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1.     Identification 

 
Budget heading: 22 05 02  (Assistance to Serbia and Montenegro)  
Total cost: EU contribution : €154.5 million 
Legal basis: Council Regulation 2666/2000 as amended by Council Regulation 

(EC) No. 2415/2001 (CARDS) 
Annual programming/ 
implementation: 

European Agency for Reconstruction € 147.0 million; 
Commission headquarters (Tempus and Customs) € 7.5 million 

 
2.     Republic (country and regional) update  

 
The process of political and socio-economic transformation continued in 2004. In a difficult political 
environment, maintaining macro-economic stability has been the main challenge facing the 
Government. The restrictive budgetary practices implemented by the Government mean that 
limited new resources were committed to the public sector. Under these circumstances, the 
Government remains highly dependent on the donor community to drive the reform process.   
 
The combined pressures of high unemployment (14%), an ever expanding trade deficit and 
inflation returning to double digits has made the introduction of new reform initiatives problematic. 
Despite this difficult policy environment a series of laws including legislation on Value Added Tax, 
Energy, Bankruptcy, Business Registration and Gambling were introduced in 2004. The 
implementation of the new bankruptcy and energy legislation can make an important contribution 
to restructuring the private sector. In addition a new Privatisation Agency director was appointed to 
re-start the privatisation process. GDP growth for 2004 is estimated to be approximately 6% but 
such growth levels have to be translated into employment generating opportunities and increased 
revenues to the public coffers. 
 
The government is well aware that the ongoing restructuring of the private sector and the business 
enabling environment forms the optimum long-term solution to Serbia’s socio-economic 
challenges. To capitalise on this support the government has increased donor coordination under 
the direction of the Minister of Economy. The Serbian government is keen to exploit the new policy 
environment afforded by the introduction of the ‘Twin Track Approach’ with Montenegro. In October 
2004 the Public Administration Reform Council adopted a Public Administration Strategy that 
outlined a strategy of public administration reform to meet the principles of European good 
governance. 
    
The Serbian local elections held in September saw the opposition parties, Democratic Party (DS) 
and Serbian Radical Party (SRS), win the largest number of votes. This success at local level may 
put increased pressure on the governing coalition. Difficult political decisions remain to be made 
concerning cooperation with the Hague Tribunal (which is having a direct impact on economic 
development, particularly FDI levels) and implementation of new VAT legislation. What would be 
very much welcomed is strategic policy thinking by the Government linking EU and other donor 
support to address the fundamental questions of national competitiveness and economic growth. 
 
3. Summary of the Action Programme 
 
A description of proposed project actions within each programme component is given in the 
following sections. Background material is also provided for each sector so as to highlight the 
justification for the projects subsequently proposed. Further details on individual projects are 
available in a separate set of Project Annexes. Operational duration, as indicated in the project 
fiche, may be extended up to the maximum duration allowed by this programme. 
 
• Democratic Stabilisation (approx. €17.0 million) 

The 2005 programme builds upon actions and measures developed in earlier programming 
periods to enhance civic participation in the political/economic process, build an inclusive 
society (PRSP) and reinforce democratic stabilisation. A pressing concern continues to be the 
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situation of refugees, IDPs and the Roma community. As such the 2005 programme looks to 
supporting just and durable solutions in terms of the right to return and building the capacity of 
Government to meet the special needs of these groups. With EU assistance NGOs are playing 
a more pro-active role in civil society. This support continues in 2005 including assistance to 
the Parliamentary Committee for Poverty Alleviation and the Civil Service Advisory Committee. 
In the Media sector, the EU will support, among other things, the implementation of media 
legislation to build the regulatory environment for media. 

 
• Good Governance and Institution Building (approx. €50.5 million) 

The role of the EU in Serbia is changing from supporting the reconstruction process to building 
the necessary institutional machinery and strategic awareness required to meet the EU 
accession process. To that end the 2005 programme supports the new institutional 
arrangements afforded by the Twin-Track approach by identifying where State and Republic 
can best meet mutual objectives to prepare for EU membership. Support will be directed to 
improve Serbia’s capabilities in Public Administration (civil service reform), Public Finance, 
European Integration, Economic Management, Justice, Integrated Border Management and 
Customs and Taxation. A major obstacle continues to be the weak absorption capacity of the 
Serbian administration to engage successfully with institutional building support. In 2005 the 
EU’s support to municipal government will continue with new investments to target 
municipalities. For the Health Sector Reform in 2005 the focus will be on improving 
management and equity in terms of service delivery.  

 
• Economic and Social Development (approx. €82.0 million) 

The weak performance of the Serbian economy, high unemployment and the widening trade 
deficit makes institutional economic reform more pressing. For 2005 the emphasis continues to 
focus support on the SME sector which will form the backbone of the future Serbian economy, 
the privatisation process, land ownership and trade (specifically in the agriculture sector). 
Education assistance will continue to support capacity building in the Ministries of Education 
and Labour and Employment, curricula development and funding vocational education pilot 
schemes. The Serbian administration has to begin making the strategic connections between 
the privatisation process, economic reform, education, export support and FDI to coherently 
address economic challenges and how best to exploit EU funds. Support to the transport sector 
will be directed to facilitating trade by enhancing inter-modal transit opportunities, attracting IFI 
finance and aligning transport legislation to EU standards. EU support under 2005 to the 
Environment will primarily concentrate on water/ wastewater management while the Energy 
sector will benefit from continued restructuring and district heating investment. 

 
• Other, (GTAF, Programme Reserve…) (approx. €5.0 million) 

The General Technical Assistance Facility (GTAF) is a valuable resource to prepare for future 
programmes, feasibility studies, evaluations, monitoring etc. The Programme Reserve 
component may be used to provide additional funds for priority projects included in this action 
programme, to cover unforeseeable priorities, and for other programme related expenditures. 

 
3.1     Democratic Stabilisation (approx. €17.0 million) 

 
The components outlined below deal with proposed programmes/projects in the following sectors: 
Minority Rights and Refugee Return, Civil Society and Media.   
 
3.1.1     Minority Rights and Refugee Return (approx. €12.5 million) 

 
Note: for activities related to the State Union please refer to the State Union Action Programme for 
2005. 
 
Background and cooperation related policy of the beneficiary country and Republic 
 
During the last decade of the previous century Serbia and Montenegro became the country with 
the greatest refugee and IDP problem in Europe since the Second World War. Most of the 
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refugees are Serbian or belong to minority groups (Roma). Their arrival to Serbia caused a 
considerable blow to the already overstrained social welfare system and significantly added to 
unemployment and poverty. Furthermore, the weakness of the economy has further reduced the 
options for refugees and IDPs.  
 
According to the results of the most recent census in 2002, 227,500 (60%) of the 377,000 
registered refugees have opted for local integration. The main strategic orientation of Serbia in 
respect of the 230,000 IDPs from Kosovo is the provision of assistance and necessary guarantees 
for return and a safe life. Out of the total number of refugees and IDPs, more than 16,000 reside in 
the remaining collective centres in Serbia. A number of these people need support. 
 
The Government has adopted a Poverty Reduction Strategy Paper and a National Strategy for 
Refugees and IDPs, which will complement the EU programmes in this sector. The Government’s 
proposed strategy to close collective centres implies a greater urgency to resolve the problems of 
refugees and IDPs particularly with regard to housing and income generation. The Commissariat 
for Refugees and IDPs is the main government body dealing with the issues of refugees and IDPs 
in Serbia. Regarding the State Union bodies, the Ministry for Human Rights and Minorities and the 
Coordination Centre for Kosovo are the two principal authorities in this sector. The Coordination 
Centre for Kosovo has been actively engaged in the past but its mandate under the present 
Government arrangements remains unclear.  
 
Much of the international assistance targeting the most vulnerable population in Serbia and 
Montenegro such as the humanitarian assistance programme provided by ECHO has already been 
or is being phased out. Following that tendency and the fact that the Government intends to close 
down the collective centres in the coming two years, the CARDS 2004 programme has taken into 
account the need to move from providing humanitarian assistance to finding durable solutions for 
refugees and IDPs.  
 
The 2004 programme has focused on the implementation of a programme for the closure of 
collective centres, in line with the National Strategy. The programme also supports return and re-
integration to Croatia, BiH and Kosovo, institutional building support to the Government of Serbia, 
support to the Ministry for Human Rights and Minorities on establishing a re-admission centre for 
Roma forcibly returned, Roma placements in municipalities and assistance to Roma NGOs and a 
project implementation unit for the newly established Housing Fund for Serbia. 
 
The 2005 programme will assist in developing durable solutions for refugees and returnees and 
support government, at State Union and Serbian Republic level, thorough institutional building to 
better address the challenges facing these groups. 
 
Coherence with EC cooperation policy and the MIP 
 
According to the MIP 2005-06, EU support should focus on supporting durable solutions for 
refugees and IDPs in collective centres in Serbia. This translates into policy actions such as 
integration and facilitation of return, social reintegration of minorities and fighting discrimination 
practices, implementation of anti-discrimination and equal rights legislation, support to returnees 
under re-admission agreements and capacity building of relevant actors in the sector, both at the 
State Union and the Republican level. 
 
As a short-term priority, the EC Partnership calls for adequate co-operation between the State 
Union and Republics regarding the legislative basis and practical protection of the rights of 
refugees, displaced persons and minorities. Medium-term priorities underline the need to ensure 
full respect of human rights of refugees, IDPs and minorities, including access to health services 
and easy access to personal documents; right of a real choice between sustainable return and 
integration; facilitation of integration for those who choose not to return and adoption of new 
legislation on refugees. Finally, Serbia must continue to implement the National strategy for 
Refugees and IDPs.  
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Identified projects  
 
3.1.1.1     Support to Refugees and IDPs  

 
EU funds will provide: (i) further institutional support to the Government of Serbia (Commissariat 
for Refugees and IDPs and the Coordination Centre for Kosovo) for policy development, better 
operational management and staff training; (ii) further assistance in implementing the programme 
for closure of the collective centres (support to the integration of refugees and IDPs from collective 
centres); (iii) support for the return and reintegration of refugees and IDPs to Croatia, BiH and 
Kosovo including support for pre-return dialogue and possible ‘go and see’, ‘come and inform’ 
visits as well as assistance relating to property, land repossession, tenancy rights, etc. for refugees 
from Croatia and IDPs from Kosovo; (iv) targeted assistance to IDPs with a specific focus on Roma 
IDPs. 
 
3.1.2     Civil Society (approx. €2.0 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
A large number of non-governmental organizations and other civil groups were set up during the 
1990s. As an important tool for fostering democratic values, the newly emerging third sector 
created the foundations for social change and played a direct political role in assisting the transition 
to democracy. NGOs are now seen as important partners in reinforcing civic participation in 
different reform processes.  
 
In the past couple of years the Government and civil society organisations improved their relations, 
but policy dialogue was very limited. The former Ministry of Social Affairs encouraged the 
participation of civil society organisations in drafting the Poverty Reduction Strategy Paper (PRSP). 
A special advisory team called Civil Society Advisory Committee (CSAC) was established, bringing 
together a number of prominent NGOs. CSAC actively participated in a long consultative process 
to help develop the PRSP. Through CSAC, the contribution of civil society organisations was taken 
into account in the final PRSP document. There was special emphasis on issues related to the 
challenge of corruption, the role of judiciary, a human rights perspective to poverty reduction and 
gender equality. The CSAC is an important partner in PRSP implementation and now civil society 
organizations can play a key role in advocating prompt implementation of the Strategy as well as 
monitoring and evaluation.  
 
Another body encouraging civil society participation in policy making is the Parliamentary 
Committee for Poverty Alleviation. It is a new channel for public debate and participation of civil 
society in the policy process. The 2005 CARDS programme will support the Parliamentary 
Committee for Poverty Alleviation and Civil Society Advisory Committee thus contributing to the 
programme’s overall objective which is to support policy dialogue between the Government and 
the civil society. 
 
The 2003 CARDS Programme for Serbia supported active participation of civil society in the 
preparation and discussion of the PRSP by setting up the Civil Society Advisory Committee and 
further strengthening of NGOs administrative capacity. EU funds were used to support the 
establishment of a Management Unit for the Social Innovation Fund (SIF) with the Ministry of 
Social Affairs. The Fund’s aim is to foster relations between the Government and non-government 
sector by supporting joint projects. The 2004 programme increased its target civil society groups 
and helped develop partnerships between local governments, businesses and non-profit sectors 
with the aim of local empowerment and social inclusion and increasing democratic accountability. 
Building on the 2004 assistance programme, further support is provided to support the 
Management Unit of the SIF and Monitoring Units in the field to evaluate the impact of the SIF 
projects implemented throughout Serbia. In 2005 EU funds will continue to support the Social 
Innovation Fund. 
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After the change of Government in March 2004 the former Ministry of Social Affairs merged with 
the Ministry of Labour becoming the Ministry for Labour, Employment and Social Affairs. The new 
Ministry continued support to the Social Innovation Fund (SIF). The SIF will continue to include civil 
society organisations and private sector in the social services provision. This will continue to build 
cooperation between the Government and the civil society in the social welfare sector. 
 
Coherence with EC cooperation policy and the MIP 
 
The new MIP for 2005-06 defines the following priorities for the civil society sector: support to 
strengthening the capacity of civil society organisations to effectively contribute to the ongoing 
transformation and development of the economy and democratic governance structures; support to 
the involvement of civil society in the implementation of the Poverty Reduction Strategy, also via 
supporting the SIF; support to partnership projects between local administrations, NGOs, grass 
roots organisations, social partners, professional organisations, universities and other parts of civil 
society and enhancement of (financial) sustainability of viable NGOs. Furthermore, the EU should 
assist the parliamentary committees dealing with key priorities under the EU integration process 
and the PRSP.   
 
The activities proposed for 2005 underscore the short-term priority of the EC Partnership to 
support the enabling environment (including financial aspects) conducive for the development of 
NGO and civil society organisations notably by adopting the Law on Associations and the Law on 
the Legal Status of Foreign NGOs. 
 
Identified projects  
 
3.1.2.1     Support to Civil Society 

 
EU funds in 2005 will be used to support: (i) Civil Society Advisory Committee and relevant civil 
society organisations to engage in decentralisation agenda, monitor progress in PRSP 
implementation and progress towards EU integration; (ii) Parliamentary Committee for Poverty 
Alleviation (supporting parliamentarians in their activities related to enabling legal framework for 
civil society action and social inclusion, poverty alleviation and promotion of European social 
cohesion agenda); (iii) capacity building of NGOs managing the Monitoring and Management Units 
of the Social Innovation Fund to monitor impact of SIF funded projects and capacity building for 
local-level monitoring of provision of social services; (iv) programme and management for the 
Management Unit of the Social Innovation Fund (SIF). 
 
3.1.3     Media (approx. €2.5 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
The Serbian media succeeded in overcoming the legacy of the Milošević years, but the current 
legal environment limits possibilities to consolidate, transform and develop the sector in a 
sustainable manner. The Broadcasting Act, adopted in July 2002, was to help remedy this 
situation, but its implementation is still pending. EU assistance to the Broadcasting Agency has 
been cancelled due to irregularities in the appointment of three members of the Broadcasting 
Council (an independent body responsible for issuing of licenses and monitoring of the media).  
 
The new Government promised to resolve problems related to the proper functioning of the 
Broadcasting Council. In August 2004 the Serbian Parliament passed the Law on Amendments 
and Supplements to the Broadcasting Law. It still remains to be seen if these changes will bring 
about the election of new members of the Council and if the Council format will guarantee full 
independence of this regulatory body. 
 
The Law on Access to Information was adopted in the first week of November 2004. It will hold 
politicians and State representatives responsible for the objective and timely dissemination of 
information to citizens. The absence of this Law provoked a number of problems and 
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misunderstandings between the media and the Serbian government. This law guarantees full 
independence of this regulatory body and requires election of new council members. 
 
The Law on Access to Information was adopted in November 2004. It will hold politicians and State 
representatives responsible for the objective and timely dissemination of information to citizens.  
 
The independent media are facing serious challenges as well. Apart from problems related to the 
regulation of their legal status there are difficulties with further development and consolidation of 
their professional capacities. To adapt to new market conditions there is a need to improve the 
professional qualifications of media personnel as well the business performance of most media 
outlets.  
 
In an unstable political situation and weak regulatory environment, the media in Serbia remain 
vulnerable and subject to political influence. It is important to continue encouraging implementation 
of media related laws and secure provision of accurate information through the support of quality 
programming and investigative reporting. 
 
For many years, the EU has played an important role in Serbia by actively supporting the country’s 
independent media. Since 2001 it has been supporting the establishment of the new legal 
framework in the media sector, participated in the restructuring of the state-run media and helped 
the independent media to continue their professional work in the transition period. In the framework 
of 2003/2004 Media Programme, the EU has further supported independent media to become self-
sustainable businesses, especially the Media Centre and TV station B-92. A new Media Fund was 
established within the Media Centre aiming to stimulate the development of quality programmes 
and investigative reporting of local media. The 2005 programme will contribute significantly to 
development of the media sector in line with the best European practices. 
 
Coherence with EC cooperation policy and the MIP 
 
As short-term priorities, the EC Partnership notes the importance of enforcing media legislation in 
particular the Broadcasting Law, adopting the Law on free access to information and de-penalising 
slander. Medium-term priorities include development of media in line with European standards and 
fostering professionalism of journalists and media operators. The MIP 2005-06 reflects these 
objectives as well. 
 
Identified projects  
 
3.1.3.1     Support to Media Sector 

 
EU funds will provide: (i) support to the implementation of media related laws – joint initiative with 
the Council of Europe is to be focused on support to implementation of already adopted Laws and 
bringing legislation in line with the European standards; (ii) further support for the Media Fund in 
order to improve the content of the media by providing support to high-quality production. 
 
3.2     Good Governance and Institution Building (approx. €50.5 million) 

 
This priority sector includes programmes on general public administration reforms for: (A) public 
finance management, (B) European integration and related State Union bodies, (C) health sector 
reform and (D) local/municipal government and regional economic development. Programmes in 
the areas of justice and home affairs, integrated border management, customs and taxation are 
also included. Support to the Statistical Offices at the Republican level will be covered through the 
State Union allocation (please refer to the State Union Action Programme for 2005). 
 
3.2.1     Justice and Home Affairs (approx. €13.8 million) 

 
Note: for activities related to the State Union please refer to the State Union Action Programme for 
2005. 
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Background and cooperation related policy of the beneficiary country and Republic 
 
The immediate reform efforts within the Justice and Home Affairs (JHA) sector in the post 
Milošević era were sporadic. Promises committing Serbia to the “highest European rule of law and 
human rights standards” remain largely unfulfilled. Some reforms have been initiated. These efforts 
were aimed at improving the performance, professionalism and accountability of the Courts and 
the Police. Yet, progress has been incremental and slow. The judiciary remains overburdened with 
huge caseloads, court proceedings are slow and ineffective and many courts are still without 
modern IT equipment. 
 
The Ministry of Justice (MOJ) is more actively seeking to address several of these key issues 
including legal reforms to enhance the efficiency of the judicial system (e.g. the procedural codes) 
as well as modernisation of court and case management systems including their computerisation. 
It has also drafted a reform strategy, which will bring Serbia closer to European standards and best 
practices. Although much remains to be done these are significant steps in the right direction, 
which will require continued EU support. 
 
Key challenges for the MOJ are to finalise and implement a comprehensive, and consensus 
oriented short to mid-term judicial reform programme aiming to modernise Serbia’s judicial system. 
This should also strengthen its capacity for drafting new legislation and in particular for managing 
the upcoming EU law approximation efforts. 
 
The Ministry of Interior (MOI) has also been slow in implementing required reforms. The Law on 
the Police has still not been submitted to Parliament. The Ministry did, however, develop and 
publish a “Vision Document” (in July 2003), which broadly outlines a reform strategy. Still, much 
remains to be done. There have been recent encouraging signs of a genuine will to overcome 
legislative, political and bureaucratic obstacles including in the areas of border policing and the 
fight against organised crime. The Border Police require substantial investments to up-grade their 
organisation, training and facilities. An Integrated Border Management Strategy compliant with EU 
requirements and standards is also missing. EU assistance which had been requested to address 
this issue was declined by the Ministry of Interior in 2004. Such a strategy would play an important 
role in addressing illegal trafficking in drugs to western and northern European countries.  
 
Two main challenges remain for the MOI: (i) to transform the police force into a credible and 
accountable institution serving the Serbian citizen, (which includes passing the Law on the Police 
in line with European standards) and (ii) how to modernise the police forces enabling them to 
perform their duties in a manner reflecting best European practices. The latter poses a particular 
challenge in the area of organised crime and border policing where improvements – or lack of it – 
can significantly impact Serbia’s EU integration bid. While the above-mentioned “Vision Document” 
provides good general guidance, specific strategies still need to be developed and effectively 
implemented for the various police functions. 
 
Closely connected to the above mentioned JHA sector reforms and leading to further EU support 
are: (i) the passing of an Asylum law by the State Union regulating visa, migration and asylum 
policies along the lines of European best practices; (ii) support to the republican Commission 
mandated to examine the necessary inter-ministerial coordination mechanisms and policies related 
to Integrated Border Management and (iii) further physical and operational rehabilitation of 
essential rail and secondary road border crossings. 
 
Coherence with EC cooperation policy and the MIP 
 
The Copenhagen criteria, Thessaloniki Agenda and MIP highlight the importance of judicial reform, 
effective and transparent rule of law as well as the need for a modern policing force. The proposed 
JHA projects will assist the authorities in Serbia to develop and strengthen effective Justice and 
Home Affairs policies including development of effective asylum, visa and migration regimes as 
well as strengthening integrated border management measures in accordance with EU standards. 
Coordination, coherence and synergies will be assured with the AENEAS programme. 
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Identified projects  
 
3.2.1.1     Justice and Home Affairs 

 
For the Ministry of Justice, EU funds will: (i) assist in drafting and revision of legislation, by-laws 
and regulations in the area of economic and/or organised crime as well as training respective staff 
including those in the Serbian Financial Intelligence Unit in close cooperation with the Judicial 
Training Centre; (ii) provide continued support (supplies, TA and training) to the ongoing court 
modernisation/IT support program, with a particular focus on court registries; (iii) provide support in 
developing and implementing strategies for MOJ’s judicial reform strategy.  
 
For the Ministry of Interior, EU funds will: (i) strengthen the Organised Crime Directorate and 
procure special operational tools needed for investigations (e.g. surveillance equipment); (ii) 
continue to support the Border Police to enhance their intelligence gathering and communication 
abilities; (iii) strengthen the National Crime Intelligence System. 
 
EU funds will also provide support in the area of Visa, Asylum and Migration to the State Union of 
Serbia and Montenegro to facilitate the implementation of the long awaited asylum legislation. (For 
details please refer to the State Union Action Programme for 2005) 
 
3.2.2     Integrated Border Management  

 
EU support for the Integrated Border Management programme will fund feasibility studies and 
assist in preparatory actions for the proposed rehabilitation of the Dimitrovgrad railway station 
(Serbia-Bulgaria) and a number of secondary border crossings (Serbia-Bosnia and Herzegovina). 
Further details have been included in the Transport sector fiche (no. 3.3.3.2) as no expenditures 
for IBM are foreseen in this Programme. 
 
3.2.3     Public Administration Reform – parts A to D  

 
Part A: Public Administration Reform: Financial Management and General Administrative 
Reforms (approx. €4.0 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
While the Serbian Government is committed to public administration reform the policy-making 
system remains highly fragmented and weak. The administration is marked by low inter-ministerial 
co-ordination and a Secretariat General of the Government insufficiently equipped to drive the 
reform process. Few national resources have been committed to the civil service. The lack of 
incentives to attract or retain educated and skilled people impedes the performance of Public 
Administration. 
 
Since 2002 some key challenges facing the reform of Public Finance have been addressed.  The 
Ministry of Finance has managed to improve the transparency of the budget process and improved 
controls on public expenditure. These results were achieved mainly through the adoption of the 
Budget System Law, the establishment of a treasury function, the adoption of a new Public 
Procurement Law, the establishment of a public procurement office and the decision to set up an 
internal audit. On the revenue side, the Law on Tax Procedure and Tax Administration was 
adopted and the Tax Administration organisation was improved notably through the development 
of a large taxpayer unit. These reforms however need additional support.  
 
EU programmes from 2003 and 2004 provided complementary assistance to the implementation of 
financial control measures and a Treasury integrated management system. Follow-up support will 
be allocated to the budget process (still undeveloped in the line ministries) and Supreme Audit 
Institution (still not established) through the 2005 programme. Other priorities such as public 
procurement will be addressed by other donors or in future programmes, again if the necessary 
conditions are met.  
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Serbian administration has repeatedly stressed the need to restore stability and the rule of law, 
support the transition towards a market economy and move towards EU integration. The 
Government has set Public Administration Reform as a priority, particularly in terms of 
‘depoliticising, professionalising and rationalising’ government. In October 2004, the Public 
Administration Reform Council adopted the Serbian Public Administration Reform strategy drafted 
by the Ministry of Public Administration and Local Self-Government. The Strategy will ensure that 
the principles of European good governance will be respected. With the necessary commitment 
and ownership by the Government international assistance can significantly support national efforts 
and the state reform could be seen as a driving force of Serbia’s socio-economic recovery.  
 
Coherence with EC cooperation policy and the MIP 
 
The three components of the 2005 programme (administrative legislation, budget process and 
Supreme Audit) are in line with the fourth Copenhagen criterion requiring ‘honest, efficient and well 
functioning civil services’ and they contribute to the achievement of the Thessaloniki Summit 
agenda. They are also consistent with SAP and MIP objectives to ‘develop an efficient and 
accountable public administration in line with EU standards’ and to ‘improve budget preparation, 
formulation and management’. Continuing the assistance to the budget process and the adoption 
of administrative legislation are fundamental priorities of Public Administration and are crosscutting 
issues to other sectors. Establishing the Supreme Audit Institution is essential for sound financial 
management, accountability and transparency. 
 
Identified projects  
 
3.2.3 (Part A)     Public Administration Reform / Public Finance 

 
The programme will support: (i) drafting and implementation of administrative legislation and 
related secondary legislation (necessary for the functioning of a professional civil service (focusing 
on Civil Service Law and salary reform) will be provided by producing drafts of organic 
administration legislation as well as training and dissemination support for adopted legislation); (ii) 
the Government budget preparation process (joint donor support with the US Treasury and DFID 
with the objective of completing secondary legislation related to the budget system to improve 
transparency, forecasting and accountability); (iii) training of civil servants in the Ministry of Finance 
and line ministries to operate the new budget strategies/systems; (iv) development of the 
capacities of the Supreme Audit Institution by creating a strong legal framework to ensure 
transparency and accountability in public sector financial management, promote greater 
awareness in the Government, Parliament and other state bodies of the key role of supreme audit 
in public finance and train a  cadre of supreme audit staff to undertake audits in line with the EU 
and international audit standards. 
 
Part B: Public Administration Reform: European Integration 
(approx. €2.0 million) 

 
Note: for activities related to the State Union please refer to the State Union Action Programme for 
2005. 
 
Background and cooperation related policy of the beneficiary country and Republics 
 
One of the main objectives of the State Union of Serbia and Montenegro is EU Accession. The first 
step in this direction will be the completion of the Feasibility Study, which has been on hold until 
recently due to absence of cooperation between Serbia and Montenegro concerning the 
harmonisation of their economic systems. This situation should improve as under the new ‘Twin 
Track’ approach the EU will no longer insist on harmonisation of trade and related policies between 
the two Republics. The ongoing feasibility study will determine progress towards SAA. A single 
Stabilisation and Association Agreement (SAA) with two separate “Republican” protocols is 
envisaged.   
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EU assistance to EU Integration began in 2001 and continues to strengthen a number of key 
actors such as the State Union European Integration Office (State EIO) and its Republican 
counterparts. Other EU actions support the State Union Intellectual Property Institute through 
training and equipment, the State Union and the two Republican Parliaments with the provision of 
training to staff and MPs concerning organisational issues and EU Integration issues. Quality 
management standards are also strengthened with technical assistance and equipment provided 
to the State Union bodies dealing with standardisation, accreditation and metrology. Activities 
raising awareness concerning EU integration issues within Serbia and Montenegro are also 
supported through a call for proposals open to NGOs and governmental organisations. Training of 
staff dealing with EU Integration issues in line ministries is one of the components of an upcoming 
2004 project.  
 
The overall process of legislative harmonisation with the acquis should also be accompanied by 
their progressive translation into the Serbian language. The State Union European Integration 
Office coordinates the whole process. Apart from highly specialised tasks such as the translation of 
the acquis, it is of vital importance that the knowledge concerning European Integration matters 
(legal, economic, political, cultural, etc.) is shared with the population in order to facilitate a better 
understanding of the EU and to broaden the scope of public participation, debate and support to 
the process of EU integration and regional cooperation. Thus these two components – support to 
the State EIO Translation Unit and awareness raising on EU matters through the European 
Integration Fund will be the focus of the 2005 programme. (Support to the Translation Unit will be 
provided through the State Union programme). 
 
Coherence with EC cooperation policy and the MIP 
 
One of the main priorities in the Public Administration Reform area, outlined in the MIP 2005-06, is 
to strengthen the European Integration Structures, European Integration Offices and European 
Integration Units in line Ministries and enhance public awareness on EU related matters. 
 
The EC Partnership notes, as its short-term priority, that: “it is of utmost importance to strengthen 
and maintain administrative capacity of the institutions dealing with EU integration at the state and 
republican level (in terms of staff, training and equipment) and improve cooperation among them”.  
 
As for medium-term priorities, it is necessary to further develop EU Integration structures, notably 
by strengthening the European Integration Offices, establishing smooth cooperation mechanisms 
as well as European Integration Units in the line ministries at state and republican levels. At the 
State Union level, appropriate administrative capacity must be developed in order to adequately 
perform the state competences and develop and implement a reform strategy for the State Public 
Administration, including the necessary legislative basis. A reform strategy for the Parliament must 
be developed, to bring its working standards and resources to a level at which it can act as an 
effective institution.  
 
EC Partnership also mentions support to other State Union bodies such as the Joint Customs 
Office (covered through the Customs and Taxation programme), Federal Statistical Office (covered 
in 2005 through the sectoral programme), Joint Competition Commission, etc. 
 
The MIP 2005-06 also foresees support to strengthening the EU Integration Structures, including 
support to the EIOs and European Integration Units in line ministries and enhancing public 
awareness. 
 
Identified projects  
 
3.2.3 (Part B)     Support to European Integration Process 

 
The EU will continue to support the European Integration Fund. The project will essentially assist in 
raising awareness of EU integration issues in civil society. The 2005 programme will also consider 
supporting the implementation of competition and consumer protection legislation (funds will be  
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mobilised from the programme reserve, subject to a series of conditionalities). These include the 
existence of the necessary regulatory and enabling environment as well as commitment of 
adequate resources by the beneficiaries.  
 
Part C: Public Administration Reform: Health (approx. €8.5 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Reform of the health sector is a national priority and the Serbian Government is committed to 
pursue this priority within the wider context of EU integration and public administration reform. A 
working version of the Strategy and Action Plan for the Health Care Reform was prepared by the 
Ministry of Health (MoH) in early 2003 following the earlier adoption of the Health Policy of Serbia 
and the development of the Serbian Health Vision. This Strategy is also based on the UN 
Millennium Development Goals, the WHO strategy Health for All in 21st century and EU directives 
in the field of health.  
 
Implementation of the sector strategy has been slow and inconsistent and core problems such as 
the relations between the key institutions (Ministry of Health, Health Insurance Fund, and Institutes 
of Public Health) have not been tackled.  
 
The problem is particularly serious with regard to the Health Insurance Fund (HIF), which has 
taken upon itself to take the initiative on a number of health policy issues (e.g., hospital operations, 
prescriptions), entirely out of their mandate and without having the necessary technical 
competence. This reflects the weakness of the Ministry of Health and the political strength of the 
HIF (it currently manages funds amounting to about €1 billion). Furthermore, financial performance 
of the HIF over the past years has been poor and reaching fiscal sustainability in the HIF is a 
crucial target.  
 
Sustainability will require that the gap between the HIF revenues and its expenditures be bridged, 
which calls for either an increase in revenue or a reduction in expenditure or, preferably, a 
combination of the two. It is essential to provide support to reform a system that was designed to 
provide universal coverage, but where now the link between contributions and entitlements has 
grown increasingly weak. Achieving fiscal sustainability in the HIF is a crucial target not only for the 
well-being of the health sector per se but also for the general economic well-being of the country.  
 
In July 2004 the Serbian Parliament adopted the on Law on Medicinal Products and Medical 
Devices. The law is harmonised with the rules governing similar products in the EU and with other 
international standards. The new law prescribes the establishment of a competent administrative 
authority, the National Medical Products Agency. The medicines available in Serbia are mainly 
locally produced, most of them not according to international standards. Scientific assessments of 
safety and efficacy are not performed according to modern standards. On the other hand, a 
number of unregulated products are available in the market. There is an immediate need for an 
update of the registration criteria and procedures for approvals of new medicines according to 
recognised international standards. It is essential for the future development of the pharmaceutical 
industry in the country to have licences and certificates from the national Agency. Good quality 
medicines with proper licences are the basis for adequate therapy in hospitals as well as in primary 
health care.  
 
Serbia has one national (Republic IPH “Batut”) and 22 regional Institutes of Public Health (IPH), all 
of which have laboratory facilities. These IPH laboratories are responsible for drinking water and 
food safety, environmental testing and clinical microbiology at PHC level, as well as, to a certain 
extent, at hospital level. The laboratories perform a large span of different tests, roughly estimated 
at 100 different tests on 10-5 sample types (e.g. sputum, wastewater, food, air), which results in 
about 500 different procedures. This requires considerable know-how, a large laboratory set-up 
and many types of equipment and accessories, reagents and consumables. The work of the IPH 
laboratories accounts for 40-60 % of the IPH institute activities. The laboratories are practically the 
only ones in Serbia that do these tests and are therefore crucial to public health in the country.  
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The structure of the laboratories should be changed and responsibilities shifted to a different level.  
 
The 2005 programme will continue with the reform process started in the previous years, providing 
further support to the Serbian pharmaceutical sector, public health care system and building the 
capacity of the Health Insurance Fund to enable it to function as an effective commissioner of 
health and health care services, using limited resources for maximum benefit of the insured 
population. 
 
Coherence with EC cooperation policy and the MIP 
 
The need to reform the health system in Serbia, in particular the Health Insurance Fund is stated 
as a medium-term priority in the EC Partnership. In addition, the programme is in line with the 
following MIP 2005-06 recommendations: continue the health sector reform at the level of both the 
Ministry of Health, the Health Insurance Fund and the main health cost centres, help building up 
the management capacity and support the implementation of reforms with a view of (a) facilitating 
the health expenditures and improving accountability and transparency in health financing (b) 
helping to improve financial sustainability of the Health Insurance Fund (c) contributing to improve 
equity and quality in service delivery, particularly at primary care level. 
 
Identified projects  
 
3.2.3 (Part C)     Support to the Health Sector Reform 

 
EU funds will support: (i) reorganisation and capacity building of the Health Insurance Fund; (ii) the 
Medical Products Agency; (iii) rationalisation of the operations of the Public Health laboratory 
network, which will be complementary to and following a World Bank study. The activity will focus 
on the development of heath technology, quality assurance and health management standards and 
systems. 
 
Part D: Public Administration Reform: Local/Municipal Government and Regional 
Economic Development (approx. €19.7 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
The Republic of Serbia (excluding Kosovo and the City of Belgrade) is divided into 24 districts 
(okrug) which function as de-concentrated extensions of central government.  Each district is 
constituted of several municipalities (opština). In total there are 163 municipalities in the republic of 
Serbia (excluding Kosovo). Municipalities generally incorporate towns, villages and rural areas. 
The municipal government is normally situated in the largest town and is responsible for the entire 
municipality.  
 
The Government of Serbia launched an administrative reform programme, which includes both the 
decentralisation of responsibilities and financial resources to the municipal level and the 
development of a regional policy. The Parliament adopted a new Law on Local Self Government in 
February 2002, and a new Ministry of Public Administration and Local Self-Government (MPALSG) 
was established in June 2002.  
 
Implementation of the Law is hampered by a generally weak public administration. The definition of 
executive functions at different levels from the State Union to the municipal levels and the 
allocation of these functions to ministries and agencies in an efficient and productive manner 
remain incomplete. Until there is a clear distribution of functions and authority it will be difficult to 
ensure the required accountability and transparency of administrative structures. The results of 
field analyses confirm that municipal administrations are poorly organised with inadequate human 
resources, inadequate equipment and outdated working methods. This general lack of capacities 
has resulted in a situation that there are only a few local development initiatives under 
implementation. Especially in the smaller municipalities projects under implementation are limited 
to donor funded initiatives. Despite a favourable legislative framework there is still a limited 
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involvement of the civil society in local decision-making. Most municipalities have not yet 
developed capacity for participatory planning and implementation of public services. Within the 
framework of donor supported activities various municipalities have actively cooperated with non-
governmental organisations during the implementation of development projects targeting 
vulnerable groups. 
 
The overall objective of the local government and regional development programme is to contribute 
to an efficient and coherent decentralisation process in line with the Law on Local Self 
Government. It includes institutional capacity building of relevant actors at national and local level, 
improvement of the delivery of municipal services and strengthening of the municipalities’ ability to 
design and implement local development initiatives in close cooperation with civil society 
organisations. Stimulation of the local economy and combating poverty is a major challenge for 
local authorities. Municipalities are expected to play a key role in the implementation of Serbia’s 
Poverty Reduction Strategy by delivering critical services to the poor and improving the local 
investment climate.  
 
Coherence with EC cooperation policy and the MIP 
 
As outlined in the EC Partnership and the MIP 2005-06, support to decentralisation and local 
governance is important to meet the objectives of the Stabilisation and Association Process (SAP). 
The MIP also elaborates on the importance of regional cooperation and has a specific objective to 
facilitate and stimulate cooperation between Serbia and Montenegro and other countries in the 
region in close coordination with the EU’s Regional Socio Economic Development Programme. 
The proposed programme will complement EU funded support to the New Neighbourhood 
Initiative, enterprise development and vocational education and training programmes. 
 
Identified projects  
 
3.2.3 (Part D)     Local and Regional Development Programme 2005 

 
The main programme strategy initiates a practical “learning by doing” process together with the 
beneficiary institutions. It focuses on: (i) human resource development and institutional capacity 
building; (ii) municipal service delivery and municipal infrastructure and (iii) local economic 
development initiatives. This will result in tailor made training activities and the implementation of 
selected priority infrastructure and local economic development projects.   
  
The 2005 programme will support four related projects, three of them being a continuation and 
consolidation of already ongoing projects whereas one new municipal support project will be 
developed along the border with Romania to complement the planned neighbourhood programme 
in that area.   
 
The first project is based in North East Serbia where EU funds will support a Project 
Implementation Unit, steering committee and inter-ministerial working groups for the project 
established. Municipal diagnostics, resulting action plans and a pipeline of priority projects will be 
prepared in each of the participating municipalities (27 in all based on reviews of municipal budgets 
and financial management practices, municipal institutional capacities and human resources 
development strategies, municipal planning, municipal infrastructure development and local 
economic development).   
 
Secondly, in Eastern Serbia, EU funds will support the second phase of the Municipal Support 
Programme initiated under the 2003 programme to consolidate the ongoing capacity building 
process and to contribute to the implementation of selected priority projects as outlined in the 
strategic municipal action plans developed during the first phase. 15 municipalities will be covered 
by this programme. 
 
For project number three, EU funds will support the second phase of the Municipal Improvement 
and Revival Programme (MIR) initiated under the 2003 programme. (11 municipalities)   
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Finally the fourth project will direct EU funds to the second phase of the Regional Social and 
Economic Development Programme (RSEDP), which will finance local economic development 
initiatives to be identified through a call for proposals. The RSEDP programme covers a total of 43 
municipalities. 
 
3.2.4 Customs and Taxation (Commission managed) (approx. €2.5 million) 

 
Background and cooperation related policy of the beneficiary country and Republics 
 
The development of the Customs and Tax Administrations stagnated during the Milošević years 
and from being the leading services in the region they found themselves to be lagging behind and 
in need of significant modernisation and development. They had also become increasingly corrupt. 
 
Customs 
 
The Customs Service clearly had too many Stations and Districts and was suffering from the 
problems associated with being not only overstaffed but also by officers who had been selected 
using non-transparent recruitment policies. There was also a need to consider that the Customs 
Service had been a national service with most of the business and business services being 
managed from Belgrade. Thus a number of reviews and studies were essential (including 
organisation and structure, pay and grading, equipment and infrastructure, law and procedures and 
trade facilitation) to provide a basis for a comprehensive programme of modernisation and 
development. The Service is now in the process of implementing the findings of these reviews with 
the support of technical assistance from the CAFAO programme.  
 
The increasing separation of the Customs into two republican Services placed an increasing 
importance on operation of the Joint Customs Office and efforts have also been made to extend 
their slightly reluctant cooperation into the Enforcement area so as to have a more cohesive 
approach in the fight against organised crime including illicit trafficking. The equipping by the 
United Kingdom, on a bilateral basis, of an operational communication and coordination centre in 
each Republic is facilitating their efforts in this area. The CAFAO programme Enforcement project 
which is providing identical programmes in both Republics is encouraging and supporting closer 
working between the two operational centres. 
 
Taxation 
 
Taxation has always been managed at the Republican level and in Serbia has the GTZ as major 
donor while in Montenegro the major donor is USAID. Montenegro took a very early decision to 
replace the existing Sales Tax with a 6th  Directive compliant VAT. Serbia is now in the process of 
implementing VAT and the CAFAO programme is providing support to ensure that the planning is 
feasible as well as ensuring a clear linkage between the two Services as well as promoting close 
working between the Customs and Tax Services.  
 
Coherence with EC cooperation policy and the MIP 
 
The EC Partnership calls for Serbia and Montenegro to ensure the full implementation of the 
customs reform plan to secure a high degree of administrative capacity, including a specific focus 
on the observance of the obligations which arise from the granting of preferential trade measures 
(origin), notably the strengthening of the Joint Customs Office. 
 
In relation to taxation the EC Partnership calls for Serbia and Montenegro to review both fiscal 
legislation and administrative procedures with a view to ensuring the effective and non-
discriminatory enforcement of tax legislation as well as continuing to strengthen the administrative 
capacity of the tax administrations. 
 
The project directly addresses Section 2.4 of the MIP 2005-06. 
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The Country Strategy Paper requires that assistance should be provided with a view to the 
modernisation and development of the customs and Tax Services in line with EU standards. 
 
Identified projects  
 
3.2.4.1     Support to the Customs and Taxation Administrations 

 
The programme will provide support in the following areas:  
 
Customs 
Further approximation of legislation and procedures with the EU acquis (including their effective 
implementation), administrative capacity, control procedures (including origin), cooperation with 
business and with other agencies, management of human resources (including training). 
 
Taxation 
The project will provide support in the following specific areas relating to Value Added Tax and 
Excise duties: approximation of legislation with the EU acquis, policy development, audit 
procedures, enforcement, internal audit and management of human resources (including staff 
development and training)." 
 
Additionally the existing CAFAO project to support the Joint Customs Office will be strengthened 
with a view to ensuring that Serbia and Montenegro can meet their joint obligations in the Customs 
field, notably related to the management of preferential trade measures. This support will be 
coordinated by one to ensure a fully consistent implementation in both Republics. 
 
3.3     Economic and Social Development (approx. €82 million) 

 
This section provides the outline of projects to be done in the areas of Investment Climate and 
Trade. 
 
3.3.1     Investment Climate (part A and part B)  

 
This section of the Action Programme consists of two components: Enterprise and Financial Sector 
Support programme and support to the Cadastre. The summary of proposed activities is outlined 
below. 
 
Part A: Enterprise and Financial Sector Support Programme (approx. €11.5 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Serbia’s enterprise sector comprises of a mix of large State/Socially-Owned Enterprises (SOEs) 
and an active private sector of some 60,000 SMEs. The SOEs have continued to make losses and 
generate a substantial quasi-fiscal deficit. This burdens the economy and the financial sector. Their 
disposal, primarily through privatisation, is a keystone of the Government’s programme of 
structural adjustment and economic reform and a prime determinant of their success. At the same 
time, Government policy is to continue to support the development of a business enabling 
environment to support the creation and expansion of start-up companies and SMEs. 
 
Serbia’s privatisation programme has been successful despite a recent slow down in the 
Privatisation Agency’s (PA) activities resulting from management changes made after the March 
2004 change in Government. Fortunately, these changes have now been reversed. To date, the 
PA has sold 40 large enterprises through international tender and more than 1000 through public 
auctions. Privatisation proceeds yielded more than €900 million in revenues in 2003 and investors 
committed another €800 million for improvements. Corporate restructuring, however, was much 
slower (only five out of 67 enterprises were successfully restructured and subsequently privatised); 
essentially because of the lack of cooperation of state creditors to renegotiate company debt, lack 
of a relevant framework for bankruptcy proceedings and land title issues. Government and the 
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Privatisation Agency are now committed to resolving these issues and are about to submit 
amendments to Parliament to strengthen the Privatisation law including related implementation 
measures for the recently passed Bankruptcy law (e.g., operationalising the Corporate 
Restructuring Centre in the PA, which will follow the process from initial assessment (diagnostic) to 
asset sale through public tender/auction and/or liquidation/ bankruptcy). Much work remains to be 
done including the major challenges of utility privatisation (e.g. telecommunications)  
 
To support the SME sector the Government adopted a national SME strategy in 2003 to encourage 
the formation of new enterprises and new employment by domestic entrepreneurs. The scale of 
the tasks involved, in terms of the introduction of modern technology, overcoming the lack of 
modern management experience and access to modern markets, also highlights the 
acknowledged need for FDI and export performance as vital components in achieving sustainable 
development. Government also introduced a programme of legislative and administrative reforms 
aimed at improving the investment climate, including a Foreign Investment Law and a Decree 
under which the Serbian Investment and Export Promotion Agency (SIEPA) was established. 
However, these policy measures are being implemented slowly. To further support the investment 
climate in Serbia it is of vital importance to provide increased opportunities for investment and 
entrepreneurs. Serbia has a series of key national assets and the Danube is of major regional 
importance with the potential to provide sustainable economic development projects. To realise 
this potential a Project Preparation Facility will be funded under the 2005 programme. This Facility 
is designed to develop bankable projects that will attract investment and generate sustainable 
employment opportunities over the long-term. 
 
Much work is still required to complete the privatisation process and address the policy and 
support gaps for SME development. The EU works closely with other donors including EBRD, 
World Bank and USAID to ensure a healthy balance between support for the ongoing privatisation 
programmes and support to new private enterprises (essentially SMEs).   
 
In addition, sweeping reforms have been implemented to strengthen the financial sector, in order to 
try to restore confidence and to establish the basis for growth. Less than half of the 82 banks in 
Serbia have survived and some of the largest are now being privatised. The “Law on Banks and 
Other Financial Organisations” adopted in May 2002, brings the Serbian legal and regulatory 
banking environment closer to EU standards. Many of the existing banks however still need to 
upgrade their credit management and other related banking skills (e., g., asset management). To 
assist the sector in developing these skills the EU will fund a feasibility study, which will define the 
parameters for a banking training institute. 
 
Coherence with EC cooperation policy and the MIP 
 
The EC Partnership highlights the need to: (i) speed up the privatisation process, especially the 
restructuring and/or liquidation of large SOEs, (ii) accelerate the restructuring of large publicly-
owned utilities, (iii) prepare for privatisation of  the majority of the state-owned banks and (iv) 
ensure allocation of sufficient budgetary resources for redundancy and restructuring costs. The 
medium-term priority is for the privatisation process and financial (bank) restructuring to be 
completed. 
 
The MIP 2005-06 notes the following objective as the most important one for the sector: to 
reinforce enterprise, financial sector policies and legislation in line with the EU acquis and 
contribute to the implementation by strengthening the capacity of related institutions involved in 
economic development; assisting the implementation of the European Charter for SMEs; 
contributing to the completion of the privatisation programme of SOEs and state-owned banks 
under BRA (Bank Rehabilitation Agency); promoting foreign and domestic investment. 
Furthermore, the MIP encourages the continuation of cooperation with the IFIs in this sector.  
 
The Country Strategy Paper highlights river transport as a highly economical and environmentally 
friendly mode of transport in Serbia. Furthermore the European Partnership encourages project 
preparation for large investments. 
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Identified projects  
 
3.3.1 (Part A) Support to Pre- and Post-Privatisation, Enterprise Restructuring and 
Development 

 
EU funds will provide further support to: (i) the ongoing EBRD enterprise Turn Around 
Management (TAM) programme focusing on SMEs; (ii) ongoing privatisation programme focusing 
on the privatisation and/or restructuring (liquidation/bankruptcy) of SOEs, which have diagnostic 
reports as well as to assist in preparing new restructuring programmes for other SOEs and their 
subsequent privatisation; (iii) the Privatisation Agency and the Serbian authorities with tendering 
and bankruptcy proceedings; (iv) a Project Preparation Facility developing bankable projects that 
exploit the competitive advantages of the Danube river basin. 
 
Part B: Cadastre (approx. €5.0 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Accurate and up-to-date records of the ownership of land and buildings are vital components of a 
successful market economy. Information about the ownership of land and buildings in Serbia is 
held in the Cadastre and Land Registry. 
 
The Republic Geodetic Authority (RGZ), the organisation responsible for the cadastre and real 
property registers, needs to undergo major change to acquire the necessary information for 
creation of the Real Estate Cadastre (REC) and to manage it in a manner consistent with EU 
standards and the needs of a modern market based economy. However, the organisation lacks 
both the technical and management skills needed to provide its products and services. At present 
there is especially a lack of up-to-date, digital, large-scale, cadastral and topographic mapping in 
Serbia. Such mapping forms an essential foundation for land registration (cadastral mapping) and 
a wide range of other public sector activities (cadastral and topographic mapping), such as 
physical planning, agricultural planning, environmental protection, mine clearance and 
infrastructure development. It is estimated that 40-50% of public sector information in advanced 
economies contains geographically related data. The lack of such mapping constrains the 
development and economic growth of the country. 
 
Serbia has recognised that an effective national property rights cadastre and registration system is 
a pre-requisite for economic growth and broadening economic prosperity.  Attention to property 
rights and secure tenure are of fundamental importance to create confidence for investors – both 
foreign and domestic. As a consequence, Government’s strategy also includes priority support for 
the formation of a “real estate cadastre” nationwide and efforts to address illegal construction. 
 
The EU’s intervention will complement a much larger World Bank Real Estate Cadastre Project of 
about US$39.6 million to be financed with an IDA credit of about US$30.0 million. Detailed cost 
tables are available which include investment costs and the quantities of technical assistance, civil 
works, goods and services to be financed over the six year period of the proposed project. The 
project is designed to compliment interventions made by the World Bank and other bilateral 
donors. 
 
Coherence with EC cooperation policy and the MIP 
 
The EC Partnership for Serbia and Montenegro notes that a short-term priority for action in order to 
support Serbia’s efforts to move closer to the EU and strengthen the market economy and 
structural reforms is the development of a stable and functioning land/real estate market through 
the preparation of legislation on the cadastre.  In the medium-term the priority is the adoption and 
implementation of the legislation on cadastre. The current MIP reflects this recommendation. 
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Identified projects 
 
3.3.1     (Part B) Capacity Building for the Implementation of the Cadastre 

 
EU support will be directed to: (i) support for change management and RGZ development into a 
self-funding non-profit cadastre and registration service; (ii) support for establishing a digital 
mapping and information department that is fully functional; (iii) provision of digital ortho-photo 
mapping.  
 
3.3.2     Trade: Rural Economy/Agriculture (approx. €8.0 million) 

 
This section of the Action Programme addresses Trade, Rural Economy and Agriculture Sector 
Support. The summary of proposed activities is outlined below. 
 
Note: for activities related to the State Union please refer to the State Union Action Programme for 
2005. 
 
Background and cooperation related policy of the beneficiary country and Republics 
  
Agriculture remains the dominant sector in the Serbian economy accounting for almost 25% of 
GDP. The sector should be playing a much stronger role in export trade but is failing to do so due 
to institutional and technical barriers, low productivity and a limited product portfolio. The long-term 
development of the rural economy in Serbia is dependent on accessing export markets.  
The EU is very active in promoting trade in Serbia. Trade support actions include: support to the 
design of an integrated border management strategy, promoting product standardisation/quality, 
supporting the Serbian Export Promotion Agency (SIEPA), investing in transport and physical 
border crossings to reduce delays, restructuring State Owned Enterprises, implementing an SME 
strategy and improving customs and taxation (through CAFAO). Yet Serbia continues to have the 
weakest export record in the region. Increasing agricultural exports by reducing the barriers to 
trade can make an important contribution to addressing Serbia’s weak economic performance in 
the short-term. 
 
The European Union has been and remains the main donor in the field of plant and animal health 
and food safety. Support provided through the 2001 Annual Programme assisted in the preparation 
of a strategic plan for the rationalisation and upgrading of the network of food laboratories, drafting 
legislation (including draft of the Veterinary law, Plant Health law and the law to establish the Food-
Chain laboratories Agency) as well as the preparation of veterinary contingency plans (e.g. for Foot 
and Mouth Disease).  
 
The 2002 Annual Programme supports the re-equipping of food-chain laboratories, the 
strengthening of technical and managerial capacity therein and the renovation and refurbishment 
of the laboratories. The 2003 Annual Programme is supporting the implementation of a bovine 
animal identification and registration system which is fully compatible with the relevant acquis 
communautaire as well as assisting with the reform of the veterinary, phytosanitary and sanitary 
inspectorates including upgrading veterinary and phytosanitary border inspection points. 
Preparation of the drafts of key legislation has been undertaken by the Ministry of Agriculture, 
Forestry and Water Management, supported by EU funded projects, in full coordination with US 
funded support for Serbia and Montenegro’s accession to the World Trade Organisation (WTO). 
 
In addition, on the basis of the support provided through these assistance programmes, the 
Government reformed the structure of the veterinary and phytosanitary services. The 2005 Annual 
Programme will support these services. 
 
In line with the Poverty Reduction Strategy Paper (PRSP), the Ministry of Agriculture, Forestry and 
Water Management’s cooperation policy is based upon: improving export performance; sustainable 
development of the private agricultural sector (including elimination of obstacles for business and 
improving competitiveness); pursuit of WTO membership and preparations for implementation of a 
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Stabilisation and Association Agreement (SAA) and development and implementation of an 
integrated rural development strategy through a partnership based approach. 
 
Coherence with EC cooperation policy and the MIP 
 
The EC Partnership notes that the short-term priority actions are: adoption of food safety legislation 
and strengthening of food-safety laboratories; adoption of legislation on veterinary matters and 
strengthening of controls; establishment of the Food-Chain Laboratories Agency. Medium-term 
priorities include: further building administrative capacity for policy formulation and implementation 
and continuing to strengthen veterinary, sanitary; phytosanitary and food safety legislation and 
controls (including wine laboratories). The Partnership also highlights the medium-term priority of 
strengthening the business environment conducive to private sector development and employment 
with competitive markets and level playing fields. 
 
Identified projects  
 
3.3.2.1     Strengthening Food Safety and Quality 

 
EU support will be directed to: (i) training and support to the Ministry of Agriculture, Forestry and 
Water Management (and especially its Veterinary and Phytosanitary Directorates and operational 
departments dealing with the regulation of the wine sector) and the Food-Chain Laboratories 
Agency; (ii) essential supplies for the veterinary and/or phytosanitary directorates as necessary to 
attain the desired results. 
 
3.3.3     Infrastructure (part A and part B) 

 
Proposed activities for the Energy and Transport sectors that fall under the Infrastructure heading 
are outlined below. 
 
Part A: Energy (approx. €25.5 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Energy is one of the largest sectors of the Serbian economy, accounting for 10% of GDP, and 
comprising the electric power sector and associated coal mining; oil and gas; district heating; and 
imports and exports of energy products.  
 
The energy system, and in particular the electricity system, suffered from a decade of under-
investment and was operated with the priority on short term output at any cost, including at the cost 
of long term damage to plant and equipment and damage to the environment. With significant EU 
assistance, substantial progress has been made in the rehabilitation and overhaul of the electricity 
generation plant, electricity transmission network and coal mines. The programme moved forward 
to support the major overhaul of power stations and is supporting the institutional reform needed 
for the operation of a modern market-based energy sector.  
 
Progress in the reform of the energy sector has been delayed by the initial focus on the 
reconstruction of the physical infrastructure as the key priority and also by the limited capacity of 
the Ministry of Mines and Energy to set energy strategy and enforce the reform of the sector.  
 
Some actions by the Government have nevertheless been encouraging. Serbia signed the 
“Memorandum of Understanding on the Regional Electricity Market in South East Europe and its 
Integration into the European Union Internal Electricity Market” in November 2002 and its revisions 
in December 2003. The main purpose of the MoU was the necessity “to establish compatible 
national electricity market models”, in line with the revised EU Electricity Directive in force 
(2003/54/EC). This revised Directive calls for separation of the network business (electricity 
transmission and system operation) from the potentially competitive activities of production, 
distribution and supply. 
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Another decisive step towards the reform of the sector was the passage of the new Energy Law in 
August 2004. The Law will harmonise the sector with EU Directives and bring about the transition 
to a market-based energy system participating in the ECSEE (Energy Community in South East 
Europe). It calls for the restructuring of Serbia’s electricity sector, the establishment of an 
independent energy regulator and unbundling of the electricity utility EPS with the establishment of 
independent power transmission, system and market operation functions and companies 
comprising generation, distribution and trading.   
 
The passage of the Energy Law has set the broad direction of energy policy in Serbia, which will 
be elaborated further through the preparation of a detailed energy strategy that is planned to be 
issued and submitted to the Parliament for approval shortly. The draft policy places a high 
emphasis on the further development of district heating both as a policy to reduce the peak 
demand for electricity and to reduce environmental pollution by improving the energy efficiency of 
district heating supply and use. 
 
Experience in the EU Member States has shown that district heating is both cost effective in urban 
areas and environmentally beneficial. Increasing the share of district heating will have the effect of 
reducing the peak demand for electricity, since the peak demand is driven by the use of electricity 
for space heating in housing. Studies financed by KfW of the existing district heating systems in 
Serbia demonstrate that the systems require substantial modernisation and improvement of energy 
efficiency. The past work done by KfW in modernisation and capacity building has enabled district 
heating companies in the larger cities (such as Belgrade or Novi Sad) to access IFI loans for 
modernisation investments. In the smaller cities (those planned to be supported through this 
project) district heating companies are still in a very weak financial situation and have serious 
difficulties in qualifying for IFI loans.  
 
Another requirement of the Energy Law is the restructuring of Serbia’s electricity sector. The 
Energy Regulatory Agency has been established and preliminary work has been done for 
establishing Independent Transmission, System and Market Operator. This will require substantial 
further work to develop the strategy for the unbundling, divide the assets and liabilities of the 
sector, define the interfaces between generation, transmission and distribution and assist the 
Ministry of Mines and Energy to direct and implement the unbundling. It has also been recognised 
that the management of the electricity industry require considerable assistance and training in 
order to prepare for the changes necessary for the unbundling of the power sector and the 
introduction and operation of both a national and a regional market. 
 
Apart from modernisation of district heating and restructuring of the energy sector, in 2005 EU will 
continue to support the follow up to the Least Cost Investment Plan (LCIP) with feasibility studies 
for priority investment projects. The Ministry of Mines and Energy and Serbian electricity utility 
(EPS) are being supported through CARDS under the 2004 programme through the development 
of a Least Cost Investment Plan. The Plan will indicate which investments for the new electricity 
generation, related transmission linkages and district heating are economically justified. The 
objective of the individual feasibility studies is to develop these projects to assist potential investors 
and project financiers. 
 
Coherence with EC cooperation policy and the MIP 
 
The proposed programme is fully in line with the short-term priorities from the EC Partnership 
which note the need to speed up the restructuring process of large publicly-owned utilities, adjust 
energy prices towards cost recovery levels, make progress in meeting commitments under the 
2003 Athens Memorandum of Understanding on the Regional Energy Market in South East 
Europe, establish the independent Energy Regulatory Agency and continue environmental audits 
on energy plants and address worst polluters.  
 
Medium-term priorities include: preparing Serbia and Montenegro for the establishment in 2005 of 
an integrated regional energy market, unbundling in view of restructuring and privatisation, setting 
up of the necessary institutional structures:  
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Transmission System Operator, Market Operator and Energy Regulatory Agency, progress 
towards a regional energy market (including through feasibility studies on interconnectivity) and 
continued progress towards meeting EU environmental standards.  
 
The MIP 2005-06 identifies the need to support the privatisation process in the energy sector and 
the implementation of the energy legislation; support to development of the strategy for the 
unbundling of the energy utilities and assisting the industry and the authorities in the practical 
implementation of the unbundling and subsequent privatisation; strengthening capacity at the 
energy regulatory authority, also to develop and implement the body of secondary legislation 
necessary to set up an electricity market; creation of the conditions for participation in the regional 
energy market (including preparation for priority new investment projects) and improving energy 
efficiency; assistance to strengthen transmission capacity to allow for cross border trade in  the 
context of the Resource efficiency management (REM); rehabilitation of selected district heating 
and catalysing investment from other donors.   
 
Identified projects  
 
3.3.3 (Part A) Support to the Energy Sector Reform 

 
EU funds will be used to assist in: (i) unbundling of the Electricity Utility of Serbia (EPS) and further 
management development and training of EPS staff; (ii) district heating modernisation; (iii) follow 
up to the Least Cost Investment Plan – feasibility studies for investment projects. 
 
Part B: Transport (approx. €14.0 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Institutional capacity, including systems for planning, monitoring and managing transport activities, 
remain weak. Little long term transport sector planning has occurred. In July 2003 the Serbian 
Government adopted an Action Plan for legal harmonisation with EU. This comprises the 
introduction of the guiding principles of the EC’s Directive on Transport and aligning its domestic 
legislation accordingly. An inventory of the existing legislation and sub-legal acts should be 
compiled and compared with the acquis communautaire to finalise a Plan of Harmonisation. It is 
important to remove inconsistencies that exist in Serbian legislation and to ensure appropriate 
delineation of responsibilities between the institutions involved. 
  
An efficient and integrated transport network is important for Serbia’s economic development due 
to its geographical location and associated competitive advantages. The infrastructure suffered 
from lack of investment and maintenance as well as war damage. In line with REBIS interventions, 
this sector has to address the important two Pan-European Corridors (X and VII). The Ministry of 
Capital Investments should improve its strategic awareness in order to prioritise transport 
investments to meet REBIS objectives. 
 
To date the donor community has invested almost €500 million in areas such as priority road 
rehabilitation and railway track upgrading. As an export oriented country Serbia has to address 
speed of transit by improving border operations within the framework of an EU compliant 
Integrated Border Strategy. Serbia also needs to identify inter-modal synergies to increase the 
efficiency of the overall transport system. When made navigable, the Danube and Sava waterways 
offer valuable logistical opportunities. However, the high cost of infrastructure investment requires 
that packages of combined national and IFI funding have to be identified and developed. In this 
respect, the numerous feasibility studies and Project Implementation Units funded under past EU 
programmes play an important facilitating role in preparing and implementing investments. 
 
In the area of Integrated Border Management (IBM), the focus is on facilitating traffic at the borders 
while improving efficiency in curbing illegal activities. In this context, restructuring and upgrading 
the border crossings is essential. The Government intends is to complete a joint border crossing 
for freight at the Dimitrovgrad railway station, together with the Government of Bulgaria. This 
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investment is in line with the general EU regional strategy of international administrative 
cooperation at the borders. 
 
Coherence with EC cooperation policy and the MIP 
 
The planned interventions are in line with the Thessaloniki Agenda which recommends 
infrastructure investment by the EU in partnership with IFIs. Any major investments should take 
due regard of the Regional Balkans Infrastructure Study (REBIS) and be consistent with Trans-
European Networks and Corridors. The EC Partnership underscores the importance of adopting a 
national transport strategy and strengthening the institutional capacity by the administration to 
attract investment (e.g. project pipelines). Finally the MIP underlines the need for actions that will 
facilitate planning and financing of key elements of the transport network, particularly river 
transport, to promote trade and encourage IFI investment.  
 
Identified projects  
 
3.3.3 (Part B) Support to the Transport Sector Reform 

 
EU funds will: (i) support approximation with EU legislation in this sector; (ii) prepare the design 
and other project documentation for setting up a functional railway border crossing for freight at 
Dimitrovgrad, between Serbia and Bulgaria plus a number of secondary road border crossings 
between Serbia and Bosnia and Herzegovina in order to reduce transit time and improve 
performance of customs/border police. The upgraded border stations at the selected secondary 
border crossings will have increased capacity and better facilities for police check and customs 
inspections for passenger cars, buses and trucks.); (iii) help to establish, equip and train staff in 
Roads Research Laboratory (within the Roads Directorate) to monitor the levels of use, conditions, 
and standards of performance/cost effectiveness in order to prioritise road and bridge investments; 
(iv) improve the conditions for navigation on Danube and Sava Rivers by removing unexploded 
ordnances (UXO), which will eliminate the risk of damage to port infrastructure, vessels, cargo, 
persons and the environment; (v) facilitate the implementation of priority railway projects to be 
financed by IFIs by providing expert services for contract management to the railway Project 
Implementation Unit. 
 
3.3.4     Environment (approx. €9.5 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Current EU assistance supports capacity building measures for the Directorate for Environmental 
protection of the Ministry for Science and Environmental Protection and the Environmental 
Protection Agency. This current assistance  includes support for the preparation of a national 
environmental strategy and National/Local Environmental Action Plans in order to eventually fulfil 
the provisions of acquis communautaire and other international agreements. However, at this 
stage, the Directorate has limited absorptive capacity. Coordination with bilateral (mainly Member 
State) donors has resulted in all the major activities of the Directorate receiving support. Progress 
in tackling institutional fragmentation in the environmental sector and the “operationalisation” of the 
Environmental Protection Agency has been slower than desired.   
 
In contrast, recently completed targeted EU assistance for the preparation of a global wastewater 
strategy shows both the scope of the problems to be tackled in the water sector in Serbia and the 
capacity of the Directorate for Water of the Ministry of Agriculture, Forestry and Water 
Management to absorb additional support in this area. Therefore the focus of support in 2005 will 
be the water sub-sector which is under the authority of the Ministry of Agriculture and Water 
Management. The Water Directorate prepared a draft new Water Law, which largely reflects the 
guiding principles of the EC’s Water Framework Directive. The first draft of the law has been sent 
to relevant stakeholders (including the international community) for comment and 
recommendations.   
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Serbia is classified as a water-poor country of Europe due to low per capita water flow and 
domestically generated water resources. These limited water resources are subject to severe 
pollution from industry, run-off from agriculture and inadequate wastewater treatment. A UN ECE 
Environmental Performance Review indicated that 50% of drinking water samples fail to meet the 
required standards.  
  
The Serbian authorities, in particular the Directorate for Water of the Ministry of Agriculture, 
Forestry and Water Management require specific EU assistance in order to begin implementation 
of the water pollution reduction and the waste water strategies in conjunction with a large World 
Bank IDA credit and a grant from the Global Environment Fund [GEF]. The overall programme 
would focus on (i) reducing pollution in the Danube River; (ii) water resource management and (iii) 
municipal water and sanitation. 
 
As a member of the International Convention on the Protection of the Danube River (ICPDR) and 
the Sava Commission, Serbia is committed to introducing the guiding principles of the EC’s Water 
Framework Directive and aligning its domestic legislation therewith as a matter of urgency. Key 
priorities are to remove the inconsistency that exists between the provisions of existing Serbian 
legislation and to ensure an appropriate delineation of responsibilities between the large number of 
bodies involved in the water sector. In addition, Serbia intends to introduce measures to decrease 
water consumption, increase water conservation, increase protection from water (e.g. the effects of 
flooding) and improve water quality. In line with the principles of the Water Framework Directive, 
Serbia also intends to increase public participation in water planning and decision-making as well 
as to strengthen controls at all stages of water related operations and development. 
 
Coherence with EC cooperation policy and the MIP 
 
The EC Partnership notes as short-term priorities the adoption of Law on Environmental Protection 
and “operationalising” the Environmental Protection Agency. Medium-term priorities include: the 
adoption and start-up of implementation of a strategy on pollution of air (notably from power 
plants), water (wastewater) and soil (solid waste); strengthening administrative capacity as regard 
planning, permitting, inspecting, monitoring as well as project management and the development of 
a multi-annual plan for financing investments based upon estimations of costs and realistic sources 
of public and private financing. The proposed and ongoing programmes support these 
recommendations. 
 
A CARDS 2003 regional project will support the preparation of a pilot river basin plan for the Sava 
river basin in accordance with the guiding principles of the EC Water Framework Directive. That 
project will increase and harmonise cooperation and the exchange of information between 
Slovenia, Bosnia and Herzegovina, Croatia and Serbia and Montenegro.  
 
Under the Danube-Black Sea (DABLAS) initiative and the CARDS funded Priority Environmental 
Investment Programme, Serbia has identified priority investment projects in the water sector. The 
Danube Investment Support Facility financed under the CARDS regional programme is available 
for the development of these projects.  
 
Identified projects  
 
3.3.4.1     Capacity Building in the Water Sector 

 
EU funds will be used to: (i) provide advice, training and support to strengthen the capacity of the 
Directorate for Water of the Ministry of Agriculture, Forestry and Water Management; (ii) assist in 
the preparation of a Water Resource Information Management System, a Wastewater and 
Sewerage Master plan for Serbia (including preparation of specific investment projects for 
wastewater management and treatment) and an action plan for the remediation of hot spots 
threatening major pollution of water resources; (iii) supply of equipment for water quality 
monitoring/testing; (iv) support complementary activities of ongoing programmes 
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3.3.5     Education and Employment (part A and part B) 
 
This section of the Action Programme is comprised of Tempus and support to Vocational 
Education and Training and Labour Market Development measures. 
 
Part A: Tempus (Commission managed) (approx. €5.0 million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Tempus is a highly visible programme that has successfully supported the efforts of the partner 
countries to modernise higher education institutions and systems. It has contributed to reinforcing 
academic exchanges between the EU and partner countries since 1990. In 1999 the Tempus 
programme was extended to the non-associated countries of south-east Europe and the Partner 
States of Eastern Europe and Central Asia. Within the framework of the general economic reform 
objectives of the European Commission’s programmes for support to these countries. Tempus III 
aims to support the modernisation of higher education both with a bottom up and a top down 
approach in the partner countries through balanced co-operation between higher education 
institutions in the partner countries and EU Member States. Tempus is also becoming a unique tool 
to disseminate the Bologna process.  
 
After a prolonged period of isolation, Serbia is currently undergoing a process of institutional and 
economic reform, which necessarily has to be accompanied by a reform of higher education. This 
reform may play a significant role in enhancing the country’s social cohesion and understanding of 
democracy and in promoting the economic recovery and transition to the market economy. 
 
Coherence with EC cooperation policy and the MIP 
 
A priority for higher education systems in all South East Europe is the achievement of the 
objectives of the Bologna Declaration, which was recently signed by Serbia and which aims at the 
establishment of a common European higher education space by 2010. The Tempus programme 
will further contribute to the strengthening of regional co-operation between higher education 
institutions in south-east Europe.  
 
Identified projects  
 
3.3.5 (Part A) Tempus  

 
The programme aims at funding Joint European Projects (JEP) and Structural and Complementary 
Measures and Individual Mobility Grants. Joint European Projects can focus on one of the following 
areas: (i) University management; (ii) curriculum development; (iii) institution building.  
 
Tendering and Contracting: Following an annual call for proposals, projects are selected after 
academic and technical assessment according to general criteria and a list of priorities established 
in co-operation with the partner country authorities. 
 
Cross-cutting Development Issues: The Tempus programme contributes to the sustainable 
development of Serbia and Montenegro by supporting to reform the universities, promoting the 
establishment of curricula in relevant areas, but also in contributing to the development of 
necessary local expertise. Furthermore the programme is a means to overcome ten years of 
isolation of the Serbian universities from international cooperation. 
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Part B: Vocational Education and Training and Labour Market Development (approx. €3.5 
million) 

 
Background and cooperation related policy of the beneficiary Republic 
 
Prior to the Milošević period adult/continuing training (both pre-service and in-service) was well 
developed. A network of so-called Workers’ Universities and Peoples’ Universities existed in a 
number of towns and in almost every enterprise there was an educational centre or craft workshop. 
The Milošević years saw most of these universities and centres collapse and adult/continuing 
vocational education and training were largely neglected. Some effort has been made by the 
Ministry of Education (supported by CARDS 2002 and 2003 VET programmes) to formulate 
policies in the area of adult learning (these are expected to act as a catalyst) and to set up regional 
training centres in order to modernise and promote delivery of training to adults.  
 
Experience from EU Member States and other transition countries shows that improvements in 
training system alone will not suffice. These actions need to be complemented by comprehensive 
employment policies with a wide range of active labour market measures and quality employment 
services, a task, which is also being assisted with EU and other donor funds. VET reform policy 
concepts for both secondary and continuing VET have been adopted by the Serbian Government 
but have yet to be nationally agreed. The VET legislative and institutional frameworks have 
changed with the introduction of a new Law on Education in May 2004. 
  
Achievements to date include: (i) development of basic legal frameworks (but little implementation); 
(ii) establishment of new (professional) institutions including initial steps in curriculum 
modernisation and (iii) awareness raising and capacity building in setting up a responsive VET 
system based on the principles of Lifelong Learning. Implementation capacities remain a major 
challenge that has to be addressed. Although the Ministry of Education and Sport has expressed 
its willingness for cooperation with the second strategic partner for VET, i.e. the Ministry of Labour, 
Employment and Social Affairs, as well as social partners, there is not yet a mechanism for this co-
operation. 
 
Serbia has sophisticated reform concepts but limited resources. At this stage the country cannot 
afford complex diversified institutions to manage the full complexity of a mature VET system. In the 
new 2004 legislation, four major issues stand out where specific VET provision is missing: (i) the 
labour market context of VET; (ii) the role and place of technical support institutions for VET; (iii) 
certification and qualification structures; (iv) financial mechanisms. VET is defined only from an 
education system logic and specialised institutions have been closed down. At the same time, 
progression routes after secondary education are not solved. Serbia wants a modernised and 
sustainable VET system with strong schools offering relevant programmes. The difficulty is moving 
from concept to strategy, in particular to implementation. There is an apparent reluctance among 
key actors in moving towards operational issues due to continuing political uncertainty and lack of 
resources. School curricula, equipment and teaching methods have to be modernised. A 
curriculum philosophy and method have been proposed and accepted but no approach to 
qualification and certification has yet been agreed. Appropriate methods for involving employers in 
VET still need to be developed. Secondary VET education enrols 75% of the young population, but 
no progression routes into non-university higher education exist.  
 
The proposed project will assist the Ministry of Education and Sport and Ministry of Labour, 
Employment and Social Affairs to address the following specific problems: (i) to take forward a 
coherent reform of VET to train for qualifications relevant to the emerging needs of the economy; 
(ii) to build institutional capacity to manage issues of assessment, certification and qualification; (iii) 
to bridge the gap between secondary VET and higher education in Serbia; (iv) to stimulate school-
based competence development and (v) modernise curricula in key sectors for economic 
development.      
 
 
 
 



Action Programme 2005 for Serbia 
 

27

Coherence with EC cooperation policy and the MIP 
 
As a short-term priority, the EC Partnership notes the need to develop and implement a 
comprehensive strategy to promote employment and combat unemployment, in particular with 
regard to vocational training and labour market reforms, involving all relevant actors as well as to 
improve public employment services and allocate sufficient staff and financial resources to the 
implementation. 
 
The MIP 2005-06 underlines the following priorities: capacity building of relevant actors involved in 
the VET reform and the development and implementation of labour market policies, investigating 
the possibility of closer linking unemployment and social benefit systems to the active labour 
market measures and VET system, implementing the VET reform including curriculum 
modernisation and implementation, developing regional training capacities for adults, enhancing 
the teacher training system and improved operational facilities, support to capacity building of 
social partners with a view to their involvement in the development of employment and social policy 
and VET reform, notably through social dialogue, assisting the preparation of the decentralisation 
of implementation of Employment Policies and Active Labour Market measures. 
 
Identified projects  
 
3.3.5 (Part B)     Reform of VET System in Serbia, Phase II 

 
EU funds will support: (i) institutional strengthening and capacity building of Ministry of Education 
and Sport and Ministry of Labour and Employment (VET reform, curricula development and 
implementation, piloting higher VET education as an attractive offer for 4-year students graduating 
from the VET schools, developing a model for a post-secondary VET system, identifying and 
developing five pilot courses, in close cooperation with the social partners with high labour market 
relevance, etc.); (ii) rehabilitation of school buildings (assisting the Ministry of Education and Sport 
with tendering and contracting, and monitoring of implementation of all EIB education sector loan 
related activities).   
 
3.4     Opening of the EC Community Programmes 

 
The Thessaloniki Agenda determined the start of opening of the Community Programmes to the 
Western Balkans countries. That decision was reinforced at the meeting held in Brussels in June 
2004.  
 
Since this instrument is quite new to Serbia the decision was taken, together with the Serbian 
authorities, to postpone the actual participation of the Republic in the Programmes until 2006. 
Before Serbia starts to take part in the Community Programmes it is necessary to build capacity 
and train participants in applying for the Programmes, negotiating with the relevant DGs and 
subsequently implementing the chosen Programmes. 2005 will therefore be a year for preparatory 
work. Approximately €500,000 will be allocated out of the General Technical Assistance Facility to 
fund these preparatory activities. Exploratory discussions on this matter have already been held 
with the Ministry of International Economic Relations.   
 
3.5     EAR Running Costs 

 
Estimated 2005 Action Programme administrative costs are approximately €12.0 million for the 
Republic of Serbia’s programme. 
 
3.6     GTAF (General Technical Assistance Facility) and Programme Reserve 

 
The main purpose of the General Technical Assistance Facility (GTAF) is to support the 
preparation and early implementation of activities under the Action Programme and support the 
planning process for future Programmes. The Programme Reserve may be used to cover 
unforeseeable programme and other priority expenditures.   
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4.     Past EC assistance and lessons learnt 
 
From 1998 to 2004, the EU committed over €1.5 billion to Serbia and the State Union. The funds 
were used for emergency and humanitarian relief, reconstruction and development activities and 
balance of payments support. Furthermore, the EU assistance has gradually shifted to more 
development type of activities, especially with regards to institution building and sectoral capacity 
building measures linked to EU integration. 
 
Reconstruction and development assistance (CARDS/OBNOVA) € 979.7 million 
Humanitarian assistance (ECHO) € 218.5 million 
Macro financial assistance  € 490.5 million(1) 

 
As of 22 December 2004, the Agency’s global rate of contracting for combined 1998-2004 EC 
funds was 82% funds contracted and 63% disbursed. Although 2004 funds only became available 
in August, the Agency percentages for the 2004 programme funds are: 40% funds contracted and 
4% disbursed. The table below summarises progress on the implementation of previous Action 
Programmes: 
 
 Funds Committed 

(EAR managed) M€ 
Contracted 

by 13 December 
Paid 

by 13 December 
Action Programme 2001 193,8 100% 99% 
Action Programme 2002 171,6 93% 78% 
Action Programme 2003 220,0 82% 40% 
Action Programme 2004 202,0 40% 4% 

 
Lessons Learnt  
Some of the most valuable lessons learnt during the preparation of the 2005 Action Programme 
may be summarised as follows: (i) when drafting the programme for next year with the 
beneficiaries, accept only proposals and projects that are mature and can be implemented in a 
reasonable time frame and with tangible results; (ii) ensure institutional absorption capacity, 
institutional memory of past EU assistance, sufficient counterparts and budget allocations before 
actual implementation and funding begin; (iii) when doing physical rehabilitation, make sure that all 
permits (i.e. land rights and building permits) and detailed designs are in place and received on 
time; (iv) ensure that, before engaging in major rehabilitation work or equipment supply, there is an 
EU compliant strategy of the sector or at least a strong commitment from the beneficiary to 
undertake drafting of such a strategy as soon as possible; (v) ensure proper coordination and 
cooperation from other donors when trying to deliver an important message to the Government; (vi) 
continue to push for adoption of laws vital for smooth implementation of projects, enlist the help of 
all parties concerned – line ministries, other donors, etc.; (vii) communicate all problems and 
unresolved issues to the Ministry for International and Economic Relations (MIER) as soon as they 
arise so as to avoid unnecessary delays in project implementation; (viii) sign a Memorandum of 
Understanding whenever competencies and responsibilities between stakeholders are not clear; 
(ix) continue with the capacity building of Serbian administration in order to help them prepare for 
eventual management of EU funded projects. 
 
5.     Complementary actions(2) 

 
The main objectives of EU-funded programmes managed by the Agency are: (i) to support good 
governance, institution building and the rule of law; (ii) to continue supporting the development of a 
market economy while investing further in vital physical infrastructure and environmental actions 
and (iii) to support democratic stabilisation, social development and strengthening of civil society. 
These objectives contribute to the all-encompassing goal of this Action Programme which is to help 

                                                 
1 Another €45.0 million to be allocated to Serbia and Montenegro (incl. Kosovo) in 2004 + EIDHR €0.45 million 

2 Detailed information on complementary activities, activities of other donors and the Government can be found in the individual project 
annexes 
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the Serbian, Montenegrin and the State Union administrations prepare for the subsequent EU 
accession. 
 
All ongoing and future projects implemented by the Agency reflect the objectives outlined above. 
The present Action Programme relies on lessons learnt and experience from the previous CARDS 
national programmes and the regional CARDS programme. CARDS regional and national 
programmes complement each other in the areas of institution building, justice and home affairs, 
environment, integrated border management, transport, civil society, etc. Preparation of the 2005 
programme was also closely coordinated with the EC Delegation in Serbia and Montenegro. The 
Delegation was included in the programming meetings the Agency held with the Serbian 
authorities. Finally, activities of other donors have also been taken into account during the 
preparation of this programme. During the design of projects it is of the utmost importance to make 
sure that no overlaps with activities of other donors occur. Donor coordination process is described 
in the section below (section 6. of the Action Programme). 
 
The Government’s role in the implementation of EU programmes should be related, but not limited 
to, backing the legal and policy reform within a given sector and facilitating investments by 
providing adequate and competent staff necessary for the implementation of projects. The EU 
encourages the Government to work on and subsequently produce sector strategies. A strategy 
puts the EU assistance in a certain context and provides both the Agency and the beneficiaries 
with a likely focus for future funding. 
 
6.     Donor coordination 

 
The Agency’s Operational Centre in Belgrade hosts regular coordination meetings with EU 
Member States’ representatives. Depending on the topic of the meeting, the Agency sometimes 
invites other multilateral and bilateral donors active in a particular sector. This gives both the 
Member States and donors an opportunity to learn more about each other’s programmes and to 
improve coordination. Furthermore, the Agency staff is involved in frequent coordination meetings 
with all major multilateral and bilateral donors in Serbia, i.e. USAID, World Bank, EBRD, OSCE, 
UNDP, UNHCR, CoE, CIDA, Norway, the Swiss SDC and others. Such communications are more 
frequent and efficient in those areas corresponding to EU programmes. These areas include: 
public administration reform, support to local self government, EU integration, agriculture, 
environment, support to SME development and privatisation, civil society, support to refugees and 
IDPs, etc. 
 
The closest relationship is maintained with the IFIs (EIB, EBRD, World Bank, KfW) and some 
selected Member States. The Agency has over time supported the IFI investments in Serbia by 
financing preparatory work before actual investments and by helping to fund Project 
Implementation Units. The best cooperation with the IFIs so far has been accomplished in the 
following sectors: transport, energy, health, education, SME credit lines and municipal investments. 
This trend is set to continue in 2005 with further work in energy, health, support to SMEs, transport 
and cadastre. 
 
The Government of Serbia has become more actively involved in the process of donor coordination 
by preparing a donor harmonisation framework paper which will eventually result in a donor 
harmonisation strategy, to be presented and adopted by the Government. Government’s interest is 
to increase its ownership of the donor coordination process and to try to harmonise donors’ 
working procedures is an encouraging step towards the common goal which is to have a well 
functioning focal point to minimise overlaps and improve communication between donors. 
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7.     Cost and financing 

 
Priority Sectors (titles as per draft MIP 2005-06) EUR million

(+/- 20%)
1. Democratic Stabilisation 
1.1 Minority Rights and Refugee Return 12.5
1.2 Civil Society 2.0
1.3 Media 2.5
2. Good Governance and Institution Building 
2.1 Justice and Home Affairs 13.8
2.2 Integrated Border Management 0.0
2.3 Public Administration Reform  34.2
2.4 Customs and Taxation 2.5
3. Economic and Social Development 
3.1 Investment Climate 16.5
3.2 Trade 8.0
3.3 Infrastructure 
Energy 25.5
Transport 14.0
3.4 Environment 9.5
3.5 Education and Employment 
Tempus 5.0
VET & Labour Market 3.5
4. Opening of the EC Community Programmes 0.0
5. GTAF 2.0
6. Reserve 3.0
Total 

154.5
 
 
 
Note: Excludes EAR running costs estimated at €12.0 million. 


