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INTRODUCTION AND SUMMARY

This [draft] Strategic Coherence Framework (SCF) is the overarching reference document for the planning and coordination of EU and national resources under the Instrument for Pre-accession Assistance (IPA), in the areas of transport, environment and competitiveness (under IPA component III) and human resource development (under IPA component IV). These components have been specifically designed to mirror the aims and approaches of the Structural Funds and the Cohesion Fund, available to EU member states, but in a pre-accession environment and at a smaller scale, to provide both resources for policy development and also valuable experience through ‘learning by doing’.
The SCF is strategic, by setting out a vision for Serbia’s economic, social and environmental development for the EU programming period of 2012-2013, which, in implementation terms, will carry forward up to 2017.  Hence, it is a forward-looking document, which takes the progress the Republic of Serbia has made over the last decade as its baseline, looks beyond the current global economic and financial crisis, and anticipates the needs and challenges facing Serbia in the coming years.  

It demonstrates coherence, by basing this strategy on a strong analytical foundation, developed through a comprehensive review of the socio-economic situation and an examination of strengths, weaknesses, opportunities and threats in each of the key sectors, which is subject to wide consultation across the public administration, as well as with economic and social partners and civil society organisations.  As such, this analytical base exists outside of the specific policy platform of the current and future Governments. Nevertheless, the SCF also ensures that the initiatives proposed under IPA components III and IV are consistent with the strategies, programmes and plans of the Republic of Serbia, and the regulations, agreements and guidelines of the European Union. Furthermore, it complements the actions undertaken under other IPA components (technical assistance and institution-building, cross-border cooperation and rural development), and by the donor and development communities, including International Financial Institutions (IFIs), providing continuity with the investments and interventions of the past, including project preparation.   

The SCF provides a framework, by offering a cohesive structure for the individual measures and operations which will be financed through the two Operational Programmes (OPs) – Economic Development (OP-ED) and Human Resources Development (OP-HRD). These two OPs will implement and deliver the SCF’s goal and specific objectives. Given finite resources, the SCF embodies the principle of concentration, by prioritising and targeting funds on the greatest need, to ensure maximum impact.

Since 2000, Serbia has been through a tough transition period of reform (democratic, administrative and economic) and rebuilding, which has delivered strong growth in national income.  But there is still much to do.  Serbia has the same aspirations as other modern European economies: to achieve full employment, attain EU-levels of living standards, and ensure widespread and equal access to opportunities in work and life. Currently, Serbia’s economy remains over-dependent on consumption and imports, and needs to develop its productive capacity, building on its strengths in agriculture and food production, attracting FDI, moving into higher-value manufacturing and higher-end services with export potential, expanding its medium-sized business base and strengthening its potential for innovation. Serbia needs to modernise its transport and environmental infrastructure, in order to attract investment, improve efficiency and raise the quality of life. It needs to invest more in education and training, especially in vocational skills, and helping a better-qualified and motivated labour force to access new job opportunities, especially those facing the toughest challenges, through discrimination or disadvantage. This is an ambitious agenda, but an essential one. It will not be achieved quickly, and will require substantial public sector funding, as well as private capital, beyond the timeframe and resource constraints of IPA components III and IV in this programming period. However, IPA will lay the foundations, particularly for investment under future Structural and Cohesion Funds.

In this context, the overarching goal of the SCF is: to stimulate Serbia’s sustainable socio-economic development and accelerate Serbia’s readiness to join the European Union.   

This goal is broad in scope but sets a clear direction, and signals Serbia’s determination to meet the standards of membership, as an equal and active partner in the European Union, by driving up political, socio-economic and environmental performance and adopting the systems and structures associated with the EU Member States. To meet this goal, the SCF envisages seven subsidiary objectives:
· To advance the completion, modernisation and sustainable development of the Serbian railway and inland waterway transport system within the Pan-European Corridors X and VII, to the required capacity levels and quality standards relevant to the TEN-T network;

· To improve environmental protection through investment in environmental infrastructure for waste management, water supply, wastewater treatment and improvements in air quality, and creating conditions for sustainable development, in line with the EU acquis;

· To increase the productivity and competitiveness of Serbia’s new and established SMEs, their internationalisation and capacity to innovate, by creating a more favourable environment, customised business services and infrastructure investment, with special focus on under-developed areas;
· To increase access to formal employment opportunities and enable a more inclusive labour market, by developing local employment policies, increasing the coverage and relevance of ALMP and improving labour standards in line with EU trends;

· To  facilitate lifelong learning and greater relevance of education to the world of work, by developing further the NQF, building the VET system and promoting inclusive education from pre-school onwards;

· To support the social inclusion of disadvantaged and vulnerable groups and their long-term labour market integration, through cross-sectoral approaches and local partnership-based initiatives;

· To enhance and reinforce Serbian capacities, in the context of the EU pre-accession process, for management of Structural Funds and the Cohesion Fund.  
Cutting across each of these ‘vertical’ objectives is a commitment to ensure that ‘horizontal’ concerns are taken into due consideration in the preparation and implementation of programmes,  namely the need to foster gender equality and tackle discrimination, to promote sustainability and to engage with civil society, wherever appropriate.

The SCF anticipates total public expenditure, through EU and national contributions, including IFIs, of at least €242 million over the 2012-2013 programming period, in order to deliver these objectives.  The SCF provides a strategic overview of the planning of these resources. The scope of the actions leading to these objectives is set in the two Operational Programmes (Economic Development OP and Human Resource Development OP).
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In transport, the SCF reflects a shift in policy emphasis from financing road investment to financing infrastructure development for railways (pan-European Transport Corridor X) and inland waterways (pan-European Transport Corridor VII), which corresponds with the strategic evaluation of transport plans. This has proved particularly necessary, given the slow growth of rail transport as compared with road, and having in mind the potential of the Danube as a locus for socio-economic development. 

Substantial differences exist between different parts of Serbia as regards environmental protection, the problems threatening the environment and the local capacity to address these problems. Despite the broad scope of environmental opportunities under IPA component III, the focus has been directed towards acquis-related sectors in underdeveloped areas with significant cohorts of population. 

To stimulate simultaneously both a higher rate of productivity and a rate of job creation which ensure net employment growth, the SCF’s objectives require actions both on the demand and supply sides of the economy and its labour markets. From one side, new and established SMEs, as the backbone of the Serbian economy, will be supported to enhance their competitiveness, access incubator facilities, generate innovative products and processes, forge cooperation networks with education and research institutes, and internationalise their activities through exporting.  From the other side, access to job creation will be built on investing in human resources development, through guidance, counselling, education and training, taking into account the need for vocational skills, reintegrating workers into the formal economy, and improving social integration and access to the labour market, especially for the most vulnerable and disenfranchised groups.
1.  
PREPARATION OF THE SCF

1.1 
Policy context

Membership in the European Union (EU) has been a strategic goal of the Republic of Serbia since democratic changes in 2000. EU membership is not an obligation, but rather a rational choice of the state and its citizens to engage in systematic social, economic and political reforms that will result in Serbia’s accession to the EU. On 22nd December 2009, the Republic of Serbia formally submitted its application to join the European Union. The Strategic Coherence Framework (SCF) for 2012-2013, which has been prepared in anticipation of Serbia’s attainment of full candidate country status for EU membership, demonstrates such a choice.   

The first important step towards Serbia’s membership of the EU was formalised in the Stabilisation and Association Agreement (SAA) between the European Communities and their Member States and the Republic of Serbia, signed on 29th April 2008 and ratified in the National Assembly of the Republic of Serbia on 9th September 2008. The SAA creates the basis for the overall improvement of political, economic and trade relations, enabling a progressive alignment of Serbian legislation with the EU acquis and cooperation on EU policies. In accordance with Articles 115 to 118 of the SAA, Serbia is eligible to receive financial assistance from the European Communities. EU aid is conditional on progress in satisfying the Copenhagen political criteria and meeting the specific priorities of the European Partnership, and taking account of the results of the annual reviews of the Stabilisation and Association process. Article 115 of the SAA specifies that aid granted to Serbia shall be geared to observed needs, agreed priorities, the capacity to absorb and repay, and the measures taken to reform and restructure the economy.  

The purpose of the SCF is to ensure effective planning and coordination of resources under the IPA components for regional development (component III) and human resource development (component IV), in the context of the regulations, agreements and guidelines of the European Union, and the strategies, programmes and plans of the Republic of Serbia.  Serbia’s entitlement to IPA is governed by the Framework Agreement signed between the European Commission and Republic of Serbia on 29th November 2007 and ratified on 26th December 2007, which embodies the relevant provisions of the Council Regulation establishing IPA
 (in line with Article 116 of the SAA) and the Commission regulation implementing the Council Regulation
 (hereby, ‘IPA Implementing Regulation’).

Within the terms of the SAA and the IPA regulations, the European Commission is mandated to prepare a Multi-annual Indicative Planning Document (MIPD) which elaborates a needs assessment and development objectives for the use of IPA resources by each EU candidate and potential candidate country on a rolling three-year basis. Accompanying the MIPD, the Commission is also responsible for the Multi-annual Indicative Financial Framework (MIFF), which inter alia sets out the IPA allocations for the Republic of Serbia for each component on a rolling three-year basis, and is revised annually. The objectives, priorities and financial provisions of this SCF will be fully compatible with the SAA, the European Partnership adopted by the Council of the EU on 18th February 2008, the latest MIFF, as well as the Community Strategic Guidelines on Cohesion for 2007-2013 and Europe 2020. Moreover, the SCF will also be fully aligned with the national and sector strategies of the Republic of Serbia.

The SCF is founded on several important principles of policy and expenditure planning, laid down in the IPA Framework Agreement and Implementing Regulation, and which will underpin the management of the Structural Funds and Cohesion Fund when Serbia accedes to the European Union. Multi-annual programming offers a guarantee of sufficient duration and concentration on key EU and national priorities, to achieve well-articulated objectives and outcomes, based on an assessment of medium-term needs. These needs objectives, priorities, measures and outcomes are elaborated through dialogue with a broad and effective partnership of the actors concerned at various levels. Both programming and implementation are based on: the complementarity of IPA and national funds, realised through co-financing; coherence within and across IPA Components; coordination with other sources of financial assistance; concentration on key priorities; partnership with civil society; and the evaluation of performance and quality at various stages in the process. At the same time, the SCF introduces a series of major innovations aimed at making Serbia’s policy more effective.

1.2  
National preparation process and timetable

The process of preparing the SCF is fully in line with the requirements of the IPA Framework Agreement, Article 154 of the IPA IR and supporting guidance from the Directorate-Generals for Regional Policy and for Employment, Social Affairs and Inclusion of the European Commission.  

In accordance with Annex A of the IPA Framework Agreement and Article 23 of the IPA IR, the Strategic Coordinator is responsible for drafting the SCF. By the Decisions of the Government from 13th February 2009 and 30th September 2010, the Deputy Director of the Serbian European Integration Office has been appointed as the Strategic Coordinator (SCO)
In order to ensure full coherence with national policy goals and create full ownership over IPA components III and IV, the Strategic Coordinator has been supported in this process by the SCF Joint Body (SCFJB), which was formally created through the inter-ministerial Agreement on the SCFJB, adopted on 28 August 2009 (see Annex 1). This inter-ministerial body facilitates inter-ministerial coordination and operates as a forum for discussing inputs to the SCF and reviewing draft documents, in line with agreed protocols, as well as coordination, complementarity and synergy between OPs (see Annex 2). The SCFJB now comprises senior representatives of the following Government institutions:
	· Office of the Deputy Prime Minister for European Integration

· Ministry of Agriculture, Trade, Forestry and Water Management
· Ministry of Culture, Media and Information Society

· Ministry of Economy and Regional Development


	
	· Ministry of Education and Science
· Ministry of Environment, Mining and Spatial Planning
· Ministry of Finance
· Ministry of Health

· Ministry of Infrastructure and Energy
· Ministry of Labour and Social Policy

· Serbian European Integration Office


The work of the SCFJB has been supported by four Working Groups on each of the four sectors covered by IPA components III and IV (Transport, Environment, Competitiveness and Human Resources Development). In accordance with the Agreement, membership can also been extended to economic, social and environmental partners, as required, to participate in SCFJB or Working Group meetings, including other Government institutions.

The core membership of the Working Groups comprises bodies that will constitute the actual Operating Structures for the OPs. This was intended not only to ensure that the right analyses, objectives and priorities are identified, but also to give the members ownership, as well as accountability, for the entire process from programming through to implementation. The broader membership of the Working Group also provides an embryonic model for the future Sectoral Monitoring Committees, which will oversee the management and implementation of the two OPs, once approved. The role of the SCFJB was also pivotal in discussing and approving the analyses, SWOT formulation, reviewing objectives and determining the scope and content of priority axes. 

Following an initial briefing to prospective SCF Joint Body members on 12th June 2009, the SCFJB held its inaugural meeting on 29th September 2009, which coincided with the first combined mission to Serbia concerning IPA III and IV of the EC’s Directorate-Generals for Regional Policy and Employment, Social Affairs and Inclusion (EMPL), together with the Directorate-General for Enlargement (ELARG). The full indicative timetable for the preparation of the SCF and OPs, including SCFJB meetings and other tasks is set out in Table 1.

Following the Joint Body’s consideration in January 2010, the first draft of the SCF was submitted by the Strategic Coordinator to the Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion and the EU Delegation (DEU) for their informal comments. In order to ensure full alignment of the SCF with the EC requirements from early stages, the SCO organised a technical SCF meeting with the Directorate-Generals for Regional Policy and for Employment, Social Affairs and Inclusion, DEU and the two designated Heads of Operating Structure in February 2010, to discuss feedback on the first draft. Those comments and discussions were integrated into the second draft of the SCF.
Earlier in this process, during December 2009, the first round of consultations with social and economic partners and donors were held. The aim of inviting partners, such as the Chamber of Commerce of Serbia, institutes, think tanks, NGOs (at both national and local levels), trade unions and Union of Employers, was not merely for them to be informed about the process, but to engage them so that they provide comments, inputs and ideas on the wider objectives and more specific measures to be undertaken under the two OPs. The aim of the meeting with the bilateral and multilateral donors was to initiate consultation with the donor community in Serbia, in order to ensure coordination, synergy and complementarities with their actions. Besides avoiding overlap of funds or lack of absorption due to missed opportunities, consultations with other donors are viewed as crucial so that effects of their investments, together with complementary IPA funds, leave a more effective and deeper impact on Serbia. 
The full 2nd draft SCF was presented during May 2010 for formal consultation to representatives of economic, social and environmental partners and civil society organisations, including associations, employers, unions, municipalities and NGOs, as well as circulated to all members of the SCFJB and other representatives of line ministries. All comments were taken on board in this document, which has been agreed with the SCFJB and submitted to Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion, so that technical agreement can be reached on the SCF while a decision is awaited on Serbia’s application to become a Candidate Country of the European Union. Comments were received on the 2nd draft SCF from the Directorate-General for Regional Policy in February 2011, along with comments on the 1st draft OPs from both DGs.  This 3rd draft SCF takes into account all these comments, alongside the outcome of partner consultation and ongoing ex ante evaluation of the OPs, so that the 3rd draft SCF and 2nd draft OPs are aligned and up-to-date.
It is intended that the final draft SCF will be subject to inter-services consultation by the Commission as soon as Serbia achieves Candidate Country status, assumed to be by December 2011.  After the Commission’s final comments have been taken on board, the final SCF shall be submitted to the Government of the Republic of Serbia for approval. Once approved by Government Decision, the SCF will be submitted to the European Commission for collective agreement.   

Table 1: Actual and planned timetable for SCF and OP preparation 
	Deadline
	Strategic Coherence Framework
	Operational Programmes

	July 2009
	Briefing of prospective SCF Joint Body (12 June).

Mission to Brussels – Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion (15-16 July).
	Briefing of prospective OP Working Groups - IPA IV (1 July) and IPA III (24 July). Mission to Brussels (15-16 July).

	August 2009
	Adoption of inter-ministerial Agreement on SCF Joint Body (28 August 2009).
	Preparation of Sector Analyses for Transport, Environment, Competitiveness & HRD.

	September 2009
	Presentation by NIPAC and SCO to ministries regarding IPA III and IV (3 September). 

Inaugural meeting of SCF JB and Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion mission to Belgrade (28-30 September).
	Presentation by NIPAC & SCO to Ministries regarding IPA III & IV (3 September). 1st round of meetings of OPWGs: presentation and discussion regarding situation analyses (21-22 September).
Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion mission to Belgrade (28-29 September).

	October 2009
	-
	2nd round of meetings of OPWGs: performance of SWOT analysis and discussion of measures (21-26 October).

	November 2009
	Government decision appointing Heads of Operating Structure (5 November).
	3rd round of meetings of OPWGs: adoption of analysis, strategic priorities, measures and operating structures (20 and 26 November).

Directorate-General for Employment, Social Affairs and Inclusion visit to Belgrade (27 November)

	December 2009
	2nd meeting of SCFJB to discuss and agree the analysis, SWOT, objectives, strategic priorities / priority axes, financial tables and operating structure for both SCF and OPs (14 December).

Presentation by SCO with ministries to donor community and national partners on SCF and OPs for IPA III and IV (16-17 December).
	Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion missions to Belgrade, including presentation by SCO, HOS and ministries for each OP: analysis, priority axes, measures, possible operations and operating structure (2-4 December); presentation by SCO with ministries to donor community and national partners on SCF and OPs for IPA III and IV (16-17 December).

	January 2010
	3rd meeting of SCFJB to discuss and agree 1st draft SCF (22 January).
1st draft SCF submitted to EC for comments (29 January).
	1st draft SCF submitted to EC for comments, including overall analysis and implications for OPs (objectives, priority axes & financial tables).

	February 2010
	-
	4th round of meetings of OPWGs to discuss draft descriptions of priority axes and measures, list of major projects (IPA III only), financial table and implementation provisions.

	March 2010
	Technical meeting with Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion to discuss EC comments on 1st draft SCF (12 March); SCO meeting with ministries to discuss implications of EC meeting for SCF and OPs, in anticipation of candidate country status in 2011 (19 March).
	SCO meeting with ministries to discuss implications of EC meeting for SCF and OPs, in anticipation of candidate country status in 2011 (19 March); continued preparation of full 1st draft OPs for 2012-2013 period. 


	April 2010
	Preparation of 2nd draft SCF for 2012-2013, based on Commission comments.
	Presentation to NIPAC by ministries of proposed priority axes, measures and possible operations; preparation of full 1st draft OPs.  

	May 2010
	Consultation event on SCF with social and economic partners and civil society representatives (16 May) and comments sought from line ministries - responses incorporated into SCF; 2nd draft of SCF approved by SCFJB and submitted to EC for technical agreement by Directorate-Generals for Regional Policy, and Employment, Social Affairs and Inclusion.
	Finalisation of draft chapters 3-5 of OPs; 5th round of meetings of OPWGs to review and agree draft chapters.

	June 2010
	-
	Finalisation of chapters 1 and 2 of 1st draft OPs.

	July 2010
	-
	6th round of meetings of OPWGs to discuss and agree 1st full draft OPs, before final changes submission to SCFJB for adoption (15-16 July).

	September 2010
	-
	.

	October 2010
	4th meeting of SCFJB to adopt 1st draft OPs before their submission to the European Commission (1 October)
	-

	November 2010
	-
	1st draft OPs submitted to Directorate-Generals for Regional Policy, and for Employment, Social Affairs and Inclusion for informal comments 

	January 2011
	Missions of Directorate-Generals for Regional Policy, and for Employment, Social Affairs and Inclusion to Belgrade (25-28 January)
	Informal written comments provided by Directorate-General for Employment, Social Affairs and Inclusion on 1st draft OP-HRD;
7th round of meetings of OPWGs in preparation for discussions with Commission on 1st draft OPs (18-19 January) 

	February 2011
	Informal written comments provided by Directorate-General for Regional Policy on 2nd draft SCF
	Informal written comments provided by Directorate-General for Regional Policy on 1st draft OP-ED; 8th round of meetings for OP-HRD

	March 2011
	Informal comments from EC integrated into 3rd draft SCF
	Informal comments from EC integrated into 2nd draft OPs; ex ante evaluation and strategic environmental assessment (SEA) starts.

	April 2011
	-
	-

	May 2011
	
	European Training Foundation and peer review of OP-HRD (31 May – 1 June)

	June 2011
	-
	Partner consultation on draft OPs

	July 2011 
	Any consequences from revision to OPs after partner consultations and early findings of ex ante evaluation and SEA integrated into SCF
	Comments from partner consultation and early findings of ex ante evaluation & SEA integrated into 2nd draft OPs;

8th round of meetings of OPWGs for OP-ED


	September 2011
	5th meeting of SCFJB to adopt final SCF and OPs (7 September);

3rd draft SCF submitted to EC, alongside 2nd draft OPs

3rd draft SCF submitted to Directorate-Generals for Regional Policy and for Employment, Social Affairs and Inclusion, along with 2nd draft OPs, for final round of informal comments 
	2nd draft OPs submitted to Directorate-Generals for Regional Policy, and for Employment, Social Affairs and Inclusion for final round of informal comments; draft SEA subject to public consultation, in accordance with Serbian Law  

	October 2011
	-
	Public consultation ends on SEA, report on consultation prepared and both SEA and report submitted to Ministry of Environment, Mining and Spatial Planning for approval

	November 2011
	Final draft SCF submitted to EC in preparation for inter-service and inter-service consultations (IISC)
	Informal comments from EC taken on board, plus final ex ante evaluation report and Strategic Environment Assessment; 9th round of OPWG meetings to agree final draft OPs; following SCFJB adoption, final draft OPs submitted to EC in preparation for intra-service and inter-service consultations.

	December 2011
	Likely timing of EU Council of Ministers meeting to consider Serbia’s application for Candidate Country status

	January 2012
	EC launches IISC on SCF
	EC launches IISC on OPs

	February 2012
	Formal IISC comments received from EC on SCF
	Formal IISC comments received from EC on final draft OPs; 9th round of meetings of OPWGs to discuss IISC comments (if any) and agree response.

	March 2012
	Final meeting of SCFJB to adopt final SCF and OPs, following IISC comments; final SCF submitted to Government for approval
	Any final revisions to OPs made as necessary following IISC comments, submitted to SCFJB for adoption; final OPs submitted to Government for approval

	April 2012
	Following Government Decision, final SCF submitted to EC for ‘collective agreement’
	Following Government Decision, final OPs submitted to EC for approval by COCOF and ESF Committee

	June 2012
	DIS accreditation achieved leading to EC Decision on the conferral of management powers and signature of Financing Agreements


2.
ANALYSIS OF THE SOCIO-ECONOMIC SITUATION 

2.1 
Recent developments

2.1.1
Introduction

Serbia is located in the central part of the Balkan Peninsula, on the most important route linking Europe and Asia, occupying an area of 88, 361 sq. km. According to the latest data
, Serbia has a population of 7 276 195 (excluding Kosovo and Metohija
). It is estimated that about 3.5 million people living in the world outside of Serbia consider themselves as Serbian diaspora.
Serbia is referred to as the cross-roads of Europe. The international roads and railways passing down its river valleys make up the shortest link between Western and Central Europe, on the one side, and the Middle East, Asia and Africa, on the other. The length of Serbia's border is 2114.2 km. Serbia is neighboured by EU member states, as well as candidate and potential candidate countries. To the East, Serbia borders with Bulgaria; to the North-East, with Romania; to the North, with Hungary; to the West, with Croatia and Bosnia and Herzegovina; to the South-West, with Montenegro; and to the South, with Albania and the Former Yugoslav Republic of Macedonia.
Serbia is a functioning democracy, with stable institutions guaranteeing the rule of law. Nevertheless, Serbia is making additional efforts in the field of judiciary reform, the fight against corruption and to finalise cooperation with the ICTY. According to the law
, the administrative structure of Serbia is made up of municipalities, cities, the City of Belgrade, and two autonomous provinces – Vojvodina, and Kosovo and Metohija (see Annex 3 for further details). 

Serbia can be regarded as a functioning market economy able to cope with competitive pressure and market forces within the European Union in the medium term, provided that it continues implementing its reform programme to remove remaining weaknesses.

In the first eight years of transition, Serbia achieved a notable progress in reforms of the real economy and financial sector, but is lagging behind in relation to general government reforms.  Positive results in real sector restructuring were achieved, particularly in the area of privatisation of social companies, consolidation and privatisation of the financial sector, development of small and medium sized enterprises and creation of a conducive business and investment environment in Serbia, while results achieved in competition protection and increase in competitiveness are less satisfactory. 

In 2008-2009, the global financial and economic crisis caused the downturn of economic activities and GDP, outflows of foreign capital from Serbia, a sharp decline in foreign trade and a massive depreciation of the Serbian dinar, and increases in the unemployment and poverty rates. While there have been positive signs since the crisis hit, the recovery has been tentative to date as the next sub-section will show.

2.1.2
Socio-economic performance: key indicators 

Until the recent global economic crisis which began to be felt during 2008, Serbia’s performance had been transformed since 2000, compared with the fortunes of the 1990s. Measured by GDP, Serbia’s national output grew strongly and consistently through most of the last decade, almost trebling in value from €12.8 billion (2001) to €32.7 billion (2008)
, driven by the growth of both domestic demand and exports, particularly within the service industries (see figure 1). Taking inflation into account, Serbia enjoyed overall real GDP growth averaging over 6% at times over the period.
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While GDP dipped in the wake of the global economic crisis, mainly due to due to falling domestic and international demand, and lower inflows of foreign capital, it has increased in 2010 by 1% and is estimated to further increase in 2011 by 3.4%, and continue growing in the period covered by the SCF, 2012 (4.0%) and 2013 (4.5%).

In line with the trends in national income, the wealth of the average household also improved significantly from 2001 to 2008. Annual GDP per capita more than doubled from €1709 (2001) to €4445 (2008), due to high rates of real GDP growth (see figure 2)7.  
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GDP per person is low by EU-27 standards (average being €25 100 in 2008
), and even by comparison with other EU candidate and potential candidate countries (see figure 3).
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GDP per capita, like GDP, will start to recover more significantly in 2011 (€4426), and continue to rise in 2012 (€4751), when it will exceed 2008 levels, and 2013 (€5127).

Serbia has enjoyed an upsurge in GDP despite a contracting population, due to low birth rates and emigration, throughout the 1990s and 2000s (see figure 4). Serbia counted 7 276 195 inhabitants on January 1st 2011, a decline of 264 206 people or over 3% of the population over the previous 10 years
. The reduction in the working-age population over recent years has been more pronounced. The number of residents aged 15 to 64 fell from 5.048 million (2005) to 4.821million (2011), a 4% fall in just six years
. 
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Real GDP growth in Serbia has been partly due to falling inflation (see figure 5), which was brought under tighter control in the 2000s through monetary and fiscal policy measures, management of the dinar-euro exchange rate, and economic reforms. Measured through the retail price index (RPI), the inflation rate reduced from 93.3% (2001) to 7.0% (2007), followed by a temporary upward turn in 2008 (13.5%)6. This was followed by a lower rate in 2009 (8.6%), and inflation measured through RPI continued to decline in 2010 (6.8%).

[image: image7.png]Figure 5: Retail price index (% change)

100
90

80

70

50
40

<
\
\
60 \
\
\
\

30
20 \

10 \‘_'*/\“VA‘W

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Ministry of Finance, Public Finance Bulletin, Aug. 2011





The growth in RPI has fallen, despite potentially inflationary pressures from a surge in household and investment spending in Serbia, due to higher national income (GDP), which itself was largely driven by domestic demand. One of the consequences of these higher consumption levels has been to more than treble the importing of goods and services between 2001 and 2008.  Export industries have also performed well, with an increasing share of Serbia’s exports (by value) going to EU countries each year (54% in 2008). However, growing export levels have been insufficient to finance import penetration; exports stood at only 45% of import values in 2008. The widening gap between import and export levels meant that GDP growth up to 2008 was accompanied by an increasing trade deficit, which reached approximately €9 billion in 2008 (see figure 6)7.   
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As a consequence, the current account deficit reached 22.1% of GDP in 2008, but the trade deficit started to close in 2009, mainly due to a large decrease in imports.  According to MoF, both exports and imports resumed growth after 2010 and into 2011, with growth of exports consistently exceeding growth of imports each year. This would not only reduce the current account deficit but would also make the Serbian economy less dependent on inflows of foreign capital (investment and credits) to achieve its balance of payments, on which it has relied thus far. 
In 2008, net foreign direct investments (FDI) totalled €1.8 billion, which fell further in 2009 (€1.4 billion) and as a result of the global financial crisis, net FDI in 2010 did not reach half the value of 2008 (€0.86 billion). The total inflow of net FDI in the period 2001 through 2010 amounted to more than €12 billion, mostly directed into the financial, transport and processing sectors. This net inflow reached a peak in 2006 of €3.3 billion, mainly from privatisation in the areas of telecommunications, banking, insurance, etc (see figure 7). 
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Since their 2006 peak, foreign direct investments have slumped as the result of both the global economic downturn and, more worryingly, possible lack of investor confidence in Serbia’s reform process and tottering real economy.  

Privatisation of socially-owned enterprises and financial institutions has been a major plank of Government policy throughout the 2000s, and has helped to generate funds which have reduced public debt substantially. As at the end of October 2010, 2 405 socially-owned enterprises had been privatised with total employment of 340 899, achieving revenues of almost €2.7 billion, and investment of over €1.2 billion.
 The Government will continue to pay special attention to the privatisation of the remaining large socially-owned companies, which are undergoing the process of restructuring. To date, 35 such companies have been privatised, and successful restructuring and privatisation of several more such companies is expected. 
The Government had adopted an expansionary fiscal policy before the international economic and financial crisis hit Serbia. Public expenditure by the whole of Government reached 1214 billion dinars in 2008, an increase in nominal terms of 58% over 2005 levels (see figure 8)7. At the same time, public revenues amounted to 1144 billion dinars, leading to a fiscal deficit of 2.5% of GDP, within the Stability and Growth Pact limit of 3%. However, the economic recession and reduction of imports resulted in a decreased volume of public revenues and an increased fiscal deficit in 2009. The consolidated general government deficit amounted to 121.4 billion dinars (4.3% GDP) in 2009, which was lower than the target fiscal deficit (4.5% GDP). Public expenditure by the whole of Government reached the equivalent of around € 13.3 billion
 in 2010, an increase in nominal terms of 92% over 2005 levels. At the same time, public revenues amounted to around €12 billion
 in 2010, leading to a fiscal deficit of 4.6% of GDP. The deficit is expected to narrow to 4.1% in 2011, as fiscal retrenchment measures take effect and the economy returns to healthier growth rates. According to the Budget Memorandum, it is estimated the gap between revenues and spending will in 2012 (3.2%) and 2013 (2.3%). 
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While the Government has been running fiscal deficits since 2006, the proceeds from privatisation have helped Serbia to manage public debt successfully through the 2000s (see figure 9). Measured against national output, Serbia succeeded in reducing its public debt from 105.2% of GDP (2001) to 29.2% (2008).  According to the latest data, public debt of the Republic of Serbia at the end of September 2010 amounted to €12.2 billion, or 42.9% of GDP
, which is in line with the Budget System Law that provides a limit of 45% public debt to GDP. MoF estimates that that public debt remains within those limits in the first half of 2011 at 41.3% of GDP.
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Serbia’s overall external debt has been rising since 2004, due to rising private debt with foreign lenders. Following a persistently large external imbalance, and despite rescheduling operations and early repayments to some multilateral creditors, at end-March 2011, external debt of the Republic of Serbia totalled €22.7 billion, down by €1.1 billion from end-2010
.  
As trade and current account deficits are increasingly financed by borrowing from abroad, careful management and supervision of lending standards will be necessary to avoid a painful contraction of the economy. External debt under the IMF’s baseline scenario is projected to rise significantly to about 90.5% of GDP in 2011-12, before returning to a declining path.
While Serbia achieved macro-economic stability during the early-mid 2000s, and real GDP has performed consistently with around 5-6% growth each year since 2001, this did not translate directly into higher levels of employment. The gains in GDP were largely through productivity improvements, which have not correlated with job creation (see figure 10). Two factors are apparent: a decline in the working-age population and a low employment rate within this population. By 2011, official employment levels were just under 1.8 million, on average for the first half of the year, out of a working age population of almost 5 million. 

However, these figures inevitably do not take account of the informal economy, which raises the number of people who declared themselves to be working in 2011 to 2.2 million. Even including the informal economy, the employment rate stood at just 45.5% in 2011, well below EU-27 rates (63.8%) and the target of 75% set by the Council of Ministers for the EU in the Europe 2020 strategy
. 

Employment levels fell by around 110 000 in 2009 (compared with 2008) or 7.3%, and continued sliding in 2010 and first half of 2011. However, in line with its real GDP forecasts trends, the MoF predicts an expansion of job opportunities in 2011 and 2012.
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The employment data is matched by high levels of unemployment.  According to the ILO definition, the unemployment rate fell from its height of almost 22% in the mid-2000s to 14.4% in 2008, albeit partly due to a change in methodology in 2004 (see figure 11)
. However, unemployment started to worsen again from October 2008 as a result of the economic crisis. In April 2011, the unemployment rate reached 22.9%.  The National Employment Service (NES) reports that, in June 2011, the number of unemployed on its register was 756,255 people. In practice, many of the officially unemployed were occupied in the informal economy, reducing the actual number of unemployed to 649 155 people, as estimated by the Labour Force Survey
. 
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However, labour market inefficiencies remained prevalent, and long-term unemployment has been endemic. The share of the long term unemployed in the total Serbian working age population
 was relatively high by 2011 at 16.8%, particularly among women (17.1%), with the long-term unemployed representing around 73.3% of all unemployed
.
Unemployment also fell disproportionately hard on vulnerable groups, including young people (15-24 years) and older people (over 55 years), as well as Roma and other vulnerable groups, such as refugees and IDPs, people with disabilities, single parents, social benefit beneficiaries and women, contributing to the picture of social exclusion. In 2011, the youth unemployment rate (defined as unemployment among those below 25 years old) was 49.9% in Serbia, compared with 22.0% in the EU-27
.  Only 31.8% of Serbia’s population aged 55-64 was employed, compared with 46.7% in the EU-27
. 

The growth in GDP through the early-mid 2000s has helped to take people out of absolute poverty, defined at subsistence level.  However, absolute poverty (8 544 RSD
 per person per month in 2011) was suffered by 9.2% of the general population
. After several years of decline, poverty has started to rise again in 2008 and gains registered since 2000 were reversed by mid 2011.

By contrast, Serbia exhibits greater income equality than wealthier European economies.  The Gini coefficient, which measures the distribution of incomes in society ranging from 0 as perfect equality to 1 as perfect inequality, has Serbia at 0.30 (for 2009)
, which compares favourably with the EU-27 (0.31 in 2008
).     

The main short-term macroeconomic challenge is on the fiscal side, as the reduction in economic activity and increase in unemployed and inactive labour, both shrinks the revenue base and drives up welfare expenditure, thereby widening the budget deficit and reversing recent gains in reducing public debt.  
2.1.3
Economic policy up to 2013
In line with the Government’s Budget Memorandum for 2011, with projections for 2012 and 20137, the objectives of economic policy in the aftermath of the global economic crisis will include: 

· Macroeconomic stability;

· Sustainable economic growth and development of competitive economy;

· Increasing employment and living standards of people;

· Balanced regional development.

Economic contraction and external adaptation has caused decreasing public revenues and increasing fiscal deficit. In the mid-term period, key structural reforms will be necessary in the areas of government administration, health, education, pensions and social allowances. These reforms should considerably reduce financial transfers from the budget of the Republic of Serbia for financing the pension fund and ensure total public spending decreases. The return to sustainable public finances includes significant fiscal calibration, primarily through reduction in public sector costs and, if necessary, through appropriate tax adaptation. 

Monetary policy will stay focused on maintaining low and stable inflation, while maintaining financial stability. The National Bank of Serbia will apply appropriate corrective measures. The policy of managed floating foreign currency rate, while maintaining adequate level of foreign exchange reserves, as a protective means against external shocks in the financial sector, will continue. 

The Budget Memorandum makes clear that long-term sustainable economic growth depends as much on privatisation and the creation of a competitive environment, as well as conditions for a free market on a level playing field, with minimum transaction costs and adequately regulated monopolies.  Such an environment is conducive to entrepreneurship, business and technological innovations and competitiveness of economic operators, while at the same time suppressing rent-seeking and redistributive behaviour, with emphasis on wealth generation through privileges and corruption. In turn, the Budget Memorandum anticipates a change of the overall economic growth model from consumption and import to investments and export.
Fiscal policy will be instrumental in achieving this shift and the Government’s macroeconomic objectives. The Government’s Revised Memorandum on the Budget specifies the fiscal priorities as: implementation of the fiscal rules contained in the changes to the Budget System Law; strong limitation of current public spending; lowering the fiscal deficit and its non-inflationary financing; strengthening tax discipline and lowering the tax burden; increase of public investments, especially in transport corridors; and strengthening financial discipline in public companies on the state and local level. Special attention will be paid to reforms of the education, health and pension systems. The Budget Memorandum states that public expenditure reform will focus on increasing the share of investment in human resources (education, science) and physical capital (infrastructure, environment). Particular attention will be paid to improved selection of public investments and higher efficiency in their implementation (lowest possible prices and deadlines, good product quality). Higher public investment in infrastructure is a necessary condition for attracting private investment, as the primary factor of long-term sustainable economic growth.  
Implementation of economic reforms will provide the basis for the sustainable growth and stability of the Serbian economy after its exit from recession. Key structural reforms in the following three years will include: improvement in business legislation and capacity-building of Serbian institutions, through the enactment and implementation of systemic laws harmonised with the EU acquis; completion of the privatisation of socially-owned enterprises, state-owned banks and insurance companies; improvement in the regulatory framework for infrastructure and public utilities activities and launching of privatisation (partial or full) of enterprises, in accordance with their specific development strategies; improvement in the business and investment environment, with lower corruption and efficient implementation of bankruptcy legislation; continued reform of the judiciary, and its institutional and functional capacity building, especially in terms of enforcement of court decision; privatisation of state-owned agricultural land and building land, including regulation of restitution; construction and modernisation of infrastructure as basic assumptions for development; and improvement in competition policy and anti-corruption measures. 

2.2   
Socio-economic analysis

The following section puts the review of macro-economic developments and prospects into the context of the four themes covered by IPA components III and IV, namely: transport, environment, competitiveness and human resources development. Each Operational Programme will provide greater detail on its respective themes.  
2.2.1
Transport

Transport provides the foundation for the free movement of persons and goods within Serbia, as well as internationally. It makes a valuable contribution in terms of activity and GDP growth, and is considered one of the major contributors to economic development, employment and competitiveness.  

Serbia’s national transport modes – road, rail, inland waterways and air – naturally interconnect with international routes. Serbia is situated at a mid-point of two major European transport corridors in the extended
 TEN-T network: 

· Corridor X: principally a road and railways corridor from Salzburg to Thessaloniki, via Ljubljana, Zagreb, Belgrade, Niš, Skopje and Veles, and its branches Xb (Belgrade-Budapest) and Xc (Niš-Sofia), which form a part of the South East Europe Core Regional Transport Network; and
· Corridor VII: the Danube River, stretching some 2300 kilometres of navigated waterways, originating in Germany and flowing through or along Austria, Slovakia, Hungary, Croatia, Serbia, Bulgaria, Romania, Moldova and Ukraine, where it empties into the Black Sea.
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The basic transport infrastructure of Serbia is relatively well established and can be considered a good base for further development. The low level of maintenance and investment in transport infrastructure in recent years, however, has resulted in outdated technology, lack of interoperability, and infrastructure quality below European standards. After a period of expansion since 2000, the growth in inland freight and passenger traffic halted in 2008, due to the global financial crisis which resulted in economic recession and falling domestic and international demand. Its recovery is expected after 2010 with the renewal of economic growth. Transport network limitations have become the main obstacles for satisfying growing demand for transportation, not only within the country but also within the region. The central position of Serbia in the Western Balkans calls for completion of transport infrastructure of regional and European importance, and improvement of interoperability and transit services.

	Key baseline facts: Serbia’s transport
· Carrying capacity for transport in 2009 was 610 thousand passengers and 817 thousand tonnes of goods
.

· Road transport represented the dominant mode for passenger transport in 2009, with 9289 million pkm (85%), while the railways accounted for the greatest share of freight transport operations with 2967 million tkm (59%), roads contributing 1185 million tkm (24%) and inland waterways 872 million tkm (14%) respectively
.
· The total length of roads at the end of 2009 was 43 839 km, of which 5 107 km were main roads (including 494.67 km of motorways), 10 399 km were regional roads and 28 333 km were local roads28.
· The motorway density of 4.8km/1000km2 is much lower than the average density of the EU-27 (13.0km/1000km2). The density of the rest of roads, at 500.8km/1000km2, is less than half the average density of this road category in the EU-27 (1214.9 km / 1000 km2)28. 
· The railways network extends to 3 809 km, of which only 32.7% is electrified (1254 km), and only 7.2% is double track (276 km), the rest being single track
. About 45% of railway lines have allowed axle load of 22.5 tonnes, while 30% is less than 16 tonnes
.
· The railways density of the Republic of Serbia, at 49.2 km / 1000 km2, is comparable with the EU-27 average (50.1 km / 1000 km2)
.
· More than 90% of the railway lines in Serbia have a substantial difference between design and actual train speed. The speed of trains exceeds 100 km/h on just over 3% of the lines, and about 40% of the railway network allows maximum speed of up to 60 km/h33.  

· The inland waterways network extends to 1680 km through five rivers and the Danube – Tisa – Danube (DTD) Hydrosystem is 600 km, of which the Danube contributes 588km
.

· The transport network’s current capacity is limited by speed restrictions, single rail lines, non-electrified rail lines, gauge UIC-C standard, critical sections and UXO in the Danube, poor infrastructure of ports, etc.


In line with the EU, the underlying, long-term trend in demand for transport services in the Republic of Serbia and the Western Balkans region is upwards.  While the growth in traffic recorded in the period of 2002-2006 was arrested in 2007-2008, due to the global economic crisis and falling domestic and international demand, it is expected that passenger and freight traffic will show a return to growth from 2010, broadly in line with the MoF’s GDP forecasts for Serbia. After the recession, the SEETO’s recent forecast
 indicates the annual traffic flow in the Western Balkans region will increase by 6.9%, meaning a total increase for the period 2006-2014 of 49.6%.
Roads 

Road transport currently carries about 85% of the volume of passengers and 23% of the volume of freight30. The main road routes connecting Serbia with the neighbouring countries are within Corridor X, the most loaded part of the Serbian road network, and the main international traffic arteries covered by the European Agreement on Main International Traffic Arteries (AGR). All are included in the South East Europe Core Regional Transport Network
: E80: (Priština) - Niš – Dimitrovgrad - (Sofia); E75: (Szeged) - Belgrade - Niš - Kumanovo – (Skopje); E763: Belgrade - Čačak - Nova Varoš - Bijelo Polje; E771: Dobeta Turnu Severin - Niš.  

The road network is at the level of medium-developed European countries, although its quality is reduced due to insufficient investment and inadequate maintenance in the last period. The condition of roads is not satisfactory, more than half of local roads are not appropriate for needs of modern traffic: 32% of category I (main) and II (regional) roads are over 20 years old; and only 14% were constructed less than 10 years ago. As stated in the General Master Plan for Transport in Serbia, about €9 billion is required for the rehabilitation and maintenance of the Serbian road network in 2009-2027.
Railways 

The Pan-European Transport Corridor X is the backbone of the railway infrastructure system, since over 50% of railway transport operations in Serbia are realized on Corridor X, which accounts for 25% of the total railway network. Railway transport dominates freight transport with a 59% share, and accounts for 5% of total passenger operations30. 

Besides Corridor X , the Serbian railways network includes lines covered by the European Agreement on Main International  Railway Lines (AGC) and the European Agreement on Important International Combined Transport Lines and Related Installations (AGTC), and included in the South East Europe Core Regional Transport Network, such as: E79:  Belgrade -Vrbnica -(Bar); E85: (Budapest) – Subotica – Belgrade- Niš - Preševo - (Skopje-Athens);  E771: Subotica - Vrbnica - (Vinkovci - Sarajevo);  E70:  (Tovarnik) - Šid - Belgrade - Niš – Dimitrovgrad - (Dragoman);  E66: Belgrade - Vršac - (Timisoara - Bucharest). 

The current condition of rail infrastructure is not satisfactory; all lines within Corridor X have the main railways problems of a technical character, which results in a low level of capacity which cannot meet the existing demand for transportation. With the increase in traffic expected up to 2027, the great part of the Corridor X network within Serbia will be critical from the aspect of capacity24.

Inland waterways

Serbia has favourable economic and geographic features for cargo inland waterways transport (IWT). The total length of Serbian inland waterways, at the average water level, is about 1,680 km. The basic elements are the Danube within the Pan European Corridor VII, the Sava and the Tisa rivers, with a total length of about 960 km, as well as the Hydrosystem Danube - Tisa  Danube (HS DTD – 600 km).  The most important ports on the Danube River are Belgrade, Pančevo, Smederevo Prahovo, Novi Sad and Požarevac; the ports of Belgrade and Pančevo have container terminals. The potential of the IWT is significant, but the current infrastructure conditions are not satisfactory, a number of bottlenecks for navigation are identified and works to eliminate them introduced for implementation24.

Air  

Serbia has four registered civilian airports – in Belgrade, Niš, Vršac and Bor - but due to technical conditions and equipment, only the Belgrade and Niš airports are open for international flights, these being a part of the Core Regional Transport Network. “Nikola Tesla” Airport in Belgrade is the biggest airport where 90% of passenger and 90% of freight transport is performed. Its capacity is above 5.6 million of passengers a year, and at the moment, more than 35% of the capacity is being used24. 

Intermodal

Intermodal transport in the Republic of Serbia is at a very low level of development. The main bottlenecks are not only lack of terminals, equipment or installation, but also shortage of development projects, policy and capability of responsible organisations. There are only three partly developed intermodal terminals in Serbia: the ZIT nearby the central railway station in Belgrade, in the port of Belgrade, and in the port of Pančevo.  
Policy framework

Serbia is a signatory of the Memorandum of Understanding on the development of the South East Europe Core Regional Transport Network, as well as the Multilateral Agreement on the establishment of a European Common Aviation Area (ECAA) which integrates South East-Europe into the single European aviation market. Serbia is also a contracting party of the Treaty Establishing the Transport Community with the Western Balkan region, currently before finalisation, which is expressly designed to integrate the region fully into the European Transport family and to complement the enlargement policy of the EU.  
Key strategic documents dealing with Serbian transport development - the General Master Plan for Transport in Serbia, and the Strategy of the Railway, Road, Inland Waterway, Air and Intermodal Transport Development in the Republic of Serbia 2008-2015) and the National Plan of the Republic of Serbia for Road and Railroad Infrastructure Development in the period from 2008 to 2012 (ending with 2015) by the Government of the Republic of Serbia - are goal-oriented, taking into account social development, determination of accession to the European Union, transport sustainable development and stable institutions.

Continuity of programming

In line with the recommendations from Serbia’s National Council for Infrastructure, established to coordinate and manage infrastructure projects, the development of transport infrastructure is one of the main priorities of the Government until 2015.  Financial construction for investment in road infrastructure will be completed with support from EIB, EBRD and the World Bank, through a series of loan packages worth a total of €1.6 billion. Substantial support has been ensured for rehabilitation of railway lines (€100 million loan from EBRD, a World Bank loan worth €80 million and ‘Loan for the Railway Reconstruction’ of €80 million from EIB and completed loan also from EIB in the amount of €70m for Railways reconstruction, phase I).   

This portfolio of IFI loan support will complement and co-finance infrastructure investment under IPA component III.  These will, in turn, build upon the significant package of technical assistance funded mainly through IPA component I, such as improvement of navigation along the Danube, through construction of the Žeželj Bridge in Novi Sad, and installing the Danube river information system (RIS), as well as bilateral donor aid and the Western Balkans Investment Framework (WBIF), which was launched in December 2009. 

Future challenges

Restructuring of the entire transport sector into a modern, safe and functional system integrated in the EU transport family is one of the most significant prerequisites for future economic development. Adequate capacity and quality of transport infrastructure is an essential factor for development of the efficiency of the entire system, and also a key precondition for achieving sustainable economic and social development of the Republic of Serbia and its integration into the EU. 

The total cost of public investment required for transport infrastructure development in 2010-2027 is estimated at up to €15 billion
, of which the modernization of Corridors X and VII to European standards will require around €4 billion. For completion and modernisation of transport infrastructure, an established stable system of transport financing supported by fully prepared project documentation is essential. In addition, financing should be based on environment and resources efficiency requirements and principles of sustainable development.

Taking into account the short programming period, limited resources, and also lack of mature projects already prepared for implementation, the focus of IPA 2012-2013 programming is given to a small number of specific investment projects within the railways, inland waterways and inter-modality support, including preparation of projects for implementation after 2013.
2.2.2
Environment

The quality of Serbia’s environment is a concern for both economic development and societal well-being, and their sustainability. Environmental infrastructure, like transportation, is one of the bedrocks of economic life – a foundation upon which competitiveness is built, as well as being a specific factor in tourism potential. The state of the environment affects the standard of living of all citizens, both today and for future generations. 

Serbia is a country rich in bio-diversity and geo-diversity for its size, but its natural attractions and unique sights – rivers, mountains, lakes, gorges, parks, forests, swamps and sands – have remained largely undiscovered by the tourism industry. The state of the natural habitat means there is no lack of water resources in Serbia, but they need proper management and environmental infrastructure. The environmental monitoring network is developing very fast and co-operates well with the European Environmental Agency.

By contrast, however, water and air pollution, inadequate waste management and lack of recycling, soil degradation, unsustainable forest management and loss of biodiversity are widespread environmental problems in Serbia. Even though the basic environmental legislation is in place, law enforcement is often weak. Water management has been led primarily by agricultural need and costly end-of-pipe treatment solutions have been postponed. Despite recent economic expansion, relatively low levels of prosperity have led to under-investment in environmental infrastructure over the past 20 years. In the context of IPA III, Serbia lacks basic infrastructure for municipal and hazardous waste management and waste water treatment, with the latter having a damaging knock-on effect on the water supply, as well as technological procedures and devices to reduce air pollution in the industrial and energy sector and insufficient sewage system. Investments are needed to bring drinking water into compliance with existing physical-chemical and microbiological standards and to extend water supply system. Poor air quality is a serious health issue in many regions of Serbia and is caused by emissions from power plants and district heating plants, which use low quality fuel and are not equipped with treatment facilities. 

Nevertheless, national authorities are committed to European integration, and the institutional structures for environmental management are in place, along with the necessary strategic framework. Significant progress has been achieved in adopting the European environmental acquis over recent years, although there is still much to do.

	Key baseline facts: Serbia’s environment

· Each person in Serbia generates an average 318 kg of municipal waste per year
.

· Land-filling is the primary waste disposal method, with 164 officially registered landfills for municipal waste, and an estimated 4481 illegal dumpsites in rural areas30.

· Over 5 million tonnes of fly ash is generated annually by power plants (hazardous due to the alkalinity)30.

· In 2008, 79% of the population was connected to the public water supply. The length of the public water supply network in Serbia was 33,228 km. The average network losses in Serbia were about 33%
.

· Around one-third of Serbia’s water supply does not meet microbiological (34%) or physico-chemical (36.5%) standards
. 

· Only 15% of municipal wastewater is treated prior to discharge. The percentage of households connected to the public sewerage network in 2009 was 35.8% in Central Serbia and only 23.4% in Vojvodina
. Almost two-thirds (64%) of households connected to the public water supply have sewerage.

· Serbia’s three largest cities - Belgrade, Novi Sad and Niš - discharge untreated wastewater

· Electric Power Industry of Serbia (EPS) has an installed capacity for electric power generation of 8359 MW, through in lignite-fired thermal power plants (5171 MW), gas-fired and liquid fuel-fired combined heat and power plants (353 MW) and hydro power plants (2,835 MW); in 2010 EPS generated 35,855 TWh of electricity
.

· Energy intensity in Serbia is 2-3 times higher than the EU 15 average
.

· Preliminary cost estimates from 2005 of environmental damage in Serbia shows that environmental degradation causes annual costs for the domestic economy, which range from 4.4% (conservative scenario) to 13.1% (maximum scenario) of GDP



Waste management

Serbia’s population of around 7.3 million inhabitants generates 2.4 million tonnes of waste per year30. Large parts of the country - particularly rural areas - are not served by municipal waste collection services. Waste collected is often disposed into unsanitary dumps, lacking waste separation leachate drainage and gas collection systems. Only about 60% of municipal waste in Serbia is collected in an organised manner and disposed municipal landfills, without pre-treatment before disposal30. Most municipal waste landfills operate without valid permits, whereas even the legal landfills are not equipped with leachate collection system, bottom lining and landfill gas collection system. Illegally dumped waste heaps are often ignited, causing air pollution and releasing extremely toxic polluting agents. Recycling is negligible so far; there are only a couple of electronic waste recycling plants in Serbia. The only economically feasible solution is the creation of regional waste management centres where the waste collected from several municipalities will be treated after separation of recyclable waste and the rest of it disposed at the regional landfills, as determined in the National Waste Management Strategy (2010-2019).

At the same time, Serbia does not have even a basic hazardous waste management system that includes infrastructure for the treatment, disposal or storage of hazardous waste. Indeed, hazardous waste is not separately collected and is often dumped without processing at regular waste disposal sites, together with municipal waste. This causes pollution of surface and groundwater, soil and air as well as landscape degradation. There are no final treatment facilities for hazardous waste in Serbia.
Water supply

Water supply planning in Serbia is orientated towards regional water supply systems. The length of the public water supply network in Serbia is 33,228 km. At present, there are 153 public water supply systems; 79% of the country’s population was connected to the public water supply in 2008 (92% in Vojvodina)
. 

The drinking water network is in poor technical condition and characterized by inadequate time/space distribution of water. Losses are large, at 33% from water treatment and network leakage39. Drinking water is excessively polluted on many locations and does not meet quality standards. For years, previous Governments kept water tariffs artificially low, because of concerns about affordability, which has unfortunately had the effect of starving the water companies of funds to invest in plant maintenance, upgrading and replacement. Ensuring water supply is now the highest priority task of the water sector, and consequently capital investments have been highest in this area. 

Wastewater treatment

Proper wastewater treatment is almost absent in Serbia, and has not been a priority for many years. Hence, most of the wastewater is discharged into the watercourses without treatment. The largest cities and towns in Serbia release their wastewater untreated into the passing rivers; in some rivers, the share of the untreated sewage may reach close to half of the stream volume. Waste water treatment is almost lacking in Serbia; there are only 21 municipal waste water treatment (WWTP) plants in the whole country. Many of the existing WWTPs are abandoned, some only provide primary (mechanical) treatment and most are not continually operated, due to poor maintenance and lack of financial resources.

Serbia has adopted its Water Law, which introduces Water Framework Directive and Urban Waste Water Directive requirements into national legislation. The new law requires extension, reconstruction and modernisation, as well as construction of new sewerage systems including urban WWTPs in the settlements. Article 192 empowers the Ministry of Environment, Mining and Spatial Planning with the calculation of fees for water pollution, which go to the Serbian Environmental Protection Fund (SEPF). However, the SEPF is small (€23 million in 2009) and its remit is wide; hence, to date, no money has been spent on water projects.  

Renewable energy and energy efficiency

Energy infrastructure in Serbia is aged and cannot meet EU directives without substantial investment. The Serbian state-owned energy company, Electric Power Industry of Serbia (EPS) generates most of the energy from its lignite-powered thermal power plants (Obrenovac, Lazareva and Kostolac).  However, almost one third of electricity generation comes from hydro power plants; the total capacity of nine EPS’s hydro power plants with fifty hydro units is 2835 MW
.  There is also a limited amount of geothermal energy deployed, but its share of overall energy production is negligible. The first wind parks in Serbia are about to emerge in the coming years, built with the involvement of Italian, Austrian and Spanish companies. Recently adopted feed-in tariffs for renewable energy creates incentives and will encourage renewable energy development in Serbia.  
Although the share of renewable sources in electricity generation has been relatively high, reaching 28% in 2009, the share of renewable energy in final energy consumption was only 15%
. This is due to the fact that a considerable part of the electricity is being generated by the large hydropower plants, while district heating and also heating of the individual houses is based largely on fossil fuels (heating oil and coal). Unlike other European countries which deploy widely biomass, district heating plants use oil and gas almost exclusively in Serbia, while opportunities to extract energy from biomass remain so far largely unused.

Air quality

Lack of proper technical solutions, effective filters/precipitators and use of low grade fuel causes huge atmospheric emissions from the thermal power plants, further worsening bad air quality (polluted by traffic and individual/district heating emissions) and causing respiratory illnesses. Major air pollution results from combustion of low quality lignite, petrol industry and engine fuel, resulting in poor quality of ambient air due to emissions of SO2, NOx, CO, soot, particulate matter etc31. The Action Plan of the EPS (the Green Book) foresees projects for flue gas desulphurization systems and the complete reconstruction of all electrostatic precipitators and bringing their operation to emission levels compliant with EU standards.

Policy framework

During the last couple of years, Serbia has made significant progress in developing formal policies, action plans and legal foundations for environmental management. Key national strategies and laws are the National Sustainable Development Strategy (2009-2017), the Waste Management Strategy (2010-2019), the National Programme of Environmental Protection of the Republic of Serbia (2010-2019), the Energy Sector Development Strategy of the Republic of Serbia by 2015 (2005-2015), the Energy Strategy Implementation Programmes, the Law on Environmental Protection, the Law on Integrated Prevention Pollution and Control, the Law on Strategic Environmental Impact Assessment, the Law on Environment Impact Assessment, the Law on Waste Management, the Law on Air Protection, the new Water Law etc. These documents represent an important policy development, since they regulate a strategic framework for further environment related reforms and investments in Serbia. As the non-Annex I signatory of the Kyoto Protocol, Serbia is eligible for applying the Clean Development Mechanism for fighting climate change, as an incentive for strengthening co-operation in the renewable energy and energy efficiency development sectors with industrial countries.

Continuity of programming

To date, the majority of projects financed from national funds and donor assistance have been concerned with the enhancement of human, material and technical capacities in the field of environmental protection, as well as pollution control and reduction. Since being established in 2005, Serbia’s Environmental Protection Fund has financed activities in the field of conservation, sustainable use, protection and improvement of the environment (for example, preparation and implementation of regional waste management plans, closure and remediation of existing waste dumps, and construction of waste management facilities and technical documentation for these projects) as well as energy efficiency and using renewable energy sources.

The Waste Management Strategy proposes to establish 12 regional waste management centres by the year 2013. In the last few years, sanitary waste management centres were constructed in Vranje, Pančevo , Lapovo, Leskovac, Jagodina and Kikinda (last four as PPP enterprises).  Construction of regional waste management centres in Pirot, Užice are finished. Construction of Sremska Mitrovica/Sabac and Nova Varoš is ongoing, construction of Indija regional waste management centre will start in November 2011.  Regional waste management centres at Duboko (Užice), Pirot and Sremska Mitrovica/Šabac have been financed through the EU-funded Municipal Infrastructure Support Programme (MISP) 2008 (IPA component I). The Infrastructure Project Facility under IPA has supported feasibility studies for wastewater projects in Vranje and Užice, while MISP under IPA component I has also implemented water supply projects in Mionica, Varvarin and Zemun, a water supply and wastewater treatment project in Apatin, waste water treatment in Subotica, water supply in Pozarevac and Petrovac, and a water supply and road construction project in Smederovo. Further work is underway for water supply in Indija.  Water supply projects are also being supported by Serbia's National Investment Plan and €27m of German subsidised loans and grant assistance to date for projects in Belgrade, Niš, Novi Sad and Kragujevac, with a further commitment of approximately €65 million for water projects in 13 medium-sized municipalities.
In the energy sector, reconstruction or replacement of existing electrical precipitators has been financed at EPS’ thermal power plants (Nikola Tesla, Kolubara and Kostolac) with €31.2 million from EPS and the EU, Environmental Fund and Polish credit. Significant support has also been ensured through bilateral support from the donor community, including Sweden, Germany, the Czech Republic, Japan and Norway
Future challenges

In the next period, to support the climate change agenda, it will be essential to protect the environment, promote rational usage of energy and energy efficiency and wider use of renewable energy resources, achieve the optimum use of natural resources, preserve and enhance the system of environmental protection, reduce pollution and environmental pressure, in a manner as to ensure their availability for future generations.

The main challenges in Serbia for the years to come are raising general environmental awareness, and strengthening capacity of institutions especially in the areas of environmental monitoring and enforcement. Secondary environmental legislation has to be developed and enforced in full. The Polluter Pays Principle must be introduced fully, as one of the cornerstones of contemporary environmental protection, with strong monitoring and enforcement, in order to ensure that all environmental costs are covered by the polluter. Serbia needs also to introduce recycling and find ways to effectively manage and administer large-scale environmental infrastructure construction programmes. While the challenges ahead of the Government are huge, the opportunities to overcome difficulties, with the help of the international community, are promising. 

The most immediate priority is to approximate Serbia’s laws and regulations with the environmental acquis. It is estimated that, for Serbia, the total cost of compliance
 will be €9.6 billion. Given the short programming period and limited resources, the focus of IPA 2012-2013 programming will be a small number of specific investment projects to help Serbia comply with the ‘heavy investment’ directives for waste management, and improving water and air quality and wastewater treatment, which will bring the best value for money environmental benefits for Serbia’s citizens, as well as preparation of projects for implementation after 2013.
2.2.3
Competitiveness

There is no single definition of ‘competitiveness’, but the essential ingredient is the capacity of an economy to optimise all its indigenous assets, in order to achieve higher levels of productivity, raise living standards and expand employment opportunities.  
Since 2000, the Governments of Serbia have placed an increasing emphasis on encouraging a diverse business base, with more new firms and SMEs, the creation of a stimulating business environment, facilitating innovation and stimulating domestic and foreign investment, in order to make the most of Serbia’s intrinsic assets, including its people and their ideas and creativity. However, worldwide benchmark studies show that further corrective measures are necessary, to promote Serbia’s greater economic dynamism in an international environment.

As an annual study of country performance, the Global Competitiveness Index (GCI) seeks to capture the underlying features of a competitive economy, as a weighted index of 12 indicators
 from institutions to innovation. Each country is ranked according to its performance and the results presented as a ‘league table’ to allow comparison, with “1” being the best performer.    According to the most recent Global Competitiveness Report 2010-2011, Serbia currently ranks 96th out of 139 nations, which is a slight drop in its relative position over the last year (93rd)
.

There is much evidence internationally that drivers of the higher productivity that underpin competitiveness include:

· The number of business start-ups and SMEs;

· Expenditure on R&D and innovation;

· Investment in productive capital, infrastructure and ICT;

· Expenditure on education and skills;

· An effective public administration

In all of these areas, Serbia is lagging behind EU standards and practices. In the World Bank’s 2011 study of the ease of doing business, with 1st being the best performer, Serbia ranked 89th out of 183 economies. This suggests there is still work to be done on reforms, to ensure a favourable environment for business operation, investment and innovation.

Serbia’s economy
 is currently geared more towards consumption and import, than production and export
. The service sector dominates, accounting for 60% of output, and is characterised by consumer-oriented industries, such as property, finance, trade and communications, as well as the public sector (administration, services, social welfare and defence). Manufacturing (17% of total GVA) is comparable with other European economies
, and dominated by food and drink, chemicals and basic metal products. ‘Higher technology’ sub-sectors - such as the automotive, aerospace, electrical, electronic, IT, communications and medical equipment industries and the provision of IT services and R&D – have seen their share grow in recent years, but still account for less than 3% of total output.  Agriculture production (11% of total GVA) is a relatively large sector, when compared with the EU-27 average
, and a source of potential comparative advantage to be realised, if combined with value-adding processes.  Serbia needs greater industrial diversity, and more enterprise and inward investment in innovative sectors, to realise the ambition of an export-led, high productivity and job-generating economic outlook. To this effect, the adoption of the Strategy for Industrial Development 2011-2020 initiated Government’s commitment to the development of a modern industrial policy.  
	Key baseline facts: Serbia’s competitiveness

· 314 800 economic entities operated in Serbia in 2009, an increase of 3.7% over 2008
.
· SMEs comprised 99.8% of the total number of enterprises, of which micro-enterprises (fewer than 10 employees) constituted 96.1%48.
.

· The density of SMEs in Serbia is slightly above the EU average – 43 per 1000 population48.
. 
· The SME sector has a strong influence on the performance of the Serbian economy, accounting for more than 66% of all employees, 67% of its turnover and 57% of GVA. Through their foreign trade activity, SMEs also account for 50.5% of exports and 60.9% of imports48.
.
· Serbia invested 0.92% of GDP in research and development in 2009, compared with the EU-27 average of 1.9%, and the proposed Europe 2020 target of 3%
.
· In 2010, 98% of Serbian enterprises used computers and 94% had internet connection; 65.5% of all enterprises have DSL connection. Before the recession, Serbia was enjoying an outstanding expansion of the ICT market with a growth rate of 37% in 2007
.
· Higher productivity and employment is concentrated in the capital Belgrade and in the north of the country. The Belgrade and Vojvodina regions comprise 65.5% of national GDP, while the other three regions are classified as under-developed, with below national average GDP per head21. 
· There are 46 local self-government units defined as particularly under-developed, including devastated areas whose level of development is below 50% of national average, mainly located in the Southern and Eastern Serbia region
.


Small and medium-sized enterprises (SMEs)

Serbia has a higher rate of business start-ups than the European average, according to the Global Entrepreneurship Monitor, with almost 5 out of every 100 adults involved in start-ups and early-stage businesses
. Over the period 2004-2009, the numbers of SMEs increased by 29 68848. Despite the impressive growth of the sector in the last few years, however, SMEs face many problems such as administrative barriers for enterprise establishment, low productivity levels, low competitiveness, low levels of innovation, and difficult access to finance. 

Moreover, the business base is highly skewed towards micro-enterprises (fewer than 10 employees), with less than 3.1% of all SMEs defined as small, employing 10-49 people, and only a very small number of medium-sized enterprises (employing between 50 and 249 people) representing just 0.8% of all SMEs48.  This suggests the strong performance in business creation is not translating into business expansion, and the creation of a vibrant and internationally competitive ‘mittelstand’.  It also reflects the preponderance of lower value sectors, especially services, in the Serbian economy, which limits opportunities for business.

The preponderance of micro enterprises and the nature of production and services are also reflected in the negative trade balance of the SME sector, which shows an export to import ratio of 43.4%48. While export levels have grown, and new opportunities are presented by multilateral and bilateral trade agreements with Russia, Turkey and other countries, Serbian SMEs have a limited number of highly competitive products that comply with conformity requirements of international markets and mainly export raw materials and semi-finished goods
.  In general, the application of technical regulations and standards in Serbia lags behind EU countries. This places Serbian products and services in a difficult position when attempting to enter new markets and harms exporting.
Over recent years, SMEs have significantly lagged behind the productivity levels of large companies in Serbia. While SMEs have served as a valuable employment generator in this period, during a time when large enterprises were reducing staffing due in part to the privatisation process, the overall employment rate in Serbia has been steadily low at around 50-55%, which is well below the EU average. In that way, jobs growth within SMEs has been unable to compensate for job-shedding in large enterprises. 
Innovation, ICT and technology transfer

According to the Global Competitiveness Index (GCI), the quality of Serbia’s universities and research institutions and availability of scientists and engineers has been considered good, despite the fact that investment in R&D is well below the EU average. The total student body is approximately 226,772 students
 (more than doubling numbers since the 1990s) with over 14,000 teaching staff, out of which nearly 7,900 have PhDs. Out of the 0.92% of GDP invested in R&D in Serbia during 2009, Government expenditure on R&D (GOVERD) contributed with 0.29% of GDP. Higher education R&D (HERD) contributed 0.50% of GDP, while the business sector R&D (BERD) contributed with only 0.13% of GDP
. Furthermore, universities are not currently cooperating sufficiently with industry; encouragement of commercialisation of R&D by establishing innovation centres and technology parks is in the early stage of development. Industry’s capacity for innovation and its absorption of new technologies is weak, due to the limited number of research trained employees. In 2008, Serbia had 232 registered R&D institutions, of which 77 were R & D units of enterprises, employing 372 scientist-researchers
. In 2009, there were 118 faculties, 28 science institutes, 30 research and development institutes with Ministry accreditation. Total number of researchers in 2009 was 12,006, of which 6,867 (2,964 women) with PhD and 3,340 (1,813 women) post-graduates.
Serbia’s investment in ICT, organisational innovation and digital skills has been insufficient so far, in order to enjoy the full benefits of information and communication technologies. Even though over 90%48 of businesses have been connected to the internet, e-business (buying and selling on the Internet) is still not in widespread use which negatively impacts enterprises capacities to seize business opportunities. Just 20.8% of enterprises with internet connection order products / services, and only 17% receive orders via the internet48.
Spatial disparities

In common with all European countries, Serbia’s economic performance is not uniform across the territory. In fact, Serbia has one of the highest levels of spatial disparity in Europe, which has been growing over the years.
Higher productivity and employment is concentrated in the capital, Belgrade, and in the north of the country
. The Belgrade and Vojvodina regions provide 65.5% of national Gross Domestic Product, while the other three regions are classified as under-developed, with below national average GDP per head
.
Business demography indicators record large differences in development showing that better possibilities for entering new business activities are available to potential entrepreneurs in more developed regions. Belgrade Region (29.5%) has almost twice as many SMEs when compared to the Eastern and Southern Serbia Region (16.4%); employing twice as many people
. Similarly, a characteristic of FDI witnessed in Serbia is its geographic concentration in more developed areas, particularly in the capital, showing that investors favour areas with basic infrastructure and a skilled labour force.  According to World Bank’s Policy Note “Mapping Serbia’s Growth” between 2001 and 2008, Belgrade and Novi Sad attracted the most significant amounts of FDI. 
In terms of local self-government units (LSUs), the ratio of development shows an even starker contrast. In 2008, the richest LSU was 10 times more developed then the poorest one. Under-developed municipalities and districts are facing continuing depopulation, high unemployment, low economic activity, underdeveloped infrastructure and the low competitiveness of existing industry. 
Serbia has identified 46 local self-government units defined as particularly under-developed including devastated areas whose level of development is below 50% of national average, mainly located in the Southern and Eastern Serbia region (shown as category IV in the map below). 
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Foreign direct investment (FDI) is a potentially important factor in local economic development, as a source of new job creation, as well as improvements in management and technological advancement, with potential spin-off benefits to locally-based suppliers and service providers. However, this can only result from awareness of investment opportunities and a sophisticated understanding of Serbia’s ‘offer’, internationally and at the local level. FDI has been growing throughout 2000s but has gravitated towards the most developed areas; the location of enterprises being privatised is one factor, but relative prosperity also feeds its own virtuous cycle of development.  

One of the obstacles faced by potential investors is lack of access to appropriate business infrastructure and associated support systems that would give them greater opportunities for growth and job creation. The situation is particularly challenging in the underdeveloped areas where lack of adequate business related infrastructure is particularly limiting the development of local emerging SMEs.    

Policy framework
Serbia is moving from the phase of formulating policy and defining strategic objectives to implementing policy. Policy directions for Serbia’s economic development have been regulated by key national sector strategies, such as the National Strategy for Economic Development, the Strategy for Fostering and Development of Foreign Investments, the Strategy for Development of Competitive and Innovative Small and Medium-sized Enterprises, the National Regional Development Strategy, the Science and Technological Development strategy, the National Tourism Strategy, Law on Foreign Investments, the Science Research Law and the Innovation Law, while the Law on Regional Development has been adopted to provide a legal basis for overcoming spatial disparities.
Continuity of programming

So far, the issue of competitiveness has been addressed through various national, EU and donor projects. The Serbian Government has been financing economic development projects to improve the quality and availability of local communal and economic infrastructure through the National Investment Plan. Different government programmes aiming to foster economic development and to promote entrepreneurship have been undertaken in recent years in the field of business creation, exporting, clusters, business advice and training, innovation in enterprises and technology transfer from R&D institutions. In 2008, the equivalent of around €110 million was allocated from the State budget for support to the SME sector, including business start-up loans and loans for development of entrepreneurship in the least developed municipalities. The Government has recently dedicated a €200 million EIB loan to strengthening the development of R&D infrastructure. 
The Turning Around Management (TAM) Programme has been implemented since 2004, financed through CARDS, to transfer relevant commercial and technical know-how from experienced directors and senior managers, resulting in the introduction of new management cultures and improved management skills in assisted enterprises, with 129 projects. The Business Advisory Services Programme (BAS) was established in June 2006 and supports economic transition, by both achieving enterprise change in potentially viable SMEs and developing sustainable infrastructures of business advisory services, through 185 projects.

IPA I projects have supported cluster development, export promotion and innovation within SMEs and technology transfer through an enhanced institutional framework, improvement in the business support infrastructure, and development of instruments for financing SMEs innovation. IPA I projects have also ensured comprehensive support to local and regional development, especially underdeveloped parts of Serbia, development of infrastructure of the higher education and research institutions, improvement of state aid and public procurement system and conformity assessment structure. 

Future challenges

Increased competition both in Europe and in the world market is making it more difficult for Serbia’s businesses to compete on the same basis as in the past. In order to ensure that the economy continues to grow at a sustainable rate, thereby facilitating full employment, enhanced living standards and a more equitable society, other factors must be considered in enhancing competitiveness. This means a greater focus on SMEs, exporting, development of local potential and economic infrastructure, productivity gains, increasing innovative potential, and investing in the skills levels and adaptability of the work force. Serbia needs to pursue a knowledge-based, innovation-driven economy, in order to enhance and maintain competitiveness into the future.

In light of the short programming period and finite resources, the focus of IPA 2012-2013 programming will be the SME sector, in terms of targeted advice, support to exporting and inward investment, Government-to-business links, and more effective policy-making, support to technology transfer and strengthening links between research and business, and addressing regional disparities through infrastructure to stimulate business creation and expansion.  

2.2.4
Human resources development

The competitiveness of the economy and hence its capacity for achieving and sustaining acceptable rates of growth depends increasingly on the know-how of the labour force.  However, the existing labour force in Serbia tends to be relatively narrowly focused on specific skills and occupations which are not necessarily in line with the skills required as the economy develops. Specific categories of population (women, young people, Roma, refugees and internally displaced persons (IDPs), people with disabilities, social benefit beneficiaries, etc.) have more difficulty in accessing the labour market and participating fully and equally in society. The number of Roma returnees from EU member states is expected to increase.

The education system in Serbia does not prepare well younger generations for the challenges of the world of work, nor does it offer sufficient opportunities to adults to improve their skills and competences in line with the needs of the economy. Children from less privileged backgrounds do not receive the whole extent of support they would need, given their initial disadvantages, to succeed at school. With the economic crisis, poverty levels started to rise again and affect predominantly those already most at risk of exclusion. In this context, the range of social services available at the local level to alleviate poverty and promote social inclusion is insufficient and unable to address effectively the needs of local disadvantaged populations.

	Key baseline facts: Serbia’s human resources development

· The population of 7.3 million comprises approximately 48.7% men and 51.3% women
.  

· According to the 2002 Census, 82.9% of the population were ethnic Serbs, with other ethnicities including Hungarians (3.9%), Bosnians (1.8%), Roma (1.4%) and others (8.9%); however, the unofficial headcount of the Roma population is much higher, representing 6% of the total population (around 400,000)
.

· There are currently 86,155 refugees and 210,148 internally displaced persons (IDPs) in Serbia
.

· The working age population (15-64 years) is currently 4.8 million.

· Participation in the labour force among the working-age population stood at 58.9% in April 2011
, against the EU-27 average of 70.8%

· The unemployment rate was 22.9% in April 201169, compared to the EU-27 rate of 9.4%

· The employment rate was 45.5% in April 201169 compared with the EU-27 average of 64.2%70, and the Europe 2020 target of 75%.

· In 2010/2011, there were 2,384 pre-school facilities and other spaces for work with children at the pre-school level across Serbia
, 1,124 primary schools with a network of around 2,351 branch schools, 498 regular secondary schools, 15 primary schools for adults, and 238 high schools and faculties
.  
· Of the population aged 15 years and older, 37% have primary education or less (ISCED levels 0-2), including 3% with no education; 49% have secondary or post-secondary non-tertiary education (ISCED levels 3-4), and 14% have tertiary education (ISCED levels 5 or 6).

· The proportion of the population aged 25-65 years participating in adult education was 3%, compared to 9% in the EU-27 (2007)
.

· Over 90% of companies provide job related training, but without using external training providers
.

· Absolute poverty was suffered by 9.2% of the population in 2011, compared to 6.1% in 2008; the highest poverty rate was in non-urban areas (13.6%), among children (13.7%), among low educated – with no primary school (14.8%) and with only primary school completed (9.2%), among unemployed (17.5%) and among inactive population (17.1%)
 .

· Defining poverty against median incomes, the most affected groups in 2007 were the Roma population (49.2%), IDPs (14.5%) and refugees (7.4%)
. 

· Able-bodied unemployed people represent the highest share of minimum income beneficiaries (46%)
.


Employment and labour market

Despite year-on-year economic growth, the labour market situation in Serbia from 2000 to mid-2008 was characterised by low activity and employment rates, and a high but declining unemployment rate.  Economic expansion resulted in only modest job creation, mostly in the informal economy, which employs mainly unskilled workers and a large proportion of young people. The economic and financial crisis reversed partially the limited gains observed on the labour market in recent years.  Between April 2008 and April 2011, the employment rate deteriorated sharply by 5 percentage points, while the unemployment rate increased by 6.5 percentage points, as almost 300,000 jobs were shed
, many straight into inactivity (neither employed nor unemployed). Nevertheless, about 388,000 people operate within the informal economy - an estimated 17.7% of the labour force15. 

Almost 41% of the working age population are currently inactive, a trend aggravated by the recent crisis
. Unemployment and inactivity rates are persistently higher among people with a low level of education and in rural areas. Age and gender tend to be factors of labour market exclusion for young people
, women
, and older people
. Exclusion from the labour market is particularly acute amongst the most vulnerable and marginalised groups – Roma, refugees and internally displaced persons (IDPs) and people with disabilities.  

As much as 73.3% of unemployed people in April 2011 had been unemployed for longer than 12 months. Although this is partly explained by entitlement to various benefits, access to which often accounts for continued unemployment registration
, lack of skills and work experience, as well as opportunities to acquire them  are major obstacles preventing the return of unemployed people to the labour market, in addition to lack of vacancies.  The Serbian labour force is often unable to satisfy the requirements of employers and lack the competences to adapt to fast-changing working environments. 

Through its active labour market programmes (ALMPs), the Serbian Government seeks to build a bridge between the needs of unemployed adults and potential employers. The coverage of ALMPs remains modest: 16.7% of registered unemployed (or 124,349 people) were included in ALMPs in 2010. In 2010, 72% of the beneficiaries took part in active job search programmes, 18% in further education and training programmes, 6% in employment subsidies and 4% in public works projects.  Despite a steady increase since 2002, the total budget for ALMPs - equivalent to €55 million or 0.17% of GDP in 2011 - remains very modest in relation to the scale of unemployment and the needs of the labour force. ALMPs are neither sufficiently tailored to the needs of the different categories of unemployed nor adapted to the diversity of regional labour market circumstances. 

Education and VET

The education system in Serbia is based on the principles of quality “education for all”, free compulsory education at preparatory pre-school (the year before starting primary education) and primary (7-14 years) levels, as well as free secondary education (15-19 years).  However, in practice, many children do not access the education system at all (only 46.8% including all levels – nursery, kindergarten and preparatory pre-school programmes attend pre-school education
), or drop-out before completion of primary education (7%, based on one generation from 1st to 8th grade
). Early school leavers represented 30% of the Serbian population aged 18 to 24 compared to 14.9% in the EU
.  At present, Serbia would struggle to achieve the proposed ‘Europe 2020’ benchmark of less than 10% early school leavers. Some 40% of 20-24 year olds were enrolled in tertiary education (2007)77 - a growing number, but still lower than in the EU-27
. 

The education system faces challenges of quality, as well as coverage, compared with international standards. According to the results of the latest PISA survey in 2009
,the average performance of students aged 15 in the three surveyed areas (mathematical, scientific and reading literacy), around 60 score points below the OECD average, which equates to slightly more than one year of schooling on average in OECD countries. However, despite progress compared to 2006, 36% of Serbian students can still be considered functionally illiterate in all three areas
. Children from poor and low educated families, from rural areas, from Roma families and children with disabilities attend school less, drop out more easily and rarely have access to the best standards of education. Equality in education has however improved compared to PISA 2006. It is higher than in other countries of the region and above the OECD average. The impact of the socio-economic status of students on educational achievements explains only 10% of the variance in the educational achievements in reading literacy compared to 14% in 2006.  
Opportunities to reintegrate people into the education system and to improve attainment and prospects are limited, due to the underdeveloped adult education and lifelong learning system. Participation of adults in lifelong learning is below EU average and has not increased since 2001.
The network of schools is relatively well founded across Serbia, but many schools have low average class size, driving up average cost per student.  At the same time, available resources are below the EU average with insufficient funding from local self-government and little funding from the private sector. Public expenditure on education represented 3.3% of GDP in 2009, against the OECD recommendation of 6%. Most of the existing budget is spent on salaries of employees: around 85%, compared to 73% in EU-15. Insufficient investment in development inevitably impacts on the performance of the education system.

Furthermore, the VET and adult education and training systems are not sufficiently aligned with labour market needs: the majority of profiles in VET schools reflect the economic conditions of two decades ago, and reforms progress slowly. To date, only 19% of VET profiles have been reformed in line with revised occupational standards. In September 2010, nine revised profiles were mainstreamed for the first time throughout all schools in the following three sectors: agriculture, food processing and production (seven profiles); geodetics (land survey) and civil engineering (one profile); and electrotechnics (one profile)
. Only 17% of all VET students are enrolled in the revised VET profile
. The National Qualifications Framework (NQF) has not yet been developed. There are no mechanisms in place to ensure the responsiveness of the education system to labour market needs, to facilitate the mobility of students and encourage higher educational achievements, to recognise all relevant types of education and run regular review of educational contents, providers and facilities. 

Social inclusion

Despite endemic under-employment and long-term unemployment, absolute poverty declined steadily between 2002 and 2008, as the country as a whole became more prosperous.  After several years of decline, the recent economic crisis led to a deterioration of the overall population’s welfare and poverty is again on the rise in Serbia. As a result, absolute and relative poverty rates have exceeded 2006 levels. The economic crisis affected vulnerable groups most severely, particularly children, people in non-urban areas, low-educated population, large families, inactive population, Roma, refugees and IDPs. Fighting poverty and social exclusion remains a key challenge.

Currently, Serbia spends relatively little on social policies, including welfare: public spending averaged less than 2% of GDP in 2005-2009, compared to 2.5% in OECD and EU countries in 2006
.  Service providers from the non-governmental and private sector, although increasingly recognized by the system in recent years, have not yet been fully integrated, due to outdated regulations. is the new Law on Social Welfare creates a more open system with a plurality of social services providers.

The main poverty-targeted cash benefit is the so-called ‘cash social assistance’ or CSA (a guaranteed minimum income similar to what exist in EU countries), a means-tested instrument for no or low income households, the level depending on number of family members. Only 7% of social spending was allocated to this benefit in 2008
. While intended as a ‘safety net’, this assistance reached a mere 8.6% of the poor in 2007, due partly to low awareness and take-up among those in greatest need and inadequate targeting. Current social assistance benefits have no link to labour market inclusion and, as such, tend to trap people into long-term social dependency. The systematic policy of active inclusion to lift people out of poverty by combining an adequate level of income support, access to the labour market, and the availability of a comprehensive range of local support services is in its early phase of development.  

Nevertheless, Serbia has made progress in decentralising social welfare services. The Government has designed a regulatory system to accompany this process – setting national minimum standards
 for social services, and developing licensing, supervision and inspection procedures, defined by the new Law on Social Welfare. Around 120 local strategic documents have been developed, and the range and number of community-based social services across Serbia have improved, with assistance from foreign donors, although delivery varies considerably across the country
. Local self-governments still lack the resources and capacity to both develop and implement integrated measures (social, education, employment and health), in line with these strategies, to ensure the inclusion of vulnerable and disadvantaged groups into all aspects of society and the labour market.  

Policy framework
The national policy framework for HRD is well developed. However, the implementation of legislation is progressing slowly due to lack of resources and capacity.  Employment policy is conducted in accordance with the Law on Employment and Unemployment Insurance, the National Employment Strategy, the National Action Plans for Employment, and the Law on Vocational Rehabilitation and Employment of People with Disabilities.  The umbrella Law on the Fundamentals of the Education System is supported by the Strategy for the Development of VET and the Strategy for the Development of Adult Education. Social policy has been regulated by the new Law on Social Welfare, which has taken on board the achievements of social welfare reforms to date. The new Law introduces a number of new principles such as pluralism of service providers, quality assurance system, emphasis on the provision of services in the community and the family, promotion of innovative community-based services, active inclusion and earmarked transfers. Moreover, the coverage and size of cash benefits for the poor people is improved. 

Since 2002, Government policy has been guided by the Poverty Reduction Strategy.  Looking ahead, Serbia has initiated the consultation process on drafting the Joint Inclusion Memorandum, as part of the EU integration process. In this regards, the Government created the Working Group for Social Inclusion in March 2010. The Government adopted the First National Report on Social Inclusion and Poverty Reduction in the Republic of Serbia in March 2011.
Continuity of programming

Actions under IPA component IV will build upon an extensive national and continuing reform programme, covering labour market policy, education at all age levels, and social welfare and services, through the support of IPA, World Bank, UNDP and bilateral donors. 

Under IPA component I, assistance has been ensured to build capacity for the design and improved effectiveness of employment policies. With the support of the Spanish MDG Fund through the Youth Employment and Management of Migration project, the Italian Government through the ILO project and the Soros Foundation, efforts have also been focused on the promotion of youth employment through the establishment of the Youth Employment Fund.  The reform of the VET system has been initiated under CARDS, IPA component I and the German Government, alongside assistance for a more inclusive education system.  

The Social Innovation Fund has been operational since 2003 to support the development of community-based social services. The ‘Delivery of Improved Local Services’ (DILS) programme is ongoing, aimed at increasing the capacity of institutional actors and beneficiaries to improve access to and the efficiency, equity and quality of local delivery of health, education and social protection services in a decentralising environment ($46.4 million from the World Bank). DFID and Norway have supported the Government to design and pilot a regulatory system for decentralised provision of social services. Furthermore, funds within IPA 2008 were allocated to foster social inclusion by strengthening institutions that provide community-based social protection services, and IPA 2009 will support development of local social inclusion initiatives for IDPs.

Future challenges

Continuing participation in education and training throughout people’s working lives is essential for them to be able to adapt to new techniques and new methods of working, to increase their productivity and to extend their competencies as technological advances take place. It is equally important for them to be able to move between jobs as the demand for labour shifts, in response to changes in the structure of economic activity, as economic development occurs. In this context, a greater involvement of local stakeholders in the identification of needs, and the design and implementation of ALMPs, is required to improve the employability of the labour force. Moreover, the education system should enable individuals at any age to acquire and/or update qualifications and skills, in order to stand better chances on the labour market. Sustained efforts are required to improve the VET system and develop adult learning in line with labour market needs. Continuous support is needed for the development of the NQF. Active inclusion policies should help mobilise the untapped potential of those currently excluded from society, providing them with social assistance whenever needed, facilitating their access to training and work experience and contributing to greater social cohesion.  
In the context of the short programming period and limited resources, the focus of IPA 2012-2013 programming will be employment policy at the local level and targeted on specific disadvantaged groups, tackling the informal economy, taking forward the VET and adult education system and promoting inclusive education from pre-school onwards, and supporting community-based social services and active inclusion to re-engage socially excluded groups.

2.3   
SWOT analysis

The economic and sector analyses in sections 2.1 and 2.2 lead directly to conclusions regarding Serbia’s future path for sustainable socio-economic development. These conclusions can best be elaborated in a series of tables of strengths, weaknesses, opportunities and threats (SWOT), which are formulated as following:

· Strengths and weaknesses are internal to the sector, and relate to the position now, based on recent developments;

· Opportunities and threats are external to the sector, and relate to future scenarios, which may or may not materialise.

The following SWOT analyses cover each sector’s performance, structures, laws and institutions, as well as general, cross-cutting themes, as a tool for prioritisation. Full SWOT analyses are presented in the Operational Programmes. The analyses are considered as the first step in development of the strategic plan and served as the basis for defining priorities.


	STRENGTHS
	WEAKNESSES

	General

· Steady GDP growth over the period 2001-2008, until global economic crisis - GDP per person more than doubled 

Transport

· Strategic position in the region favourable for integrating the national transport network to TEN-T within the Pan European Transport Corridors and the South East Europe Core Regional Transport Network

· Developed transport infrastructure; good level of density of rail and road infrastructure and relatively  long length of navigable inland waterways

· Growing demand for freight local transport and international transit after stagnation
Environment

· High level of biodiversity and geodiversity

· Considerable potential of natural resources

· Good progress in harmonisation of legislation with EU acquis
· Adequate volume of water resources

· Kyoto Protocol Institution structure established 

Competitiveness

· Growth in export levels over the last decade

· Net foreign direct investment (FDI) on upward trend over the 2000s (before global economic crisis)
· Government strategies and programmes encouraging sectors driving competitiveness

· Existing and fully functional government support schemes to encourage enterprise start-ups

· High percentage of SMEs in the economy making a growing contribution to both GDP and employment
· High levels of connectivity with the internet among business, including SMEs
Human resources development

· Established legal and strategic framework for HRD policy 

· Established institutional framework and infrastructure for employment and labour market, education and social policies
· Free education for preparatory pre-school, primary and secondary education
· Large-scale reforms engaged  in the employment, education and social sectors and commitment of Government and public to pursue reforms in line with EU trends
· Traditionally higher participation of women in higher education 
· Income equality comparable to levels in EU-27 (Gini coefficient stable at 0.26 in 2008)

	General

· Living standards and income levels (GDP per person) remain low relative to EU-27

· Recent economic growth driven by consumption (leading to high import levels), more than production, suggesting structural imbalance

· Gains in GDP largely through productivity improvements, rather than job creation

· Falling population numbers, due to demographic trends and net migration

· Mismatch between demand for labour and supply - labour force lacks skills needed by the economy

· Growing share of informal economy, but limited information on scope, nature and causes

· Impact of current global financial and economic crisis on Serbian economy and jobs

Transport

· Low levels of maintenance and infrastructure development in recent years

· Lack of continuous financing of infrastructure, including project documentation development

· Infrastructure quality below EU standards and transport network limitations (speed limits, single rail lines, non-electrified rail lines, gauge UIC-C standard, critical sections and UXO in the Danube, poor infrastructure of ports, etc.)

Environment

· Loss of fragile natural habitats; significant soil erosion processes

· Excessive air pollution in industrial zones and in energy and mining regions

· Significant gaps in environmental infrastructure (wastewater treatment, solid waste disposal and treatment, and air pollution abatement)

· Insufficient law enforcement

· Weak municipal, hazardous and industrial waste management system in place

· Excessive water pollution

Competitiveness

· Economy over-dependent on traditional sectors

· Poorly developed supply and value chains and linkages between large enterprises and SMEs, and underdeveloped cooperation among cluster companies

· Regulatory and administrative barriers to enterprise establishment and growth which still remain at both national and local levels 

· Limited provision of information on potential market for Serbian exporters and on Serbian market for potential investors

· Export levels currently too low, insufficient to cover high import penetration, leaving Serbia depending on capital inflows including FDI

· Insufficient capacity and lack of SME knowledge for testing and certification of products and services in Serbia, to access EU and other export markets

· Low total factor productivity (competitiveness) of Serbian SMEs in comparison with SMEs from neighbouring countries

· Very low percentage of R&D expenditure by the private sector (R&D almost entirely by public sector), especially compared to EU-27 levels

· Underdeveloped innovation, technology transfer and ICT infrastructure & limited range of available e-services, especially to businesses through e-Government

· Large disparities between developed and underdeveloped areas, particularly in comparison to EU regional disparities

· Limited availability of business-related infrastructure and services in disadvantaged areas

Human resources development

· Low employment rates and high unemployment rates 
· Large portion of the working-age population is inactive 

· High levels of long-term unemployment

· Regional disparities in levels of employment, unemployment, education and social inclusion; 
· Low levels of labour mobility

· High percentage of  unemployed people belong to vulnerable groups with low employability (people with disabilities, Roma people, refugees, IDPs, returnees, women, youth, older and redundant workers)
· Insufficient budget allocations for ALMPs and insufficient coverage of ALMPs

· ALMPs not sufficiently responsive to labour market requirements and adapted to the specific needs of disadvantaged groups
· Drop-out rates among vulnerable groups much higher than national average; relatively high rate of early school leavers 
· Poor educational achievements compared with OECD averages
· High numbers of illiterate and under-qualified adults

· Education system is reactive, rather than pro-active; mismatch between education and the world of work
· Lack of National Qualifications Framework and absence of system for adult education and lifelong learning
· Low education coverage among children from vulnerable groups, minorities and in rural areas 
· Insufficient capacity at local level to implement effective policies
· Low take-up and inadequate targeting of cash benefits for the poorest (MOP)


	OPPORTUNITIES
	THREATS

	General

· Recovery expected to be led by investment, exports and job creation, as well as higher levels of personal spending

· Political will to carry out economic, social and institutional reforms and pursue EU integration

· Improved social dialogue
· Greater access to and involvement in EU programmes, including Lifelong Learning, Marco Polo, Youth in Action, etc
Transport

· Need to complete the Pan-European Transport Network and the Core Regional Transport Network and improve interoperability, in the interests of Europe

· Increasing demand for fast freight and passenger interregional and transit transport

· Enhancing the potential of Serbia’s transport for higher productivity, and increasing business and job creation by improving the quality of infrastructure and services, and the capacity for intermodal transport growth
Environment

· Approximation with EU norms and standards to improve quality of the environment 

· Increasing public environmental awareness and social corporate responsibility 

· Ongoing introduction of municipal waste management services into Serbia, particularly in rural areas 
· Application of Kyoto Protocol clean development mechanisms and emission trading schemes

Competitiveness

· Scientific tradition and R&D in universities and institutes in major cities (Belgrade, Novi Sad, Niš)

· Extension into international markets and expanding the economy within the Central European Free Trade Area

· Bilateral Free Trade Agreements with expanding economies

· Imminent membership of the World Trade Organisation

Human resources development

· Growing SME sector offers new work opportunities

· Further foreign direct investment offers jobs and skills (re)training for the workforce

· Decentralisation of service delivery and formation of local partnerships
	General

· Weaker than expected recovery from current world financial and economic crisis, undermining business and investor confidence

· Unfavourable demographic trends – low birth rate, ageing population, depopulation of rural areas, and inflow to cities and major towns

· Budgetary and other funding restrictions due to general economic climate

· Underdeveloped transport, environment, economic and social infrastructure – lack of investment holds back job creation

Transport

· Insufficient financing of infrastructure development from all potential sources

· Loss of geographical advantage by slow harmonisation of legislation and implementation of European standards, leading to use of alternative routes and modes

Environment

· Re-starting industrial production in the recovery with obsolete technologies which damage the environment

· Operational costs of new infrastructure cannot be supported due to artificially low water tariffs

Competitiveness

· Potential to secure business and investment is held back by an unfavourable image of Serbia, or lack of knowledge and understanding about its possibilities  and resources

· ‘Brain drain’ out of Serbia, resulting from the state of the economy, exacerbates Serbia’s productivity performance

Human resources development

· Insufficient future economic growth generates too few private sector jobs

· Further restructuring of the economy worsens labour market situation in the short-term, including redundancies from privatisation of state-owned enterprises
· Higher poverty among disadvantaged groups as a result of the economic crisis


The SWOT analyses demonstrate that the challenges faced by Serbia are many and varied.   In the face of finite resources, Serbia must prioritise the existing weaknesses that it shall address and the expected opportunities it should seize. In developing its strategic framework for intervention under IPA Components III and IV, the SCF takes account of the following principles, which guide the programming of EU funding:

· Consistency: the strategy must be compatible with the established priorities of the Republic of Serbia and the European Union, as articulated in laws and regulations, guidelines, strategies, programmes and plans;

· Complementarity and coordination: the strategy must be internally coherent and, at the same time, coordinated with actions funded under other financial instruments, including IPA Components I, II and V, and other national, bilateral and multi-lateral assistance, as well as IFIs;

· Continuity: the strategy must build upon and extend the interventions made under previous EU pre-accession assistance, especially CARDS and IPA Component I (annual programmes from 2007-2010), including recent and ongoing investment in strategic planning, legislative and administrative reform, acquis harmonisation, project preparation and institutional capacity-building; 

· Concentration: the strategy must deploy limited IPA resources in the most efficient and effective way, by ensuring that they are targeted on a few major themes, sectors or areas, in order to maximise the impact of funding;

· Partnership: the strategy is built on the involvement of all interested social partners through all relevant programming stages. Participation of partners improves the quality of the strategy, contributes to a wider consideration of development principles, brings tangible social and environmental benefits, and contributes overall to a more effective use of scarce public resources. 
The following section sets out how the findings of the macro, socio-economic and SWOT analyses, and the above principles of programming, combine to shape the framework for strategic and coherent intervention under IPA Components III and IV.

3.
OBJECTIVES AND CONSISTENCY

3.1
Objectives to be pursued under IPA Components III and IV

In accordance with the IPA regulations and Framework Agreement, the purpose of IPA components III and IV is two-fold:

· Policy development through implementation of operations consistent with relevant EU and national priorities; and
· Preparation for the programming, management and implementation of Structural Funds and Cohesion Fund.

In addition to the economic, societal and environmental effects of IPA, the principal benefits will accrue to Serbia from ‘learning by doing’, through the experience of multi-annual programming and programme management, developing institutional capacity, and applying IPA systems and procedures which mirror the rules under Structural Funds and Cohesion Fund, within a pre-accession environment.

In this context, the overarching goal of the SCF is: to stimulate Serbia’s sustainable socio-economic development and accelerate Serbia’s readiness to join the European Union.  

Economic development is conventionally measured by levels of Gross Domestic Product (GDP) and GDP per person. GDP growth is achieved by driving up productivity or employment levels, and ideally both.

Productivity is at the heart of Serbia’s ‘competitiveness’: the capacity to optimise all the indigenous assets of the economy, to produce goods and services that meet the needs of domestic and international markets, and hence to raise the real incomes and well-being of its citizens on a sustainable basis. The principal drivers are competition (the openness of an economy to new businesses and ideas), the competitiveness of its business base, levels of innovation, education and skills, and investment in infrastructure and productive capacity. Economic development also depends on the performance and productivity of the public sector, including macro-economic and financial stability, solid foundations in laws, regulations and infrastructure, a modern and efficient public administration. Equally, development depends on the effective interaction between public, private and voluntary sectors, and the agglomeration economies that come through clustering – geographic concentrations of interconnected companies, specialised suppliers, service providers and associated institutions.  

Employment growth requires job creation in the formal economy, but also depends on the supply and quality of human resources, meaning a suitably educated and skilled labour, and a fully functioning labour market, including awareness of employment opportunities, accessibility and labour mobility.   

GDP and job growth are measures of economic performance, but development is equally a matter of equity and social cohesion. Socio-economic development takes account of the extent to which people are able to access opportunities and to share in the benefits of growth, which inevitably has a spatial dimension, as well as focusing on social inclusion and integration, gender equality and tackling discrimination and favouritism. The informal economy provides alternative sources of employment for some groups, but ultimately undermines cohesion, taking people outside formal structures of social protection and denying the public sector the revenue base it needs to generate growth and provide welfare.

The ultimate aim of public policy is to improve the quality of life for existing and future generations, and hence stimulating sustainable socio-economic development, which means taking account of the impact of interventions on the environment, and the capacity to ensure development is renewable and ongoing.

The SCF will be implemented through two multi-annual Operational Programmes for 2012-2013:

· Operational Programme for Economic Development (OP-ED)

· Operational Programme for Human Resources Development (OP-HRD)

In the context of this goal, the finite resources available under the SCF, and following the principles of concentration, consistency, complementarity, coordination, continuity and partnership, it is proposed that the objectives of each OP will be as follows:

Economic Development OP

· To advance the completion, modernisation and sustainable development of the Serbian railway and inland waterway transport system within the Pan-European Corridors X and VII, to the required capacity levels and quality standards relevant to the TEN-T network;

· To improve environmental protection through investment in environmental infrastructure for waste management, water supply, wastewater treatment and improvements in air quality, and creating conditions for sustainable development, in line with the EU acquis;

· To increase the productivity and competitiveness of Serbia’s new and established SMEs, their internationalisation and capacity to innovate, by creating a more favourable environment, customised business services and infrastructure investment, with special focus on under-developed areas.

Human Resources Development OP

· To increase access to formal employment opportunities and enable a more inclusive labour market, by developing local employment policies, increasing the coverage and relevance of ALMP and improving labour standards in line with EU trends;

· To  facilitate lifelong learning and greater relevance of education to the world of work, by developing further the NQF, building the VET system and promoting inclusive education from pre-school onwards;
· To support the social inclusion of disadvantaged and vulnerable groups and their long-term labour market integration, through cross-sectoral approaches and local partnership-based initiatives.

An objective that is common to both OPs is: to enhance and reinforce Serbian capacities, in the context of the EU pre-accession process, for management of Structural Funds and the Cohesion Fund.  
In developing these objectives, the SCF recognises that public spending, including IPA assistance, is a potentially powerful enabler of sustainable socio-economic development, but is not the only policy instrument at the Government’s disposal. Policy objectives can sometimes be better met through other measures, including regulation, deregulation or improved administration. The philosophy behind the SCF is to select the most effective instrument to meet identified needs. In this way, IPA assistance will be carefully targeted where it is most appropriate, either in providing direct investment through works and/or supplies contracts, or indirect advice and assistance through service contracts or grant schemes.

This philosophy is also designed to avoid negative costs or effects from IPA. Public spending can sometimes have negative effects on sustainable socio-economic development, by distorting markets and displacing private sector activity which would otherwise take place. Misspent or misdirected public funding programmes can be toxic for economic change. IPA assistance will be directed to correcting market failures or distortions, investing in public infrastructure and enabling private sector activity to flourish, thereby generating a stronger economy and employment opportunities.  The SCF is based on a clear justification for each strategic priority under IPA, and hence provides the rationale for each measure and the selection of individual projects, based on analysis, needs assessment, objectives and expected outcomes. 

3.2
Consistency with EU priorities

The overall goal of stimulating sustainable socio-economic development in Serbia and accelerating Serbia’s readiness to join the European Union, and the strategic objectives for each sector under IPA Components III and IV, are fully in line with the European Union’s priorities as articulated in:

· The mid-term objectives in the European Partnership;

· The Community Strategic Guidelines on Cohesion for 2007-2013;

· Europe 2020 - a European strategy for smart, sustainable and inclusive growth.  

3.2.1
The European Partnership

The mid-term objectives of the European Partnership
, adopted by the Council of the European Union, set out specific challenges for Serbia to meet the requirements of EU membership, within the context of the Stabilisation and Association process (SAp). Some of these priorities, when enacted, will set the context for the programming of IPA III and IV in Serbia. Others provide the framework for actual assistance under the SCF and OPs, namely:

Transport

· Strengthen further administrative capacity, including project preparation for large investments and maintenance of infrastructure;
· Continue implementation of the Memorandum of Understanding on the Development of the South East Europe Core Regional Transport Network and strengthen cooperation with the South East Europe Transport Observatory.
Environment

· Adopt and start implementing strategies on air pollution, waste management and nature protection;
· Implement fully the national environmental protection strategy and the water strategy;
· Implement the multi-annual plan for financing the environmental protection policy, including for investment;
· Finalise construction of a facility for treatment and safe disposal of hazardous waste.
Competitiveness

· Improve the business environment to increase greenfield foreign direct investment;
· Continue the implementation of the European Charter for Small Enterprises
.
Human resources development

· Improve the education system with the aim of increasing skills which fostering employment opportunities and long term economic growth;
· Adopt a national qualifications framework for vocational and education training; 

· Promote regional cooperation in the field of higher education;

· Adopt measures to increase school enrolment rates at secondary level of children of all communities;

· Reform the childcare system and ensure mainstream education for children from minorities;

· Continue de‑institutionalisation, community‑based services and aid to dependent persons, including in the field of mental health;

· Improve the protection of women's and children's rights;
· Ensure that constitutional provisions on cultural and minority rights and protection of minorities are observed and fully implement the strategies and action plans relevant to integration of Roma, including returnees;

· Implement the anti‑discrimination legislation;

· Continue efforts to integrate and improve the conditions for children with disabilities;

· Provide sustainable solutions for the integration of readmitted persons;

· Further develop social inclusion and social protection policies;

· Take further efforts to improve the situation of persons with disabilities.

3.2.2
The Community Strategic Guidelines on Cohesion

The SCF has also been prepared to move Serbia closer to the Lisbon
 and Gothenburg
 agendas, as articulated through the Community strategic guidelines (CSG) on economic, social and territorial cohesion for 2007-2013
.  

The CSG state that the programmes supported by the EU’s cohesion policy in the 2007-2013 financial perspective should seek to target resources on the following three priorities:

· Improving the attractiveness of Member States, regions and cities by improving accessibility, ensuring adequate quality and level of services, and preserving the environment;
· Encouraging innovation, entrepreneurship and the growth of the knowledge economy by research and innovation capacities, including new information and communication technologies; and

· Creating more and better jobs by attracting more people into employment or entrepreneurial activity, improving adaptability of workers and enterprises and increasing investment in human capital. 

The objectives of the SCF are entirely compatible with these three priorities of the CSG.

While the CSG is intended to guide the implementation of the Structural Funds and Cohesion Fund, which have a far greater scope than IPA, the SCF and OPs will follow the most appropriate guidelines for action in the CSG, as they relate to each of the themes under IPA components III and IV below.
Transport
Guideline 1.1.1: Expand and improve transport infrastructures

The CSG highlights the role of efficient, flexible, safe and clean transport infrastructure as a necessary precondition for economic development, increasing efficiency, stimulating productivity, boosting opportunities for trade, and integrating national markets.

In order to maximise the benefits deriving from transport investments, the CSG proposes that assistance should be based on a number of principles:
· Objective criteria should be used to determine the level and nature of the infrastructure investment to be undertaken, including the level of economic development, the prevailing density and quality of infrastructures or the degree of congestion, while due account should also be taken of environmental and social implications of prospective infrastructure projects. 

· The principle of environmental sustainability should be respected to the greatest possible extent; shifts to the more environmental friendly modes should be pursued, while the environmental and general performance of each mode of transport should be optimised, in particular concerning the use of infrastructure within and across the different modes. 

· Particular attention should be paid to modernising the railway system by carefully selecting the priority sections, ensuring their interoperability within the framework of the European Rail Transport Management System (ERTMS).
· Investments in transport infrastructure should be accompanied by proper traffic management, with particular attention to safety, in accordance with national and EU standards, taking into account the need to achieve a balanced (and clean) modal split that serves both economic and environmental needs. 
These principles will be fully integrated into the selection of operations under the OP to achieve the SCF’s strategic priority for transport investment in the TEN-T network.

Environment
Guideline 1.1.2: Strengthen the synergies between environmental protection and growth

The CSG highlights the three contributions that environmental investments can make to the economy: ensuring the long-term sustainability of economic growth, decreasing external environmental costs to the economy (e.g. health costs, clean-up costs or damage recovery) and stimulating innovation and job creation. 
In this context, the CSG proposes the following guidelines for action:
· Addressing the significant needs for investment in infrastructure to comply with environmental legislation in the fields of water, waste, air, nature and species protection and bio-diversity.
· Ensuring that attractive conditions exist for businesses and their highly skilled staff, by promoting land-use planning which reduces urban sprawl, and by rehabilitating the physical environment, including the development of natural and cultural assets. Investments in this area should be clearly linked to the development of innovative and job-creating businesses on the sites concerned.
· Promoting, in addition to the investments in sustainable energy and transport covered elsewhere, investments that contribute to the EU-Kyoto commitments.
· Undertaking risk prevention measures through improved management of natural resources, more targeted research and better use of ICTs, and more innovative public management policies including, for example, preventive monitoring.

Given resource constraints under IPA III, compared with the considerable scale of investment need, the strategic priority of the SCF is oriented on the first guideline, ensuring compliance with environmental legislation, specifically through infrastructure investment in the fields of water, waste and air, while increase energy efficiency and maintaining sustainable use of resources.
Competitiveness

Guideline 1.2.1: Increase and better target investment in RTD
The CSG notes that research and technological development (RTD) in the less developed territories should be developed around existing poles of excellence. The specific guidelines include:

· Strengthening cooperation among businesses and between businesses and public research/tertiary education institutions.
· Supporting RTD activities in SMEs and technology transfer (enabling SMEs to access RTD services in publicly funded research institutions).

· Strengthening R&D capacity building, including ICT, research infrastructure and human capital in areas with significant growth potential.
In this context, the strategic priority for competitiveness focuses on assistance to RTD institutions and their relationships of cooperation and collaboration with business, especially SMEs.

Guideline 1.2.2: Facilitate innovation and promote entrepreneurship
The CSG identifies innovation as an overarching priority for cohesion policy, with the objective of fostering a business climate which promotes the production, dissemination and use of new knowledge by firms.  The specific guidelines include:

· Making regional RTD innovation and education supply more efficient and accessible to firms, in particular SMEs.
· Providing business support services to enable enterprises, and in particular SMEs, to increase competitiveness and to internationalise, in particular by seizing the opportunities created by the internal market.  
· Ensuring full exploitation of European strengths in the area of eco-innovation, together with the improvement of SME practices through the introduction of environmental management systems. 

· Promoting entrepreneurship and facilitating the creation and development of new firms, with emphasis on promoting spin-out and spin-off companies from research institutions or firms using a variety of techniques.
The strategic priority for competitiveness will allow the funding of business advisory and infrastructure services, the attainment of European standards (including environmental management) and the facilitation of exporting, and the creation of new businesses from research institutions.

Guideline 1.2.3: Promote the information society for all

According to the CSG, policy measures in the area of ICT dissemination should focus on connectivity.  Resources available under IPA component III are too restricted in scale and scope to finance investment in ICT infrastructure, but the relevant guideline for ICT services is as follows:

· Ensuring uptake of ICTs by firms and households and promoting development through balanced support for the supply and demand of ICT products and both public and private services, as well as through increased investment in human capital. 

Given resource constraints under IPA III, the strategic priority for competitiveness focuses on the development of e-business and e-government services to business.

Human resources development

Guideline 1.3.1: Attract and retain more people in employment and modernise social protection systems

In the framework of the Commission’s Employment Guidelines, the specific guidelines of the CSG are as follows:
· Implementing employment policies aimed at achieving full employment, improving quality and productivity at work, and strengthening social and territorial cohesion.
· Promoting a life-cycle approach to work.
· Ensuring inclusive labour markets, enhance work attractiveness, and make work pay for job-seekers, including disadvantaged people, and the inactive.

· Improving the matching of labour market needs.
The CSG notes the primacy of efficient and effective labour market institutions, notably employment services that can respond to the challenges of rapid economic and social restructuring and demographic ageing, in order to support service delivery to job seekers, the unemployed and disadvantaged people.  An important priority is to strengthen active and preventive labour market measures, and to ensure inclusive labour markets for people at a disadvantage or at risk of social exclusion, such as early school-leavers, the long-term unemployed, minorities and people with disabilities.  This calls for an even broader range of support to build pathways to integration and combat discrimination. The aim should be to:
· Improve their employability by enhancing participation in vocational education and training, rehabilitation and appropriate incentives and working arrangements, as well as the necessary social support and care services, including through the development of the social economy.
· Combat discrimination and promote the acceptance of diversity in the workplace through diversity training and awareness-raising campaigns, in which local communities and enterprises would be fully involved.
The strategic priorities for employment and social inclusion take on board the holistic approach to raising employment levels and opportunities, especially among the most vulnerable groups.

Guideline 1.3.3: Increase investment in human capital through better education and skills

To enhance access to employment for all ages and to raise productivity levels and quality at work, there is a need to step up investment in human capital and to develop and implement effective national lifelong learning strategies for the benefit of individuals, enterprises, the economy and society.  In the framework of the Employment Guidelines, the specific guidelines for action in the less developed territories include:

· Ensuring an adequate supply of attractive, accessible and high quality education and training provision at all levels.

· Supporting the modernisation of tertiary education and the development of human potential in research and innovation, through post-graduate studies, further training of researchers, and attracting more young people into scientific and technical studies,

· Promoting the quality and attractiveness of vocational education and training, including apprenticeships and entrepreneurship education,

· Ensuring, where appropriate, greater mobility at regional, national or transnational level, and promoting frameworks and systems to support the transparency and recognition of qualifications and the validation of non-formal and informal learning.

· Investing in education and training infrastructure including ICTs, where such investments are necessary for the implementation of reform and/or where they can significantly contribute to increasing the quality and effectiveness of the education and training system.
Within the resource constraints of IPA IV, the strategic priority for education focuses on strengthening education and training provision, and particularly the frameworks for ensuring transparency and recognition of qualification and validation of learning, and the quality and attractiveness of VET.

3.2.3
Europe 2020 

The SCF also adopts the priorities of Europe 2020, as proposed by the European Commission to the European Council in March 2010, within a Serbian context.  

As a Europe-wide strategy which will be implemented at the national level and therefore attuned to national circumstances, Europe 2020 sets out a vision of Europe's social market economy delivering high levels of employment, productivity and social cohesion, and based on three mutually reinforcing priorities:

· Smart growth: developing an economy based on knowledge and innovation;

· Sustainable growth: promoting a more resource efficient, greener and more competitive economy;

· Inclusive growth: fostering a high-employment economy delivering social and territorial cohesion.

The objectives of the SCF are fully compatible with the three priorities of Europe 2020.

In order to establish a clear direction, the Commission has proposed a series of headline targets for the EU as a whole, which will be converted into national targets and trajectories for Member States (subject to the agreement of the targets by the European Council meeting in June 2010).  
The Commission has also put forward seven flagship initiatives. Their relationships with the themes in the SCF are set out below.
Transport and Environment

The Commission has proposed one flagship initiative under Europe 2020, which covers both transport and environment:
· "Resource efficient Europe" - to help decouple economic growth from the use of resources, support the shift towards a low carbon economy, increase the use of renewable energy sources, modernise the transport sector and promote energy efficiency.

The strategic priorities of the SCF envisage a modernised and greener transport sector (rail and inland waterways), while assisting Serbia to become more efficient in its resource utilisation by investing in basic environmental infrastructure.  Given limited resources and the urgency of repairing existing basic environmental infrastructure, , support to renewables and energy efficiency will be considered in the future programming cycles.

Competitiveness

The Commission has proposed three flagship initiatives in the field of competitiveness, and which are well aligned with the priorities of the SCF:

· "An industrial policy for the globalisation era" - to improve the business environment, notably for SMEs, and to support the development of a strong and sustainable industrial base able to compete globally;

· "Innovation Union" - to improve framework conditions and access to finance for research and innovation so as to ensure that innovative ideas can be turned into products and services that create growth and jobs;
· "A digital agenda for Europe" - to speed up the roll-out of high-speed internet and reap the benefits of a digital single market for households and firms.

The strategic priority of the SCF focuses on upgrading the business environment, helping SMEs to compete more effectively in domestic and international markets, investing in innovation of new materials, products, services and processes, and stimulating take-up of digital services by enterprises.

Human resources development

The Commission has proposed three flagship initiatives in the field of HRD, and which are closely aligned with the priorities of the SCF:

· "An agenda for new skills and jobs" - to modernise labour markets and empower people by developing their skills throughout the lifecycle with a view to increase labour participation and better match labour supply and demand, including through labour mobility;

· "Youth on the move" - to enhance the performance of education systems and to facilitate the entry of young people to the labour market; and

· "European platform against poverty and social exclusion " - to ensure social and territorial cohesion such that the benefits of growth and jobs are widely shared and people experiencing poverty and social exclusion are enabled to live in dignity and take an active part in society.
The strategic priorities of the SCF are fully aligned with the direction of these initiatives, in terms of action on modern employment policies, strengthening the education system and its relationship to labour market needs, and enhancing social cohesiveness.   

3.3
Consistency with national priorities

The analysis in chapter 2 and the objectives in section 3.1 are fully compatible with the priorities of the Government of Serbia, as articulated in its national strategies, programmes and action plans.  In particular, the Needs Assessment and the National Programme for Integration (NPI) elaborate Serbia’s short-term and mid-term priorities for attaining EU membership, including acquis compliance, and is reflected in the formulation of SCF and OP objectives and the focus of each OP and its measures. A comprehensive account of these documents, which have been taken into account, is provided in Annex 4, including the date of publication, responsible ministry and relationship to the sectors in the SCF. Only the most relevant strategies, programmes and plans are summarised below.
3.3.1
National priorities for transport

The objective of taking forward the modernisation of the Pan-European transport corridors is set out in the Strategy of Railway, Road, Inland Waterway, Air and Intermodal Transport Development in the Republic of Serbia. This covers the period 2008-2015 and identifies the following priorities: 
· Integration of Serbian transport network into TEN-T;

· Corridor X; and routes 3, 4, 5, 6, 7, 10, 11 of the South-East Europe Core Regional Transport Network (and their links) for railway and road transport development;

· Corridor VII: Rehabilitation of inland waterways through river training, cleaning, deepening, installing signalisation and communication (and by ensuring their maintenance);

· Strengthening intermodal transport: creation of intermodal terminals on key corridors, and harmonising the legal framework with that of the EU by 2010;

· Increase of traffic safety and security of transport system.

This Strategy is partly implemented through the National Plan of the Republic of Serbia for Road and Railway Infrastructure Development, which was adopted by 2008 Decision of the National Council for Infrastructure and the Government of the Republic of Serbia, and lays out key projects/sections for railway and road corridors for 2008-2012.

The Strategy also takes forward the Memorandum of Understanding on the Development of the South-East Europe Core Regional Transport Network, signed in 2004, which includes the following priorities:

· The South East Europe Core Regional Transport Network (the basis of which are: Corridors V, VII, VIII and X);

· Administrative/regulatory procedures;

· Ancillary installations: signalling, installations for traffic management or toll charges, access links, border crossing stations, service stations, and freight and passenger terminals.

It is also consistent with the Master Plan and Feasibility Study: Inland Waterway Transports for Serbia, and evolved into the General Master Plan for Transport in Serbia, that rolls out priority projects for implementation up to 2027.

3.3.2 National priorities for environment

The provisions of the National Sustainable Development Strategy cover both the short-term (2009-2011) and longer term (2009-17) and focus on establishing a balance between the three pillars of sustainable development: sustainable economic growth, sustainable social development and environmental protection. The Strategy also outlines social-economic conditions, environment and natural resources, institutional framework, financing, monitoring and implementation of the Strategy.

The National Programme of Environmental Protection lays down a set of objectives for Government policy over 2010-2019 at three levels: short-term (2010-2014), which are considered the most relevant to the SCF; continuous (over the whole period of the National Programme); and medium-term (applying to the 2015-2019 period only), as follows:

Waste management
Short term objectives (2010-2014): 
·  Harmonised national waste management regulations with EU legislation;

· To develop regional and local waste management plans;
· Expand waste collection to 75% of population;
· To establish Hazardous waste management system;
· Increase recovery and recycling of packaging waste to 25% of volume;
· To improve  system of special waste streams management (waste tires, waste oils, waste vehicles, batteries and waste batteries;
· Executed a detailed geological, hydro geological and engineering geological research for micro location for  municipal and hazardous waste;
· To develop information system  of waste management; 

· To develop programme of animal waste. 
As one of the continuous objectives for period 2010-2019, the National Programme defines “Construction of regional waste management centers in compliance with Landfill Directive 99/31/EC and relevant national legislation”.
Water management
Short term objectives (2010-2014): 
· Adopted a strategic framework on the protection and sustainable use of water;
· Removed overlapping responsibilities in the areas of water management and water protection and enhanced inter-institutional coordination in the field of water;
· Strategy monitoring of surface and groundwater in the Republic of Serbia and the Action Plan;

· Prepare the balance of groundwater reserves in the entire territory of the Republic of Serbia, based on surveys of underground water; 
· Developed and upgraded Geological Information System of Serbia; 
· Defined protection zone of all sites and ground water reservoirs used for water supply;
· Adopted a strategy for geological study of groundwater;
· Implemented fully water information system of the Republic of Serbia;
· Develop missing components of the information system of water quality;
· Develop a register of sources of water pollution in the Agency for Environmental Protection;
· Harmonised national water management regulations with EU legislation, which will be continuous priority until 2019 as well.

Air quality
Short term objectives (2010-2014): 
· Adopted the Strategy of air protection and its Action Plan ;
· Harmonized national regulations relating to the requirements and monitoring air quality and emissions into the air with EU legislation;
· Defined zones and agglomerations, prepared plans for air quality in zones and agglomerations in which the air is a third category in accordance with the Law on Air Protection;
· Improved monitoring program and evaluation of air quality;
· Developed registry of sources of air pollution emissions and income, as well as the inventory of gases with greenhouse and accidentally discharged chemicals with POPs;
· Developed plan of gradual exclusion from the use of HCFC. 
The Waste Management Strategy also sets out short-term objectives for 2009-2014, as follows:

· Harmonise national waste management regulations with EU legislation;

· Prepare national plans for special waste streams;
· Develop regional and local waste management plans till the end of 2014;

· Expand waste collection to 75% of population till the end of 2014; 

· Develop a system of a primary selection of waste in municipalities;

· Establish 12 regional waste management centres by the end of 2014;
· Establish hazardous waste management system;
· Establish specific waste streams management system;

· Establish medical and pharmaceutical waste management system;

· Establish animal waste management system;

· Encourage use of waste as an alternative fuel in cement plants, steelworks plant and thermal plants in line with principle of hierarchy of waste;

· Cleanup existing dumpsites  that pose the greatest environmental risk and Hot-spot locations;
· Establish systems of special waste streams management, medical and pharmaceutical waste management and animal waste management.  
Investing in waste and water management, and improving air quality, have been integrated into Serbia’s Needs Assessment Document (NAD), which sets out the Republic’s priorities for EU and donor assistance in 2011-2013. 
Similarly, the Energy Sector Development Strategy formulates objectives up to 2015, as follows:

· Continuous technological modernisation of existing energy facilities / systems / sources;
· Economical use of quality energy products and increase of the energy efficiency in the production, distribution and utilisation of the energy by end consumers; 

· Sustainable production and use of energy;
· Use of new renewable energy sources and technologies; 

· Urgent investments in new power sources (e.g. combined cycle gas-steam thermal energy installations); 

· Creation of links to pan-European distribution networks. 
The Energy Development Strategy includes an Environment Protection Programme which covers protection of air quality. 

3.3.3 National priorities for competitiveness

The Regional Development Strategy of the Republic of Serbia for 2007-2012 is one of the main planning documents which aim is to stimulate balanced regional development of the Republic of Serbia by: 

· Enhancing regional competitiveness;

· Reducing regional discrepancies and poverty;

· Alleviation of regional disparities and poverty;
· Curbing negative population trends;
· Continuation of the decentralisation process;
· Economic integration of Serbian communities in Kosovo and Metohija (under UN1244); and
· Building institutional regional infrastructure.
The National Strategy for Economic Development, covering 2006 to 2012, aims to create an attractive business environment, as a basic condition for increasing the overall competitiveness of the Serbian economy, through:

· Acceleration of privatization and restructuring of existing enterprises;

· General policies on enhancing competitiveness including simplifying the legislative framework and support SME establishment and growth;

· Stimulating export and foreign direct investments;

· Stimulating the development of high technology sectors.

Second, it aims to stimulate knowledge-based development, through: 

· Continuation of education reforms ;

· Reform goals in secondary, college and university education; 

· Employment and human resources management; 

· Research and technological development; 

· Development of information and communication technology;

· Development of efficient economic infrastructure: energy, transport, water, etc. 

· Balanced stabilising, developmental and social role of the state;

· More balanced regional development.

The Strategy for Development of Competitive and Innovative Small and Medium-sized Enterprises for 2008-2013 is based on five pillars:

· Promotion and support for entrepreneurship and business start-up;

· Human resources for a competitive SME sector;
· Financing and taxation for SMEs;

· Competitive advantages for SMEs in export markets;

· Legal, institutional and business environment for SMEs in Serbia.

Furthermore, in terms of strengthening competitiveness from the research and development angle, the Scientific and Technological Development Strategy of the Republic of Serbia over 2010-2015 focuses on: 
· Redefining national priorities for investment in science and technology in order to establish a sustainable economy and society;

· Improving partnership and systems for supporting talented young researchers through higher education and job opportunities in the field of science;

· Increasing and diversifying R&D expenditure, as well as investing 300 million Euros in infrastructure.

3.3.4 National priorities for human resources development

The main objective of the National Employment Strategy for the period 2011-2020 is the augmentation of employment in Serbia. The ambition is to raise the employment rate for the population aged 20-24 from the current 48% to 66% in 2020. In order to achieve this objective, the Strategy defines programmes, measures and activities articulated around four priorities: 

· Employment promotion in less developed regions and development of regional and local employment policy;
· Human capital promotion and greater social inclusion;
· Improvement of institutions and labour market development; 

· Reduction of labour market dualities.
The strategy reflects the current labour market challenges in Serbia. It also makes reference to the objectives of the Europe 2020 strategy and the integrated guidelines for the economic and employment policies of member states. From this point of view, the strategy represents Serbia’s policy response regarding employment to the challenges identified in the integrated guidelines. The strategy makes clear that Serbia is committed to making progress towards Europe 2020 headline targets but defines its own trajectory and targets to take into account the country’s needs, starting point and specificities. The National Employment Strategy is implemented through National Action Plans for Employment on an annual basis. 
The following priorities for reforming the VET sector are not time limited and were adopted as part of the National Strategy for the Development of Vocational Education:
· Ensuring ministerial cooperation in particular in preparing and adopting legislation;

· Increasing financial investment and improving system for financing policies;

· Developing national standards for education programmes and national qualification framework;

· Continuing development of modular programmes;

· Achieving a better balance between general and vocational education;

· Defining educational and professional profiles in line with market needs;

· Developing accreditation and certification systems for educational institutions and programmes;

· Rationalising the network of secondary vocational schools;

· Increasing capacity and quality of vocational schools;

· Developing social dialogue;

· Developing a transparent, efficient and fair evaluation system of educational achievements;

· Creating conditions for continuing vocational education;

· Improving equipment and material conditions;

· Supporting greater autonomy and responsibility of vocational schools.

The main priorities of the Strategy for Adult Education, which again is not time limited, include: 

· Establishing partnership mechanisms between social partners;
· Demarcation of responsibilities and competencies between ministries;
· Development of adult education programmes (primary and vocational);
· Promotion of capacity and quality of adult education and training.
The Government also adopted the Social Welfare Development Strategy which, in line with European objectives, has an overarching goal to develop integrated social welfare to ensure protection of the poorest citizens and to improve quality of life of vulnerable and marginalized individuals and groups by empowering them for productive life in society. More specifically, the strategy also identifies two key reform objectives:

· Improvement of social welfare for the poorest citizens by securing an "existential minimum" and a more efficient system of financial support;
· Development of a network of community-based services, by introducing an integrated approach to identifying beneficiaries’ needs and planning of community-based services, introducing a "system of quality" into social welfare and facilitating territorially and functionally accessible services.  
The provisions of the Social Welfare Development Strategy remain relevant today, but are expected to be superseded by the preparation of a Joint Inclusion Memorandum, in readiness for Serbia’s achievement of EU candidate country status.

The Government adopted the First National Report on Social Inclusion and Poverty Reduction in the Republic of Serbia in March 2011. The Report covers the period between 2008 and 2010 and contains: an overview of the legal, strategic and institutional frameworks relevant for social inclusion and poverty reduction, an analysis of the state of affairs in the relevant areas, and an overview of implemented measures, conclusions and challenges, as well as the main future lines of action. The OP will be fully aligned with this assessment and direction.

3.4
SCF internal consistency

In order to paint an accurate picture of the state and the needs of transport, environment, competitiveness and human resource sectors, the SCF has first laid out precise socio-economic analyses, as well as a SWOT assessment for each of these sectors. 

Based on those analyses, objectives were formulated for each of the four sectors with the aim to genuinely contribute to their improvement under IPA III and IV, as well as to, in general, stimulate Serbia’s sustainable socio-economic development and accelerate Serbia’s readiness to join the EU.  

To further underline the relevance of objectives pursued under IPA III and IV, the SCF juxtaposes them against European Union, as well as, Serbian national priorities contained in various strategic documents. 

The SCF then briefly describes Operational Programmes - Economic Development and Human Resource Development - and presents an indicative breakdown of the financial allocations for them, which was weighted and balanced against priorities and objectives identified in the in socio-economic and SWOT analyses.

Finally, the SCF illustrates sectoral, geographical and partnership arrangements, coordination with other national programmes and relevant external assistance, as well as complementarities and synergies between the OPs and other IPA components, assuring consistency not only throughout the SCF, but the overall purpose of IPA III and IV.

Such a demanding process required an enormous amount of coordination and commitment on the part of all those engaged. It is therefore important to highlight the role of the relevant ministries in identifying and moulding key aspects of this complex process. Through the four Working Groups (WGs) on each of the four sectors covered by IPA components III and IV (Transport, Environment, Regional Competitiveness and Human Resource Development), the relevant ministries, together with the SCO and the Technical Assistance team, were able to define, and later fine-tune, the socio-economic and the SWOT analyses, as well as objectives, and link them to European Union and national priorities (for details on partnership engagement in the SCF’s development, see sections 1.2 and 6.1). 
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4.
OPERATIONAL PROGRAMMES
The following section provides a brief description of the main strategic priorities, and hence priority axes, under each OP.  

4.1
Operational Programme for Economic Development

Priority Axis 1: Transport

This priority axis will focus on improvement of the capacity and quality of transport infrastructure and enhancement of transport services, within the Pan-European Transport Corridors and the Core Regional Transport Network. 

More specifically, the assistance under IPA will prioritise two modes of transport infrastructure for support: the railways and inland waterways. The railway infrastructure will be upgraded and modernised within the Pan-European Corridor X (Salzburg - Ljubljana - Zagreb - Beograd - Niš - Skopje - Veles – Thessaloniki) and its branches Xb (Beograd-Budapest) and Xc (Niš-Sofia), the core corridor connecting the main Serbian cities with the neighbouring countries, to reach European standards. Navigation conditions within the Pan-European Corridor VII will be improved, by training works, eliminating critical sections and improving navigation and safety conditions in the Danube River, 2,300km long, to reach the requirements of the Danube Commission and in line with the forthcoming EU Danube Strategy. Support will also be directed towards the preparation of further rail and inland waterways projects for investment, to EU standards.

The completion and modernisation of the transport network to required capacity and standards will affect transport efficiency, safety, security and interoperability, and thereby promote higher levels of productivity in the Serbian transport sector and wider economy and support business and job creation as well as international economic cooperation.

Priority Axis 2: Environment

This priority axis will aim to improve the state of the environment in Serbia, by protecting and improving the quality of environment, and building on the ongoing progress in harmonising the EU environmental acquis, with direct investment in waste management, water supply and wastewater treatment, and improving air quality.

Integrated regional waste management centres will be constructed and systems established, including facilities for separation and sorting, recycling and biological treatment of waste.  Establishment of fully-functional regional waste management systems is the core theme of the new Waste Management Strategy (2010-2019) and is the pre-requisite for fulfilling the requirements of investment-heavy EU waste directives
.  

The public water supply and treatment network will be extended, though rehabilitation of existing networks and construction of new ones, according to relevant EU Directives and standards. The priority axis will support the rehabilitation and construction of public wastewater collection and treatment systems, in order to protect receiving waters and help fulfil the key requirements of the EU’s Urban Wastewater Treatment Directive
.  

The rehabilitation and construction of facilities at Thermal Power Plants (TPPs) will be assisted, in order to reduce harmful emissions, such as SO2 (sulphur dioxide), NOx (nitrogen oxides) and particulates, thus helping to fill the key requirements of the EU’s Large Combustion Plants Directive
. 

Support will also be directed towards the preparation of further environmental projects for investment, to enable the implementation of the EU acquis.

Priority Axis 3: Competitiveness

This priority axis will seek to improve the competitiveness of Serbian economy by: (i) making critical aspects of the enabling environment more conducive to enterprise establishment and growth in the global market; (ii) development of the knowledge-based economy through transferring technology from research institutions to enterprises and encouraging greater innovation amongst SMEs; and (iii) facilitating development of local economic potential and providing the business-related infrastructure and support services essential to enterprise growth in the lagging behind regions.   
The improvement of the enabling environment will be a key objective through actions to extend support services for growth oriented SMEs (strategic planning, export advice, e-business readiness, quality management, etc.). It will also include support for the development of services for export SMEs and linking local SMEs and inward investors, introduction of new Government-to-Business services aimed at reducing the regulatory compliance burden, as well as further development of conformity assessment institutions, preparation of the new SME policy document, introduction of new policy approaches and EU trends relevant to SME development, design of new SME support programmes and instruments, and establishment of system for monitoring and evaluation of SME support programmes and instruments.

Serbia’s existing excellence in research and development will be capitalised on to improve the competitiveness of enterprises through the development of key elements of the national technology transfer infrastructure and actions to encourage effective cooperation between research institutions and the SME sector.

Enterprise formation and growth within the poorest regions will be supported through development of infrastructure in their possible growth poles to encourage business development and more easily attract FDI, in order to realise the potential of these local and regional economies.
Priority Axis 4: Technical assistance

This priority axis will support the effective and efficient management of the OP, the absorption of IPA assistance, and preparation for future programming periods, including the design and development of sectorial strategies, and identification of operations for elaboration into mature and high-quality proposals.

Support will be provided for preparation, implementation, financial management and control, monitoring and evaluation of the OP’s implementation, information, publicity and visibility, and to develop the administrative capacity for managing the OP. The priority axis will ensure that the public, and potential beneficiaries and end recipients, are well informed about IPA support from the EU, and able to prepare projects and apply for IPA assistance, especially in future funding perspectives. 
4.2
Operational Programme for Human Resources Development

Priority Axis 1: Employment and the Labour Market

This priority axis will seek to improve the take-up of job opportunities as Serbia emerges from recession, by reducing the unemployment and inactivity rates in Serbia. The priority axis will invest in active labour market policies, look to reduce the scope of the informal economy through better intelligence and enforcement of existing laws and inspectorate networks, and encourage greater labour market flexibility and a more inclusive labour market.   

The efficiency and relevance of local employment policies, measures and services will be improved by supporting the decentralisation of employment policy implementation and encouraging greater involvement and cooperation of local economic and social development actors in employment and labour market issues. The role of local employment and local socio-economic councils in implementing employment policies, in line with local labour market needs, will be enhanced through funding of concrete employment measures targeting specific disadvantaged groups. 

National responses to unemployment will be improved by making key labour market institutions more responsive to labour market requirements and better equipped to design and conduct effective employment policies. Assistance will also be available for developing short-term training for unemployed and inactive adults, and those at risk of losing employment, and supporting the employment of People with Disabilities. 

The priority axis will also focus on the design and implementation of concrete actions against informal employment. It will include awareness raising actions and improvement of the labour legislations. Cooperation between Labour Inspectorates and other governmental bodies in tackling informal employment will be encouraged, while their capacity to enforce legislation will be strengthened.

Priority Axis 2: Education and VET

This priority axis will contribute to the modernisation of the education system in Serbia in line with market needs and, in the perspective of lifelong learning, ensuring an adequate supply of labour to meet the needs of the economy. It will also encourage greater inclusion of disadvantaged groups into the education system. 

The quality and relevance of Vocational Education and Training (VET) and adult education in Serbia in the perspective of lifelong learning will be improved by developing further the National Qualifications Framework and completing the institutional set-up for VET and adult learning.   

The capacity of the education institutions to lead reforms and ensure quality standards in the sector will be strengthened. VET schools and training providers in adult education and learning will receive further support to upgrade teaching methods and environment, in line with labour market requirements and modern educational trends. 

Emphasis will also be laid on creating better conditions for the early inclusion of disadvantaged groups into the education system and the promotion of higher levels of education among students at risk.  

Priority Axis 3: Social inclusion

This priority axis will promote the long-term integration of disadvantaged and vulnerable groups into the labour market by improving the design and delivery of social inclusion policies that ultimately enhance employability.  

The capacity of local stakeholders in identifying the needs of disadvantaged groups will be strengthened, as well as their ability to develop effective and coordinated responses across institutional boundaries. The focus will be on integrating better community-based social services in the area of education, employment, health and social housing through technical assistance and funding of local initiatives. 

The aim will also be to build administrative capacity in designing, monitoring and evaluating innovative social inclusion projects with a view to widening the range, quality and access of social services for disadvantaged groups.

Priority Axis 4: Technical assistance

This priority axis will support the effective and efficient management of the OP, the absorption of IPA assistance, and preparation for future programming periods, including the design and development of sectorial strategies, and identification of operations for elaboration into mature and high-quality proposals.

Support will be provided for preparation, implementation, financial management and control, monitoring and evaluation of the OP’s implementation, information, publicity and visibility, and to develop the administrative capacity for managing the OP. The priority axis will ensure that the public, and potential beneficiaries and end recipients, are well informed about IPA support from the EU, and able to prepare projects and apply for IPA assistance, especially in future funding perspectives. 
5.
INDICATIVE BREAKDOWN OF THE FINANCIAL ALLOCATIONS
The following tables are based on the anticipated reallocation of funds from IPA component I, within the Multi-annual Indicative Financial Framework for 2012-2013, to IPA component III (41% of IPA I) and IPA IV (11% of IPA I). They also assume an EU contribution rate of 85% for both IPA III and IPA IV.  

5.1
Operational Programme for Economic Development

	
	Total public eligible cost
	EU contribution
	National contribution
	IPA co-financing rate

	2012 
	€93 480 940
	€79 458 799
	€14 022 141
	85%

	2013 
	€97 966 367
	€83 271 412
	€14 694 955
	85%

	TOTAL 
	€191 447 307
	€162 730 211
	€28 717 096
	85%


5.2
Operational Programme for Human Resources Development

	
	Total public eligible cost
	EU contribution
	National contribution
	IPA co-financing rate

	2012 
	€25 080 252
	€21 318 214
	€3 762 038
	85%

	2013 
	€26 283 659
	€22 341 111
	€3 942 549
	85%

	TOTAL 
	€51 363 911
	€43 659 325
	€7 704 587
	85%


6.
KEY ELEMENTS OF IMPLEMENTATION

Coordination between and across all sectors and authorities is crucial for achieving strategic objectives, especially in the context of effective and efficient usage of available funds. Having in mind restricted funding opportunities, a desire for closer links between EU, bilateral and domestic programmes must be ensured.  

In addition, according to Article 3 of the IPA Implementing Regulation, the following principles in relation to assistance under IPA shall apply: coherence, complementarity, coordination, continuity, consistency, partnership and concentration. These principles will be realised in both the preparation and the management of the two OPs. 
6.1
Sectoral and geographical coordination and partnership arrangements

In preparing the SCF through inter-ministerial coordination mechanisms and in close consultations with national and local partners, the Strategic Coordinator has ensured the interaction of different policies and their reinforcement, the inclusion of local needs and, at the same time, maximising the overall impact of available funds. By applying this approach, ownership has been increased, particularly in terms of planning and programming capacities, as well as understanding of IPA III and IV requirements, especially in the context of future Structural Funds and the Cohesion Fund. 

The Strategic Coordinator has been supported in the process of preparing the SCF by the SCF Joint Body (JB), an inter-ministerial body initially composed of 14 institutions and their senior representatives, but subsequently reduced to 11 by the Government’s reorganisation (see section 1.2). The work of the SCFJB has been supported by four OP Working Groups (OPWGs) reflecting each of the four main sectors covered by IPA components III and IV (Transport, Environment, Competitiveness and Human Resources Development). Consultations with partners, as well as with donors and IFIs, have been organised from the early stages of the programming process through the mechanism of these working groups. Partners and donors were consulted on SWOT analysis, objectives, measures and operations. In order to ensure geographical, as well as sectorial coordination, the partner consultation has included presentations to representatives of local self-government, and the inclusion of the Standing Conference of Towns and Municipalities, as the representative body for local communities.
Besides the Working Groups for IPA components III and IV, the NIPAC and NIPAC Technical Secretariat has employed eight Sectorial Working Groups (SWGs) to prepare the annual ‘Needs of the Republic of Serbia for International Assistance, 2011-2013’(known as the Needs Assessment Document), comprising representatives from Line Ministries and other beneficiaries, as the main actors in programming and project identification, with considerable cross-over with the OPWGs for IPA III and IV . The SWGs contribute analysis and identification of sector priorities and measures, within the context of existing strategies, programmes and forecast funding, as the basis for project identification under both IPA and donor assistance, and are structured according to the following eight sectors: competitiveness; environment and energy; transport; human resources development; public administration reform; civil society, media and culture; and the rule of law. As with IPA III and IV, the IPA I programming process which follows the preparation of the Needs Assessment Document has engaged representatives of partners, donors and IFIs.   
Coordination of programming at the highest policy level is the responsibility of the Commission for Programming and Management of EU Funds and Development Assistance. The Commission is chaired by the Deputy Prime Minister for European Integration, who also fulfils the role of NIPAC, and is composed of nine ministers and the Director of the Serbian European Integration Office (SEIO). The task of the Commission is to review draft documents that will be presented to donors, suggest priorities for use of resources of international development assistance, and consider and make proposals to the Government on other significant issues related to the use and management of EU funds and development assistance. Meetings of this Commission are organised on an annual basis. As a monitoring tool, the EU Delegation and NIPAC have also created monthly ‘’bottleneck meetings’’ between DEU, NIPAC and line ministries to discuss the progress of IPA funded projects and to ensure their smooth implementation.
Looking to the future, the IPA Implementing Regulation stipulates two levels of Monitoring Committee, in order to provide coherence and coordination in the implementation of IPA and engage all relevant actors:
· IPA Monitoring Committee (IPA MC);
· Sectoral Monitoring Committees (SMCs) for each OP.
The IPA Monitoring Committee has been operational since 2009, to ensure coherence and coordination in the implementation of all IPA components. Among its members, the IPA MC includes representatives of the European Commission, the National IPA Coordinator, the National Authorising Officer, representatives of the Operating Structures, and the Strategic Coordinator.  Meetings are organised regularly twice a year.  The two Sectoral Monitoring Committees for IPA components III and IV will become operational following the approval of the OPs and signature of the Financing Agreements, but will be established as shadow SMCs in anticipation.  It is expected that the core membership of the SMCs will mirror the participation in the OPWGs for IPA III and IV, and to a large extent, the SWGs for IPA I, offering both continuity and coordination. Once Serbia attains Candidate Country status, it will be necessary to review and to adjust the role of the Commission for Programming and Management of EU Funds and Development Assistance in programme management implementation, in light of this full and reconfigured set of Monitoring Committees.
6.2
Complementarities and synergies between OPs

One of the key long-term objectives for Serbia, achieving the welfare levels of the developed European countries, can be reached only by ensuring synergy between sector policies to ensure their effects are mutually reinforcing, by concentrating on key priorities, and by investing significant amounts of money in pursuit of those priorities and complementary policies. It is not realistic to expect that the available funds for IPA III and IV will have a significant impact in reaching this key long-term objective. Moreover, the funds available for each OP are limited, and the activities under each OP must be highly targeted and concentrated, which constrains the scope for coordinated actions compared with Structural Funds programming. Nevertheless, this SCF embodies the principles of coordination and complementarity necessary to reach sustainable socio-economic development.    

A modern, integrated transport infrastructure constitutes a significant precondition for the economic development of the country, leaving an impact not only on the development of the business sector, but also on the labour market and on the level of the welfare of the population in every part of the country. By updating the transport network to the required capacity and quality, a significant support is rendered to the development of the economy, the connectivity of the Serbian territory and thus attracting new investments and ensuring long-term employment. Also, a developed transport system is an important contributor to regional development and the use of comparative advantages of local environments, since it links sources of tourism and agriculture in rural communities with urban economic centres.

The effective operation of the water supply and waste water collection systems, sustainable waste management and elimination of air pollution are elements of the economic infrastructure which reduce or mitigate the negative impacts resulting from different activities upon the environment and Serbia’s natural resources. Along with economic benefits, investing in environment is investing in quality of life and life chances for future generations. 

It is essential to mention that the SCF brings not only financial support for investment projects, but also a more strategic and coherent view of transport and environmental infrastructure, always taking into consideration environmental requirements.

The successful restructuring of the national economy in favour of higher productivity and employment, and the capacity for achieving and sustaining the competitiveness objective defined in the Operational Programme for Economic Development (regarding the performance of SMEs, R&D and local development), will depend especially on the know-how of the labour force. Therefore, the Operational Programme for Human Resources Development pays attention to training, education and reform of key service producers. In addition, education policy and the associated investment in human capital to improve skills and qualifications will have a direct bearing on social cohesion and the capacity for remote communities and disadvantaged groups to access the opportunities afforded by investing in business and infrastructure.  Foreign direct investments are of critical importance to the development of Serbian economy. Only capital investments strategically focused on development of the human capital and construction of key infrastructure facilities and entrepreneurial economy, based on knowledge and creativity, can directly stimulate economic development and attract further investments.  

In principle, the strongest link between the OPs should be in the area of competitiveness and HRD.  The OP for Economic Development will specifically target help to small and medium sized enterprises, and will aim to stimulate higher levels of productivity and employment.  Assistance under the OP for Human Resources Development will seek to improve education and skills levels, and provide greater access to job opportunities in the formal economy, particularly by expanding active labour market programmes.  However, given resource limitations, the impact will inevitably be constrained.  While there are over 300 000 enterprises in Serbia, the extent of OP-ED’s reach will be limited to 100s of businesses at most.  The greatest benefit will be the better design and targeting of active labour market and other measures, particularly at the local level, and the stronger link between the education system and the world of work. 

6.3
Coordination with other national programmes

Preparation of the SCF and concentration on key priorities is not starting from base zero and does not operate in a void.  There are a significant number of other current and planned initiatives, within the lifetime of the SCF and OPs, to support Serbia in socio-economic development and the European integration process.  Whilst only the key ones are mentioned in the SCF, the full range of strategic documents, reports and projects has been taken into consideration. 
Specific national strategies and initiatives, managed by central national institutions, which directly influence the planning of national resources for implementation of defined objectives and measures in national strategic documents are: 

· Memorandum on Budget;

· National Investment Plan (NIP); 

· National Programme for Integration of the Republic of Serbia into the European Union (NPI);
· Needs Assessment of the Republic of Serbia for International Assistance;
· GOP process - yearly operational plans and mid-term sectorial plans.
In particular, the GOP process of ministerial planning is evolving from the current system, which identifies ministry’s operational needs in the context of the annual state budgeting process, to a medium-term framework, whereby plans are made for the next three years, taking into consideration not only national programmes, but also EU funding (IPA) and bilateral assistance.
Having in mind strong ownership by Serbia, particularly in terms of planning and programming capacities, increasing donor coordination, and improving alignment with national priorities and systems, aid effectiveness in Serbia is well developed. Donor coordination meetings on the central level are organised at least twice a year to discuss national priorities, international assistance reports, aid effectiveness progress, etc. Programming of IPA components III and IV has been integrated in the existing aid effectiveness framework.  
The main principle in aid design and delivery is an integrated approach to all sources of aid (EU funds and other donor funds) as well as integrated approach to planning of Serbian with external sources of financing.  In that respect, the main achievements in the period up to 2011 include the following: 

· Establishment of a set of institutional mechanisms for effective aid planning, programming and reporting;

· Deployment  of IT as a tool for aid coordination (the ISDACON Information System);

· Establishment of comprehensive national mid-term planning/ programming documents, as a priority platform for all sources of financing (Needs Assessment document, National Programme for Integration etc);

· Defining programming procedure for international assistance, including a set of programming tools and intensive capacity building activities – the programming process is defined as to ensure synchronisation with the GoS planning and budgeting processes, and envisages the common project identification phase for all development assistance.

The Republic of Serbia also participates in the following Community Programmes relevant for the objectives of IPA components III and IV: the 7th Framework Programme, Programme for Employment and Social Solidarity - Progress; and the Competitiveness and Innovation Framework Programme (in II out of III pillars - in the Entrepreneurship and Innovation Programme (EIP) and in the Information Communication Technologies Policy Support Programme (ICT-PSP)). Coordination with projects financed by these Community Programmes is ensured through respective line ministries. 

6.4
Coordination with other IPA components


According to article 9 of the IPA Implementing Regulation, assistance under IPA shall be consistent and coordinated within and between the IPA components, both at planning and programming levels. Any overlap between actions covered by different components shall be avoided and no expenditure shall be financed under more than one operation.

In accordance with article 22 of the IPA Implementing Regulation, the National IPA Coordinator (NIPAC) has a specific responsibility for ensuring the overall coordination of assistance under the IPA Regulation in Serbia. The IPA Monitoring Committee has also been established to ensure the overall effectiveness, quality and coherence of the implementation of all programmes and operations under all five IPA components, in line with article 58.

Coordination between different components has been ensured through the work of the inter-ministerial working groups for IPA components I, III and IV and with strong involvement of the NIPAC Technical Secretariat throughout the process of SCF and OP preparation. 

In line with the Regulation on establishment of IPA, Serbia as a potential candidate country has been eligible, under the Transition Assistance and Institution Building Component (TAIB), for measures and actions of a similar nature to those which will be available under the Regional Development Component, the Human Resources Development Component and the Rural Development Component. As illustrated in section 2.2, there will continue to be a significant number of projects financed under IPA component I that simply feed measures and operations for both Operational Programmes, and at the same time provides significant capacity-building activities to all national authorities involved in management of both Operational Programmes. In addition, there are cross-cutting projects under IPA I that are relevant for management of IPA components III and IV, such as Project Preparation Facilities and support to the decentralised implementation system development for these two IPA components.  

Concerning the cross-border component, Serbia participates in these programmes with its six neighbouring countries and in two transnational programmes. In each case, Operational Programmes have been prepared already and the following areas of support identified: 

· Adriatic: economic, social and institutional cooperation, natural and cultural resources and risk prevention and accessibility and networks; 

· Serbia-B and H: social and economic cohesion through actions to improve physical, business, social and institutional infrastructure and capacity; 

· Bulgaria-Serbia: development of small-scale infrastructure and enhancing capacity for joint planning, problem solving and development; 

· Serbia-Croatia: sustainable socio-economic development;

· Hungary-Serbia: infrastructure and environment and economy, education and culture;

· Serbia-Montenegro: socio-economic cohesion through joint actions to improve physical, business, social and institutional infrastructure and capacity; 

· Romania-Serbia: economic and social development, environment and emergency preparedness and promoting “people to people” exchanges; 

· South-East Europe: facilitation of innovation and entrepreneurship, protection and improvement of the environment, improvement of the accessibility and development of transnational synergies for sustainable growth areas. 

Experiences and lessons learned from CBC programmes have been taken into account during drafting of SCF and OPs. The key task concerning future coordination will be implementation of specific grant schemes.   

Concerning IPA component V (IPARD), the process of conducting sector analysis for the chosen sectors (dairy, meat, fruits and vegetables) of agricultural production has been started. This process is going to be implemented in four stages by 30th June 2010. Drafting of the Rural Development Programme, in line with article 184 of the IPA Implementing Regulation, will go in parallel with drafting of the SCF and the OPs under IPA III and IV. Preparation for IPARD will be supported by IPA 2007 project ‘Strengthening the capacities of the Republic of Serbia for the absorption of EU Rural Development funds in pre-accession period’. 

Actions of Multi-Beneficiary IPA focus on support that requires collaboration among the beneficiaries, such as regional structures, networks of experts or civil servants, or to tackle needs or problems of a cross-border nature. Under the multi-beneficiary actions, assistance is focused in areas including project preparation facilities, support to civil society, support to SMEs, municipal finance facilities and municipal infrastructure. Support is also foreseen in a wide range of policy areas such as judicial and police cooperation, internal market, public administration reform, environment, transport, energy, and statistics amongst others.
Coordination between components is demonstrated during the programming phase as well, where IPA III and IV working groups have identified potential projects to be potentially financed by other sources of financing (IPA component I mainly, donors or budget), for example: completion of the harmonisation of the environmental acquis; development of Serbia’s R&D Strategy beyond 2013; support to gender equality; and preparation of the Joint Inclusion Memorandum (JIM) in the path to accession.

Finally, a pivotal mechanism for coordination across IPA components is the role of the ‘IPA Units’ within each line ministry.  In preparing the systematisations of staffing across the Government of Serbia, the management of IPA funds has been largely unified at ministry level, by creating IPA Units based on the PIUs for IPA component I, which are responsible for the programming and implementation of IPA components III, IV and V, as appropriate.  These IPA Units will form the basis of the Operating Structures for the two OPs under decentralised management of IPA III and IV. 

ANNEX 1: INTER-MINISTERIAL AGREEMENT ON SCF JOINT BODY

Based on the Law on Ratification of the Framework Agreement between the Government of the Republic of Serbia and the Commission of the European Communities on the Rules for Cooperation concerning EC-financial assistance to the Republic of Serbia in the framework of the implementation of the assistance under the Instrument for Pre-accession Assistance (IPA) (“Official Gazette of the Republic of Serbia” № 124/07) and based on Article 27 of the Regulation on Principles of Internal Structuring and Systematisation of Jobs within Ministries, Special Organisations and Services of the Government (“Official Gazette of the Republic of Serbia” № 81/07, 69/08) the following is adopted:

AGREEMENT
ON ESTABLISHMENT OF THE JOINT BODY
FOR PREPARATION OF THE STRATEGIC COHERENCE FRAMEWORK

1. Joint Body for Preparation of the Strategic Coherence Framework (hereinafter: Joint Body) is established.


2. Goal of the Joint Body is to analyse drafts of the Strategic Coherence Framework, provides suggestions and recommendations, provides support to the activities during process of preparation of the Strategic Coherence Framework and monitors and coordinates preparation of Operational Programmes for IPA components of Regional Development and Human Resources Development. The enlisted documents shall be prepared in accordance with the existing national strategies adopted by the Government, as well as with the appropriate strategic framework of the European Union that is implemented upon IPA funds.


3. The Strategic Coherence Framework and Operational Programmes shall be introduced with decision made by the Government.


1. The Joint Body Consists of the following members:


2. Ognjen Mirić, Strategic Coordinator for IPA components Regional Development and Human Resources Development, Office of the Deputy Prime Minister for European Integrations;

3. Gordana Lazarević, Assistant Minister and Branislav Stipanović, independent Advisor within Sector for Preparation of the Budget of Treasury Department, Ministry of Finance;

4. Rajko Perić, State Secretary, Ministry for Infrastructure;

5. Nebojša Pokimica, Head of Department for Project Management, Ministry of Environment and Spatial Planning;

6. Dejan Jovanović, State Secretary and Ljiljana Dzuver, Assistant Minister, Ministry of Economy and Regional Development;

7. Tinde Kovač Cerović, State Secretary, Ministry of Education;

8. Tatjana Matić, Secretary of the Ministry, Ministry of Labour and Social Policy;

9. Goran Simunović, Department for Management of EU Funds, Ministry of Agriculture, Forestry and Water Management;

10. 
Zoran Filipović, Assistant Minister, Ministry of Mining and Energy;
11. Elizabet Paunović, Assistant Minister, Ministry of Health;
12. Dušan Brajković, Advisor and Head of Group for Preparation of Projects, Ministry for Public Administration and Local Self Government;
13. Petar Janjić, Advisor, Ministry of Telecommunications and Information Society;
14. Jadranka Đuričić, Senior Advisor, Ministry of Science and Technological Development;
15. Zoran Cekić, State Secretary, Ministry for the National Investment Plan;
16. Branko Budimir, Advisor, Serbian European Integration Office.


5. Representatives of other bodies and organisations and representatives of civil society organisations may participate, if needed, as experts and/or advisors in work of the Joint Body.


6. Work of the Joint Body will be governed with Rules of Procedure that is an integral part of this Agreement.


7. The Joint Body is headed by Ognjen Mirić, Coordinator for EU funds within Office of the Deputy Prime Minister for European Integrations.


8. The joint Body makes decisions with a consensus. The Government is responsible for solving of eventual disputes in work of the Joint Body.


9. Implementation of this Agreement commences on the next day from accepting and signing of all institutions included in this Agreement.


10. This Agreement is made in 15 originals, one for each of the institutions that has signed the Agreement.

	Deputy Prime Minister of The European Integrations And Minister For Science And Technological Development
Božidar Đelić

In Belgrade
	
	Minister of Finance
Diana Dragutinović


In Belgrade

	Minister of Economy and Regional Development Development
Mlađan Dinkić

In Belgrade
	
	Minister of Education
Žarko Obradović


In Belgrade

	Minister of Environment and
Spatial Planning
Oliver Dulić

In Belgrade
	
	Minister of Agriculture, Forestry and Water Management
Saša Dragin


In Belgrade


	Minister of Labour and
Social Policy
Rasim Ljajić

In Belgrade
	
	Minister of Infrastructure
Milutin Mrkonjić


In Belgrade


	Minister of Mining and Energy
Petar Škundrić


In Belgrade
	
	Minister of Health
Tomica Milosavljević


In Belgrade

	Minister of Public Administration and
Local Self Government
Milan Marković

In Belgrade
	
	Minister of Telecommunications and
Information Society
Jasna Matić

In Belgrade

	Minister of the
National Investment Plan
Verica Kalanović

In Belgrade
	
	Director of Office for
the European Integrations
Milica Delević

In Belgrade


ANNEX 2: RULES OF PROCEDURE OF THE JOINT BODY FOR PREPARATION OF FRAMEWORK FOR THE STRATEGIC HARMONISATION

ARTICLE 1
LEGAL BASIS FOR ESTABLISHMENT OF THE JOINT BODY FOR PREPARATION OF
THE STRATEGIC COHERENCE FRAMEWORK
Based on the Law on Ratification of the Framework Agreement between the Government of the Republic of Serbia and the Commission of the European Communities on the Rules for Cooperation concerning EC-financial assistance to the Republic of Serbia in the framework of the implementation of the assistance under the Instrument for Pre-accession Assistance (IPA) (“Official Gazette of the Republic of Serbia” № 124/07) and based on Article 27 of the Regulation on Principles of Internal Structuring and Systematisation of Jobs within Ministries, Special Organisations and Services of the Government (“Official Gazette of the Republic of Serbia” № 81/07, 69/08) the Joint Body for preparation of the Strategic Coherence Framework is established (hereinafter; the Joint Body).

The Joint Body consists of representatives of Office of the Deputy Prime Minister for European Integration, Ministry of Finance, Ministry of infrastructure, Ministry of Environment and Spatial Planning, Ministry of Economy and Regional Development, Ministry of Education, Ministry of Labour and Social Policy, Ministry of Agriculture, Forestry and Water Management, Ministry of Mining and Energy, Ministry of Health, Ministry of public Administration and Local Self Government, Ministry of Telecommunications and Information Society, Ministry of the National Investment Plan and Serbian European Integration Office.

ARTICLE 2
THE STRATEGIC COHERENCE FRAMEWORK AND OPERATIONAL PROGRAMMES

In accordance with the Annex A of the Law on Ratification IPA Framework Agreement and article 23 of IPA Implementing Regulation, the Strategic Coordinator is responsible for coordination of assistance within IPA components three [Regional Development] and four [Human Resources Development]; preparation of the Strategic Coherence Framework in accordance with Article 154 of the IPA Implementing Regulation and harmonisation of sectoral strategies and programmes.

The responsible ministries shall prepare, based on the Strategic Coherence Framework and in cooperation and under guidance from the National IPA Coordinator and Strategic Coordinator, appropriate Operational Programmes.

the Strategic Coherence Framework represents the strategic document that defines priorities within IPA component III [Regional Development] and IV [Human Resources Development], specifically in areas of infrastructural investments within environmental protection and transport; development of economy and competitiveness, and employment, social policy, education as well as within the necessary technical assistance. The priorities shall be elaborated in more detail on the level of sectoral documents, i.e. Operational Programmes. Activities of the Joint Body will be organized through work in appropriate sub-groups, during preparation of Operational Programmes. Priorities that will be defined within these documents shall be based on national strategies and strategic guidelines of the European Union.

The Strategic Coherence Framework consists of the following:

· Brief analysis of strengths, weaknesses, opportunities and threats [so called SWOT analysis] of enlisted sectors and priorities in which government of the Republic of Serbia plans to direct funds within IPA components III and IV;

· Description of objectives in accordance with national strategies and with strategic guidelines of the European Union;

· List of Operational programmes with brief description of key priorities within each of programmes;

· The indicative distribution of funds among programmes during three-year period, in accordance with the Multi-annual Indicative Financial Framework and with Multi-annual Indicative Planning Document [both documents are prepared by the EC];

· Mechanism of coordination with other national programmes, international financial institutions and donors;

· Mechanism of coordination with other IPA components.

Operational Programmes are consisting of the following:

· Estimation of the mid-term needs and goals, with emphasis on strengths, weaknesses, opportunities and threats in appropriate sectors;

· Overview of consultations with the relevant partners and with the representatives of civil society, where necessary;

· Description of the strategic priorities, bearing in mind the Strategic Coherence Framework, measures for its realisation and the indicators for assessment for its accomplishment;

· Description of assistance of technical activities, if anticipated;

· Identification of the end-beneficiary for each of the measures;

· Table with the financial allocation, in accordance with the Multi-annual Financial Framework that determines investments for each of the priorities and measures for its implementation;

· Proposal for the system of evaluation and monitoring;

· Indicative list of Major Projects, with description of status of the project documentation, expected sources of financing and indicative implementation timetable;

· Description of the Operating Structures that will manage and control implementation of the Operational Programmes.

Support in preparation of the Strategic Coherence Framework and Operational Programmes is provided with implementation of “Project Preparation Facility II” that is funded out of IPA 2007 funds. Strategic Coordinator, line ministries responsible for Operational Programmes and the Joint Body will work closely with experts within this project on preparation of these documents as well as on preparation of the appropriate project documentation.
ARTICLE 3
TASKS OF THE JOINT BODY

Tasks of the Joint Body are as follows:

1. Analysing drafts of the Strategic Coherence Framework and assessment of its harmonisation with the priorities defined in national strategies adopted by the Government and with priorities defined in the European Partnership and in Multi-annual Indicative Planning Document;

2. Supervision and coordination of preparation of Operational Programmes that will be prepared by the line ministries;

3. Creation of conditions for the Strategic Coherence Framework and Operational Programmes to be prepared in anticipated timeframe.

4. Identification of weaknesses and problems during process of programming of IPA components III and IV and proposal of measures to the Strategic Coordinator and National IPA Coordinator for their elimination.

Activities of Secretariat of the Joint Body are performed by the “Project Preparation Facility II” that is responsible for operational activities within work of the Joint Body.


ARTICLE 4
DECISION MAKING

The Joint Body makes decisions with a consensus. In a case when consensus cannot be reached the Joint Body is obliged to consult the National IPA Coordinator. Disputes in work of the Joint Body will be settled by the Government.
ARTICLE 5
DOCUMENTATION

Work of the Joint Body is based on reports and documentation prepared by members of the Joint Body or any other party that is involved in work of the Joint Body. Institutions participating in work of the Joint Body are obliged to provide, upon timely request made by the Strategic Coordinator, necessary reports and documentation at least 10 days before the meeting. The Joint Body will take into consideration reports and documentation that is prepared by the European Commission.


ARTICLE 6
MEETINGS AND PRESIDENCY

A minimum of three meetings of the Joint Body will be organised, bearing in mind that the Strategic Coherence Framework and Operational Programmes will be prepared between 2009 and 2011. Irregular meetings may be organised upon request made by the Strategic Coordinator or upon request made by the institution that participates in work of the Joint Body, with approval by the Strategic Coordinator. Meetings of the Joint Body are headed by Ognjen Mirić, Coordinator for EU funds within Office of the Deputy Prime Minister for European Integration.

Representatives of other bodies and organisations and representatives of civil society organisations, as well as representatives of the European Commission may participate, if necessary, and may take expert and/or advising role, because of the specific areas of support.

Secretariat of the Joint Body is responsible for organization of meetings of the Joint Body and preparation of minutes from those meetings.
ARTICLE 7
CHANGE IN STRUCTURE OF THE JOINT BODY

If change of member of the Joint Body occurs, institution participating in work of the Joint Body is obliged to inform in writing the National IPA Coordinator regarding the change and, in the same time, to appoint the new member.
ANNEX 3: ADMINISTRATIVE STRUCTURES IN SERBIA

In accordance with the Law on Territorial Organisation in the Republic of Serbia, adopted in 2007, municipalities are the basic units of local self-government in Serbia.  There are 150, each of which has an assembly, elected on local elections every four years, as well as a municipal president, public property and a budget. Municipalities should have more than 10,000 inhabitants (although some have fewer as they were formed prior to the adoption of the 2007 Law) and should encompass natural geographic areas which are connected through shared economic activity and have linked communities. 

Most of the activities that come under the authority of municipalities relate to the design and implementation of development programmes, urban planning, issues regarding housing, utilities, property and land acquisition, in accordance with the Law on Local Self-Government, adopted in 2007.  

There are also 23 cities, which are also a type of local self-government, each of which has an assembly, their own budget and a mayor. Territories that carry city status should have more than 100,000 inhabitants, but are generally similar to municipalities in terms of both administrative structure and competencies. 
Autonomous provinces (APs) have their own assembly and executive council (government) and enjoy autonomy in some spheres, such as education and culture. AP Vojvodina, which lies in the north of Serbia, includes 39 municipalities and 6 cities. The Statute of Vojvodina, which sets out the province’s jurisdictions, was approved by the Parliament of Serbia on 30 November 2009. AP Kosovo and Metohija is under the administration of UNMIK in accordance with the UN Security Council Resolution 1244 (1999).  

In addition, there are 29 districts in Serbia - 17 in Central Serbia, 7 in Vojvodina and 5 in Kosovo and Metohija, while the City of Belgrade is a district on its own. These are made up of several municipalities and are administrative units, with no assemblies of their own, and host various state institutions such as funds, office branches and courts. Districts are not defined by the Law on Territorial Organisation, but are organised under Government Decree since January 1992.

The districts and municipalities of Serbia are shown in the figure overleaf.
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ANNEX 4: RELEVANT NATIONAL STRATEGIES, PROGRAMMES AND PLANS IN SERBIA

	Sector
	Documents
	Publication
	TRAN
	ENV
	COMP
	HRD
	Responsible

	Overall
	National Plan for Integration with the European Union (NPI)
	2008
	(
	(
	(
	(
	SEIO/LMs

	
	Needs Assessment of the Republic of Serbia for programming the following three years
	Annual
	(
	(
	(
	(
	MoF/LMs

	
	Memorandum on the Budget and Economic and Fiscal Policy, with projections for following two years
	Annual
	(
	(
	(
	(
	MoF 

	
	National Sustainable Development  Strategy
	2008
	(
	(
	(
	(
	DPMO/LMs

	
	Sustainable Development Action Plan
	2009
	(
	(
	(
	(
	DPMO/LMs

	
	National Strategy for Economic Development of Serbia (2006- 2012)
	2006
	(
	(
	(
	(
	MoERD

	
	Regional Development Strategy of the Republic of Serbia (2007-2012)
	2007
	(
	(
	(
	(
	MoERD

	Transport
	Strategy of Railway, Road, Inland Waterways, Air and Intermodal Transport Development in the Republic of Serbia (2008-2015)
	2007


	(
	
	
	
	MoIE

	
	Action Plan for Implementation of the Strategy of Railway, Road, Inland Waterways, Air and Intermodal Transport Development in the Republic of Serbia (2008-2015)
	Annual
	(
	
	
	
	MoIE

	
	The National Plan of the Republic of Serbia for Road and Railway Infrastructure Development in the period 2008 to 2012
	2008
	(
	
	
	
	MoIE

	
	Master Plan and Feasibility Study: Inland Waterways Transport for Serbia
	2005
	(
	
	
	
	MoIE

	
	General Master Plan for Transport in Serbia
	2009
	(
	
	
	
	MoIE

	Environment
	National Environmental Protection Programme  (2010 – 2019)
	2010
	
	(
	
	
	MoEMSP

	
	Waste Management Strategy
	2010
	
	(
	
	
	MoEMSP

	
	National Strategy for Incorporation of the Republic of Serbia into Clean Development Mechanism under the Kyoto Protocol for Sectors of Waste Management, Agriculture and Forestry
	2010
	
	
	(
	
	MoEMSP / MoATFWM

	Environment
(continued)
	Energy Sector Development Strategy of the Republic of Serbia by 2015
	2005
	
	(
	
	
	MoIE

	
	Programme for Implementation of the Strategy for Energy Development (2007- 2012)
	2007
	
	(
	
	
	MoIE

	
	Strategy for the Implementation of Clean Development Mechanism in the Energy Sector of the Republic of Serbia

	-
	
	(
	
	
	MoIE

	
	Strategy for Introduction of Cleaner Production in the Republic of Serbia
	2009
	
	(
	(
	
	MoEMSP

	Competitiveness
	Strategy for Industrial Policy (2011-2020)
	2011
	
	(
	(
	(
	MoERD

	
	Science and Technological Development Strategy of the Republic of Serbia (2010-2015)
	2010
	
	
	(
	
	MoES

	
	Strategy for the Development of Broadband Access until 2012
	2009
	
	
	(
	
	MoCMIS

	
	National Strategy for the Development of e-Government until 2013
	2009
	
	
	(
	(
	MoCMIS

	
	Action Plan for the implementation of eSEE Agenda+ until 2012
	2009
	
	
	(
	(
	MoCMIS

	
	Strategy for Encouraging Foreign Investment into the Economy of the Republic of Serbia
	2009 
	
	
	(
	
	MoERD

	
	Strategy for Development of Trade
	2009
	
	
	(
	
	MoATFWM

	
	Strategy for Development of Competitive and Innovative Small and Medium-sized Enterprises (2008-2013)
	2008
	
	
	(
	
	MoERD

	
	Export Promotion Strategy (2008-2011)
	2008
	
	
	(
	
	MoERD

	
	Tourism Strategy
	2006
	
	
	(
	(
	MoERD

	
	National Strategy for Development of an Information Society in Serbia
	2005
	
	
	(
	(
	MoCMIS

	Human Resources Development
Human Resources Development
(continued)
	National Employment Strategy (2011-2020)
	2011
	
	
	(
	(
	MoERD

	
	National Employment Action Plan (2011)
	2011
	
	
	(
	(
	MoERD

	
	Youth Employment Policy and Action Plan (2009-2011)
	2009
	
	
	
	(
	MoERD

	
	National Youth Strategy
	2008
	
	
	
	(
	MoYS

	
	National Strategy for the Development of Vocational Education
	2006
	
	
	
	(
	MoES

	
	The National Action Plan for the implementation of the Strategy for the Development of the Vocational Education and the Training in the Republic of Serbia (2009-2015)
	2009
	
	
	
	(
	MoES

	
	Strategy for Development of Adult Education
	2006
	
	
	
	(
	MoES

	
	National Plan of Action for Children (until 2015)
	2004
	
	
	
	(
	GoS

	
	National Strategy for Children Protection and Prevention from Violence
	2008
	
	
	(
	(
	MoLSP

	
	The Social Welfare Development Strategy 
	2005
	
	
	
	(
	MoLSP

	
	Strategy for Improving the Position of Persons with Disabilities in the Republic of Serbia
	2007
	(
	
	(
	(
	MoLSP

	
	National Strategy for Improved Status of Women and Gender Equality Promotion
	2009
	
	
	(
	(
	MoLSP

	
	National Strategy on Ageing (2006-2015)
	2006
	
	
	
	(
	MoLSP

	
	Strategy on Occupational Safety and Health in the Republic of Serbia (2009-2012)
	2009
	
	
	
	(
	MoLSP

	
	Strategy on Development and Promotion of Corporate Social Responsibility in Serbia
	2010
	
	
	
	(
	MoLSP

	
	Strategy and Action Plan for Careers Guidance and Counselling (2010-2014)
	2010
	
	
	
	(
	MoYS

	
	National Strategy for Resolving the Problems of Refugees and Internally Displaced Persons
	
	
	
	
	(
	CfR

	
	Strategy of Returnees’ Reintegration Based on the Readmission Agreement
	2009
	
	
	
	(
	MoLSP 

	
	Strategy for Improvement of the Status of Roma in the Republic of Serbia
	2009
	
	
	
	(
	MoHMRPALSG

	
	Migration Management Strategy
	2009
	
	
	
	(
	CfR

	
	Public Health Strategy of the Republic of Serbia
	2009
	
	
	
	(
	MoH

	
	National Mental Health Strategy
	2007
	
	
	
	(
	MoH

	
	Strategy for Development and Health of Youth
	2006
	
	
	
	(
	MoH

	
	Strategy for the Fight against HIV/AIDS
	2005
	
	
	
	(
	MoH

	
	First National Report on Social Inclusion and Poverty Reduction in the Republic of Serbia
	2011
	
	
	
	(
	DPMO / LMs


Note:

In addition to the national documents listed in the preceding table, the strategic framework for the development of Serbia also comprises the relevant strategies, programmes and plans of the autonomous provinces and municipalities. 

Legend:

CfR – Commissariat for Refugees
DPMO – Deputy Prime Minister’s Office

LMs - Line Ministries


MoATFWM - Ministry of Agriculture, Trade, Forestry and Water Management

MoCMIS - Ministry of Culture, Media and Information Society

MoEMSP - Ministry of Environment, Mining and Spatial Planning

MoES – Ministry of Education and Science

MoERD – Ministry of Economy and Regional Development

MoF - Ministry of Finance

MoIE – Ministry of Infrastructure and Energy

MoH - Ministry of Health

MoHMR – Ministry of Human and Minority Rights, Public Administration and Local Self-Government

MoLSP - Ministry of Labour and Social Policy

MoYS - Ministry of Youth and Sport

SEIO – Serbian European Integration Office

�  Council Regulation (EC) No 1085/2006 of 17 July 2006 establishing an Instrument for Pre-Accession Assistance (IPA)


� Commission Regulation (EC) No 718/2007 of 12 June 2007 implementing Council Regulation (EC) No1085/2006 establishing an Instrument for Pre-Accession assistance


� Republic Statistical Office, estimate for 1 January 2011


� All data presented in the SCF excludes Kosovo and Metohija, in accordance with UN Security Council Resolution 1244   


� Law on Territorial Organisation of the Republic of Serbia (2007)


� Ministry of Finance of the Republic of Serbia, “Basic Indicators of Macroeconomic Trends” (August 2011)


� Ministry of Finance of the Republic of Serbia, “Revised Memorandum on the Budget and Economic and Policy for 2011, with Projections for 2012 and 2013” (December 2010).


� Eurostat, 2010


� Statistical Yearbook of Serbia (2010), Republic Statistical Office


� Labour Force Surveys, Republic Statistical Office, 2011


� Ministry of Finance, “Revised Memorandum on Budget and Economic and Fiscal Policy for 2011 with Forecasts for 2012 and 2013”, December 2010


� 1359.9 billion dinars converted at the average rate for period January-December 2010 (source: InforEuro)


� 1223.4 billion dinars converted at the average rate for period January-December 2010 (source: InforEuro)


� Ministry of Finance, Public Debt of the Republic of Serbia, March 2011


� National Bank of Serbia, “Analysis of the Republic of Serbia’s Debt – March 2011”, June 2011


� Labour Force Survey (April 2011), Republic Statistical Office; 15-64 age group


� A significant decrease of unemployment rate recorded in the period from October2007 (18.8%) to April 2008 (14.7%) can partly be explained by a change in methodology used in labour force surveys.


� LFS, April 2011


� LFS definition of long-term unemployed: those out of work for 12 months or longer, as a percentage of 15-64 year olds.  


� LFS, April 2011


� Population aged 15-24, Eurostat (Q1, 2011)


� LFS, April 2011, Eurostat (Q1 2011)


� Approximately €88 in 2008 


� Republic Statistical Office (March 2010)


� Social Inclusion and Poverty Unit


� Eurostat (http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_sic2&lang=en)


�  Communication from the Commission to the Council and the European Parliament - Extension of the major trans-European transport axes to the neighbouring countries - Guidelines for transport in Europe and neighbouring regions {SEC(2007) 98} {SEC(2007) 99}


� Statistical Office of the Republic of Serbia (2010)


� Strategy of Railway, Road, Inland Waterway, Air and Intermodal Transport Development in the Republic of Serbia (2008-2015)


� Statistical Yearbook of Serbia (2010) and the General Master Plan for Transport in Serbia (2009)


� General Master Plan for Transport in Serbia (2009)


� Eurostat Compact Guide, Candidate and Potential Candidate Countries (2009 edition)


� Strategy of Railway, Road, Inland Waterway, Air and Intermodal Transport Development in the Republic of Serbia (2008-2015)


� South East Europe Core Regional Networks Development Plan, Five Year Multi-Annual Plan 2010 to 2014 


� Memorandum of Understanding on the development of the South East Europe Core Regional Transport Network 


� General Master Plan for Transport in Serbia (2009). This includes new construction, rehabilitation, upgrading and maintenance of the main corridors, regional and local roads and railways, inland waterways, airports, and intermodal terminals.


� Waste Management Strategy, 2010-2019


� Statistical Office of the Republic of Serbia, Communication Number 131, “Environmental Statistics, Drinking Water Supply” (14 May 2010)


� Serbian Health Statistics Yearbook (2008)


� Statistical Office of the Republic of Serbia, Communication Number 132, “Environmental Statistics: Wastewater discharged” (14 May 2010)


� Ministry of Agriculture, Trade, Forestry and Water Management


� EPS Technical Report (2010)


� Energy Sector Development Strategy of the Republic of Serbia by 2015 (May 2005)


� National Programme for Environmental Protection (2010)


� Calculations based on the data from Statistical Office of the Republic of Serbia, 2009 municipal data: number of households (2002), connections to the water supply (2008)


� EPS Technical Report (2010)


� Energy Balance Sheet of the Republic of Serbia for 2011


� This figure comprises €2.8 billion for water supply (source: “Study - Instruments for Water Sector Development”), €4.8 billion for wastewater treatment (source:  EC Twinning Project “Capacity Building in Directorate for Water”), €1 billion for air quality improvement by reduction of emissions from major power plants (according to the EPS “Green Book”, 2009), and €0.96 billion for waste management (source: National Waste Management Strategy, 2010-2019)


� Institutions, infrastructure, macro-economic stability, health, primary and higher education institutions, goods market efficiency, labour market efficiency, financial market sophistication, technological readiness, market size, business sophistication, and innovation


� World Economic Forum, Global Competitiveness Report, 2010-2011


� Measured by gross value added (GVA), which is defined as the value of all newly generated goods and services in basic prices less the value of all goods and services consumed as intermediate consumption. Gross value added is compiled according to the industry that created it. Source of GVA data is the Statistical Yearbook 2010, Statistical Office of the Republic of Serbia


� Eurostat Yearbook (2009) and Statistical Yearbook of Serbia (2008)


� Industry as a whole, including mining, is very close to the EU-27 average (18%), according to Eurostat, “European Economic Statistics”, 2010 (GVA data for 2009),


� Just 2% of GVA; only Bulgaria and Romania have shares above 5%, and both less than 10%


� Report on SMEs and Entrepreneurship 2009, Ministry of Economy & Regional Development (2010)


� Eurostat (2009) / Republic Statistical Office (2009)


� Republic Statistical Office (2008 and 2009)


� According to the Law on Territorial Organisation of the Republic of Serbia, Serbia has 174 local self-government units: 150 municipalities, 23 towns and the City of Belgrade


� Global Entrepreneurship Monitor (2009); ‘early stage’ businesses are defined as those established within the previous 42 months.


� Products of low processing phase: food products; manufacture of textiles; manufacture of paper, publishing and printing; and manufacture of metals and metal products - Report on SMEs and Entrepreneurship 2008, Ministry of Economy & Regional Development (2009)


� Academic year 2008/2009 (Statistical Office of the Republic of Serbia, 2009)


� Statistical Office of the Republic of Serbia (2011)


� Statistical Office of the Republic of Serbia (2009)


� Belgrade Region - 39.9%; Vojvodina Region - 25.6%; Šumadija and Western Serbia Region - 20%; Southern and Eastern Serbia Region - 14.4%


� Šumadija and Western Serbia region having 71.4% national average GDP per capita, Southern and Eastern Serbia region with 63.3% of national average GDP per capita; no data is available for Kosovo and Metohija region.


� SMEs in Belgrade Region employ 31.9%, while in Southern and Eastern Serbia Region, SMEs employ only 15.7% of total in SME sector


� Republic Statistical Office, 2011


� Advancing Education of Roma in Serbia, Roma Education Fund (2007)


� Commissariat for Refugees, data as of 1 November 2010


� Labour Force Survey (April 2011), Republic Statistical Office


� Eurostat,2010


� Eurostat, April 2011


� Statistical Office of the Republic of Serbia, Communications DD20 (April 2011)


� Ministry of Education and Science


� Eurostat Pocketbook on candidate and potential candidate countries, 2010


� Occupations and Skills Survey, Republican Statistical Office (2009)


� Budget Household Survey (2009)


� Living Standards Measurement Study for Serbia, 2002-2007 (2007)


� Ministry of Labour and Social Policy (May 2010)


� Labour Force Survey April 2011, working age population 15-64


� The inactivity rate stood at 41.1% in April 2011, compared to 40.9% in April 2010, 39.5% in October 2009 and 37.4% in April 2008


� Unemployed youth (15-24) make up 18.7% of the total number of unemployed (15-64), while unemployment rate stood at 49.9% in April 2011 (LFS), compared to 22% in the EU-27 (Eurostat)


� Women’s employment rate was 14 percentage points lower than men (April 2011). The gap between male and female unemployment rates has shown a downward tendency, from 2.2 percentage points in October 2010 to 0.4 percentage points in April 2011.


� The employment rate of older people (55-64 years) stood at 31.8% (LFS, April 2011), compared to 46.3% in the EU-27 (Eurostat, 2010)


� The total number of unemployed on NES register amounted to 756,255 in June 2011. According to the LFS, 649,155 unemployed people declared themselves in April 2011. 


� In 2010/2011, the coverage of children aged 1-3 (nurseries) was only 21.7% and of children age 3- 5.5 (kindergartens) was 47.7%. There is a large gap in all data, when compared to the EU average. The highest figure was for the compulsory preparatory pre-school programme, which covered 96.1%.of children aged 5.5-6.5 (MoES)  


� Percentage of children who enrolled in the 2000/2001 academic year and dropped out by the end of primary education, 2007/2008 academic year, Report for the Enhanced Permanent Dialogue, Ministry of Education (December 2009).


� First National Report on Social Inclusion and Poverty Reduction in Serbia, Belgrade, 2011; EU 2020 target is 10%. Early school leavers are defined as the percentage of the population aged 18 to 24 with no higher than secondary education and not engaged in further education or training 


� For example, 57.4% of 20-24% were enrolled in tertiary education in 2004-2005 (Eurostat)


� Programme for International Student Assessment (PISA), OECD, MoES, 2011, Belgrade. 


� Taking into account that 10-15% of pupils do not continue schooling after elementary school and therefore do not take part in the PISA tests, the percentage of functionally illiterate among the total population is, in fact, higher.


� 67 reformed profiles (out of 347) were piloted in 12 out of 15 vocational sectors in 157 VET schools, VET and Adult Education Centre.


� Ministry of Education and Science data


� ‘Doing More with Less: Addressing the Fiscal Crisis by Increasing Public Sector Productivity’, World Bank (June 2009)


� Living Standards Measurement Study (2007)


� National minimum standards are developed for 16 social services, out of which 10 are community based social services


� For example, among the most developed municipalities, 90% have home care, while this number decreases to 57% among the least developed (Regional Inequalities and Future of SIF, UNDP, October 2009). According to a recent survey out of 126 interviewed municipalities, only 39% have day care centres for children with disabilities.


� Council Decision (Official Journal of the European Union, L 80 of19.03.2008)


� Since the adoption of the European Partnership, the European Charter for SMEs has been superseded by the Small Business Act, and Serbia is active in its implementation.  


� In March 2000, the European Council adopted the Lisbon Strategy and set a goal for the Union to become the most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion by 2010. In 2005, the European Council re-launched the Lisbon Strategy by focusing on growth and jobs.  


� By adopting the Gothenburg Strategy in June 2001, the European Council agreed on the first EU Sustainable Development Strategy, adding an environmental dimension to the Lisbon process for employment, economic reform and social cohesion. In June 2005, the European Council adopted a Declaration on Guiding Principles for Sustainable Development.


� Council Decision of 6 October 2006 on Community strategic guidelines on cohesion (2006/702/EC)


� �Waste Framework Directive (2006/12/EC) and Landfill Directive (1999/31/EC) 


� 91/271/EC


� 2001/80/EC


� Document is prepared and is in the inter-governmental procedure 
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SCF objectives


Cross-cutting themes - gender equality, tackling discrimination, promoting sustainability and engaging with civil society


To increase the productivity and competitiveness of Serbia’s new and established SMEs, their internationalisation and capacity to innovate, by creating a more favourable environment, customised business services and infrastructure investmentm with special focus on under-developed areas


SCF overarching goal
To stimulate Serbia’s sustainable socio-economic development and accelerate Serbia’s readiness to join the EU


National strategic priorities


EU strategic priorities  (CSG, Europe 2020)


SAA / Accession Partnership - National Plan for Integration with the European Union / NPAA


IPA component III: Operational Programme for Economic Development
Priority axis 1: Transport
Priority axis 2: Environment
Priority axis 3: Competitiveness


IPA component IV: Operational Programme for Human Resources Development
Priority axis 1: Employment and labour market
Priority axis 2: Education and VET
Priority axis 3: Social inclusion


Operational Programmes�

Partnership, coordination, complementarities & synergies -  national programmes; IPA components I, II and V; bilateral donors and IFIs


To improve environmental protection through investment in environmental infrastructure for waste management, water supply, wastewater treatment and improvements in air quality, and creating conditions for sustainable development, in line with the EU acquis 


To advance the completion, modernisation and sustainable development of the Serbian railway and inland waterway transport system within the Pan-European Corridors X and VII, to the required capacity levels and quality standards relevant to the TEN-T network


To enhance and reinforce Serbian capacities, in the context of the EU pre-accession process, for management of Structural Funds and the Cohesion Fund


To increase access to formal employment opportunities and enable a more inclusive labour market, by developing local employment policies, increasing the coverage and relevance of ALMP and improving labour standards in line with EU trends


To  facilitate lifelong learning and greater relevance of education to the world of work by developing further the NQF, building the VET system and promoting inclusive education from pre-school onwards


To support the social inclusion  of disadvantaged and vulnerable groups and their long-term labour market integration, through cross-sectoral approaches and local partnership-based initiatives


+


Socio-economic analysis – Strengths, Weaknesses, Opportunities and Threats (SWOT)


+



