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Looking forward: 
rapid transition and more solidarity
for the poverty reduction in Serbia
Poverty Reduction Strategy represents the plan of the Government for taking Serbia swift-
ly through the transition while at the same time taking into consideration the needs of the
poorest and the people who are not able to use the opportunities that transition brings. The
Strategy was adopted in 2003 and is aiming at reducing by half the poverty in Serbia by
2010. In that sense the Poverty Reduction Strategy is an ambitious but realistic plan. 

Herewith we have the Second Progress Report on the Implementation of the Poverty
Reduction Strategy in Serbia. The Report gives an overview of results which have been
achieved as joint efforts of the Government, local self-government, National Assembly,
non-governmental organizations and international partners, as defined by the Strategy.
Besides, the Report points out the impact of the aforesaid programmes and activities on
the quality of life of the citizens of Serbia and outlines recommendations for the follow-
ing period. 

Many things have been achieved, many more initiated, but there is still a lot of work
ahead of us. We cannot accept the fact that have been 9% of the Serbia population lives
in poverty and especially the fact that poverty in central Serbia is 2.5 times higher than
in Belgrade. Therefore, we have to continue with the rapid implementation of the
Poverty Reduction Strategy recommendations. 

Deputy Prime Minister
Government of Serbia

Bo`idar \eli}
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Introduction
and Background1



1.1. Background 
1.1.1 This document represents the Second Progress Report on the Implementation of the Po-

verty Reduction Strategy (hereinafter: PRS) in Serbia which is submitted by the Govern-
ment to its citizens and international development partners. 

1.1.2. The report covers the period from mid-2005 until the end of the first quarter of 20071.

1.1.3. The social and political context in which the report was developed was marked with a
few important events which significantly influenced the speed and scope of reform pro-
cesses. May 2006 was characterized by the suspension of negotiations on the Stabiliza-
tions and Accession Agreement, as well as the dissolution of the State Union of Serbia
and Montenegro and the establishment of two independent countries. Furthermore, this
year saw the adoption of the new Constitution of the Republic of Serbia and the announ-
cement of elections for the National Assembly of the Republic of Serbia. Parliamentary
elections were held in January 2007; but the Government was not established until mid-
May. 

1.1.4. The Government adopted the PRS paper for Serbia in October 2003. The new Government
confirmed its commitment to the implementation of the PRS in February 2005, when the
then Deputy Prime Minister was tasked to regularly inform the Government on the imple-
mentation and coordination of the PRS implementation process in cooperation with the
Deputy Prime Minister’s Poverty Reduction Strategy Implementation Focal Point (here-
inafter: PRS IFP). The same decision and competency of the newly appointed Deputy
Prime Minister was ratified by the newly elected Government in May 2007. 

1.1.5. The PRS is complementary with the objectives and efforts within the European Integra-
tions process in the Republic of Serbia. The Multi-annual Indicative Planning Document
of the European Commission 2007-2013 recognizes the PRS implementation process as
complementary with the European Integrations process and in particular focuses on the
EU support for the PRS implementation at the local level. 

1.1.6. The Second Progress Report on the Implementation of PRS in Serbia refers to the Report
on the Progress in Achievement of Millennium Development Goals in Serbia 2006. 

1.1.7. The main objective of the Poverty Reduction Strategy is to reduce poverty in Serbia by
half by the year 2010. The main recommendations/strategic directions towards this aim
are as follows: 

Dynamic economic growth and development with an emphasis on job creation with-
in the private sector;
Preventing the emergence of new poverty as a consequence of economic restructuring
and rationalization of public administration;
Efficient implementation of existing and development of new programs, measures and
activities directly targeting the poorest and most vulnerable social groups of the popu-
lation.

1.1.8. The principle of wide participation characteristic of the PRS drafting process has lived
through the implementation process as well. The implementation of the PRS has invol-
ved the key actors, and the line ministries are bearing the highest responsibility as the
main implementation partners. 
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1.2.Principles and Main Indicators of the PRS 
of the PRS Implementation Process

1.2.1. The Poverty Reduction Strategy Paper for Serbia is implemented in line with the follow-
ing principles:

Mainstream poverty reduction efforts, i.e. become an integral part of the regular work
of the Government (line ministries, central government institutions and bodies, local
self-governments) and its partners according to their respective mandates and respon-
sibilities.
Active involvement of all stakeholders in the PRS implementation process, relying on
the success of the consultative process characteristic of the PRS preparation process,
emphasizing active involvement of civil society organizations, private and public sec-
tors, as well as the representatives of vulnerable groups into implementation, moni-
toring and evaluation processes.
Ensure the consolidation of European Integration and PRS implementation processes
as the main pillars of Republic of Serbia’s overall reform framework, in order to con-
solidate efforts primarily within public administration bodies.
Change the way the Government „does business“ by achieving transparency through
a well-defined planning process (including more efficient coordination and prioritiza-
tion). 
Implementation of the PRS at the local self-government level: through the participa-
tion and cooperation of representatives of local self-governments, the non-govern-
ment and private sectors and donors as one of the preconditions for the successful
implementation of the PRS at the local self-government level in accordance with pub-
lic administration reform and the decentralization process. 
Support partnership building in the PRS implementation with the aim of improving
coordination and information sharing, in order to ensure the synergic effects of activ-
ities directed at poverty reduction. 

1.2.2. The main success indicators of the PRS implementation process in the previous period
have been: 
a) PRS indicators have been integrated in: Memorandum on Budget and Economic
and Fiscal Policy; plans and budgets of key line ministries through the development of
Annual Operational Plans (GOP Process); National Investment Plan; Needs of the
Republic of Serbia for International Assistance 2007-2009; local strategic plans2; Multi-
annual Indicative Plan Document of the European Commission (MIPD 2007-2013); as
well as in the key donor-supported projects (European Commission/European Agency for
Reconstruction, United States Agency for International Development, World Bank, UK
Department for International Development, Kingdom of Norway, and Swedish Interna-
tional Development and Cooperation Agency ).

b) Involvement of key partners and an established network of partners: a wide net-
work of partners in line ministers; established a mechanism for cooperation between the
Government and the NGO sector through the programme titled Civil Society Focal Points;
support has been provided to municipalities in relation to PRS implementation through
developing and implementing local strategic plans; cooperation has been established and
impact with regard to programmes of key international donors; the Corporate Social
Responsibility (CSR) concept has been promoted as a means for involving businesses in
the PRS implementation; cooperation has been established with key Committees in the
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National Assembly and the PRS Implementation Forum of the National Assembly has
been initiated. 

c) The PRS is a widely recognized document3; 75% municipal officials are fully or par-
tially acquainted with the contents of the PRS4; 5,000 partners regularly receive updated
information (1-2 times a month) on the PRS implementation and activities of various
partners (line ministries, donors, MPs, journalists, NGO, local self governments); News-
letters on the PRS implementation which promote activities of all partners are distributed
in 180,000 copies every two months; quarterly surveys are conducted on the visibility of
the PRS implementation process5; the Review of Potential Domestic and Foreign Fund-
ing Opportunities has been prepared and is updated on a quarterly basis (review of calls
for proposal, programmes).

d) Improvement of the planning, budgeting and reporting processes through: estab-
lishing the mechanism of developing Annual Operational Plans as a basis for planning at
the level of six pilot line ministries; planning at the central Government level and prepa-
ration of the outcome-oriented Annual Work Programme of the Government; initiating
the introduction of budget development based on programme classification through clear
linkages between programs and budget allocations in five line ministries; initiating the
harmonization of international assistance programming with the budget calendar; syn-
chronizing the preparation of the Annual Report on the Work of the Government with the
preparation of the Second Progress Report on the PRS Implementation in Serbia in the
data collection stage.

e) Improved monitoring and reporting system: The revision and redefining of PRS
indicators, in order to meet the requirements linked to monitoring of the PRS implemen-
tation process, as well as the Millennium Development Goals and the social inclusion
process. The indicators have been integrated in the annual plans of ministries as a basis
for monitoring the progress with regard to PRS policy implementation. The Government
has adopted the Framework for Monitoring National Millennium Development Goals in
Serbia. 

1.3. Contents of the Report 
1.3.1. The Report represents outcomes of the PRS implementation in the course of 2006, as

well as the statistical poverty indicators and the analysis of budget resources and inter-
national assistance. 

1.3.2. Outcomes of the PRS implementation achieved by the Government of Serbia are present-
ed through sector reports which are based on the reports submitted by state institutions, as
well as on the reports of various independent, non-government institutes and organizations.
The Report has been organized in such a way as to follow the structure and recommen-
dations of the PRS document. An overview of economic trends in the previous period has
been provided in the chapters which deal with macroeconomic indicators, fiscal policy and
measures linked to transition towards market economy. The priority PRS areas in the pre-
vious period - employment, social policy, health and education - have been covered in the
respective chapters. The report takes into account the regional, rural and urban poverty
aspects, as well as the impact of environment to the quality of living. An analysis of bud-
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get and donor resources is provided in order to assess the scope of resources allocated for
the implementation of measures linked to poverty reduction. 

1.3.3. The Report was prepared over a period of six months and included consultations with pub-
lic administration representatives, independent experts, representatives of civil society and
international partners. A wider public had the opportunity to comment the first and second
drafts of the Report. The preparation and consultation process included the organization of
focus groups, workshops and web-based consultations in order to provide an opportunity
for a wider group of stakeholders to share their views of the achieved progress. 

1.3.4. The density of data is not consistent in all the chapters of the Report, due to the lack of
availability of certain data. There was an effort during the preparation of the report to
name the key projects implemented by means of international assistance resources as
illustrative examples of joint work of various actors. A lot of good examples had to be
omitted since there is a large number of initiatives and due to the limited space available.
Furthermore, the Report is not written with gender-sensitive language, since official
administration and legislation still do not recognize it. 

1.4. Summary of the Report
1.4.1. Macroeconomic Framework and Factors of Sustainable Economic Growth

Macroeconomic stability and medium-term balance are the prerequisites of stable economic
development, hence poverty reduction as well. In the reporting period, the following results
within the macroeconomic sector have been achieved: macroeconomic stability was sustained
in 2006, which is in line with the targets of the 1st Pillar of the PRS. 

A relatively solid economic growth reflected in 5.7% GDP growth was achieved in 2006.
Inflation rate was reduced to 6.6% at the annual level at the end of 2006, which represents a
significant drop when compared with 17.7% at the end of 2005. The budget was in balance dur-
ing most part of the year. Towards the end of the year budget expenditures grew expansively,
primarily through spending of privatization proceeds used for National Investment Plan-relat-
ed projects and rebalance of the 2006 budget. The current account deficit deepened in 2006 des-
pite the fact that export rates grew higher than import rates. 

The year 2006 saw a high level of foreign investments, the largest part being from privatization
and additional capitalization of the banking sector.  Net direct foreign investments reached the
amount of 4,387 billion USD in 2006. The privatization of the banking sector has almost been
finalized, wherefore the reform of this sector enters the final stage. The significant real and no-
minal appreciation of the Dinar together with potential fiscal imbalance could affect the compe-
titiveness of economy rendering imports cheaper and exports more expensive, thus negatively
affecting the balance of the current account in the forthcoming period. 

In the medium run, risks lie in insufficient exports growth, insufficient domestic savings, large
rise of foreign debts and a low level of investments compared to GDP.

1.4.2. Fiscal limitations in PRS implementation

The extensive reform of public finances in Serbia commenced at the outset of transition, in
the year 2001. Significant tax reforms have been carried out in the area of revenues, and
modern models of income and expenditure taxation have been introduced. When it comes to
expenditures, important legal and operative steps have been taken towards achieving a trans-
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parent fiscal system, aligned with European standards, and towards rationalizing the public
administration. Conditions for further development of a decentralised fiscal system in the
Republic of Serbia have been created as well. The reform of public finances resulted in their
consolidation, both on the level of the republic budget and on the level of the consolidated
state sector. 

Despite these achievements the public expenditure management system of the Republic of
Serbia needs to be improved by strengthening the link between policies and allocation of bud-
get resources and by introducing the performance dimension by applying the improved pro-
grammatic budget classification across Government. 

In the forthcoming period, the greatest fiscal challenges will be: further rationalisation and
modernisation of the public sector and redistribution of public expenditures in favour of eco-
nomically more efficient expenditures, which would stimulate stronger dynamic economic
growth and development. Since the most important tax reforms have already been carried
out, parameter reforms of tax rates can be expected regarding revenues aimed at achieving
a stimulating and regionally competitive tax system and at sustaining the achieved fiscal sta-
bility.

1.4.3. Building Strong Public Institutions

The new Constitution of the Republic of Serbia was ratified in the referendum held in October
2006 and introduced a number of novelties, primarily in view of regulating the issues of courts,
selection of judges, status and authorities of the High Judicial Council, and territorial regula-
tions, primarily the local government. The adoption of the new Constitution resulted in the
demand for adoption of some new and revision of some of the existing systematic laws in the
following period. 

The implementation of the public administration reform and the judiciary reform was contin-
ued as key priorities of the European Partnership 2006. The Law on Civil Servants came into
effect in 2006. This law should ensure employment and promotion of civil servants on the basis
of their performance, i.e. it will lead to the creation of a public administration in which the prin-
ciples of professionalism and depolitisation are strengthened. The High Commissioner Council
was established, tasked with defining the level of professionalism, knowledge and skills eval-
uation in the course of engaging new employees, stipulating the methodology of their testing
and criteria for their appointment, as well as elaboration of the code of conduct for civil ser-
vants. A Human Resources Department was established to perform all tasks related to human
resource management and professional development (1,358 civil servants attended different
training sessions in the course of 2006). The Anti-corruption Council and the Government did
not meet in 2006 and the Council lacked information whether the Government considered the
Council’s reports. 

The Government passed the Draft Law on Anti-corruption Agency in October 2006. The
Agency should be an independent and autonomous body accountable to the National Assembly.
This Draft Law was withdrawn from the parliamentary procedure by the Government
Conclusion 05 number: 06-3159/2007-001 dated June 14th, 2007.  The Law envisages closing
down of the Republic Board for Resolving on Conflicts of Interest, since its competences are
taken over by the Anti-corruption Agency. The Government, being the founder of the Anti-cor-
ruption Council as a temporary advisory body, is responsible to determine relations between the
Council and the Anti-corruption Agency. The status of the Council is not regulated by the Law
since it is an advisory body established by the Government decision; accordingly its status is
defined by the Government decision and not by the law. 
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The adopted Law on Ombudsman for Citizens establishes the Ombudsman as an independent
state institution tasked to defend citizens’ rights and control the work of the state administra-
tion institutions. With a certain delay the institution of Ombudsman was established on June
29th 2007 (previously defined deadline for the selection of the Ombudsman was March 2006).
The adopted Law on State Audit Institution establishes this independent state institution
accountable to the National Assembly, and the State Audit Institution is expected to perform
wide range of auditing the work of state institutions, local self-governments, political parties,
and to a certain degree even individuals. This institution should have been established by May
2006 at the latest. The Government passed the Draft Law on Ombudsman for Children. 

The National Judiciary Reform Strategy was adopted in May 2006, and was followed by the
adoption of the Law on the Training of Judges, Public Prosecutors, Deputy Public Prosecutors
and Judge and Prosecutor Assistants that envisages mandatory training for the newly elected
judges, judge and prosecutors assistants has been introduced, which was not the practise so far.
The level of the judiciary system efficiency is still not satisfactory in 2006 according to the
European Commission6 - above all in conducting and resolving in civil proceedings. The data
related to the Public Prosecutor’s Office are more satisfactory, where in more than half of the
cases the time elapsed from the moment when the criminal charges have been filed until the
moment the charges are finally brought, is not longer than three months. The delay in the estab-
lishment of the Administrative Court and the Appellate Court , introduced in the judiciary sys-
tem by the Law on organisation of courts, adopted in 2001, had a negative effect on the effi-
ciency of the court proceedings, in particular of the Supreme Court of Serbia. 

In the domain of local self-government the most important event in 2006 was the adoption of
the Law on Financing Local Self-governments and respective decentralization preparatory
activities i.e. transfer of competencies in three important areas: education, primary health care
and social welfare protection.

1.4.4. Transition to a Market Economy: 
Establishing Conditions for Private Sector Development 

When comparing the transition process of the Republic of Serbia with relevant countries it
becomes obvious that the Republic of Serbia has been able to catch up with some of the other
Balkan countries (Bosnia, Albania, Montenegro) in the post 2000 period, while candidate coun-
tries (Croatia and Macedonia) are well advanced in this process. The transition process in new
EU member states has come significantly further in most areas (the exceptions are small-scale
privatization and price liberalization). The biggest problems represent the areas of competition
policy, financial markets and infrastructure regulation.  

According to the official statistics, economic growth expressed through the estimated growth
of real GDP amounted to 5.7% in 2006. This was in accordance with the foundations and the
objectives of the Strategy, which had projected the economic growth rate at 4-5%. However,
the growing economy has not resulted in increased employment opportunities so far, at least for
a very wide range of demographic groups. The growth is primarily the result of the increased
productivity fuelled by strong domestic demand and increase in exports. Since 2001, exports
have grown strongly from a low base and increased its share in GDP. However, exports remain
low relative to GDP and their growth reflects activity only in a few sectors. Problems with com-
petitiveness are preventing a much broader use of potential. Furthermore weakening the com-
petitive advantages, total labour costs are high in the Republic of Serbia, according to the
International Monetary Fund, seen in the regional context. 
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Foreign direct investment reached the record influx of over four billion EUR in 2006, but there
was still insufficient Greenfield investment as the strong driving force of economy, employ-
ment and small and medium enterprises (SME) development. In 2006, a total of 337 compa-
nies were privatised with 58,811 employees, which represents a slight drop in comparison with
the previous year, when 342 companies employing 63,619 people were privatised. Four public
utility companies were privatised. In spite of being recognized as one of the priorities in the
previous report there was no positive progress in restructuring and privatization of socially-
owned companies. 

The trend of SMEE sector taking over a part of the lost employment with predominantly large
enterprises continued, but there will be no considerable increase of employment rate before the
restructuring and privatization process of socially and state owned enterprises is finalized.  This
can be seen from the comparative analysis of the performance ratio of private enterprises to the
rest of the economy (according to the Republic Statistical Office data, the private enterprise
sector reached 61% of the GDP in 2005, having gone up from 38% in 2004 as a result of the
privatization process). The structure of the economy has been changing rapidly, with the servi-
ces sector reaching almost 63% of GDP in 2006, with strongest growths in trade, transportation
and telecommunications and financial intermediation. 

The 2006 the World Bank’s Doing Business Report shows a considerable increase in the
Republic of Serbia’s international trade and borrowing, while the employment rate and busi-
ness start-ups dropped in comparison with the previous period. According to the European
Bank for Reconstruction and Development, Serbia made progress during 2006 in the auction-
ing and privatization of state and socially owned companies as well as in competitiveness de-
veloping policies. Corruption still represents a serious problem and is largely the result of weak
protection of ownership rights. 

Two important strategic documents were adopted during 2006: the Strategy for Encouraging
and Developing Foreign Investment and The 2006-2012 Serbian Economic Development
Strategy. 

When relating to the legislative changes, the new Constitution created legal possibility for pri-
vate ownership of urban building land, which was not the case before; the institution of debt
write-offs has been introduced (Amendments to the Privatization Law and the Bankruptcy
Law); a number of laws concerning creating conditions for economic growth and improved bu-
siness climate were passed; with the establishment of the Commission for Protection of Com-
petition the Republic of Serbia started meeting the criteria of the European Commission regard-
ing competition protection.

1.4.5. Increased Employment Opportunities 

According to the basic employment indicators Serbia is at the very bottom of the European
scale. In 2006 there was a 21.6% 7 unemployment rate, which represents a slight drop by 0.2%
in comparison to 2005. Only 27.2% of the total population (2,028,854 people8) or 53.5% of the
active labour force is employed, which is 2% lower than last year. The administratively record-
ed total unemployment rate9 continues to rise (28, 05%), which is approximately 3.2% higher
than at the end of 2005. 
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The structure of the unemployed continues to be unfavourable - it is characterized by long-term
unemployment which has deepened in recent years; the dominant share being the young popu-
lation and women, especially among the unemployed (with secondary school education), the
unemployment rate of vulnerable groups (Roma, refugees and IDP, disabled) is twice that of
other population groups, and additional problem represents big regional differences at the labour
market.  One of the major causes of the large growth of the unemployment rates were the lay-
offs of surplus employees in the process of privatization and restructuring of state and socially-
owned companies, which can be expected in the next period as well. 

In order to create new employment opportunities, considerable support was provided to the de-
velopment of the private sector and creation of new jobs through: various credit lines for small
and medium enterprises (Republic Development Fund, „Start-up“ programme for beginners,
micro credits for employment, credits for support of women entrepreneurship), establishment
of business incubators, financial support and counselling services to future entrepreneurs by
organizing seminars, providing consultancy services, organizing business stock exchanges,
supporting their participation at the Fair of Entrepreneurship etc. However, although there are
positive economic results and a notable increase in employment rate in the private sector, the
growth of the private sector is not yet strong enough to create a sufficient number of employ-
ment opportunities in order for the influx of redundant workers to be absorbed, and at the same
time to influence the decrease of the unemployment rate. 

The active labour market policy measures contributed to the development of a more efficient
labour market due to the effects of newly introduced measures. In 2006, the measures covered
approximately 80% of the total number of unemployed people registered at the National Em-
ployment Service (NES), while approximately 40% more people found new employment than
in 2005, in spite of the fact that the investments in active measures in 2006 were reduced to
0.3% of the total budget expenditure from 0.33% in 2005. 

In order to align the education system with the economic needs, additional training programmes
are implemented which are focused on the needs of a particular employer. The functional pri-
mary education of adults requires more flexible forms of a retraining system as well as consul-
tations with employers in order to increase the number of people included in the system. The
NES reform continued, and basic principles of the new organization were defined. A model and
indicator for monitoring the effects, and the effectiveness of the NES operation were developed,
which also envisions monitoring consumer satisfaction with the services. 

In 2006, the Government of Serbia adopted the Amendments to the Law on Income Tax and the
Amendments to the Law on Mandatory Social Insurance Contributions, in order to correct
structural anomalies which were caused by the regressive income taxing, and the most impor-
tant result of new tax regulations is removing the regressive tax for 98% of the employed. These
changes in legislation provide strong incentives for employers to employ young workers (less
than 30 years of age) and people over 45 and women over 50 years of age. 
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Improved employment opportunities for vulnerable groups resulted in 208 people with disabili-
ties employed, 90 unemployed Roma received self-employment subsidies, solutions were
found for 1613 employees before they were made redundant and 13 transition centres were ope-
ned. A public works program was introduced, and a total of 1.500 people registered with NES
were engaged on public works.

1.4.6.  More Efficient Social Protection and Better Status
of Pensioners and the Elderly 

The previous period was marked by the implementation of the Strategy of Social Welfare De-
velopment. Strategies aiming at vulnerable target groups were adopted as well: the National
Ageing Strategy, the Strategy of Improvement of the Status of people with Disabilities and the
Strategy for Combating Trafficking in Human Beings. Also, the National Strategy against Vio-
lence, the Strategy for Birth Promotion, the National Plan of Activities for Improvement of the
Status of Women and the Promotion of Gender Equality (2007-2010) have been developed.

The institutional framework for the improvement of professional work and the quality of servi-
ces in social protection was set up by establishing and operationalising the Republic Institute
for Social Welfare and the Institute for Social Welfare of AP Vojvodina. 

Some of the important elements of reform, such as building of the control mechanisms, defin-
ing standards, as well as regulating the issue of licensing and accreditation in social protection,
have not become systematically regulated yet and remain challenges in the forthcoming period.

Preparatory activities have been undertaken and the financing of the projects from National
Investment Plan (NIP) funds has started. Realisation of projects which support local self-gov-
ernment units in developing the social protection services has started. The support is aimed at
helping in local level social policy planning (drawing up strategic plans), creation of plans,
establishing implementation bodies which will be in charge of development and realisation of
social protection strategy and monitoring its implementation. Up until now, only 14 municipal-
ities have adopted strategic documents pertaining to the social protection area.

Criteria for exercising the right on Family Financial Support (MOP) relatively well target the
poor, but coverage with this type of assistance is relatively limited, as 73% of the poorest are
not entitled to MOP. It is necessary to redefine the amount of MOP in the year 2007, in order
to make it sufficient for satisfying the basic essentials.

In 2006, work on de-institutionalization and transformation of residential institutions has con-
tinued, which has been significantly contributed by development of family residence. From
2005, children accommodated in foster families outnumbered the institutionalised children and
amounted to 3,196 children. In 2005 and 2006, around 460 children left social protection insti-
tutions, in order to be accommodated in foster families and returned to biological families, or
to become self-sustainable for life in the community. However, the problem of insufficient
accommodation in foster families of children below the age of three and children with develop-
mental problems still exists. A high percentage of Roma children and youth accommodated in
social care institutions (30%) causes worry and calls for the development of special measures
of support to families from this target group.

Obvious progress has been made in improving the status of disabled people (financing of sup-
ported independent living projects, daily activities in a protected environment, etc, from the
Ministry of Labour, Employment and Social Policy, as well as from the Social Innovations
Fund), but a systemically regulated support service directed at the inclusion of the disabled is
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still lacking (thus far, support services such as personal assistance and housing in a supportive
environment have been ensured only in the form of pilot projects). The Law on Prevention of
the Discrimination of the People with Disability. 

The year 2006 was marked by an increased number of registered cases of family violence, for
which social protection does not yet have adequate professional capacities and modalities of
temporary accommodation of the victims of family violence. When the victims are women li-
ving in poverty, without free legal representation and material assistance to cover the costs of
court procedures (amounting to RSD 40,000 on the average) and without fast (efficient) proce-
dures, there is no effect in their protection.

Only 9% of the elderly aged 70 or more use some of the rights/services/programmes of the out-
of-institution support programme, because the existing capacities for providing for this type of
service are still insufficient. They are used to a greater extent by chronically ill elderly people
and by interviewees with higher incomes. Services of out-of-institution protection of the elder-
ly, financed/co-financed by local self-government units are provided in 58 municipalities in the
Republic of Serbia. 

The process of consolidation and integration of three funds for pension and disability insurance
is under way. The Law provides for the administrative consolidation to be completed by 1
January 2008 and financial consolidation is to be completed by 1 January 2011. Amendments
to legal regulations which came into force on 1 January 2006 introduced mandatory financing
of the difference between the lowest pension and the pension calculated in accordance with
general regulations (provided it is lower than the lowest pension) from the budget of the
Republic of Serbia. Application of amended regulations resulted in a reduced share of direct
subsidies from the budget (which are being used for covering scarce funds for the payment of
Republic Fund for Pension and Invalid Insurance for Farmers) from 58% of total fund revenues
in year 2005 to around 24% in year 2006, while the share of direct subsidies in the total expen-
diture of the Republic Fund for Pension and Invalid Insurance for Employees amounted to 36%
in 2006.Republic. The payment of the public debt to beneficiaries of pensions from the
Republic Fund for Pension and Invalid Insurance for Farmers started in November 2006. The
debt is being paid in four equal annual instalments and shall be completed in 2010, including
an 8.5% annual interest rate. The payment of public debt to beneficiaries of pensions from the
Republic Fund for Pension and Invalid Insurance for Employees started in December 2005,
with the same annual interest rate. Payment of the last, sixth instalment of the public debt was
envisaged for February 2008.

1.4.7. Health Care towards Poverty Reduction 

Many citizens’ health status indicators show positive trends in comparison to the ‘90s but life
expectancy at birth, as one of the basic indicators of citizens’ health, is unfortunately still con-
siderably lagging behind the European Union average. In addition to that, some unacceptable
differences can be observed between health indicators of particularly vulnerable groups and
general population. 

In late 2005 a set of system laws was adopted: the Law on Health Protection, the Law on Health
Insurance, the Law on Chambers of Medical Workers. In early 2006, a number of bylaws were
passed relating to the healthcare institution network plan, detailed conditions for performing
medical services in healthcare institutions and other forms of healthcare, and internal organiza-
tion of healthcare institutions, etc. 
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Towards the end of 2006, the manner and the procedure of exercising rights pertaining to
health insurance were defined as well as the content and the scope of the right to health care.
Partial rationalization of the number of employees in the health sector contributed to a better
efficiency of health care service delivery, and the work on the Strategy for the Development
of Human Resources in Healthcare continued together with the activities concerning develop-
ment and implementation of guides to good clinical practice, development of the quality con-
trol system and the pilot project on accreditation that started in hospitals.  New models of
financing of primary and secondary health care using models of capitation and diagnostically
similar groups, were worked out in detail, but their application, even though recognized as a
priority in the previous period, is still applied as a pilot project and remain a challenge for the
near future. 

A number of strategic documents were adopted: the Development Strategy for Youth Health in
the Republic of Serbia, the Strategy for Controlling Tobacco, the Strategy for Improving Mental
Health and the Strategy for the Improvement of the Position of people with Disabilities in the
Republic of Serbia. Development of local plans of actions according to the needs of the local
communities and establishment of implementing coalitions would contribute to more efficient
implementation of national strategies at the local level.

The RIHI investments in primary health care were reduced, but it should be noted that the
budgetary funds earmarked by the Ministry of Health for primary health care went up from
15% to 36% in the same period. This reduction in the RIHI investments in primary health care
were achieved due to the rationalization of medicaments used at the primary health care level,
rationalization in use of diagnostic, specialised-consultative  and other services as well as
reduced number of health and non-health workers engaged. 

First preventive medical centres for early diagnostics of diseases by way of carrying out inte-
grated activities of primary health protection. Accessibility of healthcare services, especially
among the poorest stratum of the population, is limited due to the considerable payments
required from the beneficiary. Serbia is one of the countries where „paying out of the pocket“
comprises the largest part of private health costs (85%), and the share of health costs in the total
household final consumption expenditures registered an upward trend. For the first time a set
of National Health Accounts (NHA) was produced with a view to enable the monitoring of
health care costs for the vulnerable and the poorest groups of population. 

The ratio of the poorest to the general population is much higher when it comes to not using
medical services because they have to be paid for. The Law on Health Insurance from 2005
recognises different categories of people whose mandatory health insurance is paid from the
budget of the Republic of Serbia: population groups that are at higher risk of contracting di-
seases, individuals that require treatment aiming at preventing, eradicating early diagnostics
and treatment of diseases of higher socio-medical importance, as well as individuals within the
socially vulnerable population groups (for the first time the Republic of Serbia is obliged to pay
mandatory health insurance for these categories of beneficiaries providing them status of the
health insurance beneficiary and rendering them equal rights and obligations as other health
insurance beneficiaries in the Republic of Serbia have) . However funds allocated for this ca-
tegory of beneficiaries are not sufficient11. In spite of the fact that the legislation acknowledges
the needs of vulnerable groups, part of the population still does not exercise the rights that are
guaranteed by law, and a specific problem represents the inclusion in the health care system of
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people without residence. Important improvement can be seen in allocation of budget funds
earmarked for the realization of programmes aiming at improvement of health status of vulner-
able groups. Programmes targeting the Roma population are realized in cooperation with non-
governmental organizations. 

On the other hand, the number of people who buy medications in pharmacies has dropped, and
the number of those obtaining medications on prescription went up.

The National Investment Plan provided 311 million EUR, which was earmarked for invest-
ments in infrastructure and procurement of equipment in the health sector, and part of the funds
were earmarked for refurbishment of medical centres in Serbia.

The new Law on Financing Local Self-Governments that came into force on January 1st,
2007 stipulates competencies of the local self-government in providing primary health care,
which should in addition to additional sources of financing, contribute to the more even dis-
tribution of funds across various levels of health protection. The corruption index in the area
of health care services has slightly dropped in comparison to 2005, but it is still very high
(3.9 out of 5).

1.4.8.  Education and Poverty Reduction

Despite the fact that the number of illiterate people halved in between censuses, thus being
reduced to 3.4%, and that there is a trend of a significant decrease in the number of illiterate
youth aged 15-24, overall, the educational structure of the population is still inadequate. The
educational level of women from rural areas and the Roma population is especially inadequate.

The Preparatory Preschool Programme (PPP) has been introduced for the first time into the
Republic of Serbia education system as mandatory and a free-of-charge programme for all chil-
dren in the year preceding entry into primary school. The programme covers around 78,000
children, but, unfortunately, no data is available on the participation of children from vulnera-
ble groups. The coverage of children with total preschool education is still low and it will rep-
resent a formidable challenge in the forthcoming period. Only 14.4% of rural children, 7.0% of
the poorest and 3.9% of children from Roma settlements, aged three to five, have been covered.
The network of preschool institutions is unequally distributed on the territory of Serbia and it
is inadequate for the needs of the country.

Despite the legally provided, mandatory, universal and free-of-charge primary education, 5%
of children do not enrol elementary schools at an adequate age. Only 66% of the Roma chil-
dren enrols elementary schools at an adequate age and it is estimated that only 30% of them
completes the primary education. The dropout rate is high for other vulnerable groups as well,
therefore it is necessary to develop mechanisms preventing dropout of children from schools
and providing for their return into the regular schooling system. 

The secondary school coverage of the young population aged 15-18 amounts to 76%-86%. The
coverage of children from vulnerable groups, especially from the poorest population and those
living in Roma settlements, is significantly lower.

The Strategy of Development of Secondary Vocational Education in the Republic of Serbia and
Strategy of Development of Adult Education in the Republic of Serbia, adopted in the end of
2006, have a special importance for the Poverty Reduction Strategy, as they create conditions
for productive employment. The introduction of new educational profiles into secondary voca-
tional schools is being continued. The possibility of accreditation of schools for implementing
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adult education programmes has been given, and five regional centres for continual education
have been established. The informal education system is still insufficiently recognised, utilised
and linked with the formal education system.  

After adoption of the new Law on University Education, in the end of 2005, the implementa-
tion of the Bologna process has continued. The National Education Council and the National
University Education Council have been established and started to work. 

Working documents, which are by their nature instruments for quality insurance in education,
have been adopted at all educational levels, such as: instruments for self-evaluation and exter-
nal evaluation, standards of pupils' results at the end of the primary school, standards for
accreditation of faculties.

Progress has been made in developing the system of educational statistics and tools for moni-
toring the implementation of strategic documents. Preparations are being finalized for the intro-
duction of Information System in the educational system of Serbia, implementation of which
will provide for increase in the efficiency and effectively of the educational system, the
DevInfo system has been upgraded, national indicators for monitoring the realisation of
Millennium Development Goals (MDGs) have been defined and indicators for PRS implemen-
tation monitoring have been revised. Established systems should be supplemented by data on
vulnerable children groups, which are not available at the moment (Roma children, children
with developmental problems, displaced children and children of readmission returnees). 

The professional advancement of teaching stuff for work with children from vulnerable groups
has continued. Funds from the National Investment Plan have been earmarked for IT equipment
and Internet connections, for professional advancement of teachers and for improvement of
conditions in schools.

There is a discrepancy between the existing network of educational institutions and demo-
graphic, socio-economic and educational needs of the population, therefore its optimisation
along with safeguarding the rights of all segments of the population to quality education is still
ahead of us.

The upward trend of budget resources allocated for education did not go at an expected pace,
and in  2006, the share of education in GDP amounted to 3.5%, so scarce financing of educa-
tion remains one of the main impediments to development of the sector.

1.4.9.  Regional, Rural and Urban Aspects of Poverty

Article 94 of the new Constitution expresses commitment of the state to „take care of regional
development.“ The Government has adopted the National Strategy of Economic Development
of Serbia for the period 2006-2012, which contains basic guidelines of the regional develop-
ment of the Republic of Serbia’s, and afterwards the Strategy of the Regional Development of
Serbia for the period 2007-2012. The recommendations are aimed at the removal of regional
disproportions which are now 1:7 at the district level and 1:17 at the municipal level. The pop-
ulation of rural areas is 2.5 times poorer than the city population and it is in a much worse sit-
uation regarding physical and social infrastructure.

Key resources of regional policy in the Republic of Serbia are the Serbian Development Fund,
allocated to local self-governments pursuant to the Law on Financing Local Self-Governments,
incentive funds distributed by the Ministry of Agriculture, Forestry and Water Management
and, as of  2006, the National Investment Plan. 
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Incentive funds from the Serbian Development Fund are granted under more favourable condi-
tions in undeveloped municipalities in which the national income amounts to 50% of the Re-
public average, and the most favourable conditions are given to municipalities in which the
national income is below 1/3 of the Republic average.

Fiscal decentralisation is one of the possible solutions for the problem of undeveloped munic-
ipalities. The Law on Financing Local Self-Government envisages RSD 29.7 billion, to be
transferred to cities and municipalities in 2007. The Law prescribes stabilisation of the transfer
scope by connecting to percentage of GDP, thus providing for predictability in the forthcoming
several years, as well as the more equal income disbursement. This Law authorizes local self-
government units to establish the tax rate and collect the property tax.

One of the necessary steps to be undertaken by municipalities is the drawing up of local devel-
opment strategies. Results of mapping existing local strategies and bodies for their implemen-
tation in all municipalities in the territory of he Republic of Serbia have shown that 140 munici-
palities have developed strategic plans, while 27 have not yet started this process. The total
number of strategic or action plans which have been developed or are being developed by mu-
nicipalities is 396, out of which 157 have been adopted.

Two important laws in the domain of rural development were adopted - the Law on Farm-
land and the Law on Organic Production, while the Agriculture Law and the Law on Plant
Health are being drafted and they should be adopted by the end of the year. Adoption of the
new Agriculture Development Strategy of Serbia marked transition from the price support
to credit support, investment support, subsidizing input and rural development. Income sup-
port measure for non-commercial farms was adopted in 2006. Its objective was to reduce
the discrepancies between farmers who can be competitive and contribute to their own
income and those who, due to their old age or because they live in areas that are less suit-
able for farming cannot significantly produce for the market. In 2006, marginal or less
favourable areas were defined and beneficiaries from these areas were given the opportuni-
ty to have a higher share of grants when using funds through the measures for rural deve-
lopment, which increased the investment in these areas. The amounts of grants are increas-
ing every year and they reached 2.6 billion RSD in the year 2006. In addition to the funds
of the Republic, AP Vojvodina and many other local self-government units have formed
their own agrarian budgets.

The National Investment Plan identifies 17 key sectors and nearly all of them are also covered
by the Poverty Reduction Strategy. Out of 1.6 billion EUR, envisaged for spending on projects
in 2006 and 2007, 824 million EUR can be identified per municipality. 

Housing is an acute problem for many citizens of the Republic of Serbia, especially for social-
ly vulnerable population groups. The 2005 Housing Sector Study has depicted the situation of
housing sector in the Republic of Serbia and represents a necessary basis for future housing po-
licy. Adoption of the Law on Social Housing will represent the first step towards the systemic
regulation of this area.

1.4.10. Environmental Aspects of Poverty Reduction

The largest number of laws pertaining to the environment has still not been harmonized with
EU regulations and the implementation of the adopted regulations is inefficient, this being the
result of insufficient and inadequate institutional capacities. The level of investments in the
environment is low (0.3% of the GDP in 2004 and 2005, while the projections for 2006-2009
are 0.4% of the GDP), while financing from the industry and private sector is insufficient. The
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system of economic instruments is still insufficiently developed and does not provide a suffi-
cient enough stimulation for the reduction of pollution.

The new legal framework for environmental protection, which is in harmony with the EU
Directives, was established in 2004 with the adoption of the Law on Environmental Protection,
the Law on Strategic Environmental Impact Assessment, the Law on Environmental Impact
Assessment and the Law on Integrated Environmental Pollution Prevention and Control. The
proposed National Program for Environmental Protection is undergoing the adoption procedure
in the National Assembly. Its realization will be carried out according to action plans, whose
drawing up is under way. The National Strategy for Sustainable Development is being drawn
up and is expected to be completed by autumn 2007. Also in process is the drafting of the
National Strategy for the Sustainable Use of Resources and Goods and the National Strategy
for the Introduction of Cleaner Production. 

The Environmental Protection Fund and Environmental Protection Agency have been estab-
lished within the Ministry for Environmental Protection and have started working. Funds for
financing programs and projects of importance for APV have been established at the level of
Executive Council of AP Vojvodina. They also include projects in the area of environmental
protection.

Access to the water supply and sewage infrastructure is still insufficient for the general popu-
lation, especially for vulnerable groups, which causes health problems, especially in poor city
districts, often located near poorly maintained waste dumps. Around 30% of the drinking water
supply in the territory of the Republic of Serbia does not satisfy the quality standards (67% in
Vojvodina), while 76% of the Belgrade population and only 15% of rural population has a con-
nection to the public sewage system. 

The sewage systems have been inadequately maintained over a longer period of time, without
adequate investments. Out of the total amount of sewage waste water, only 5.3% is released to
the recipients following adequate purification. The largest cities in the country - Belgrade, Novi
Sad and Nis, do not have a plant for the purification of utility waste waters. In 2006, systems
for the collection, transport and purification of waste water were built and they form parts of
regional systems. Collectors and waste water purification devices were constructed in 20
municipalities.

In 38 municipalities, inhabited by 16.5 of the Serbia's population, waste dumps are located at
500m or less from settlements. There is also a large number of illegal waste dumps, which are
not being controlled. The National Waste Management Strategy envisages the closing down or
re-cultivation of the existing waste dumps and the construction of 29 regional (for a number of
municipalities) sanitary waste dumps, with recycling centres and transfer stations. Only around
60% of generated communal waste is collected in an organized manner, only in urban environ-
ments. In 2006, the Environmental Protection Fund co-financed the drawing up of projects for
the rehabilitation of waste dumps in 22 municipalities, as well as the performing of works in
seven municipalities. The Fund also co-financed the drawing up of projects for regional waste
dumps and participated in the financing of three projects for the construction of regional sani-
tary waste dumps for a number of municipalities.
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2.1. Poverty Measuring
2.1.1. A detailed poverty profile represents a key data source for developing strategic measures

directed at reducing specific poverty phenomena and facilitates the social inclusion of the
most vulnerable groups. 

2.1.2. The Republic Statistical Office (RSO) has taken over the formal responsibility for moni-
toring poverty statistics, and the new role of the RSO in the domain of poverty statistics
is regulated in the Draft Law on Official Statistics. 

2.1.3. There have been two stages linked to poverty measurement activities in the Republic of
Serbia. The first stage was characterized by two consecutive Surveys on the Living
Standard of the Population (SLSP) conducted in 2002 and 2003 at the request of the
Government and with professional assistance provided by the World Bank. The Poverty
Reduction Strategy was drafted in the period 2002/2003 based on the key poverty-relat-
ed findings obtained from the SLSP. 

2.1.4. In order to collect a set of data fully comparable with the 2002/02 data, an agreement has
been reached between the Government and international partners that the Republic
Statistical Office conduct the Survey on the Living Standard of the Population in 2007.
The data were collected in May and June 2007. The first results are expected towards the
end of 2007 and shall constitute a foundation for assessing the impact of PRS and revi-
sion of PRS measures and activities. 

2.1.5. The second stage was initiated with the adoption of a strategic decision in 2004 to base
poverty statistics on the data obtained from the Household Budget Survey (HBS) which
is regularly conducted by the Republic Statistical Office. The decision ensures full
national ownership and indispensable long-term continuity in monitoring the poverty
data.

2.1.6. Poverty in the Republic of Serbia was analyzed in 2006 based on the household con-
sumption. It is widely accepted in countries undergoing transition that consumption is a
best indicator of living standards12. The analysis represented in the report represents
results of the work of the Poverty Measurement Working Group established by the
Republic Statistical Office. 
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12 In the first place, in conditions of widespread grey economy, income is often understated and households are not willing to
reveal their “illegal” income sources. It is similar with some other revenues, such as remittances from abroad which are rarely
reported as an income source. Furthermore, consumption represents a more effective indicator, since expenditures tend to
be more stable over a period of time in comparison to revenues, primarily due to irregularity of salary payments. Finally, one
of the main reasons for represents a significant share of own agricultural food production of a number of households which
may not be expressed through financial revenues. Household consumption is defined as a sum of food expenditures and
other current expenditures which include purchased products, own production and presents. Imputation of the value of serv-
ices by using durable consumer goods, as well as the imputation of rent for flat or house owners was left out from the analy-
sis due to deficiency of necessary data in HBS for their calculation. Thus defined consumption was deflationed by regional
indexes of food prices which were obtained from HBS. Since the consumption data was collected at the household level in
order to determine the level of the welfare of the population, the total household consumption has to be distributed between
household members on the basis of certain criteria in ordert o obtain units of equal consumption and/or consumer units. The
report relies on the modified OECD scale according to which an adult household member represents a consumer unit,
another adult 0.7, and children up to 13 years of age have a ponder of 0.5 (represent half a consumer unit).  



2.2. Poverty in 2006 based on Household Budget Survey 

In 2006, 8.8% of the population in the Republic of Serbia was categorized as poor, in view of
the fact that their consumption per consumer unit was, on the average, below the poverty line
which amounted to 6,221 Dinars a month per consumer unit. The poverty depth was 2.1%,

which indicates that if the state were to mobilize funds to the amount of 914.5 million CSD on
a monthly basis (2.1% of the poverty line for each person, either poor or not) and direct them
towards the poor, poverty would be eliminated, provided that assistance to the poor is impecca-
bly targeted. The population of other regions in comparison to urban regions is considerably
poorer. The region with the largest share of the poor is central Serbia13. Most vulnerable are
households with six or more members, children up to 18 years of age, the elderly (65 and over),
households whose primary wage earner is the woman and where the primary wage earner has
finished only primary school  or has not graduated primary school.

Main Poverty Indicators in 2006

2.2.1. Poor is considered every person in the Republic of Serbia whose income is below pover-
ty line amounting to CSD 6,221 a month per consumer unit (existential minimum requi-
red for satisfying the minimum living needs)14. 

2.2.2. In 2006, 8.8% of the population of Serbia was categorized as poor (Table 2.2.5.), in view
of the fact that their spending per consumer unit was on average below the poverty line
which amounted to CSD 6,221 a month per consumer unit15.

2.2.3. The poverty depth was 2.1%, which indicates that if the state were to mobilize funds in
the amount 2.1% of the poverty line for each person, either poor or not, and direct them
towards the poor, poverty would be eliminated, provided that assistance to the poor is
impeccably targeted.

2.2.4. Poverty severity, an indicator taking into account the fact that a number of the poor popu-
lation have fallen deeper into poverty and/or further below the poverty line than others,
accounted for 0.8%.

2.2.5. It can be concluded on the basis of this data that the poverty depth and intensity are not
high, which is in accordance with the relatively low inequality in Serbia.
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13 Due to the fact that there is no official legal regional division for the purpose of this Report we use territorial division of the
Republic of Serbia into Authonomous province of Vojvodina, Belgrade and Central Serbia (comprising Serbia without
Authonomous provinces and Belgrade). There are mainly no data available for Kosovo and Metohija.  

14 Detailed overview of calculating the poverty line is given in Appendix 1.
15 If the standard poverty index error is taken into account, the real poverty index ranges between 7.5% and 10.1% (with a

95% statistical certainty).
16 The source of data provided in all the tables in the chapter is the Household Budget Survey 2006.



Poverty by Regions

2.2.6. The population of other regions is significantly poorer in comparison to the population
of urban regions17. The poverty index of other regions was almost two and a half times
higher than the poverty indexes of the urban population (13.3% to 5.3% respectively),
and was around 50% higher in comparison to the average of national average.  

2.2.7. Poverty depth and severity of other regions was also statistically higher in comparison
to urban regions. 

2.2.8. The region with the largest share of the poor is central Serbia (Table 2.2.10.). The pover-
ty risk in this region is 21.6% larger than the average poverty risk of Serbia’s popula-
tion18. Within this region, a considerable difference in the poverty of urban and other
areas is noticeable.

2.2.9. The situation is similar in the Autonomous Province of Vojvodina whose poverty index
is somewhat below the national average. 

2.2.10. Other areas of central Serbia and AP Vojvodina are exposed to a high risk of poverty
compared to the average for the entire population (60.9% and 53.9% respectively),
while the populations of urban areas in both regions are in a much more favourable
position since their poverty risk is below the national average.

2.2.11. The population of other areas of central Serbia, which was the most vulnerable,
accounted for 28.1% of the total population and for almost half of the overall number
of the poor (45.1%). 

2.2.12. The population of urban areas in Belgrade, Vojvodina and central Serbia were in the
most favourable position, since their poverty risk was much lower than the national
average.
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17 According to the RSO, all settlements are divided into urban and other settlements (which are not urban, whose centre of
the settlement is not built according to the urban plan)

18 The relative poverty risk is the ratio between the poverty index for various groups and the poverty index for the entire pop-
ulation, expressed in percentage points. When the poverty risk for various groups of the population is examined, it is pos-
sible to learn which groups of the population are the most vulnerable.



Poverty by Type of Household

2.2.13. When poverty is observed according to the size of the household, it can be noticed that
poverty does not increase with an increase in the number of household members, save
in the case of households with six or more members which are the most vulnerable (po-
verty risk of 96%).

Poverty by Age

2.2.14. When observed according to age, the percentage of the poor is largest among children
up to the age of 18 (some 12%). Their poverty risk was by almost a third higher than
the national average. They accounted for 23.7% of the total population and for almost
a third of the total number of the poor.

2.2.15. The following category with an above average poverty risk are the elderly (65 years of
age and over). Namely, 10.0% of the elderly (65+) lived below the poverty line of 6,221
dinars by consumer unit, so that their relative poverty risk was by 13.4% larger than the
national average. 
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Poverty by Gender and Marital Status of the Head of the Household 

2.2.16. Households with the woman as the head of the household were somewhat more vulner-
able than other households, since their relative poverty risk was slightly higher than the
average (9.3%).

2.2.17. The households whose head is divorced are under a somewhat higher poverty risk than
the average (12.4%), but their share in the overall structure of the poor population is
relatively small (4.9%).

Poverty by Education of the Head of the Household 

2.2.18. Households whose head have not finished primary school are under higher poverty risk.
The households whose heads have finished primary school are also under a high pover-
ty risk, 55.5%. These two groups account for 66% of the overall poor population. 

2.2.19. Only 0.6% of the households where the head has finished post-secondary school edu-
cation, i.e. 1.8% of the households whose head had university education, were poor.

Poverty by Socio-Economic Status of the Head of the Household 

2.2.20. The percentage of the poor according to the socio-economic status of the household head
considerably differs, as seen in Table 2.2.20. The largest percentage of the poor was regis-
tered among households whose head was inactive, but was not a pensioner. The households
whose head was unemployed had a relatively high poverty risk (66.4% above average).
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Poverty by Main Source of Income of the Household

2.2.21. Households whose main source of income derives from agriculture activities are expo-
sed to a considerable poverty risk. The next category according to the vulnerability level
includes households whose main source of income is pension. 

2.2.22. Household members who live in a housing space of less than 10 m2 have a poverty
index of 30.6%, which is considerably above the national average (247.1%). Their share
in the total structure of the poor is 26%.
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2.2.23. When observing the type of heating, it may be concluded that households using solid or
liquid fuel for heating are under an above average poverty risk. The largest share in the
structure of the total population is that of households using solid fuels (60.4%), which
account for the largest part of the structure of the poor (85.4%).

2.2.24. Households that do not possess a television set, telephone and washing machine were
exposed to a much larger poverty risk than compared to the households that possess the
mentioned goods. Households in possession of a telephone and a washing machine are
under a poverty risk which is by a third lower than average.

Relative Poverty

2.2.25. The relative poverty line has been set at 60% of the median of the average spending per
consumer unit, and amounted to CSD 7,171 on average a month per consumer unit in
2006. According to this poverty line, in 2006, 14.4% of the population of the Republic
of Serbia was poor, since their monthly spending per consumer unit was below 7,171
dinars.
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Inequality Measures

2.2.26. The most frequently used inequality measure is the Gini coefficient whose value is cal-
culated according to spending per consumer unit and amounted to 28 in the Republic of
Serbia in 2006.

2.2.27. The inequality level in the Republic of Serbia is close to the average for the group of
East European economies in transition19. Especially interesting for us are comparisons
with neighbouring countries which also conducted household surveys that were very
similar to the Serbian survey according to the manner in which they were conceived and
the definition of the welfare aggregates. Bosnia and Slovenia have a lower inequality
level (27 and 26 respectively), while in Macedonia, Bulgaria and Croatia (29, 33 and 26
respectively) this level is higher than in Serbia.

2.2.28. Another inequality measure is the share of 25% of the poorest households in the popu-
lation’s total consumption, which amounted to 11.1%.
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19 Source: Biljana Bogicevic, Gorana Krstic, Bosko Mijatovic, Branko Milanovic - Siromastvo i reforma finansijske podrske siro-
masnima (Poverty and Reform of Financial Support to the Poor), 2003
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Implementation of the Poverty Reduction Strategy related activities continued in the year
2006. Support to the PRS implementation was provided, apart from the public administra-
tion institutions at the national and local level, by international development partners and

civil society organizations. The aim of this part of the Report is to present  the main achieve-
ments and results of the implementation process, but also to provide an analysis of areas which
require further improvements. Furthermore, this section of the Report identifies the key
challenges in the forthcoming period with regard to the PRS implementation process.

The report findings are based on the reports of the responsible public institutions but also on a
number of independent surveys and reports produced by public institutions, international fund-
ing institutions, donors and civil society organizations. 

Significant progress has been achieved in systematising and mapping PRS indicators and data
sources, capacity building within public administration in relation to monitoring and reporting,
which together provided for results-based reporting processes. However, further efforts need to
be invested into building monitoring and reporting capacities which are to enable a functional
system based on impact assessment. An additional weakness is the lack of a sufficient number
of reports that deal with analyzing the impact of different policies and legislative interventions.  

The contents of chapters presented have different level of data density and space given depend-
ing on data availability and importance given to particular topics recognized as priorities for
PRS implementation. 
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3.1. Macroeconomic Framework and Factors
of Sustainable Economic Growth

Economic Growth

3.1.1. Official estimates show that Serbia’s economy grew 5.7% during 2006. This GDP
growth is somewhat lower than in 2004 and 2005 when it amounted to 8.4% and 6.2%
respectively. The achieved growth in 2006 is in line and even exceeds the rate envisioned
by medium-term sustainable framework from the PRS which envisions real growth by
4.5% in 2006. 

3.1.2. However, as the employment data does not indicate the increase in new employment, it
can be concluded that the economic growth was achieved predominantly through pro-
ductivity growth. This productivity growth stems in a large part from the restructuring
of the ineffective part of economy.

Investments Share in GDP

3.1.3. From 2001 to 2006, the investment level compared to the GDP has experienced an up-
ward trend. Nevertheless the level of investment has been below the target specified
in the PRS and level needed to ensure stable growth in the medium term. In 2006,
according to RSO estimates, the investment level increased to 17.9%21 of GDP, which is
below the target of 19,5% specified in the PRS (the strategy target is that by 2010 the
level of investment compared to GDP should reach 25%).
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Payment Balance-Current Account 

3.1.4. The current account balance deficit in 2006 was 11.4% of GDP which is extremely
high and exceeds the deficit of 8.8% of GDP envisaged in the PRS. The deficit deepened
during second half of 2006 due to accelerated rise in import. The exports are also marked
by a higher, very solid annual growth rate, but applied on a lower base. In the exports
structure a large part constitute the raw materials. 

3.1.5. CSD appreciation during the second part of 2006 did not have any major impact on the
rise in imports, but it is possible to have had an effect on imports increase towards end
2006 and on the medium term. Within the next period, due to a large influx of foreign
capital, Dinar appreciation will continue to be a realistic possibility. This could influence
adversely the competitiveness of Serbia’s economy and result in the deepening of foreign
trade deficit. An important factor for improving exports in the future is to attract
foreign direct investments in the field of export-oriented activities. 

3.1.6. In the medium term, even a large deficit can be sustainable if funded from foreign direct
investments (FDI) and grant assistance from donors, and not by taking loans abroad. In
2004 and 2005 FDI was not sufficient to cover the payment deficit, while in 2006 this
was the case. However, FDI inflow during 2006 is predominantly related to the sale of
successful privately-owned and state-owned enterprises, and not Greenfield investments
which would have been far more desirable from the aspect of medium-term sustainabili-
ty of payment deficit.

Foreign Direct Investments

3.1.7. Significant FDI influx started in 2003 when foreign strategic partners invested a total of
1200 million Euros worth into large industrial complexes by means of privatization. Du-
ring 2003 and 2004 there was a slowdown in FDI influx: € 770 million in 2004 and €
1,250 million in 2005. The year 2006 was a record year for FDI influx since the begi-
nning of transition, amounting to € 4.08 billion or 16,1% of GDP. This influx exceeds
by far the 5.5% target in the PRS, thus representing a positive boost to Serbian economy.
Still, most of the increase in FDI inflow came from the privatization of banks and a few
large enterprises, as well the takeover of control package of shares of successful private-
ly-owned enterprises through the portfolio investments market. 

3.1.8. The Greenfield investments, i.e. investments into completely new capacities, constitut-
ed a small part of the FDI for 2006. In the short term Greenfield investments are in most
cases more attractive than privatisation since it generates new employment opportunities
faster. The competitiveness in attracting Greenfield investments in the region is very high
so the Republic of Serbia needs to make substantial efforts in this regard.

3.1.9. The Foreign investors’ perception of the Republic of Serbia as a politically risky
investment country is one potential cause for the lack of Greenfield investments. Serbia’s
credit rating with international rating agencies, which also indicates that particular coun-
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22 The source: RSO, NBS
23 According to the RSO, the exports of goods are worth EUR 5102.4 million. The difference is caused by foreign exchange

differences and corrections for Montenegro which were conducted according to the NBS data
24 According to the RSO, imports of goods amounted 10462.6 mill EUR. The difference is caused by foreign exchange differ-

ences and corrections for Montenegro which were conducted according to the NBS data
25 According to data from Ministry of Finance FDI share in EUR is 17,6% and FDI gross is 4.436 billion Euro. The difference

is caused by foreign exchange differences and corrections for Montenegro which were conducted according to the NBS data



try’s level of risk for foreign investments, has retained the BB- status in 2006 according
to the credit rating agencies Standard & Poors and Fitch. Serbia was assigned this cred-
it rating in 2005.

3.1.10. The protection of property rights and effective judiciary system are also of great
importance to improving conditions for the influx of foreign investments. According to
the White Paper for 2007, which was prepared by the Foreign Investors Council, the for-
eign investors in the Republic of Serbia face the lack of qualified personnel with mod-
ern skills. In view of this, in order to boost the capacities for the absorption of foreign
investments, it is necessary to identify those educational areas which need strengthening
in order for the educational structure of the available human resources to be more in
keeping with the market demands.

Foreign Debt

3.1.11. Serbia’s foreign debt at the end of 2006 reached a level of 58.9% of GDP which rep-
resents maintenance in the relative level of overall foreign indebtedness in comparison
with the previous two years. The Strategy envisages the level of foreign debt of 61.1%
GDP share, which is insignificantly higher than the achieved towards the end of 2006.
The Strategy also envisages a reduction to 51.1% GDP share by 2010. The main reason
for a rise in foreign debt in 2006 is the rise in private debt (through banks and local
enterprises taking loans abroad) - reaching 33.5% in 2006 (while in 2005 it was 25.4%).
The public foreign debt has been reduced from 36.6% in 2005 to 25.4% of GDP at the
end of 2006.

3.1.12. The rise in private debt is to a large degree fuelled by liberalization of capital account
and entry of foreign banks that improved access to loans through domestic banking sys-
tems as well as through direct cross border lending to domestic enterprises. 

Monetary Policy, Prices, Foreign Currency Exchange Rate

3.1.13. During 2006 the NBS maintained a rather restrictive monetary policy directed at the
main goal the NBS was tasked with - stability of prices. The measures undertaken by
NBS in the first half of 2006 with the aim of reducing the money supply, as well as the
strong nominal appreciation of the Dinar (in particular in the second half of 2006),
resulted in the reduction of inflation and inflation expectations, wherefore inflation
amounted to 6.6% by the end of 2006. Another factor for successful curbing of infla-
tion lies in the fact that still a large share of prices is under administrative control in total
prices (around 50% of total prices). The cost of electric power, which is in Serbia half
the price of the cost in the region, is especially important from the aspect of influence
on other prices and the standards of living. It is realistic to expect that the rise in price
will be approved in the forthcoming period. The release of administratively controlled
prices, first of all the price of power in the forthcoming period, can have a negative
effect on the poverty rate, but on the other hand it is inevitable from the aspect of effi-
cacious functioning of power systems.

3.1.14. Curbing inflation is important from the aspect of macroeconomic stability and raising
the level of new investments. It is also important from the aspect of poverty as high in-
flation rates normally have the largest negative impact on the living standard/consump-
tion of the poor and socially vulnerable categories of the society.
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3.1.15. On 31 August 2006, the National Bank of Serbia switched the monetary policy frame-
work from exchange rate peg to the so called inflation targeting policy of which was
introduced. This framework entails an increasing use of referential interest rate of the
Central Bank - interest rates on 14-day repo transactions - as a basic means for reach-
ing the targeted goal for the annual inflation. Unlike former framework which relied on
a more active role of NBS on the foreign exchange market, the new monetary policy
announced much more floating of the exchange rate and successive retiring of NBS
from interventions on the foreign exchange market (except in cases of preventions of
destabilizing irregular fluctuations). 

3.1.16. The targeted inflation was established within a 7-9% interval in 2006 and set to 4-8%
in 2007. The new framework for implementation of monetary policy entails a high level
of credibility in the National Bank’s goals and boosting the public’s expectations re-
garding the attainment of the set inflation goal. 

3.1.17. During 2006 the NBS has improved its capacity for implementing responsible monetary
policy and for supervising the banking sector. At the same time the introduced polices
entails further strengthening of capacity within the central bank for developing correspon-
ding models for forecasting and monitoring the effects of monetary policy measures. More
specifically there is the need to develop analytical capacities by developing quality mod-
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els for projections and for the analysis of monetary policy’s transmission on real value and
prices. Administrative measures (obligatory reserves and prudential measures with the
view of monetary policy) should be used cautiously only when market instruments have
been exhausted since they lead to unwanted consequences - such as circumventing the
domestic banking system and direct foreign loan taking for domestic economy.

3.1.18. Even in 2006 Serbia’s economy remained highly „euroized“. Foreign currency depo-
sits make 50% of the total monetary mass. High level of „euroization“ reduces the
achievements of monetary policy as the effects of its measures are limited to dinar com-
ponent of the monetary mass.

3.1.19. New foreign currency savings shows stable growth in 2006 as well. Its level has
reached € 3.3 billion which represents an increase by 1.1 billion compared to the end of
2005 reflecting continuous rise in the trust in the home banking sector.

3.1.20. For successful monetary policy and maintaining macroeconomic balance the relation
between fiscal and the monetary policy is of great importance. Should the fiscal poli-
cy envision be greater expenditures than the current budgetary revenues, inflationary
pressures ensue, especially if that fiscal expansion is directed at expenditures (and not
investments). In order to curb inflationary pressures, the monetary policy can by means
of its restrictiveness curb the growth of economy’s private sector. In this respect the
public should be aware of possible consequences of excessive public expenditures.

Financial Sector Reform

3.1.21. During the year 2006 a total of 3 state-owned banks were privatized (Vojvodjanska
Bank, Panonska Bank, Niska Bank) and the privatization of the Kredi Bank is ongoing.
Thus the state ownership over the banking sector was reduced down to 14.9% of total
active capital at the end of December 2006. Based on this it can be concluded that the
bank privatization procedure is in its final stage, since only several smaller banks re-
main to be privatized which is likely to be performed on the stock market instead in ten-
der procedures, as has been the case. A considerable amount of state ownership remains
in the capital of a large bank - Komercijalna Bank. In 2006 the Komercijalna Bank en-
tered into strategic partnership with the European Bank for Reconstruction and Deve-
lopment (EBRD) by means of additional capitalization. Around 80% of total liquid
assets of the banking sector are owned by foreign banks. The majority of the private
share of the banking sector is favourable from the aspect of financial efficiency of finan-
cial intermediation and the banks’ market activities. It is considered that it improves the
stability and credibility of the banking system. An efficient banking system, however,
enhances the economy results.

3.1.22. The reform process in the financial sector has made the greatest advancement and
is making final crucial moves and establishments of the necessary legal and regulatory
framework However, in the forthcoming period, it is necessary to work actively on im-
proving the implementation of the legislation and the strengthening of capacities with-
in the banks and NBS to achieve high-quality monitoring of: credit risk, operative risk
and currency risk. Effective legal system, which is the protection of creditors’ rights and
respecting private property, is of extreme importance for a better functioning of the
financial sector.

3.1.23. In the previous period, a separate department was established within the NBS which
was tasked with supervising and controlling insurance companies and voluntary
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pension funds. The Securities Commission is in charge of the supervising of private
investment funds. The expanding insurance and non-banking financial services market
will represent a challenge to regulatory bodies in the forthcoming period.

3.1.24. In order to achieve better functioning of the banking sector, and to prevent emergence
of bigger risks of non-payment of debts it is necessary to raise the public awareness
through better knowledge and understanding of financial services and functioning of
financial markets. The former contributes to strengthening market discipline of actors
on the financial market, thus reducing the risk of debt overload of citizens and bank-
ruptcy of companies. In the previous period, the NBS invested efforts in this field by
establishing the Consumer Protection Centre targeting beneficiaries of financial servic-
es, which became operational in 2007.

Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Continue negotiations for signing the Stabilization and Association Agreement 
and negotiations for accessing the World Trade Organization (WTO). 
Maintain macroeconomic and fiscal stability:
- Sustain the achieved level of stability through harmonized monetary and fiscal policy.
- Strengthen institutions and better protection of private property and creditors.
- More active policy for attracting foreign direct investments, in particular

Greenfield investments.
Improve the Republic of Serbia’s credit rating with international rating agencies.
Increase competitiveness and reputation of the Republic of Serbia among
potential FDIs by reducing administrative and operational burden of foreign
companies already operating in the Republic of Serbia in order to encourage
further investments.
Strengthen the institutional capacities for implementing a responsible
macroeconomic policy including evaluate impact of implemented policies
in order to identify and review different policy options aimed at avoiding
unforeseen and unwanted effects
- more focus to be paid to the design of institutions.
Strengthen the capacities within NBS for the implementation of efficient monetary
policy within the newly established framework (The Path to Targeting Inflation).
Within the financial sector reform, special emphasis should be on strengthening
competition between financial intermediaries, transparency of their operation
as a precondition for strengthening market discipline.
Strengthen the information base for the analysis of macroeconomic framework
and its interaction with other sectors. Coordinated management of data bases
and the work of all institutions collecting economic data to improve the quality
of the data and improving the methodology.
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M I D - T E R M  P R I O R I T I E S

Following becoming a member of the WTO and signing the Stabilisation and
Association Agreement with the EU to start negotiating for full membership of the
EU. 
Strengthen the legal system, especially in the domain of liquidation procedures and
the protection of property rights and creditors’ rights. 
Improve conditions for new Greenfield FDIs by developing a stable and understand-
able legal framework, good transport infrastructure, corresponding physical infra-
structure, labour force which possess up-to-date and competitive skills and knowl-
edge, low work costs, low taxes and an understandable tax system. 
Create a conducive environment for attracting foreign investments as a precondition
for further increase of capital base of economy and development of production poten-
tials, as well as the technological level; improve the absorption capacities28 for FDIs;
develop and implement strategy for attracting FDI, focusing on comparative advan-
tages within identified sectors. 
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3.2. Fiscal limitations in PRS implementation29

Tax System in Serbia from the Standpoint of the PRS

3.2.1. By the end of 2006, the most important tax reforms have been carried out in the Repub-
lic of Serbia and a modern tax system which includes taxation of expenditures with va-
lue-added tax, corporate income taxation in line with international standards and income
taxation based on the gross salary concept has been completed30. In comparison with
neighbouring countries and the EU, the present level of tax rates in Serbia is competitive;
it stimulates FDI and dynamic economic growth, thus supporting the objectives of the 1st

Pillar one of the PRS31.

3.2.2. Successful introduction of the Value-Added Tax (VAT) in the year 2005 represented a
significant step towards improving the environment for achieving sustainable and dynam-
ic economic growth and development of entrepreneurship, key objectives of the 1st Pillar
of PRS, because the system of the sales tax has been replaced by an economically more
efficient system. However, from the standpoint of the PRS, there is a negative aspect of
introducing the VAT: consumption of ‘social’ goods (food items, medicines) that have not
been taxed by sales tax are now being taxed by reduced rate in the VAT system, thus addi-
tionally burdening the budgets of vulnerable population groups. This kind of taxation of
the above mentioned goods is justifiable from the point of taxation efficiency, and poten-
tial alleviation of the consequences of this kind of taxation could be achieved by increased
transfers from the budget to the most vulnerable population groups.
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Ministry of Finance of the Republic of Serbia.

30 System reform which is yet to be done is the eventual replacement of a cedular income tax system with a synthetic one,
provided that the necessary preconditions for successful introduction of the synthetic system are created.

31 Dynamic economic growth and development represent PRS Pillar 1 objectives
32 Source: Ministry of Finance 
33 Calculated by using OECD method, as a total amount of taxes and contributions in relation to total employer’s expenditure
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3.2.3. In the year 2006, a decrease in direct income tax rates has continued, with the aim of
achieving an economically more efficient tax system, able to support economic growth
and objectives of the 1st Pillar of the PRS to a greater degree. In that way, the average fis-
cal burden of employees’ salaries has been reduced from 73% to 62% of net salary34.
Likewise, newly introduced tax exemptions for employment of vulnerable unemployed
population groups (young, invalids, transition losers) support the realization of objec-
tives of the 2nd and 3rd Pillar of the PRS35.

3.2.4. The Law on Financing Local Self-Governments, adopted in 2006, established an exact
and predictable system of transferring funds to local self-governments and enabled local
authorities to conduct services falling within their competency in a more efficient man-
ner. From the standpoint of the PRS, the most important element of this law is the intro-
duction of the ‘equalizing transfer’ which should earmark additional transfer funds from
the republic budget to small and underdeveloped municipalities in Serbia that have so far
has received less transfers per capita than most other municipalities. Since a significant
portion of vulnerable population around the poverty line is concentrated in underdevelo-
ped municipalities, these transfer assets should make possible the definition and imple-
mentation of wider local development and poverty reduction strategies and more effi-
cient realization of objectives of the PRS.  Also, adoption of the Law on Public Debt in
the year 2005 enabled local self-governments to incur long-term debts for the purpose of
infrastructural investments.

Public Expenditures in the Republic of Serbia from the Standpoint of the PRS

3.2.5. In April 2006, a detailed analysis of projects and central government expenditures (Re-
public Budget and compulsory social insurance organizations) from the standpoint of the
PRS has been made, in order to determine the percentage of public expenditures which
supports realization of PRS objectives. Based on results of this analysis, total expen-
ditures of the consolidated state sector36 which support PRS objectives37 have been esti-
mated.
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34 Alongside the tax cut, efforts have been made to try to dampen the regressive nature of fiscal burden on wages in the
Republic of Serbia.

35 Prevention of new poverty is captured under PRS Pillar 2 objectives. Efficiently dealing with existing poverty and vulnera-
ble groups are the objectives of PRS Pillar 3

36 Foreign aid and donations realized parallel to the republic budget and local self-governments’ budgets have not been includ-
ed in expenditures of the consolidated state sector.

37 Dynamic economic growth and development represent PRS Pillar 1 objectives, while prevention of new poverty is captured
under PRS Pillar 2 objectives. Efficiently dealing with existing poverty and vulnerable groups are the objectives of PRS Pillar 3.

38 Source: Revised Memorandum on Budget and Economic and Fiscal Policy for 2007 with Projections for 2008 and 2009



3.2.6. It can be noticed that the share of public expenditures which supports the achievement of
objectives of the First PRS Pillar has been constantly rising over the years. Namely, by
rationalizing the state administration and decreasing non-discretionary spending, public
resources have been freed for increasing public investments has been opened, thus creat-
ing preconditions for faster economic growth and supporting the objectives of the First
PRS Pillar. Due to planned realization of the NIP, continuation and acceleration of this
trend is expected.

3.2.7. A modest growth of expenditures of the Second PRS Pillar over the years comes as an
effect of transition acceleration and restructuring process, which demanded additional
assets to provide for redundant workers in the social and public sector. 

3.2.8. In spite of the expected lowering of the poverty level, due to planned greater scope and
more significant social welfare funds in the years to come, significant expenditure
reduction of the Third PRS Pillar cannot be expected in the forthcoming period. In
order to identify risks and challenges in the realization of planned PRS expenditures
from Table 3.2.5, it is necessary to analyse planned public expenditures in the forthcom-
ing period in more detail.

3.2.9. A planned decrease in the share of public expenditures in GDP primarily stems from
of the rationalization of the public administration, especially in the sectors of general
public affairs, health and national security. This rationalization opens the room for in-
creasing public expenditures and raising the quality of services in some other areas, such
as education. Planned realization of the NIP shall make possible more significant scope
of public investments in the forthcoming period, which should support economic growth
and a more balanced regional development.

3.2.10. The World Bank identified Family Material Support („Materijalno obezbedjenje
porodice“ - MOP) as the most efficient social welfare programme in the Republic
of Serbia and suggested increased reliance on this programme as a priority in the forth-
coming period, as opposed to other untargeted and inefficient social welfare forms in
Serbia. However, due to the poor current coverage with this programme (only 3% of
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poor families in the year 2005) and low level of compensation, in order to implement
more efficiently the objectives of the Third PRS Pillar, an increased amount of social
welfare funds will be necessary in the forthcoming period, together with the rationali-
zation in the social welfare sector.

3.2.11. Although the pension system is part of the social insurance system, not social welfare,
state pensions are of great importance for Third PRS Pillar, because more than one half
of households that receive them are socially vulnerable. Planned decrease in the share
of pensions in the public expenditures in the forthcoming period, in spite of demograph-
ic ageing of the population, comes as an effect of changes to the Law on Pension and
Invalid Insurance, adopted in the year 2005. It is expected that the share of average net
pension in the average net salary (65,8% in 2005 and 64.7% in year 2006) is for the first
time going to be less than 60% in the year 2007. Also, strict indexation of pensions
based only on the costs of living, would lower this rate to 50% in the year 2010 that is
40% around the year 2015. This development would endanger a significant part of the
elderly population in the Republic of Serbia. For that reason, the presumption of sus-
tainable decrease in public expenditures for pensions is the greatest unknown fact when
it comes to planned public medium-term expenditures.

Implications of Fiscal Balance to PRS

3.2.12. The position of public finances in Serbia has been significantly strengthened in the last
six years: big fiscal deficits from the beginning of transition period have been trans-
formed into surpluses, while total share of state sector in Serbian economy has been de-
creased - thus opening the way to a stronger growth of private entrepreneurship40. Eco-
nomic structures of public revenues and expenditures have also become better: scope of
economically inefficient expenditures, like subsidies, has been lowered, while the share
of economically more efficient indirect taxes in public revenues has been increased. The
level of foreign public debt has decreased drastically - from 78% of GDP in the year
2001, to 25% of GDP by the end of the year 2006. Realized fiscal results and plans for
the period to come significantly exceed minimum medium-term fiscal results identified
in the PRS.
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duction of National Investment Plan.

41 Source: Revised Memorandum on Budget and Economic and Fiscal Policy for 2007 with Projections for 2008 and 2009



Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

To establish a management framework capable of supporting more responsible
management of public finances, incorporating the performance dimension
to public programmes and be results and objectives driven. 
Sustain achieved fiscal stability - especially on the level of the republic
budget - which is of key importance for the continuation of the PRS implementation.
From the aspect of fiscal planning, beginning of new and the expansion of existing
projects, within Pillars Two and Three of the PRS, represents discretional public
expenditures, which are the first to be targeted in the case of fiscal instability
and lack of revenues. 
The challenge in the year 2007 will be a significant loss of revenues based on
decreased fiscal burdening of the salaries, in parallel with an increase in legal
scope of transfer funds to local self-governments and AP Vojvodina.

M I D - T E R M  P R I O R I T I E S

Incorporate the extent and scope of National Investment Plan expenditures
into a sustainable macroeconomic and fiscal environment. 
Finance the socially acceptable level of pension insurance and social protection
in the Republic of Serbia.
Establish enhanced system of the public expenditure management with dominant
role of the systems for planning and control of public expenditure and evaluation
of all expenses related to the Government policies including the PRS.
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3.3. Transition to a Market Economy: 
Building Strong Public Institutions

3.3.1. The new Constitution of the Republic of Serbia was ratified in the referendum held in
October 2006. In the context of this section of the Report, the Constitution has introduced
a number of novelties, primarily in view of regulating the issues of courts, selection of
judges, status and authorities of the High Judicial Council, and territorial regulations -
primarily the local government. 

3.3.2. Having welcomed the fact that a new constitution in the Republic of Serbia has finally
been adopted, the European Commission for Democracy through Law (Venice Commi-
ssion) indicated in its opinion issued on the Constitution of the Republic of Serbia that
there are gaps regarding the procedures for adopting and amending the wording of the
Constitution, the position of representatives, the role of the National Assembly in judicia-
ry appointments, as well as the complexity of regulations relating to territorial organiza-
tion. With regards to this opinion, the special attention should be paid in the following
period to the legislation stipulating these issues in compliance with the Constitution. 

3.3.3. The adoption of the new Constitution resulted in the demand for the prompt (by the end
of 2007 if possible) adoption of some new and revision of some of the existing system-
atic laws relevant for this Report - e.g. legislation related to the territorial organization,
local self-government, local elections, status of the capital city, ombudsman for citizens,
citizens rights to be informed, courts and judges, public prosecutors42. System legislation
regarding territorial organization and local self-government as well as the legislation
regulating local elections and status of the capital city will be fully aligned with the
Constitution of the Republic of Serbia43. According to the Article 5 of the Constitutional
Law for the Implementation of the Constitution of the Republic of Serbia, the Amend-
ments to the Ombudsman for Citizens was adopted44.

3.3.4. The implementation of the Public Administration Reform Strategy - phase 2 continued
in 2006, aiming at: creating a better institutional environment and framework for policy
coordination supporting the Strategy implementation; raising the awareness of civil ser-
vants and a wider public awareness regarding the priorities and advantages of the public
administration reform; securing management and organizational development through
analyses and recommendations and support to the development of administrative districts.

3.3.5. In December 2005 the Department for Monitoring and International Cooperation
was established within the General Secretariat of the Government, tasked, among other
things, to coordinate the development of the Annual Work Programme and the Report on
the Work of the Government. The Work Programme for 2006 was prepared, as well as
the Report on the Work of the Government for 2005, according to the Instructions for the
Preparation of the Annual Work Programme and the Report on the Work of the Govern-
ment. 

3.3.6. Towards the end of June 2005, the Twinning Project lasting for 2 years was initiated in
the General Secretariat of the Government, financed by the European Union (France
and Lithuania as partners in the Project). The Project should support the strengthening of
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capacities for enhancing the Government decision making process, establishment of the
direct links between policy priorities and budget as well as upgrading the quality of laws
and other regulations. The project produced a Report on the Situation Analysis with Re-
commendations (Blue print), resulting from the assessment of the current organisation,
with recommendations for strengthening functions of strategic planning, monitoring and
evaluation of the work of the Government, as well as the policy coordination and deci-
sion-making processes.

3.3.7. The Law on Public Administration, pursuant to the Public Administration Reform
Strategy recommendations, came into effect in 2005. After the referendum for independ-
ency of Montenegro held in May 2006, and the dissolution of the state union of Serbia
and Montenegro, a number of public administration institutions and bodies were trans-
ferred from the federal level to the level of the Republic of Serbia. For example, togeth-
er with a dozen of other renamed bodies and institutions established by the Govern-
ment45, the new Office for Human and Minority Rights was established (instead of the
previous Ministry for Human and Minority Rights). However, due to the lack of the par-
liamentary majority needed to pass the amendments to the Law on Ministries, the
Ministry of Defence and the Ministry of Foreign Affairs operated without a legal basis in
the period from June 2006 to May 2007.

3.3.8. The Law on Civil Servants46 came into effect on 1 July, 2006. This law should ensure
employment and promotion of civil servants on the basis of their performance, i.e. it
will lead to creation of a state administration in which the principles of professional-
ism and depolitisation are be strengthened. The Law distinguishes between civil ser-
vants, whose jobs are related to the scope of work of state institutions, and employees
who are entrusted with supporting and technical jobs. During 2005 and 2006 the
Government of Serbia passed a number of by-laws47 in order to enable the implemen-
tation of the Law on Civil Servants and all the state administration bodies were requi-
red to adopt new Rulebooks on Internal Organization and Systematization of Jobs, en-
tailing new job descriptions and thereon classification of jobs related to specific tasks
and not individuals.

3.3.9. The same Law provided for the establishment of the High Commissioner Council, a
body tasked with: defining the level of professionalism, knowledge and skills evaluated
in the course of engaging new employees, stipulating the methodology of their testing
and criteria for their appointment, as well as elaboration of the code of conduct for civil
servants. The Council comprises nine members appointed by the Government for the pe-
riod of 6 years - four of them are experts in the fields related to the work of state admi-
nistration and five are civil servants. The Council was established in May 2006.

3.3.10. By the Government Decree48 and with a view to improve human resource management
the Human Resources Department was established. The Department performs all
tasks related to human resource management: among other activities it publishes and
conducts the internal and external recruitment procedures for filling in senior and
executive posts, prepares and monitors proper implementation of HR plans, provides
expert assistance to administrative bodies related to HR management and internal orga-
nisation, maintains Central Human Resources Registries on civil servants and employ-
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47 More information available on the website of the Human resource management office (www.suk.sr.gov.yu).
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ees, assists civil servants in issues related to their deployment and their work in project
groups and assist the administrative bodies in recruitment procedures, prepares draft
proposals for general professional advancement training programme of civil servants
and organizes trainings in line with the adopted curricula. 

3.3.11. Article 180 of the Law on Civil servants stipulates that public recruitment processes
for senior employees should be finalized by July 1, 2007. The National Assembly of the
Republic of Serbia adopted the Amendments to the Law on Civil Servants49 establish-
ing May 31, 2008 as the new deadline for the public recruitment processes for the sen-
ior employees. 

3.3.12. With a view to professional advancement of civil servants, 41 training sessions for
employees in the public administration sector were attended by 1,358 civil servants, and
was organised in the period from May ‘06 - December ‘06. Special attention was paid
to trainings for the implementation of regulations (Law on Civil Servants, Decree on
Preparation of HR Plan in Public Administration, Decree Conducting Internal and
Public Recruitment of Posts in Public Administration and the Decree on Appraisal of
Civil Servants), capacity building for categorization and systematisation of job posts
and trainings for human resources management. 

3.3.13. The Law on the Salaries of Civil Servants and Employees50 came into effect on 1
January 2007.  The starting point of the Law is that a salary being the fundamental
employment right should reflect both the complexity and level of responsibility of the
tasks performed (as per the new concept of posts linked to jobs and not to individuals),
as well as the work performance (as per the concept of job promotion). The Law regu-
lates all types of remuneration (salaries, benefits and other receipts) of civil servants and
employees51.

3.3.14. The Anti-corruption Council continued working in 2006 dealing with privatization,
granting the use of radio and TV frequencies, liquidation and commercial courts,
National investment plan, etc. Most of the citizens’ petitions were related to privatiza-
tion (35%) and liquidation (36%). In the report for 200652 the Council gives disturbing
information that in the course of that year they did not have a single meeting with the
Government of Serbia which means that the Council had no information whether the
Government was considering the Council’s reports.

3.3.15. The Draft Law on the Anti-corruption Agency was adopted in October 2006. The
Agency should be an independent and autonomous body accountable to the National
Assembly. It is tasked with: monitoring of the Anti-corruption Strategy implementation,
conflict of interest resolution and maintenance of the registry of political appointees and
their property, issues related to financing of political parties, on civil servants and
employees, deals with petitions related to the corruption, etc. The Law envisages clos-
ing down of the Republic Board for Resolving on Conflicts of Interest. 
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50 Official Gazette of the Republic of Serbia, No 62/06, 63/06 – correction.
51 The salary of civil servants and employees consists of two elements: the base salary and the allowances. The novelty intro-

duced by the Law relates to the coefficients calculation: for salaries of civil servants deployed at higher level it is determined
by the salary category of the position and for the executive level it is defined by the salary group of the salary category of
the job post. The positions are categorized into salary categories ranging from 1 to 5, while the executive posts are catego-
rized into salary categories ranging from 6 up to 13. The base salaries of staff are also categorized into salary categories –
a total of six. 

52 More information on the website of Anti-Corruption Council www.antikorupcija-savet.sr.gov.yu.



3.3.16. The Serbian European Integration Office (SEIO) initiated the project „Strengthening
of Institutional Capacities in the Process of European Integrations“.  The analysis
of institutional capacities of the state administration bodies was conducted within the
framework of this project and the capacity building needs identified for civil servants in
the process of EU integration. The plan of training has been prepared and implemented
since December 2006. Within the same framework an Action plan for strengthening the
institutional capacity of the Republic of Serbia for EU the integration process has been
developed. The Action plan identifies the following institutional priorities in the field of
state administration: strengthening the Serbian European Integration Office, reinforce-
ment of EI units in the line ministries, special organizations and other Government insti-
tutions and finally improvement of the cooperation between various structures in charge
of EU integration. Other priorities are related to the strengthening of institutional capac-
ities of services dealing with the civil servant system. Finally, institutional priorities
related to the judiciary system require full implementation of legal provision on the
organisation of courts, implementation of the anti-corruption strategy, strengthening of
the autonomous prosecutors and improvement of the jail conditions and training of the
staff working in juvenile delinquent homes. The Public administration reform and the
Judiciary reform both represent key priorities of the European partnership from 200653.

3.3.17. In order to ensure a more successful and efficient implementation of the reforms, the
Government launched the initiative to implement the project: Towards a More Effi-
cient Implementation of Reforms, the so-called Joint Project54 in January 2005. The
project aims to enhance the capacities of the line ministries for annual operational pla-
nning (GOP) as well as medium term planning that links strategic goals with available
resources and clear indicators for monitoring the realization and impact of Government
policies. This will provide conditions for an improved system for objective based pla-
nning and budgeting and results based monitoring and reporting.  In 2006 six line mini-
stries prepared the GOP for 2007 and four out of these prepared the budgets for 2007
based on programmatic classification. These plans were used as a basis for the prepara-
tion of the Annual Work Programme of the Government and for the „Needs assessment
of the Republic of Serbia for international assistance in the period 2007-2009“. More
than 200 civil servants have been trained in implementing the new planning methodol-
ogy. It is intended that all line ministries use the new methodology and prepare their
GOP for 2009.             

3.3.8. In 2006 two independent institutions established in 2004, continued with their work -
Republic Board for Resolving on Conflicts of Interest and Commissioner for Infor-
mation of Public Importance55- their mandate is partially or fully linked with the mon-
itoring and control of the work of state institutions. While the Republic board will be
closed down upon passing of the Law on Anti-corruption Agency, as mentioned above,
the Constitutional Law envisages revision of legislation on public information acce-
ssibility and selection of the Commissioner at the first session of the National Assembly
of the Republic of Serbia after the elections. 
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54 The implementation of pilot projects was initiated by the Deputy Prime Minister’s PRS Implementation Focal Point, the
Serbian European Integration Office, the General Secretariat of the Government, Ministry of Finance, Ministry of
International Economic Relations and the Ministry of Public Administration and Local Self-Governments. The line ministries
involved in the project as of 2005: Ministry of Health, Ministry of Trade, Tourism and Services, Ministry of Economy, Ministry
of Labor, Employment and Social Policy; Ministry for Capital Investments and Ministry of Education and Sports have been
working on annual operational planning as of 2006. 

55 For more information see: www.poverenik.org.yu 



3.3.19. The adopted Law on Ombudsman for Citizens and the Law on State Audit Institu-
tion has not been fully implemented56. The deadline for the selection of the Ombudsman,
tasked to defend citizens’ rights and control the work of the state administration institu-
tions as an independent state institution, was in March 2006. The Supreme state audit
institution is expected to perform wide range of auditing the work of state institutions,
local self-governments, and political parties, and to a certain degree even individuals.
This institution should have been established by May 2006 at the latest. The Amend-
ment to the Law on Ombudsman for Citizens was adopted, aligned with the Consti-
tution of the Republic of Serbia. National Assembly of the Republic of Serbia passed the
Decision on the selection of the Ombudsman for Citizens on June 29, 2007.

3.3.20. The draft/final model of the Anti-discrimination Law57 has been drafted, which is of
great importance for the human rights aspect and represent a main anti-discrimination
law. 

3.3.21. Towards the end of 2005, the airport-based Readmission Office was established and the
Draft Strategy for Reintegration of Returnees was developed based on the readmission
agreement58. The airport office, which was established in order to provide the returnees
with the most important information immediately upon returning to the country, was
planned to comprise a legal expert  and a social worker, who are to inform the returnees
of their rights in regard to the legal and social systems and ways to get engaged in soci-
ety. In the course of 2006, 375 returnees arrived to the country through Nikola Tesla air-
port, 150 arriving in March alone. It is interesting that only 30% of returnees seek assis-
tance with the airport office, which indicates an unfavourable position of the office
which is located in the transit area, wherefore returnees are not able to return to the
Readmission office once they have checked in at the passport control office. The high-
est number of returnees comes from Germany, and 61% are from Central Serbia by ori-
gin, 21% from Kosovo and Metohija, 18% from the territory of AP Vojvodina. There are
more men (71%) among returnees than women (29%). Children account for as much as
26% of returnees and, according to ethnical structure, Roma account for the highest
number of returnees (59%), then Serbs (13%), Albanians (13%) and representatives of
other nations and ethnic minorities59. Furthermore, the Manual for Acting within the
Integration of Returnees60 and the Brochure for Returnees upon Readmission61.

3.3.22. The Fund for the Development of the Non-Profit Sector in the Autonomous Province
of Vojvodina continued to provide support throughout 2006 to civil society organiza-
tions. Since it was established in 2003, four competitions have been organized and over
126 projects submitted by citizen associations at the territory of AP Vojvodina. They
have been implemented in the area of employment, civil society promotion and civil
rights affirmation, as well as the implementation of activities envisaged in the Action
Plan for Youth Policy in Vojvodina62. 

3.3.23. In July 2006 the Government adopted the Draft Law on Ombudsman for Children,
envisaging that this should be an independent state institution in charge of protecting
and promoting the children rights. The Law is currently in the parliamentary procedure. 
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3.3.24. As mentioned above the new Constitution of the Republic of Serbia envisages a number
of improvements in regulation of courts and the selection of judges. The Constitution
specifies the establishment of High Judiciary Council (further referred to as Council)
as an independent and autonomous body that provides and guarantees independence of
courts and judges. According to the Venice commission, the fact that the National
Assembly plays a crucial role in the selection of the Council members could represent a
threat in the sense that political parties could control the courts. Bearing this in mind,
special consideration should be given to the process of selection of the Council members.
The public attention was drawn by the Constitutional solutions regarding the election and
re-election of judges that can have a negative influence on the independence of courts,
in spite of the fact that it can be interpreted as a means of lustration in courts.

3.3.25. The National Strategy of Judiciary Reform, adopted in May 2006 by the National
Assembly, is aimed at establishing the rule of law and legal security, and regaining the
public confidence in the judiciary system through the principals of independence, trans-
parency, accountability and efficiency. The Strategy foresees a standardized system of
education and professional development for court functionaries stipulated by the Law
on Training of Judges, Public Prosecutors, Deputy Public Prosecutors and Judge and
Prosecutor Assistants63 that was adopted in mid 2006. The Law provides preconditions
for organised obtaining and improving of theoretical and practical skills and knowledge
needed for independent, expert and efficient performance of the court functions. The
mandatory training for the newly elected judges, judge and prosecutors assistants has
been introduced, which was not the practise so far. The training program is prepared and
the training delivered by the Judiciary Centre for Training and Professional Advance-
ment, but the Strategy foresees establishment of the National Institute for Judiciary
Training by 2008. The institute will provide a standardized elementary and constant
multi-level professional development training system for judiciary employees.   

3.3.26. With the support of the Programme for the Reform of the Court Administration of
the Commercial Courts in the Republic of Serbia64 the Commercial Court in Belgrade
and Novi Sad started using the software for the full processing of cases (ABP). This
enables direct access to all the necessary information follow up of individual suit sta-
tus. The aim is to lessen any delays in settling the suit, improve the transparency of the
work of courts and considerably reduce the opportunities for negligence and corruption.
This would lead to increased public confidence in the judiciary system providing better
conditions for foreign and domestic investments.  

3.3.27. The Law on the Organisation of Courts65, adopted in 2001, introduced the Administrat-
ive Court and the Appellate Court to the judiciary system. These courts should have
become functional on January 1, 2007. Nevertheless, due to the fact that required condi-
tions were not provided in 2006, the Government of Serbia submitted in July 2006 the
Draft Amendments of the Law on the Organization of Courts to the National Assembly
of the Republic of Serbia delaying the deadline for the establishment of the courts until
September 2007. The abovementioned Draft Amendments were withdrawn from the par-
liamentary procedure66, and in accordance with the Article 6, paragraph 1. and 2. of the
Constitutional Law of the Republic of Serbia67, courts continue with their work until the
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legislation stipulating their organization and competencies are aligned with the Consti-
tution. The courts that have not started working until the Constitutional Law came into
force will start with their work in accordance with the above mentioned legislation. The
new Law on the Organization of Courts is expected by the end of 2007 and the beginning
of the work of the Administrative and Appellate Court by the beginning of 2009.  This
delay had a negative effect on efficiency of the court proceedings, in particular of the
Supreme Court of Serbia, which is additionally burdened with 4300 cases from the Court
of Serbia and Montenegro that ceased to exist.   

3.3.28. Legal assistance is a means of providing efficient access to justice for all, which rep-
resents one of the human rights and as such is being carefully protected in the practice
of the European court for human rights. The national Strategy for judiciary reform sets
provision of legal assistance in civil and criminal proceedings according to clearly set
criteria of the financial capacity of the client, as one of its main long-term objectives
(2010-2011). In the meantime the comprehensive legislation on legal assistance was not
adopted, in spite of the fact that the respective specialized organisations have designed
models of such legislation. In September 2006, the Secretariat for the Implementation
of the Strategy published a comparative legal analysis of the institute of legal assistance
with an overview of international legal sources and current legal practise in Serbia. 

3.3.29. Aiming to provide access to justice for the poor, the Ministry of justice, in cooperation
with the UNDP, launched the project „Establishment of Effective and Sustainable
System of Free Legal Assistance in the Republic of Serbia“68. The projects objective
is to establish an effective and economically available system of legal assistance, finan-
ced and managed by the state, for those who can not afford to pay for legal services. 

3.3.30. The European Commission annual report for 2006 on the progress of the Republic of
Serbia in the process of stabilisation and association points out that the level of the
judiciary system efficiency is not satisfactory - above all in civil court. The listed cau-
ses were: lack of sufficient financial resources and limited judiciary capacities.  

3.3.31. The data related to the average duration of the law suits for some specific suit - e.g. pro-
nouncing of measures for the fight against domestic violence69- show that decisive and
concrete measures have to be taken in the following period in order to improve the effi-
ciency and effectiveness of judicial proceedings. 

3.3.32. The data related to the Public Prosecutor’s Office70 are more satisfactory, where in more
than half of the cases the time elapsed from the moment when the criminal charges have
been filed until the moment the charges are finally brought, is not longer than three
months, and in almost 75% of cases it is not longer than 6 months. 

3.3.33. The most important event in 2006 in the domain of local self-government was the adop-
tion of the Law on Financing Local Self-governments71, which came into force at the
beginning of 2007. The new system of financing of local self-governments requires: sta-
bile transfer limits linked to the GDP percentage, thus providing financial predictabili-
ty in the following couple of years; fair distribution of revenues, as a direct support to
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the small and undeveloped municipalities; defining property taxes as a basic source of
revenue for the local self-government; establishment of the Commission for financing
local self-government, the first consultative body that comprises of representatives from
both central and local government level. The consultative process of the preparation of
this Law - where the Ministry of finance worked together with the Standing Conference
of Towns and Municipalities, the national associations of local self-governments - can
be taken as a model case on how reform oriented strategies and regulations should be
prepared.    

3.3.34. On the other hand the new Constitution and the Constitutional Law require revision and
alignment of all systematic laws in this field - laws on territorial organization, local
self-government, local elections and the capital city. Two additional regulations should
be added to this list - regulations on the local self-government property and the position
of local employees. These regulations were awaiting adoption in the Assembly even
before the Constitution was ratified. 

3.3.35. The Ministry for Public Administration and Local Self-government has initiated the fol-
lowing projects „Support for drafting of the Law on Local employees“, „Support to the
establishment of Ombudsman office, as a special support to the work of local self-gov-
ernment administration“ and „Engagement of experts in order to conduct training for
the classification of job posts“. Unfortunately these projects have so far not resulted in
development of relevant regulations.  

3.3.36. Preparations for decentralisation i.e. the transfer of competencies in three important
areas: education, primary health care and social welfare protection were conducted dur-
ing the period covered by this Report. Since the beginning of 2007 towns and munici-
palities have taken over the right to establish institutions in these areas. However there
is still a considerable influence of the central level predominantly through mandatory
approval for nomination of the directors of these institutions and providing financing of
the staff salaries.

3.3.37. Finally, the Government of Serbia passed the Draft Law on Territorial Organization
in December 2006, giving the town status to 12 municipalities. In January 2007 the
same Law was amended giving the town status to another 3 municipalities. However,
the public experts stress that these two Laws together with other legislation related to
the local self-government should not be passed by the National Assembly before a clear
and comprehensive decentralization strategy is designed, giving guidance as to what is
to be the desired system of local self-government - in particular the number of levels
and types of local self-governments - aligned with the European standards in the same
area. It is worth mentioning that Serbia is one of the five member countries that have
not ratified European Charter on Local Self-government, the most important European
document in this area.  In May 2007 by the Government Conclusion the Draft Law on
Territorial Organization of the Republic of Serbia was withdrawn from the parlia-
mentary procedure. It is worth mentioning that the Republic of Serbia is one of five
member countries of the Council of Europe that have not ratified European Charter of
Local Self government, the most important European document in this field. The Law
on Ratification of the European Charter of Local Self - government, as the most impor-
tant European document in this field, is in the parliamentary procedure and is expected
to be adopted by July 2007. 
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Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Harmonize legislation with the provisions of the new Constitution
- primarily in the field of justice and territorial organization 
- and find legal solutions to overcome possible deficiencies. 
Strengthen the existing independent institutions for monitoring and control
of public administration institutions and establish new institutions 
(primarily the Ombudsman for Citizens and Supreme State Audit Institution) 
Develop management and strategic planning skills. Advocate for active
cooperation between various ministries and various cross-sector projects
with emphasis on the clearly defined analysis of achieved outcomes. A rigid and
strictly sector-based distribution of work is predominant, resulting in overlapping
and inefficient usage of resources. Furthermore, the quality control is quite weak
and formal and there is no cost-benefit analysis (analysis of costs in regard
to the achieved impact) based on ex-ante defined objectives and priorities. 
Strengthen institutional capacities for the EU integration process, especially
within the line ministries and other state institutions and offices. Special attention
should be paid to the principles of the European partnership in the field of public
administration and judiciary.
Adopt the Law on Associations.

M I D - T E R M  P R I O R I T I E S

Continue reforms in areas of public administration, judiciary and anti-corruption
and the start up of the comprehensive local self-government reform. It is essential
that all legislation deriving from the adopted reform strategies are passed and that
they provide conditions for full implementation of the existing legislation
(primarily Law on Civil Servants, Amendments to the Law on Civil Servants and
Draft Amendments to the Law on Organisations of Courts). Special attention has to
be given to the efficiency and effectiveness of the judiciary system and equal
access to justice for all. 
Improve central policy coordination and coordination of activities at the central
Government level and between different levels of governance and application of
appropriate mechanisms for consultation of relevant stakeholders in the process
of designing and implementing reform related strategies and regulations.
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3.4. Transition to a Market Economy: Establishing
„Conditions for Private Sector Development“ 

Progress in Transforming the Serbian Economy

3.4.1. Transition, to a large de-
gree, represents the dere-
gulation of the economy
and the transformation
from the state-owned and
state-planned economy to
the privately-owned eco-
nomy. This process how-
ever depends critically on
many aspects beyond
simple privatization, such
as zoning and construc-
tion regulations, taxation
policy, labour regula-
tions, removing the obsta-
cles for foreign trade and
investments, develop-
ment of sound financial
system, development of infrastructure, modern educational system etc. A significant
progress in all of these and other fields is needed if the creation of sound, prosperous and
dynamic economy is wanted.

3.4.2. Serbian transition is to a large degree specific, taking into account the wars and the over-
all heritage of the 90’s In addition, the history prior to 1990 is very different from other
socialist countries. Although cross country comparisons are always biased to some de-
gree, it is valuable to look at how far the Republic of Serbia has gone in the past six years
and to compare that progress with other transition countries by using two generally
accepted sets of indicators - EBRD’s Transition Report and the World Bank’s Doing
Business Report.

3.4.3. Data from the EBRD Transition Report shows that the Republic of Serbia and other for-
mer Yugoslav republics had a much better Transition Score in 1989 than any other
region. Although the average score in South East Europe and Central East Europe coun-
tries has increased in the 1989-2000 period from 1.21 to 3.09, the Republic of Serbia has
actually experienced reduction in the score from 1.52 to 1.48 in the same period. In the
post 2000 period the Republic of Serbia has caught up with other transition countries:
while average growth in 2000-2006 has been from 3.09 to 3.6, the Republic of Serbia has
experienced growth from 1.48 to 2.7. The Republic of Serbia has been able to catch up
to some of Balkan countries (Bosnia and Herzegovina, Albania, Montenegro) in the post
2000 period, while candidate countries (Croatia and Macedonia) are still around half a
point away. New member states are full point away. It should be noted that this one point
is a lot on a scale where maximum difference is three points.
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3.4.4. Comparing the Republic of Serbia to the group of countries that joined the EU in 2004,
it can be concluded that the republic of Serbia is more than one point behind them on
almost every issue (the exceptions are small scale privatization and price liberalization).
The biggest problems are in the areas of competition policy, financial markets and infra-
structure regulation. Another way to look at the progress of Serbia is to compare it with
the score of other countries in 1997, in their seventh year of transition.
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3.4.5. The Republic of Serbia is better than former YU republics in 1997 but this is to be
expected since the whole region and especially Bosnia and Herzegovina and Croatia
was recovering after conflicts. Compared to other SEE countries at that time Serbia is
slightly in front. However, new member states were on average more than 0.6 points
ahead of Serbia.

3.4.6. Doing Business Report
which is being pro-
duced by the World
Bank does not allow for
the same kind of histor-
ical comparison. How-
ever, data from 2006 are
somewhat indicative. The Republic of Serbia is ranked better than former Yugoslav and
other SEE countries. However, it seems that more progress is needed before the
Republic of Serbia catches up with the new member states. It should be noted that the
high average score for new EU member states is driven by an exceptionally high score
for Baltic countries, so that the Republic of Serbia is actually comparable to the Czech
Republic (52), Slovenia (61), Hungary (66) or Poland (75).

Overview and Analysis of Changes in Strategic Frameworks

3.4.7. As regards to the seminal strategic documents, two strategies were passed in 2006: the
Strategy for Encouraging and Developing Foreign Investment and The 2006-2012
Serbian Economic Development Strategy. 

3.4.8. The Strategy for Encouraging and Developing Foreign Investment (adopted on 9th
March 2006) clearly and in detail explains the problem of insufficiently developed and
defined legal framework related to the foreign investors, and addresses actual laws and
articles of the laws that required amendments in order to improve the investment clima-
te in Serbia. In the areas that are still not legally regulated respective laws and bylaws
were suggested. The Action plan, as integral part of the Strategy, states precise deadli-
nes for adoption of the required legislation as well as other measures needed in order to
improve the condition in the above mentioned areas (corruption, definition of required
education profiles). The Strategy describes in detail introduction of the “One-stop
Shop“ primarily aiming at reducing the field of opportunities for corruption at national
and local level. 

3.4.9. The Strategy for Economic Growth of Serbia (adopted on November  9, 2006) cre-
ates the solid basis for the Government economic growth policies. The strategy defines
three fundamental development priorities: i) creation of investment ambiance to attract
foreign, primarily Greenfield investment; ii) development of infrastructure, i.e. trans-
port, energy and telecommunications networks; and iii) strengthening the connection
between education and the demands of the labour market. In late 2006, the Implemen-
tation Action Plan was adopted. 

3.4.10. The Draft Strategy for Steady Regional Development was developed in January
2007 and the Draft Law on the Support to Steady Regional Development has been pre-
pared and is awaiting formal approval. More information can be found in chapter on
Regional, Rural and Urban Aspects of Poverty. 
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Overview and Analysis of the Changes in Legal Framework

3.4.11. The new Constitution created a legal possibility for private ownership of urban con-
struction land, which was not the case before. New regulations concerning urban buil-
ding land will considerably increase the offer and, consequently, the competition on this
market, which used to be under the exclusive monopoly of the state. In addition, this
will lead to a significant development of the building sector and higher influx of FDI.
During 2006, the Strategy for Privatisation of Farmland and Construction Land
was produced and the Task Force is drawing up the text of the Law.

3.4.12. In the first half of 2006, significant progress was made in cooperation between The Re-
public of Serbia and the European Union. Negotiations concerning trade liberalisation
under the Stabilisation and Association Agreement finished in mid 2006. Liberalisation
of the import of oil derivatives remains an outstanding issue, though. Also, following
four rounds of negotiations, CEFTA was signed on 19 December 2006. It is expected to
enter force in the autumn 2007.

3.4.13. With a view to improving the business climate73 in Serbia, the following laws were
passed: the Law on the Market of Securities and Other Financial Instruments, the Law
on Company Takeovers, the Law on Investment Funds, Amendments to the Law on Fi-
nancial Leasing, Decision on the Establishment of Serbian Accreditation Body and the
Decision on the Establishment of the Institute of Standardisation.

3.4.14. Amendments to the Privatisation Law and the Bankruptcy Law allow for faster and
more efficient process of the restructuring of large state owned companies. The institu-
tion of debt write-off has been introduced (for the claims due by 31.12.2004) as a legal
obligation of state creditors. This increased the interest of foreign investors in privati-
sation in Serbia and improved its effects.

3.4.15. The following laws concerning creating conditions for economic growth74 were passed:
the Law on Special Authorisations Concerning Efficient Protection of Intellectual Pro-
perty Rights and the Law on Arbitrage. Based on the Law on Foreign Trade Operations,
regulations concerning anti-dumping measures, compensatory measures and safeguard
measures against excessive exports have been passed. In addition, the following docu-
ments have been prepared: the Draft Law on Industrial Parks, the Direct Investment
Bill, the Draft Law on Factoring, the Draft Law on Property and Other Real Rights, the
Draft Law on Building Land and Construction, the Draft Law on Denationalisation (in-
cluding privatisation of urban building land), the preliminary Draft Law on Space and
Urban Planning and a Model solution concerning work procedures of interconnected
institutions.

3.4.16. Although it was passed in 2005, the Law on Protection of Competition really came into
effect in 2006, when members of the Anti-Monopoly Commission were appointed.
With the establishment of the Commission for the Protection of Competition75, the Re-
public of Serbia started meeting the criteria of the European Commission regarding
competition protection. Effective application of the Law should be based on the com-
prehensive Government regulations that are still pending. Serbia still lacks bylaws that
represent the basis for effective implementation of this law as well as the amendments
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74 At the initiative of the Ministry of International Economic Relations
75 Envisaged under the Law on Competition Protection (Official Gazette of Republic of Serbia, No. 79/05, of 16 September

2005), and constituted by the election of its bodies on 3 April 2006, which was three months overdue. 



to the Law laying down the measures to be taken against the agreements that are
restricting competition. The amendments should also impede the abuse of the domi-
nant position in all cases where competition is threatened. The Government passed a
Regulation on the relevant market criteria assessment and the Regulation on the con-
tent and manner of submitting application to obtain authorisation for merger (concen-
tration). The Commission lacks financial resources and its statutory authorities are so
broad that instead of focusing on important issues of competition protection at a broad-
er level, it risks spending significant resources on numerous cases of marginal impor-
tance.

3.4.17. A new Law on Mortgage was adopted in 2006. It introduces certain useful novelties
but also gives rise to dilemmas that need to be clarified. The Law introduced possibili-
ty to use „the right to land“ as security/subject of mortgage in cases where the land is
of free legal disposal to the borrower i.e. the right of construction, pre-emptive right of
construction, or disposal in state/social ownership. This gives a significant flexibility
and extends the possibility of financing on the basis and rights related to real property
owned by a natural or a legal person. However, although this idea is good, it will be
difficult to implement in practice. Namely, the Law provides for a new legal form as a
basis for mortgage: not the right of ownership, but the right of construction or the right
to pre-emptive construction. Therefore, it is the right to create something in the future.
This provision is correct in as much as these rights have a certain value that may be con-
verted into financial parameters. The problem is that mortgage is levied on real estate
and not on rights. Therefore, this relevant new element of the Law is difficult to apply
in practice on the basis of other regulations stipulated for by the Law. Even though this
idea is good per se, it should be realized in some form of securities or derivatives based
on the future construction of real estate.

Economic Growth and Structure of Economy

3.4.18. According to the official
statistics, the economic
growth expressed through
the estimated growth of
real GDP was 5.7% in
2006. This was in accor-
dance with the foundations
and the objectives of the
strategy, which had pro-
jected the economic growth
rate at 4-5%. In 2004 GDP
reached 8.4%, whilst it was
6.2% in 2005. The appar-
ently slower growth of
GDP was most likely the
result of the suspended in-
crease in the VAT tax cre-
dit, so the tax minus subsidies component of GDP underperformed in 200676. If value
added tax is used as an indicator of economic development, its growth can be observed,
as it reached 5.5% and 6.5% rates in 2005 and 2006, respectively. This leads to the con-
clusion that the economic growth was faster in comparison to 2005 (Graph 3.4.c).
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3.4.19. The economic growth was primarily due to the increase in productivity caused by
improved organisational processes and greater investment in capital assets, rather than
by increased employment, which is why the relation between economic growth and
employment is different from the one envisaged in the Strategy. Economic development
caused the growth of salaries and salary mass, resulting in the increase in tax collection
and social contributions in 2006, and consequently creating bigger opportunities for
implementing policies aimed at redistribution. 

3.4.20. The growth was fuelled by strong domestic demand and increased export - rough
estimates indicate that about two thirds of growth is due to domestic demand and about
a third due to increase in exports.

3.4.21. The structure of the economy has been changing rapidly, with the services sector
reaching almost 63% of GDP in 2006, with strongest growths in trade, transportation,
telecommunications and financial intermediation.

3.4.22. The share of individual sectors in the economic growth is observed as the share of
all sectors in the growth of non-agricultural Gross Value Added (GVA), making just
under three-quarters of GDP (Tables 3.4.22. and 3.4.24.). 
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to opt more for cash payback. Since cash flow method is used, the performance of VAT in the first year apparently looked
better than it actually was, while in the second year it looked worse than it was. If accrual method is used for measuring
VAT performance, we see that the difference in VAT performance in the first and second year is very small. See Quarterly
Monitor of Economic Trends and Policies, issue 7, published by FREN (www.fren.org.yu) for detailed analysis of this issue.



3.4.23. The sector of Transport, warehousing and connections, led by the excellent perform-
ance of the telecommunications sector, had the largest share in the economic growth in
2006. Although this sector had a share in the non-agricultural GVA of about one-quar-
ter, it was responsible for nearly a half of its total growth (Table 10). Also, the sector of
Retail and wholesale trade and Financial intermediation have made a significant con-
tribution to the growth. The share of Processing industry in the non-agricultural GVA
was about one-fifth and, unlike the year before, it contributed significantly to the total
growth. On the other hand, the share of the sector Other services, including public
administration, health, education, utility services etc, was negative in 2006. 

3.4.24. As discussed earlier, the data clearly indicate (Table 3.4.24. and 3.4.25.) that the sector
of services contributed significantly to Serbia’s economic growth despite that Serbian
public still pays great attention to the industrial production. During the 1990s, a consid-
erable portion of industrial production that used to be the carrier of Serbia’s economic
growth (textile industry, automotive industry, engineering, etc.) was shattered by inter-
national sanctions and isolation. In the same period, there were global changes in the
international distribution of labour (Asian countries, especially China, became leaders
in the industrial production in the aforementioned branches of industry). 

3.4.25. Research conducted by Centre for Advanced Economic Studies (CEVES) and FREN80

found that various service providers in Belgrade (small and medium enterprises, not
including state-owned companies) generated about 11% of Serbian GDP. What was par-
ticularly important was that these companies recorded high productivity - about twice
as high as the average of the total domestic economy. The productivity of the informa-
tion and communication technology (ICT) companies and engineering companies was
three times as high as the overall domestic economy average. 
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3.4.26. A comparative analysis of the performance ratio of private enterprises to the rest
of the economy is shown in Table 3.4.26. According to the RSO data, the GDP of the
private enterprise sector reached 61% in 2005, having gone up from 38% in 2004. Such
a high rate is mostly a result of the privatisation process. When agriculture and entre-
preneurs are added to the private sector, its share is even higher, but the available data
used below does not include these values. 

Growth without Increased Employment

3.4.27. The growing economy has not resulted in increased employment opportunities, at
least for a very wide range of demographic groups. The following table summarizes the
main trends83.

62

Second Progress Report on the Implementation
of the Poverty Reduction Strategy in Serbia

81 Source: RSO
82 Source: RSO
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3.4.28. The Table 3.4.27 shows a large decrease in non-private employment (of nearly
500,000 people), which is expected, due to privatization and restructuring processes. In
total the number of jobs generated (or transferred to) the private sector (300,000) is
lower than the number of lost jobs in the non-private sector (other forms of owner-
ship). This trend is normal during the first three or four years of transition, but the lack
of improvement after 6 years of transition demonstrates that there are deeper problems
in the Serbian labour market.

3.4.29. It can be expected that the employment rate will not grow until the restructuring
and privatisation of socially- and state-owned enterprises have been finalised. The
total number of people employed in Serbia at the end of 2006 dropped to 2.026 million
from 2.067 million in 200585. The number of the employed with legal entities continued
to fall (from 1.536 million in late 2005 to 1.447 million in late 2006). At the same time,
the number of entrepreneurs and the number of employed in this sector continues to
grow (from 531.000 at the end of 2005 up to 578.000 at the end of 2006).

Privatisation Process

3.4.30. In order to achieve sound and sustainable employment growth it is necessary to finalise
the restructuring and privatisation of state-owned and socially-owned companies,
the majority of which are directly subsidized by the state (budgetary subsidies amount
to 6% of GDP), adversely and artificially maintaining the unproductive employment
and threatening the dynamic and competitive segment of economy.

3.4.31. Although recognised as a priority in the previous report, no constructive headway was
made in 2006 towards the restructuring and privatisation of public utility compa-
nies. These companies are still very costly for the State (about 500 million EUR per
year through subsidies, uncollected tax and debts) and they still lack sufficient financial
resources for modernisation and improvement of the quality of services which, as they
are now, additionally hamper economic growth. Furthermore, they are a substantial
source of environmental pollution, which will have negative and expensive consequen-
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much more relevant than the monthly ones.



ces in the process of the republic of Serbia accession to the European Union. In this
regard, at the initiative of the Ministry of Economy, a resolution has been passed order-
ing public utility companies to pass strategic development plans and restructuring pro-
grammes that the Government will adopt for each company individually. In 2005 and
2006, the procedure of unbundling the non-core activities started in all these companies.

3.4.32. In 2006, a total of 337 companies were privatised (Tables 3.4.32a and 3.4.32b). They
used to employ 58,811 workers (just under 3% of the total number of the employed in
the Republic of Serbia). This is a slight drop in comparison with the previous year,
when 342 companies employing 63,619 people were privatised. Four public utility
companies were privatised. As regards large economic systems (mostly public and
socially-owned giants) that were envisaged for restructuring and privatisation (74 com-
panies), so far about half of them have undergone the process (about 50 companies were
privatised but in the meantime some of them were restructured and unbundled, so that
relative to that number about a half of them were privatised). 

3.4.33. In 2007, the privatisation of socially-owned companies should finally come to an
end (the original deadline was March 2007, but it has been extended until the end of the
year). There are 1,108 socially-owned companies with a total of 239,628 employees (of
which 107 companies have over 500 employees and 1,001 companies have fewer than
500 employees). In addition, there are about 400 socially-owned enterprises that are
bankrupt, as well as around 100 local public utility companies that are in the process of
privatisation (e.g. veterinary stations and the like). The plan is that those socially-owned
enterprises that do not find buyers within the set deadline should go bankrupt. Finalisa-
tion of the privatisation of socially-owned enterprises is extremely important for the
continuation of stable economic growth. Privatisation of these companies will efficient-
ly utilise the usable resources that they possess, and the rest of the economy will be
relieved from subsidizing unproductive companies that are unable to handle market
competition. 
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Foreign Direct Investments

3.4.34. Foreign direct investment reached the record influx of over 4 billion EUR in 2006,
but there was still insufficient major Greenfield investment as a true driving force of
economic, employment and SME development, which would develop around and in
symbiosis with new big Greenfield industries. However a significant influx of the Green-
field investments has been registered in the period 2006/first quarter of 2007, and inter-
est of the foreign investors in this type of investment has considerably increased. FDI in
2006 was a result of great proceeds of privatisation

Government’s Interventions in Economy

3.4.35. Regarding the abolishment of subsidies and the lessened role of the state in the area
of economy, budgetary funds earmarked for the credit support to the economy were cut
down by about 18% in comparison to 2005. 

3.4.36. In the summer, the Government adopted the Budget Revision for 2006, thus increasing
the fiscal spending in the second half of 2006, and the National Investment Plan
(NIP). The NIP envisaged the expenditure of 30 billion CSD in 2006 and around 65 bil-
lion in 2007. The financing of NIP was supposed to come from the considerable pro-
ceeds of privatisation. In 2006, instead of the envisaged 30 billion RSD only 12 billion
RSD was spent, primarily due to the lack of administrative capacity to process all the
received requests. It is likely that the fiscal spending through NIP boosted industrial
production in the last quarter.  

SME and New Enterprises

3.4.37. The Agency for Business Registers started registering entrepreneurs on 1 January
2006. The earlier records kept by the Republic Bureau of Statistics contained a great
number of entrepreneurs who were not really active and whose number was impossible
to estimate. Consequently, it was impossible to compare the data before the year 2006.
High number of newly established entrepreneurs in 2006 (the newly established entre-
preneurs account for as much as one-fourth of the total number of entrepreneurs) is
probably a result of the latest legislation. The records of entrepreneurs have become
much more reliable. 

3.4.38. Recent research of ICT sector in Serbia concluded that the sector had great potential87.
In addition, it was found that these companies were already recognised internationally
in some market niches with a great potential for further development (primarily in the
development of financial and similar software). One of the issues pointed out is that the
majority of companies in this sector are relatively small, and that in order to increase
international competitiveness it is necessary to either encourage the establishment of
larger companies or to develop a coordination body that would provide logistic support
for a joint appearance of several companies in order to compete for bigger internation-
al contracts. Liberalisation of the telecom market is identified as a key condition for fur-
ther development, with RATEL (Republic Telecommunications Agency) playing the
key role in this process. In this view, further development of this government agency is
suggested, so that it can handle the pressures of potential monopolists.
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3.4.39. SMEs account for 99% of the total number of enterprises in Serbia in 200588. Consi-
dering that no new data is available, it can be assumed that the situation was similar
in 2006. This means that about 84,500 registered enterprises in the republic of Serbia
belongs to the group of small and medium enterprises (in 2005, there were about
75,000 enterprises in the SME sector). When 182,218 entrepreneurs are added to this
number, it becomes obvious that the SMEE sector absorbs about 99.6% of total
economic entities.

3.4.40. The SMEE sector
accounts for 59.2%
of total employ-
ment in 2005. The
total share of the
SMEE sector in the
Gross Value Added
of Serbian econo-
my was 54.1% in
2005, whilst in
2004 it was 51.8%.
SMEEs accounted
for over 90% of
GDP in 2005. The
number of emplo-
yees, GVA and the profit generated by the SMEE sector as a ratio of total values
in the Serbian economy showed growing trends both in 2004 and 2005 (Graph 3.4.e).

3.4.41. In spite of the considerable economic growth, the employment rate was not going up
but down. On the other hand, the number of entrepreneurs and their employees contin-
ued to grow (from 531 thousand in late 2005 to as many as 578 thousand in late 2006).
Obviously, the trend of SMEE sector taking over part of the lost employment with
predominantly large enterprises continued.

Statistics and Data Quality

3.4.42. One of the obstacles to creating better development policies directed at the service sec-
tor is statistical monitoring. In fact, the series monitoring the production of services are
usually unreliable, insufficient and unadjusted to the changes that took place last year.
In order to create quality development policies that would generate good results it is
necessary to form new series and, more importantly, to develop new, more reliable
methods of sample-based monitoring (as opposed to the all-inclusive, comprehensive
monitoring that used to be required).
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3.4.43. A significant advancement towards the development of statistical monitoring and re-
search of SMEE sector took place, establishing a more reliable instrument for the cre-
ation and monitoring of the implementation of development policy in this sector. The
report on the situation in SMEE sector was prepared methodologically, in compliance
with the Eurostat indicators and integrated data for the entire sector, including both
enterprises and entrepreneurs.

Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S  

Finalize the process of privatisation of socially-owned companies.
Companies that fail to be sold should file for bankruptcy.
Reform of regulations linked to town construction land and the reform
of regulations linked to property owned by the Republic of Serbia.
Continue the development of industrial zones and technology parks,
and improve the communication and transport infrastructure.
Redefine NIP, with a clear focus on capital projects of national importance 
When creating development policies, more attention should be paid
to the development of services, especially the knowledge-based ones
(telecommunications, programming, engineering design etc.). 
Establish a reliable statistical database on the services sector (in particular
the knowledge-based services: telecommunications, programming,
engineering design etc.) in order to enable the monitoring of current trends
and their fluctuations, as well as the identification of bottlenecks that
could be removed by directed policies and the evaluation of results achieved
by the implemented measures.

M I D - T E R M  P R I O R I T I E S

Develop human and social capital and further reform of education with the aim
of increasing the quality of education and adjustment of education profiles to the
demands of new knowledge-based economy.  The lack of adequately educated
profiles is one of the aspects that foreign investors identify as an obstacle
to the further influx of foreign investment. 
Strengthen the rule of law and more efficient protection of ownership rights.
Invest efforts towards creating a more agile judiciary, combating corruption
and harmonization of laws and by-laws.
Strengthen institutions - strengthen the measures for combating corruption
rooted in the system, raise capacities of public administration further reform,
modernization and proper functioning.
Raise the competitiveness of domestic economy - further investments, 
raise the technological level of domestic industry, create adequate business
environment, develop the private sector, and increase the exposure
to the international and domestic competition. 
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4.1. Increased Employment Opportunities
4.1.1. According to the Labour Force Survey (LFS), a total of 2.630.691 people were regis-

tered as employed in October 2006, which is 0.2 % less than in 2005. Relative to 2005
the number of active persons (aged 15-64) dropped by 1.6% thus continuing the trend
from previous years. The upward trend of employed workers continues (73% of the total
number of employees), while the number of self-employed and unpaid family workers is
decreasing. While the administrative data shows that the share of the self-employed in
the overall unemployment is increasing, this number is decreasing according to the LFS.
It is also interesting to notice that there is no such great disproportion between the admi-
nistrative and economical (survey) number of the employed. On the one hand, this is be-
cause the LFS cuts across only a part of the unofficially employed, especially in the en-
trepreneur’s category where duplication of official work status or official registering of
an entrepreneur’s family members because of other benefits is to be found.

4.1.2. The number of employees in socially-owned companies declined in the period 2005-2006,
as did the number of employees in other forms of ownership (joint stock, combined, etc.).
During the same period, the number of women working in the socially-owned sector was
reduced almost by a half. The number of employees in the state sector increased by 6.1%
in comparison to 2005. However, while the number of men working in the state sector
dropped in the same period, the number of women rose by 17.1%. The number of employ-
ees in the private sector (including agriculture) rose by 2.1% in 2006.

91 Source: NES, Labor Force Survey, 2004, 2005 and 2006, EUROSTAT
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4.1.3. According to the administrative data, only the entrepreneurs and private companies
registered the increase of the number of people employed in 2006. Relative to late
2005, the share of entrepreneurs and their employees in the total number of the
employed has increased by 2% in 2006 (28.5% late 2006). While the total number of
employed fell by 2% in 2006, the number of  employed in the category of entrepreneurs
rose by 8.9%. Still, these results are to be taken with reservation and not only because
of a discrepancy with the LFS results. Namely, it may be that massive layoffs of employ-
ees in the socially-owned and public sector resulted in the high increase of the number
of entrepreneurs and their employees who saw the private sector as their last resort. The
second source of the increase of the number of entrepreneurs is an increasing fiscaliza-
tion of the existing but unregistered business.

4.1.4. Unemployment is still one of the key development problems in the Republic of
Serbia. The results of the Labour Force Survey93 indicate that the unemployment rate in
October 2006 was 21.6%94 which represents a small drop of 0.2% in comparison with
2005. The rate is two and a half times higher in comparison to the EU average of 7.9%.
No EU member has a higher unemployment rate than in the Republic of Serbia. Accor-
ding to the LFS, there were 692,000 unemployed people in 2006, which is some 26,000
fewer than in comparison with 2005. 

4.1.5. The overall administratively registered unemployment still indicates a growing
trend. There were 916,257 registered unemployed people in December 2006, 53.9% of
which were women. The rate of registered unemployment according to the National
Employment Service was 28.05% in December, which is some 3.2% higher in compar-
ison with the end of 2005.

4.1.6. The number of working-age unemployed people dropped by 0.2% from 21.8% in
2005 to 21.6% in 2006. Relative to 2005, when the unemployment rate growth was sig-
nificant, a drop of approximately 26.000 is now observed. The expectations are that such
trends will continue over the next two to three years, being the result of two powerful,
opposing effects. On the one hand, there is a notable increase of the employment rate in
the private sector (small and medium-sized enterprises, entrepreneurs, etc.), and on the

92 Source:  LFS 2005 and 2006.
93 Conducted by the Republic Statistical Office (RSO) according to the methodology of the International Labor Organization (ILO).
94 The unemployment rate of the population aged 15-64 which is comparable with the EU rate. The unemployment rate of the

overall population according to LFS is 20.9%.



other a large number of employees lose jobs due to the processes of restructuring, liqui-
dation, and privatization of socially and state-owned enterprises. The growth of the pri-
vate sector is not yet strong enough to create a sufficient number of employment opportu-
nities in order for the influx of labour force from restructured companies to be absorbed,
and at the same time to increase the employment rate of the existing unemployed popu-
lation contingent. Some of the measures for reducing the number of employees in com-
panies undergoing a restructuring process certainly do not contribute to the improvement
of the situation on the labour market. For instance, a large number of employees who
were paid severance packages and had to leave their companies willingly or not but with-
out any support in increasing their employment capacities, are now registered as unem-
ployed by the NES.

4.1.7. People with secondary school education make the largest group of the unemployed,
the reason for this being that the largest share of the active population are the people with
this level of education, but also the inadequacy and maladjustment of the secondary
school education system in the Republic of Serbia to the needs of the economy.  People
with college and university degree make the smallest share of the unemployed (compared
to the total number of the active population). The unemployment rate is the highest
among the younger population (aged 15-24).

4.1.8. One of the major causes of the large growth of the unemployment rate in the Serbian
economy in the previous period were the layoffs of surplus employees in the process of
privatization and restructuring of state and socially-owned companies. The similar trend
may be expected in 2007. During 2006, 337 companies were privatized (decrease of
1.5% in comparison to 2005) with a total of 58.811 employees (7.6% decrease in com-
parison to 2005). In the course of 2006, the Public Companies, undergoing restructuring
programs, downsized by 6.904: Zeleznice Srbije, Public Limited by 1.883 employees, in
JAT AirWays Public Limited by 349, in EPS (Serbian Power Company) by 2.478, Tele-
kom by 634, „Dunav osiguranje“ insurance company by 610, and in NIS Oil Industry by
941 employees. Currently some 250.000 employees in state and socially-owned compa-
nies (not including public companies) await privatization. Many of them will soon find
themselves on NES registers.
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4.1.9. The number of labour active unemployed men has increased by 1%, while the unemploy-
ment rate among women dropped by 1.9%. Consequently, the upward trend of the un-
employment rate among men continues, as does the very pronounced gender inequali-
ty with respect to unemployment. The ratio of unemployed men to women in the Repub-
lic of Serbia has approached the ratio in the EU. Again, this result should be taken with
a grain of salt, for the decline of gender inequality is not a result of decrease of the share
of women on the labour market, but through the increase of the share of men thereon. At
the same time, the rate of employment among women recorded a slight drop.

4.1.10. Significant progress was also made in the improvement of the position of women on
the labour market. The Labour Law provides the principle of equal payment of work of
equal value. Progress was made in identifying cases of harassment and sexual harass-
ment. Nevertheless, the Law contains measures that may prove counter effective on wo-
men. For instance, the category work at home allows for engagement of family mem-
bers without formal recognition for their work (Labour Law, Law on Private Entrepre-
neurs). According to the RSO data, women account for two out of three people who
work in households (formally unrecognized employment). Therefore, the issue of fema-
le exploitation should be researched and these legal provisions challenged. Also, long
maternity leave (up to 2 years of paid/3 years of unpaid leave to care for children), with
the absence of guarantees for redeployment on the same post or an equally paid post,
makes new mothers particularly vulnerable on the labour market.

4.1.11. According to the survey conducted by the non-governmental organization Group 48496,
the unemployment rate among the refugee population is approximately 30.6%,
which is significantly higher than the overall population of the Republic of Serbia. A
significant number of refugees (approximately 1/3) have changed their working status
from employed to unemployed and vice versa at least once, indicating the volatility of
their status in the labour market and the lower quality of jobs available to them. Long-
term unemployment is the most frequent (83.5%). Furthermore, 68% of the unemployed
have had this status for over 5 years. Regarding the length of unemployment, there are
no major discrepancies between the refugees according to the country of origin (BiH or
Croatia). According to the survey, 27% of refugee’s works for employers without an
official employment contract, while up to 37% of refugees are unofficially self-employ-
ed, that is, they work without having registered their enterprise or business. The major-
ity of the employed refugees are working in the private sector.

4.1.12. The survey97 conducted by the NGO Roma Information Centre showed 60% of the
Roma, as the most vulnerable ethnic group on the labour market, did not have a
job in 2006. The elderly population over 50 years of age makes the smallest share of
the unemployed. The largest number has been seeking employment for 5 years (51%).
As many as 64% have never been employed. 2/3 of respondents are either semi-quali-
fied or unqualified workers. The largest number of them currently works in the social-
ly-owned sector and in state institutions. One half of the respondents hold an indefinite
employment contract, while 20% hold no employment contract. Just 1/3 of them found
a job through NES. Only 2% of the total number of respondents set up their own busi-
ness, and 13% of them set up their own business with the support of  the NES. Such a
low rate of self-employment may be attributed to a lack of funds.
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4.1.13. Enactment of the Law on Prevention of Discrimination of Persons with Disabilities, as
well as the Strategy for Improving the Status of Persons with Disabilities in the Repub-
lic of Serbia is of paramount importance to the legal protection of the disabled, and
represents the first step towards regularization of the area of protection of the disabled
in the Republic of Serbia. The NES programme envisions employing 200 unemployed
disabled people through financial support for equipping the post of a disabled person.
As a result of the aforesaid programmes, a total of 208 people with disabilities were
employed by end of 2006.

4.1.14. The project98 implementation is planned to start by the end of 2007, which aims that
these enterprises become a key sustainable resource of sheltered employment with long-
lasting economic, educational and social function through an increase in competitive-
ness of enterprises for vocational rehabilitation and employment of the people with
disabilities on the commercial market (with developed and applied standards in work
safety, social support, and occupational training support). The total Project budget
amounts to EUR 1.63 million and the Ministry of Labour and Social Policy has provid-
ed EUR 1 million as a grant to these enterprises which aims to employ and profession-
ally rehabilitate people with disabilities. 

4.1.15. Regional inequality on the labour market is evident (Table 4.1.15). While the em-
ployment rate in Central Serbia dropped in 2006, it rose in Belgrade and AP Vojvodina.
The situation in respect to the unemployment rate is quite similar. In Central Serbia it
is 3% higher than the average in the Republic of Serbia, but below the average in Bel-
grade and AP Vojvodina. This gap was substantially deepened in 2006 as compared to
2005.
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4.1.16. According to the register of the Company Registry, a total of 45.400 new shops and
11.300 new enterprises were registered in 2006. The Ministry of Economy provided
financial support and counselling services to future entrepreneurs by organizing semi-
nars for potential and future owners of small and medium-sized enterprises. They provi-
ded consultancy services, organized business stock exchanges, and supported their par-
ticipation at the Fair of Entrepreneurship etc. 

4.1.17. Efforts for further development, strengthening and promotion of the development of
small and medium-sized enterprises and entrepreneurship were continued with the help
and support in the establishment of new regional agencies and centres (the process of
establishment of the Regional Agency for SMEE Development in the Macva and Kolu-
bara counties).

4.1.18. In 2006, considerable resources were invested in order to encourage entrepreneur-
ship through the credit lines of the Republic Development Fund (Table 4.1.18). The
Development Fund’s realized placements were 86% of those planned in 2006. All Fund
credits have the currency clause. Long term credits for SMEs should result in the new
employment of 6023 workers. 

4.1.19. The Development Fund is implementing the Program for Stimulating Employment of
Unemployed People (micro loans) - 1562 decisions have been made to the amount of
2,166,847,217; and the Programme for Stimulating Regional Development (for more
details see  regional development in the Report). 

4.1.20. The third types of programmes were those funded by NIP resources. They were: 1)
Program of Credit Support for Start-Up; 2) Micro-loan program titled Program of
Crediting Unemployed Physical People,, Redundant Workers and Innovators through
Providing Self-Employment Micro-Loans101; and 3) Program of Stimulating Investments
and Increasing Employment in Underdeveloped Regions. The largest number of pro-
grams submitted to the Development Fund of the Republic of Serbia within the NIP co-
vers the field of food production - agro complex.
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4.1.21. In 2006, the Ministry of Economy supported the initiative to form four clusters
(Memos Metal Industry, Flower Producers, Timok Textile Industry and Construction).
Four clusters (Acserbia, Bipom Small Farming Machines, Jato Plastics and Rubber,
Agency for Timber) became operational, and their work was also supported. A total of
9,05 million RSD was spent on these activities through the Development Fund. 

4.1.22. In the framework of assistance to the development of SMEEs, the Enterprise Develop-
ment and Innovation Fund103 approved 26 projects, to the amount of 382,500,000
RSD for the period 2005-2006.

4.1.23. In the last quarter of 2006, the processing of received applications (17) for the estab-
lishment of business incubators for entrepreneurship stimulation envisaged by the
NIP started, to the amount of 255 million RSD. 330,000 EUR104 (donor assistance) were
invested to the business incubator in Nis (15 tenants) in 2006. The SMEE Council adop-
ted the Program of Development of Business Incubators and Clusters in Serbia in 2007-
2010 at its session held in December 2006.

4.1.24. The NIP also envisages the Reform and Development Programme of Industrial Zo-
nes and Parks, which includes 49 industrial zones for 50 municipalities in the Republic
of Serbia. However, by December 31, 2006, the activities relating to the conclusion of
Handover Contracts (already completed) for 23 municipalities were finalised, for the
realisation of 33 projects. Envisaged funds to the amount of 468,394,000.00 were not
realised in 2006. 

4.1.25. At the end of 2006, a new credit line was opened for the support to the development
of women entrepreneurship in Banat105 (repayment period is 5 years with a 1-year
grace period, annual interest rate is 6.95% with the possibility to choose different types
of guarantees). The Guarantee Fund of AP Vojvodina has allocated the guarantee poten-
tial of 30 million RSD aimed at financing start-up programmes for inactive women
from Banat; as well as an additional 20 million RSD for purchasing new equipment to
the registered production in small enterprises, whose owners are women from Banat
operating less than 3 years. According to the June 2007 report, the Guarantee Fund of
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AP Vojvodina has approved 8 guarantees for start-up programmes and 15 guaran-
tees for development programmes as of November 2006, when the competition was
opened. This means that the guarantee potential has not been exhausted and that the
competition is still open. This is a first project for crediting women businesses, and it
was expanded to other regions of AP Vojvodina at the beginning of July 2007.

4.1.26. There was an average of approximately 59.000 vacancies at the NES in 2006, which is
a 17% increase from the 2005 average. Thereof, 60% of vacancies were fixed term.
Employees with secondary school education were in the greatest demand (above 50%),
while the demand for college and university graduates averaged 17%. Two thirds of the
total number of demands for staff relates to professional employees. A trend of the
increase of demand for employees with previous work experience was observed in
2006. Consequently, 86% of the total labour force required relates to this category of
employees.

4.1.27. The majority of vacancies were registered in the sector of trade, catering and tourism
(21.2%), followed by economy, law and administration (14.2%). From the aspect of
form of ownership of a company, the majority of vacancies in 2006 appeared in pri-
vate property (66%). Relative to 2005, the private sector share in the total number of
vacancies recorded a 3.2% increase. The trend is expected to continue into the future.

Analysis of Results and Intra-Sectoral Activities

4.1.28. As a result of all activities undertaken by the NES but mostly due to recently intro-
duced measures (individual employment plans, motivation trainings, employment
fairs, job clubs etc.), a total of 62.534 people contracted employment in 2006, which is
over a  40% increase in comparison to 2005. 

4.1.29. The NES active labour market policy measures encompassed 675.523 people in 2006
which is three times higher than in the previous year. Of the total number of unem-
ployed registered by the NES, 80% are covered by these programs. The result is even
more impressive considering that the total of resources used for active policy measures
in 2005 and 2006 are almost identical (approximately RSD 1,5 million). In other words,
the budget for active policy measures was slightly reduced from 0.33% of total
budgetary expenditures in 2005 to 0.3% in 2006. 

4.1.30. It is worth mentioning that direct effects of certain measures on employment are diffi-
cult to assess. For instance, 20.744 people received direct information in 2006 (3.7%
more than projected). 267.337 unemployed people were covered by group information
on their rights and duties. Call Centres were opened in Belgrade, Nis and Novi Sad
branch offices. The unemployed can thus obtain information regarding vacancies, regi-
stering with the NES, active labour market policy measures and exercising their rights
to compensation. The employers can get information about the offer of labour force and
staffing opportunities, benefits for employing new workers, possibilities for settling re-
dundancy issues, severance payments etc. The Call Centres’ services were used by
41.546 unemployed people and 4.645 employers. The effects of all the above described
measures on growth of employment are unknown. Table 8 offers an overview of some
of the active labour market policy measures and their impact on employment.
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4.1.31. In 2006, the programme of individual employment plans was implemented for the
first time, primarily with the newly registered unemployed people. The programme
entailed direct communication of the NES staff with unemployed people with the aim
of helping them obtain jobs. More than one half of newly registered people have under-
gone this programme, which makes it the most successful. 

4.1.32. By the end of 2006, 33.857 people took part in job fairs (50.49% women), but only
13% of the total number of participants found employment, which was less than expect-
ed and less relative to the results from the previous year. A higher impact on employ-
ment was achieved through job clubs that, although covering a small number of bene-
ficiaries, resulted in the employment of 36% of them (507). 

4.1.33. The working programme for 2006 envisions targeting 12.834 people through addition-
al education and training programmes. A total of 11.794 contracts have been con-
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cluded with people who have been waiting for employment for a minimum of 6 months
(62% of whom are women). Currently there are five centres for additional education,
operating through the activities of the Ministry of Education. The training is normally
conducted to meet the needs of a particular employer. Furthermore, in 15 secondary
vocational schools (25 in the forthcoming period), training is organized in response to
the labour market demands. Regarding coverage with the new functional primary
adult education programme, the number of covered people remains low (59 in 2006)
due to the lack of motivation of the unemployed. Another problem is the complexity of
the retraining system. In other words, there is no real system of additional qualification
and education (except in special cases when organized for a known employer), but the
people are required to return to school, which does not motivate the unemployed to join
these programmes. Therefore, it is necessary to introduce more flexible forms of retrain-
ing, and also identify  (in cooperation with employers) the career profiles they need in
the short and mid-term period so as to plan the retraining system in advance.

4.1.34. The programmes of subsidies for trainees, volunteering trainees and volunteering
practitioners are aimed at enabling the unemployed to gain some working experience.
One of the problems in the implementation of the first programme is a lack of interest
of employers as they are required to conclude indefinite contracts with them, low sub-
sidies (maximum worth equals RSD 10,500 per month) as well as the condition of in-
volving into the programme the trainees who have been unemployed for a minimum of
six months (the employers mostly sought subsidies for known or easily employed peo-
ple who were looking for a job for less than six months). The realization rate of the sec-
ond and the third program was also successful, according to a survey within the frame-
work of the World Bank Project107 in pilot municipalities (Kraljevo, Nis, Belgrade and
Pancevo).

4.1.35. A total of 920 people difficult to employ were involved in a self-effectiveness pro-
gramme (37% realization rate). The effectiveness on the employment rate is 4%. The
programme does not include a direct impact on the employment rate, but focuses on rai-
sing the level of employment capacities of people in need of socio-psychological sup-
port.

4.1.36. Under the NES funded programmes (total employment of 14.588 people) and Self-
employment subsidies (for 4.492 people) - 37.3% are women, 100 people with disabil-
ities, 90 unemployed Roma and 751 unemployed over 50 years of age.

One-off payment of self-employment subsidy - 516 people.
Regional employment programmes (for 3.007 people) - 53.5% are women, 55.2%
people waiting for employment for more than 12 months.
Subsidies for mandatory social security contributions (for 4.395 people) - 2.438
unemployed under 30; 1.196 unemployed over 45; 738 trainees up to 30 and 23 peo-
ple with disabilities).

4.1.37. In 2006, the NES cooperated with 884 employers with 328.659 employees who initiat-
ed the process of redundancy assessments. The expected personnel surplus is 53.371,
or 16.23% of the total number of employees. In comparison to last year, the number of
employers that the NES cooperated with dropped by 14.25%, as did the number of re-
dundant employees by 28.79%. During 2006, by implementing measures for settling the
redundancies, solutions were found for 1,613 people before their layoff. By the end of
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2006, 13 transition centres were established in companies which are undergoing the
process of restructuring. The number of employees in these companies has been redu-
ced by 31.812 (RSD 7,25 billion worth of severance packages paid out).

4.1.38. Controls of illegal employment were conducted in 2006 with a special emphasis on
the employers in trade, tourism, construction and crafts. In this period a total of 51.995
inspections were carried out ex oficio. 16.205 people working on the black market were
identified. Following these inspections, 11.309 people concluded official employment
contracts. Better coordination of different inspectorates is required in order to improve
the effect of inspectorates.

4.1.39. The most important elements of social dialogue improvement are: The functioning of
the Socio-Economic Council of the Republic of Serbia, Republic Agency for Mediation
in Labour Disputes and of the Council for Small and Medium-Size Enterprises and
Entrepreneurship. In order to enhance social dialogue at national and local level the
Socio-Economic Council of the Republic of Serbia adopted and supported the develop-
ment of the project „Social dialogue and Serbia’s way towards European integration“.
The project aims at establishing and strengthening regional and local development
coalitions capable of developing operational development strategies, employment stra-
tegies and poverty reduction strategies and to resolve main social problems. The estab-
lishment of an SME Forum as a representative body of small and medium-sized enter-
prises and entrepreneurs is planned. A total of 102 local councils were established by
the end of 2006. However, the operation of local councils has been difficult and most
of them are not functioning. The problems are a lack of resources, lack of projects, but
also the high representation census limit, in the fact that foreign companies have no rep-
resentatives in the employers’ Associations; there are cases of unregistered councils,
etc. One of the recommendations would be to establish a regional service to support the
operation of all local councils.

4.1.40. In 2006 the monthly average number of beneficiaries of financial compensation
totalled 75.059 (18.6% more than in 2005): 28.432 people who were made redundant
(18.5% more than in 2005), and an average 10.230 beneficiaries becoming redundant
due to bankruptcy, liquidation etc. (39% more than in 2005). The unemployment com-
pensation for August 2006 was paid out in January 2007.

4.1.41. Within the NES reform in 2006, the basic principles of the new organization were
defined (standard number of employees, the ratio of employees in key functions and
those in supporting functions, reducing the number of management levels, outsourcing,
etc.). Similar jobs are grouped into organizational units. Centres for Training and Edu-
cation have been formed and have started functioning, as did the Department for Pro-
jects and International Cooperation, and the Centre for Quality in NES. A data base of
all NES employees who underwent training was also established. Within the World
Bank support project, a model and indicator for monitoring the effects and the effective-
ness of the NES operation were developed, which also envisions monitoring the con-
sumer satisfaction with the services.

Changes in legislative and strategic employment policy framework

4.1.42. In July 2006, the Government of Serbia adopted amendments to the Law on Income
Tax and the Law on Mandatory Social Insurance Contributions. The changes were
introduced in the form of tax benefits to relieve the employees with the lowest salaries,
and in order to stimulate the employment of the young as well as to boost the develop-
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ment of certain branches of industry and underdeveloped regions. The income tax was
reduced from 14 % to 12%. Also the minimum social insurance contributions were re-
duced from 40% to 35% of the average gross wage. More importantly, a monthly RSD
5,000 worth of salary tax deductibles were introduced. In spite of the expert public
expressing their concern with respect to maintaining budgetary balance due to the
reduction in budgetary revenues, neither spectacular reduction in revenues, nor the
reduction of the average corporate tax burden (which shall remain at a new rate of
38.5%, just above the average rate for EU and OECD countries) are expected. This
reform has corrected structural anomalies which were caused by the regressive
income tax, pursuant to former regulations in force since 2001. The most important
result of the new tax regulations is removing the regressive tax for 98% of the
employed. 

4.1.43. The changes to the Law on Income and Social Insurance Contributions provide
strong incentives for employers to employ young workers (under 30 years of age), by
introducing significant tax and contribution benefits. Specifically, the employer who
hires a trainee under the age of 30 on the day of employment and registered as unem-
ployed with the NES, is exempt from paying income tax for this employee for a period
of three years. If this is not the employee’s first job, but he has been registered with the
NES for a minimum of three months, the employer shall be exempt from paying income
tax for a period of two years. The employer is entitled to these exceptions if, by hiring
a new employee, he is increasing the number of employees compared to the number of
employees as of 1 September 2006. Similar tax benefits were introduced for social in-
surance contributions applicable to the employer- three years for hiring a trainee and
two years for other new employees under the age of 30. Given the fact that the imple-
mentation of this program has just started, it is too early to assess its results. 3.176
young people had their employment subsidized in the course of the first four months of
the program implementation. However, according to the NES report, the rate of trainee
employment recorded a 2.3 % drop in 2006 as compared to 2005. The universal char-
acter of this program obviously gives way to certain, well-known side effects. The dead-
weight effect will emerge whenever the employer is granted benefits, even though he is
willing to hire a young person without benefits or even these were lower. The dead-
weight effect is expected to have its strongest impact on young graduates in some high-
ly-demanded professions, such as economists, managers, IT experts etc; but also in tho-
se regions with relatively strong labour markets. Another problematic aspect of the cur-
rent solution is that tax benefits are directly proportionate to salaries (instead of being
indexed in fixed revenue per individual, or at least in limited maximum amount), which
additionally indicates to a potential vulnerability of this programme to the deadweight
effect. Also, the substitution effect  may also be expected i.e. an increase in the number
of young employees resulting from new regulations followed by a drop in the number
of employees who are not young.

4.1.44. A similar tax benefit package was introduced for the employment of people over the age
of 45 (as of September 2006), but the employers showed a much more modest interest. A
two-year income tax relief and subsidizing the hiring of people over 45 are granted if they
have been looking for a job for more than six months, and if hiring them results in an
increase in the total number of employees in that enterprise. The same regulations envis-
age for the first time a three-year tax relief and contribution benefits for hiring people with
disabilities, under the same conditions as for other subsidized categories. Since both cate-
gories have an extremely unfavourable position on the labour market, the deadweight
effect will not be as prominent in these categories as in the younger population. However,
this instrument could be improved by introducing a fixed or maximum sum of benefits.
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On the other hand, a large percentage of the unemployed over 45 were made redundant
and paid severance packages. Programs that would create incentives for productive in-
vestment of these severance payments into new employment opportunities (either through
self-employment programs, or with a new employer from the private sector) would rep-
resent a good addition to the existing measure. Namely, the elderly people unemployed
would thus be given immediate incentives to find employment again, and not after a pro-
longed period of unemployment of six months minimum.

4.1.45. The legal benefits are also applicable to women over the age of 50 who were made
redundant. However, the employer may feel totally unmotivated by the legal provision
that he is to compensate for all the outstanding benefits, if the employment should ter-
minate for any reason during the ensuing 5-year period. In order for the Law to be stim-
ulative, a balance between the rights and interests of employers and employees (state)
should be made108.

4.1.46. In August 2006 a public works program was introduced, which subsidizes the salaries
of the employees registered with NES, as well as part of material expenditures of enter-
prises and institutions performing public works. This program responds to the demands
of local infrastructure, as well as local social and cultural needs. The total budget worth
of over EUR 1 million for 2006 indicates its limitations and modest final results even
in cases of fully successful implementation. However, the expansion of this program is
seen as very desirable, especially since it provides for differential regional employment
policy, which is of extreme importance in a country such as Serbia, with great and grow-
ing regional labour market differences. By the end of 2006, a total of 1.500 people reg-
istered with the NES were engaged on public works.

Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Reduce new pressures on labour market by improving the employability skills
of the redundant employees - introduce new programs of incentives
for employers to employ redundant workers with the deployment of severance pay.
New job creation - through better logistic support to people who, with the help of
credit or severance payments are setting up their own private business, 
better coordination between different institutions who give business start-up loans,
permanent open Calls for Proposals and active promotion of the programs.
Raise the level of employment capacities through active policy measures.
Evaluate the implemented measures with the aim of selecting the most efficient
measures and the redirecting of funds into them. 
Build and strengthen the information system of the NES and continue
with the reform process.
Strengthen the local and regional initiatives - assist the existing local
organizations (Social-economic Councils, Employment Councils, NGOs)
in their battle against unemployment and in attracting investments, 
while giving them greater rights and duties.
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Reduce unofficial employment and illegal employment; coordinating the labour
market inspecting services; supporting the programmes for the organizing 
and education of „illegal workers“, as well as providing counselling services
to employers to overcome problems in legally employed workers.
Harmonize the labour market demand and the educational structure
of the unemployed.
Facilitate the system of the retraining and additional education for the unemployed.
Develop an accelerated diploma program and include the young Roma
with incomplete education into the business sector.
Regional data base of vocations which will be in demand on the mid-run and better
information of the young (especially of those who completed elementary school)
on the labour market demands.
Put in place regulatory framework for volunteer work.

M I D - T E R M  P R I O R I T I E S

Reduce the number of unemployed youth aged 15-24, through enterprise incentives
for organizing professional practice for the students in final grades.
Reduce long-term unemployment through programs of retraining, additional
education, licensing; higher control level of those registered with the NES.
Increase employment of vulnerable groups based on evaluation of implemented
measures, development of new measures and involvement of vulnerable groups’
NGOs into employment activities and protection of the rights of employees
- members of vulnerable groups.
Improve the affirmative policies in the employment of Roma, with the strictly
defined criteria, mechanisms and focal points in charge of implementation thereof;
monitoring and evaluation to be put in place.
Provide an efficient system of information dissipation to marginalized groups
(Roma, primarily) on the possibilities of employment through various programs.
Prepare ground and legalize activities of collection of secondary raw materials.
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4.2. More Efficient Social Protection
and Better Status of Pensioners and the Elderly

Beneficiaries and Social Transfers 

4.2.1. Significant differences persist in exercise of rights by those who are informed of their
rights and possibilities to exercise them and others who need to be assisted through inde-
pendent advocacy for their interests. For instance, a number of internally displaced mem-
bers of the Roma national minority do not exercise their right to financial allowances due
to a lack of personal documents or a lack of information about this possibility. 

The table proves that the majority of Family Financial Support (MOP) beneficiaries per-
tain to the category of „single-headed families“. Consequently, a conclusion may be
drawn the right to MOP is regulated in a way so as to accord preferential treatment to „sin-
gle-headed families“. A decrease of the number of MOP beneficiaries in the period June-
August is evident. This is a consequence of legal provisions stipulating the maximum
duration of this right of nine months/annum for labour active individuals and families with
labour active members109, as well as due to the obligation to calculate income from unreg-
istered activities considered income in exercise of this right110. However, should it fail to
be linked to the active employment measures, the measure alone is not sufficiently stimu-
lating and renders no durable effect.

4.2.2. The average monthly number of families - beneficiaries of MOP in 2006 was 47,912 with
an average monthly MOP per family amounting to RSD 4,707 or 122,134 people with an
average RSD 1,847 per month.112 Such a limited coverage of people potentially need-
ing financial support represents one of the limitations in the situation when a number
of poor people are almost triple. The amount of MOP should be re-defined in 2007 in
order to make it sufficient for the provision of basic livelihood. Similarly, funds ear-
marked for this right of the labour active beneficiaries should be re-directed into their
employment. 
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military service…“ (para 2, Art. 10 of the Law on Social Welfare and Provision of Social Security of Citizens”

110 Ibid,  Item 6, Art 18
111 Source: IT department of MOLESP



4.2.3. Over 30% of respondents in a survey on the situation of refugees and internally dis-
placed persons stated their status had changed from being employed to being unem-
ployed more than once. Thereof 7.4% experienced these changes two or more times over
a period of four years. The complexity of the procedure for exercising the right to MOP,
and the occasional one-off financial assistance prove that this method does not provide
minimum income for overcoming crisis situations113. 

4.2.4. The table 4.2.4 provides an overview of child allowances and the level of social trans-
fers in the period between 2002 and 2006.

4.2.5. Amendments to the Law on Financial Support for Families with Children („Official Ga-
zette of the Republic of Serbia“ no. 115/05 of December 27, 2005) that came into effect
on 1 January 2006 introduced a one-off parental allowance for the first child also. The
same changes provide for parental allowance for the second, third and the fourth child to
be paid in 24 monthly instalments, instead of in one, which may diminish the effects of
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112 Source: 2006 Report on Operation of MOLESP prepared for the Government of Serbia
113 Survey of the effects of Government policies on reduction of poverty among refugees, Group 484 supported by UNDP
114 Source: Social Assistance and Child Allowance in Serbia, World Bank, 2006



financial assistance. The parental allowance is adjusted on 01 April and 01 October of
the current year on the basis of the statistical information about the changes of the living
costs on the territory of the Republic of Serbia in the preceding six months. 

4.2.6. As of 2006, in line with the Programme of Demographic Development of the Regional
Secretariat for Demography, family and Social Care of Children of AP Vojvodina, the
parental allowance is paid in one instalment as follows: for the first child RSD 30,000,
for twins RSD 400,000, for triplets/quadruplets RSD 600,000.

4.2.7. The increase of the number of beneficiaries eligible for allowance for care and assistance
to other people in December 2006 as compared to December 2005 (Table 3.6.4) is a re-
sult of the changes made in the Law on Social Welfare and Provision of Social Securi-
ty of Citizens. Through these changes, the beneficiaries of financial allowance for care
and assistance to other people, who have exercised this right as children with a disability
according to the past regulations at the corresponding Pension and Disability Insurance
fund, have been granted the possibility to exercise the right to allowance for care and
assistance to other people in the system of social welfare in the amount of the difference
realized in the social welfare system. Also, the people who, according to the regulations
of Pension and Disability Insurance, exercised the right to financial allowance for care and
assistance to other people while fulfilling conditions for increased allowance for care and
assistance to other people in line with the Law on Social Welfare, may exercise this right
in the amount of the difference realized in the social welfare system.

4.2.8. The Law on Changes and Amendments to the Law on Social Welfare and Provision of
Social Security of Citizens117 introduces in its Article 4, a new right: an increased allo-
wance for care and assistance of other people. The people eligible for the above allo-
wance as of 01 July 2006 are:

The people entitled to allowance for care and assistance of other people in the social
welfare system with a recognized 100% disability based on one criteria and  
The people entitled to financial support for the care and assistance of another person
in the pension and disability insurance with a recognized 100% disability based on one
criteria in the amount of the difference between the increased allowance for care and
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115 Nominal allowance adjusted to the living costs in October 2006
116 The Table refers to the beneficiaries of financial allowance exercising their rights in the social welfare system on the basis

of the Law on Social Welfare and Provision of Social Security of Citizens. Source: Report on Operation of MOLESP pre-
pared for the Government of Serbia

117 Official Gazette of the Republic of Serbia, no. 115/2005



assistance of other people and the amount of financial support received in the system
of pension and disability insurance. 

4.2.9. The monthly increased allowance for care and assistance to other people is established
at 70% of the average monthly income not including taxes and benefits per employee
in the Republic of Serbia in the first five months of 2006. This resulted in a nominal
monthly sum of an increased allowance of RSD 13,917 in the period July-December
2006. On the other hand, the sum of the allowance for care and assistance to other peo-
ple for beneficiaries where no 100% physical disabilities have been established, the
monthly allowance was nominally increased between RSD 4,926 in January 2006 to
RSD 5,213 in December 2006.118

4.2.10. In order to improve the material and technical basis for the operation of social wel-
fare institutions, several projects were undertaken within the framework of the
National Investment Plan (NIP):
1) Improvement of material and technical basis for the operation of social welfare

institutions - in the first half of 2007, 117 vehicles for The Centre for Social Work,
33 ambulances and vans for the Centres for old people, procurement of ramps for
the disabled,  procurement and installation of IT equipment; 

2) Construction and purchase of housing units in 20 municipalities for housing in a
supportive environment for children without parental care - in the first half of 2007
- 11 housing units: 6 in Belgrade and one in Novi Sad, Priboj, Kragujevac, Nis,
Sremska Mitrovica; 

3) Furnishing, construction and rehabilitation of premises and procurement of neces-
sary equipment in social welfare institutions - PVC doors and windows have been
replaced in 25 social protection institutes, facilities have been refurbished where the
Republic Social Welfare Fund shall be located, the adaptation of facilities of the Ho-
me of People with Autism in Šabac, the „House of Good Will“; 

4) Procurement of vehicles for the existing and future day-care centres - 90 special
vans have been purchased, primarily for institutes whose beneficiaries are children
or adults with developmental disabilities and for day-care institutes with the same
beneficiary group. RSD 10,573,677.25 was earmarked for these purposes in 2006.
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118 Data on nominal monthly sums of an increased allowance for care and assistance to other persons and sums of the same
right for beneficiaries where a 100% physical disability has not been established were received from the IT department,
Ministry of Labour, Employment and Social Policy 

119 Note: Data in the Table reflect status in the Ministry of Labour, Employment and Social Policy  IT Department. An increase
of the number of beneficiaries of this right may be expected because of the large number of cases in the Pension and
Disability Insurance Fund commissions awaiting assessment of the degree of disability.



4.2.11. The support to the local self-governments in developing social welfare services at the
local level is provided within the framework of projects aimed at planning social poli-
cies at the local level through development of plans and setting up implementation bod-
ies in charge of development and execution of the social welfare strategy120. Thus far,
only 14 municipalities endorsed strategic documents related to the social welfare sector. 

Family Law and Improvement of the Rights of Children

4.2.12. In line with the 2004 National Action Plan for Children (NPA), and at the three pilot
municipalities (Kragujevac, Sjenica, Pirot) the development and adoption of Local
Action Plans for children (LPA) continued in 14 municipalities121. A new version of
software for the monitoring and evaluation of the NPA and the LPA - DevInfo base122 -
has been developed in cooperation with the Republican Statistics Office and UNICEF.
Development of certain significant indicators never before monitored by the Republican
statistics (indicators of the status of children with different categories of impairments,
definition of parameters of poor settlements) remains a challenge for the future.

4.2.13. The Government sent a Draft Law on Ombudsman’s Office for Children to the
Parliament, but the law was not passed in 2006. In AP Vojvodina there is a functioning
Province Ombudsman's Office, with one of the assistants in charge of the rights of chil-
dren. 

4.2.14. The Family Law, promulgated in 2005, became part of the legal practice. A Rulebook
on Program and Method of Acquisition of Special Knowledge from the area of the
„Right of the Child“ was adopted for judges presiding in family law cases (2006) with
the aim of providing judges who rule in family relation cases with additional theoreti-
cal and practical knowledge from the area of the right of the child and to acquire skills
needed for professional and efficient administration of justice in these cases. No wider
surveys have been conducted on the impact of the application of the Family Law. 

4.2.15. In respect of the children without parental care and children separated from families by
a decision of a competent body, the measures taken in the Ministry of Labour, Employ-
ment and Social Policy were directed to the improvement of the standard of living of the
children accommodated in the social welfare institutions, as well as the improvement of
non-institutional protective measures. These issues have been regulated by general acts
of the ministry in charge of social welfare123, whereby the social welfare centres are
imposed the responsibility to use other community resources (e.g. foster families and
support to the primary family of child and the child) prior to placement in a social wel-
fare institution, but also make impossible placement of a child in a social welfare insti-
tution without the consent of Ministry of Labour, Employment and Social Policy. 
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120 The Project is implemented in cooperation between the UK Department for International Development (DFID) and the
Ministry of Foreign Affairs of Norway (with the support of UN Development Programme – UNDP). The total value thereof
is GBP 3.5 million for the period June 2006 – August 2009. The number of municipalities covered by this Project in the first
phase is 64. By the end thereof, 104 municipalities in the Republic of Serbia should be covered.

121 Kanjiza, Senta, Valjevo, Osecina, Ljubovija Nova Varos, Priboj, Prijepolje, Krusevac, Prokuplje, Lebane, Bela Palanka,
Vranje and additional 5 municipalities are planned – funded by UNICEF in cooperation with the municipal authorities.

122 This database contains information collected by the Republican Statistics Office, ministries, the Republican Institute for
Health Protection and other relevant institutions. So far, data have been devolved to the level of municipalities and even
communities. A lot has been done by way of capacity building of municipalities for development of their own DevInfo data-
bases. A matrix containing MDG and PRS indicators has been established within DevInfo database.

123 The documents adopted, relevant to reduction of the number of children placed in social welfare institutions are Measures
for Removal of Irregularities in Institutional Protection of Children and Adolescents and the Instruction on Introducing Foster
Parenting and Adoption as Measures of Child Protection.



4.2.16. 2006 saw the continuation of the work on de-institutionalization and transformation of
residential institutions with a notable contribution obtained from the development of fam-
ily residence. Homes for the accommodation of children without parental care and the
three Juvenile Correctional Facility accommodated 1517, and the homes for the children
with developmental problems housed 826 children under the age of 18.124 The capacities
of some institutions for the accommodation of children without parental care decreased in
2006. Since 2005, the number of children in foster families has exceeded the number of
children accommodated in institutions and now stands at 3,196 children.125 In 2005 and
2006 the ratio of children accommodated in foster families and children in social welfare
institutions is 60% to 40% respectively, while the ratio used to be 37% to 63% respective-
ly in the previous period.  In the course of 2005 and 2006 approximately 460 children left
the social welfare institutions for other, less restrictive, forms of protection (placement in
foster families and return to primary families) or with becoming self-sufficient. Training
for 800 professionals for prevention of the measure of accommodation into institutions
were conducted.  The projects of de-institutionalization and transformation of institutions
for accommodation of children and young people are financed through Social Innovation
Fund  competitions and the „Decision on Special Forms of Social Welfare in AP Vojvo-
dina“. However, the problem with the accommodation of children up to 3 years of age and
children with developmental problems persists. The quality of selection and monitoring
of foster families was enhanced also by adoption of instructions on applying foster par-
enting and adoption as measures of protection. Furthermore, specialized types of accom-
modation in families are also being promoted (e.g. for children with developmental prob-
lems). Additional measures of support to self-sufficiency target the adolescents exiting the
social welfare institutions are being undertaken in certain municipalities.

4.2.17. The Law on Minor Perpetrators of Criminal Acts and the Criminal and Legal Pro-
tection of Minors was promulgated (adopted in 2005). In order to implement it a Rule-
book on Execution of pedagogical measures and special responsibilities were passed. The
Rulebook defines a normative basis for the appointment of bodies competent for imple-
mentation of special responsibilities, their mutual relations and other regulations relevant
to achieving the aim of pedagogical measures. In partnership with competent ministries,
UNICEF worked on the reform of jurisdiction related to minors in the Republic of Serbia,
implemented a project „Chance for Children to Change“ putting in place preventive pro-
grammes for children at risk and in conflict with the law, practice was introduced (as a
project activity) of mediation between the victim and the perpetrator, and the mediation
centres were established in the Nis and Krusevac Correctional Facility.

Gender Equality and Protection against Family Violence

4.2.18. The Law on Gender Equality is an anti-discriminatory law establishing in detail the
constitutional right to gender equality, based on the standards proclaimed by internatio-
nal conventions. The Assembly of Vojvodina forwarded this draft law to the Serbian
Parliament in June 2007. 

4.2.19. The National Action Plan for Improvement of the Position of Women and Advan-
cement of gender Equality (2007-2010), developed by the Republican Council for
Gender Equality and numerous women non-governmental organizations, is still in the
draft form. 
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124 Project Transformation of institutions for accommodation of children without parental care and children with behavioral
problems, March 2006; Project Transformation of institutions for accommodation of children with developmental problems,
August 2006 – Ministry of Labour, Employment and Social Policy

125 2005 Report on the Operation of Social Welfare Centres - Ministry of Labour, Employment and Social Policy



4.2.20. Activities of the AP Secretariat for Labour, Employment and Gender Equality as
well as the AP Gender Equality Institute were continued in 2006 with the aim of es-
tablishing mechanisms for gender equality, promoting the concept of gender equality
at the territory of AP Vojvodina, as well as the cooperation with relevant institutions and
non-government organizations at implementing the policy of equal opportunities126.

4.2.21. The Republic of Serbia reported on the Convention on Elimination of All Forms of
Discrimination Against Women (CEDAW) to the UN Committee on the basis of the
initial report submitted in April 2006127. Two other shadow reports of women NGOs
covering the period 2002-2006 were presented128. The concluding remarks and recom-
mendations of the Committee have been taken into the Government procedure, with an
obligation of submitting the second and the third periodical report by 2010 for the out-
standing period. 

4.2.22. Non-governmental sector sources129 pertain that the phenomenon of abuse of women
is insufficiently recognized, and that the institutions of the system have not integrated
the necessary activist approach through prevention or intervention, i.e. protection of
victims into their operation. The basic information and records on abuse and family vio-
lence are maintained by non-governmental organizations, while the state has no organ-
ized and integrated records130. 

4.2.23. The Government adopted the Strategy for Combating Trafficking in Human Beings
(2006). Drafting of the National Strategy against Violence is under way. 

4.2.24. The Manual131 for the implementation of the earlier adopted General Protocol for
Protection of Children from Abuse and Neglect was elaborated. Special protocols for
protection of children from abuse and neglect in social welfare institutions were devel-
oped as well as Departmental Protocol of the Ministry of Interior. According to UNICEF
findings132, 77% of parents punish their children physically or verbally. 
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126 For more information see http://www.psrzrp.vojvodina.sr.gov.yu/
127 Initial Report on Implementation of the Convention on Elimination of All Forms of Discrimination Against Women covering

the period 1992-2003, adopted by the Council of Ministers in 2005.
128 Alternative Report to the CEDAW Committee, General Recommendation 19 – Violence against women, Bobana

Macanovic,Autonomus Women' Center;prepared by the Autonomous Women’ Centre, the Voice of Difference, ASTRA,
Incest Trauma Centre and Women in Black; Shadow report on the situation of Roma women prepared by women NGOs –
European Roma Rights Centre, Bibija, Eureka, Female Space -http://www.errc.org/db/02/49/m00000249.pdf . 

129 Text of the team of authors of the Incest Trauma Centre Belgrade for the National Action Plan covering the period 2007-2010. 
130 In the general absence of records in the Social Welfare Centres, the Autonomous Women Centre has in 2004 put in place

a simple computer programme for registration of the basic characteristics of family violence and experts response. The
records maintained over the period of one year in the 9 departments of the City Social Welfare Centre confirmed unequiv-
ocally the gender dimension of violence and indicated the gravity and severity of the cases registered with the institutions:
physical violence was present in 69.9% cases with visible physical injuries (54.8%), lasting between 1 and 5 years in 68.5%
of cases, and up to 10 years in 19% of cases. In 13.5% of cases tools or weapons were used, and in 69.7% cases chil-
dren were  exposed to violence. The records pointed to the tendency of insufficient response to the perpetrator (measures
taken in one third of cases only), and particularly to the unequal perception/treatment of parents of different sex who were
perpetrators of violence against children. A statistically significant difference showed in the implementation of corrective
and repressive measures i.e. significantly more rigourous treatment of women (mothers) than of fathers. The recommen-
dation to experts to maintain durable records was not  was not endorsed.

131 It should be noted that sector protocols have not yet been developed, although this document was endorsed in August
2005. The document and the manual remain unknown to the majority of experts not working in social welfare, and partic-
ularly so to the professionals and teachers in kindergartens and schools.  

132 MICS, 2006.



4.2.25. Although according to the Law on Social Welfare and Provision of the Social Security
of Citizens, local self-governments are mandated with establishing and funding recep-
tion centres for urgent protection of the abused and neglected children, only a few
of them actually do it. These reception centres in certain municipalities are funded with-
in the framework of a certain number of projects and from donor funds. 

4.2.26. The number of registered cases of family violence rose in 2006. The first step towards a
more adequate protection of the victims of family violence represents the application of
protocols on cooperation of social welfare and judicial bodies, and the measures of round-
the-clock call centres and urgent interventions. Social welfare does not yet have an ade-
quate professional capacity and modalities for the temporary accommodation of the vic-
tims of family violence but the functioning of safe houses and other support services in the
non-governmental sector is not adequately networked and financially supported by the
state.  The Executive council of AP Vojvodina financed in 2006 a project „One Step Ahead“
developed by the CSW Sombor which provides the first on line connection and a joint
inter-institutional data base (in the country and in the region) for interventions in urgent sit-
uations of family and community violence. According to the findings of the Women
Autonomous Centre (WAC)133, no successful protection will be ensured in cases when the
victims are women living in poverty in absence of material assistance to cover the costs of
court procedures aimed at pronouncing the measures of protection from family violence
(amounting to RSD 40.000 on the average), and brief (efficient) court procedures. 

Disabled People and Children with Developmental Problems 

4.2.27. The Law on Prevention of Discrimination of Disabled People was promulgated in
2006. The Law provides a comprehensive regime of prohibition of discrimination on
the grounds of disability, the procedure of protection of persons exposed to discrimina-
tion, bodies competent for prevention of discrimination and actions to stimulate equali-
ty of the disabled people. The Strategy of Improvement of the Situation of Disabled
People in the Republic of Serbia was drafted in 2006 (adopted in early 2007). The
strategic aim of this document is the improvement of the position of the disabled to the
level of equal citizens enjoying all the rights and having the same responsibilities.

4.2.28. Obvious progress has been made within the framework of improvement of the
position of disabled people, but a lot remains to be done until a satisfactory level is
reached (e.g. employment of the disabled, removal of architectural barriers or installa-
tion of adequate ramps for the people in wheelchairs etc.). Systematically regulated sup-
port services directed at the inclusion of the disabled are still lacking. Thus far, support
services such as personal assistance (PA) and housing in supportive environment (HSE)
have been ensured in the form of pilot projects (through the Government of the Re-
public of Ireland and SIF for instance), but have not yet become part of the social wel-
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133 According to the data of the Women Autonomous Centre, that represented 10 women in the civil proceedings for pronounc-
ing of measures of protection from family violence before the Belgrade municipal courts in 2006, only 4 of the 10 proceed-
ings ended by a verdict, 4 are ongoing, and two clients have dropped charges. The average duration of proceedings in the
4 cases that ended in a verdict was 6.5 monthes (the longest 10, the shortest 4 months), although the Law provides for an
excplicitly urgent proceedings conducted in maximum 2 hearings, with the first one taking place no later than 8 days fol-
lowing the raising of charges. The average duration of proceedings per number of hearings in completed cases was almost
5 /case (4.75). A total of 19 hearings were scheduled and of them, 13 were held. The reasons for cancellation of hearings
were: no evidence that the defendant was summoned in an orderly manner (3), family councils were not established (2),
the judge was ill (1). The average duration of cases that did not end in a verdict by end of 2006 was almost 5 months (4.75)
per case (the longest 10 months; all 4 proceedings were still ongoing in February 2007). The average duration of proceed-
ings per number of hearings in cases that were not completed by end of 2006 was 3.25 i.e. 13 hearings were scheduled,
5 were held, 8 were not held.



fare system. There are exceptions to this assertion, for instance in Belgrade where in the
Decision on the Rights to Social Welfare in the mandate of the City of Belgrade the
right to housing in support of the persons with disabilities.

4.2.29. The Budget Fund for the programmes of protection and improvement of the situ-
ation of people with disabilities disbursed resources for: educational programmes on
improvement of the situation and protection of people with disabilities, rehabilitations
of premises of organizations of persons with disabilities, printing of publications, orga-
nization of seminars, conferences, international activities, and the distribution of huma-
nitarian assistance. The progress in non-institutional forms of protection of people with
disabilities and children with developmental problems was also achieved by support to
daily activities in a protective environment (50 projects), counselling and therapies (17
projects), and individual supportive housing (7 projects). Other activities aimed at im-
proving the position of these vulnerable groups (improvement accessibility of physical
environment, improved access to information, etc) were conducted within the frame-
work of the remaining 76 projects implemented through this Fund in 2006.

4.2.30. Monthly programme activities of approximately 400 local organizations of people with
disabilities were financed within the programmes of social and humanitarian organ-
isations from the Budget Fund.

4.2.31. According to the MICS data for 2006, one in ten children aged between two and nine
displays some kind of developmental problem. This is more frequent in the Roma pop-
ulation living in Roma settlements (23%), among the most deprived children (17%) and
children whose mothers have a lower level of education. The number of children with
developmental problems is higher in rural areas (13%) than in urban centres (9 %). 
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134 All the data from the table 7, 8 and 9 were provided by the Sector for the protection of the people with disabilities, Ministry
of labor, employment and social policy.



Roma as a Vulnerable Group

4.2.32. An integrated approach to improvement of the position of the Roma that would entail
undertaking parallel and coordinated actions in the area of economy, society and ecology
- ways to break the vicious circle of poverty among the Roma - is still lacking. Inclusion
of Roma into communities was also conducted partly through local projects (through SIF,
for instance)135 with the support from public revenue proceeds and donor funds alike.
Within the framework of the Roma Decade, the Government has adopted four Action
Plans136 for improvement of the position of the Roma in early 2005. The Strategy for inte-
gration and giving new authorities to Roma is still in the draft form, while the action plans
for social welfare, culture, media and information, anti-discriminatory measures, specific
situation of the internally displaced persons, returnees and women are being prepared137.

4.2.33. It is estimated138 that Roma comprise some 30% (geographical distribution up to 50%)
of the overall number of children and adolescents in the social welfare institutions for
accommodation, which is high relative to the total population of Roma children, which
is a particular indicator of inadequate implementation of programs of support to Roma
parents and families by the CSWs. It is alarming that the number increases in the pro-
cess of deinstutionalization and/or due to the total decrease in the number of children
and adolescents in social protection institutions.

4.2.34. The key providers of support to the inclusion of Roma are non-governmental organiza-
tions working independently or in partnership with Roma organizations. Still, these ac-
tivities are not sufficiently supported by systemic measures for the exercise of social
welfare rights. 
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135 14 projects endorsed in three project cycles. See review of implemented projects at www.sif.minrzs.sr.gov.yu  
136 Action Plans for education, employment, housing and health
137 The drafting thereof involved representatives of line ministries, National Council of the Roma Ethnic Minority, delegation of

young Roma leaders, international and inter-governmental institutions and agencies (UNICEF, Swiss Development and
Cooperation Agency, World Bank, OSCE, Open Society Fund, UNHCR, UNHCHR, IOM)

138 Due to the lack of statistical data, estimation is based on independent surveys, as well as the assessment of social protec-
tion workers.



Priorities for the Forthcoming Period 
S H O R T- T E R M  P R I O R I T I E S  

Continue the process of decentralization of social welfare services at the local level.
Initiate the process of implementation of the Strategy for Improving the Position of
People with Disabilities.
Define and introduce measures for including farmers without material benefits
within commercial production of agricultural products into the social welfare system.
Improve monitoring of the implementation of strategies related to social welfare
and adopt action plans for inter-ministerial cooperation. 
Continue the process of de-institutionalization, development of foster parenting and
other community services that prevent institutional care and accommodation
of beneficiaries (children and adolescents, in particular). Pursue systemic incentives
of NGOs and profit organizations in the sustainable provision of social services.
Develop systemic mechanisms to stimulate municipalities to fund services in local
communities and develop social welfare development plans in municipalities
(minimum 100 municipalities).
Systemically improve the position of certain social groups and ensure plurality
of social welfare services providers through enactment of new laws (e.g. Law on
Ombudsman’s Office for Children, Law on Employment of People with Disabilities,
Law on Gender Equality, Law on NGOs, Law on Volunteer Work). 
Adopt action plans for access of vulnerable social groups to the social welfare
system, programmes and social policy measures and ensure their participation
in creating of these; define the manner of outcome monitoring.

M I D - T E R M  P R I O R I T I E S  

Challenge the right to MOP, especially with regard to: taking administration of this
right out of social welfare centres; challenging potential current practice of giving
precedence to single-headed families; conditions for recognition of rights to labour
active beneficiaries i.e. families with a majority of labour active members; the
amount of MOP sufficient to satisfy basic existential needs of beneficiaries;
incentives to labour active beneficiaries to find employment, expansion of MOP
coverage; adjustment of MOP allowance with the new poverty line. 
Ensure sustainable development of non-institutional, open forms of social welfare
and social protection through legal solutions and stable sources of funding of local
self-governments.
Ensure a new (reformed) legislative framework; in the field of social, family-legal
and child protection.
Challenge and improve measures of pro-birth policy. 
Establish new mechanisms of improvement and quality control of social services
(system of licensing, accreditation, supervision) that would apply to all service
providers irrespective of whether they belong to public, private (profit)
or non-governmental (civil) sector. Ensure participatory process in defining
the standards of services, accreditation, licensing and supervision systems.

94

Second Progress Report on the Implementation
of the Poverty Reduction Strategy in Serbia



Improved Status of Pensioners and the Elderly 
4.2.35. The amendments to legal provisions that came into effect on 1 January 2006 intro-

duced an obligation for the Republican Budget to fund the difference between the low-
est pension and the pension calculated as per general provisions (if lower than the low-
est pension). This resulted in a change of the structure of expenditures of the pension and
disability insurance funds. The most evident change occurred in the Republican Pension
and Disability Insurance Fund, since over 90% of beneficiaries of this Fund receive the
minimum pensions. The implementation of the altered regulations resulted in a share of
direct subsidies from the budget (used to cover outstanding proceeds for the payment of
pensions) dropping from approximately 58% of the total Fund expenditures in 2005 to
approximately 24% in 2006. The introduced transfers that became a regular budget item
covered approximately 42.5% of the total Fund expenditures in 2006.

Reform of the System of Pension and Disability Insurance 

4.2.36. The continuation of pension system structural reform may be presented briefly
through: a)consolidation of three funds for pension and disability insurance; b) estab-
lishment of the system of voluntary pension funds and pension plans, representing part
of the system of pension and disability insurance; c) promulgation of two laws on pub-
lic debt of the Republic of Serbia ensuring establishment of regular payment of pensions
in the Republican Fund for Pension and Disability Insurance of Employees (a month
and a half delay in the payment of pensions) and the Republican Fund for Pension and
Disability Insurance of Farmers (20.5 months delay in the payment of pensions) and  d)
consolidation of collection and tax administration reform. 

4.2.37. The process of consolidation and integration of three funds for pension and disabili-
ty insurance is under way. The Law on Changes and Amendments to the Law on Pension
and Disability Insurance provides for the administrative consolidation to be completed by
1 January 2008. Financial consolidation is to be completed by 1 January 2011140. 

4.2.38. The Law on Voluntary Pension Funds and Pension Plans was passed in October
2005. It came into effect in April 2006. By-laws were adopted that define this area and
the establishment of voluntary private pension funds and conclusion of first contracts
related to pension plans began141. Voluntary pension insurance enables everyone who
wishes to invest additional funds for their pension to do so. 
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139 Table has been developed based on the data obtained in MoLESP.  
140 Consolidation of pension and disability insurance funds is conducted as part of the project activities “Consolidation of

Collection and Reform of Pension Administration in Serbia”. More about this project in continuation of the text.
141 The law regulating this area came into effect on 1 April 2004. Development of this part of the pension system is in its ini-

tial stages. Six voluntary pension funds were established by March 2007. They may be accessed by individuals and com-
panies. Ministru of Labour, Employment and Social Policy in charge of approving pension plans, issued 24 approvals on
pension plans by end of first quarter of 2007



4.2.39. Public debt to beneficiaries of pensions from the Farmers’ Fund is paid in four equal
annual instalments and shall be completed in 2010. The instalments will include 8.5%
of interest rates at the annual level calculated as of 1 January 2006 up to the moment of
payment. The first instalment of the public debt was paid in November 2006142. 

4.2.40. Payment of public debt to beneficiaries of pensions from the Employees’ Fund began in
December 2005.143 The payment of the last, sixth instalment of the public debt is to take
place in February 2008. The instalments will include 8.5% of interest rates at the annu-
al level calculated as of the first day of payment in December 2005 up to the moment
of payment.

4.2.41. The adjustment of pensions pursuant to the changes of the Law on Pension and
Disability Insurance in the period 2006-2009 will be done through gradual transition
from quarterly adjustment according to the „Swiss formula“ to bi-annual adjustment in
line with the changes of the cost of living. Pensions and general points144 will be adjust-
ed twice a year (on 1 April and 1 October respectively) in line with the changes of
adjustment parameters in the preceding six months.145

4.2.42. The project „Consolidation of Collection and Pension Administration Reform“
represents an integral part of the overall reforms of the system of pension and disabili-
ty insurance that the Government initiated in the previous period.146 The project should
ensure fulfilment of the following objectives: a) more efficient collection of contribu-
tions; b) better records of the insured and other data towards the realization of rights of
the insured (updating of records entails a consolidation of records of beneficiaries of
other forms of mandatory social insurance); c) trained and qualified administration in
pension funds; d) trained staff, creating a pension policy at the Ministry of Labour,
Employment and Social Affairs.

4.2.43. Part of the above objectives should be fulfilled through establishment of a Central
Registry of the Insured and Beneficiaries i.e. an integrated database of the insured,
and control of collection of contributions and income tax. In addition to the expected
fiscal improvements resulting from a more efficient collection of contributions for pen-
sion and disability insurance, enhancement of procedure for exercise of the right to a
pension and other benefits is expected. All this is to lead to improvement of the benefi-
ciaries’ position.   

Community Services for the Elderly

4.2.44. In 2006 the Government adopted the National Strategy on Ageing. The aim of this
document is to create an integral and coordinated policy by 2015 that will recognize the
current and projected demographic changes in the Republic of Serbia.
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142 Two instalments paid by March 2007
143 Five installments paid as at the end of the first quarter of 2007
144 The base level of pension depends on salaries of the insured during the time spent in insurance (expressed by personal

points) and of the general level of salaries and living standards in the country (expressed by general points)
145 Dynamics of the gradual transition: 2006 – 62.5% of the cost of living changes and 37.5% of changes of salaries; 2007 –

75% of the cost of living changes and 25% of changes of salaries; 2008 – 87.5% of the cost of living changes and 12.5%
of changes of salaries; 2009 – 100% of the cost of living changes

146 The project is funded from the proceeds of the World Bank loan and on the basis of the Development Credit Agreement
signed on 22 June 2005 between the State Union Serbia and Montenegro and the International Development Association
(IDA). The loan came into effect on 20 December 2005 when the work on the project actually began. The value of the loan
is USD 25 million as per IDA conditions ( 0% interest rate, 20 year repayment period, 10 year grace period and 0.75%
administrative cost at the annual level).



4.2.45. Throughout 2006 the community services for the elderly presented in Table 4.2.45 were
provided in 27 municipalities and most often in combination of two services: clubs and
assistance at home, or clubs and care at home. In the remaining 12 municipalities one
service was provided.

4.2.46. The services of assistance and care at home, as well as the clubs and day centres are
funded or co-funded by local governments in 39 municipalities. Of the total number of
municipalities funding or co-funding these services for the elderly 14 are located in AP
Vojvodina, 13 in Belgrade and 12 in Central Serbia.

4.2.47. According to the results of surveys on the types of non-institutional social welfare
services needed by the elderly, only 9% of them aged over 70 avail themselves of
some of the rights/services/programmes of support. The people with chronic illnesses
and respondents with higher income are in the majority148. 

4.2.48. Until the beginning of PRS implementation the non-institutional social welfare servic-
es were developed in only 35 municipalities in the Republic of Serbia covering 2,002
elderly people with assistance and care at home and 15,539 with services in clubs. Since
the beginning of the PRS implementation, these services have been developed in 23
more municipalities, mostly through the projects of the Social Innovation Fund149. The
overall coverage was also increased. Currently, these services financed/co-financed by
local self-governments exist in 58 municipalities in Serbia. Assistance at home is used
by 4,149 elderly people of whom 3,541 over 65, while the services of clubs are used by
16,493 persons.

4.2.49. Social housing in a protective environment has been developed in 17 municipalities,
as a new form of non-institutional social protection that offers the needed support to
beneficiaries through an improved quality of life in the natural surroundings of a local
community. 688 vulnerable people were accommodated in 271 housing units. Of them,
180 people are refugees over 60 years of age.

4.2.50. In addition to the services of open forms of protection, a portion of the elderly who have
no family to take care of them and are no longer self-sustainable, need the services of
elderly homes. Only 0.5% of the elderly may avail themselves of the capacities of eld-
erly homes in Serbia (10 times less than in European countries). 
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147 Day care/day centres, reception centres/reception wards
148 Survey on the Needs of the Elderly for Non-Institutional Social Welfare, implemented by NGO “Amity” under the auspices

of the EAR and through UNDP with a view to promoting efficient implementation of the Poverty Reduction Strategy and the
Social Welfare System Reform at the local level

149 For more information see the webpage www.sif.minrzs.sr.gov.yu



Priorities for the Forthcoming Period 
S H O R T- T E R M  P R I O R I T I E S  

Define a long-term strategic direction of pension system development.
Consolidate collection and reform of pension administration and, as part of it.
Finalize the process of consolidation of Pension and Disability Insurance funds.
Introduce a consolidated registry of the insured to further the process
of collection of contributions.

M I D - T E R M  P R I O R I T I E S  

Analyse the reasons for a possible change of the pension system structure
- introduction of new forms of pension and disability insurance (e.g. mandatory
private pensions, social pensions, specific pensions for particular professions), i.e.
changes of the existing parts of the system.
Monitor the effects of the change of indexation of living standards
of pensioners i.e. the percentage of applicability of indexation (adjustment)
of pensions to the cost of living only.
Resolve the status of the army insured who are currently beneficiaries of a separate
fund, the operation, volume and conditions for exercise of rights of which have not
been provided for by the current Law on Pension and Disability Insurance, but by
separate regulations.
Continue developing social community services for the elderly citizens
at a municipal and inter-municipal level as well as introducing new services
into the social welfare system.
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4.3. Health Care towards Poverty Reduction
4.3.1. Life expectancy at birth is

one of the basic indicators of
a citizens’ health, it is unfor-
tunately still considerably la-
gging behind the EU average.
Many other indicators of citi-
zens’ health show favourable tendencies in comparison to the 1990s. 

4.3.2. For quite a long time, cardiovascular diseases, various types of cancer and injuries were
the most common causes of death. Standardised mortality rates for cancer-related dis-
eases were going up from one year to the next, and represent the leading cause of death
among women, while rates of the other groups of diseases were in decline.

4.3.3. Regarding health indicators of particularly vulnerable groups (the Roma, especially
those living in Roma settlements, the poor, refugees, internally displaced people, people
with special needs, and people living in rural areas, etc.152), some unacceptable differen-
ces can be observed, requiring targeted interventions, i.e. activities that would focus on
these groups and take place simultaneously with the general reforms. 

4.3.4. The downward trend in child mortality continued. However, indicators of child mortali-
ty among Roma are much higher.

99

STRATEGIC DIRECTIONS 
OF POVERTY REDUCTION IN SERBIA

150 World Health Organisation, 2005
151 Report on the Realisation of Millennium Development Goals in the Republic of Serbia, 2006
152 The latest available data concerning persons with disabilities and children with special needs refer to 2001. There is no rel-

evant data of the health of refugees and internally displaced persons.
153 Republic Bureau of Statistics (DevInfo)
154 Multiple Indicators Cluster Survey (MICS) of health and behaviour of women and children, UNICEF, 2005,  preliminary results
155 Multiple Indicators Cluster Survey (MICS) of health and behaviour of women and children, UNICEF, 2005,  preliminary results



4.3.5. There are also differences in infant mortality rates relative to the territory. The lowest
rates were in AP Vojvodina, especially Central and Northern Banat (4.5-5.8 per 1,000
infants), while the highest rates were recorded in the districts of Jablanica and Pirot (12
per 1,000 babies)156.

4.3.6. Judging from the data provided by routine statistics, immunisation coverage is about
97.7% of children157. According to the results of the survey of multiple indicators of the
situation of children and women (hereinafter: MICS3) conducted by UNICEF 2005,158

only 27% of children living in Roma settlements have received all vaccinations159. The
same survey shows that the percentage of children who had all the recommended vacci-
nations at the specific age160 is 44%, 37% of the most vulnerable  children and only 9.2%
of children living in Roma settlements. No significant, gender-related differences were
observed, but solid indicators of the turnout for inoculation proved to be the level of
mother’s education and living in an urban area (62% living in an urban area compared to
52% from rural areas). The lowest ratio of fully immunized children, according to this
survey, is in South-East Serbia at 31%161.

4.3.7. Having analysed the data of mortality in fertile women, it was concluded that there
were no territorial differences (i.e. urban versus the rural population), but there were con-
siderable differences in deaths caused by all three groups of diseases between the average
population of women and Roma women. Further research is needed in order to establish
the principal causes of deaths among Roma women in their fertile age. Maternal mortali-
ty rate, expressed as a ratio per 100,000 live births (due to unstable indicators), dropped
considerably in the period 2001-2005 (it was 5.6) in comparison to the early ‘90s when it
was about 14.

4.3.8. The high number of intentional terminations of pregnancy in the reproductive peri-
od is still worrying, and in 2000 was 2069.5165 (per 100,000 women, age 15-49), while
the same rate among adolescents was 504.2166.

4.3.9. The use of healthcare services did not particularly change in comparison with the pre-
vious reporting period. A study on the health of the population167 from 2006, has con-
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156 Serbian Institute of Public Health, 2006
157 Millenium Development Report, Government of Serbia 2006.
158 Preliminary data Multiple Index Cluster Survey, MICS 3, 2005
159 MICS 3, 2005. 
160 See more for value of this indicator in MICS 3, 2005. and Millenium Development Report, Government of Serbia 2006.
161 Multiple Index Cluster Survey, MICS 3, 2005.
162 Multiple Indicators Cluster Survey (MICS) of health and behaviour of women and children, UNICEF, 2005,  preliminary

results
163 Report on the Realisation of Millennium Development Goals in the Republic of Serbia, 2006
164 Per 100,000 infants
165 The database the Public Health Institute  of the Republic of Serbia “Dr Milan Jovanovic-Batut”
166 Serbian Statistical Almanac, the Public Health Institute of the Republic of Serbia “Dr Milan Jovanovic-Batut”
167 Study on the health of the population of Serbia, 2006, carried out as a project of the Ministry of Heatlh and the World Bank



tributed to a better assessment of the problem of the general population, but is also show-
ed that the use of healthcare services among the poorest stratum of the population168

is very low. Also, the ratio of the poorest to the general population is much higher when
it comes to not using medical services because they have to be paid for. 

4.3.10. On the other hand, the results of this survey show that the number of people who buy
medications in pharmacies has dropped, and the number of those buying medications
on prescription rose, which is largely due to the new legal framework, i.e. the passing
of the Regulation on the price of medications. In fact, the Republic Institute of Health
Insurance was able to expand the List of Medications, and a reduction in the suppliers’
price of medications was made possible too.

4.3.11. The adult population believes that the three major reasons for getting ill are: stress
(73.1%), adverse living conditions (56.6%) and a poor diet (33.3%). 

4.3.12. In the period from 2000 to 2006, the number of smokers dropped considerably. This
was probably a result of intensive preventive activities and health-promotional cam-
paigns (National and World No Tobacco Day), adoption of the Tobacco Control Strate-
gy and establishment of the office that bears the same name. One-third of revenue gene-
rated from turnover tax on tobacco products (the so-called „Tobacco Dinar“) was allo-
cated to preventive activities. At the same time though, a negative trend was noted in
the prevalence of alcohol consumption, which is particularly worrying among children.
All of the above indicates that it is necessary to implement preventive and health-promo-
tional programmes and interventions relating to this area.

4.3.13. Even though the share of public spending on health care in Gross Domestic Product
(GDP) was considerable (5.9% in 2006170), as was the total expenditure estimated at up
to 9% GDP171, the healthcare system often faced financial problems. The accessibility
of healthcare services, especially for the poor, was limited due to their significant char-
ges. The National Health Account (NHA), as the official statistics, should provide an
insight into the inflow and distribution of funds within the system as well as in the over-
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168 For the purposes of this survey, the category of the poor was determined by the welfare index, i.e. by dividing the popula-
tion into 5 groups, each covering 20% of population.

169 Preliminary results of the Survey of Citizens’ Health, 2006.
170 Source: Revised Memorandum on Budget and Economic and Fiscal Policy in 2007 with Projectins for 2008 and 2009.
171 National Health Account, preliminary data for 2005



all public and private spending on health, and therefore provide transparency of finan-
cial flows in the healthcare system. The share of health costs in the total household final
consumption expenditures registered an upward trend (Table 4.3.13).

4.3.14. But of 406 surveyed households173, over half (57.1%) had healthcare-related expenses.
The largest number of survey respondents reported that they paid for medical scans
(35.3%), dental services (34.5%), laboratory services (32.8%) and specialist medical
services (31.5%). Observed by the ownership sector, 36.9% of the total expenditure
refers to the public and 63.1% to the private sector.

4.3.15. According to the same source174, the Republic of Serbia is one of the countries where
„paying out of the pocket“ comprises the largest part of private health costs (85%).
In developed countries these funds are not used for „out of pocket“ payment, but for pri-
vate health insurance, and affect only the wealthier strata. In the Republic of Serbia the
conclusion is that such spending indicates a barrier in access to a health care service for
the poorest population.

4.3.16. The increase of the senior population and the population with low employment rates
represents a challenge to the sustainable financing of the healthcare system, in a system
based on collecting contributions.

4.3.17. The distribution of budgetary funds directly or indirectly connected to the implementa-
tion of the Poverty Reduction Strategy was quite different at the central and local
level175. In the period of 2005-2006, more funds were allocated to the sector of health
and social protection than to other sectors at the central level (social protection around
40%, health protection around 15%). However, at the local level, more than half of the
funds were directed at the development components - economy and education. The
health care sector expenditure at the local level will increase with the realisation of the
National Investment Plan through investment in facilities of primary health protection.

4.3.18. In addition to the transfer of responsibilities pertaining to primary health protection to
the local level, the process of decentralisation should also lead to the decentralisa-
tion of a part of the funds. The new Law on Financing of Local Self-Government that
took effect on January 1, 2007 regulates this area. Plans have been made for the
unbundling of healthcare centres and separating out medical centres that will become
the responsibility of local governments. The plan should have been applied in some
institutions, but the process was slowed down and then extended for 5 years. Practical
solutions concerning the allocation of purpose funds are being drawn up. The
amounts of transfers will be determined by unique criteria and measurements, which
are yet to be defined, taking into account development and demographic characteris-
tics of municipalities. However, there have been no public discussions to date on
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172 Household Budget Survey, Republic Bureau of Statistics
173 Republic Statistical Office, Household Budget Survey, 2005, Ad Hoc Survey on unencompassed economy
174 Ad Hoc Survey on unencompassed economy, Household Budget Survey, 2005.
175 Analysis of Budgetary Allocations, 2007



decentralisation of the assets of the Republic Institute for Health Insurance, which
would represent the true financial decentralisation.

4.3.19. The Republic Institute of Health Insurance (RIHI) generates its revenues from a
number of sources: contributions for health insurance (67.77%), transfers from compul-
sory social insurance agencies (24.76%), transfers from the budget for uninsured peo-
ple (about 2.79%, of which 2.55% through the Ministry of Finance and 0.24% through
the Commissariat for Refugees and IDPs), memoranda clauses (refunds, 2.47%), and
other sources (2.21%)176. The expenditures of RIHI are shown in Table 4.3.19. 

4.3.20. Contrary to expectations, the RIHI investments of primary health care were reduced,
but it should be noted that the budgetary funds earmarked by the Ministry of Health
for primary health care went up from 15% to 36%178 in the same period.

4.3.21. The redistribution of funds will be based on savings and increased efficiency in cer-
tain areas, e.g. due to reduced expenditure on non-medical staff (that left the healthcare
system, having accepted the social programme and severance pay in late 2005 and in
2006). Further savings can be expected due to the reduced expenditure on dental servi-
ces, improved system of public procurement of medications and medical supplies,
application of the protocol for cost-effective health protection, and the abolishment of
covering funeral costs (so-called non-medical contributions from the Institute of Health
Insurance, etc.). A part of such saved funds has already been earmarked for 1,000 in
vitro fertilisations, positive list of medication according to medical indications, and con-
siderable reduction of the time spent on the waiting list for pacemakers. Investment
funds have also been allocated for the opening of wards for extended medical care and
treatment as well as wards that will be providing services in day-time hospitals.  

4.3.22. Despite its good geographical dispersal and satisfactory accessibility, the healthcare sys-
tem has to deal with inadequate infrastructure, outdated equipment and, often, cramped
facilities. Under the National Investment Plan, 311 million Euros was earmarked for the
health sector, which will be used for the procurement of equipment for hospitals and
maternity wards, scanners, reconstruction of clinics in Belgrade, Nis, Kragujevac and
Novi Sad, the construction of two hospitals, procurement of hospital beds and the recon-
struction and refurbishment of all medical centres in the Republic of Serbia. The first
stage that envisaged classification of contractors was completed and in many medical cen-
tres works are already underway. The Ministry of Health has initiated the development of
the Health Investment Strategy179 which should ensure the planning of investments based
on the long-term needs of the population in terms of health care. The leading principles
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176 NHA, 2007, taken from the final report of RIHI 2005
177 Source: RIHI Financial report February 2006 and RIHI internet presentation, jun 2007
178 Ministry of Health, Health Insurance Department, 2007
179 Through the project financed by the World Bank loan



thereof are to ensure rational investments at the national level, which should enhance the
access and quality of health care, and also to initiate the building of capacities of health
care institutions to recognize the local and regional priorities in providing health care. 

4.3.23. The reform of financing implies a change in the way healthcare services are finan-
ced. The work on defining the capitation formula180 is still in progress as well as the
work on the establishment of the merit-based financing of primary healthcare medi-
cal staff. In cooperation with RIHI and the Ministry of Health, the so-called weight
capitation was defined as a priority, which not only takes into consideration the num-
ber of users, but also can take the age structure, population density, level of region-
al development, and road infrastructure, etc. As a precondition for the introduction
of the capitation, the database of insurees was prepared and the network of all RIHI
branch offices has been established181, and in several medical centres pilot projects
concerning electronic medical files are underway. A bylaw on the application of elec-
tronic medical files is underway (Decree on Implementation of Electronic Medical
Files). A payment model for secondary healthcare according to similar groups of
diagnoses is being developed. 

4.3.24. The allocation of RIHI funds for preventive health care, although insufficient, shows
a tendency of  a slight increase from 3.47% in 2003 to 3.73%182 in 2005. The question
of allocations for preventive health care when transferring to the capitation model is still
outstanding. In the past year, 25183 centres for preventive medical services were estab-
lished. These medical centres focus on the early discovery of illnesses by way of carry-
ing out integrated activities of primary health protection and using mobile units for field
work in the areas whose population do not have access to medical centres. In the next
period it is necessary to create conditions for the creation of new centres, and the financ-
ing of their operations by the RIHI and local authorities. 

4.3.25. In October 2006 the Ministry of Health carried out a customer satisfaction study
among healthcare users, which showed that 82% of the users were satisfied with the
chosen doctor, 83% were satisfied with the specialist services, and 88% were satisfied
with the hospital treatment they received. There were few complaints and comments
by users, reaction times in emergencies were faster, indicators improved for lethality,
mortality, and the length of hospital treatment. Healthcare institutions were ranked
according to quality indicators. According to evaluation by Transparency Inter-
national (Transparency Serbia), the corruption indicators in the  medical services was
4 in 2005, while in 2006 it was 3.9 (1 - no corruption, 5 - extreme corruption). A wor-
rying fact is that not only the high corruption index, but also the fact that it is the high-
est corruption index in the Republic of Serbia (compared to all other areas that are
analyzed)184. 

4.3.26. The Task Force of the Ministry of Health in charge of accreditation, assisted by inter-
national consultants, produced the Draft Standards for Accreditation of General
Hospitals, with a detailed self-evaluation and external evaluation mechanisms. Four
hospitals have undergone the complete accreditation process (two, in Kraljevo and
Valjevo, have received the „accreditation award“). The development of standards for
accreditation of health centres is underway and the first ten health centres are expected
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180 Within the project of the European Agency for Reconstruction 
181 Within the project financed by the World Bank loan
182 NHA, 2007, taken over from final RIHI reports
183 25 under the auspices of the EAR project and 2 with the own initiative of medical centres
184 Report on the Transparency International Global  Corruption Barometer 2006



to undergo the full accreditation process by the end of 2007. The function of the Accre-
ditation Agency is still conducted by the Ministry of Health until the Agency is estab-
lished, envisaged not later than the end of 2008.

4.3.27. In late 2005 a set of system laws was adopted: the Law on Health Protection, the Law on
Health Insurance, and the Law on Chambers of Medical Workers. In early 2006,  a num-
ber of bylaws were produced pertaining the healthcare institution network plan, detailed
conditions for performing medical services in healthcare institutions and other forms of
healthcare, and the internal organisation of healthcare institutions, etc. These documents
determine the number of necessary healthcare workers and healthcare associates for
healthcare institution on all three levels, depending on the type and scope of professional
services and frequency of utilisation. It is particularly important that a set of system laws
enables the establishment of health workers chambers, which ensures the quality of pro-
fessional work in the health sector in the Republic of Serbia. In line with obligations de-
riving from the Law on Health Care and with the assistance of consultants engaged by
way of the World Bank loan resources, the Ministry of Health works185 on the develop-
ment of the Manual for Licensing and Re-licensing the Health Professionals and the Rule
Book on the Introduction of Continued Medical Education for all types of health workers. 

4.3.28. In addition to the systemic law, a series of regulations in the area of health insurance
have been adopted. Particularly important is the Regulations on the Subject and Scope
of Rights to Health Care pertaining mandatory health insurance and participation for
2007, the Regulations on the Compulsory and Procedure for Inclusion in Mandatory
Health Insurance for percussions that do not have compulsory health insurance. The
highest annual participation fee has been set for insured people that pay during the year,
and which cannot amount to more than one third of their income, i.e. the pension of the
insured person. The manner, procedure and conditions for exercising the rights of in-
sured people in the domain of compulsory health insurance has been set, as has been the
procedure for their choice of doctor. In addition to activities undertaken by the RIHI in
order to raise awareness of the insurees on their rights deriving from regulations in the
domain of health insurance, the Ministry of Health186 has initiated a large campaign on
the rights and obligations of both patients and health workers. The aim is that health
workers and patients establish communication in an atmosphere of mutual respect,
which shall ensure the respect for patients’ rights deriving from the Law on Health Care.
A Rulebook defining level of monthly income as a basis for obtaining the status of
health insurance beneficiary was developed as an important bylaw stipulating monthly
income level as a criteria for obtaining the status of health insurance beneficiary for the
unemployed and other categories of socially vulnerable individuals, whose monthly
income is below the level define by the Rulebook (in accordance with the Article 22.
paragraph 2 of the Law on Health Insurance)

4.3.29. The new Law on Health Insurance abolished the right to dental health care (with the
exception of children, people over the age of 65, pregnant women and emergency ca-
ses), compensation for the period of temporary work incapacity for women with
preterm labour has been reduced from 100% to 65%, the right to compensation of trav-
el expenses associated with exercising rights to health care in the region of the branch
institution has been abolished, which can lead directly to the reduction of accessibility
of heath care to individuals. According to the new law, non-marital partners gain the
right to insurance after only two years of their partnership.
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4.3.30. The Law on Health Protection and the Law on Health Insurance as well as adopted
bylaws acknowledge the needs and define the ways how vulnerable groups can exercise
their health protection rights. However, part of the population still does not exercise
the rights that are guaranteed by law. A specific problem represents the inclusion of
people without residence (particularly the Roma population who live in Roma settle-
ments) in the health insurance system, in accordance with Article 22 of the Law on
Health Insurance. Without a registered residence a person cannot obtain personal iden-
tity papers and exercise the right to health insurance and other rights. Due to the
extremely poor health conditions of this part of the population, especially women and
children, it is necessary to implement urgent measures that will simplify the registration
of residence and thus provide preconditions for obtaining all other documents and exer-
cising rights of this vulnerable group. With the existing solutions, these people can exer-
cise the right to emergency medical treatment, regardless of whether they possess per-
sonal documents or not.

4.3.31. The Law on Health Insurance has a number of positive solutions, pertaining vul-
nerable groups and the reduction of the number uninsured people. Hence, children
with disabilities have the right to health insurance, and are not obliged to pay. Students
that are older than 26 (the upper limit for the completion of undergraduate studies,
according to the same Law) have the option of remaining within the system, with a
minimal additional payment. Also, insured military personnel can get treatment in state
healthcare institutions, with participation that is slightly higher than participation for
other insurance users.

4.3.32. During the reporting period a number of strategic documents were adopted: the
Development Strategy for Youth Health in the Republic of Serbia, the Strategy for
Controlling Tobacco, the Strategy for Improving Mental Health, the Strategy for the
Improvement of the Position of People with Disabilities in the Republic of Serbia, and
awaiting adoption is the National Strategy for the Prevention of Abuse of Psychoactive
Substances.

4.3.33. The Strategy for the Development of Youth Health in the Republic of Serbia
acknowledges particularly sensitive, marginalized and socially vulnerable youth
groups. The key focuses of the Strategy are the promotion of healthy lifestyles among
youths, strengthening services intended for this group by expanding the network and
improving the performance of existing youth counselling centres, with targeted inter-
ventions in groups of particularly vulnerable youths. In the next three years the Balkans
Youth and Health Project187 will be involved in applying the Strategy recommendations.

4.3.34. A significant progress in the implementation of the Strategy for Fighting HIV/AIDS
was achieved. Funds totalling 9 million EUR have been provided for the project188, a
monitoring and evaluation plan for national responses have been created, three wards
for treatment have been opened and a handbook has been created for people living with
HIV. Mechanisms for monitoring knowledge as well as other indicators pertaining HIV
and AIDS have been improved. As of December 2006 the total number of people reg-
istered with HIV was 2,088, of which 1,339 (64%)189 have been diagnosed with AIDS.
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4.3.35. Significant results have been achieved in the Control of Tuberculosis in Serbia
Project. During 2005 and 2006, educational activities and active searching for infected
people included 25,665 Roma in Roma settlements, and 11,803 refugees and internally
displaced people in camps190. The activities were carried out by trained activists from
the Serbian Red Cross Society, in cooperation with non-governmental Roma organisa-
tions and anti-tuberculosis clinics.

4.3.36. The contribution of the Association for Public Health of Serbia, which was founded
in 2003, is also significant in assessing the psychosocial risks in the family, and carry-
ing out interventions in accordance with the assessed family needs, while promoting the
concept of public health in local communities.

4.3.37. The reconstruction of 24 general hospitals, with support from the loan of the
European Investment Bank (20 hospitals) and the World Bank loan (4 hospitals) has
been completed. Work efficiency (perceived in the reduction of the average treatment
time, increased bed-occupancy rate, with the concurrent reduction in staff) has been sig-
nificantly improved in the general hospitals in Valjevo, Kraljevo, Zrenjanin and Vranje,
as a result of the World Bank Project. Hi-tech equipment (scanners, etc.) were distribu-
ted. In cooperation with the RIHI and within the same project, the management of wait-
ing lists has been introduced to all Serbian hospitals. This has been done in order to
improve the access of the population to expensive medical procedures which are not
urgent. The result has indicated that a large number of the population had not even tried
to solve such health problems until good control was introduced and additional resour-
ces for financing such services were ensured. 

4.3.38. Recognizing the problems of the Roma population’s access to health protection191 and
the need to improve their health status, and based on the adopted Action Plan for
Health Protection as Part of the Decade of Roma Inclusion, the Ministry of Health
has allocated funds for financing projects in this area. The project bearers are healthcare
institutions, provided that the projects are realized in cooperation with nongovernmen-
tal organisations. Based on the criteria of an interdepartmental commission, by the end
of 2006 funds were approved for financing 93 projects, and implementation started in
October 2006. Funds have been allocated for such projects in 2007, and it is very impor-
tant to provide instruments for external monitoring of project realisation and the appro-
priate expenditure. 

4.3.39. In 2006, activities concerning the development and implementation of guides to
good clinical practice192 were stepped up, especially with regards to preventive
healthcare services. The Republic Commission within the Clinical Centre of Serbia
in Belgrade in charge of this area identified a number of priority diseases for which
guides to good clinical practice were produced, the education of healthcare workers,
patients and the general public was carried out, and implementation evaluation is still
to be carried out. It is necessary to additionally harmonise the recommendations in
certain handbooks193 with the planned scope and content of healthcare services in the
Regulations on the Content and Scope of Rights to Health Protection in the domain
of mandatory health insurance and participation for 2007. Through the introduction
of the Health Technology Assessment194, the methodology was developed for prepar-
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191 World Bank report on Roma in SCG, 2005
192 With assistance of the European Agency for Reconstruction
193 Especially the Guide to Health Protection of Women during Pregnancy and the Guide for the Prevention of Cancer
194 Within the project financed by the World Bank loan.



ing the good practice manual, which is to ensure a quality progress in the develop-
ment of recommendations for providing evidence-based health protection in the Re-
public of Serbia.

4.3.40. The Autonomous Women’s Centre, in cooperation with the Women in Black and Uzice
Women’s Centre, created an Action Plan for the Protection and Promotion of
Women’s Health in the Republic of Serbia, for 2005-2010, which has been integrated
comprehensively into the draft Strategy for Gender Equality195. The Autonomous
Women’s Centre, in cooperation with the Institute for Forensic Science, created a form
for documenting violence and health consequences by primary health protection serv-
ices. The Ministry of Health is planning to print the form along with the recommenda-
tion to use it and take into account during the development of the new law in the field
of medical documentation.

4.3.41. Work continued in 2006 on the Strategy for the Development of Human Resources
in Healthcare with the help of international consultants196. The effect of personnel ra-
tionalization, as a part of the Action Plan of the Ministry of Health, was evaluated and
recommendations were made for further development in this area, taking into conside-
ration the newly-established standards.

4.3.42. Currently underway is the project „Central Health Information System“, with the source
databases being updated and upgraded (health care workers, medical equipment etc).
Work on the Law on Health Records is still pending.

4.3.43. The World Bank loan provided resources for financing the development of the Strategy
of Reconfiguration of the Health Care System which shall enable the transparent and
meaningful strategic financing of health care services in compliance with the regional
needs. Plans have been based for the first time on the real medical trends (hospitaliza-
tion in the previous period) and envisage the need for health services in a period of 15
years, taking into account the demographical changes in the given period. In addition to
health-related needs, the plans give a deeper insight into the financial implications of
strengthening or closing down certain health care services, as well as the benefits for
the gravitating population. The strategic document should serve as a basis for making
well-informed decisions on the optimization of the health care system. 
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Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Fully define new models of the financing of primary and secondary health care by
applying the capitation method and diagnostically related groups and by creating
conditions for their systemic application.
Draw up regulations that will enable the application of the Law
on Health Protection and the Law on Health Insurance concerning non-registered
people in order to improve their access to healthcare institutions.
Develop healthcare programmes for particularly vulnerable groups,
as defined under the Law on Health Protection and the Poverty Reduction Strategy;
organise and carry out activities concerning promotion of health and preventive
healthcare services especially targeted at vulnerable groups and local communities.
Incorporate mechanisms for the inclusion of marginalized groups, especially
the poor (Roma) in the programmes for the implementation of national health
policies (Strategy for the Development of Youth Health, Strategy for Fighting
HIV/AIDS, Control of Tuberculosis in the Republic of Serbia).
Re-define the network plans through the implementation of the Health Care
Re-Configuration Strategy.
Implement National Health Accounts and draft regulations for their development.

M I D - T E R M  P R I O R I T I E S

Apply new primary and secondary health care payment models according
to the capitation method and diagnostically related groups.
Continue the process of decentralisation in the area of primary health care and local
self-government capacity building for efficient takeover of new responsibilities.
Increase health care coverage of vulnerable groups as well as their inclusion
in health promotion programmes with the aim to reduce the differences between
the indicators of health indicators in vulnerable groups and the general population.
Develop inter-sectoral programmes intended for vulnerable groups at the national
and local levels, creating opportunities for increased participation
of the non-government sector, as well as users themselves, i.e. groups
of the population targeted by these programmes.  
Improve and continuously evaluate the quality of healthcare services by establishing
medical workers licensing system and accreditation of healthcare institutions.
Improve and continuously evaluate healthcare service costs for particularly
vulnerable groups, establishing the system of National Health Accounts.
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4.4. Education and Poverty
Structure and Level of the Education Budget, Share of BDP

4.4.1. The share of BDP is 3.5% in the reporting period. The allocations for education in Serbia
are presented in Table 4.4.1.

4.4.2. Due to an altered method of calculating the overall GDP in late 2006, it was difficult to
compare the percentage of consolidated public expenditure for education in the overall
GDP with the aim of drawing conclusions about the extent of achievement of the policy
of a more substantial increase of funds allocated for education. Even the revised Budget
Memorandum from November 2007 projects a slight increase of GDP percentage allo-
cated for education, but our country is still far from the 6% recommended by UNESCO
and the approximate share of public expenditures for education in OECD countries.

4.4.3. It has been decided that a total of EUR 54.614.000 is to be earmarked within the National
Investment Plan (NIP) in 2006. These funds are to be spent on IT equipment and Internet
connection, professional advancement of teachers and the improvement of conditions in
schools.

4.4.4. The Vojvodina Regional Secretariat for Education and Culture has earmarked RSD
150,000,000.00 for the implementation of activities aimed at the improvement of educa-
tion in 2006. In 2007, RSD 159,561,812.00 is to be earmarked for these purposes.

4.4.5. The scarce funding is one of the key impediments to the development of the education
sector that many indicators of development thereof in the Republic of Serbia depend on.
From the above data, a conclusion ensues that there is a tendency of a slight increase of
funds allocated to education which may contribute to the improvement of certain vital
indicators in education.

System Measures

4.4.6. Preparations are being finalized for introduction of an IT system in the education system
in the Republic of Serbia198, whose implementation shall enable an increase in efficien-
cy and effectiveness - improvement in the management of resources and the monitoring
of outcomes in the education system. The data for some 85 % of schools have been
entered into the data base. 

4.4.7. The National Education Council as an independent professional institution was estab-
lished and became fully functional in 2006.

4.4.8. Decentralisation of certain aspects of education in the Republic of Serbia (with nec-
essary actions for preserving equality in the right to education of developed and less
developed areas) may contribute to an enhanced mobilisation of education resources at
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the local level, greater autonomy of schools and a better quality education. Currently, se-
veral projects are ongoing that contribute to the decentralization of the education system,
e.g. The Development of School Systems in the Republic of Serbia that may contribute to
the capacity building of schools for autonomous activity in the area of pedagogy.199

4.4.9. The process of licensing of the curricula for professional advancement of employees
in the sector of education has been ongoing now for several years. If executed in line
with the proclaimed principles and linked to educational policy priorities and the system
of the professional promotion of teachers - it could also be one of the measures of impro-
vement of the quality of education in the Republic of Serbia.

4.4.10. Linked to the autonomy of educational institutions, the ongoing system of self-evalua-
tion of educational institutions may significantly contribute to the analysis and enhan-
cement of efficiency and quality of education.

4.4.11. Following the adoption of the new Law on University Education in Parliament in
September 2005, several important measures that can contribute to the improvement of
the efficiency and quality of higher education ensued: the implementation of the Bolog-
na Process, establishment and operationalisation of the National Council for University
Education, the definition of systems of self-evaluation and external evaluation of insti-
tutions of higher education and on the standards and procedures of licensing thereof. 

4.4.12. The Institute for Improving Education and Upbringing has developed the
Instructions for Development of Education and Upbringing of Children and
Students with Developmental Needs. The National Educational Council con-
sidered and gave opinion of this draft. 

Preschool Education

4.4.13. The Law on Preschool Education was drafted and submitted to Parliament. The draft
law is more flexible in respect of founding and ownership rights, it systematically
defines the rights of certain groups of children (children with developmental problems,
children of ethnic minorities), and actualises the provisions on the mandatory prepara-
tory preschool program. All these measures create legal possibilities for increasing the
coverage of children, particularly those from vulnerable groups.

4.4.14. A free copy of the Preparatory Preschool Program for all the children was introduced
in the school year of 2006/07. With a view to the implementation of this curriculum, the
National Education Council adopted the Rulebook on Bases of Preschool Curricula on
the 3rd October 2006. The Rulebook contains basic curricula for the three levels of pre-
school age: nursery (until the age of 3), preschool (3 to 5 and a half) and preparatory pre-
school curricula (for children one year before enrollment into primary schools). In the
course of the 2006/07 school year the practical implementation of this curriculum is
mandatory and free of charge for all the children. It is implemented in a year preceding
enrollment into primary school (i.e. for children from aged 5 and a half to 6 and a half),
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School Grant – School Development Planning, the aim of which is to advance the processes of teaching and learning in
schools, to open schools to their local communities and build capacities of the local communities to take responsibility for
their schools, 834 staff from primary and secondary schools were trained to draft development plans. Schools developed
projects based on these plans, which were aimed at linking with the local communities. The 2006 capacity building cov-
ered 96 endangered schools, 95 of which received grants. In 50 schools a model of Educational Card (data on conditions
and results of schools) was developed; school representatives, representatives of ministries and local self-governments
were trained to use data from educational cards.



and lasts for a minimum of 6 months and a minimum of 4 hours per day. The curricula
is implemented in kindergartens and, to a lesser extent, in primary schools (of some
78.000 covered, 3.800 are in schools). The data on the percentage of total coverage by
preparatory preschool curriculum is unreliable but probably exceeds 90%. The problem
occurs due to unequal coverage per region and due to a lack of breakdown for vulnera-
ble groups (Roma, children from under-developed regions, children with developmental
problems, and children from families with a lower educational level).

4.4.15. The coverage of children with preschool education (all forms of coverage in the pub-
lic sector - children aged from 3 to 7) is quite low: 37.3% in 2004 and 39.2% in 2005
(DevInfo). The network of preschools and the coverage of children by this level of edu-
cation is insufficient from the aspect of the needs of the country and do not respond to
the requests of families and many categories of children. The greatest problem with the
preschool education coverage is that it, to a significantly lower extent, covers the chil-
dren that need it most (and what the EFA200 programme insists of in the Daccar
Declaration).For example children from poor and rural areas, children from marginalised
groups, and children with developmental problems. Consequently, on the basis of the
preliminary results of the Survey of Multiple Indicators of the Situation of Children and
Women (hereinafter: MICS 3) conducted by UNICEF in 2005,201 at the age of 36 to 59
months, 45% of children from urban areas attend a preschool education, compared to
only 14.4% children from rural areas, 7.5 % from families where the parents have
only primary school education, 7.0% from the poorest and 3.9% from the Roma fami-
lies living in Roma settlements.

4.4.16. At the age of one year preceding enrollment into primary school 88.6% of children
(56.9% of Roma and 77% of the poorest) are covered by some form of preschool edu-
cation (full day or half a day programs and four-hour curricula)202.

4.4.17. With the aim of a higher coverage of Roma children aged between 5 and 8 for a  pre-
school education, the Ministry of Education and Sports supported the preschool insti-
tutes with small-scale grants to implement inclusive programmes targeting Roma chil-
dren in 24 municipalities in the Republic of Serbia, in cooperation with the National
Council of Roma Ethnical Minority and with financial support of the REF. The project
covered 600 children203.

4.4.18. On the basis of data on preschool education the following conclusions can be drawn: 
a) the network of preschool institutions is underdeveloped and unequally distributed on

the territory of the Republic of Serbia; 
b) the coverage with total preschool education is small; 
c) the fact that the children who are in the greatest need (from rural areas, from families

with lower levels of education, Roma children, and children with developmental
problems) are considerably less covered represents a particular problem; 

d) the introduction of a mandatory free-of-charge preparatory school curricula for all is
a very significant measure from the aspect of ensuring an equal start of all children
in primary school and a reduction of a drop-out rate of primary school children, espe-
cially of children from the vulnerable groups mentioned above;
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Fund for Open Society, the Roma Child Center, the Center for Evaluation, Testing and Research and local NGOs. The project
lasted from March through August 2006. Source: Annual Report of the Roma Decade League, January 2007



e) in view of the significance of this form of preschool education, the consistent imple-
mentation of the decision of the National Education Council is of paramount signifi-
cance. It stipulates revision and improvement of the basis of curricula, drawing up a
more precise and detailed analysis of the coverage of children, the quality and condi-
tions of execution of the preparatory programme.

Primary education 

4.4.19. New curricula for the fourth form were drawn in the reporting period and the activities
were initiated to prepare new curricula for the fifth form. The new curricula for the
fourth form are implemented since the beginning of the 2006/7 school year. At this point
it is much too early to discuss the possible effects of the new curricula.

4.4.20. The ratio of boys and girls in primary education is quite equal: the parity index was
0.95 in 2005 according to the data of the Republic Statistical Office (RSO); and it was
1.0 according to the Multiple Indicator Cluster Survey conducted by UNICEF in 2005.
In respect to the Roma children, the situation in primary schools is similar: in Roma set-
tlements the parity is 0.94204; a survey conducted on the sample indicated that 47%
Roma girls and 53% Roma boys enrolled in the 2005/06 school year205. 

4.4.21. Not all children enroll into primary schools despite the legally provided, mandatory,
universal and free of charge primary education. The dropout rate of children at enrollment
into primary schools is 5% on the average (95.6% enroll into primary schools, RSO, 2005;
94% of children of adequate age, MICS 3, 2005), which is a high number to the 80.000
pf children. Looking into the dropout rate among vulnerable groups the number is consid-
erably higher. Almost 20% of children in rural areas do not enroll into schools (81.82%
enrolled), almost 25% of girls (77.72% girls, 82.15% boys, RSO, 2005). 

4.4.22. Little or no reliable information is available on the enrolment of Roma children.
According to the data available, it can be stated that the coverage of Roma children in
the first form of elementary schools is on the increase: from 73.9%206 in 2002 (for boys
- 77.9%, for girls - 69.7%)207 to 82.5% - 89.6% in 2004.208 Regretfully, we cannot rely
on any other data for several reasons: the exact number of Roma and Roma children in
the Republic of Serbia is unavailable; approximately ¼ of Roma do not declare them-
selves as such in the Census; there are children who are not registered at all; and the
children in primary schools are not registered on an ethnic basis. Furthermore, Roma
children tend to enroll into schools at a later age; 66% of them enroll at an adequate age
as compared to 94% among the rest of the population.209

4.4.23. No data is available on the registration of children with developmental problems:
we do not know the percentage of them in the population nor in schools. Since they are
not registered in schools, they are not provided adequate support nor the assistance
needed, the dropout rate among them is higher.

4.4.24. According to the statistics almost all children enroll into fifth grade (98.86%, RSO,
2005). However, this is not reliable data as it does not include the entire generation
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(only children passing from the fourth to the fifth grade). The realistic percentage is
much lower. Nevertheless, even these figures indicate that children in rural areas will
continue schooling after the fifth grade not as often (77.62%, RSO, 2005), particu-
larly girls (boys: 78.37%, girls: 76.83%, RSO, 2005). Analysis points to the high rate of
the dropout rate of Roma children in this period (some 50%)210. No data is available on
the dropout rate of children with developmental problems.

4.4.25. The rate of completion of primary school is very high (not of the total generation,
but of those who enroll into primary school) - 95.29% (94.71% for boys and 95.89%
for girls - RSO, 2005), higher than it is realistically due to the method of data collection
where the school year is recorded, and not a particular generation (cohort). The rate of
completion is estimated to be lower (approx. 85-90%) and especially so among the chil-
dren in rural areas: 73.8% (74.35% for boys, 73.23% for girls) and among Roma chil-
dren (an estimated 21-37% completion rate)211. 

4.4.26. The surveys conducted on the sample of Roma children indicated that the number of
Roma children who completed primary school is 72% lower than the number of chil-
dren who enrolled into the first form, i.e. the rate of their dropout from school is
extremely high.212. The same survey indicted that Roma children whose mothers do not
have full time jobs or have a lower level of education, as well as children whose fathers
did not attend/did not complete primary school tend to drop out more frequently. The
fact that schools for adult education are mostly attended by Roma children (75-80%)
younger than 15213 represents a special problem.

4.4.27. Roma children in regular primary schools have a lower level of attendance than the non-
Roma children and tend to repeat forms more frequently214. 

4.4.28. Because of the social and cultural deprivation, a certain number of Roma children were
unjustly enrolled into special schools215. Several reports state that in some special
schools some 80%216 of the students are Roma children. The survey conducted on a
sample of five Serbian cities gives reason to believe that the percentage of Roma chil-
dren in special schools is much lower - approximately 30%.217 The number of Roma
children enrolling into special primary schools is somewhat higher than in the final
form, emphasizing the trend of a dropout rate from these schools as well.

4.4.29. The number of children with developmental problems who complete primary
schools is unavailable. According to the survey of disabled people conducted on the
sample218 of 15 municipalities in the Republic of Serbia, 4% have not completed prima-
ry school219, while 17.8% have not completed secondary school. Since the children with
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211 Roma Education Fund, 2004
212 More than unofficial estimate – the situation of Roma Children in the Republic of Serbia, Centre for the Rights of the Child,

Save the Children, Belgrade, 2006.
213 According to the law, the schools for education of adults enroll persons over 15 years of age, the so called mature pupils.

Children under the age of 15 should be attending regular schooling system and the content and methodology of work in
schools for adult education is not suitable for them.

214 On the sample of 76 schools - the percentage of Roma children in the total number of pupils who reattended a form ranges
from 13-57%, depending on the habitual residence (Centre for the Rights of the Child, 2006).

215 Categorization of children to be enrolled in these schools is conducted by the Categorization Committee. There is a pos-
sibility of transferring from special to regular education system, but this occurs rarely.

216 Comprehensive analysis of the system of primary education in SRY, UNICEF, Belgrade, 2001.
217 Center for the Rights of the Child, 2006
218 The sample covered 545 persons, 20.6% of them up to 24 years old. 
219 The Association of Students with Handicap, 2006



developmental problems are not separately registered in regular schools, they are not
provided with adequate assistance and therefore, tend to repeat forms more frequently
than children without developmental problems220 and to leave school prior to complet-
ing it. UNESCO and Save the Children are financing pilot projects of support to chil-
dren with developmental problems221 (School to the Needs of the Child, Alleviating
Effects of Poverty on Children with Special Needs in Serbia, UNESCO Programme of
Support for Children with Special Needs).

4.4.30. The average number of pupils per teacher in primary schools is 14.36 (RSO, 2005)
with the downward trend of the late '90s continuing (18.3 in 1990/91). This ratio is near
the average of OECD countries. However, a distinction is being made in our system bet-
ween two types of schools: rural, with a lower ratio of pupils to teachers and urban, whe-
re this ratio is considerably higher. In the meantime, demographic changes are taking
place - the number of children in the Republic of Serbia is decreasing while the number
of teachers is increasing. 

4.4.31. The attainment of our pupils in the international 2003 TIMSS and PISA tests were
approximately at the same level of other countries in the region. However, the fact that
our pupils scored most of the points on lower quality problems gives reason for con-
cern. The Republic of Serbia took part in the PISA test 2006 and TIMSS pilot test 2006,
and the results are expected. These national and international tests provide very useful
information about the factors on which the quality of education depends. These findings
need to be utilised in educational policy and in raising the quality of our education. 

4.4.32. The first drafts of the standards of attainment in the finishing years of mandatory edu-
cation were developed within the framework of the project Development of School
System in the Republic of Serbia222 at the Institute for Assessment of the Quality of
Education in 2006. They were submitted to the MES and are awaiting the approval of
the National Education Council. A nation-wide evaluation of attainment of the fourth
form pupils was conducted in 2005 and 2006.223

4.4.33. Professional advancement of teaching staff for work with children from vulnera-
ble groups was implemented through various programmes:
1) In the framework of the Roma Decade, the MES is implementing the programme

Improvement of Roma Education, within the project Roma Assistant.224 54 of 167 reg-
istered candidates who completed the first phase of 8-day training were selected.
After the completion of the full training, 20 were selected and engaged in schools.

2) Within the framework of the same MES program, the project Capacity Building of
School Administrations for Implementation of Local Action Plans for Improvement of
Roma Education was implemented. 16 education advisors from 16 school adminis-
trations were trained in monitoring Roma Education Improvement projects

3) 9 core seminars of the programme Active Learning for Work with Children from
Marginalised Groups - Roma programme (AURO225) was attended by 226 partici-
pants from six cities (Vranje, Lebane, Bela Palanka, Pozarevac, Kostolac, Kucevo)
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222 The project funded from the proceeds of the World Bank loan
223 See the results for the third form at the Institute web site: www.coe.edu.yu
224 MES, OSCE, with EAR support
225 Institute for Psychology, MES and UNICEF



was  organised in 2006. The aim of these seminars was to assist teachers in working
with Roma children, to increase their response to the needs of Roma children and to
work to change the position of Roma children in schools, improving their completion
rate and attendance standards

4) The aim of the programme Active Learning in Working with the Children from Small
Schools and Combined Classes - MAKO226 is to raise the quality of education obtai-
ned by children in rural areas through the improvement of teachers' professional com-
petencies. 1 seminar for MAKO trainers; 8 core seminars with 157 teachers; 2 higher,
supervisory seminars with 37 participants and 11 supervisory visits to small schools
with 193 participants were organised in 2006.

4.4.34. On the basis of the information about primary education, the following conclusions may
be drawn:
a) The percentage of children enrolling into and completing primary schools, and espe-

cially children from rural areas, Roma children and children with developmental
problems have not increased since the First Progress Report on PRS Implementation. 

b) The situation with maintaining statistics about Roma children and children with
developmental problems has not improved in the meantime, so reliable data is still
lacking.  

c) Considering a high percentage of Roma children who attend special schools and
schools for adult education, there still is no programme developed for their re-inte-
gration in regular schools.

d) The number of dropouts among Roma children, children from rural areas and chil-
dren with developmental problems is still high, who account for a significantly lower
percentage of children who finish primary education. The children who leave school
do not exercise their legally guaranteed right and represent a constant source of
poverty.

e) It is extremely important for the formal education system to develop mechanisms
preventing the dropout of children from schools and providing for their return into
the regular schooling system.

Secondary Education

4.4.35. The Government adopted the Strategy of Development of Secondary Vocational Education
in the Republic of Serbia in late December 2006. The document defines a new policy of a
secondary vocational educational system aiming to harmonise this part of the system with
the altered social and economic conditions in the country, economic development and the
labour market. The Strategy is in line with the European Copenhagen Declaration and the
Copenhagen Process defining the parameters of the European policy in the vocational edu-
cation sector (qualification nomenclature, general vocational education standards, certifi-
cation system, etc). Significantly, the document surpassed the narrow sectoral approach
with other partners such as the Ministry of Labour, Employment and Social Policy, the
Chamber of Commerce, the Employers' Union, and the National Employment Service also
took part in its preparation. The document defines, very flexibly, the links with the labour
market, founding and ownership rights, identifies the institutions in charge of vocational
education, curricula and their organisations, teaching/learning standards and outputs. 

4.4.36. The implementation of all aspects of the Strategy of Development of Secondary Voca-
tional Education could become a powerful tool for the reduction of poverty in Serbia
in a number of ways: a) by secondary education directed at efficient employment, b) it
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would enable a greater horizontal and vertical mobility (provided for in the PRS), open-
ing up possibilities of continuous alignment of vocational education with the develop-
mental needs at national and local levels and labour market demands, c) the projected
definition of European vocational training standards, would contribute, inter alia, to a
greater labour force mobility, and including possibilities of employment in branch offi-
ces for foreign companies in The Republic of Serbia.

4.4.37. The percentage of children enrolling into secondary schools is increasing slightly
(1991 -70.65%; 2003 - 76.17%; 2005 - 76.42%, RSO). From the aspect of duration, the
structure of secondary education changed over the last five years in favour of four-year
education, which is an option more favoured by girls (84.8%), compared to boys (69.3%
MES, 2005/6). More boys opt for three-year secondary schools (30.7% boys compared to
15.2% girls, MES, and 2005/6). The number of part-time pupils in secondary schools is
very low (2.7%, MES, 2004/5). It would appear that the majority of children pass from
primary into secondary schools (95.4%, MES, 2005/06). However, the number of places
at the time of enrollment into secondary schools is some 10% higher than the number of
children who enroll which challenges the true percentage of children who actually drop
out at the time of passing from primary into secondary schools. 

4.4.38. The information about the percentage of children covered by primary schools and aged
15-18 differ considerably. According to the official statistics it is 76.42% (ÐÇÑ, 2005),
while the results of MICS 3, 2005 show 85.8%. The coverage of Roma children from
Roma settlements is extremely low -10.2%, (MICS 3, 2005)227. 

4.4.39. The percentage of Roma children enrolling into some type of secondary school (3 or
4 year long schools) is low (8.3%, Roma Education Fund, 2004; survey on the sample of
children: 78% of those who completed primary education continue into secondary
schools, Centre for the Rights of the Child, 2006). On a sample of 34 secondary schools,
there were 1.81% Roma children of the total number of pupils of the first form (7.6% in
primary school). 0.96% completes secondary school which indicates a high dropout
rate of Roma children from secondary schools228. 143 affirmative actions of the enroll-
ment of Roma pupils into secondary school were taken by the MES in 2006. The affir-
mative action is planned to continue in 2007.

4.4.40. The number of girls in secondary schools is somewhat higher than the number of boys
(parity index 1.1, MICS 3229. Among Roma this disparity is significantly higher: the very
small number of girls from Roma settlements who enroll into secondary school, the index
is 0.42 (MICS 3)230. 

4.4.41. No data is available about the children with developmental problems enrolling into
any type of secondary school. Regular schools are not adapted for children with deve-
lopmental problems (primarily from the aspect of physical accessibility). There are spe-
cial schools (lasting 1, 2, or 3 years) that train them for some profession, but there is no
available data on the number of education profiles231. The curricula are obsolete, most
profiles offered are not adequate and the staff needs to be adequately trained. As with
the regular schools, the tendency of dropping out was also noted on the sample of spe-
cial secondary schools.
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4.4.42. The accessibility of secondary schools to children from rural areas cannot be asserted
as they do not enroll according to the territorial principle.

4.4.43. Approximately 20% of adolescents do not complete the regular secondary school
(completion rate 80.86% - 79.20% boys, 82.60% girls, RSO, 2005) which is at almost
the same level as several years ago.

4.4.44. The Ministry of Education and Sports approved 18,350 student loans and 4,350 student
scholarships for the school year of 2006/07. The number of beneficiaries of student schol-
arships has increased, with 11,300 students being granted scholarships (10,793 was grant-
ed in the school year of 2004/5), and 275 loans were given to high school students232.
Scholarships granted are based on the achievements and performance of the students.

4.4.45. New educational profiles233 are introduced further into secondary vocational schools in
order to respond to the labour market demands. 39 new educational profiles (8 com-
pletely new) were introduced into several areas of education in the school year of
2006/07.234

4.4.46. The average number of children per teacher in secondary schools is 10.9 (RSO,
2005) with a slight downward trend: 12.6 - 1991 and 11.8 - 2003. 

4.4.47. According to the MES data for 2005/06, the percentage of adolescents directly passing
from secondary school into tertiary education is 79.5%. According to the data of the
Roma Education Fund for 2004, only 0.9% of Roma children are covered by tertiary
education. 

4.4.48. The affirmative enrolment action saw 100 students of Roma ethnicity and 50 students
with disabilities and children without parental care enroll into faculties and colleges
established by the Republic of Serbia.235

4.4.49. The concept of career guidance has not yet been conducted in primary and secondary
schools. Over the past two years, the National Employment Service (NES) and MES
have been organizing Professional Orientation Fairs (National Employment Service -
NES and MES) aimed at creating conditions for direct communication between schools,
pupils, parents and employers. The number of visitors at the 2006 Fair exceeded 6000.
The NES plans to open a Centre for Professional Informing and Counselling in the
Belgrade branch (2007).236

4.4.50. A part of the secondary schools reform is implemented through specialized progra-
mmes:
1. The Belgrade Open School (BOS) developed a Model of Career Management and
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as a number of Roma students. Loans were intended for students who take up deficit professions. Source: MES,
Department for Pupil and Student Standards

233 CARDS, GTZ, ETF projects: contribution to development of methodologies for devising curriculum, provide for develop-
ment of expert competencies of teachers and advisors in MES and VET centre. The pilot project is conducted in 129
schools (2006/07)

234 The areas are: agriculture and food processing; health and social welfare; mechanical engineering and metals processing;
electrical engineering, geology, mining and metallurgy; geodesy and civil engineering; economy, law and administration;
chemistry, nonmetals and printmaking; traffic; forestry and wood processing; textiles and hide processing.

235 Annual Report on Operation, MES, 2006
236 See more about the above programs in the chapter on employment



Counselling in Secondary Vocational Education237, and followed it up with the proj-
ect Implementation of Models of Career Management and Counselling in Secondary
Vocational Education in the Republic of Serbia at the school/local level.238

2. Education for entrepreneurship was introduced into the curricula in the final year of
117 secondary vocational schools, which is significant from the aspect of the prepa-
ration of adolescents for work. 

3. The project Functional Primary Education of Adult Roma (MES and Roma Education
Fund) introduced the basis of entrepreneurship; the curriculum was executed in the 7th

and 8th form. 
4. There are certain projects implemented in a limited number of schools (in Kraguje-

vac, Belgrade, Pozega) and directed at the development of entrepreneurship among
pupils. They are mainly funded from donations.239

4.4.51. On the basis of information regarding  secondary school education, the following con-
clusions may be drawn:
a) Although we do not have exact data on the dropout rate of pupils from secondary

schools,  there is still evidently a considerable number of adolescents who do not com-
plete some form of secondary education, i.e. those who remain without a profession.
In this respect, the Roma population is still the most vulnerable (particularly girls
among whom the percentage of enrollment into secondary schools is considerably
lower), but also the children with developmental problems who have a very limited
choice of secondary schools and professions at their disposal. 

b) „Second chance“ schooling should be supported and strengthened in order to give
all those who dropped out of the system to acquire a profession and enter the labour
market.

Adult Education

4.4.52. The Government adopted the Strategy of Development of Adult Education in the Re-
public of Serbia in December 2006. Being adopted at the same session, it is complemen-
tary to the Strategy of Secondary Vocational Education. Largely aligned with the concept
of life-long education in the EU, this Strategy was also a product of co-operation of the
Ministry of Education and Sports and other significant partners (ministries and other in-
stitutions in charge of employment). This document defines the educational policy of pri-
mary and vocational education for adults, i.e. the general populations who are outside the
mainstream school system and have not yet acquired primary and/or vocational educa-
tion that would guide them to employment. There are various categories, such as: illiter-
ate people, people who never completed primary school, the unemployed, technological
surplus, women, the rural population, people with special needs, and vulnerable ethnic
groups, etc. The Strategy provides for varied and very flexible forms of education: re-
gular primary education, part time primary education, initial vocational education, labour
market programmes, and programmes of continuous education. 

4.4.53. Despite the developed network of primary schools and the 60-year old legal, mandato-
ry and free-of-charge primary schooling, there are still 232.925 or 3.4% illiterate peo-
ple over the age of 10 in Serbia. Among them, women are 5.5 times more numerous.
Although the number of illiterate people halved in the period from one census to the
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next240, the total educational structure of the population continues to be unfavourable:
21.9% of the population over 15 have incomplete primary school education; 23.9% of
the population have completed only primary schools.  Consequently, almost one half of
the population has only primary school education or less, i.e. has no vocation. Women
in rural areas are particularly vulnerable: 44.2% have not completed primary school,
according to the 2002 Census of the Population. This data becomes ever more worry-
ing if one takes into account the findings of surveys about the correlation between the
educational level of mothers and attendance of their children. According to the 2002
Census, there were 61.9% of Roma who have not completed primary school, 29% who
have completed primary schools, only 7.8% completed secondary school and only 0.3%
completed college or a faculty.

4.4.54. The trend of a significant decrease in the number of illiterate adolescents aged 15-
24 is evident.241 Certainly, the Roma population should remain in focus, particularly so
as the illiteracy rate among the Roma of the same age remain very high (35.5% men,
51, 6% women). More attention should also be paid to the literacy rate of adolescents
in rural areas.

4.4.55. Most of the attendees in schools for adult education are of the Roma ethnic minority (a
sample of schools resulted in 98% Roma)242often  younger than 15. 

4.4.56. The system for the education of adults is still largely focused on the acquisition of lit-
eracy. However, it should develop in the direction of offering various types of training,
professional or additional capacity building that would result in a higher mobility of
labour force.

4.4.57. One of the significant measures introduced is the possibility of licensing schools for
the implementation of adult education curricula - a rational and flexible solution.
Five of the 55 schools covered by the CARDS programme were promoted into region-
al training centres for work with adults, provided with equipment suitable for the area
of work they have been verified to perform (Zrenjanin, Bor, Nis, Kragujevac, and
Belgrade)243.

4.4.58. The standards have not yet been developed for elaboration of the curricula, school
books and other materials for work with adults, nor has a separate methodology of work
been devised. A special approach in work with the adult Roma population focused not
only on acquisition of literacy but of  relevant intellectual skills, bases of entrepreneur-
ship and on acquisition of specialized vocational skills. This was developed within the
framework of the project Functional Primary Education of Adult Roma. The project
targeted 275 Roma aged 15-35 in 11 pilot classes in 8 cities. 

4.4.59. Although the informal education system has been recognized as an important support
to educational programmes supporting the PRS, and one of the key instruments for
coverage of adolescents from marginalized groups preparing them for employment, it
remains insufficiently developed and utilised.
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4.4.60. The unemployment rate in the Republic of Serbia grew in the period between 2001-
2005, and it is still very high (ranging from 21% -30%, depending on the methodology
of the calculation). In the overall unemployment, the youngest age groups (15-25) dom-
inate with 44.83%, which is three times higher than the average unemployment rate
among the same age group in EU countries (approx. 15%). 

4.4.61. Furthermore, a share of the group with a low educational level is relatively high. The
unemployed people who completed primary school only made up 24.1% of the unem-
ployed in 2003. The largest share in the total unemployment is that of people with
secondary school diplomas (66%).  A decrease of the unemployment rate by a minimum
of 50% represents one of the priorities within the first Millennium Development Goal
in Serbia: poverty reduction and the eradication of hunger.

4.4.62. On the basis of the information about adult education, the following conclusions can be
drawn:
a) It is necessary to develop a concept of informal education, models for linking it with

the formal education system in order to achieve the objectives envisaged in the
strategy, as well as to define diversified models of financing the informal education
of youth and adults.

b) Functional literacy, and in particular to the youngest age group (15-25), should be
examined in order to establish their realistic capacity for inclusion into the labour
market.  

Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Finalise the construction of information in MES and amend DevInfo base with the
most up-to-date and disaggregated information for PRS indicators (children with
developmental problems, Roma children, children from rural/urban areas).
Analyse causes of the dropout rate from schools, with special attention
to the dropout instances of socially vulnerable children (Roma children, children
from rural areas, children with developmental problems, internally displaced children
and people who have returned within the framework of readmission agreements).
Draw up an analysis of introduction of a preparatory preschool program (PPP)
2006/07 as follows: analysis of the programme for PPP, analysis of the coverage of
children (especially the children pertaining to vulnerable groups), conditions 
of realization and methodology of work in the PPP, the price for parents and initiate
improvement of curricula and the quality of its rendering. Develop a study
and establish mechanisms for comprehensive coverage of children with this
programme, and particularly children from vulnerable groups.
Secure a public debate and the adoption of the Strategy for Work with Children
with Developmental Problems.
Create a regulatory framework for the licensing and certification of vocational
education. 
Adopt, within a projected timeframe, action plans for the implementation of the
Strategy of Development of Secondary Vocational Education and for the Strategy
of Adult Education as key instruments to implement these strategies, and execute
them immediately. 
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Develop a model of school with extended functions in the local community
(e.g. a school as the centre of local rural development, and a regular primary
school accredited for the education of children and adults, etc.)
Capacity building of teachers for work with groups of children at risk
(Roma children, children in small schools with combined classes, and children with
developmental problems). Special attention should be paid to education towards
tolerance building, respect of differences and inter-cultural values.

M I D - T E R M  P R I O R I T I E S

Increase allocations for education from GDP to 6%, which would result
in raising the quality of education for all children. The educational policy should

direct these allocations to increasing the coverage of vulnerable groups and
groups at risk from slipping into poverty as well as to raising the quality
of education for these groups.
Initiate a long-term process of territorial equal expansion of a network
of preschools as prevention for improvement of coverage of children and their
more successful start in primary schools as well as of one of the significant
measures of pro-birth policy.
Increase the accessibility of education to children from vulnerable groups.
In view of the high dropout rate of children, especially those from vulnerable
groups, accessibility of the schools and education available to them should
be reviewed. 
Develop mechanisms which shall prevent a drop-out tendency of children
in primary and secondary schools, and enable their reintegration in the regular
schooling system.
Conduct optimisation of the network of schools with the aim of harmonizing
the current network and reality in the Republic of Serbia (demographic,
socio-economic, with the view to maintaining the right of all population groups
to high quality education.) This should include functional optimization, i.e.
the expansion of schools' function to enable them for rendering educational
services for various categories of population (education of adolescents who
dropped out of the formal schooling, adult education, part time secondary
education, and vocational training for the labour market, etc). 
Implement Action Plans of the Strategy of Development of Secondary
Vocational Education and Strategy of Adult Education and shape them into
powerful and direct instruments for strengthening the first PRS pillar
(creation of conditions for productive employment).
Improve educational statistics: a) enhance reliability of educational statistics; 
b) introduce significant indicators not yet monitored.
(e.g. the dropout rate from schools). 

Halve the number of young people aged 15-24 who have no profession
through applying various measures.
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4.5. Regional, Rural and Urban Poverty Aspects
4.5.1. The key change in the sector of regional development is the adoption of the Strategy of

the Regional Development of the Republic of Serbia, as well as the implementation of
the Action Plan. The main objective of the strategy is stimulation of a balanced regional
development of the Republic of Serbia. The Strategy rests on three pillars:
1) Establishment of the level of development - categorization and typology of areas;
2) Defining developmental policies with a view to stimulating the regional development

of the Republic of Serbia;
3) Strategy of institutional development.

4.5.2. The analysis of the situation in the Strategy presents an overview of regional imbalances
and the factors relevant to recognizing the level of development reached the limitations
and problems. According to the analysis, „the level of development of municipalities“
categorization and typology of areas against the basic development indicators244, where
the underdeveloped region covers 37 municipalities with a total of 12.4% of the popula-
tion of the Republic of Serbia. Comparing this categorisation with the previous Law on
Underdeveloped Regions according to which 37245 pertained to the group of underdevelo-
ped, the status of some 24 municipalities has not changed.

4.5.3. The Strategy offers a proposal of economic regionalization with a view to access to EU
funds. Bearing in mind the significance of establishing (NUTS Nomenclature of Territo-
rial Units for Statistics) regions, three options of statistical classification were proposed.

4.5.4. The Strategy identifies a very challenging objective: to reduce regional disproportions to
1:3 from the current 1:7 at county level and 1:15 at municipality level by 2012. A partic-
ular challenge is the unfavourable demographic trends on which only limited impact may
be had by the state and even that impact cannot be felt by 2012.

4.5.5. The Strategy recognizes that the problem of underdevelopment cannot be solved by the
mere transfer of funds from the developed to the underdeveloped municipalities. There-
fore, it advocates fiscal decentralization and improved resolution of the problem of set-
ting the level of transfers to municipalities.

4.5.6. The key incentives to regional and rural development in the Republic of Serbia are placed
through the Development Fund of the Republic of Serbia, transfers to local self-govern-
ments on the basis of the Law on Financing of Local Self-Government, incentives dis-
bursed by the Ministry of Agriculture, Forestry and Water Management and, as of 2006,
the National Investment Plan.

4.5.7. Due to the absence of legal basis to define underdeveloped municipalities, the Develop-
ment Fund of the Republic of Serbia has, since 2005, been applying the realized nation-
al income per capita as the main criterion.246 The most favourable incentives are allocated
to the underdeveloped municipalities with the national income below 1/3 of the Republi-
can average (the share of the Fund in the calculation amounts to 80%, interest rate 1% at
the annual level, with the foreign exchange clause). This institution also grants favourable
loans to municipalities whose level of development of the basis of national income per
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capita amounts to 50% of the Republican average.  The regional targeting of the incen-
tives of the Fund is monitored against the long-term investment programmes. 

4.5.8. The Development Fund has two programmes especially focused on underdeveloped re-
gions. The first programme „Loans for Employment Promotion and Production Revival
in Underdeveloped Municipalities“ entails granting favourable loans (annual interest
rate of 1% with the foreign exchange clause) to 52 municipalities whose corrected na-
tional income is below 55% of the Republican average. 1,562 loans have been granted
under this programme. The same conditions apply under the „Regional Development
Promotion Assistance Programme, i.e. Employment Promotion and Production Revival
in the City of Kragujevac, Municipalities Bor and Vranje and the 13 Most Under-
developed Municipalities in the Republic of Serbia“. 122 investment programmes
totalling RSD 3,540,247, 217 were endorsed within the framework of this Progamme. 

4.5.9. The analysis of the data on the realisation of credits of Development Fund shows that a
regional policy exists and that considerable funds were in fact allocated to poor muni-
cipalities. The correlation coefficient between the national income per capita and loans
of the Fund for per capita development is about -0.16. This means that, on average, poor-
er municipalities per capita do get more money than the affluent ones.

4.5.10. The Law on Financing of Local Self-Government, promulgated in July 2006, intro-
duced one of the key mechanisms of regional policy management. The new system of
funding local self-governments entails the stabilization of the sum of transfers by link-
ing it to the GDP percentage. This ensures predictability in the next couple of years, also
a more equitable distribution of revenues - direct support to small and underdeveloped
municipalities; embedding of property tax as the main source of revenues to local self-
governments; establishment of a Committee for Local Self-Government Financing as a
first consultative body involving the representatives of central and local government.
The process of the development of this Law, in cooperation with the Ministry of
Finance, and the Standing Conference of Towns and Municipalities (the national asso-
ciation of local governments), may serve as a model for development of reform strate-
gies and regulations. It is expected that its application, which started on January 1, 2007
will considerably increase the over-spill of income between municipalities, from the
developed to the underdeveloped ones. In 2007, RSD 29, 7 billion has been earmarked
for transfer to cities and municipalities.
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4.5.11. The new Law also introduced the new methodology of the calculation of transfers to
municipalities and sets down the total sum of transfers - 1.7% GDP. The first compo-
nent of transfers is the levelling transfer that each unit of local self-government is
entitled to if the evaluated sum of income from yielded taxes per capita does not exceed
90% of the evaluated average income per capita from yielded taxes in all municipalities
in the Republic of Serbia. 

4.5.12. In addition to the levelling transfer, a compensation transfer has been stipulated (com-
pensating for a part of income lost due to the change of the Republican taxation regula-
tions), a transitional transfer (applied if the change of methodology of establishment
of transfer resulted in a decrease of the evaluated total income of a local self-govern-
ment unit below the prescribed limit) as well as a general transfer (that all the munic-
ipalities are entitled to). 

4.5.13. The general transfer is calculated on the basis of eight criteria (number of inhabitants,
the size of  the municipality, the number of forms and primary school buildings, the
number of forms and secondary school buildings, the  number of children covered by
child welfare and the number of facilities of child welfare). Similarly, the sum of trans-
fers is reduced in those units of local self-government whose average evaluated sum of
yielded taxes per capital relative to the average of all units of local self-government in
the Republic of Serbia exceeds 50%. The reduction amounts to 40% of the sum above
the limit. 

4.5.14. In addition to the new way of determining transfers from the central budget, this law
stipulated that the responsibility for the calculation of taxation rate and collection of
property tax is the units of local self-government’s responsibility. Considering that this
(or a similar) tax is the main source of the financing of local self-government in
developed countries, this solution is expected to contribute to an improved management
at the local level. Bearing in mind that a significant percentage of the vulnerable popu-
lation concentrated around the line of poverty, lives in underdeveloped municipalities,
these transfers should ensure development and implementation of comprehensive local
development and poverty reduction strategies as well as a more efficient achievement
of the PRS objectives.

4.5.15. The National Investment Plan identifies 17 key sectors and nearly all of them (except
the police, army, religious buildings, and culture and sport) are sectors that are more or
less covered by the Poverty Reduction Strategy. The relevant ministries have been pre-
paring sectoral plans for the NIP execution, and to a greater or lesser extent the regional
policy was paid attention to within the sectors. Of the total EURO 1.6 billion planned for
the projects in 2006 and 2007, EURO 824 million may be identified per municipality.

4.5.16. The Expansion of the network of regional SME agencies and entrepreneurship is
continuing, thus stimulating regional economic development and employment. In late
2004 the network covered more than 80% of the territory of the Republic of Serbia,
while 85% of the territory of the Republic of Serbia (excluding data for AP Kosovo and
Metohija) were covered by 13 regional agencies and SME development centres in late
2006 - the area of the city of Belgrade and 19 districts with a total of 130 municipali-
ties. Also, relative to the previous report, further to the then established Regional
Agency for Development of Sumadija and Pomoravlje, new regional agencies for Banat
in Zrenjanin and for South Serbia in Leskovac were established with EU funding.
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4.5.17. The implementation of the PRS at the local self-government level represents one of the
fundamental principles of the overall PRS implementation. The PRS provides for each
municipality to develop its integrated strategic development plan that includes the rec-
ommendations of the PRS. The PRS Focal Point in the Office of the Deputy Prime Mi-
nister has, in cooperation with the SCTM and other partners conducted an exercise map-
ping of the Existing Local Strategies and Implementing Bodies in all the municipalities
on the territory of the Republic of Serbia. Consequently, data was collected and a data-
base established containing the existing local strategic documents. The process should
ensure easier prioritization, planning and more efficient coordination of their activities at
the local level to the institutions of the Republic of Serbia and the international develop-
mental partners. According to the findings of the mapping exercise, 140 municipalities
have developed some kind of a strategic plan, while 27 municipalities have not even ini-
tiated the drafting of strategic/action plans. The total number of strategic/action plans
drafted, or in the phase of drafting is 396. Thereof, 157 municipal plans have been adopt-
ed. Some form of inter-municipal strategy is developed in 79 municipalities. The areas
that municipal strategies focus on are: a comprehensive socio-economic development
plan (34%), Environmental Protection Strategy (15%), Strategy of Local Economic
Development (13%), Social Welfare Strategy (8%) and an Action Plan for Children
(6%). The other areas tackled by strategic/action plans are represented up to 5%.

4.5.18. In May 2005, the representatives of all the municipalities in the Republic of Serbia
endorsed a Strategy of Sustainable Local Development, which integrates the PRS rec-
ommendations. With the assistance of the SCTM, 248 10 municipalities have prepared
municipal strategies on the basis of the Strategy, 8 of them have been endorsed already.
The representatives have also established a network „Coalition 21“.

4.5.19. The current statistical classification of territory and population into urban and rural
does not differentiate among the two. This prevents a better definition of strategies,
policies and responses for rural and urban areas alike. The current definition „rural“ is
everything that „is not urban“, and „urban“ is the administrative centre of the munici-
pality with an urban plan. The application of the OECD definition would demonstrate
that the 29 municipalities on the territory of the Republic of Serbia (14 of them
Belgrade municipalities), excluding Kosovo and Metohija, are urban areas, i.e. that
45% of the population of the Republic of Serbia lives on 15% of the urban territory.
55% of the population generating 41% GDP lives on 85% of the total territory consti-
tuting rural areas.

4.5.20. The population in countryside areas is two and a half times poorer compared to the pop-
ulation in urban areas. The poverty index of countryside areas is approximately 50%
higher, relative to the average of the entire population and totals 13.3%. The depth and
severity of the population in countryside areas was also statistically higher as compared
to the urban areas.249

4.5.21. From the aspect of physical and social infrastructural equipment, the rural population is
in a less favourable position than the urban population, primarily due to the fact that the
costs of infrastructural equipping are much higher in the areas with a lower population
density. For instance, only 14.4% of children in rural areas attend kindergartens com-
pared to 45.2% in urban areas. The situation is somewhat better at the primary school
level because the percentage of enrolment into primary schools in rural areas is almost
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identical to that in urban areas (98.4%). The distance of secondary school has consider-
able impact on the percentage of children from rural areas attending them (79.5%). In
urban areas, 87.3% of children attend secondary schools. Chapter 7 of this Report con-
tains a detailed analysis of trends in the sector of education. According to the findings
of a survey conducted by the United Nations Development Programme (UNDP), a high
percentage of the rural population is not satisfied with their quality of life (50% of the
respondents) which is mostly the result of an inadequate access to services and quality
thereof at the local level (health care, communal services, cultural life, etc).250

4.5.22. Several important laws in the domain of rural policy were promulgated over the past two
years. Some were adopted by the National Assembly of the Republic of Serbia, like the
Law on Farmland and the Law on Organic Food Production. It is expected that the
Law on Agriculture and the Law on Plant Health will be adopted by the end of 2007. The
Law on Agriculture, which sets down the objectives of agrarian policy and the manner
in which to achieve them, the types of government incentives to agriculture, beneficia-
ries of government incentives and other important issues in the domain of agrarian and
rural policy should enable more efficient work of the Ministry of Agriculture, Forestry
and Water Management (MAFWM) and to create conditions of the use of EU funds. 

4.5.23. With the adoption of the Law on Farmland, the regulations in the area of planning, pro-
tection, development and utilisation of farmland was improved. A particularly important
part of the Law refers to the lease of state-owned farmland and decentralised system of
production of programmes of protection, and the development and utilisation of farm-
land. For the first time, this Law introduces a fee for exploitation of state-owned land and
an equal position of farmers in respect of renting the state-owned land. This measure
should boost land development because farmland will be in the hands of those who are
able to generate the biggest profit from it, farmers will be able to enlarge their estates and
proceeds of lease will be invested in land infrastructure. The lack of both the capacity
and willingness of some local governments to implement it will present a challenge in
the forthcoming period.

4.5.24. Following the adoption of the new Strategy of Development of Agriculture in the
Republic of Serbia, a transition was made from price support to credit support, support
to investments, input reimbursement and rural development. A significant support to the
income of non-commercial farms was introduced in 2006. By increasing credit and
structural support from 8% in 2003 to 47% in 2006 considerable results were achieved,
which can be measured by the annual export rate of about 30% in the period 2003-2006,
the surplus in trade of agricultural products in 2005-2006, and the investment growth
and stabilisation of production.
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4.5.25. According to the above mentioned UNDP survey, only 26% of the respondents consider
agriculture the main source of income for their households, while 68% stated that they ge-
nerate income from agriculture. In respect to the diversity of income, more than one third
of the respondents sell livestock, milk and dairy products. Greater diversity occurs only
in the households where women and younger family members are the decision-makers.

4.5.26. The policy of the rural development of the Republic of Serbia is currently not defined in
a single official document. Although certain aspects of rural development are partially
mentioned in several national strategies, the competency for the issue is held by the
Ministry of Agriculture, Forestry and Water Management, within which the development
of the first rural development strategies have been launched. The definition of an ade-
quate rural policy through the preparation and adoption of the rural development strate-
gy would create the preconditions for mitigating negative demographic and economic
trends and ensure the preservation of natural and cultural heritage of rural regions.

4.5.27. As of 2006, the Ministry of Agriculture defined Marginal Areas or Less Favourable
Areas (LFA) as areas in which investments should be encouraged. Beneficiaries from
these areas were given the opportunity to have a higher share of grants when using
funds through the rural development programmes, thus increasing investments in these
areas. In 2003, 14% of the total funds from Rural Development Measures was directed
into these areas, while in 2006 the percentage amounted to 22.4%. 

4.5.28. In 2006, income support was introduced for the so-called non-commercial farms to
the amount of RSD 40,000 for all household members, whose only income stems from
agriculture and who are over 55 years of age, aimed at reducing the differences in the
level of income between farmers who can be competitive and contribute to their own
income and those who, due to old age or because they live in areas less suitable for far-
ming, cannot keep up with the reforms and cannot significantly produce for the market.
Most of the beneficiaries of this support live in areas less suited to agricultural produc-
tion, as presented in Table 4.5.28.
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4.5.29. Allocation of grants aimed to raise the level of production and placement (farms, cold
storages, warehouses, machinery etc.), construction of infrastructure (water supply,
sewage, local roads, power lines in villages, etc), and support of the rural diversifica-
tion (through projects of agrarian tourism, education of the rural population, improved
environment in villages, preservation of old crafts and breeds of livestock, etc). The
funds for these programmes are increasing by year. In the course of 2004 and 2005,
RSD 319 million and RSD 710 million respectively were spent for these purposes.
More than RSD 2.6 billion was spent for this purposes in 2006. Most of the funds were
planned for improvement of production and placement (51%), and construction of
infrastructure (44%). The projects of rural diversification are to be supported by 5%.
The low level of information, weak initiative and weak local administration capacities
are the key obstacles to the more active utilisation of sources of state assistance.252

4.5.30. According to the same survey, the main problems identified by the small rural house-
holds are a lack of capital, unfavourable crediting conditions and a low process of agri-
cultural produce. They consider possibilities of employment outside the sector of agri-
culture (66% of respondents), better access to loans (57%) and an improved market
organization (40%) as the key prerequisites of their own development.253

4.5.31. Development of the credit market should boost investment and thus the economic
growth in agricultural and rural areas. The Republic of Serbia practically never had a
market of agricultural loans or loans for SME development in rural areas. This deficien-
cy was recognised by the Ministry of Agriculture, and in 2004 credit support to agricul-
ture started with the aim to build the credit market and credit history of farmers and to
increase investment in the sector. The support is realised through banks. Over the past
three years, the total placement amounted to RSD 78,364 short-term loans amounting
in the average to RSD 82,928, and 3,569 long-term loans with the average value of RSD
1, 2 million.

4.5.32. In addition to the funds directed from the Republic of Serbia to rural areas and agricul-
ture, the Autonomous Province of Vojvodina and many other local self-government
units have established their own agrarian budgets. Last year, the Council of AP Vojvo-
dina financed projects of rural development in the amount of RSD 171 million. 

4.5.33. According to the official statistics, the average size of farms is approx. 3 hectares. In
the 2006 Register of Farms maintained by the Ministry of Agriculture, Forestry and
Water Management, the average size indicated is approx. 10 hectares. Whichever data
be taken into account, the farms are small and this is often one of the limiting factors
for ensuring a steady income for all the members of a household and particularly those
who are at the average or below the average level. On the other hand, the process of the
joining of farms in Serbia, and especially in Vojvodina, is proceeding at a very fast pace.
Transition into another sector, production of higher value products (fruit, vegetables,
livestock grazing, etc) or certified produce (organic, etc.), diversification of economic
activities on farms may represent viable options for this group. That is the reason for the
programmes to be directed accordingly. There is an increasing number of farms with
certified organic production, with 200,000 hectares of certified produce-yielding land in
2004 to over 1,000,000 hectares in 2006. At the same time the land on which cultures
are grown increased from 550 hectares to 790 hectares.
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Housing of Vulnerable Groups

4.5.34. Housing is a pressing problem for many citizens of Serbia. However, there is no doubt
that the socially vulnerable groups are in the most critical situation. A Study of Housing
Sector, developed in 2005, provided an overview of the housing situation in Serbia. It
represents a basis required for a future national housing policy. The Law on Social
Housing is still in draft form with the Ministry for Capital Investments, but its endorse-
ment has been identified as one of the priorities in the Prime Minister’s policy statement
of May 2007.

4.5.35. Donation of 324.000.000 dinars of the Japanese Government is used for realization of
the project Social housing for the disabled war veterans (adjusted to the needs of the
beneficiaries - number of family members, type of disability) that envisages construc-
tion of flats for 203 war veteran families in 11 towns and municipalities in the Republic
of Serbia. By the end of August 2006 the Government decided to continue financing the
project Social housing for the disabled war veterans from the National Investment Plan
and allocated 4.475.260 EURO for the construction of 220 flats amounting to 11.000 m2

in 13 towns in the Republic of Serbia.

4.5.36. There are 92 collective centres accommodating 8,275 refugees and internally displaced
persons in the Republic of Serbia. Thereof, 18 collective centres accommodating 925
persons are located on the territory of AP Kosovo and Metohija. The care and accommo-
dation of refugees and the internally displaced people (IDPs) living in collective centres
is largely funded from the budget of the Republic of Serbia, with minor financial support
from the UN High Commissioner for Refugees (UNHCR). In line with the National
Strategy for Resolving the Problems of Refugees and Internally Displaced People, 20
collective centres were closed in 2006. Having been offered adequate supporting proj-
ects, some 1,300 refugees and IDPs have left the collective centres. Care and accommo-
dation of refugees continues in social welfare institutions, converted collective centres
(in-house departments) and in housing in a protective environment.

4.5.37. Seven municipalities are in the process of development or adoption of local housing strate-
gies within the Programme of Housing and Durable Integration of Refugees254 funded by the
Italian Government and implemented by UN-HABITAT in cooperation with the Ministry of
Infrastructure. Municipal housing agencies - non-profit housing organisations mandated
with the development and implementation of social housing programmes - have been estab-
lished in the above mentioned seven municipalities. Construction of 530 new housing units
for social housing has been planned within the framework of this programme. The first 38
housing units were built in Stara Pazova, and the remaining 492 housing units are to be
completed by December 2007. Improvement and regularization of the Roma settlement
„Grdicka Kosa 2“ in Kraljevo represents and integral part of this initiative.

4.5.38. The findings of the study „Where and how do the Roma in Serbia Live“ 255 established
that there are 593 Roma settlements in Serbia, 72% of which are not fully or partially
legalized. 43.5% of them fall into the category of slums. Of the 593 settlements, 285 are
in urban areas, while the others are in suburban and rural areas. The densest population
of the Roma is in Belgrade, in the north-west part of central Serbia, AP Vojvodina and
certain counties in south Serbia. The infrastructure in the settlements is in a very bad
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condition (over 50% of them have no asphalt road nor water supply network, over 60%
have no sewage, and 35% no electricity), as is the accessibility of institutions (schools
are over 1 km away for approx. 50% of settlements, health centres for approx. 60% of
settlements and shops for approx. 80% thereof).

Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Adopt laws and by-laws related to regional development, that identify key
institutions, objectives, institutional mechanisms of support to the underdeveloped,
identify underdeveloped regions and establish programmatic documents that would
serve to channel the incentives (directly or indirectly) to underdeveloped
municipalities (areas).
Define as precisely as possible rural and urban areas with a view to a more efficient
establishment of the needs, strategy, policies and measures for poverty reduction.
Consider transition to the EU or OECD criteria. 
Ensure efficient application of the Law on Financing of Local Self-Government,
especially in the part concerning property tax.
Pass a Strategic Plan and the multi-year Rural Development Programme and set up
systems of payment and financial control which will enable the use of IPARD funds.
Continue capacity building of farmers and stimulate their further association at the
level of cooperatives or associations.
Improve monitoring of results of agrarian, rural and regional policies
and their impact on poverty reduction.
Adopt the Law on Social Housing.
Legislative initiatives compatible with the obligations prescribed under
the Constitutional Law for the Implementation of Serbian Constitution 
(the Law on Territorial Organisation of the Republic of Serbia, the Law
on Local Self-Government, and the Law on Local Elections).
Improve the general level of informing and support to planning
and implementation of rural development programmes.
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M I D - T E R M  P R I O R I T I E S

Raise capacities of the central and local government, operational management
and monitoring of the use of EU and domestic funds, including NIP.
Develop a decentralised system of support to economic and rural development by
using a participation-based approach in planning and decision-making. Strengthen
local communities and all social partners (NGO sector, local self-government,
counselling services, media, etc.) in support of rural development.
Introduce a programmatic and project approach to the financing of local
self-governments.
Establish local self-government property/Transfer property from the Republic
to the local self-governments and precisely define the role of municipality
in economic development.
Improve cooperation and coordination between ministries and municipalities with
a view to reducing regional inequalities and implementation of common projects.
Introduce systemic support to the improvement of living conditions in rural areas
through the development of rural physical and social infrastructure.
Finalize establishment of a network of institutions required for regional development.
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4.6. Environmental Aspects of Poverty Reduction
4.6.1. The new legal framework for environmental protection, which is in harmony with the

EU Directives, was established in 2004 with the adoption of the Law on Environmental
Protection, the Law on Strategic Environmental Impact Assessment, the Law on Envi-
ronmental Impact Assessment and the Law on Integrated Environmental Pollution Pre-
vention and Control. The Law on Free Access to Information of Public Importance was
adopted. The new laws provided for the decentralization of competencies to the benefit
of the autonomous province, i.e. the local self-government unit. This requires the further
building of the capacities of responsible bodies at all the levels for the implementation of
regulations. The accelerated preparation of the laws continued into 2005-2006, with the
drafting of a large number of laws. The proposed National Programme for Environmen-
tal Protection is undergoing the adoption procedure in the National Assembly. It will be
carried out according to action plans, whose drafting is under way. The National Strategy
for Sustainable Development is being drawn up and is expected to be completed by
autumn 2007. Also in process is the drafting of a national strategy for the sustainable use
of resources and a national strategy for the introduction of cleaner production. The Envi-
ronmental Protection Agency and Environmental Protection Fund have been established
within the Ministry of Science and Environmental Protection and have started working.
Funds have been established at the level of Execution Council of AP Vojvodina for
financing programmes and projects of significance for AP Vojvodina, which include the
projects in the field of environmental protection. 

4.6.2. Improvement of the water supply system - In 2004, the total percentage of the popu-
lation with access to clean and safe drinking water was 93%, out of which 99% was an
urban population, and 86% a rural population256. It should be explained that this indica-
tor, according to the definition, is considered to imply „the share of the population using
any of the following ways to obtain drinking water: 1) water from the waterworks; 2) a
public drinking-fountain; 3) an artesian well; 4) a well (protected/covered); or 5) a pro-
tected spring“. In view of the degree of Serbia’s development, it is more suitable to use
a narrower definition of access to clean and safe drinking water, like for instance „the
share of the population with a connection to the public waterworks“. 

4.6.3. In 2005, 62.8% of the population had a connection to the public waterworks and
13.9% a connection to the local waterworks257. An improvement is noticeable compared
to 1991, when the percentage of the total population with a connection to the public or
local waterworks was 71.1%. However, there is a large discrepancy between urban and
rural areas in their coverage by public waterwork  networks. In village settlements, only
60% of the population has drinking water in houses or yards from the public or local
waterworks258. Around 30% of the drinking water supply on the territory of the Republic
of Serbia does not satisfy the physical, chemical and bacteriological standards (in AP
Vojvodina 67%). 

4.6.4. In AP Vojvodina, the quality of underground waters varies depending on the depth of the
water-bearing environment and the characteristics of the soil. The situation is especially
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bad in the districts of Banat and Backa. The AP Secretariat for Environmental Protection
and Sustainable Development has financed the development of studies for regional water
supply systems259. Potential regional water sources have been researched in the Danube
area (West Backa and South Banat). The main problems with the physical and chemical
water quality parameters are turbidity, iron, nitrites, arsenic and manganese whose level
has naturally increased. In the period of 2006-2007, research of underground water has
been performed in over 700 wells in AP Vojvodina, in order to map the level of arsenic. Of
the overall collected underground water on the territory of AP Vojvodina, around a third
undergoes treatment at drinking water preparation plants, of which there are only 14. 

4.6.5. The water quality is only adequate in Belgrade, according to over 90% of correct water
samples. The main problem lies in the old distribution network, which has large losses
(as much as up to 40% in certain municipalities), and irrational water consumption,
which leads to the excessive exploitation of resources. In 2006, funds were provided for
the financing of water supply facilities in 40 municipalities. In the same year, work also
started on the Barje regional water-management system, and the completion of the work
is expected in 2007. Under way is also the construction of the Rovni dam and storage
reservoir. Progress in the adjustment of water-management legislation is very limited.
The Law on the Ratification of the Convention on the Protection and Use of Transboun-
dary Watercourses and International Lakes has been drafted. A new law on waters is in
preparation, since the present Law is not in harmony with EU regulations. The drinking
water standards need to be adjusted to the requirements of EU Directives regarding
drinking water.

4.6.6. Improvement of the waste water collection and treatment system - In 2004, a total of
87% of the population had improved sanitary conditions, among which the urban popu-
lation accounted for 87% and the rural for 77%260 . This indicator, according to the defi-
nition, implies: the share of the population which has everything at its place of residence:
1) a toilet connected to the sewage system; 2) any kind of flush toilet; 3) an improved
septic tank; 4) and the traditional septic tank. An analysis more applicable to the repub-
lic of Serbia is obtained when sanitary devices are divided into: toilets connected to the
sewage system; and toilets connected to septic tanks and outhouses. 

4.6.7. In 1996, 77% of the population of the Federal Republic of Yugoslavia (FRY) lived in
apartments with a sewage system or a septic tank, while in 2000; this percentage was
88%, showing an improvement in the sanitary conditions. Attesting to the improvement
of conditions is the fact that the mortality rate of newborn babies and children below the
age of five dropped by half in the 1990s, which is linked to the improved sanitary con-
ditions in households, as well as the better treatment for diarrhoea and acute respiratory
diseases. AP Vojvodina has the smallest number of sanitary devices connected to the
sewage system (39.1%), where the largest percentage of sanitary devices connected to a
septic tank was also registered (54.9%)261. In Belgrade, 75.9% of the population has a
connection to the public sewage system, while 20.3% have sanitary devices connected to
a septic tank, and 3.7% use an outhouse. 

4.6.8. There are major differences between the city and the village: only 15% of village
households have a toilet connected to the main sewage system, while 64.4%262 of them
are connected to a septic tank. In Roma communities throughout the Republic of Serbia
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there is either no access to public utility services or this access is limited. Nearly 50% of
the Roma living in Roma settlements use an outhouse, while 5% live without a toilet. The
sewage systems have been inadequately maintained over a longer period of time, with-
out adequate investments. Out of the total amount of sewage waste water, only 5.3% is
released to the recipients following adequate purification. The largest cities in the coun-
try - Belgrade, Novi Sad and Nis, do not have a plant for the purification of utility waste
waters.

4.6.9. In 2006, systems for the collection, transport and purification of waste water were
built and they form parts of regional systems. Collectors and waste water purification
devices were constructed in 20 municipalities263. The inability to have access to the water
supply infrastructure and the sewage system is the cause of health problems for part of
the population. This especially refers to the part of the population living in poor city dis-
tricts, often located near poorly maintained waste dumps, and which are mostly inhabit-
ed by internally displaced persons, Roma and refugees. A law on the financing of water
management has been drafted. What is necessary is the introduction of standards for
effluent quality, i.e. harmonization with the Waste Water Treatment Directive 91/271/EC.

4.6.10. Emission of gases with the greenhouse effect - The data on the emission of CO2 for
2002 are 4.4888 metric tons per capita264, which is 14% more in the absolute amount
than the world average. The total emission is 47.244 million metric tons of CO2, while
the emission of CO2 per GDP unit in the Republic of Serbia is more than two times larg-
er than the world average265. 

4.6.11. The consumption of CFC substances, which are damaging for the ozone layer, was
282.8 metric tons in 2004, while the total consumption of all substances harmful to the
ozone layer was 297,378 metric tons266 . There is no production of CFC substances in
the Republic of Serbia and the necessary amount is imported. The Bill on Air Protection
is undergoing the adoption procedure. The present legislation on air quality is not in har-
mony with EU regulations, especially regarding the emission and ambience quality of
the air, and the inadequate monitoring does not allow the creation of a realistic picture
about the level of air pollution in the Republic of Serbia. The Bill on the ratification of
the Kyoto Protocol is undergoing the adoption procedure in the National Assembly.

4.6.12. Energy intensity - The level of consumed energy by unit of the gross domestic prod-
uct (GDP) in Serbia and Montenegro in 2001 was 0.40 toe/000 USD measured by the
purchasing power parity. The world average was 0.24 toe/000 USD measured by the
purchasing parity268. In 2004, it was 0.79 toe/000 USD measured by the purchasing
power parity, and in developed countries (OECD countries) around 0.19 toe/000 USD
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(IEA 2006), which means that around 4 times more energy per GDP unit was consumed
in the Republic of Serbia than in developed countries, which points to considerable
space for energy rationalization.

4.6.13. Solid fuel consumption in households - poverty also leads to the type of conduct that
directly exerts pressure on the environment. Out of necessity, through the excessive
exploitation of public assets, the poor population often disrupt the state of certain
resources, primarily the land and forests.

4.6.14. Around 55% of the total average tree mass in the Republic of Serbia in 2005 was used
as firewood.271 Despite incoherent data, it can be concluded that the consumption of
solid fuels (wood and coal), although being reduced, is still high, since around 40% of
the households still use it for heating, creating a high level of internal air pollution. This
leads to chronic diseases, which the poor population are more exposed to. The present
manner of the use of energy in the Republic of Serbia is unsustainable. The mean ener-
gy consumption per square meter of living space is around 2.5 times higher than in
Northern Europe. At the same time, every fourth household has heating below the min-
imum of health standards. The mortality rate is 30% higher in the winter months,
whereby poor households are in much greater jeopardy. The excessive use of wood for
heating, without adequate  forestation, the minimum use of wood waste and the low
efficiency of wood burning are the main reasons for the disappearance of forests. 

4.6.15. A third of all households in the Republic of Serbia use solid fuel for cooking. The use
of solid fuel is characteristic of the poorest category of the population and Roma settle-
ments where 84% of the households use solid fuels for cooking, which is almost three
times above the national average. The use of solid fuels for cooking is less frequent in
urban areas (14%) than in rural areas (61%). The share of households using solid fuels
for cooking rapidly drops when going from the poorest towards the richer layers of
society. In Belgrade, 84% of the households use electricity for cooking. In Vojvodina,
the use of electricity and gas is approximately the same - 43% of the households use
electricity for cooking, while 38% use gas272. 

4.6.16. Waste management - Waste management in the Republic of Serbia is inadequate.
According to information of the Environmental Protection Agency, out of the total of
164 waste dumps in Serbia (on the basis of 80% of the obtained data), 50 waste dumps
(30.5%) are located less than 500m from inhabited places. Out of this number, 12 waste
dumps (7.3%) are less than 100m from a populated settlement. As many as 25 waste
dumps (15.2%) are less than 50m away from the bank of a river, stream or storage lake
(Environmental Protection Agency, 2006). 
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4.6.17. The information about the number/percentage of households living 500m from a waste
dump shows that in 38 municipalities, around 1,233,500 inhabitants, i.e. 16.5% of
Serbia’s population live 500m or less from a waste dump. The capacity of the existing
waste dumps in most municipalities is already exhausted, and the locations themselves
do not satisfy even the minimal technical conditions for sanitary waste dumps. This can
endanger underground and surface waters and soil, due to the high concentration of
organic matter and heavy metals. There are a large number of illegal waste dumps,
which are not being controlled. 

4.6.18. The National Waste Management Strategy envisages the closing down or re-cultiva-
tion of the existing waste dumps and the construction of 29 regional (for a number of
municipalities) sanitary waste dumps, with recycling centres and transfer stations. The
waste management system in every municipality is based on the collection, transport
and disposal of waste by public utility companies at the municipal level, which are
faced with a number of problems. Only 60% of generated communal waste (from
households and other sources) is collected in an organized manner, mostly in urban en-
vironments, while there is no organized waste collection in rural areas273. A survey on
multiple indicators in 2000 showed that in the case of 54.7% of households garbage is
taken away by a public service; 25.3% of households take their own garbage to a pub-
lic waste dump; 6.4% of households leave it at illegal waste dumps; 6.3% of house-
holds burn their garbage; 0.3% of households bury garbage; 5.4% of households dis-
pose of it near the house; 1.1% throw it into the river. There is no reliable information
about the amount of hazardous waste created by the industry, and it is estimated that
more than 460,000 tons per year of dangerous industrial and medicinal waste is pro-
duced in the Republic of Serbia. There is not a single plant for the treatment and dis-
posal of hazardous waste in the republic of Serbia in accordance with the standards and
hazardous waste is temporarily stored at inadequate storages, some of which have been
in existence for a number of decades. It is envisaged that 78 systems for treating infec-
tive medicinal waste in health institutes in the Republic of Serbia be procured, with
assistance of the European Agency for Reconstruction.

4.6.19. The National Waste Management Strategy, adopted in 2003, is being implemented
according to certain dynamics. In 2006, the Environmental Protection Fund co-financed
the drawing up of protects for the rehabilitation of waste dumps in 22 municipalities, as
well as the performing of works in 7 municipalities. The Fund also co-financed the draw-
ing up of projects for regional waste dumps and participated in the financing of three
projects for the construction of regional sanitary waste dumps for a number of munici-
palities. The construction of regional waste dumps and the rehabilitation of the existing
ones are among the priorities of the Ministry of Science and Environmental Protection -
Department for Environmental Protection. The Province Secretariat for Environmental
Protection and Sustainable Development launched the long-term project titled
„Management of Solid Public Utility Waste at the Territory of AP Vojvodina“ in 2003. 6
regions have been established where intermunicipal agreements have been signed on the
joint performance of activities in the field of the management of public utility waste. 

4.6.20. The Draft Law on Waste Management has been adopted by the Government and is
in the Parliamentary procedure. In preparation is also the Law on Packaging and
Packaging Waste.
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4.6.21. Forest resources management - The total territory under forests and forest land in
Serbia in 2005 covered 2,380,077 ha274, i.e. 26.9%, which is a little below Europe’s
average forest coverage. 

4.6.22. The present state of the forests in the republic of Serbia can be described as unsat-
isfactory, with an unfavourable age structure and an inadequate composition. In the
period between 1996 and 2005, there was a drop in the activities on the forestation or
filling of forests which, with the maintenance of practically the same scope of forest
cutting and with the damage caused to forests in this period, led to the stagnation of the
degree of Serbia’s forest cover. In 2005, around 51.5% of the forests were owned by the
state276. State forests are located in large complexes and are characterized by a better
qualitative and quantitative structure than private forests. The ratio between high and
sprout forests in the Republic of Serbia is approximately the same, with a share of
around 45.5% in the total area, while other cultivated forms (thickets, macchias, osier-
beds, leaf forests) have a share of 8.8%. 

4.6.23. According to data of the Republic Statistical Office, 10,534 m3 were illegally cut in
2005. Other forms of man-afflicted damage, such as theft, unlawful grazing, unlawful
occupation of land and other, covered 1,686 m3 in 2005, while this area was almost two
times larger in 2004 - 3,220 m3. The average cut tree mass in state forests in 2005 was
around 1.8 million m3; and in private forests around 644 thousand m3.

4.6.24. The Forestry Development Strategy of the Republic of Serbia has been adopted and
a law on forests, which is to replace the present Law on Forests, has been drafted.

4.6.25. Protection of nature and biodiversity - five of the six main European bioregions are
present on the territory of the Republic of Serbia. Based on the extensive biological
diversity ecosystems, plants and animals, the Republic of Serbia may be considered a
country with a very high degree of biodiversity. The percentage of protected natural
resources is increased each year, and its planned growth targets 10% by 2010. In 2000
it amounted to 4.92%, while in 2002 it was around 5% of the total territory of the Re-
public of Serbia. The percentage of protected areas compared to the total territory is
6.6%, i.e. 5,426 km2 in 2006, while in 2005 it was 6%.277 Labudovo Okno and Pester-
sko Polje are two new Ramsar areas on the Ramsar List of Wetlands of International
Importance. The system of the laws on biodiversity and the protection of nature are
inconsistent and it requires harmonization with EU Directives. A comprehensive Na-
tional Biodiversity Strategy, Action Plan and National Report on the Implementation of
the Biodiversity Convention are currently drafted. Several Bills on the ratification of the
following international agreements have been endorsed: Convention on Preservation of
Migratory Wild Animals (Bon, 1979), Convention on Preservation of European Game
and Natural Habitats (Bern, 1979), Convention on Protection and Sustainable Develop-
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ment of Carpathian Mountains (2003), UN Convention on Fight against Desertification
in Draught-afflicted Countries (Paris, 1994). The Draft Law on Protection of Nature was
developed. 

4.6.26. Sustainable land use - Agricultural land covers 66.03% of the total territory of the
Republic of Serbia (59.35% in Serbia Proper and 83.43% in AP Vojvodina). The results
of the examination of the land composition confirm the presence of a large natural
wealth of over 80% of the territory of Vojvodina in the contents of the humus and very
important biogenic macro-elements. On the other hand, the annual losses of agricultur-
al land on the territory of Vojvodina are estimated to be around 1,200 ha. 

4.6.27. Regarding the structure of ownership, around 85% of arable land is privately owned,
while state-owned assets cover 15% of the arable land. Private farms are characterized
by small areas, dispersion and a mainly extensive agricultural production method.
However, intensive agriculture compared to the consumption of resources has created
numerous problems in the environment which further have a negative impact on agri-
culture productivity. In the period of 2000-2005, there was a tendency of reduction of
gardens and plough land reduced by 26,511 ha and orchards by 6,095 ha. The land cov-
ered by meadows increased by 22,361 ha, and pastures increased by 16,622 ha in 2005
in comparison to the year 2000.

4.6.28. Following the adoption of the Law on Agricultural Land, the regulations pertaining to
the planning, protection, regulation and use of agricultural land were improved.

4.6.29. Cleaning of ecological black spots - in the previous period, the economic develop-
ment of regions in the Republic of Serbia were not accompanied by adequate invest-
ments in the infrastructure for the protection and improvement of the environment, i.e.
in plants and equipment for the reduction of pollution.

4.6.30. The present state shows that there is a major burden on the environment in such areas
(for example, Obrenovac, Lazarevac, Pancevo, Bor, Vrbas, Sabac, Belgrade, Novi Sad
etc.). Some of these areas are impoverished today and have a much endangered envi-
ronment. It is necessary to consider which areas can, under the Law, acquire the status
of an endangered environment, which would afford such regions a special status and
priority for rehabilitation and remediation. 

4.6.31. The level of investments in the environment is very low (0.3% of the GDP in 2004 and
2005, while the projections for 2006-2009 are 0.4% of the GDP), while financing from
the industry and the private sector is insufficient. The system of economic instruments
is still insufficiently developed and does not provide a sufficient enough stimulation for
the reduction of pollution.

4.6.32. In 2005, a Decree was adopted on the types of pollution, criteria for calculating the fee
for polluting the environment and those who are to pay for it, the size and method of
calculating and paying the fee, which implements the principle „the polluter pays“. The
income from the fee represents the Fund for the Environment Protection assets. 

4.6.33. In 2006, the first phase of the rehabilitation of the contaminated land on the Reljan lo-
cation was carried out. The second phase is to be completed by the end of 2007. The re-
habilitation of the land contaminated by depleted uranium at the Pljackovica location
near Vranje, as well as at the Bratoselce and Borovac locations near Bujanovac has been
completed.
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Priorities for the Forthcoming Period
S H O R T- T E R M  P R I O R I T I E S

Harmonize regulations pertaining to the environment with EU legislation
and the expansion and strengthen institutional capacities for the implementation
of regulations.
Integrate the environmental protection policy into other sector policies
in accordance with the goals and instruments set out in the National
Environmental Protection Programme.
Reduce pollution at locations which represent the greatest risk for the environment
and for the people’s health.
Improve the monitoring system.

M I D - T E R M  O B J E C T I V E S

Increase the number of households connected to the public water supply system
and to provide adequate drinking water.
Increase the number of inhabitants connected to the public sewage system
and the revitalization of the existing devices for the purification of waste water
in settlements.
Increase the number of inhabitants covered by the system of waste collection
and the construction of regional sanitary waste dumps.
Connect individual households in larger cities to the central heating system or to the
heating system using gas, and to reduce the number of households using solid fuels.
Improve the system of natural resources management and further to increase the
areas containing protected natural resources. 
Preserve, promote and expand the existing forests (to increase areas under forests
and to improve the structure of forests).
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The First Progress Report on the Implementation of the Poverty Reduction Strategy in
Serbia278 provided an analysis of the use of budget resources and other sources of financ-
ing with a view to realising priorities laid down in the Poverty Reduction Strategy. The

analysis indicated the seriousness of the problem of poverty in the Republic of Serbia, as well
as considerable contributions allocated for social protection and health care with the emphasis
on the existing vulnerable groups of the population. The report expressed the commitment to
focus more on the development component in the forthcoming medium run and/or the commit-
ment to prevent new poverty through economic growth, increased employment and investments
in education. Investing in these PRS priority areas is especially important bearing in mind the
transition process that the Republic of Serbia is undergoing, as this process will inevitably cre-
ate new categories of the vulnerable population.

The analysis of budget allocations and other sources of financing within the Second Progress
Report on the Implementation of the Poverty Reduction Strategy in Serbia is based on the avail-
able data for the period 2004-2006. The aim of the analysis is to point to the realisation of
defined objectives, measured by investment in individual priority areas of the Strategy, and to
recommend steps to be taken in the forthcoming medium-term period.

5.1 Methodology Overview
5.1.1. The analysis of budgetary allocations is based on the budget execution data according to

functional classification for the previous period of 2004-2006. This analytical method
establishes indirectly how budget resources were allocated for certain priority areas
envisaged in the PRS. The indirect method279 of the analysis is based on the expendi-
tures expressed according to functional classification. The functional classification
allows for the establishment of indirect links between the allocation of budget resources
and the implementation of PRS, assuming that the execution of a particular function is
indirectly linked to poverty reduction (e.g. the connection between education and pover-
ty reduction). 

5.1.2. Direct and measurable effects of budget distribution for some PRS priority areas will
be possible to ascertain only after the transfer to the programmatic budget has been com-
pleted. The essence of programmatic budget is to operationalize adopted strategies by
way of defining programmes and activities of government institutions, allocate resources
according to priorities and facilitate the analysis of impact by measuring the precisely
defined indicators. Initial steps in the reform of budget planning and public expenditure
management towards measuring the impact of implemented programmes have already
been made. During the preparation of budget for 2007, five pilot ministries were select-
ed to prepare their annual budgets by defining programmes and projects in their field of
work, establishing links between these programmes and adopted strategies, and to deter-
mine costs in accordance with the defined objectives and priorities of economic and fis-
cal policies. In addition to this, six pilot ministries were selected to define their annual
operational plans (GOP) for 2007. As the objectives of these two processes are compat-
ible and refer to clearly established connections between the defined strategies, the pro-
grammes implemented by individual government institutions, cost allocation by priority
and measuring the effects of implementation of these programmes and, consequently,
measuring the effects of realisation of the defined strategies and establishing connections
between the two reform processes, the preparation of the Budget for 2008 should give
better results as the entire process of planning will shift to result-oriented planning. 
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5.2 Analysis of Programme Realisation According
to Functional Classification

5.2.1. The scope of data used in the analysis of budgetary allocations include: the information
on incurred expenditures according to functional classification of the Budget of the
Republic of Serbia in the period 2004-2006 and compulsory social insurance agencies.
Table 5.2.5. shows the link between the individual categories of functional classification
and the priority areas of the Strategy - economy, labour and employment, social protec-
tion, health and education.

5.2.2. When it comes to PRS priority areas, it is estimated that the total funds allocated to the
areas which contribute to poverty reduction relative to the total public expenditure were
74.3% in 2004, 73.5% in 2005, and 72.4% in 2006280. The share of expenditures in Gross
Domestic Product was also substantial (31.1% of GDP in 2004, 29.8% of GDP in 2005
and 28.3% of GDP in 2006). It should be taken into consideration that costs/percentages
presented in this way do not only refer to activities whose direct measurable impact is
poverty reduction, but also to other activities of the government sector that cannot be
shown separately. The high share of GDP spending and public expenditures, which are
directly connected to the implementation of the Poverty Reduction Strategy, is partly a
consequence of the rather broadly defined scope of data (total expenditures of certain
functions). The more precise data, based on the costs of specific programmes, would
show a more modest share of these costs in GDP and in the total public expenditure. 

5.2.3. Expenditures relating to social protection and health are predominant in the total public
expenditure in the observed period of 2004-2006, while expenditures relating to educa-
tion and economy, labour and employment have a relatively small share in the total pub-
lic expenditure.  

5.2.4. Expenditures relating to education, which plays the key role in poverty reduction but is
also instrumental in preventing new poverty, indicate a growing tendency in the report-
ing period. The change in the structure of budgetary allocations in the forthcoming medi-
um-term period to the benefit of economy and education will be influenced by the reali-
sation of projects envisaged under the National Investment Plan. The realisation of NIP,
which started towards the end of 2006, will have a more significant impact in the period
to come and a crucial impact on the ever so important development role of the Poverty
Reduction Strategy. 
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280 The absolute amounts of funds earmarked for certain areas of the Strategy in previous years (2004 and 2005) did not
change, but the total amount of public expenditure did due to the change in methodology, causing the shares in public
expenditure to change too. The change in methodology resulted in the absolute reduction in public expenditure due to the
exclusion of spending on public debt, and the increase in expenditure by priority area.  However, this affected the analysis
of trends in the allocation of budgetary funds for certain areas of the Strategy. New amounts of public expenditure were
taken over from the revised Memorandum on the Budget and Economic and Fiscal Policies in 2007 and projections for
2008 and 2009.  



5.2.5. The conclusions drawn from the analysis of budgetary allocations from the aspect of the
proportion of GDP allocated for priority areas of the Strategy are similar to the conclu-
sions drawn from the analysis of the share of these expenditures in the total public spend-
ing. In the forthcoming period, investments will have to be directed at those priority areas
of the Strategy that contain a development component, i.e. economy and education, as
only dynamic economic growth can improve the standard of living and cut down the
spending on the social protection of existing vulnerable groups. This is confirmed by the
trends in earmarking resources for social protection in the past three years. Regarding the
structure of expenditure, pension funds dominate (on average, 33.8% of public expendi-
ture and/or 13.2% of GDP). As pensions281 represent the greatest expenditure, and bear-
ing in mind that they cannot be financed from the regular revenues (contributions), the
lacking funds are supplemented through transfers from the republic Budget. Despite its
absolute reduction, the deficit of these funds remained at a relatively high level in the
reporting period (about 6% of GDP). This is due to the unfavourable proportion of the
number of the employed and the number of pensioners in the Republic of Serbia (on
average, 1.3 in the past three years). This is why it is imperative to reform the pension
system and continue the privatisation and restructuring of the economy, with a view to
speeding up economic growth and increasing the rate of employment.
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281 Generally speaking, pensions are a social insurance category rather than a social protection one, but considering that a
large number of vulnerable people (living below the poverty line) belong in this category it makes sense to include this type
of expenditure in the analysis. 



5.2.6. The average annual share of budgetary funds earmarked for the field of environment
accounted for 0.1% of the total public spending in the period 2004-2006. The amount is
negligible in comparison with the spending of other countries that face similar environ-
mental problems.

5.2.7. So far, the analysis has been based on the distribution of funds in a narrower sense and/or
only the budget funds were taken into consideration (financing source 01). However,
considerable financial resources for the projects and programmes envisaged by the Stra-
tegy also come from the budget beneficiaries’ own revenues, donor assistance, and do-
mestic and foreign loans. The structure of other sources of financing (Table 5.2.7.) was
uneven in the observed period, regarding both the structure of financing itself and the dis-
tribution of these funds by strategic area. Predominant sources of financing in the obser-
ved period were the budget beneficiaries’ own revenue and borrowing, both in the coun-
try and abroad. In this case, considerable funds were earmarked for economy, labour and
employment, social protection and healthcare, whereas spending on education and envi-
ronment was modest.
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5.3. Analysis of Local Government Budget Allocations 
5.3.1. When it comes to the local self-government level, considerable funds were directed at the

realisation of programmes contributing to the implementation of the Poverty Reduction
Strategy. The distribution of funds at the local self-government level was analysed using
the direct method, i.e. the total expenditures of certain functions were linked to the imple-
mentation of the Strategy priorities in the same way as it was done with the Republic
Budget and compulsory social insurance agencies.

5.3.2. The data on local government expenditure indicates that considerable funds were direct-
ed at functions that are directly or indirectly connected to the implementation of the PRS.
Out of the total expenditure of local self-government in 2005, 66.8% accounted for the
expenditure contributing to the realisation of PRS priority. In 2006, the percentage was
slightly higher, i.e. 69.1% of the total expenditure of local self-governments. The share
of this type of expenditure in GDP was 3.9% and 4.2% in 2005 and 2006, respectively.

5.3.3. Unlike the central government level (the Republic and compulsory social insurance
agencies), the local self-government level directed most of the funds at the priority eco-
nomic areas, labour and employment. More than half of the total expenditure of the local
self-governments was allocated to the development component of the Strategy (economy
and education) and/or poverty reduction through boosting economic growth and prevent-
ing the emerging of new categories of the vulnerable population. Proportionately lower
were the funds of the local self-government allocated to the areas of social protection and
healthcare282.

5.3.4. Local self-governments earmarked considerable funds for the functions connected to the
implementation of the PRS. The process of decentralisation should lead to an increase in
the share of the local governments financing of programmes and projects directly linked
to the implementation of the Strategy. Some progress has already been made in this direc-
tion when the new Law on Financing of Local Self-Government was passed. The Law
came into force on January 1, 2007.  
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282 The transfer of responsibilities to the local self-government, which will take place in the process of decentralisation, will
have an effect on the investment in certain priority areas of the Strategy at the local government level. The financing of
investment in the facilities for primary healthcare, as from 2007, will increase the share of this category of expenditure in
the total spending of local self-government.



5.4. Conclusions
5.4.1. The analysis of budget allocations indicates a high share of expenditures in public spend-

ing and GDP in the function of poverty reduction. It also points to a proportionately lo-
wer share of expenditures directed at prevention of new poverty by stimulating econom-
ic growth, employment and education.

5.4.2. Therefore, the development component of the Strategy must become predominant in the
next mid-term period, which is also envisaged by the mid-term macroeconomic and fis-
cal framework adopted by the Serbian Government283 in November 2006. 

5.4.3. A more detailed analysis of the impact of programmes in the field of the PRS assumes
the introduction and consistent application of a programme-oriented budgeting when
planning and developing the budgets of line ministries and government institutions and
when executing the budget. This implies large responsibility not only of the Ministry of
Finance but of all other ministries and institutions in the country that are financed from
the budget, as well as of institutions and organisations that are not budget beneficiaries
but can be, directly or indirectly, connected to the objectives of the PRS.

5.4.4. The measurability of impact of implemented programmes shall enable the analysis of
their effectiveness and efficiency from the viewpoint of the PRS implementation. This
will also facilitate the directing of resources for the programmes which contribute the
most to the achievement of PRS objectives.

5.5 Analysis of Foreign Assistance from the Aspect
of the Poverty Reduction Strategy

5.5.1. The analysis of foreign assistance is based on the data obtained from the ISDACON data-
base of the Ministry of International Economic Relations (MIER), with the aim to estab-
lish to what extent foreign donations and financial assistance of multilateral institutions
support the realisation of objectives of the Poverty Reduction Strategy. The foreign assis-
tance registered in the ISDACON database contains grants and soft loans with some con-
cessional elements. It should also be mentioned that part of foreign assistance is realised
outside the ISDACON database, especially at the local level. This analysis is based exclu-
sively on the assistance registered in the ISDACON database, and was performed as fol-
lows: the PRS IFP established the proportion in which each donation (including soft
loans) supported or did not support the realisation of the priority objectives of PRS.
Aggregation of information on individual donations produced the aggregate data that was
used for assessing trends of granted foreign assistance in the period of 2004-2006284.

5.5.2. Although the number of registered grants was much higher than that of soft loans in the
period of 2004-2006 (410 grants, 27 soft loans), the total amount of registered grants
is almost identical to the total amount of funds obtained from soft loans - 1.07 bil-
lion EUR (grants), 0.99 billion EUR (soft loans). This is because the amounts of soft
loans granted by multilateral institutions were considerably higher than those of (usual-
ly bilateral) grants.285
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283 Please refer to the revised Memorandum on the Budget and Economic and Fiscal Policies for 2008 and 2009. 
284 It should be mentioned that the entire analysis was based on the information about granted foreign assistance and not on

the information about realised foreign assistance. The analysis of realised foreign assistance will be done in mid 2007 when
the data from final financial statements of the Republic of Serbia will be made available.

285 The key multilateral partners in the observed period were EBRD, EIB, and WB.



5.5.3. It can be observed that the total annual amount of granted foreign assistance has
declined since 2004286. This can be explained by the accelerated economic growth in the
Republic of Serbia and, in particular, by the consolidated system of public finances
whose deficits in the previous year’s required additional sources of financing, including
those from abroad.

5.5.4. Furthermore, the percentage of foreign assistance distributed across priority objec-
tives of PRS was relatively stable in the observed period. In fact the greatest portion
of foreign assistance (over 50%) was supporting Pillar 1 of PRS, while about 20% of for-
eign assistance was supporting Pillar 3 of PRS and the activities not connected to PRS.
Only a minimal percentage of foreign assistance (less than 5%) was supporting the objec-
tives contained in Pillar 2 of PRS.287

5.5.5. In order to identify the main reasons for the trends shown in Table 4.2.a, it is necessary
to analyse the dynamics of foreign assistance distribution by sector of economy. 
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286 To be more precise, from 2001 to 2002, when foreign assistance reached its peak (about 1.3 billion EUR per year) the fall-
ing tendency can be observed.

287 It is interesting that almost identical conclusions could be drawn from the analysis of grants only, ignoring the funds grant-
ed through soft loans.



5.5.6. The financing of fiscal deficit (of direct and indirect budget beneficiaries) required a sig-
nificant percentage of foreign assistance in previous years. However, consolidation of
public finances in the Republic of Serbia resulted in reduced reliance on international re-
sources, wherefore the budget sector was not allocated any foreign funds in 2006. Apart
from the budget, the largest portion of foreign aid was allocated to the modernisation of
transport and energy infrastructure. In the period of 2004-2006, as much as 49.1% of the
total amount of foreign assistance was granted for the economic sectors of Budget,
Transport and Energy. In addition to these sectors, considerable funds were earmarked
for the development of civil society, healthcare, modernisation of public administration
and the development of local self-governments. A substantial increase of foreign assis-
tance directed at environment protection can also be observed.

5.5.7. In order to establish a connection between the allocation of foreign assistance by eco-
nomic sectors and the PRS priority objectives, it is necessary to cross-reference the data
in Tables 4.2.a and 4.2.b.

5.5.8. It can be concluded that the economic sectors identified in Table 4.2.b are the most
important recipients of foreign aid (Budget, Transport, and Energy) contributed most to
the realisation of goals contained in Pillar 1 of PRS - thus the domination of PRS Pillar
1 in the total foreign assistance relative to the realisation of other priority objectives
contained in PRS. It can also be observed that only the funds allocated to the sectors of
labour, employment and development of civil society had a more significant impact on
the realisation of objectives contained in PRS Pillar 2 - therefore the apparent neglect of
this pillar. The rest of foreign assistance was distributed quite evenly between the activ-
ities that supported the objectives of PRS Pillar 3 and the activities that were not connect-
ed with the PRS objectives (telecommunications, banking).
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6.1. Poverty Lines, Definition and Measurement
Poverty Line

6.1.1. The study defines the poverty line in two steps. In the first step, the food line was defined
determined on the basis of the minimum consumer food basket, which included 193 food
products from the Household Budget Survey.

6.1.2. The minimum consumer food basket was determined by multiplying the price of a sin-
gle calorie per day at the national level, which had been determined on the basis of con-
sumption from HBS, with nutritional minimum of 2,288 calories per day (FAO). The
price of one calorie per day at the national level was determined in several steps. First,
expenditures for each food article were calculated in calories per consumer unit per day
for each household by multiplying the purchased amounts with their caloric value (and
dividing with the number of days and number of consumer units). By summing these
individual expenditures for food articles in calories per household, total household
expenditure for food in calories per consumer unit was obtained. By summing these
expenditures for all households, total food expenditures in calories per consumer unit per
day at the national level was obtained. In the next step, the structure of food expenditures
in calories at the national level was calculated by putting the expenditures in calories for
each food article for all households in relation to total expenditures for food in calories
at the national level. Then, the price of one calorie per food products was calculated by
dividing the median price of each food product with its caloric value. The price of one
calorie at the national level was calculated as a pondered average of prices of one calo-
rie of each product, with ponders being corresponding shares of expenditures for food in
calories of each product in total expenditures for food in calories. Finally, the price of a
calorie per day at the national level was multiplied with 2,288 calories per day and with
365 days. In this way, the minimum consumer food basket and/or food line was deter-
mined, amounting to CSD 31,276 per consumer unit per year, or CSD 2,606 per con-
sumer unit per month. 

6.1.3. The second step defined the overall poverty line which, in addition to food expenditures,
included expenses for other things (clothes and shoes, hygiene and household goods,
transportation, health, education, etc.). It was defined in such a way that the percentage
of the population below the poverty line was equal to the percentage of  the population
whose food consumption is lower than the food line. In other words, the poverty line was
defined as the total consumption of those households whose food consumption equals the
minimum consumer basket.

6.1.4. In order to determine the percentage of the population whose food consumption is lower
than the food line and/or minimum consumer basket, we begin with the following equation:

OHK= (URH/RSOS)/MKH

with OHK being the relation between household food consumption and minimum con-
sumer food basket; URH is the total household food consumption; RSOS is the equiva-
lency scale (consumer unit); and MKH is the minimum food basket.
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6.1.5. After that, the percentage of the poor population is calculated, that is, indicator (P0) after
fulfilling the following condition:

OHK<1

meaning that the food consumption is smaller than the minimum food basket.

6.1.6. Finally, the complete poverty line was evaluated as consumption that gives the same per-
centage of the poor population as the percentage of the poor population defined by the
food line. This method is based on an implicit assumption that OHK and consumption
per consumer unit are equally good measurement units of real poverty. In this way, we
get the poverty line which amounts to CSD 6,221 per month per consumer unit.

6.1.7. In this study, the relative poverty line was calculated as 60% of the value of median of
total household consumption per consumer unit.

Main Poverty Indicators

6.1.8. The most frequently used poverty indicators can be defined by Foster, Greer and Throbec
(1984):

where is parameter, z - poverty line, ci - unit of equivalent consumption of an individ-
ual and a n - total number of persons.

6.1.9. For =0, P(0) is a poverty index which represents the number of poor people in percent-
age of the whole population. However, this poverty indicator does not say anything about
the poverty of those people, that is, how much their consumption (income) is below the
poverty line. A poverty indicator which takes that into account is the poverty depth
(poverty gap), which is gained for a=1. Thus, P(1) can be defined in the following way:

P(1)= P(0)*(Average deficit),

where average deficit marks average consumption (income) deficit of all poor people in
the percentage from the poverty line. Poverty depth P(1) represents the total consump-
tion (income) deficit of all the poor people in the percentage from the poverty line. When
the average deficit of the poor is multiplied with the number of poor and expressed in the
DP percentage, the minimum amount of cash necessary for the elimination of poverty is
obtained, under the assumption of perfect targeting.

6.1.10. Finally, for = 2 we get P(2) which is titled „severity of poverty“. This indicator meas-
ures inequality among the poor, because it gives larger ponder to the poor who are more
distant from the poverty line.
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6.1.11. In this analysis, all three poverty indicators shall be used, that is, poverty index P(0),
poverty depth P(1) and severity of poverty P(2).

Measures of Inequality

6.1.12. There are many different methods which makes possible the measurement of inequality.
One of them is 90/10 measure or decile measure which shows how much more the poor-
est person from the tenth decile (where the 10% of the rich is located) spends from the
richest person from the first decile (10% of the poorest). The decile measure is insensitive
to the change in distribution of household consumption from the 11th to 89th percentile.

6.1.13. The measure of inequality that takes into consideration the total distribution of consump-
tion (income) is the Gini coefficient. It is calculated by using the following formula:

where n is the number of people, ci is their equivalent consumption, ri is equivalent con-
sumption, ri is i-th rang of household in equivalent ranking of consumption (for the
household with the lowest consumption equivalent ri equals 1, while for the household
with highest consumption equivalent ri equals n). The Gini coefficient is located in the
interval between 0 (perfect inequality) and 1 (complete inequality). The Gini coefficient
is most sensitive in the middle of consumption distribution.

Data Sources

6.1.14. The poverty in the Republic of Serbia was analyzed on the basis of the data obtained
through the Household Budget Survey, which had been conducted in the year 2006,
according to international standards and the recommendations of EUROSTAT, ILO and
the UN, thus providing international data comparability. 

6.1.15. Due to well-known difficulties in the realization of the Household Budget Survey in the
period 2003-2005, it was decided to leave out those three years from the poverty analysis
because the quality of the gathered data was insufficient to be used for those purposes.

6.1.16. A two-stage stratified, rotating sample was applied in the survey with enumeration dis-
tricts as primary selection units and households as secondary ones. 

6.1.17. Stratification variables are:
- Territory (up to the level of region)
- Type of settlement (city and other)

6.1.18. Sample allocation by strata was conducted proportionally to the number of households
in them.

6.1.19. Selection units of the first stage (enumeration districts) were chosen in proportion to
their size (measured by the number of households), while households, within the frame-
work of a chosen enumeration district, have been chosen incidentally.

6.1.20. Every 15 days 40 selection units were chosen, that is, 200 households (4,800 house-
holds per year).
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6.1.21. The survey applies the method of diary keeping (a household keeps an individual con-
sumption diary for fifteen, that is, sixteen days) regarding the items and services of indi-
vidual consumption and also interview methods on the basis of questionnaires, where
the reference period for durables lasts twelve months, for semi-durables, income, agri-
culture, hunting and fishing - three months.

6.1.22. Every household chosen according to the sample plan, single-member or several mem-
bers including, is a survey unit. A household is: a) a community of people, whose mem-
bers live together, prepare food and spend earned income jointly; b) a single person, liv-
ing, preparing food and spending income on his/her own.

6.1.23. This survey collects data on:
household members (demographic and socio-economic characteristics);
dwelling conditions (home heating methods, home size, home installations etc.);
level of household supply with durable consumer goods;
total household financial expenditures (expenses) for personal consumption (food and
non-alcoholic beverages; alcoholic drinks and tobacco; clothes and shoes; housing,
water , electricity, gas and other fuels, furniture, home equipment and maintenance;
health; transportation; communications; recreation and culture; education; restaurants
and hotels and other goods and services);
household incomes.
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6.2. Poverty reduction strategy related laws
which were adopted in the reporting period,
or are in the adoption procedure
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