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Fiscal Policy for a High-Income Serbia

Serbia’s economy has weathered several shocks in recent years, with fiscal policy playing 
a key role in the response, but…

…while the Serbian economy has performed well compared to regional peers, it continues 
to lag behind aspirational comparators in the EU.

This Public Finance Review proposes policies aimed at supporting Serbia’s path toward 
EU membership and high-income status, in a context of multiple structural challenges.

It includes five chapters covering: (1) macro-fiscal foundations; (2) revenue policy review; 
(3) expenditure policy review; (4) fiscal risks from SOE; (5) public sector pay system; as well 
as a set of recommended policy actions. 



Strong Macroeconomic 
Foundations Provide a 
Sound Basis for Fiscal 
Policy

CHAPTER 1

© nedomacki / istockphoto.com



The current fiscal stance and outlook are sustainable, 
helped by strong revenues...

...while higher capital spending increased the 
deficit

Source: DVT using data from GFS 2023.
Note: Bars in blue show categories that reduce the deficit, orange bars indicate items that increased the deficit.

Revenues performed strongly in recent 
years...

Source: MoF
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...as well as contained expenditures

...bringing the public debt close to levels 
typical for regional peers

Source: World Bank Data Visualization Tool.

The structure and level of general government 
expenditures has changed...

Source: MoF
Note: Values in brackets show the change between 2020 and 2024 in pp of GDP.
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But fiscal risks will need to be carefully managed to 
ensure growth and public debt sustainability

Serbia’s public debt remains sustainable even 
under shocks scenarios

Source: World Bank, MoF, and IMF.
Note: Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks.

Cyclicality of fiscal policy relative to the 
output gap, 2014–2024

Source: World Bank staff estimates using the DVT.
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Strengthening 
Revenues and 
Enhancing Equity

CHAPTER 2
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Serbia’s tax system compares well with that of 
advanced economies...

...with indirect taxes contributing to about 
two thirds of tax collection

Source: MFMod, Fiscal survey, and Eurostat.

Serbia’s revenues perform well in comparison 
to its peers...

Source: MFMod, Fiscal survey, and Eurostat.
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...with broad-based revenue performance across tax 
instruments...

PIT and property taxes make up over half of 
local budgets

Source: Bulletin Public Finances, MoF, Serbia; BOOST.

VAT collection in Serbia has been primarily 
driven by imports

Source: Bulletin Public Finances, MoF, Serbia; BOOST.
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...but the progressivity and efficiency of the tax 
system could be improved

Serbia’s tax wedge is high for low-wage 
formal workers

Source: World Bank staff calculations.
Note: The tax wedge is for those aged 40 and above. For taxpayers who are less than 40 years old, the tax 
wedge is lower because of the differential tax rates at this age cut off.

Serbia’s income inequality after taxes is still 
among the highest in the region

Source: EU SILC; INSTAT; MONSTAT.
Note: Most recent data for 2021 for *Albania and 2020 for **North Macedonia.
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Getting More from 
Every Dinar Spent: 
Improving Efficiency 
and Managing 
Rigidities

CHAPTER 3
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The size and composition of public spending has 
changed in recent years...

Functional classification of expenditure

Source: World Bank staff calculations based on BOOST.

Serbia’s spending has shifted toward capital 
investment in recent years

Source: World Bank staff calculations based on MOF data.
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...but more could be achieved with each dinar invested, 
for both capital and current spending

Adequacy and coverage of the social safety 
net

Source: World Bank staff calculations using data from ASPIRE 2023.
Note: Adequacy of social safety net programs is measured by the total transfer amount received by the population 
participating in social safety net programs as a share of the total income or expenditure of beneficiary households. 
Coverage of social protection is the percentage of the population participating in social protection and labor 
programs.

Fiscal gains from more efficient public 
investment

Source: World Bank Staff estimations. Data on the primary balance is from Kose, M. Ayhan, Sergio Kurlat, 
Franziska Ohnsorge, and Naotaka Sugawara. 2022. “A Cross-Country Database of Fiscal Space” Journal of 
International Money and Finance 128 (November): 102682.
Note: Figure presents counterfactual scenarios where Serbia improves its public investment efficiency (quality 
of roads) from its current level (65.6 percent) to levels of peer or countries in the higher percentiles. Serbia’s 
average efficiency score in education is 89.35 percent. Scores for 50th, 75th, 90th, and 95th percentile are 71.47, 
81.59, 89.27, and 94.93 percent, respectively.
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Managing State-
Owned Enterprise 
Risks to Safeguard 
Fiscal Health

CHAPTER 4
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Serbia’s SOE sector is both large and costly

The direct net impact of SOEs on the central 
government budget (percent of GDP)

Source: World Bank staff calculation based on the financial statements of central government-owned SOEs.

Serbia’s SOE revenues are among the highest 
in the region

Source: World Bank Business of State Database (2019).

2015 2016 2017 2018 2019 2020 2021 2022 2023

1. Dividends 0.5 0.5 0.4 0.5 1.0 0.1 0.2 0.2 0.2

2. Corporate income tax 0.1 0.1 0.4 0.2 0.3 0.1 0.2 0.2 0.1

3. Subsidies received 1.5 1.6 1.7 2.9 1.5 1.8 0.8 1.8 0.8

4. Called guarantees 0.7 0.8 0.6 0.4 0.2 0.1 0.1 0.2 0.3

Net impact on the state 
budget (1+2-3-4) -1.5 -1.8 -1.4 -2.5 -0.5 -1.7 -0.5 -1.6 -0.8
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Addressing fiscal risks stemming from the largest 
SOEs is critical for fiscal sustainability

Most of the 47 largest SOEs show signs of financial distress

Source: World Bank staff calculations, based on the financial statements data on the 47 largest non-financial SOEs.
Note: For Z (public manufacturing firms), scores >2.99 indicate safety, 1.81–2.99 signal caution (grey zone), and <1.81 suggest distress; for Z’’ (private/non-manufacturing firms), >2.60 is safe, 1.10–2.60 is grey, and <1.10 indicates distress.

2019 2020 2021 2022 2023

Safe 15 14 14 15 16

Grey 7 8 6 6 6

Distress 25 25 27 26 25



Toward a More 
Transparent and 
Equitable Public 
Sector Pay System

CHAPTER 5
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Improved service delivery starts with reformed public 
sector pay and compensation

Average pre-reform salaries and nominal 
wage growth by sector

Source: Consultants’ calculations for the purpose of this report.

Share of general government employment in 
total, 2021

Source: OECD
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Fiscal Policy for a 
High-Income Serbia
Policy Recommendations
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Serbia Public Finance Review: Key policy actions [1/4]

Policy Area Policy Action Fiscal Impact

1. Macro-fiscal management

Fiscal risks management is a relatively new function of the MoF. The 
coverage of risks is expanding and improving over time. However, some 
important areas are not covered yet (such as PPPs) and there is no clear 
link with planning for budgetary reserve.

Expand monitoring of fiscal risks and create links with planning of the 
operational budgetary reserve and other expenditures over the medium-
term. Positive

High share of informal activity is to some extent explained by prevalence of 
cash payments.

Increase the share of cashless payments in the economy. 0.7% GDP

Introduction of CBAM could have significant negative consequences on 
certain industries in Serbia.

Introduce carbon tax or other appropriate policy response to capture 
revenue which can be used to support economic growth. 0.6 – 1.4% GDP

2. Revenue policy review

Taxation of inheritance and gifts. Replace the tax exemption for the 1st hereditary order with a lump-sum 
allowance. 0.05 – 0.1% GDP

Current taxation of capital is not equitable. Strengthen the enforcement of reporting and taxation of rental income, 
including short-term rentals. 0.05 – 0.1% GDP

Taxation of self-employment income is inequitable and inefficient and 
encourages tax avoidance and evasion.

Restrict the eligibility criteria to exclude from the presumptive tax regime 
those taxpayers that do not belong to the target group. 0.3 – 0.5% GDP



Policy Area Policy Action Fiscal Impact

Relatively high VAT registration threshold; extensive exemptions and list of 
items subject to reduced rates.

Reduce the VAT gap by reducing the VAT registration threshold and 
limiting the number of exemptions and transactions subject to reduced 
rates.

3.0 – 4.0% GDP

The presumptive taxation system for sole proprietors is inequitable and 
inefficient.

Replace the existing presumptive system with a revenue neutral turnover 
tax. 0 – 0.2% GDP

Special labor taxation regime (non-employment) for income from abroad is 
inequitable and discourages tax morale.

As part of a comprehensive PIT reform, introduce the same treatment of all 
types of income regardless of their source (i.e., repeal special regimes). 0.3 – 0.5% GDP

Current PIT system lacks both vertical and horizontal equity. Replace the current scheduler PIT system with a dual income tax. 0.3 – 0.5% GDP

The tax base could be broadened further. Reform the SSC scheme for part-time workers, such as allowing an 
apportion of the minimum SSC base. 0.05 – 0.1% GDP

3. Expenditure policy review

Frequent revisions of the budget lead to delays and uncertainty regarding 
public policy implementation.

Improve the MTBF and make stronger linkages with annual budgets. N.A.

Public Investment Management (PIM) system is fragmented and only 
partially covers the portfolio of all capital projects.

Increase the coverage of public investment projects by the recently 
adopted PIM framework. Positive

Serbia Public Finance Review: Key policy actions [2/4]



Policy Area Policy Action Fiscal Impact

The public sector employment remains high and salaries in the public 
sector increased ad hoc without the rule-based system.

Start with the phased implementation of the new pay and grading system, 
as envisaged by the current legislation. Negative

Most of the social protection spending goes to non-targeted programs. Increase spending on means-tested programs (such as FSA and child 
allowance) to increase benefits and to broaden the coverage. Negative

4. Fiscal risks associated with state owned enterprises

Serbia does not systematically disclose the full extent of its contingent 
liabilities arising from state guarantees, budgetary on-lending, or other 
quasi-fiscal support to SOEs. 

Publish a comprehensive fiscal risk statement for SOEs.
N.A.

Oversight remains fragmented, and no dedicated professional unit exists 
to consolidate financial data, monitor fiscal risks, and publish regular 
performance reports.

Enhance the capacity and transparency of the Ministry of Economy to fully 
implement its role as the central SOE oversight body. Positive

Most of SOEs have been run for extended periods by acting directors 
appointed without open competition.

Enforce transparent, competitive selection processes for executive and 
supervisory board positions. Positive

Staffing levels and wage costs are high across SOEs. A thorough audit should be conducted to identify redundancies, while 
developing and executing retraining programs, and offering targeted 
severance packages where appropriate.

Positive

Serbia Public Finance Review: Key policy actions [3/4]



Policy Area Policy Action Fiscal Impact

Public procurement in SOEs continues to suffer from weak enforcement 
and significant irregularities.

Enhance enforcement of procurement standards, strengthen internal audit 
and control mechanisms. Positive

The absence of transparent, strategic investment planning has been a long-
standing weakness of Serbia’s SOEs.

Ensure all major SOEs develop and publish investment plans aligned with 
national strategic objectives. Positive

Enforcement of the Law on SOEs has so far been uneven, with delays in 
bylaw adoption.

Ensure full enforcement of the Law on SOE. Positive

5. Public sector wage bill

The current pay and grading system in the public sector is fragmented, 
unfair and difficult to predict.

Complete the legislative framework related to compensation of employees 
in the public sector. Implement gradually, over the next four years the 
legislation on pay and grading.

Negative, but 
would need to be 

phased

Low transparency on public sector employment data prevents 
independent/academic research on this topic.

Start the publication of the anonymized data on public sector employment 
with as much details as possible suitable for an independent research. N.A.
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Thank you
DOWNLOAD THE REPORT

www.worldbank.org/eca/serbia-pfr2025


