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Serbia: Economic situation
For decades, Serbia’s economy has been in a state of ongoing crisis. It was severely weakened by
the long period of international economic sanctions, the civil war, and the damage caused to
infrastructure and industry in the 1990s. The international financial crisis and multiple rounds of
elections also delayed necessary reforms. In 2014, Serbia started negotiations for EU membership.
In economic terms, it aims to build a fully functional market economy, by addressing overdue
reforms. Economic recovery is a top priority for the government elected in 2014. The challenge is to
achieve growth, competitiveness and new jobs in a tight fiscal environment.

Recent economic developments
Serbia’s transition towards a market economy began late, in a difficult context marked by specific features.
The Commission's 2014 Progress Report on Serbia acknowledges limited progress towards establishing a
functioning market economy – part of the economic criteria for EU membership. In 2014, the recession in
Serbia, the third in the past six years, was deeper than expected. This decline was caused by a mix of
domestic and external factors. Natural disasters, mainly the heavy floods in May 2014, damaged key sectors
of the economy and the country's infrastructure. Serious fiscal imbalances and incomplete reforms also had
a negative impact. External factors, such as the Russia-Ukraine crisis, led to a decline in investments and
exports. In 2014, the economy is estimated to have contracted by 2% and public debt increased to over 70%
of GDP. Inflation fell to very low levels. As regards business, Serbia ranks 91st (out of 189) in the World
Bank's 2015 Doing Business report. Unemployment, especially informal and youth unemployment, remains
high, fuelled by a skills mismatch in the labour market.
Exports and trading partners
For a small country neighbouring the large EU market exports remain the only engine for growth in Serbia.
Serbia’s Stabilisation and Association Agreement with the EU entered into force in 2013. Its generally
satisfactory implementation contributed to increasing the country’s exports to the EU. The EU is Serbia’s
main trading partner, receiving over 60% of exports. The country also benefits from EU autonomous trade
preferences (until end-2015), allowing nearly all exports to enter the common market without customs
duties or quantitative restrictions. Serbia’s other major export destinations are the CEFTA and Russia.

Government commitment to reforms
The government elected in 2014 has an ambitious programme of economic and structural reforms and the
mandate to implement it. The key goals are economic recovery, job creation, stable government debt and
fighting corruption. In February 2015, Serbia received approval for the first international aid programme in
three years – a €1.2 billion stand-by loan from the International Monetary Fund. This programme is based on
three pillars: fiscal consolidation (spending cuts, reduced state aid to state-owned enterprises, adjustment of
pensions and public-sector wages), a stronger financial sector (reduction of non-performing loans), and
economic growth (job creation, improved business environment, competitiveness). The reforms are already
under way, commitment exists, but achieving real growth may still be politically difficult to implement.
Legal system
A reformed legal system is a precondition for a better business environment, attractive to foreign
investment. Some important laws have already been adopted: a new Labour Law (July 2014), as well as a
new Bankruptcy Law and a Privatisation Law (August 2014). A number of other laws are planned, including
on the conversion of rights to the use of land towards ownership rights, on foreign exchange operations, and
on the currently cumbersome inspections oversight. Legislation in the tax administration field also needs to
be adapted. The private business sector is not sufficiently included in dialogue on adopting key legislation.
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Moreover, slow implementation remains problematic. The substantial backlog of unresolved court cases
discourages businesses from going to the courts.
Investment
The economic crisis caused a drop in foreign direct investment (FDI) in Serbia in 2014. According to the
US Department of State’s 2014 Investment climate statement, among the factors that could bring more FDI
to Serbia are: low taxes, its strategic geographic location, free trade agreements with key markets, and a
favourable labour market (high unemployment and relatively low wages). Serbia is a moderately attractive
destination for foreign investment, ranking 94th (out of 144) in the Global Competitiveness Index. Problems
with land management remain a major issue for improving the investment climate. In particular, Serbia ranks
extremely poorly on the Dealing with Construction Permits Indicator (ranked 186th out of 189 countries).
Further structural reforms will thus be crucial in attracting more FDI.
Corruption
Corruption, a persistent problem, is a threat to the business environment. Transparency International’s 2014
corruption perception index ranks Serbia 78th (out of 175). According to the 2013 Business, Corruption and
Crime in Serbia report by the United Nations Office on Drugs and Crime, corruption is the fifth most
significant obstacle to doing business after currency fluctuations, complex tax laws, frequent changes in laws
and regulation and political instability. The Serbian government has declared a ˈno toleranceˈ policy towards
corruption. Some high-level cases have been prosecuted, yet the number of final verdicts appears to be low.
Public vs private sector
The public sector in Serbia is large, with a significant impact on the economy. The private sector, on the
other hand, is still relatively under-developed and uncompetitive, with SMEs facing significant problems. The
state has control over important sectors such as energy, transport and telecommunications. Public
companies continue to be overstaffed and inefficient, but still offer more attractive employment conditions
than the private sector. These factors lead to perverse incentives and to the need for efficiency-boosting
reforms. These could, however, in the short to medium term, entail lay-offs and salary cuts. Wages and
pensions were already reduced in November 2014. Further austerity measures are likely to be implemented
during the 2015-17 period. The IMF is already calling for Serbia to reduce its public-sector workforce by one
fifth (95 000 jobs), privatise loss-making state companies, and reform the pension system.

Outlook – a protracted recovery
The Commission’s Winter 2015 economic forecast expects a ˈmild recession in 2015, softened by falling
international oil prices̍ . The slow-down may be due to the government’s efforts to curb the budget deficit
and public debt, and the Ukrainian crisis. The effects of the May 2014 floods are expected to continue to be
felt for some time to come. In the short term, despite the loan agreement with the IMF, fiscal consolidation
is not likely to be easily achieved by the government. The EU-Serbia Stabilisation and Association Committee
acknowledged the 2014 fiscal consolidation measures, but underlined that further efforts will be required to
address the issue of the public deficit and debt. The European Commission promised to assist Serbia in
improving its economic governance. According to IHS’s short-term outlook, Serbia’s economic development
is influenced by the country’s foreign policy approach, where stronger trade ties with the Western Balkans
and the EU can be expected to be positive for growth. Nevertheless, fighting the informal economy, the lack
of competitiveness, and low productivity, remain on the agenda.

Serbia is one of the biggest recipients of EU funds in the world (and the biggest in the Western Balkans), with
€200 million per year. Funding from the Instrument for Pre-accession Assistance (IPA), along with other forms of
support, has helped Serbia to implement social and economic reforms and to improve its public finance
management. Since 2007, the EU's financial support to Serbia through the IPA has amounted to approximately
€170 million per year. The European Court of Auditors’ Special Report 19/2014 estimates that EU support of
about €1.3 billion (2007-13) was effective in preparing Serbia for EU membership. This report, along with
developments in the economy, was discussed at the 3rd meeting of the SAPC Committee in Belgrade on 19-
20 March 2015. Additional funding for Serbia, to help the regions affected by the floods, was approved on
17 December 2014, with an EP resolution on the mobilisation of the European Union Solidarity Fund.

The European Investment Bank has lent Serbia over €4.5 billion since 2000, mainly in the area of transport
and SMEs. Additionally, in 2015 the World Bank is to lend Serbia US$619 million, aimed at helping the
country with privatisation and restructuring of public companies.
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