-up of vulnerabilities in the run-up to the 
crisis.  
 

 On fiscal issues, the Ministry of Finance noted that measures were adopted to reduce 
staffing in the public administration by 10 percent under the 2009 SBA, but 
acknowledged that limited progress was achieved at the local government level. 
 

 On inflation developments, they noted that further analysis was needed to better 
understand the structural (supply-side) factors that have resulted in high and volatile 
inflation in Serbia relative to its transition peers. 

 
The NBS provided some editorial suggestions to clarify the exposition in some places.  
 

                                                 
23 A draft report was discussed with the authorities during a mission to Belgrade in June 23–24, 2011. 
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IMF Executive Board Discusses Ex Post Assessment of Longer-Term 
Program Engagement and Ex Post Evaluation of Exceptional Access for 

Republic of Serbia 
 
 
On July 13, 2011 the Executive Board of the International Monetary Fund (IMF) discussed the 
Ex Post Assessment of Longer-Term Engagement and Ex Post Evaluation of Exceptional 
Access for Serbia. 
 
Background 
 
The Ex Post Assessment reviews Serbia’s economic performance under Fund-supported 
programs during the period 2001-2011. During seven of those ten years there were three Fund 
arrangements in place. The Ex Post Evaluation reviews the 2009 Stand-by Arrangement with 
exceptional access.  
 
The report concludes that substantial progress has been achieved in the last ten years of the 
Fund’s involvement with Serbia. In 2001, Serbia was recovering from the ravages of war, 
international sanctions and economic mismanagement: output had collapsed, inflation was 
rampant, and the external position was non-viable. Macroeconomic stabilization has by and 
large been achieved over the past decade, debt is manageable, and there is a modern banking 
system in place. The most recent Fund-supported program helped the country navigate the 
global crisis and safeguard financial stability, and recovery is in train. But despite these 
successes, significant vulnerabilities and a large structural reform agenda remain. 
  
The report further concludes that a new Fund-supported program could help Serbia complete 
and entrench the transition to a more balanced growth model, and tackle its remaining structural 
reform challenges. In particular, a new arrangement could play a useful role as a coordination 
device for the government and serve as an anchor for polices in a pre-election year, send a 
positive signal to investors, and coordinate the contribution of other International Financial 
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Institutions. Past experience with Fund involvement in Serbia suggests that strong ownership is 
an essential precondition for program success. 
 
Executive Board Assessment 
 
Executive Directors agreed with the conclusions of the Ex Post Assessment and Ex Post 
Evaluation. They noted that Serbia has made substantial progress towards macroeconomic 
stabilization in the ten years of its engagement with the Fund. The country also attained debt 
sustainability and put in place a modern banking system. The 2009-2011 Fund-supported 
program also helped Serbia navigate the global financial crisis, and recovery is ongoing. 
However, progress on the structural reform agenda has lagged. To transition to a more 
balanced growth model, Serbia still needs to address significant challenges and vulnerabilities 
and implement far-reaching reforms. 

 
Directors recognized the important progress in achieving macroeconomic stabilization and 
advancing structural reforms under the 2001 Stand-By Arrangement. Results under the 2002–
2006 Extended Arrangement however were less consistent. While there was progress in 
several areas, macroeconomic performance fell short of expectations. Robust but unbalanced 
growth amid large capital inflows and lagging structural reforms contributed to rising external 
imbalances and vulnerabilities in the run-up to the global crisis. 

 
Directors agreed that the 2009 Stand-By Arrangement, subsequently extended and augmented 
to exceptional access, facilitated an orderly rebalancing of the economy amid the global crisis 
and helped safeguard financial sector stability. Under this arrangement, macroeconomic 
performance was broadly satisfactory but progress on structural reforms was slower than 
envisaged. Directors considered the program’s focus on three main elements—fiscal 
adjustment, bail in of foreign banks, and exceptional financing—to be appropriate. 

 
In general, Directors concurred with the lessons from the ex post assessments. They agreed 
that the right incentive structure can help increase critically important ownership of policies in a 
difficult political environment. Program design needs to be consistent with the stated objectives, 
which would have warranted a greater focus on Serbia’s structural agenda. In addition to close 
collaboration with other international financial institutions, greater use of prior actions could 
have been helpful in this regard. Directors also highlighted the merits of flexibility in adapting the 
program to prevailing circumstances, and the need for durable fiscal adjustment to be supported 
by institutional and structural reforms.  

 
Directors noted that continued engagement with the Fund, possibly in the context of a low-
access precautionary arrangement, could play an important role to anchor fiscal discipline and 
address remaining policy challenges. At the same time, experience suggests that strong 
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ownership to support implementation of decisive policies and critical reforms will be essential for 
the success of a future program. 
 
 
   

 
Public Information Notices (PINs) form part of the IMF's efforts to promote transparency of the IMF's 
views and analysis of economic developments and policies. With the consent of the country 
(or countries) concerned, PINs are issued after Executive Board discussions of Article IV consultations 
with member countries, of its surveillance of developments at the regional level, of post-program 
monitoring, and of ex post assessments of member countries with longer-term program engagements. 
PINs are also issued after Executive Board discussions of general policy matters, unless otherwise 
decided by the Executive Board in a particular case. The staff report (use the free Adobe Acrobat 
Reader to view this pdf file) for the Ex Post Assessment of Longer-Term Program Engagement and Ex 
Post Evaluation of Exceptional Access for Republic of Serbia is also available. 

 
 
 
 
 
 
 
 
 
 

 

 

 



  
 

 

Statement by Mr. Weber and Mr. Antic on Republic of Serbia 
July 13, 2011 

 
On behalf of our Serbian authorities, we thank staff for the comprehensive and candid 
Ex-Post Assessment (EPA) and Ex-Post Evaluation (EPE) report that revisits the Fund’s 
involvement with Serbia over the last decade. The report duly highlights not only Serbia’s 
accomplishments under a series of Fund supported programs, but also the challenges that 
remain to be addressed going forward. The Serbian authorities broadly share the staff’s 
conclusions and their appraisal of the quality of cooperation between the country and the 
IMF. 
 
The authorities would like to emphasize that they consider the Fund programs over the years 
to have provided appropriately flexible guidance for the design and implementation of policy 
measures that have helped anchor prudent macroeconomic policies. This guidance received 
traction at all stages of the economic transition process and under changing political 
circumstances. The authorities acknowledge and appreciate the Fund’s valuable assistance 
and advice in a sometimes difficult environment of a political landscape in flux. 
 
Fund staff showed full understanding of such political dynamics and successfully adjusted its 
approach to political realities over time without compromising on program objectives and 
conditions. While program ownership was strong early in the decade, Fund arrangements 
later on took on increased importance as a way to ensure political commitment and policy 
coordination. 
 
After a decade of close program cooperation with the Fund, it seems appropriate to recall 
some key achievements under these programs. These achievements stood the test of the 
financial crisis and clearly helped the country weather the adverse external shocks of the past 
few years. 

 Following debt restructuring, Serbia has benefited from a low external debt burden 
and favorable maturities. This has allowed Serbia to limit its dependence on external 
financing. 

 The introduction of inflation targeting in 2006 mandated the National Bank of Serbia 
(NBS) to pursue low inflation as the main objective of monetary policy. This step 
went hand in hand with exchange rate flexibility, which proved to be a valuable shock 
absorber. 

 Serbia has accumulated a healthy level of reserves that underpins its resilience against 
macroeconomic shocks. Despite sizeable foreign exchange interventions in 2008 and 
2009 to smoothen exchange rate volatility, these reserves remain high. 
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 Bold reforms have enabled the development of a well-capitalized banking sector with 
high foreign participation. The banks retained their commitments in Serbia during the 
financial crisis in the context of the Vienna Initiative. 

 A fiscal rule and a fiscal council were introduced in 2011 to better control fiscal 
deficits and public debt. The fiscal rule in fact became a main policy anchor for the 
last part of the 2009 Stand-By Arrangement and will remain so. 

 
Despite these successes, the authorities recognize that their track record in enacting structural 
reforms under Fund programs is mixed and that this reform agenda is far from complete. 
Such reforms will be essential to advance on the path to a more sustainable growth model 
that relies more on a competitive export sector and a business-friendly environment that 
helps reduce unemployment. The authorities concur with the lessons drawn in the report that 
set out the priorities for future Fund engagement. They favor a continued Fund involvement 
in order to tackle the outstanding structural reform challenges and further entrench a culture 
of macroeconomic stability. Such involvement will likely be requested in the coming months 
in the form of a low access precautionary arrangement. 
 
The authorities would like to point out that, although differences of views do exist, the Fund 
has maintained a positive public image in Serbia. This positive image reflects an established 
climate of trust between the authorities and staff, facilitated by frequent staff and 
management visits, and staff’s excellent relations with the trade unions and the media. 
 
Serbia has maintained a consistent record of transparency. All reviews under the four Fund 
programs reviewed were published, as were all Post Program Monitoring (PPM) and Article 
IV Consultation documents. In line with this well-established tradition, the Serbian 
authorities consent to the publication of the staff paper. 




