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Trends

Fiscal deficit totals

RSD 39.4 billion (about
1.7% of GDP) in the first
seven months of 2015

Fiscal deficit much
below the targeted level
in the period April-July

6. Fiscal flows and policy

In the period April-July 2015 consolidated fiscal deficit stood at RSD 18.2 billion, about 1.4%
of the four-month GDP, while in the first seven months of 2015 consolidated deficit totaled
RSD 39.4 billion (1.7% of GDP) and primary surplus ran at RSD 40 billion (1.8% of GDP).
Period January-April saw a slowdown in revenues, but they were still above the targeted level
—this mainly refers to excise revenues and social security contributions, while revenues from
VAT met the projections. This slowdown in revenues suggests that the government should
continue and intensify its efforts to reduce the size of the shadow economy non-selectively
and systemically. Otherwise, the initial achievements could be lost. Expenditures continued
to fall moderately, due to reduction in wages, pensions and subsidies. After being at a very
low level at the beginning of the year, public investments (primarily in infrastructure) incre-
ased sharply, but still were below the projected level (2.7% of GDP in the period April-July).
Fiscal deficit for 2015 is expected to narrow to 3.5-4% of GDP, and be much smaller than in
2014 and much below the targeted level. This is the result of reduction in the shadow eco-
nomy, high-pressure collection of non-tax revenues and one-off revenues, and slow pace of
certain expenditures (investments and severance pay). On the other hand, positive effects of
heightened economic activity on tax revenues were offset by lower-than-projected inflation
rate. Excluding the effects of temporary and one-off factors, 2015 fiscal deficit is estimated at
4.5% of GDP. Possible revision of the key consolidation measures (wage and pension reduc-
tion) at the end of the year could reverse the downward trend in fiscal deficit in 2016 and thus
damage the credibility of the consolidation program. Instead, the initial success should be
used to accelerate deficit reduction in the next two years down to much below 3% of GDP, be-
cause, by European standards, this is the upper limit of sustainability, meaning that deficits
of 3% are considered excessive. Additionally, the extraordinary fiscal room should be used to
scale up public investments in 2016 (by 0.5% of GDP), because they act as a much stronger
stimulus to economic activity than current consumption. Public debt (including the debt
of local self-governments) totaled 75.3% of GDP at the end of July, and is expected to reach
about 78% of GDP at the end of 2015.

General tendencies and macroeconomic implications

Graph T6-1. Serbia: Consolidated fiscal balance  Consolidated fiscal deficit stood at RSD
and primary balance (% of GDP)’ 18.2 billion in the period April-July 2015,
which approximates 1.4% of the four-month
GDP. In the same period, Serbia had pri-
mary surplus of RSD 20 billion (2.6% of the
four-month GDP).? In the first seven mon-
ths of 2015 consolidated fiscal deficit tota-
led RSD 39.4 billion (about 1.7% of GDP),
and the budget balance before interest pay-
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In the period April-July 2015 fiscal deficit accounted for 8% of the annual target, compared
with 28% in the preceding years. This indicates that fiscal results continued to outperform the
projections, mainly because high-pressure collection of non-tax revenues and one-off revenues
continued, tax revenues remained above the projected level, and some spending was delayed or
very low (severance pay and public investments).

1 Primary fiscal balance (balance without interests) is the difference between the total public revenues and the overall public
expenditures subtracted by expenditures on interest payments.

2 Analyses of fiscal trends are based on the Ministry of Finance data on public revenues, public expenditures and public debt, and on
other available data on macroeconomic trends.
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Tax revenues slowing
down, but remain
above the projected
level

Consolidated deficit
expected to narrow to
RSD 140-160 billion
(3.5-4% of GDP) in
2015...

...much below the last
year’s level and the
annual target for 2015

In the period April-July rise in excise revenues, revenues from VAT and social security contri-
butions (based on reduction in the shadow economy) slowed down, and some segments even
experienced a slight decrease in revenue compared with the preceding period. However, excise
revenues and social security contributions remained above the targeted level, while revenues
from VAT met the projections. Although tax revenues exceeded the projections in this period,
the upward trends detected previously slowed down which suggests that the government should
continue with the measures that led to these good results (frequent inspections and penalties
for taxpayers engaged in the shadow economy) in order to preserve them. Additional improve-
ments require implementation of additional measures (ban on sale of new industrial products at
markets, comprehensive reform in the Tax Administration etc.). Otherwise, the initial results
of the government’s efforts against the shadow economy could be lost. On the other hand, pu-
blic investments rose steeply in the period April-July (compared with the preceding four-month
period, and the last year’s level) primarily because large infrastructure projects were paced up.
However, these investments are still below the targeted level.

In the previous years, fiscal deficit recorded in the first seven months of a year accounted for
around 50% of the annual deficit, on average. However, in the first seven months of 2015 it acco-
unted for around 17% of the annual target. If the trends from the preceding years had continued
in 2015, fiscal deficit would have totaled RSD 115 billion in the period January-July 2015. This
leads to conclusion that fiscal results were much better than expected. Difterent dynamics of di-
vidend payout (dividends are now paid at the beginning of a year), considerable one-off revenue
inflow (for the license for 4G network, from the Agency for Insurance of Deposits etc.), and de-
lays to and slow pace of some spending (severance pay and public investments) contributed much
to such results. However, even if we exclude the effects of these factors, fiscal results achieved
in the first seven months are much better than the projections, because reduction in the shadow
economy pushed up tax revenues. Namely, effects of the reduction in the shadow economy are es-
timated at additional RSD 25-30 billion (0.6-0.7% of GDP) of tax revenue. If the current trends
continue by the end of the year, consolidated fiscal deficit will stand at RSD 140-160 billion, or
3.5-4% of GDP.

Graph T6-2. Serbia: Consolidated public rev-
enues and public expenditures (% of GDP)

Graph T6-3. Serbia: Seasonally adjusted fis-
cal deficit (RSD billion, in 2014 prices)
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Fiscal deficit of 3.5-4% of GDP would mean a considerable fiscal adjustment compared with the
last year’s level (by 3-3.2% of GDP), and would be much below the annual target for 2015 (by
2-2.4% of GDP). Wage and pension reduction, more efficient tax collection, and high-pressu-
re collection of non-tax revenues and one-off revenues are the key factors that helped reduce
fiscal deficit to below the Zast year’s level. Economic activity exceeded the projections and was
another factor that pushed up tax revenues. However, inflation rate was below the projected level
so the positive effects of real growth on tax revenues were offset. Rising exports and growing
investments are the key drivers of growth in 2015. This is good from the aspect of long-term
sustainability of growth but does not have large revenue impact because these two components
of demand are exempt from VAT and excise duty. Fiscal deficit was smaller zhan projected due
to a high-pressure collection of non-tax revenues and one-off revenues, reduction in the shadow
economy, low level of public investments, and delays in severance pay. Therefore, excluding the
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Credible fiscal ~effects of one-off and temporary factors (non-tax revenues, delays in spending on severance pay
consolidation  etc.), fiscal deficit is expected to narrow to 4.5% of GDP in 2015.
program should Serbia’s fiscal performance improved considerably in 2015 compared with the preceding years,
secure a,Steady and the achieved results are much better than targeted. However, deficit of almost 4% of GDP
reductionin fiscal . . . . . .
. is still quite large, and therefore it would be economically unjustifiable to loosen the key conso-
deficit do,wn 0 1:dation measures (wage and pension reduction).
(%) asustainable
-g level... Credible middle-term consolidation program should secure a steady reduction in fiscal deficit
Q (continuous y-o-y decrease) down to the level much below 3% of GDP, because, by European
|: ...soitistooearly standards, this percentage is the upper limit of sustainability, and according to Serbia’s fiscal
toloosenthekey rules, this limit is set at 1% of GDP in the middle-term. Even if Serbia’s deficit shrinks to 3.5%
consolidation  of GDP in 2015, it will be above the average for EU-29 (2.3% of GDP) and CIE states (2.4%
measures . . o of GDP), and only four European countries
Graph T6-4. Serbia and EU: Fiscal deficits in will have larger deficits. Possible loosening
2015 (% of GDP) of some consolidation measures at the end
! of 2015 (through wage and pension incre-
0 — ase), along with uncertain further reduc-
a | I I | | | | | | | I tion in the shadow economy, and the risks
2 stemming from serious delays in structural
3 fu2s reforms, could push up the deficit in 2016,
4 o and Serbia would remain among Europe-
0 an countries with the largest fiscal deficits.
LI ‘ v _ v e Economic growth is not expected to contri-
: ‘ bute much to deficit reduction in the future,
because exports and investments as the key
20urce: OM and European Commission drivers of a sustainable economic growth in
Serbia do not have large fiscal impact.
The extraordinary  Accordingly, more ambitious fiscal goals should be set in the next revision of the arrangement
fiscal room should be  with the IMF (in November 2015), namely, considerable deficit reduction in 2016, and continu-
used to scale up public  ation of such trend in 2017, down to much below 3% of GDP. At the same time, the extraordi-

investments

Non-tax revenues
slowing down, the
largest share collected
at the beginning of
2015

Tax revenues slowing
down, but still above
the targeted level

nary fiscal room should be used to scale up public investments, as a strong stimulus to economic
activity, because they result in higher fiscal multiplier than current consumption.

Analysis of the dynamics and structure of public revenues and public
expenditures

Public revenues went up moderately (by 2.5%) in the period April-July 2015 compared with
the same period last year, primarily because non-tax revenues grew steeply (by 40%), while tax
revenues suffered a real drop (by 1.4%). However, public revenues slowed down in the period
April-July because real y-o-y increase (by 3.5%) was lower than in the preceding period, and real
revenues went down compared with the preceding four months (by 0.7%).

Y-o-y increase in non-tax revenues came from an intensive dividend payout by public and sta-
te-owned enterprises. However, real drop in these revenues (by 8.3%) in the period April-July
compared with the preceding four months suggests that they are slowing down. This increase
was based on a high-pressure collection of the total annual dividend at the beginning of the
year, which affected the intrannual dynamics of these revenues. However, it is considered to be
temporary and unsustainable in the long run, because under such system companies are unable to
finance their fixed assets. Furthermore, it will not be possible to permanently keep the system of
paying the savings based on the wage reduction into the budget. Analyses of the trends in public
finance should therefore be based on the dynamics of tax revenues.

Tax revenues suffered a real drop (by 1.4%) in the period April-July compared with the same pe-

riod last year, which is in accordance with the drop in consumer spending. These revenues fell (by
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Graph T6-5. Serbia: Seasonally adjusted
revenues from consumption tax

0.5%) compared with preceding four-month
period, as well.> Revenue collection slowed

down because revenues from consumption
tax slowed down due to reduction in the
shadow economy and rise in exports, and
revenues from the tax on factors of produc-
tion decreased due to wage and pension re-
e duction. However, in spite of this slowdown,
» revenues collected in the period April-July
were above the targeted level, primarily due
to increase in excise revenues and social se-
curity contributions.
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Excise revenues Source: QM calculations based on the MF data Strong upward trend in excise revenues de-

stopped growing, tected in the first four months of 2015 was

butremained  hjited in the period April-July. Excise revenues collected in this period remained unchanged

above the targ[etei compared with the same period last year (although excise tax rates were increased), and fell
eve

slightly (by1.3%) compared with the preceding four months. Excise revenues stopped growing
probably because the effectiveness of the first wave of actions against tobacco products smuggling
were exhausted, and sales (legal) of petroleum products decreased (see: Graph T 6-6). In spite of
that, excise revenues collected in the period April-July exceeded the targeted level by 4%. Simi-
larly, excise revenues collected in the first seven months of 2015 rose above the targeted level by
5%. Revenues from excise on tobacco products were much lower than before 2013, when illegal
sale of these products increased notably, which indicates that there is much room for further
actions against the shadow economy in this area.

Revenues from VAT =~ Revenues from VAT increased in the period April-July compared with the same period last year

slowed down inthe  (by 0.7%). On the other hand, real seasonally adjusted revenues from VAT fell compared with
period April-July, but  the preceding four-month period (by 3.1%). Revenues from VAT slowed down in the period
reached the targeted ~ April-July due to a slowdown in revenues from gross domestic VAT (2.5% decrease compared
level with the preceding four-month period), and increase in VAT refund (by 6% compared with the

preceding four months), which was probably caused by rise in exports as of May, and previous
delays in VAT refund. This slowdown in revenues from gross domestic VAT could mean that the
government loosened its efforts to curb the shadow economy. The Tax Administration initially
achieved some very promising results, but to make these results permanent, and then further
reduce the size of the shadow economy (and there is enough room to do this), it is necessary to
maintain tight and systemic controls on tax payers, and to keep punishing defaulters. Otherwise,
shadow economy could grow again. Accordingly, many tax offenders who have been punished
during the preceding one year’s period continue disobeying tax regulations. The government
has to make it clear that these are not just temporary actions taken now and then, but that they
demonstrate government’s continuing commitment to reducing the shadow economy. Although
the strong upward trend in revenues from VAT was halted, these revenues reached the targeted
level in the period April-July. Revenues from VAT collected in the first seven months of 2015
exceeded the projected amount by 2.5%, mainly due to a large inflow at the beginning of the
year. Increase in revenues from VAT, excise revenues and social security contributions, driven
by reduction in the shadow economy, contributed much to the recovery in public finance. It is
therefore necessary to intensify activities against the shadow economy and make them systemic
to preserve the results that have been achieved so far.

3 Y-0-y growth rates of public revenues and public expenditures were calculated on the basis of inflation-adjusted absolute amounts
(real growth rates). Quarter-on-quarter (qoq) growth rates of public revenues and public expenditures were calculated on the basis of
seasonally adjusted and inflation-adjusted absolute amounts.
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Graph T6-6. Serbia: Seasonally adjusted ex- Graph T6-7. Serbia: Seasonally adjusted rev-
cise revenues, by components (2010=100) enues from VAT, by components (2010=100)
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Social security Revenues from personal income tax fell (by 1.5%) in the period April-July compared with the
contributions exceed preceding four-month period, but went up compared with the same period last year (by 0.5%).
the targeted level 'This y-o-y increase might have been caused by a more notable reduction in informal employment
at the end of 2014 and at the beginning of 2015 (because public sector wage cuts push down the

total mass of wages), but the local trend indicates that it was halted in the period April-July. On

the other hand, contributions for mandatory social security insurance went up slightly in the pe-

riod April-July compared with the preceding four-month period (by 0.5%), but suffered a y-o-y

decrease (by 2.6%) due to the public sector wage reduction. Real y-o-y decrease in revenues from

personal income tax and social security contributions does not match the official data showing

2% drop in average wage, and 10% increase in formal employment, because with such trends in

labor market, without changing tax and contribution rates, these revenues should have grown

by 8%. However, a reliable method is used to record public revenues (cash principle), meaning

that this discrepancy is another indicator of inconsistency between the official data on trends in



Quarterly Monitor No. 41 « April-June 2015

labor market and other macroeconomic trends. On the basis of intraannual dynamics of reve-
nues from social security contributions in 2015 and in the preceding years, it is estimated that

Graph T6-9. Serbia: Seasonally adjusted social security contributions collected in the
revenues from tax on factors of production period April-July, and in the period January-

(RSD billion, in 2014 prices) July 2015, exceeded the projected level by
5%, mainly because reduction in the shadow
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Considerable  There was a real y-o-y decrease in public expenditures in the period April-July 2015 (by 2.3%).
decrease in public  'These expenditures were much lower than in the preceding four-month period (by 7.1%), as well.
expenditures... This decrease was driven by reduction in wages, pensions and subsidies.

...duetowage and Public expenditures fell mainly due to wage and pension reduction. There was a real y-o-y decre-
pension cut... ase in expenditures on wages of 11.3% in the period April-July. These expenditures fell compared
with the preceding four-month period (by around 3%), as well, probably because the number of
public sector employees declined and controls on payment of different bonuses and allowances
were tightened. There was a y-o-y decrease in expenditures on pensions in the period April-
July (by 4.5%). These expenditures went down in this period compared with the preceding fo-
ur-month period, as well (by 1.3%). In the first seven months of 2015 savings from gross wages
amounted to RSD 33 billion, and savings from gross pensions totaled RSD 13 billion.* Reduc-
tion in wages and pensions is expected to bring annual savings of RSD 70 billion, and its nez effect
on fiscal deficit (taking into account the consequential decrease in revenues from taxes on wages
and pensions and social security contributions) is estimated at RSD 55-60 billion. Accordingly,
if this measure is abolished, fiscal deficit might widen considerably in 2016.

...andreductionin There was a real y-o-y drop in expenditures on subsidies in the period April-July (by 8%). These
subsidies expenditures fell notably in this period compared with the preceding four-month period (by
15.7%). Expenditures on subsidies in Serbia are much above the sustainable level and above
average of comparable countries, so this reduction is welcome. Besides that, their purpose and
granting procedure need to be changed to increase their efficiency.

Publicinvestmentsrise  Extremely slow pace of public investment at the beginning of 2015 was quickened in the pe-
steeply, but fail to reach  riod April-July. Namely, public investments (especially in traffic infrastructure) grew notably (by
thetarget  29.1%) in this period compared with the preceding four-month period. There was a slight y-o-y
rise in these investments, as well (by 2.7%). However, public investments accounted for only
2.7% of GDP in this period, which is 15% below the targeted level, and in the first seven months
of 2015 only 2.4% of GDP was spent on public investment, i.e. about 25% less than planned.
Most probably, only investments in traffic infrastructure will reach the annual target. Public
investments are strong stimulus to economic activity, both in the short term (rise in demand) and
in the long term (increase in supply), and therefore need to be scaled up, as close as possible to the
annual target for 2015. This target should be lifted in 2016 (to at least 3.5% of GDP) and all the
necessary preparations for achieving it should be made. After the potential partners abandoned
the concession for Corridor XI from Belgrade to Cacak, the remaining sections of the highway,
that have not been contracted yet, could be financed from the budget.

4 Net effect of wage and pension reduction on fiscal deficit is weaker because this reduction pushes down revenues from taxes and
contributions deductible from public sector wages.
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Graph T6-10. Serbia: Seasonally adjusted Graph T6-11. Serbia: Seasonally adjusted
expenditures on wages, pensions and goods  expenditures on interest payments, subsi-
and services (RSD billion, in 2014 prices) dies and capital expenditures (RSD billion, in
2014 prices)
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Expenditures on  Expenditures on interest payments went up considerably in the period April-July 2015 compared
interest payments  with the same period last year (by 16.6%), and were higher than in the preceding four-month
goingup dueto period, as well (by 1.9%). Growing indebtedness of the country is the key driver of this increase.
growing indebtedness However, under the ECB and Fed’s expansive monetary policy, borrowing conditions improved,
which has favorable impact on expenditures on interest payments, meaning that without the
influence of these temporary external factors, rise in these expenditures would be even larger.
Analysis of fiscal trends by government level
Central government In Q2 2015 the central government and the Health Insurance Fund ran budget deficit (RSD
and Health Insurance  17.2 billion and RSD 1.8 billion respectively). On the other hand, the Pension and Disability
Fund running deficit, Insurance Fund, AP Vojvodina and local self-governments ran budget surplus (RSD 0.3 billion,
other government RSD 0.9 billion and RSD 1.8 billion respectively).
levels running surp lus Both central government and local self-governments collected more revenue in Q2. Revenues
in Q2 from VAT, excise revenues and non-tax revenues pushed up the central government revenues.
On the other hand, the upward trend in revenues from property tax continued in Q2 (16.3%
Revenues of local self-  y-o-y), and pushed up the revenues of local self-governments. This indicates that local self-go-
governments wentup vernments continued with their efforts to increase revenue impact of property tax and thus make
because revenues from up for the loss of revenue from construction land usage fee. Revenues from property tax grew
property tax continued by 75% in 2014, and if they keep growing at the pace detected in Q2 2015, total revenues from
togrow property tax in 2015 will equal the sum of revenues from property tax and construction land
usage fee collected in 2013, which is justifiable.
Graph T6-12. Serbia: Fiscal surplus (deficit) at different levels of government (bn. RSD, cur-
rent prices)
National
Budget of Employment Vojvodina Local self-
Year Republic Pension fund Service Health fund budget governments
2010 -108.0 -1.0 -0.1 1.9 -9.6 -11.5
2011 1443 0.2 13 2.1 -0.7 -15.6
2012 -213.0 -0.4 0.8 4.0 1.1 -0.3
2013 -194.4 -1.2 -0.5 8.7 13 6.3
2014 -204.1 3.6 2.0 0.2 1.0 8.5
Q12015 -24.9 -4.2 0.0 2.0 1.6 43
Q22015 -17.2 0.3 0.1 -1.8 0.9 1.8
Local Self_governments Source: QM calculations based on the MF data
spend more because
they have excessive  Different government levels showed some quite divergent y-o-y trends in expenditures in Q2 —
available funds  central government (budget of the Republic, Pension and Disability Insurance Fund and Health
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Abalance
between the
assigned
competences and
revenues should
be established

Serbia’s public debt
totaled EUR 24 billion at
the end of July (74.1%
GDP)...

...and with the debt

of local self-
governments included
-75.3% of GDP

Indirect debt stagnates
in 2015, but it could
start growing

Insurance Fund) spent less, and expenditures of local self-governments went up. This reduction
in expenditures of the Republic budget was achieved through fiscal consolidation, and consequ-
ential reduction in expenditures on wages and transfers to Pension and Disability Insurance
Fund, and slow pace of capital expenditures. On the other hand, y-o-y increase in expenditures
of local self-governments (by 8.3%) was caused by a steep rise in expenditures on subsidies and
welfare, and to a certain extent, by rise in expenditures on goods and services and capital expen-
ditures (see: Appendix 3). Rise in expenditures on subsidies and goods and services is justifiable
only to the amount used to pay off arrears. Moderate real rise in local public investment (by
15.9%) is economically justifiable and welcome. Total expenditures of local self-governments
went up because the funds delegated to local self-governments exceed their competences.

Sub-central government levels have been running large and growing surplus — the budget of AP
Vojvodina showed surplus of RSD 1 billion in 2013 and RSD 1.6 billion in 2014, and in the
first half of 2015 it totaled RSD 2.5 billion. Similarly, budgets of local self-governments showed
surplus of RSD 6.3 billion in 2013 and RSD 8.5 billion in 2014, and in the first half of 2015 it
totaled RSD 6.1 billion. On the other hand, the central government runs a quite large deficit.
'This all leads to conclusion that there is a systemic imbalance in distribution of competences and
revenues among different government levels, so that the sub-central government levels have been
given more revenue than competences. To improve the management of public finance, it is ne-
cessary to correct this imbalance. This can be achieved through a systemic reform in the system
for funding sub-central government levels and by bringing distribution of available funds in line
with delegated competencies.

Trends in public debt

At the end of July 2015 Serbia’s public debt totaled EUR 24 billion (74.1% of GDP), and with
the debt of local self-governments included it accounted for 75.3% of GDP.

From the end of March to the end of July 2015 public debt remained almost unchanged in no-
minal terms, because fiscal deficit in this period was small (EUR 150 million), and was mainly
financed from previously accumulated government deposits. Additionally, trends in dinar ex-
change rate had favorable impact on public debt dynamics, i.e. dinar appreciated against dollar
by 1.3%, and dinar to euro exchange rate remained unchanged. Although nominal public debt
remained unchanged in the period April-July, public debt to GDP ratio fell slightly (by 1.2%),
because dinar appreciated against dollar and GDP grew slightly.

Table T6-13. Serbia: Public debt dynamics 2000-2015

Amount at the end of period, in billions EUR

2000 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 Q12015 July 2015

I. Total direct debt 14.17 9.62 8.58 8.03 7.85 8.46 10.46 1236 15.07 173 20.2 21.6 215
Domestic debt 4.1 4.26 3.84 3.41 3.16 4.05 4.57 5.12 6.5 7.0 8.2 8.7 85
Foreign debt 10.06 5.36 4.75 4.62 4.69 4.41 5.89 7.24 8.6 10.2 12.0 129 13.0

II. Indirect debt - 0.66 0.80 0.85 0.93 1.39 171 21 2.60 2.81 25 2.6 25
11l. Total debt (I+11) 14.2 103 9.4 8.9 8.8 9.8 12.2 145 17.7 20.1 22.8 24.2 240
Publicdebt / GDP* 169.3%  50.2% 36.2% 29.4% 25.6% 31.3% 41.5% 45.1% 59.3% 63.8% 70.9% 73.3% 72.3%
Publicdebt / GDP (QM)* 169.3% 52.1% 36.1% 29.9% 283% 32.8% 41.9% 444% 56.1% 59.4% 71.0% 753% 74.1%

1) According to the Public Debt Law, public debt includes debt of the Republic related to the contracts concluded by the Republic, debt from issuance of the
t-bills and bonds, debt arising from the agreement on reprogramming of liabilities undertaken by the Republic under previously concluded contracts, as well
as the debt arising from securities issued under separate laws, debt arising from warranties issued by the Republic or counterwarranties as well as the debt of
the local governments, guaranteed by the Republic.

2) Estimate of the Ministry of Finance of the Republic of Serbia

3) QM estimate (Estimated GDP equals the sum of nominal GDP in the current quarter and three previous quarters)

Source: QM calculations based on the MF data

Public debt structure did not change much in the period April-July. Direct debt shrank by EUR
150 million due to old foreign currency savings payout and payment of other internal and exter-
nal debts (EUR 270 million and EUR 120 million respectively). On the other hand, indirect
debt remained almost unchanged because the government continued its policy of not granting
implicit subsidies to state-owned and public enterprises. Favorable trends in the market (low
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Refinancing of
expensive loans
by cheaper ones is
recommendable
under the current
trends in the world
market

Trends

Public debt will amount
to around 78% of GDP
at theend of 2015

gas prices and favorable ratio between the price of raw materials and products in steel industry)
allowed this, but the factors that could push up the debt in the following period have not been
eliminated, i.e. in spite of the announcements that restructuring and privatization of large public
and state-owned enterprises, as major users of state guarantees (Srbijagas, Azotara, Petrohemija
etc.), would be finished in the first half of 2015, not much progress has been made.

Expenditures on interest payments for 2015 are estimated at around EUR 1.1 billion (3.5% of
GDP), y-o-y increase of 0.5% of GDP. This rise is expected to continue in 2016, as well, but at
a slower pace. Expenditures on interest payments depend on the amount of debt and the level of
interest rates, and the letter are determined by the level of public debt and sustainability of public
finance of a country and trends in the global financial market. Persistent implementation of the
fiscal consolidation program will slow down the debt in the following period. However, increase
in debt-to-GDP ratio is not expected to be halted until 2017 (if the program is implemented con-
sistently). Therefore, expenditures on interest payments can be reduced in the following period
through refinancing of some expensive loans, though this option is quite limited because loans
that can be refinanced make a relatively small share of the total debt. Borrowing conditions in
the global financial market have improved, under the Fed and ECB’s expansive monetary policy,
and initially good results of fiscal consolidation in Serbia slightly decreased the country risk.
Therefore, some of the expensive loans (with interest rates of 4-6%) should be refinanced by che-
aper ones. Furthermore, the initiative to use a half of the revenue from privatization of Telekom
for early repayment of expensive loans is considered welcome. The foregoing could slightly slow
down the overall expenditures on interest payments in the following period (by around EUR
50-100 million annually). Although these savings would not have a notable impact on the health
of public finance, this measure should be applied anyway, because it requires relatively small
administrative efforts.

Debt-to-GDP ratio will continue to rise in 2015, because fiscal deficit is expected to widen in
the second half of the year, and some other factors could also push up the debt (exchange rate,
Graph T6-14. Trends in public debt in Serbia ISSLI?CC of gﬁvernment guarantees }f te). If
(% of GDP real dinar exchange rate remains unchanged,

and if borrowing in advance of need rema-
% ins within the expected level, and without
% new issuance of government guarantees, pu-
blic debt will probably reach 77% of GDP,
and with the non-guaranteed debt of local
self-governments included, it will total 78%
of GDP, which is unsustainable in the long
term and suggests that the extraordinary fi-
scal results achieved in 2015 should be used
to further reduce fiscal deficit in the follo-
Source: QM calculations wing period, instead of increasing current

spending.
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Appendices

Annex 1. Serbia: Consolidated General Government Fiscal Operations’), 2008-2015 (nominal
amounts, bn RSD)

2014 2015
2008 2009 2010 20m 2012 2013
Q1 Q2 Q3 Q4 Q1-04 Q1 Q2 jan-jul
| PUBLIC REVENUES 1,193.5 1,200.8 1,278.4 1,362.6 1,472 1,538.1 3529 403.3 407.6 457.0 1,620.8 365.6 4247 9545
1.Current revenues 1,143.1 1,139.2 12157 1,297.9 13938 1,461.3 3349 3837 3854 4368 15408 364.3 4227 9510
Taxrevenue 1,000.4 1,000.3 1,056.5 1,131.0 12259 1,296.4 3013 3487 3448 375.1 1,369.9 309.9 3687 8260
Personal income taxes 136.5 1335 1391 150.8 353 156.1 322 35.1 36.9 422 146.5 325 356 813
Corporate income taxes 390 312 326 378 54.8 60.7 155 2938 14.2 132 727 13.0 259 429
VAT and retail sales tax 3017 296.9 3194 3424 367.5 3806 93.6 97.0 101.7 173 409.6 96.2 100.1 2359
Excises 1101 1348 1524 1709 181.1 204.8 429 552 584 56.0 2125 463 572 1282
Custom duties 258 48.0 443 388 358 325 73 75 78 8.6 312 79 79 186
Social contributions 3127 3188 3230 346.6 3789 4183 993 109.8 1107 1206 4403 1006 1259 2848
Other taxes 356 371 46.0 435 426 435 10.7 143 151 172 573 134 16.0 343
Non-tax revenue 0.0 138.8 159.2 36.9 379 349 337 350 40.5 61.7 1709 543 541 125.0
2.Capital revenues 14 09 03 20 87 35 04 0.6 04 0.6 20 03 35
0.0
IITOTAL EXPENDITURE -1,265.5 -1,328  -1,4195 -1,526.1 -1,717.3  -1,750.2 -421.0 -448.3 -447.4 -562.2 -1,878.9 -379.3 -438.9 -993.9
1. Current expenditures -1,089.6 -1,155 -1,224.8 -1,3248  -1,4799  -15498 -3817 -3936 -398.0 -4547 -16280 -3689 -406.0 -926.2
Wages and salaries -293.2 -302.0 -308.1 -3425 -374.7 -392.7 -95.7 -97.9 -96.4 -98.6 -388.6 -838  -1043 -2366
Expenditure on goods and services -1814 -187.4 -2025 -233 -2357 -236.9 -50.9 -58.3 -60.2 -874 -256.8 -50.9 -588 -1327
Interest payment -17.2 -1874 -34.2 -44.8 -68.2 -945 -355 -28.6 -26.8 -242 -115.2 -40.6 -327 793
Subsidies <778 <224 -779 -80.5 -1115 -101.2 -194 -237 =279 -46.1 -117.0 -18.7 -238 -515
Social transfers -496.8 -63.1 -579.2 -609.0 -652.5 -687.6 -170.7 -1724 -1728 -181.0 -696.8 -166.7 -173.8 -401.4
o/w: pensions5) -331.0 -556.4 -3940 -422.8 -473.7 -498.0 -125.0 -126.9 -128.0 -128.1 -508.1 -1210  -1228 -285.0
Other current expenditures <235 -3873 -229 =317 -374 -36.9 9.6 -126 -14.0 -17.5 -537 -8.1 -125 -247
2. Capital expenditures -106.0 -240 -105.1 -111.1 -1263 -84.0 -139 -253 -237 -337 -96.7 -10.5 -23.8 -46.7
3. Called guarantees -1.6 -2.2 -2.7 -33 -3.7 -79 -34 -59 -8.2 -121 -29.7 -6.9 -8.2 -194
4.Buget lendng -19.3 -24.0 -30.0 -25.0 -382 -35.6 -52 -5.8 -03 -44.1 -55.4 -0.5 -0.9 -1.6
11l CONSOLIDATED BALANCE 720 -127.1 -141.0 41635 2452 -212.1 -68.1 -45.0 -398  -105.2 2581 -21.1  -142 -394
Source: QM calculations based on the MF data
Annex 2.
2014 2015
2008 2009 2010 2011 2012 2013
Q1 Q Q3 Q4 Q1-04 Q1 Q2 jan-jul
| PUBLIC REVENUES 33 -8.9 -15 -4.6 0.6 -2.2 -0.8 43 35 5.4 3.2 7.6 4.2 4.2
1. Current revenues 35 -9.1 -15 -44 0.1 -2.6 -03 43 28 5.7 33 76 4.1 4.1
Taxrevenue 37 -88 =25 -4.1 1.0 -1.7 -1.0 6.4 38 43 35 18 -0.6 -03
Personal income taxes 63 -10.8 -39 29 21 -122 -17.8 -135 08 -17 -8.1 -0.1 -04 03
Corporate income taxes 185 -27.0 -36 39 35.1 29 -18.0 165.3 9.5 -18.1 174 -17.2 -145  -177
VAT and retail sales tax 25 -10.2 -07 -4.0 0.0 -3.8 43 -36 54 15.1 54 18 15 12
Excises 0.7 116 42 0.6 -12 5.1 -17 08 9.5 -24 16 6.9 19 25
Custom duties 18 -324 -149 2215 -14.0 -156 -44 -7.0 -6.9 73 -6.5 8.9 40 72
Social contributions 43 -7.0 -6.5 -39 19 26 36 29.1 28.1 0.5 31 03 -1.6 -20
Other taxes -23 -4.9 145 -15.2 -8.8 -52 121 82 0.8 44.1 292 239 99 170
Non-tax revenue 26 -113 58 -6.1 -6.2 -87 6.0 -13.1 -5.1 15.1 15 59.8 502 473
2. Capital revenues -76.8 -414 -66.8 468.2 304.5 -63.0 -79.6 176 -27.7 6.0 -333 -195 229
IITOTAL EXPENDITURE 5.0 -4.8 -1.7 33 43 -0.3 4.4 37 -3.0 14.8 5.2 -5.1 -29  -3.6
1. Current expenditures 6.9 -33 -2.2 31 4.1 =27 6.0 04 -1.2 6.5 29 -44 -26 -34
Wages and salaries 109 -6.0 -59 0.4 20 -26 -06 -2.0 -3.0 -6.5 3.1 <133 -113 123
Expenditure on goods and services -5.7 -03 43 15 -6.6 -0.1 34 -1.6 19.1 6.2 -1 -0.8 14
Interest payment -2.8 -5.7 -03 174 419 288 82.9 22 -34 136 193 13.0 122 148
Subsidies -133 19.0 40.6 74 29.1 -156 -08 6.0 -3.8 419 132 -42  -26.1 -6.6
Social transfers 10.1 -26.0 139 58 -0.1 Al 24 -22 -1.8 -1.2 -0.7 -33 09 13
o/w: pensions5) 95 22 -39 39 4.4 -2.3 15 0.0 02 -2.0 -0.1 -4.3 -4.7 -45
Other current expenditures 149 6.7 -6.1 239 9.9 -84 311 36.2 431 55.0 426 -159 -24 -8.8
2. Capital expenditures -4.3 -6.7 -11.8 53 6.0 -38.2 14 415 <128 252 12.7 <255 -7.5 -5.2
3.Called guarantees 2835 222 -27 -33 -37 2487 40.7 439.8 4170 3105 267.8 98.8 348 694
4.Buget lendng 133 -24.0 -30.0 =250 -38.2 44.2 -36.1 455 -97.4 2374 522 -90.9 -852 -863

Source: QM calculations based on the MF data
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Annex 3. Serbia: Real annual rates of growth in public revenues and public expenditures, by
the levels of government

Q2 2015/Q2 2014
Consolidated Budget of  Health Local self-
budget Republic Fund government
) A Total publicrevenues (1)+(11)+(1l1)+(1V) 3.5 7.3 -15.9 4.6
-g | Current revenues (1)+(2) 3.3 7.0 -17.5 45
dh) 1. Tax revenues 1.1 -0.1 -18.9 4.2
— 1.1. Customs 4.0 4.0 - -
1.2. Personal income tax -0.3 -0.8 - 0.0
1.3. Corporate income tax -14.5 -11.2 - -
1.4. VAT 1.5 1.5 - -
1.5. Excise duties 1.9 1.9 - -
1.6. Property taxes - - - 16.3
1.9.0ther taxes 9.9 -1.3 - 2.6
1.10. Social security contributions -3.0 - -18.9 -
2. Non-tax revenues 49.0 75.7 63.8 6.3
Il Capital revenues 59.8 - -71.7 23.4
[l Transfers from the other levels of government - - -12.2 4.2
IV Donations 51.3 168.8 - -4.6
B Total public expenditures (I)+(11)+(111)+(1V) -3.8 -7.2 -8.0 8.3
| Current expenditures -3.0 -8.4 -8.1 8.1
1.1 Wages -11.3 -11.1 -13.0 -8.8
1.2. Goods and services -0.8 -11.2 -2.8 11.0
1.3 Interest payments 12.2 12.7 230.1 5.2
1.4 Subsidies -1.4 -13.1 0.0 30.5
1.5 Social insurance and social assistance -0.9 9.3 10.3 25.2
1.6 Transfers to the other levels of government - -16.0 - -
1.7 Other current expenditures -2.4 -17.3 -13.0 5.6
Il Capital expenditures -7.4 -11.0 155.2 15.9
Il Strategic reserves -22.8 - -51.6
IV Net lending -85.2 57.4 - 18.2

Source: QM calculations based on the MF data




