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FOREWORD

FOREWORD

The recent economic growth and competitiveness of Serbia and other Western Balkan 
countries is closely linked to the transition process and reform implementation. All the 
countries of the region are in the process of EU accession, which provides a unique incen-
tive for political and economic reform.

One of the key reform priorities during the transition from socialist to market-oriented 
economy  is regulatory reform. The progress in transition, especially in regulatory reform 
implementation, became especially important in the context of the global economic cri-
sis, which has strongly affected all the countries of the region and caused an overall drop 
in their economic activity. 

This project to gauge reform implementation in the region, focusing on regulatory re-
form, was intended to compare progress across the countries of the region and recom-
mend future steps. This report found that in order to generate more balanced and sus-
tainable growth, Western Balkan countries will need to discover new sources of growth, 
complete reform implementation and further improve their business and investment en-
vironments. In this context, regulatory reform is in the focus of the research, as precondi-
tions for future growth and for harmonization of Western Balkan 5 legal systems with 
the EU acquis.

The first version of the study was prepared and presented as background material for the 
Roundtable discussion at the Final Regulatory Reform Conference, held in Belgrade 
13-14 September 2010, and organized by the Government of Serbia in cooperation with 
the IFC and World Bank Institute. This Conference brought together members of gov-
ernments, representatives of international organizations, business society representatives, 
experts, and other stakeholders. At the concluding session of the Belgrade Conference it 
was agreed that the Study should be extended and published as a regional publication to 
help the governments of the region improve their reform process. 
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SUMMARY

SUMMARY

The Western Balkan 5 region has a population of 17.3 million and a relatively low level of 
development, with total GDP at US $84.8 billion. Of course, size, population and level 
of economic development vary within these countries. With its 7.5 million inhabitants, 
Serbia is the most populated country in the region. In 2009, GDP per capita ranged from 
4.800 EUR in Montenegro to less than 3000 EUR in Albania, with a regional average of 
3.660 EUR. Serbia’s GDP per capita of 4.300 EUR lags behind only that of Montenegro. 
However, GDP per capita at purchasing power parity (PPP) gives a more realistic picture 
and ranges from 10.000 in Montenegro to 6.600 in Albania and Bosnia and Herzegovina.  
The regional GDP per capita average at PPP is 8000 EUR, or 30% of the EU average.

Following democratic changes in October 2000 and the renewal of the transition process, 
Serbia has achieved considerable economic progress. Starting from a low economic base 
after 10 years of isolation, political instability and interrupted transition, the Serbian econ-
omy witnessed relatively high annual growth rates in the pre-crisis period (2001-2008), 
averaging 5.7% GDP growth. Similar growth rates were achieved in all countries of the 
region except FYR Macedonia, which averaged 2.8% growth in the pre-crisis years. Only 
Albania recorded higher GDP growth (6.0%) than Serbia, while the regional average was 
5.0%.

Serbian growth was based on high domestic consumption linked to fast credit growth and 
an increase in real wages. From 2001 to 2008, average wage growth regularly exceeded 
average GDP growth.

The Serbian growth model was based on: (i) low exports due to lagging tradable sector 
growth, (ii) low domestic savings and a considerable savings-investment gap, (iii) cheap 
international capital and loans extended and indexed to international currencies, and 
liberalization of foreign trade and financial markets. This situation was not uncommon in 
the region, and beyond. Similar pre-crisis growth models could be found in the Western 
Balkan 5 and within many other transition countries.

Strong economic growth in the region was accompanied by a widening current account 
deficit and increasing private sector debt. Exports in the Western Balkan 5 lagged far 
behind imports due to the slow growth of the tradable sector. Current account deficits 
of Western Balkan 5 countries reached an average of 18.8% in 2008, raising serious con-
cerns about their macroeconomic stability.
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The spillover effects of the crisis were especially severe for capital-importing countries, in-
cluding the Western Balkan 5, where it compounded preexisting imbalances (high budget 
and balance of payment deficits). The crisis was transmitted to the region through trade 
and financial channels, resulting in (i) reduced external demand for the region’s exports, 
(ii) credit crunch, (iii) decline in remittances, and (iv) decline in foreign direct invest-
ment. The crisis caused an overall drop of economic activities and was reflected in a sig-
nificant GDP decline, widening budget deficits, and increased public and foreign debts.

Despite some signs of recovery in 2010, Western Balkan 5  growth in the coming years 
is expected to be slower than during the pre-crisis period, as the growth model based on 
high domestic consumption and financing provided from foreign savings is no longer be 
possible.

Progress in transition and full implementation of institutional reforms is one of the key 
preconditions for Western Balkan 5 countries to become EU members, defined in the 
Copenhagen criteria for their EU accession. This progress is of equal importance for the 
creation of a business-friendly investment climate and the generation of sustainable and 
more balanced future growth. The most visible progress in the early 2000’s was achieved 
in price and trade liberalization; progress in institutional reforms needs to be acceler-
ated. 

In order to generate a more balanced and sustainable future growth and return to growth 
rates from the pre-crisis period, the countries of the region need to speed up the transition 
process and implementation of institutional reforms and find new sources of growth.

The future sustainable growth should be more production-based and export-led. It should 
be based on: (i) structural and institutional reforms; (ii) improvement of the business and 
investment environment; (iii) reduced private consumption; (iv) higher domestic savings 
necessary for the financing of private investment; (vi) improved quality of public spend-
ing: increased public investment and a reduction of public expenditure; (vii) strengthen-
ing of regional cooperation; (viii) country risk reduction; and (ix) further progress with 
the EU accession process.

Several studies support the view that efficiency and quality of regulation affect private 
investment and economic performance. These findings confirm the importance of a fa-
vourable legal and regulatory environment for fostering economic growth and efficient 
investment. The recent financial and economic crisis, which strongly affected the growth 
and the inflow of FDI into the Western Balkan 5, further increased the importance of 
this issue. Consequently, the development of a quality legal and regulatory framework has 
been identified as one of the most important prerequisites for attracting foreign capital 
into the region.

From the beginning of the transition process in Serbia, regulatory reform has been one of 
the key reforms due to its relevance to economic performance. Serbia’s weak legal system 





SUMMARY

threatened to undermine efforts in other policy areas, which were conducted with the aim 
of developing a modern, market-oriented economy. Regulatory reform was, therefore, 
driven by the need for a substantial transformation of the Serbian socialist legal system 
into a market economy one, which would contribute to the creation of a favourable busi-
ness and investment environment and, as a result, positively impact private investment 
(domestic and foreign), business start-ups, job creation, and incentives for efficiency 
among both private and state-owned enterprises.

In the early 2000’s, regulatory reform was partial, not only in Serbia, but in all the West-
ern Balkan countries, and focused on specific sectors or areas. Due to the necessity of 
creating a well-functioning legal system, the legislative reform agenda in Western Balkan 
5, was mostly focused on creating market-friendly laws to reduce unnecessary administra-
tive burdens and foster the functioning of a market economy. It resulted in the drafting of 
a significant number of regulations that fulfil market standards.

After a period of ad hoc, or item-by-item, approach to regulatory reform in the early 
2000s, governments in Western Balkan countries began to introduce some segments of 
the systemic approach to regulatory reform – and subsequently initiated systemic, multi-
pronged regulatory reform. The main motive for regulatory reform implementation, not 
only in Serbia but in all the Western Balkan countries, was to increase their economic 
competitiveness and growth. However, the harmonization of the legal systems of Western 
Balkan countries with the EU acquis was also an important motive for the implementa-
tion of these reforms and positively influenced the quality of laws in these countries.

A systemic approach creates much better prospects for the improvement of the quality of 
laws and their implementation, as well as a reduction of administrative barriers, and thus 
improves the quality of the legal and regulatory environment as a segment of the business 
and investment environment. In most of these countries, governmental awareness of the 
importance of regulatory reforms resulted in stronger political support.

The first significant step in the Serbian Government’s systemic approach to regulatory 
reform was the introduction of mandatory RIA into the legislative process. In the early 
phase of RIA implementation, RIA was only partial, and focused more on the prevention 
of negative effects than on analyzing potential positive impact. By securing appropriate 
oversight of RIA implementation and strengthening political support for this process, 
RIA grew in importance and quality. Based on the achieved progress in the conducted 
segments of regulatory reform, the need for a strategic approach in this area was recog-
nized, leading to the adoption of the Regulatory Reform Strategy in Serbia (2008-2011). 
The main challenges to the implementation of this Strategy are securing the sustainability 
of the RIA and administrative burdens reduction systems and making sure that regulatory 
reform not only is, but also remains, a priority on the Government’s agenda. 

The RIA unit was transformed from a temporary into a permanent body at the level of the 
Government as a precondition for the full and continued conduction of the Strategy The 
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improvement of the implementation of regulations will be secured by a further advance-
ment of “ex ante” RIA as well as the putting into practice of “ex post” RIA of adopted 
legislation foreseen by the Strategy. The creation of a publicly available central electronic 
register of regulations, as outlined in the Strategy, is underway. Its establishment would 
be considerably improve legal security and reduce regulatory risk. Improving the govern-
ment’s existing informal forward planning system and its public availability will contrib-
ute to the predictability and transparency of the legislative process. As one of the tools 
for improving the quality, transparency, and potential of implementing regulations, the 
Strategy recommends further improvement of the public consultation process by making 
it mandatory for all draft laws.

Macedonia’s regulatory reform strategy, contained in The Program of the Government 
2006–2010, consists of a two-pronged strategy: (i) the regulations guillotine, to review 
the stock of regulations (2006-2009) and (ii) the regulatory impact assessment (RIA), 
to review the flow of regulations (2009). Both of these pillars have already been imple-
mented in the Macedonian legislative system.

The remaining three countries, Albania, Bosnia and Herzegovina, and Montenegro, have 
already implemented some important segments of regulatory reform strategy, but the 
main progress is expected in the following period. Republic of Srpska, as an entity of 
Bosnia and Herzegovina, has made greater progress in this reform area, compared to the 
Bosnia and Herzegovina State and the Federation of Bosnia and Herzegovina.

In the period of economic crisis, the improvement of the quality of regulations, simplifi-
cation of the existing regulations and the reduction of unnecessary administrative burdens 
that affect business activities and investments are of crucial importance for the creation of 
a more favourable business and investment environment in Western Balkan 5.

The continuation of EU harmonization, especially in regards to business-related eco-
nomic legislation, should be a main focus of the countries in the region. In parallel to 
harmonizing their national legislations with the European legislation, Western Balkan 5 
countries are also creating a harmonized legislative framework at the regional level to bet-
ter attract large regional and foreign investments.

The region should continue to implement and maintain a strategic approach to regula-
tory reform. This approach should be based on the OECD Guiding principles for regula-
tory quality and performance, which state that an effective regulatory policy should be 
adopted at the highest political levels, contain explicit and measurable regulatory quality 
standards, and provide for continued regulatory management capacity. It has to be rec-
ognized that significant progress in the area of regulatory reform has been made in the 
Western Balkan 5 region in the past 10 years. 

The region should continue aiming to implement and maintain a strategic approach to 
regulatory reform. This approach should be based on the OECD Guiding principles for 
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regulatory quality and performance, which state that an effective regulatory policy should 
be adopted at the highest political levels, contain explicit and measurable regulatory qual-
ity standards, and provide for continued regulatory management capacity. It has to be 
recognized that significant progress in the area of regulatory reform has been made in the 
Western Balkan 5 region in the past 10 years. 

There is however still a lot to be done. Difficult reforms lay ahead. In order to conduct 
these reforms, the improvement of greater regulatory reform in Western Balkan 5 coun-
tries is needed in several areas within the WB5. The most important among them and the 
needed improvements in each of these areas are: 

Strategy and policies for Better Regulation: (i) ensure the sustainability of the best 
regulation agenda and ensure its integration into the creation of government policies; (ii) 
articulate regulatory policy as a dynamic, ongoing concept and take the agenda forward 
over a five-year period; (iii) make regulatory reform a key vehicle for promoting support 
for economic recovery and growth, especially in the period of crisis and post-crisis; (iv) 
use the global financial and economic crisis to promote regulatory reform and lift it to a 
more central position in the government; (v) point out more clearly the potential links 
of regulatory reform with the government agenda for post-crisis recovery including both 
business environment and structural and sectoral reforms such as the public adminis-
tration reform and involvement of the civil sector in the regulatory process; (vi) make 
regulatory reform a key vehicle to promoting support for economic recovery and growth, 
especially in the period of crisis and post-crisis; (vii) maintain the current level of political 
attention and commitment to the regulatory reform agenda; (viii) consider how regula-
tory reform can be more effectively promoted and recognized as one of the key govern-
ment policies (focus on showing specific results of the regulatory reform agenda, as well 
as measure and evaluate them), and (ix) integrate better regulation of Western Balkan 5 
countries into the EU accession process and move further towards a smart regulation ap-
proach recognized at the EU level as a new approach to policy-making.

Ex post evaluation of regulatory reform strategy and policies: (i) establish a clear policy 
to evaluate progress, strengths, weaknesses and gaps of key regulatory reform policies. 
Based on the monitoring, (i) take steps to address the gaps and weak areas and (ii) imple-
ment ex-post RIA with the aim of strengthening the monitoring process of regulatory 
activities. 

Institutional capacities for Better Regulation: (i) further increase the powers of the 
regulatory reform unit (the body responsible for regulatory reform), (ii) encourage the 
Parliament to play a more active role in regulatory reform, including by fostering politi-
cal debate on the benefits of broader regulatory reform strategy, (iii) establish or, if they 
already exist, strengthen RIA units within line ministries, (iv) establish cooperation and 
coordination between the regulatory reform unit and the EU integration office/depart-
ment/ministry in the EU harmonization process, (v) consider how horizontal co-opera-
tion across ministries and other Government bodies/agencies can be further boosted.
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Development of new regulation: (i) improve and publish the system for the forward 
planning of upcoming primary and secondary regulations, (ii) establish an IT system for 
the preparation of regulations, (iii) establish a two-step RIA process in which basic RIA 
will be mandatory and then, based on the proportionality and precautionary principle, 
perform detailed RIA, (iv) consider whether there is a need to introduce mandatory RIA 
for secondary regulations. 

Transparency through public consultation and communication: (i) adopt guidelines 
on public consultation, in order to set minimum good-practice consultation require-
ments on ministries in the development of new regulations. These guidelines should ad-
dress planning, timing, and methods of consultation as well as feedback to stakeholders 
involved in the consultation process, (ii) enable the accessibility of regulations through 
the establishment of a publicly available e-registry of regulations that should improve 
government-level legal security, (iii) develop a single consultation portal for use by all 
ministries to enhance citizen participation in the legislative process, (iv) ensure that all 
related policy materials, including all guidelines and instructions that may be required 
by a civil servant preparing draft legislation, are available electronically on the new con-
sultation portal. The portal should be accessible from outside the public administration, 
but certain material only relevant to officials can be accessed separately, (v) benchmark 
Western Balkan 5 countries’ regulatory reform programs amongst themselves, or with EU 
member states, in order to see what could be of value in the Western Balkan 5 countries’ 
context, (vi) strengthen the monitoring of the implementation of consultation require-
ments. 

Management and rationalization of existing regulations: (i) secure a consistent ap-
proach to the simplification and reduction of administrative burdens instead of “one-time” 
reforms. Ensure that these programs are effectively monitored and evaluated, (ii) secure a 
consistent dialogue between the Government and the businesses and citizens in the simpli-
fication agenda, (iii) develop a policy framework for the ex post review of regulation, draw-
ing on the RIA methodology in order to ensure that the regulatory stock is kept up-to-
date and meets policy objectives efficiently and effectively, and (iv) connect the regulatory 
reform, simplification and administrative burden-reduction programs with e-government 
reforms, with the aim of improving and simplifying the regulatory framework.

The interface between sub-national and national levels of government: (i) In addition 
to the national regulatory reform, maintain focus on the sub-national regulatory reforms 
and formally include them in the regulatory reform program. 

The interface among Western Balkan 5 countries and between Western Balkan 5 
countries and the EU: (i) reinforce and institutionalize regional networking so that ex-
periences are exchanged on a regular basis, with the goal of promoting the creation of a 
harmonized regional regulatory environment and (ii) strengthen cooperation and positive 
competition at the regional level, with the aim of comparing experiences and results and 
benefiting from best practices in the region. 
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Chapter 1
Western Balkan Countries’ Economic Performance:  

The Pre-Crisis Period:  2001-2008

The Western Balkan 51 region has a small population of 17,3 million and a relatively low level 
of development, with total GDP at US $84,8 billion. Of course, size, population and level of 
economic development vary among these countries. With its 7,5 million inhabitants, Serbia2 
is the largest country in the region. In 2009, GDP per capita ranged from 4.800 EUR in 
Montenegro to less than 3000 EUR in Albania, with a regional average of 3.660 EUR (Table 
1.1). Serbia’s GDP per capita of 4.300 EUR lags behind only that of Montenegro. However, 
GDP per capita at purchasing power parity (PPP) gives a more realistic picture and ranges 
from 10.000 in Montenegro to 6.600 in Albania and Bosnia and Herzegovina.  The regional 
GDP per capita average at PPP is 8000 EUR, or 30% of the EU average.

Table 1.1. Basic indicators of Western Balkan countries

Population
(million)

GDP 
Per capita  

(EUR at 
exchange rate)

GDP 2
Per capita  

(EUR at PPP)

GDP
In millions of  

US dollars

 end-2008 2009 2009 2009

Albania 3,2 2.800 6.600 11,8

Bosnia and Herzegovina 3,8 3.200 6.600 17,1

FYR Macedonia 2,1 3.200 8.000 9,2

Montenegro 0,7 4.800 10.000 4,1

Serbia  7,5 4.300 8.700 42,6

Western Balkan 5 17,3 3.660 7.980 84,8

Source: WIIW Current Analysis and Forecasts, July 2010, EBRD Transition Report 2010 and World Development Indicators 
database, World Bank, 1 July 2010
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1.1. Macroeconomic overview

Following democratic changes in October 2000 and the renewal of a transition process, 
Serbia has achieved considerable economic progress in the past decade. Starting from a 
low economic base after 10 years of isolation, political conflict, and interrupted transition, 
the Serbian economy witnessed relatively high annual growth rates in the pre-crisis period 
(2001-2008), averaging 5,7% GDP growth. Similar growth rates were achieved in all coun-
tries of the region except FYR Macedonia, which averaged 2,8% growth in the pre-crisis 
years. Only Albania recorded higher GDP growth (6,0%) than Serbia, while the regional 
average was 5,0% (Table 1.2).

Table 1.2: Real GDP growth, year on year change in percent

2001 2002 2003 2004 2005 2006 2007 2008
Average 

2001-2008

Albania 7,9 4,2 5,8 5,7 5,7 5,4 6,0 7,0 6,0

Bosnia and Herzegovina 4,3 5,5 3,0 6,3 3,9 6,7 6,8 5,4 5,6

FYR Macedonia -4,5 0,9 2,8 4,1 4,1 4,0 5,9 4,8 2,8

Montenegro 1,1 1,9 2,5 4,4 4,2 8,6 10,7 7,0 5,1

Serbia 5,1 4,5 2,4 9,3 6,3 5,5 6,9 5,5 5,7

Western Balkan 5 2,8 3,4 3,4 6,0 4,8 6,0 7,3 5,9 5,0

Source: EBRD database

After accelerating in 2007 to an average GDP growth rate of 7.3% (6,9% in Serbia), eco-
nomic expansion across the Western Balkan 5  slowed to 5,9% (5,4% in Serbia) in 2008, as 
most countries were affected by the economic crisis in the latter half of the year. 

Figure 1.1: Real GDP growth, year on year change in per cent

Source: EBRD database
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Serbian growth was based on high domestic consumption linked to fast credit growth (Figure 
1.5) and an increase in real wages (Figure 1.2). From 2001 to 2008, average wage growth 
regularly exceeded average GDP growth (see also Arandarenko and Vukojevic, 2008).

Figure 1.2: Average wages in EUR in Serbia, 2001-2008

Source: National statistics

This situation was not uncommon in the region, and beyond. Similar pre-crisis growth mod-
els could be found in other Western Balkan 5 countries and within many other transition 
countries.

Relatively low savings rates in Serbia were caused by negative interest rates on savings in local 
currency. The savings rates in Serbia fell from 17,6% in 2004 to only 6,3% in 2008 (Table 
1.3). This resulted in a widening savings-investment gap and the level of investment fell from 
29,7% of GDP in 2004 to 23,7% in 2008. The sharpest decline in savings rates was in Mon-
tenegro, with a saving investment gap of over 50% of GDP in 2008. The investment boom 
in Montenegro in 2007 and 2008 was fully financed by the inflow of foreign capital. High 
savings-investment gaps resulted in a further widening of the region’s already considerable 
current account deficits, especially in Montenegro and Serbia. 
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Figure 1.3: Savings–investment gap in Serbia, 2004-2008 (% of GDP)

Source: IMF Country report, Serbia, March 2010

Table 1.3: Savings–investment gap in Western Balkan 5, 2004-2008 (% of GDP)

2004 2006 2007 2008

Albania     

Gross domestic investment 26,1 n.a. 29,4 32,5

Gross national savings 20,6 n.a. 19,1 17,3

Foreign savings 5,5 n.a. 10,3 15,2

Bosnia and Herzegovina     

Gross domestic investment 18,8 n.a. n.a. 24,8

Gross national savings -1,1 n.a. n.a. 9,9

Foreign savings 19,9 n.a. n.a. 14,9

FYR Macedonia     

Gross domestic investment 21,4 21,9 24,2 27,7

Gross national savings 13,7 21 17,1 14,6

Foreign savings 7,7 0,9 7,1 13,1

Montenegro     

Gross domestic investment 22,5 25,4 33,8 40,6

Gross national savings 10,1 1,4 -5,6 -11,2

Foreign savings 12,4 24 39,4 51,8

Serbia     

Gross dom. Investment 29,7 23,7 28,6 23,7

Gross national savings 17,6 13,6 13 6,3

Foreign savings 12,1 10,1 15,6 17,4

Source: World Bank data base, Selected IMF country reports
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The countries of the region have over the past few years benefited from relatively easy access 
to external financing while domestic savings rates remained low. Surges in net capital inflows 
helped finance savings-investment gaps in those economies as evidenced by large and, in 
some cases, increasing current account deficits. Due to relatively fast financial liberalization, 
foreign commercial banks from Western Europe came to the region, increasing the supply 
of credit to households and enterprises. A general characteristic has been faster growth of 
credit to households than to enterprises, sparking increased demand for foreign goods and 
consequently a widening trade deficit and current account deficits.

Table 1.4: Inflation/consumer prices

2001 2002 2003 2004 2005 2006 2007 2008

Albania 3,1 5,2 2,4 2,9 2,4 2,4 2,9 3,4

Bosnia and Herzegovina 3,2 0,4 0,6 0,4 3,8 6,1 1,5 7,4

FYR Macedonia 5,5 1,8 1,2 -0,4 0,5 3,2 2,3 8,3

Montenegro 22,6 16,0 6,7 2,4 2,3 3,0 3,5 9,0

Serbia 91,8 19,5 11,7 10,1 16,5 12,7 6,5 12,4

Western Balkan 5 25,2 8,6 4,5 3,1 5,1 5,5 3,3 8,1

Source: EBRD database and Regional Economic Outlook, Europe, May 2010 

Of the Western Balkan 5 countries, Serbia has had the highest rates of inflation (Table 1.4). 
Other regional countries had relatively low inflation, which significantly accelerated in the 
first half of 2008. That acceleration was mainly driven by commodity and oil price increases 
arising from supply shocks. 
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1.2. External sector

Strong economic growth in the region was accompanied by a widening current account 
deficit and increasing private sector debt (Table 1.5). Exports in the Western Balkan 5 lagged 
far behind imports due to the slow growth of the tradable sector. Current account deficits of 
Western Balkan 5 countries reached an average of 18.8% in 2008, raising serious concerns 
about their macroeconomic stability.

Table 1.5: Current account balances (% of GDP)

2001 2002 2003 2004 2005 2006 2007 2008
Average 

2001-2008

Albania -7,4 -9,5 -7,0 -5,8 -8,7 -11,3 -10,6 -15,7 -9,5

Bosnia and Herzegovina -18,8 -19,3 -19,5 -16,4 -16,8 -8,0 -12,1 -15,0 -15,7

FYR Macedonia -6,9 -10,1 -4,0 -8,4 -2,7 -0,4 -7,6 -12,8 -6,6

Montenegro -14,6 -12,3 -6,8 -7,2 -8,6 -24,7 -29,4 -33,6 -17,1

Serbia 2,5 -4,3 -7,8 -13,9 -8,7 -10,1 -15,7 -17,2 -9,4

Western Balkan 5 -9,0 -11,1 -9,0 -10,3 -9,1 -10,9 -15,1 -18,8 -11,7

Source: EBRD database

The relatively high current account deficits in 2007 and 2008 were due to the high demand 
for consumer and investment goods and the growing availability of foreign savings. Mon-
tenegro’s deficit increase in 2006-2008 coincided with booming foreign direct investment 
primarily directed towards real estate. All other countries experienced an increase in the cur-
rent account deficit in 2007, reflecting accelerated economic activity. Yet in spite of slowing 
GDP growth in 2008, the current account deficits reached their peaks that year in nearly all 
the Western Balkan 5 countries (European Commission 2009). 

Table 1.6: Foreign debt in Western Balkan 5 (% of GDP)

2003 2004 2005 2006 2007 2008

Albania 22 21 21 20 18 28

Bosnia and Herzegovina 58 55 55 54 49 38

FYR Macedonia 36 48 54 49 49 49

Montenegro 40 39 39 39 36 97

Serbia 65 59 66 59 61 66

Western Balkan 5 44 44 47 44 42 56

Source: WIIW and EBRD database

Booming credit activity within the region’s commercial banks was largely financed by credit 
lines from mother banks in Western Europe. As a result, relatively high GDP growth rates 
were achieved, backed by foreign debt supported through mainly Euro-denominated credit 
lines.
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Foreign debt in Montenegro has been much higher than other countries of the region, in-
creasing from approximately 40% of GDP in 2003 to 97% in 2008. In 2007 and 2008, 
Montenegro, Albania, and Serbia reached the highest growth rates in the region due to sig-
nificant increases in foreign debt. In Western Balkan 5 countries, however, foreign debt, 
which hit 56% in 2008, never reached the heights of some of the new EU member states3.

Figure 1.4: Foreign debt, (% of GDP)

Source: WIIW and EBRD database
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1.3. Financial sector 

Rapid credit growth in the banking sector (primarily in FX-indexed loans) and increased 
cross-border borrowing of domestic enterprises was a key factor in the overheating of the 
economy. Banks and other financial institutions have been major drivers of economic growth 
in the past decade, but also of rising vulnerabilities. Growth was increasingly financed by 
booming credit, boosting domestic consumption and investment. As a result of this rapid 
financial deepening, the ratio of domestic credit to GDP reached relatively high levels in 
Montenegro and Bosnia and Herzegovina. The growth trend was maintained in 2008, de-
spite the financial turmoil which started to affect the international capital markets in late 
2007 (European Commission, 2009).

Figure 1.5: Domestic credit (as a per cent of GDP)

Source: National statistics

Aggregate demand in the region increased faster than aggregate supply and was not followed 
by restrictive fiscal policies. This caused widening current account deficits and general gov-
ernment balances.
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Foreign direct investments (FDI) recorded permanent growth in 2001-2007, and were most-
ly related to large privatizations while greenfield investments lagged behind. FDI started 
decelerating in some countries of the region in the second half of 2008, due to the global 
economic crisis (Table 1.7).

Table 1.7: Inflows of FDI in Western Balkan 5 countries (in million USD) 

2001 2002 2003 2004 2005 2006 2007 2008

Albania 206 135 178 346 264 325 662 988

Bosnia and Herzegovina 119 265 381 704 613 766 2 077 1 064

FYR Macedonia 447 106 118 323 97 424 699 587

Montenegro - 72 49 65 478 618 921 916

Serbia 177 495 1 357 963 1 573 4 350 3 462 2 995

Western Balkan 5 950 1 073 2 083 2 401 3 025 6 484 7 820 6550

Source: UNCTAD, FDI/TNC database (www.unctad.org/fdistatistics).
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Chapter 2
Crisis Impact And Economic Development In Serbia:  
A Comparison With Other Western Balkan Countries: 2009-2010

The global financial crisis, the most severe for the world’s financial system since the Great 
Depression, began in the second half of 2007 as a supreme mortgage crisis in the USA. It was 
hoped, until autumn 2008, that economies untouched by the direct fallout of the subprime 
crisis would overcome the problems with sufficient strength to pull along the entire world 
economy. 

However, the crisis spread far beyond the financial sector and seriously affected the global 
economy. The contagion spread rapidly around the globe, first in the leading industrialized 
economies (mid-2008) and then to developing and transition economies (end of 2008/early 
2009). 
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The advanced economies experienced a 7,5% decline in real GDP during the fourth quar-
ter of 2008. Output continued to fall almost as fast during the first quarter of 2009 (IMF, 
2009). Consequently, the advanced economies’ GDP growth slowed to 0,5% in 2008, while 
in 2009 they saw a 3,2% decline in real GDP. 
Emerging and developing economies, as a group, were less affected by the global crisis. Their 
growth slowed to 6,1% in 2008 and 2,5% in 2009. The shock was especially severe for 
capital-importing countries, not only Western Balkan 5, but Central and Eastern Europe and 
Commonwealth of independent states as well, where it compounded pre-existing imbalances 
and prompted calls for IMF assistance. (Table 2.1)

Table 2.1: World GDP growth and growth prospects, 2007-2011

2007 2008 2009 2010 2011

World 5,2 3 -0,6 4,8 4,2

Advanced economies 2,7 0,5 -3,2 2,7 2,2

   United States 2 0,4 -2,4 2,6 2,3

   Euro area 2,7 0,6 -4,1 1,7 1,5

Emerging and developing economies 8,3 6,1 2,5 7,1 6,4

   Commonwealth of Independent States 8,6 5,5 -6,6 4,3 4,6

   Central and eastern Europe 5,4 3,1 -3,6 3,7 3,1

   Western Balkan 7,2 6,1 -2,2 0,8 3,3

Source: IMF, World Economic Outlook, October 2010.

As the Western Balkan countries did not have a high share of unrecoverable loans, they were 
spared the impact of the primary financial crisis and, until September 2008, the prevailing 
opinion was that they would not be affected by the crisis. But the capital markets of Western 
Balkan countries buckled when foreign institutional investors started withdrawing funds in 
autumn 2008, and also with the withdrawal of foreign currency savings at the end of that 
year. According to the IMF projection from October 2010, Western Balkan 5 countries ex-
pect only modest recoveries, and their growth will be lower in comparison with other regions 
(Table 2.1).  
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2.1. Macroeconomic overview in the period of crisis 2009-2010

In 2007, regional economic developments were favourable overall, and sustained in the first 
half of 2008. During approximately the first eight months of 2008, many observers felt the 
region would be able to avoid the worst effects of the crisis. After several years of strong 
growth combined with macroeconomic stability, increasing investment, and a sense that the 
region was on the right path towards EU integration, businesses and governments remained 
optimistic (Sanfey 2010).  However, the last quarter of 2008 and the beginning of 2009 
made it clear that the crisis would not spare the Western Balkans. 

Serbia was the first country affected. Its GDP growth in the last quarter of 2008 declined to 
2.8% – as compared to an average growth rate of 6.5% in the previous three quarters. Con-
sequently, GDP growth in Serbia in 2008 slowed to 5.5% overall, a sizable drop from 6.9% 
in 2007. In 2009, Serbia’s GDP contracted 3,1%. 

Figure 2.1:  Real GDP growth (year on year change in %)

Source: EBRD database and projections (October 2010)

The other countries of the region became affected by the crisis in the last quarter of 2008 
(Montenegro and FYR Macedonia) or in the first quarter of 2009 (Bosnia and Herzegovina 
and Albania). Albania was the only country in the region where economic activity accelerated 
in 2008 (from 6,0% in 2007 to 7,0% in 2008) and, even though its growth slowed down 
in 2009, it remained positive for the year as a whole. In FYR Macedonia, GDP declined 
moderately in 2009 (0,8%), while Montenegro recorded the region’s sharpest GDP decline 
(5,7%).
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Figure 2.2:  GDP growth and projections (year on year change in %)

Source:  EBRD data and projections from October 2010.

In spite of positive signals of recovery in most of the Western Balkan 5 countries in the first 
half of 2010, GDP growth is expected to remain relatively low (Figure 2.2 and 2.3).

Figure 2.3:  GDP growth and projections (quarter on quarter change in %)

Source:  EBRD data and projections from July 2010.

The highest growth rate in 2010, at 3,0%, is likely to be in Albania, the only country in the 
region that managed to increase its real GDP in 2009. Serbian growth is projected at 1,6%, 
while the other countries of the region are expected to record growth close to zero in 2010 
(Figure 2.1). 



PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES42

Industrial output in Serbia recorded a much sharper decline than GDP, falling 17.5 percent 
in the first half of 2009. In the second half of the year it started to stabilize and was only 
6,5% lower compared to the same period in 2008. This decline was most pronounced in 
Montenegro, with September 2009 recording a nearly 60% drop from 2008.

Figure 2.4: Industrial production (year on year change in %)

Source, EBRD database

Key contributions to Serbian GDP growth during this decade came from the sector of ser-
vices, mainly from communication, financial services, and real estate, while industry and 
agriculture had a very limited or even negative contribution to this period’s growth. In 2009, 
the contribution of the industrial sector was -2,7%, while the sector of services had a posi-
tive contribution of 0,4%. According to NBS estimates, a positive contribution of 0,8% is 
expected in 2010 from the sector of services and a recovery is expected in the industrial sector 
(Figure 2.5).



43PART I    PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES   

Figure 2.5: Contribution to year on year growth in Serbia (in percentage points)

Source: National statistics, NBS estimates for 2010.

The drop in economic activity has had a significant impact on other macroeconomic vari-
ables, such as (ii) government deficits and (iii) current account deficits (Sanfey, 2010).

There are four main channels through which the global financial and economic crisis was 
transmitted into the region:

- Declining external demand for the region’s exports
- Decline in remittances from abroad
- Decline in foreign direct investment
- Credit crunch
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2.2. External sector

One of the main transmission mechanisms of the crisis to Western Balkan 5 has been the 
external demand for their exports from the EU, the main trading partner for the region. 
A sharp collapse in merchandise exports in the region took place between Q2 2008 and 
Q2 2009, with exports in almost all countries falling by more than 20% during the year 
(WIIW, 2010). External demand dropped the most for some key commodities produced 
in the region, including (i) steel, particularly important in Bosnia and Herzegovina, FYR 
Macedonia and Serbia; (ii) aluminium, the main export earner in Bosnia and Herzegovina 
and Montenegro, and (iii) tourism, an important sector of the Montenegrin economy. All of 
these industries were hit hard by the global recession, which led to the decline of output in 
the region (Bartlett, 2010).

Figure 2.6: Exports (year on year change in %)

Source: IMF IFS
Note: No available data for Montenegro

Similar to the trends in Western Balkan 5, Serbian exports in the first three quarters of 2009 
were 25% lower than 2008, while imports were down 31%. Consequently, Serbia’s current 
account deficit dropped to 5,5% in 2009, down from 17.2% the previous year. 

Regional imports dropped even more sharply than exports (Figure 2.7), amounting to a drop 
of over 25% in 2009 and resulting in the narrowing of current account deficits across the 
region (Figure 2.8).
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Figure 2.7: Imports (year on year change in %)

Source: IMF IFS
Note: No available data for Montenegro

Figure 2.8: Current account deficit (% of GDP)

Source: EBRD database and official government estimates

Foreign debt recorded permanent growth in the pre-crisis period due to large current account 
deficits and extensive private sector borrowings during the credit boom. In spite of the cur-
rent account deficits in 2009, foreign debt recorded further growth in all countries of the 
region, mainly due to a substantial increase in public sector borrowing from the IMF (Serbia 
and Bosnia and Herzegovina) or other IFIs, with the aim of stabilizing the financial sector, 
strengthening foreign reserves, and financing capital investment.
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Figure 2.9:  Foreign debt (% of GDP) 

Source: EBRD Transition Report 2010. 

Serbian foreign debt recorded permanent growth over the last several years, with private sec-
tor debt rising much faster than public sector debt. The private sector’s share in total debt 
rose from 31% in 2004 to 71% in 2008 due to easy access to cheap international capital in 
the pre-crisis period. Total foreign debt amounted to 22,8 billion EUR at the end of 2009 
(Figure 2.10), exceeding for the first time 70% of GDP (Figure 2.9). Public sector debt 
increased more than 800 million EUR in 2009, mainly due to the Serbian government’s ar-
rangement with the IMF, while the private sector debt increased less than 200 million EUR. 
Serbia’s foreign debt is expected to continue to rise in 2010, with public sector growth con-
tinuing to outpace the private sector. According to the IMF projections, Serbia’s foreign debt 
will reach its peak in 2010, accounting for 77.5% of the GDP.

Figure 2.10: Serbian foreign debt (in billion EUR)

Source: NBS
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2.3. Financial sector 

Since September 2008, the region’s commercial banking sector has seen a decrease in loans 
extended to both households and enterprises (Figure 2.11). 

Figure 2.11: Credit (year on year change in %)

Source: CEIC

Loans extended to households have been decreasing at a faster rate than loans to enterprises. 
This resulted in falling domestic demand for goods and services from both sides, resulting in 
declining trade and current account deficits in the region. 

The main reason credit was not shut off completely is because foreign banks dominate in the 
region (Figure 2.12). As recent research has shown, a high presence of foreign banks helps 
mitigate capital outflows (Sanfey, 2010) (See also EBRD, 2009).

Figure 2.12: Share of foreign-owned banks in Western Balkan countries in 2008 (in %)

Source: CEIC
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Early in 2009, the multi-national development banks provided substantial financial support 
for commercial banks in the region. Together with home and host governments, the Euro-
pean Commission, and affected banking groups, an agreement known as the “Vienna Ini-
tiative” was reached to ensure coordinated crisis management. Under the agreement, host 
governments provided deposit insurance and liquidity support for the banks, EU-based par-
ent banks agreed to recapitalize and refinance their subsidiaries in the region, home govern-
ments agreed to allow bank groups to access financial resources without restrictions, and the 
multilateral development banks provided large-scale financial support. This policy response 
was designed to ensure that foreign-owned banks would not pull out of the region but rather 
refinance their private sector loans. This agreement has held thus far, stabilizing the regional 
banking system. Consequently, credit growth has also held up in some countries, including 
FYR Macedonia, Albania, and Serbia (Bartlett, 2010).

FDI inflows into the region have also been strongly affected by the crisis. In the pre-crisis 
period, the region benefited greatly from FDI, which peaked at 5.688 million EUR in 2007. 
After a period of intensive FDI growth, in 2008 all countries of the region except Albania 
experienced a decrease in FDI inflows, mostly due to the impact of the global economic 
crisis. This decline continued during 2009, except in Albania and Montenegro, due to some 
important privatizations (an oil refinery in Albania and the power sector in Montenegro). 
The largest fall in FDI inflows in 2009 was in FYR Macedonia and Bosnia and Herzegovina. 
This negative trend has continued in 2010 as well, with EBRD projecting the largest fall in 
FDI inflows in Montenegro (Table 2.2).

Table 2.2: Foreign direct investment (million of EUR)

 2006 2007 2008 2009
2010 

Projection

Albania 325 662 988 979 694

Bosnia and Herzegovina 766 2077 1064 501 262

FYR Macedonia 424 699 587 248 241

Montenegro 618 921 916 1311 408

Serbia 4350 3462 2995 1920 1364

WB5 6483 7821 6550 4959 2969

Source: UNCTAD, FDI/TNC database www.unctad.org/fdistatistics, forecast by EBRD  

Remittance flows have also been undercut by the economic crisis. Bosnia and Herzegovina, 
Albania, and Serbia stand out with very high shares of remittance income relative to GDP.
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Figure 2.13: Remittances percentage change 2008 vs. 2009

Source: CEIC

The volume of remittances in 2009 has fallen slightly in all the countries of the region (ex-
cluding Serbia), slowing domestic demand and small business growth (Sanfey, 2010) (Figure 
2.13). After experiencing robust remittance growth in 2009, Serbia recorded a slight decline 
in the first quarter of 2010 (Figure 2.14).

Figure 2.14: Remittances percentage change Q1 20010 vs. Q1 2009

Source: CEIC

The widening of regional budget deficits is also the result of the negative spillovers of the 
global economic crisis. Taking the fiscal criteria of the Maastricht Treaty as our benchmark 
(budget deficit – 3% of GDP; public debt – 60% of GDP), the Western Balkan 5 performed 
relatively well in the pre-crisis period. In 2007, the countries of the region had a budget 
surplus of 0.3% (Figure 2.15) and all of the Western Balkan 5, except Albania, ran budget 
deficits below the 3% threshold. In 2009, the regional budget deficit averaged 4.5% due 
to extensive borrowing from the IMF and other IFIs, but this remained below the average 
for Central Europe and the Baltics (5.4%) (Čaušević. 2010). Further growth of the region’s 
budget deficit is projected for 2010 (4,9%), mainly due to the extensive growth of the budget 
deficit in Montenegro.
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Figure 2.15: General government balances (in % of GDP)

Source: EBRD Transition Report 2010

In 2009, public debt was 24% in FYR Macedonia, 37% in Serbia, 38% in Montenegro, 43% 
in Bosnia and Herzegovina, 48% in Croatia and 55% in Albania4.  Rising budget deficits 
and public debts, in combination with the credit crunch and relatively large current account 
deficits, are key factors in making decisions on further steps (Čaušević. 2010).

With tightening credit conditions on international capital markets and a re-pricing of risk, 
it is clear that foreign savings will be unable to support growth at the same level as before 
(Table 2.3). 
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Table 2.3: Savings–investment balances in Western Balkan countries, 2006-2010 

2007 2008
2009  

Estimate 
2010  

Projection 

Albania     

Gross domestic investment 29,4 32,5 29 25,9

Gross national savings 19,1 17,3 15 13,3

Foreign savings 10,3 15,2 14 12,6

Bosnia and Herzegovina     

Gross domestic investment 24,8 20,2 23,1

Gross national savings 9,9 10,6 13,4

Foreign savings 14,9 9,6 9,7

FYR Macedonia     

Gross domestic investment 24,2 27,7 24,9 24,9

Gross national savings 17,1 14,6 15,4 16,8

Foreign savings 7,1 13,1 9,5 8,1

Montenegro     

Gross domestic investment 33,8 40,6 18 19

Gross national savings -5,6 -11,2 -9,2 2

Foreign savings 39,4 51,8 27,2 17

Serbia     

Gross dom. Investment 28,6 23,7 18,1 19,2

Gross national savings 13 6,3 12,4 10,7

Foreign savings 15,6 17,4 5,7 8,5

Source: IMF database and projections

Some degree of adjustment is required, as these countries will not be able to find external 
financing in the amount and at the cost required to maintain their previous growth rates 
(European Commission, 2009).  
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Chapter 3
Progress In Transition In Western Balkan 5 Countries 
In The Context Of EU Integration Process

According to the Copenhagen Criteria for EU accession, progress in transition and full im-
plementation of institutional reforms is one of the key pre-conditions for Western Balkan 
5 countries to become EU members. This progress is equally integral to the creation of a 
business-friendly investment climate and nurturing more balanced future growth in this 
region (Falcetti, Lysenko and Sanfey, 2006). 
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3.1. Progress in transition in Serbia and  
 other Western Balkan 5 countries

Progress in transition and improvement of the business environment are considered the key 
pre-conditions of the post-crisis growth agenda in the region (EBRD, 2010c). EBRD de-
fines transition as a process through which open-market economies are established (EBRD, 
1995).  The EBRD assesses progress in transition through a set of indicators5 that have been 
used to track reform developments in all transition countries since the beginning of transi-
tion and to show where countries stand on the transition path (EBRD, 2008). Progress is 
measured against the standards of industrialized market economies. 

EBRD divides transition reforms into three stages (EBRD, 2007): (i) market-enabling, first-
stage reforms – such as small-scale privatization and liberalization of prices and exchange 
rates; (ii) market-deepening, second-stage reforms – involving privatization of larger enter-
prises and strengthening of financial institutions, and (iii) market-sustaining, third-stage 
reforms – involving fundamental reforms to the governance of enterprises, the development 
of institutions to protect and promote competition, and a more commercial approach to the 
provision of infrastructure services.

According to the EBRD (EBRD 2008), it appears that third-stage (market-sustaining) 
reforms have the strongest impact on subsequent growth, followed by first-stage (market-
enabling), and then second-stage (market-deepening) reforms. Third-stage reforms are the 
most difficult to implement; reaching the standards of an advanced market economy may 
take many years. This is relevant for the Western Balkan 5 countries’ efforts to intensify their 
reform process, as full implementation of these reforms might accelerate their EU accession 
process.

Following the democratic changes of October 2000, the transition to a market economy in 
Serbia began under very difficult economic and social conditions, and was based on a govern-
ment strategy that sought to restore macroeconomic stability and establish a market-oriented 
economy. In the early 2000s, several economic reforms were undertaken, such as: (i) liberal-
ization of the price system; (ii) reform of the trade and foreign exchange system, (iii) banking 
and financial sector reform, and (iv) privatization, which were seen as a means for removing 
market distortions and creating competitive conditions on the market.

The most visible progress in the early 2000s was achieved in the first stage market-enabling 
reforms, especially in the areas of price liberalization and the trade and foreign exchange 
system (Figure 3.1). Most of the prices were liberalized, except for the prices of public com-
modities and services, which were gradually increased. External liberalisation resulted in the 
elimination of foreign trade restrictions, a decreased average tariff rate, and a stable and uni-
fied exchange rate and convertible currency. 
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Figure 3.1: First stage market-enabling reforms in Serbia - EBRD Transition indicators1, 2000-2010

Source: EBRD database.
Note 1:  Ranging from minimum 1 = no or little progress to maximum 4+ = standards of advanced industrial economies.

Similar progress was achieved in the other Western Balkan 5 countries (Table 3.1). In spite 
of the progress achieved in small scale privatization, there is still room for improvement, 
especially in Bosnia and Herzegovina, but also in Serbia and Montenegro.

Table 3.1: First stage market-enabling reforms in Western Balkan 5 -  
  EBRD Transition indicators1, 2010

Small scale 
privatization 

Price  
liberalization 

Trade &  
Forex system 

Albania 4,0 4,3 4,3

Bosnia and Herzegovina 3,0 4,0 4,0

FYR Macedonia 4,0 4,3 4,3

Montenegro 3,7 4,0 4,0

Serbia 3,7 4,0 4,0

Western Balkan 5 3,7 4,1 4,1

Source: EBRD database.
Note: 1/ Ranging from minimum 1 = no or little progress to maximum 4+ = standards of advanced industrial 
economies.

After progress in the first phase, Serbia faced more serious challenges with second-stage mar-
ket-deepening reforms, involving the privatization of larger enterprises and the strengthening 
of financial institutions. Progress in this phase was much slower, as their implementation is 
more complex and needs to be supported by institutional reforms (Figure 3.2). 
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Progress in the banking sector was the most visible (Figure 3.2), as radical reform of the 
banking system was implemented, a set of laws regulating the banking and financial sector 
was adopted, and the role and authority of the National Bank was strengthened. Similar 
progress in the banking sector has been achieved in the other Western Balkan 5 countries 
(Table 3.2). 

Figure 3.2: Second-stage reforms in Serbia, EBRD Transition indicators, 2000-2010

Source: EBRD database.
Note: 1/ Ranging from minimum 1 = no or little progress to maximum 4+ = standards of advanced industrial economies.

Development of the non-banking financial sector was much slower than the progress achieved 
in the banking sector, and is still in its early phase of reform in all Western Balkan 5 countries 
(Table 3.2). 

Table 3.2: Second-stage market-deepening reforms - EBRD Transition indicators1, 2010

Large scale 
privatization 

Banking reform 
& interest rate 
liberalization 

Securities markets & 
non-bank financial 

institutions 

Albania 3,7 3,0 1,7

Bosnia and Herzegovina 3,0 3,0 1,7

FYR Macedonia 3,3 3,0 2,7

Montenegro 3,3 3,0 1,7

Serbia 2,7 3,0 2,0

Western Balkan 5 3,2 3,0 1,9

Source: EBRD database.
Note: 1/ Ranging from minimum 1 = no or little progress to maximum 4+ = standards of advanced industrial economies.
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Intensification of the privatization of socially owned enterprises was one of the main driv-
ers of the transition process in Serbia. It was accelerated by the implementation of the new 
Privatization Law, adopted in June 2001, which changed the method of privatisation from 
the insider to the outsider concept and left more room for strategic investors. Even though a 
legal and regulatory framework for large scale privatization has been established, a number of 
state owned enterprises, mostly from the public utilities sector, have yet to be privatized. Due 
to delays in the privatization process, the private sector share in Serbian GDP is still relatively 
low: about 60 per cent in 2010 (Figure 3.3) (see also Uvalić, 2010).

Figure 3.3: Private sector share in GDP (in %), 2010

Source: EBRD TR 2010

The private sector’s share of GDP in other Western Balkan 5 countries varies from 60 per 
cent in Bosnia and Herzegovina to 75 per cent in Albania (Figure 3.3).
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Third-stage market-sustaining reforms – governance and enterprise restructuring, com-
petition policy and infrastructure – remain the biggest challenges for the regional reform 
progress. These reforms are at an early phase in all WB5 countries (Table 3.3). Enterprise re-
structuring and the improvement of governance are recognized as the main potential sources 
of future growth in the region.

The telecommunication sector has so far progressed much faster than the other sectors, 
mainly due to the regulation and increased competition in this mostly privatized sector. Yet 
infrastructure still represents a serious weakness for the investment climate in the region, and 
the most serious deficiencies are found in the railways and roads sector – which is key to the 
improvement of regional interconnectedness.

Most of the Western Balkan 5 countries have already adopted competition laws, more or 
less harmonized with the EU legal system, and established regulatory bodies that need to 
become fully independent and functional agencies. The problem of monopolies in the West-
ern Balkan 5 countries is a key obstacle to better allocation and increased productivity in the 
real sector. Further progress in this policy area is crucial for the improvement of the regional 
competitiveness of the region and its capacity to cope with competitive pressures and market 
forces within the EU.6

Table 3.3: Third-stage market-sustaining reforms in Western Balkan 5 - EBRD Transition indicators1, 2010

Enterprise 
restructuring 

Competition  
Policy 

Overall  
infrastructure reform 

Albania 2,3 2,0 2,3

Bosnia and Herzegovina 2,0 2,0 2,7

FYR Macedonia 2,7 2,3 2,7

Montenegro 2,0 2,0 2,3

Serbia 2,3 2,3 2,3

Western Balkan 5 2,3 2,1 2,5

Source: EBRD database.
Note: 1/ Ranging from minimum 1 = no or little progress to maximum 4+ = standards of advanced industrial economies.



PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES58

3.2. Business environment quality and competitiveness 

The achieved progress in transition (see subsection 3.1.1. of this chapter) had positive effects 
on the improvement of the environment for the operation of private businesses, but the exis-
tence of significant obstacles and barriers to businesses are still present in all areas of business 
operation in the Western Balkan 5 countries. Many elements of a sound business environ-
ment – such as efficient and predictable government institutions, an educated labour force, 
a good physical infrastructure and access to finance – have direct links to economic growth.  
A country’s economic performance is closely intertwined with enterprise growth and innova-
tion, which in turn reflects the state of the business environment (EBRD 2010c, pg.80). 

A number of international surveys and datasets attempt to measure the various components 
of the business environment, including: World Bank’s Doing Business, The Global Competi-
tiveness Report of World Economic Forum, WEF’s Lisbon Review, World Bank Enterprise 
Surveys, World Bank and EBRD BEEPS (Business Environment and Enterprise Performance 
Survey), World Bank Worldwide Governance indicators, Transparency International’s Cor-
ruption Perception Index, and Heritage Foundation’s Index of Economic Freedom. Our 
study considers several of these international sources to explain the business environment 
and the competitiveness of Western Balkan 5 countries. 

The recent economic crisis has underscored the importance of a competitiveness-supporting 
economic environment to better enable national economies to absorb shocks and ensure 
solid economic performance (WEF 2010a). 

World Bank survey “Doing Business,” a comprehensive analysis of regulations and ob-
stacles to starting, operating, and closing a business, compares the ease of doing business 
among more than 180 countries around the world.7 It is focused on issues pertaining to the 
quality of business environment, and refers mainly to administrative procedures, regulations, 
legal system, etc. It provides a quantitative measure of regulations for ten areas: (i) starting 
a business, (ii) dealing with construction permits, (iii) employing workers, (iv) registering 
property, (v) getting credit, (vi) protecting investors, (vii) paying taxes, (viii) trading across 
borders, (ix) enforcing contracts, and (x) closing a business, as they apply to domestic small 
and medium-size enterprises (World Bank 2010).
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According to the Doing Business 2011 ranking list, Serbia was ranked 89th on the list of 183 
countries covered by this survey, lagging behind the Western Balkan 5 average (Figure 3.4) 
and dropping one place since the previous year. FYR Macedonia was the best-ranked coun-
try in the region (38th), mostly due to the successful implementation of extensive regulatory 
reform in the previous period. Montenegro improved its ranking position from 71st in Doing 
Business 2010 to 64th in Doing Business 2011, due to the successful implementation of the 
Government Program on the improvement of the business environment. However, the entire 
region (with the exception of FYR Macedonia) lags significantly behind the average rankings 
of EU10 member states. 

Figure 3.4: World Bank Doing Business Rankings: Ease of Doing Business Rank, 2009-2011

Source: World Bank Doing Business database
Note: Ease of Doing Business Rank among 181 countries in 2009, and 183 countries in 2010 and 2011

According to the rankings per dimension in Doing Business 2011, dealing with construction 
permits has been one of the most burdensome administrative procedures for enterprises, not 
only in Serbia but in the region as a whole (Table 3.4 and Figure 3.5).  Among the operating 
procedures, the dimension of reporting requirements related to tax administration (paying 
taxes) in Serbia was recently recognized by the business community as the most severe bar-
rier to the operation of these procedures. With respect to the fiscal policy, which includes 
tax administration, the introduction of the VAT law resulted in increased legal security in 
the mid 2000’s as well as in improving the ease of doing business. However, considering the 
lack of institutional reforms and capacities in this area, the initially achieved progress was 
annulled in the past three years, which resulted in the deterioration of Serbia’s ranking in the 
World Bank Doing Business. This dimension has been recognized as one of the most severe 
obstacles to private businesses, not only in Western Balkan 5, but even in the EU10 (Table 
3.4).



PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES60

Table 3.4:  World Bank Ease of Doing Business per Dimension, 2011
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Ease of Doing Business Rank 82 110 38 66 89 77 43

Starting a Business 45 160 5 51 83 69 64

Dealing with Construction Permits 170 139 136 161 176 156 81

Registering Property 72 103 69 116 100 92 51

Getting Credit 15 65 46 32 15 35 33

Protecting Investors 15 93 20 28 74 46 69

Paying Taxes 149 127 33 139 138 117 93

Trading Across Borders 75 71 66 34 73 64 55

Enforcing Contracts 89 124 65 135 94 101 53

Closing a Business 183 73 116 47 86 101 62

Source: World Bank Doing Business 2011 
Note: Ease of Doing Business Rank among 183 countries in 2011

Figure 3.5:  World Bank Ease of Doing Business per Dimension, DB-2011

Source: World Bank Doing Business 2011 
Note: Ease of Doing Business Rank among 183 countries in 2011
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In order to improve ease of doing business in Serbia, a comprehensive approach  – the so-
called “guillotine of regulations” – is required. It started in 2009 and is in its final phase of 
implementation (see chapter 6 of this study). Similar reforms, which are under way in some 
of the countries of the region, are expected to improve the rankings of these countries as 
well.

EBRD-World Bank Business Environment and Enterprise Performance Survey (BEEPS) 
is a joint initiative of the EBRD and the World Bank. The objective of the survey is to obtain 
feedback from enterprises in transition countries on the state of the private sector as well as 
to help build a panel of enterprise data that will make it possible to track changes in the busi-
ness environment over time. The survey examines the quality of the business environment 
as determined by a wide range of interactions between firms and the state. It facilitates re-
search and provides input for policy dialogues with countries in Central and Eastern Europe. 
BEEPS is designed to generate comparative measurements in such areas as corruption, state 
capture, lobbying, and the quality of the business environment, which can then be related 
to specific firm characteristics and firm performance. The EBRD and World Bank have un-
dertaken the BEEPS in the transition region periodically since 1999.  In the fourth round 
of the BEEPS in 2009, the survey covered approximately 11,800 enterprises in 29 countries 
(http://www.ebrd.com).

That survey found that the most severe overall constrains for doing business in the WB5 
region are Corruption, Tax administration, and Skills (Figure 3.6). Corruption was rated as 
the top constraint for doing business by firms in Serbia and Albania. Tax administration was 
also rated very highly as a constraint by firms in all WB5 countries. The availability of ap-
propriate skills is recognized as an above-average constraint in all WB5 countries except FYR 
Macedonia. However, FYR Macedonia is particularly concerned about the functioning of its 
courts, which are its most severe business constraint. Each regional government should focus 
on its top three constraints, with the aim of improving the business environment (EBRD, 
2010c).
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Figure 3.6: The most severe relative constraints for doing business in Western Balkan 5, BEEPS 2009

Source:  The EBRD-World Bank Business Environment and Enterprise Performance Survey (BEEPS) 2009.
Note: Higher bars indicate that firms complain more about those particular business constraints relative to the average 
constraint that they face in their operations.
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The World Economic Forum’s Global Competitiveness Report, based on a comprehensive 
annual survey conducted in more than 130 countries, is used to measure the competitiveness 
of national economies based on examinations that include a wide spectrum of parameters in-
fluencing a country’s competitiveness. The Global Competitiveness Report complements the 
Doing Business report, providing comprehensive insight into the subject country’s strengths 
and weaknesses. It covers in great detail the factors that most influence the country’s business 
environment and international competitiveness. 

Box 3.1: The World Economic Forum’s Global Competitiveness Report

WEF Global Competitiveness Report: Analysis factors that influence the competitiveness are grouped into 
12 pillars of competitiveness, which are classified into three sub-indexes: Basic Requirements, Efficiency 
Enhancers, and Innovation and Sophistication Factors. The Basic Requirements sub-index is composed of four 
pillars: (1) Institutions; (2) Infrastructure; (3) Macroeconomic Stability and (4) Health and Primary Education. 
There are six Efficiency Enhancers: (5) Higher Education and Training; (6) Goods Market Efficiency;  (7) Labour   
Market   Efficiency; (8) Financial Market Sophistication; (9) Technological Readiness and (10) Market Size. 
Finally, there are two Innovation and Sophistication Factors: (11) Business Sophistication and (12) Innovation 
(see Figure 3.7). The rankings are calculated from publicly available data and from the Executive Opinion 
Survey carried out by the World Economic Forum. The 2010 GCR captures the perceptions of over 13,500 
business leaders from the featured 139 economies.

The  significance  of  individual  pillars  for  country’s  competitiveness depends  on  its  stage  of  development.  
According to WEF’s methodology, countries are classified into three stages of development. The first is the 
factor-driven  stage,  where  countries  compete based on low prices and mostly  rely  on  low-cost  labour  
and readily available natural  resources.  At this stage of development, competitiveness arises from strong 
institutions, adequate infrastructure, a healthy macroeconomic environment, basic health system and basic 
education level. As economies move  into  the efficiency-driven stage, their competitiveness is no longer 
driven  by  low  prices,  but  rather  by  product  quality.  At this stage efficient goods and services, labour and 
financial markets are crucial, as well as knowledge acquired through higher education, specialized training 
and access to latest technologies. In the third, innovation-driven stage, the competitive advantages of the 
economies arise from their capability for innovation, production processes’ sophistication, and the production 
of sophisticated new value-added products and services.  The criterion used in determining the development 
stage of a given economy is GDP per capita.  

According to this classification, included in the group of economies in the factor-driven stage have a GDP 
per capita below US$ 2,000. The efficiency-driven stage includes countries with GDP per capita between  
US$ 3,000 and US$ 9,000. The innovation-driven stage includes countries with GDP per capita higher than 
US$ 17,000. (Countries with GDP per capita between US$ 2,000 and US$ 3,000 and between US$ 9,000 and 
US$ 17,000 are in transition from one development stage to another.)

The importance of different pillars of competitiveness is different for countries in different stages of 
development. For countries at the first stage of development, the greatest weight  is placed on the first sub-
index (60%), with 35% on the second sub-index and 5% on the third. For countries at the second stage of 
development the weight of the first sub-index is 40%, the second is 50% and the third is 10%. For countries 
at the third stage, the first sub-index represents 20%, the second 50% and the third 30%.

(See more on GCR: http://www.weforum.org/en/initiatives/gcp/Global%20Competitiveness%20Report/index.htm)
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Figure 3.7: The Global Competitiveness Report’s pillars of competitiveness

Basic requirements

Efficiency enhancers

Key for
factor-driven

economies

Key for
factor-driven

economies

Key for
factor-driven

economies

Innovation and sophistication factors

Source: Global Competitiveness Report 2010-2011

All Western Balkan 5 countries are in the second development stage, with economies that 
are primarily efficiency-driven. At this stage, competitiveness is increasingly driven by higher 
education and training (pillar 5), efficient goods markets (pillar 6), well-functioning labour 
markets (pillar 7), developed financial markets (pillar 8), the ability to harness the benefits of 
existing technologies (pillar 9), and a large domestic or foreign market (pillar 10) (see Figure 
3.7). 
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Figure 3.8: Global Competitiveness Index, overall ranking, 2008/2009-2010/2011 

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011, 2009-2010, 2007-2008. 
Note: The 2008–2009 rank is out of 134, 2009-2010 out of 133 and 2010-2011 out of 139 countries. The lower the 
rank number the better. 

In terms of ranking in the GCR 2010-2011, out of a group of 139 countries, Serbia ranked 
96th, dropping three spots from 2010-2009 (93rd ) and 11 from its 2008-2009 ranking 
(85th) (Figure 3.8).  In terms of overall competitiveness scores, in the 2010-2011 GCR Ser-
bia scored 3.84, which represented minimal progress compared to the previous year (3.77) 
and a slight decline compared to the 2008-2009 GCR score (3.9). Due to this negative trend, 
in the 2010-2011 Report Serbia was slightly below the WB5 average, but well behind the 
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EU10 average and the EU27 average (Figure 3.9). According to the last GCR, Montenegro 
was by far the best ranked country among the Western Balkan 5 countries (49th), with aver-
age scores and rankings similar to those in EU10. FYR Macedonia and Albania improved 
their average scores and ranking in the last three years and were ranked higher than Serbia 
in 2010. 

Figure 3.9: Global Competitiveness Index, overall scores, 2008/2009-2010/2011 

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011, 2009-2010, 2008-2009. 
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 
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Serbia’s average score in the Basic Requirements sub-group in 2010-2011 was 4.2, showing 
a slight improvement from the previous year for all pillars from this group, except for the 1st 
pillar, which is related to institutions. Serbia ranked higher than the Western Balkan 5 aver-
age only in the 4th pillar: health and primary education. The areas of greatest weakness in this 
subgroup of competitiveness pillars, not only in Serbia but across the WB5, were infrastruc-
ture and institutions (Table 3.5).  

Table 3.5: First subgroup of competitiveness pillars – basic requirements, scores 2010-2011
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Basic requirements 4,4 4,1 4,5 4,9 4,2 4,4 4,8 5,2

1st pillar: Institutions 4,0 3,1 3,8 4,5 3,2 3,7 3,9 4,7

2nd pillar: Infrastructure 3,5 3,2 3,5 3,8 3,4 3,5 4,3 5,0

3rd pillar: Macroeconomic stability 4,2 4,5 4,9 5,1 4,1 4,6 4,9 4,9

4th pillar: Health and primary education 5,9 5,4 5,7 6,2 6,0 5,8 6,0 6,2

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011. 
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 

Figure 3.10: Serbia, first subgroup of competitiveness pillars – basic requirements,  
      scores 2008-2009 - 2010/2011

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011,  2009-2010, 2008-2009.
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 
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The second sub-group of competitiveness factors, the Efficiency Enhancers, is the most rel-
evant for the Western Balkan 5. Serbia’s average score for this group of factors is equal to the 
regional average, but the region as a whole lags well behind the EU10 and the EU27. After 
some deterioration in GCR 2009-2010, partly due to the economic crisis, Serbia slightly im-
proved the scores of all pillars from this subgroup in GCR 2010-2011 (Table 3.6). The only 
advantage in comparison to other Western Balkan 5 countries is Serbia’s market size, as the 
rest of the countries have much smaller markets. Within this subgroup, Serbia lags behind 
the EU10 in goods market efficiency by 68 places (Table 3.7). Serbia scored extremely poorly 
on these sub-indicators, which measure competition and anti-monopoly policy. Out of 139 
states, Serbia ranks 137th with respect to effectiveness of anti-monopoly policy and 131st with 
respect to the intensity of local competition.

Table 3.6: Second subgroup of competitiveness pillars – Efficiency enhancers, scores 2010/2011
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Efficiency enhancers 3,8 3,6 3,8 4,1 3,8 3,8 4,4 4,7

5th pillar: Higher education and training 3,9 3,8 4,0 4,5 4,0 4,0 4,8 5,1

6th pillar: Goods market efficiency 4,2 3,6 4,2 4,4 3,6 4,0 4,3 4,6

7th pillar: Labour market efficiency 4,5 4,2 4,4 4,7 4,1 4,4 4,6 4,5

8th pillar: Financial market sophistication 3,7 3,5 4,0 4,7 3,8 3,9 4,2 4,5

9th pillar: Technological readiness 3,5 3,4 3,6 4,1 3,4 3,6 4,3 4,8

10th pillar: Market size 2,8 3,1 2,8 2,1 3,6 2,9 3,9 4,3

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011. 
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 

Table 3.7: Second subgroup of competitiveness pillars – Efficiency enhancers, ranks, 2010/2011
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Efficiency enhancers 89 100 83 64 93 86 45

5th pillar: Higher education and training 84 88 72 52 74 74 36

6th pillar: Goods market efficiency 63 127 57 44 125 83 57

7th pillar: Labour market efficiency 63 94 71 39 102 74 52

8th pillar: Financial market development 100 113 87 28 94 84 65

9th pillar: Technological readiness 72 85 64 44 80 69 40

10th pillar: Market size 103 93 106 129 72 101 63

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011. 
Note: The 2010-2011 rank is out of 139 countries. The lower the rank number the better. 
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For the Innovation and Sophistication Factors, Western Balkan 5 countries scored relatively 
poorly. The WB5 average lags behind the EU10 average by 43 places. However, if we com-
pare the WB5 and EU10 with the EU15, all of which belong to innovation and sophistica-
tion driven economies, it is obvious that both of these regions are lagging far behind the 
well-developed EU15 countries and are relatively uncompetitive in terms of innovation and 
sophistication factors (see Table 3.8).  

Figure 3.11:  Serbia, second subgroup of competitiveness pillars –  
      Efficiency enhancers, scores 2008-2009 - 2010/2011

Source: World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011, 2009-2010, 2008-2009.
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 

Table 3.8: Third subgroup of competitiveness pillars –  
  Innovation and sophistication factors, scores 2010/2011
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Innovation and sophistication factors 3,1 2,9 3,2 3,7 3,0 3,2 3,7 4,3

11th pillar: Business sophistication 3,6 3,3 3,5 3,9 3,2 3,5 4,0 4,6

12th pillar: Innovation 2,6 2,6 2,9 3,5 2,9 2,9 3,3 4,0

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011. 
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 



PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES70

Within this subgroup, Serbia ranked 107th in the 2010-2011 Report, lagging behind the 
Western Balkan 5 average by 10 places and behind the EU10 average by 51 place. Within 
this subgroup, Serbia performs worst in business sophistication (lagging behind by 26 (WB5) 
and 66 (EU10) places).

Table 3.9: Third subgroup of competitiveness pillars –  
  Innovation and sophistication factors, ranks, 2010/2011
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Innovation and sophistication factors 104 120 97 56 107 97 56 35 20

11th pillar: Business sophistication 87 115 96 70 125 99 59 35 19

12th pillar: Innovation 121 120 97 45 88 94 56 37 24

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011. 
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 

Figure 3.12: Serbia, Third subgroup of competitiveness pillars –  
      Innovation and sophistication factors, scores 2010/2011

Source:  World Economic Forum (WEF): The Global Competitiveness Reports 2010-2011, 2009-2010, 2008-2009.
Note: Scores rank for 1 = the lowest possible to 7 = the highest possible. The higher the score the better. 
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The WEF Global Competitiveness Report also identifies the most problematic factors for 
doing business in more than 130 countries covered. According to the 2010-2011 report, 
corruption was the most serious problem for businesses in Serbia, followed by inefficient 
government bureaucracy, policy instability and access to financing. Similar factors were rec-
ognized as most problematic for the region, but in a different order: inefficient government 
bureaucracy is the most problematic factor, followed by policy instability and corruption.  
Access to financing was ranked the most serious problem for businesses in the EU10 as well, 
followed by inefficient government bureaucracy, tax regulations and corruption (Figure 3.13 
and 3.14).

Figure 3.13: Top three most problematic factors for doing business by country and region,  
      WEF GCR, 2010-2011 (% of responses)

Source: The Global Competitiveness Report 2010-2011: World Economic Forum
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Figure 3.14: The most problematic factors for doing business, 2010-2011 (% of responses)

Source: The Global Competitiveness Report 2010-2011: World Economic Forum
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The World Economic Forum’s Lisbon Review is a review that assesses the progress made by 
27 EU Member countries in the far-reaching goals of the EU’s Lisbon Strategy of economic 
and structural reforms.  In addition, the review also measures the competitive performance 
of EU candidates and potential candidate countries (WEF, 2010a). 

The eight dimensions measured by The Lisbon Review 2010 are: (i) creating an information 
society for all, (ii) developing a European area for innovation and R&D, (iii) liberalization 
(completing the single market; state aid and competition policy), (iv) building network in-
dustries, (v) creating efficient and integrated financial services, (vi) improving the enterprise 
environment, (vii) increasing social inclusion and (viii) enhancing sustainable development.

The assessment is based on publicly available statistics and data from the World Economic 
Forum’s Executive Opinion Survey, an annual survey of business leaders from over 130 coun-
tries that provides data for several qualitative issues for which hard data does not exist. 

According the WEF’s Lisbon Review 2010, the competitiveness of the WB5 is well behind 
the competitiveness of the EU27, measured by the European Union’s own competition 
benchmark, the Lisbon criteria (Table 3.10). Serbia lags slightly behind the average score for 
the region as a whole, but compared to EU27, the difference is much more pronounced, as 
Serbia’s average amounts to just 73% of the average EU27 score. The most competitive coun-
try in the region is Montenegro, followed by FYR Macedonia, while Bosnia and Herzegovina 
is by far the least competitive country in the region. 

Table 3.10: Lisbon Review Index 2010 Scores
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Lisbon Review Index 2010 - Scores 3,5 3,1 3,8 4,2 3,5 3,6 4,4 4,8

Information society subindex 3,1 2,9 3,9 4,0 3,3 3,4 4,3 4,7

Innovation and R&D subindex 2,5 2,5 2,9 3,3 3,0 2,9 3,7 4,2

Liberalization subindex 3,7 3,4 4,0 4,3 3,7 3,8 4,5 4,8

Network industries subindex 3,5 3,7 4,2 4,6 3,8 4,0 4,9 5,4

Financial services subindex 3,4 3,3 4,1 4,7 3,7 3,8 4,7 5,1

Enterprise environment subindex 4,5 3,3 4,6 4,3 4,0 4,1 4,5 4,6

Social inclusion subindex 3,9 2,7 3,4 4,3 3,5 3,6 4,2 4,5

Sustainable development subindex 3,1 2,7 3,3 3,9 3,2 3,3 4,6 5,2

Source: World economic forum, The Lisbon Review 2010. Geneva.
Note: The scores are on the scale from 1 to 7, with larger values indicating stronger performance.
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World Bank’s Enterprise Surveys provide the world’s most comprehensive company-level 
data in emerging markets and developing economies, covering 120,000 firms in 125 coun-
tries. Survey indicators benchmark the quality of the business and investment climate across 
subject countries. 

According to this survey, the most severe business environment constraints for firms in Serbia 
were political instability, the informal sector and access to finance. The same dimensions were 
among the top three constraints for the region (Figure 3.15). 

Figure 3.15: Top Business Environment Constraints for Firms in Serbia and Western Balkan 5, 2009* 
      (% of responses)
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Source: World Bank’s Enterprise Surveys, Source: http://www.enterprisesurveys.org
* The survey data were collected in 2009 for Bosnia and Herzegovina, FYR Macedonia, Montenegro and Serbia, and in 
2007 for Albania. 

However, there are huge regional differences. While electricity was the most severe constraint 
in Montenegro and Albania, in Serbia and Bosnia and Herzegovina less than 2% of inter-
viewed firms identified electricity as a main constraint to their business operations. On the 
other side, only 2.8% of respondents identified political instability as a top constraint in 
Montenegro, while it was the most severe constraint in Serbia (20.7%) and in Bosnia and 
Herzegovina (25.1%) (Figure 3.16). 
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Figure 3.16: Top 3 Business Environment Constraints for Firms in Western Balkan 5 countries, 2009* 
      (% of responses)

Source: World Bank’s Enterprise Surveys, Source: http://www.enterprisesurveys.org
* The survey data were collected in 2009 for Bosnia and Herzegovina, FYR Macedonia, Montenegro and Serbia, and in 
2007 for Albania. 

Comparing the World Bank’s Enterprise Surveys constraints with those from the WEF and   
EBRD – World Bank BEEPS, corruption and access to finance were among the most severe 
constraints for doing business in all these surveys. 
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Transparency International’s Corruption Perception Index measures the perceived levels 
of public sector corruption in more than 170 countries. The 2010 Corruption Perceptions 
Index shows that the index score for Serbia was 3.5, on a scale from 10 (highly clean) to 0 
(highly corrupt), placing 78th among 178 countries surveyed. 

Table 3.11: Transparency International’s Corruption Perception Index1, 2009-2010

2010 Country 
Rank (178)

2010 CPI 
Score

2009 Country 
Rank (180)

2009 CPI 
Score

Albania 87 3,3 95 3,2

Bosnia and Herzegovina 91 3,2 99 3

FYR Macedonia 62 4,1 71 3,8

Montenegro 69 3,7 69 3,9

Serbia 78 3,5 83 3,5

WB5 Average 77 3,6 83 3,5

Source: Corruption Perception Index 2010 and 2009, Transparency International
1 Note: CPI 2009 and 2010 score relates to perceptions of the degree of corruption as seen by business people, aca-

demics, and risk analysts, and ranges between 10 (highly clean) and 0 (highly corrupt). The 2010 rank is out of 178 
countries. 

Regional scores varied from the lowest, 3.2 in Bosnia and Herzegovina, to the highest, 4.1 in 
FYR Macedonia (Table 3.11). In spite of a slight improvement from the previous year, these 
results only confirmed the other studies’ findings, indicating that corruption remains a major 
problem for businesses throughout the region – one that must be tackled urgently.
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3.3. Western Balkan 5  EU accession process 

The EU integration process is a tool to strengthen and accelerate the transition process, as 
these processes are mutually reinforcing. The final goal of Western Balkan 5 is to transform 
their economies into viable market economies and to achieve integration into the European 
Union. EU accession is seen as crucial to a successful domestic transformation. This process 
provides a unique incentive for political and economic reform in the enlargement countries, 
and aims to bring them up to European standards in all areas covered by the EU treaties 
(European Commission, 2010c)

In June 2003, the Thessaloniki EU-Western Balkans summit confirmed the EU’s support for 
the European perspective of the Western Balkan countries; as a result, the countries in the 
region strengthened their efforts toward EU accession commitments, fair and rigorous con-
ditionality and better communication with the public, combined with the EU’s capacity to 
integrate new members. The Lisbon Treaty’s entry into force (December 2009) ensures that 
the EU can pursue its enlargement agenda (http://europa.eu).

3.3.1. Progress achieved per country

Although the Western Balkan 5 countries are at different stages of integration into the Euro-
pean Union, all consider full membership their main political and developmental objective. 
FYR Macedonia has been a candidate country since 2005, but has not yet started negotia-
tions with the EU. The last progress report (9 November 2010) confirms that the country 
is ready to start accession negotiations once the name issue with Greece is resolved. The 
European Council officially granted the country candidate status to Montenegro on 17 De-
cember 2010. Albania has ratified Stabilization and Association Agreements (SAAs) and the 
European Commission has adopted opinion on its membership application, recommending 
that accession negotiations be opened once the country has achieved the necessary degree of 
compliance with the membership criteria. Serbia has signed the SAA with the Commission 
and the ratification of the Agreement is in progress. In line with 25 October 2010 Council 
Conclusions, the Commission has launched the preparatory work for the 2011 publication 
of an opinion on Serbia’s membership. Bosnia and Herzegovina is a potential candidate 
country that has signed the SAA with the Commission.

Serbia’s road to EU accession started in October 2005, when the negotiations for a Sta-
bilization and Association Agreement between the EU and Serbia and Montenegro were 
launched. In April 2008, Serbia signed the SAA together with the Interim Agreement and, 
in January 2009, started to unilaterally implement the provisions of the Interim Agreement 
until December 2009, when the Interim Agreement entered into force. In June 2010, the 
EU member states started the ratification of the SAA. The SAA’s entry into force would be 
of great significance, as this agreement covers free trade and economic cooperation as well as 
technical assistance, training, and political dialogue. Serbia applied for EU membership on 
22 December 2009. In October 2010, the EU expressed willingness to move the SAA nego-
tiations forward and submit the SAA to its member states parliaments for ratification. In line 
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with 25 October 2010 Council Conclusions, the Commission has launched the preparatory 
work for the publication in 2011 of an opinion on Serbia’s membership. The EU notes that 
the main obstacle for Serbia’s accession to the EU is its still insufficient cooperation with the 
International Criminal Tribunal for the former Yugoslavia (the extradition of Ratko Mladić 
and Goran Hadžić for crimes against humanity).

Figure 3.17: Timing of the EU accession progress of Serbia
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FYR Macedonia began its formal process of rapprochement with the European Union in 
2000 by initiating negotiations on the EU’s Stabilization and Association Process, and it 
became the first non-EU country in the Balkans to sign the SAA (9 April 2001 in Luxem-
bourg). The agreement entered into force on 1 April 2004. On 22 March 2004, FYR Mace-
donia submitted its application for EU membership and the European Council officially 
granted the country candidate status on 17 December 2005, after a review and a positive 
recommendation of the candidacy by the European Commission. In October 2009, the 
Commission recommended the opening of accession negotiations with FYR Macedonia, 
which were postponed due to Macedonia’s unresolved dispute with Greece over its name.

Figure 3.18: Timing of the EU accession progress of FYR Macedonia 
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SAA negotiations with Montenegro, as an independent country, were launched in September 
2006. Montenegro signed the SAA on 15 October 2007, and the Agreement entered into 
force on 1 May 2010. After submitting Montenegro’s application for EU membership on 15 
December 2008, the Council decided to invite the Commission to prepare an Opinion on 
Montenegro’s application on 23 April 2009. The Commission’s Questionnaire was handed 
over to the Montenegrin government in July 2009, and Montenegro’s replies to the Com-
mission’s Questionnaire were delivered on 9 December 2009 in Brussels. On 9 November, 
the European Commission adopted an opinion on Montenegro’s membership application, 
recommending that accession negotiations be opened with Montenegro once the country 
has achieved the necessary degree of compliance with the membership criteria. The Commis-
sion recommended that the Council grant the status of candidate country to Montenegro. 
The European Council officially granted the country candidate status to Montenegro on 17 
December 2010.

Figure 3.19: Timing of the EU accession progress of Montenegro 
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Albania started negotiations on a SAA in 2003. The agreement was signed on 12 June 2006 
and entered into force three years latter (April 2009). Albania applied for EU membership 
on 28 April 2009. Following the application, the Council of the European Union asked the 
European Commission on 16 November 2009 to prepare an assessment on the readiness 
of Albania to start accession negotiations. On December 16 2009, the European Commis-
sion submitted the Questionnaire on accession preparation to the Albanian government and 
Albania returned answers to them on April 14 2010. On 9 November, the European Com-
mission adopted an opinion on Albania’s membership application, recommending that ac-
cession negotiations be opened with Albania once the country achieved the necessary degree 
of compliance with membership criteria.
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Figure 3.20: Timing of the EU accession progress of Albania 
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SSAA negotiations with Bosnia and Herzegovina were launched in November 2005 and the 
EU and Bosnia and Herzegovina signed the SAA on 16 June 2008. An Interim Agreement 
entered into force on 1 July 2008. The EU continues to be present in Bosnia and Herze-
govina within the framework of the Common Foreign and Security Policy and the European 
Security and Defence Policy. The ratification process of the SAA is in progress and as of De-
cember 2010 it had been ratified by 25 EU member states.

Figure 3.21: Timing of the EU accession progress of Bosnia and Herzegovina 
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3.3.2. Level of fulfillment of the Copenhagen criteria by  
 Western Balkan 5 countries

The European Council meeting held in June 1993 in Copenhagen identified the economic 
and political requirements candidate countries need to fulfil to join the EU. These require-
ments are known as the Copenhagen Criteria: 

 political criteria: stability of institutions guaranteeing democracy, the rule of law, hu-
man rights, and respect for and protection of minorities; 

• economic criteria: the existence of a functioning market economy as well as the ca-
pacity to cope with competitive pressures and market forces within the Union;

 acceptance of the Community acquis: the ability to take on the obligations of 
membership including adherence to the aims of political, economic and monetary 
union. 

Any country that wishes to join the EU, including the Western Balkan countries, must meet 
these criteria. However, for the European Council to decide to open negotiations, the politi-
cal criteria (respect for human rights and democracy) must be met. Once accession negotia-
tions have been opened, the Commission assesses the ability of the candidate country to 
satisfy all the Copenhagen Criteria (http://ec.europa.eu/economy).

The Commission prepares annual Progress Reports which monitor and assess the political 
and economic situation in the countries of the region and the implementation of reforms 
and related measures. 

The EU accession process and the fulfilment of Copenhagen Criteria have become especially 
important for the Western Balkan 5 in the context of the global economic crisis, which has 
affected them greatly.

The European Commission adopted its latest Enlargement package on 9 November 2010 
(European Commission, 2010c). The Report comprises the Opinions on the membership 
applications by Montenegro and Albania and Progress Reports on the other candidate and 
potential candidate countries, and it examines the progress of each of these countries toward 
meeting the Copenhagen Criteria. The Report states that the EU’s enlargement process has 
gained new momentum since the adoption of its latest progress reports, as the Lisbon Treaty 
entered into force (1st December 2009), ensuring that the EU can pursue its enlargement 
agenda. It points out that the economic crisis has affected all Western Balkan 5 countries, 
slowing down their progress in reforms and affecting their progress towards the EU. To assure 
sustainable growth, further structural reforms in Western Balkan 5 will be required.

The Western Balkans have moved closer to the EU over the past year, as the region made prog-
ress, albeit unevenly, in reforms and in meeting established criteria and conditions. The prog-
ress of Croatia confirms that the Stabilization and Association Process for the Western Balkans 
is a policy that leads to EU accession. The progress of the other Western Balkan 5 countries to-
wards EU membership depends likewise on the pace of their political and economic reforms.
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According to the Commission’s last report, Serbia has made further progress in meeting the 
Copenhagen Criteria. Democracy and rule of law have been further strengthened and the 
capacity of the public administration has been estimated as good. However, additional ef-
forts are required regarding judicial reform, public administration reform, and fight against 
organized crime and corruption, as preconditions for the fulfilment of the political criteria. 
Serbia has also made progress towards aligning its legislation with European Standards, but 
further efforts are necessary regarding the adoption of EU related legislation and, even more 
so, its implementation and enforcement, in order to bring the legislation and the policies 
in line with the acquis. The Report estimates that, under the circumstances of the global 
financial crisis, the country has achieved limited progress towards establishing a functioning 
market economy, and it points to the necessity of restructuring the Serbian economy as a pre-
condition for coping with the competitive pressures and market forces within the European 
Union. The labour market has continued to deteriorate. Privatization of the state-owned 
companies has been further delayed. The business environment continues to be constrained 
by burdensome administrative procedures and a weak rule of law. Furthermore, deficiencies 
in competition and infrastructure bottlenecks remain barriers to doing business.

The Commission concluded that FYR Macedonia continues to sufficiently fulfil the political 
criteria, recommending once again the opening of accession negotiations with this candidate 
country.  According to the last Report, further progress was made in aligning legislation, 
policies and administrative capacity with the EU, but a number of areas still need further im-
provement (public procurement, information society, media, social policy and employment). 
Further efforts are needed to strengthen administrative capacity for the implementation and 
enforcement of legislation. The Report estimates that the country has made further progress 
towards becoming a functioning market economy, but in order to enable it to cope with 
competitive pressure and market forces within the Union over the medium term, it needs to 
continue reforming and strengthening its legal system and to implement its reform program 
in order to reduce the structural weaknesses.

In its last report, the Commission concluded that Montenegro is ready to become a candi-
date country to EU membership (see sub-section 3.3.1), but a number of further reforms 
are recommended as necessary before the country is ready to start accession negotiations. 
Montenegro has taken important steps towards establishing a functioning market economy, 
but the global crisis uncovered great internal and external imbalances that seriously threaten 
the country’s macroeconomic stability. In order to be considered a functioning market econ-
omy, Montenegro needs to further address these internal and external unbalances as well as 
weaknesses in the financial sector and the functioning of the labour markets. To be able to 
cope in the medium term with competitive pressure and market forces within the Union, 
Montenegro needs to continue implementing reforms and reducing structural weaknesses. 
The European Council officially granted the country candidate status to Montenegro on 17 
December 2010.

The Commission concluded that Albania has made good progress since the 2009 report, 
but further reforms are needed in a number of key political areas before the country can be 
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ready to start accession negotiations. In spite of the progress achieved towards fulfilling the 
political criteria, a number of areas, including public administration, judiciary, rule of law, 
corruption and organized crime, still need further improvement. Important steps have been 
taken towards establishing a functioning market economy, but the country needs to further 
strengthen governance, improve the performance of the labour market, remove uncertainties 
in the field of property rights and improve law enforcement. In order to enable it to cope over 
the medium term with competitive pressure and market forces within the Union, Albania 
needs to strengthen its physical infrastructure and human capital and pursue further struc-
tural reforms. Further progress has been achieved in harmonization of domestic legislation 
with the EU legislation, but Albania still needs to make substantial progress, especially with 
environment, intellectual property, transport, agriculture, food safety and social policy.

According to the last Progress Report, Bosnia and Herzegovina has made limited progress 
in meeting the Copenhagen criteria. The lack of a shared vision by political leaders on the 
direction of the country continued to block key reforms and further progress towards the 
EU. The process for changing the Constitution to comply with the European Convention on 
Human Rights (ECHR) has not been initiated. Some progress has been made in aligning the 
country’s legislation, policies and capacity with European standards (free movement of capi-
tal, intellectual property, education and research, transport, financial control, and a number 
of justice, freedom and security-related matters), but progress has been insufficient in most 
of the remaining areas, as well as the progress in implementation of laws. The country has 
made little further progress towards a functioning market economy. Privatization, restruc-
turing of public enterprises and the liberalization of network industries did not advance. 
Unemployment continued to be very high and the business environment remains affected by 
administrative barriers. Progress towards the creation of a single economic space within the 
country has been very limited.  
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3.4. Regional cooperation among Western Balkan 5 countries

The development of regional cooperation is not only in the best interests of all Western 
Balkan 5  countries, but it is also a specific requirement under the Stabilization and Associa-
tion Agreements, which are already in place in all Western Balkan 5 countries (see the sub 
chapter 3.3.1. of this study). Enhanced regional cooperation is one of the major objectives 
established at the EU–Western Balkans Summit, held in Thessaloniki in June 2003, in order 
to strengthen the stabilization and association process (European Commission, 2006b). The 
importance of regional cooperation was subsequently reiterated in numerous Commission 
and EU Council documents, including the Commission’s enlargement strategy 2009-2010 
(European Commission, 2009b) and the conclusions of the General Affairs Council (De-
cember 2009). Regional cooperation is a cornerstone of the EU’s policy framework for the 
Western Balkans — the stabilization and association process, which offers the possibility of 
eventual EU membership. EU integration goes hand-in-hand with regional cooperation; the 
former is the decisive factor in stimulating the latter (See Delevic, 2007).

The EU is involved in numerous activities of regional relevance to the Western Balkan coun-
tries and their EU agenda. The signing of the CEFTA 2006 was a major step forward for 
regional economic cooperation, with the aim of creating a free-trade area for the Western 
Balkans. Its main objectives are to expand trade in goods and services, foster investment by 
means of fair, stable, and predictable rules, eliminate barriers to trade between the Western 
Balkan 5, provide appropriate protection of intellectual property rights in accordance with 
international standards, and harmonize provisions on modern trade policy issues such as 
competition rules and state aid (see more on http://www.cefta2006.com).

In addition to CEFTA, two regional integration agreements for specific sectors were signed. 
The Energy Community Treaty, signed in 2005, aims to establish an integrated energy mar-
ket to promote regional energy trade and integration with the EU market and enhance sup-
ply security. The European Common Aviation Area agreement was signed in 2006, bringing 
together partners from the EU and south-eastern and northern Europe (see more on http://
ec.europa.eu/enlargement).

The European Commission’s latest Enlargement package from November 2010 (European 
Commission, 2010c), concludes that evident progress has been achieved in regional coopera-
tion among the Western Balkan countries. However, it emphasises that the countries need 
to work together towards creating solutions to a number of still unsolved political and eco-
nomic issues.  

The strengthening of regional cooperation is especially important in the post-crisis period, 
when new sources of economic growth are needed in order to generate more balanced and 
sustainable regional growth. The creation of a single economic space in the region would 
increase the inflow of FDI. Deeper integration might be achieved via (i) further strengthen-
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ing of the regional infrastructure, (ii) formation of the Western Balkans Stock Exchange, as a 
replacement for fragmented, non-viable national markets, and (iii) a regional approach to the 
improvement of the legal and regulatory environment in the Western Balkan region. 

In spite of the progress achieved in strengthening regional infrastructure, which would fur-
ther attract FDI and build on previously established regional networks, there is considerable 
room for improvement. 

The need for the formation of the Western Balkans Stock Exchange arises from the insuffi-
ciently developed national markets in the WB5, which in some cases are additionally divided 
by administrative barriers. It is necessary to increase the range of financial properties in order 
to attract investment into the region’s stock exchanges (Čaušević, 2010). 

The regional approach to improving the legal and regulatory environment, which under-
scores the necessity of regional cooperation in regards to improving quality and implementa-
tion of laws at the regional level, should be strengthened and continued. The harmonization 
of national legislation with the acquis will lead to the harmonization of the legislation within 
the region as well, thus establishing a harmonized regional legal and regulatory framework. 
Since the influx of capital is severely reduced in this time of crisis, a harmonized regional 
legal and regulatory framework will be an additional advantage, helping attract additional 
international and regional investment. The harmonization of Western Balkan 5 countries’ 
legal systems with the EU acquis would have positive effects on the quality of their legal and 
regulatory environments and speed up their accession to the EU.
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Chapter 4
Economic Prospects Of Serbia And Other Western Balkan 
Countries In The Post-Crisis Period:  
Conclusions And Recommendations

Serbian growth in the pre-crisis period was based on high domestic consumption linked to 
fast credit growth and a high increase in real wages. Its growth model was based on (i) low 
exports due to lagging tradable sector growth, (ii) low domestic savings and a considerable 
savings investment gap, (iii) cheap international capital and loans extended and indexed to 
international currencies, and (iv) liberalization of foreign trade and financial markets. A simi-
lar growth model in the pre-crisis period was characteristic not only of the Western Balkan 5 
but also of the majority of the other transition countries.

Strong economic growth in the region was accompanied by a widening current account 
deficit and increasing private sector debt. Exports in the Western Balkan 5 lagged far behind 
imports, mainly due to the slow growth of the region’s tradable sector. Due to high demand 
for consumer and investment goods since the start of transition and increased availability 
of foreign savings, relatively large current account deficits were recorded throughout the 
region.

The spillover effects of the crisis were especially severe for capital-importing countries, in-
cluding Western Balkan 5, where it compounded pre-existing imbalances (high budget and 
balance of payment deficits). The crisis was transmitted to the region through trade and fi-
nancial channels, resulting in (i) reduced external demand for the region’s exports, (ii) credit 
crunch, (iii) decline in remittances, and (iv) decline in foreign direct investment. The crisis 
caused an overall drop in economic activity, resulting in a significant GDP decline, widening 
budget deficits, and increased public and foreign debts.
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In spite of some signals of recovery in 2010, expected growth in Western Balkan 5 in the 
coming years will be slower than in the pre-crisis period, as the growth model based on high 
domestic consumption and foreign savings’ financing is no longer possible.

In order to generate more balanced and sustainable growth and return to the growth rates 
of the pre-crisis period, Western Balkan 5 countries will need to change their growth model 
and find new sources of growth.

Future sustainable growth should be more production-based and export-led, with leaders 
concentrating on:

 structural and institutional reforms
 improvement of  the business and investment environment
 reduced  private consumption
 higher domestic savings  necessary for the financing of private  investment
 improved quality of public spending : increase of public investment  and  reduction 

of overall public expenditure
 strengthening of regional cooperation
 country risk reduction
 further progress with the EU accession process

Institutional reforms should be focused not only on the strengthening of the existing in-
stitutions, but also on the establishment of new institutions necessary for the establishment 
of a functional market economy. Strong, effective institutions should be a pre-condition for 
tackling corruption, which severely undermines regional business operations.

Structural reforms should be focused on the privatization and restructuring of domestic en-
terprises with the aim of increasing competitiveness and making the economy more export-
oriented. The low private sector share (especially in Serbia and in Bosnia and Herzegovina, 
where it amounts to only 60 percent) of GDP is an obstacle to developing competitive 
domestic products and services. Further progress with privatization would also reduce state 
intervention in the enterprise sector.

Reduction of private consumption from the pre-crisis period would positively influence the 
growth of domestic savings necessary for a robust growth of private domestic investments.

With the aim of reducing overall public expenditure, the fiscal policy must be sound in 
order to avoid unsustainable public expenditure. Public investment in key infrastructure 
sectors and stronger public-private partnership in this area would significantly improve the 
investment climate. Serbia’s poor infrastructure has been recognized by foreign investors as 
one of the greatest barriers to investment, especially for greenfield FDI.

In addition to infrastructure, a number of other business and investment barriers should be 
removed with the aim of improving the business and investment climate in Serbia and at-
tracting foreign and domestic private investment.
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Administrative barriers and other formal obstacles to businesses and investment are still 
a serious impediment to the successful operation of private businesses and to foreign and 
domestic investment. Since the renewal of the transition process, dealing with construction 
permits has been one of the most burdensome administrative procedures for enterprises in 
Serbia. Efforts to adopt a modern legislative framework in this area failed to make any real 
improvements in this procedure, mostly because of implementation problems. This barrier is 
the most serious impediment to businesses in all the countries of the region as well. However, 
paying taxes and closing a business are also serious impediments to private business operation 
in the region.

The strengthening of regional cooperation could contribute to economic growth and the 
improvement of competitiveness for the region as a whole. Deeper integration among the 
countries of the region, aimed at increasing the region’s FDI inflows, might be achieved 
through several fields of cooperation, including: (i) further strengthening of the regional 
infrastructure, (ii) formation of the Western Balkans stock exchange, as a replacement for 
fragmented, non-viable national markets and (iii) a regional approach to the improvement 
of the legal and regulatory environment, as the harmonization of national legislation with 
the acquis will lead to the harmonization of the legislation within the region as well, thus 
establishing a harmonized regional legal and regulatory framework. 

Further progress with the EU accession process is of great importance for the continua-
tion of institutional reforms and establishment of functioning market economy across the 
Western Balkan 5. The fulfilment of the Copenhagen criteria would improve the business 
and investment environment and increase these countries’ economic competitiveness. The 
harmonization of WB5  legal systems with the EU acquis would speed up their process 
towards full integration in the EU common market and improve the quality of their legal 
and regulatory environment, one of the most serious obstacles to private business operation 
in the region. Fulfilling the Copenhagen criteria and achieving further progress in regional 
cooperation would also increase political stability, which was recognized as a serious obstacle 
to the inflow of FDI in Serbia and some other countries of the region.
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Introduction

According to the OECD, regulatory reform is a process in which the focus is placed on 
improving regulatory quality by enhancing the performance, cost-effectiveness, quality and 
implementation of regulations (OECD, 1997: 6). The principal role of regulations should be 
to address market failures, which inhibit productive investments and growth (World Bank, 
2005: 10).

A number of studies support the view that efficiency and quality of regulation affect private 
investment and economic performance. Djankov et al. (2002) argue that inadequate institu-
tions and excessive regulation can have a significant negative impact on investment. Jalilian, 
Kirkpatrick and Parker (2007) have shown that there is a strong causal link between regula-
tory quality and economic growth and confirm that the standard of regulation matters for 
economic performance. Busse and Groizard (2008) claim that countries need a sound busi-
ness environment in the form of good government regulations in order to be able to benefit 
from FDI, while the findings of Freund and Bolaky (2008) conclude that international trade 
stimulates growth only in economies with better institutions and less extensive business and 
labour regulations.

These findings confirm the importance of a favourable legal and regulatory environment 
for economic growth and efficient investment in the Western Balkan countries. The recent 
financial and economic crisis, which strongly affected the growth and the inflow of FDI into 
the region, further increased the importance of this issue. Consequently, the development of 
a quality legal and regulatory framework has been identified as one of the most important 
prerequisites for attracting foreign capital to the region.
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5.1. Intensive drafting of key economic laws in early 2000s

From the beginning of the transition process in Serbia, regulatory reform was a key reform 
due to its impact on Serbia’s economic performance. The country’s weak legal system threat-
ened to undermine efforts in other policy areas, which were conducted with the aim of devel-
oping a modern, market-oriented economy (Figure 3.1). Regulatory reform was, therefore, 
driven by the need for a substantial transformation of the Serbian socialist legal system into 
a market economy legal system, which would contribute to the creation of a favourable busi-
ness and investment environment and increase private investment (domestic and foreign), 
business start-ups, job creation, and incentives for efficiency among both private and state-
owned enterprises.

In the period after the democratic changes in 2000, there was a particularly urgent need for 
a regulatory reform agenda because Serbia’s reform implementation was lagging significantly 
behind CEE transition countries and even most of the SEE countries. The lost decade of the 
1990s proved costly in terms of the country’s competitiveness, regional integration and ap-
peal to investors.

Chapter 5
Initial Phase Of Regulatory Reform - Early 2000s
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Figure 5.1: Major reforms and most successful reforms in Serbia in the last 5-10 years

* Values range from 5 as the highest ranked policy to 1 as the lowest ranked policy
Source: Update of the IFC Survey on Business Enabling Environment policy issues and procedures in Western Balkan 
Countries, 2010.

At the beginning of the renewed transition process in October 2000, Serbia’s inherited legal 
system was outdated and contained many provisions and concepts from Serbia’s socialist 
past. In addition, the legislative environment was chaotic and non-transparent, with serious 
deficiencies such as (i) excessive regulation in certain areas, (ii) a lack of necessary regulation 
in other areas, (iii) a lack of capacity for drafting complex legislation, and (iv) low quality of 
some new laws due to excessively fast drafting and enactment of laws. In 2000, regulatory 
quality in Serbia was somewhat behind other Western Balkan countries (Figure 5.2).

In the initial phase of transition, due to the necessity of creating a well-functioning legal sys-
tem, the intensive legislative reform agenda was mostly focused on creating market-friendly 
laws relevant to the functioning of a market economy and the reduction of unnecessary 
administrative burdens. A whole set of new laws was adopted with the aim of improving the 
investment climate, including: FDI Law, Concession Law, Foreign Trade Law, Bankruptcy 
Law, Antimonopoly Law, Securities Law, Public Procurement Law, Financial Leasing Law 
and the Law on Pledges on Movable Property.

The reform resulted in the drafting of a significant number of regulations that fulfil market 
standards, leading to improved regulations in Serbia (Figure 5.2). In spite of that improve-
ment, Serbia was still behind some Western Balkan countries due to the delay of its transition 
process. The transition process was significantly influenced by the international community, 
including (i) the arrangements made with the International Monetary Fund and the World 
Bank, (ii) the activities of other international and bilateral organizations and the donor com-
munity related to the regulatory reform implementation, and (iii) the EU integration process.
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Figure 5.2: World Bank Governance Indicators - Regulatory quality, 2000-2008

Source:  World Bank Governance Indicators Database
Note: The values of indicators range from –2.5 to 2.5, with higher scores corresponding to better outcomes

A favourable legal and regulatory environment, however, implies not only the existence of 
high-quality, modern, market-oriented laws, but also an adequate institutional infrastruc-
ture necessary for the implementation of laws. Problems related to legal implementation are 
significantly more serious due to the lack or poor functioning of the necessary institutions 
(Figure 5.3). The progress achieved in Serbia, as well as the Western Balkans region, was sig-
nificantly smaller than that achieved in the CEE countries due to the fact that a certain level 
of progress in this reform area was a precondition for becoming an EU member. 

Figure 5.3: World Bank Governance Indicators - Rule of law, 2000-2008 

Source:  World Bank Governance Indicators Database
Note: The values of indicators range from –2.5 to 2.5, with higher scores corresponding to better outcomes
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Until the introduction of mandatory RIA in 2004, Serbia’s deregulation work was conduct-
ed at the level of the ministries and coordinated by a working-level inter-ministerial group 
chaired by a Deputy Minister.

Periods of intensive legislative activity aimed at transforming a socialist legal system into a 
market economy system were not only characteristic of Serbia, but also of other Western 
Balkan 5 countries. Highly intensive production of new regulations, lack of regulation in 
some areas, excessive re-gulation in other areas, as well as a number of obsolete laws that 
were inherited from the time of socialism but remained in force, resulted in severe regulatory 
problems that were not conducive to a modern market economy.

In order to address these obstacles, WBC Governments realized that, instead of keeping to 
the existing item by item approach, they would need to adopt a more systemic approach to 
regulatory reform.
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5.2. Reduction of administrative barriers to businesses  
 in the early 2000s

The progress achieved in regulatory reform in the initial phase of transition had positive ef-
fects on the quality of the environment for private business operation. But this progress was 
limited by significant administrative barriers in all areas of business operation. It became 
evident that, in addition to drafting new and amending existing laws, strengthening the 
existing institutional infrastructure, and creating new institutions with the aim of improv-
ing the implementation of laws, it was also necessary to reduce the inherited administrative 
barriers in order to improve the business and investment climate and increase competitive-
ness. Administrative barriers presented a great impediment to successful businesses, while the 
regulatory burden remained one of the key constraints to long-term growth and competitive-
ness in Serbia.

In order to identify the legal and regulatory barriers to the investment environment, a study 
commissioned by the Government, Removal of investment barriers to foreign investment in 
Serbia was conducted at the beginning of 2002 and identified foreign investors’ main bar-
riers to entry and business operation in Serbia. Based on this study, a series of activities was 
initiated with the aim of removing investment barriers in Serbia. The implementation of the 
study’s findings had a positive impact, but administrative barriers remained a great impedi-
ment to successful business in Serbia in 2003.

The World Bank/FIAS Administrative Barriers Study (2004) was prepared with the aim of 
exploring this problem in more depth, and examined three main groups of administrative 
procedures for enterprises: (i) start-up procedures, (ii) locating procedures, and (iii) operat-
ing procedures. These groups were recognized as significant impediments not only to starting 
a business, but also to business operations in general.

Based on these two studies: (i) the Government of Serbia listed the removal of administrative 
barriers as a priority in its reform agenda and adopted an action plan in 2004 for their reduc-
tion and (ii) the World Bank/FIAS Administrative Barriers Study. The purpose of that action 
plan was the abolishment of administrative barriers and the simplification and reduction of 
time and cost for completing administrative procedures.

Administrative barriers also presented a serious impediment to private businesses in other 
Western Balkan countries. In order to tackle this problem, World Bank/FIAS conducted 
Administrative barriers studies in cooperation with the governments from Western Balkan 
countries, which led to the adoption of action plans for the elimination of these barriers. Al-
though no such study has been conducted in Montenegro, the elimination of administrative 
barriers was one of the priorities in Montenegro Government’s program.

In spite of some progress in the elimination of administrative barriers in Western Balkan 5 
countries a more systematic approach to this problem was a precondition for eliminating the 
great burden of barriers to businesses.
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Until 2004, work in the area of simplifying and reducing administrative burdens was con-
ducted at the level of ministries and other regulatory bodies and coordinated by an inter-
ministerial group chaired by the Deputy Minister of Economy. There were no processes for 
reviewing, at the level of the Government, the concrete results achieved by the regulatory 
bodies according to the priorities established by the Government.
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Chapter 6
Systemic Approach To Regulatory Reform

The OECD recommendation is that each country should adopt, at the political level, broad 
programs of regulatory reform that establish clear objectives and frameworks for implemen-
tation (OECD, 1997). The OECD is of the opinion that the adoption of a clear regula-
tory reform strategy is of great significance because states with explicit regulatory strate-
gies achieve faster sustainable development than countries with no such strategy: the more 
complete and concrete the principles and action plan, the more complete and efficient the 
reforms (OECD, 2002) (Box 6.1).

Box 6.1: OECD Guiding Principles for regulatory quality and performance

OECD Guiding Principles for regulatory quality and performance, adopted by the OECD Council in April 2005 are:
- Adopt, at the political level, broad programs of regulatory reform that establish clear objectives and 

frameworks for implementation.
- Assess impacts and review regulations systematically to ensure that they meet their intended objectives 

efficiently and effectively in a changing and complex economic and social environment.
- Ensure that regulations, regulatory institutions charged with implementation, and regulatory processes 

are transparent and non-discriminatory.
- Review and strengthen where necessary the scope, effectiveness and enforcement of competition 

policy.
- Design economic regulations in all sectors to stimulate competition and efficiency, and eliminate them 

except where clear evidence demonstrates that they are the best way to serve broad public interests. 
- Eliminate unnecessary regulatory barriers to trade and investment through continued liberalization 

and enhance the consideration and better integration of market openness throughout the regulatory 
process, thus strengthening economic efficiency and competitiveness.

- Identify important linkages with other policy objectives and develop policies to achieve those objectives 
in ways that support reform. 
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6.1. EU Better Regulation agenda: from better to smart regulation 

The European Union started developing a regulatory policy at the beginning of this century.  
The “better regulation” agenda in the EU gained momentum and high level political support 
after the adoption of the Lisbon Strategy (European Commission, 2000) and the Mandelk-
ern Group on Better Regulation Final Report of 2001 (European Commission, 2001). The 
Mandelkern Group Report represents a strategic document that sets the principal elements 
of the regulatory reform agenda at the level of both the EU and the member states. The Man-
delkern Report stresses the importance of regulation in achieving the aims of public policy, 
as well as the need for high-level and cross-governmental political support and appropriate 
resources, in order to succeed with implementation. 

Box 6.2: What is Better Regulation

Better Regulation is a multi-faceted policy aimed at addressing a range of problems surrounding regulation. 
It is typically characterised as a toolbox that includes ‘sweep it all’ operations like ambitious simplification 
programmes, and the promotion of alternatives to traditional regulation, but also more structural, targeted 
tools such as impact assessment. We define better regulation as a type of meta-policy targeting the governance 
of the regulatory process. As meta-policy, it does not deal with individual sectors. Rather, it sets central 
rules, standards, and thresholds through which rules are created, assessed, adopted, implemented, enforced, 
appraised ex-post and/or revised and scrapped. This definition covers the tools as well as the reform aspect of 
the policy, and its cross-sectoral nature. 

‘Better Regulation’ is now often being used as a generic name for whole-of-government, non-sector specific, 
policies of regulatory reform. It started out as a ‘brand name’ for the reform strategy initiated by the European 
Union (EU). 

Source: Radaelli and Meuwese (2009) 

Since the adoption of the Mandelkern Group Report, significant progress has been made 
in the implementation of regulatory reform (Box 6.3). Better Regulation was incorporated 
in the renewed Lisbon Strategy (European Commission, 2005), with the aim of improving 
European and national regulation in order to increase European competitiveness. In 2006, 
the Commission  adopted its Better Regulation strategy (European Commission, 2006), 
which covers three regulatory areas: (i) the simplification program, (ii) the Action Program 
for reducing administrative burdens, and (iii) the impact assessment system. 

The strategy was launched in order to ensure that the regulatory framework in the EU con-
tributes to achieving growth and creating jobs, taking into account not only the social and 
environmental objectives, but also the benefits for citizens and national administrations. A 
program for simplification of the existing EU legislation, aimed at reducing administrative 
burdens, and an impact assessment system have been put in place at the EU level. In order 
to monitor the results, the European Commission published three annual strategic reviews 
of better regulation in the European Union, which give an overview of the realization of the 
agenda in this field.
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Box 6.3:  Regulatory policy and the European Union: Landmark developments

− 2000: Lisbon Strategy for Growth and Jobs: The Strategy identified the need to enhance the 
competitiveness of the EU economy through increased productivity growth as a key challenge, 
including measures to improve the regulatory environment for businesses. 

− 2001: Mandelkern Report: The Mandelkern Group was set up by Ministers of Public Administration 
to develop a coherent strategy to improve the European regulatory environment. The Group’s 
report made recommendations to member states and to the EU institutions in the areas of impact 
assessment, consultation, simplification, organizational structures for better regulation, alternatives 
to regulation, access to regulation, and national implementation of EU legislation. 

− 2002: European Commission Communication: This introduced a new integrated impact assessment 
system, roadmaps, alternatives to regulation, minimum standards for consultation, and guidelines 
for using expert advice. It prepares the way for the introduction of an EU-level impact assessment 
process. 

− 2003: EU inter-institutional Agreement on better law-making: sets a common framework for action 
by the European Commission, the European Parliament and the European Council of Ministers. 

− 2005-08: EU Integrated Guidelines for Growth and Jobs: This noted that “to create a more competitive 
business environment and encourage private initiative through better regulation, member states 
should reduce the administrative burden that bears upon enterprises, particularly SMEs and start-
ups.”

− 2005: Renewal of the EU’s Lisbon Strategy for growth and jobs by the European Council of Ministers: 
requires EU member states to establish National Reform Programmes, monitored by the European 
Commission, which issues annual progress reports. 

− 2006: European Commission Better Regulation strategy: A central element in the effort to raise 
productivity, this strategy states that better regulation does not mean more or less regulation but 
rather, the adoption of a policy and processes aimed at ensuring that all regulations are high quality. 
The strategy particularly emphasizes the needs of businesses and especially SMEs. 

- 2006: Establishment of a Commissions’ Impact Assessment Board as central quality control and 
support function on regulatory and policy proposals. 

- 2007: European Commission Action Programme for Reducing Administrative Burdens. This 
was approved by the European Council of Ministers, setting a target of 25% reduction in 
administrative burdens in EU legislation by the end of 2012. 

- 2007: Establishment of EU High-Level Group of officials on Better Regulation to advise the 
Commission on administrative burdens and simplification issues. 

− 2010: European Commission Communication on Smart regulation in the EU. 

Source: Regulatory Policy and the Road to Sustainable Growth, OECD, 2010. Pg.14.

The European Commission adopted a Smart Regulation Strategy in October 2010, which 
aims to further improve the quality and relevance of EU legislation (European Commission, 
2010b). “To describe smart regulation in a nutshell, you could say that we have now become 
reconciled to the idea that the legal corpus is nearly impossible to clear, so we will concentrate 
on the production of smarter rules, based on better research and drafting, and taking better 
account of conditions in the field. All the traditional techniques will continue to be used, and 
there will be simplifications and deletions, but also a shift in the emphasis; reduction of the 
acquis is not the main drive” (Montin, 2010: 15). 
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Smart regulation will evaluate the impact of legislation throughout the whole policy cycle, 
from the design of a piece of legislation to implementation, enforcement, evaluation and 
revision (Figure 6.1).  

Figure 6.1: The Process of Regulatory Governance, Regulatory Governance Cycle
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OTHER
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Source: Regulatory Policy and the Road to Sustainable Growth, OECD, 2010.

The European Commission will closely work with the European Parliament, the Council 
and member states on the implementation of the smart regulation strategy, giving special 
importance to the voice of citizens in the regulatory process.
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6.2. Systemic approach and timing of regulatory reform  
 in Serbia and other Western Balkan countries

After a period using an ad hoc or item by item approach to regulatory reform from the early 
2000s, governments in Western Balkan countries first started to introduce some segments 
of the systemic approach to regulatory reform and subsequently initiated or even imple-
mented systemic, multi-pronged regulatory reform. The main motive for regulatory reform 
implementation, not only in Serbia but in all Western Balkan countries, was to boost their 
economies’ competitiveness and growth via an improved legal and regulatory environment. 
However, the harmonization of the legal systems of Western Balkan countries with the EU 
acquis was also an important motive for the implementation of these reforms, and positively 
influenced the quality of laws in these countries as well as their implementation. Since all 
countries in the region are in the process of European integration, harmonization of national 
legislation with the acquis will lead to the harmonization of legislation within the region, 
establishing a harmonized legal and regulatory framework attractive for large regional invest-
ments (Penev, Marušić, 2009: 61).

Box 6.4: The EU acquis is a high cost, low risk regulatory regime

The EU acquis is a high cost, low risk regulatory regime. It greatly increases the costs of domestic regulatory 
regimes by imposing more stringent requirements for various public protections -- environment, safety, health, 
privacy, workplace, consumer, and various other regulatory protections. Various estimates using different 
methods place EU regulatory costs at several percentage points of GDP. Few of these are reliable, but it seems 
clear that EU regulatory costs are a majority of the new regulatory costs each year in Member countries. The 
high-cost of the EU acquis is a source of great concern to the European Commission, and the reason for 
the Better Regulation strategy that is at the core of the Renewed Lisbon Agenda (the strategy includes the 
Standard Cost Model aiming at a 25% reduction in administrative costs, use of regulatory impact assessment 
to assess the need and efficiency of new regulations, better consultation methods, and rolling programs of 
review of existing regulatory regimes). 

The Western Balkan countries who accede to the Single Market will face higher, and usually much higher, 
regulatory costs that will reduce their price competitiveness. However, there is a very good potential trade-
off: within the right institutional framework, the acquis also lowers investment risks through creation of 
a market-oriented trading regime, increasing transparency, reducing the discretion of local regulators to 
impose anti-market restrictions, protecting private property, and linking small economies to large economies, 
harmonization of the legislative regulations with the regulations that exist in the EU. This increases investment 
and stimulates growth over the medium-term.

Source: Jacobs, S (2010), Economic Recovery and Regulatory Reform in Southeast Europe, Paper presented at the Regula-
tory Reform Conference, held in Belgrade, 13-14 September, 2010

A systemic approach creates much better prospects for the improvement of the quality of 
laws and their implementation, as well as a reduction of administrative barriers, and thus 
improves the quality of the legal and regulatory environment framework as a segment of the 
business and investment environment. In most of these countries, the governments’ aware-
ness of the importance of regulatory reforms resulted in stronger political support for these 
reforms. 
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A more systemic approach to regulatory reform in Serbia was initiated with the introduction 
of mandatory RIA in 2004 and the empowerment of the Council for Regulatory Reform to 
perform quality control over the RIA process. Since 2004, in addition to RIA implementa-
tion, the Government implemented several business environment reforms, including: (i) the 
simplification of the business registration process and introduction of a one-stop shop in 
business registration; (ii) the reform of the legal framework related to the operation of busi-
ness entities (the new Company Law).

The implementation of RIA and the gradual increase of political support for this process led 
to the Serbian Government’s adoption of an overall strategic document in 2008.

The Regulatory Reform Strategy for the period of 2008-2011 sets the objectives to establish 
a regulatory system which:

- promotes economic development and social prosperity;
- supports national competitiveness while protecting public interest;
- reduces administrative business costs;
- accelerates and reduces administrative procedures;
- improves the international rating of the Republic of Serbia in terms of business and 

investment environment quality.

The Regulatory Reform Strategy contains explicit standards for regulatory quality by setting, 
for the first time in Serbia, the principles of good regulatory practice, which state that regula-
tion should: 

- be based on clearly identified goals that enable efficient implementation;
- create benefits that justify their costs, considering also the distribution of effects on 

different social groups (consumers, business entities, etc.);
- be clear, simple and practical for its users;
- enable the enhancement of economic competitiveness and market principles;
- increase investments, both local and foreign.

The Strategy is two-pronged and provides for:
1. The implementation of a systemic regulatory review of the existing regulations
2. Improvement of the existing RIA system.

The Strategy also foresees the establishment of a central electronic register of regulations at 
the level of the Republic of Serbia, with positive legal security.

In terms of improving the existing institutional framework, the Strategy provides for the 
transformation of the existing Council for Regulatory Reform into a permanent RIA unit 
that will deal with quality control of RIA on a permanent basis, as well as with the reduction 
of administrative burdens. This will create the preconditions for continued implementation 
of the goals of the Regulatory Reform Strategy.
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Matrix 1: Systemic Approach to Regulatory Reform
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1.1.  Systemic approach to better regulation agenda 

Regulatory reform strategy document 3

Regulatory reform strategy in other  
country strategic documents

3 3 3 3

Segments of regulatory reform strategy in other country 
strategic documents

3 3

1.2.  Main motive for the regulatory reform?

Need to boost competitiveness and growth 3 3 3 3 3 3 3

International commitment  
(e.g. European integration commitment)

3 3 3 3 3 3 3

Government reform agenda 3 3 3 3 3 3 3

1.3.  Leadership of the regulatory reform implementation:

Government itself 3 3 3 3 3 3 3

Businesses 3 3

Citizens, national opinion 

NGOs 

1.4.  Leader of the regulatory reform implementation:

Prime Minister 3 3 3 3

Deputy Prime Minister 3 3 3 3

Minister 3

Deputy Minister 3

Other
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Figure 6.2:  Timing of regulatory reform in Serbia

2003 2003 2004-present 2008-2011 2010

INSTITUTIONAL 
FRAMEWORK

PILOT
RIA

RIA 
IMPLEMENTATION

REGULATORY 
REFORM 
STRATEGY

INSTITUTIONAL 
FRAMEWORK - 
SUSTAINABILITY

Business  
registration reform

More than 280 laws  
analysed

RIA training

RIA manual

RIA website

Two pronge 
strategic document: 

1. Implementation 
of regulations 
guillotine

2. Strenghtening 
RIA 
implementation                     

Transformation 
of the Council for 
Regulatory Reform 
into 

Office for RIA and 
Regulatory Reform 
(permanent body)

Council for 
regulatory reform  
(temporary body)

Serbia is the only Western Balkan country that has adopted a comprehensive strategic docu-
ment that covers the entire regulatory reform agenda.  Although other countries in the region 
have not yet adopted such documents, segments of the regulatory reform strategy are covered 
in other strategic documents and national plans for adopting the acquis. In some of these 
countries, the main focus has been on the regulatory instruments that improve the quality of 
new regulations, while some of them are more focused on simplifying existing legislation or 
reducing administrative barriers.

Macedonia’s regulatory reform strategy was mostly contained in the Program of the Govern-
ment 2006–2010, while some of its elements were included in several other strategy docu-
ments, including Annual programs of the Government and The National Program for Adop-
tion of the acquis communautaire. The Program of the Government 2006-2010 contains 
a two-pronged strategy that uses tools such as: (i) the regulations guillotine, to review the 
stock of regulations (2006-2009) and (ii) the regulatory impact assessment (RIA), to review 
the flow of regulations (2009). Both of these pillars have already been implemented in the 
Macedonian legislative system.

Figure 6.3: Timing of regulatory reform in FYR Macedonia
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In Albania, a more strategic approach to regulatory reform started with the adoption of the 
Government Program for the period of 2005-2009 in which special importance was given 
to some segments of regulatory reform, including (i) the reduction of administrative barriers 
and (ii) the improvement of the implementation of laws, with the aim of attracting more 
private investments.

In 2005, the Council of Ministers adopted a three year Regulatory Reform Action Plan 
(2006-2008) and established a Regulatory Reform Task Force as a body responsible for the 
implementation of the Action Plan. This Action Plan established a comprehensive and dy-
namic program for regulatory reform in Albania and determined four main directions of 
focus for regulatory reform in Albania: (i) removal of administrative barriers to business and 
overall simplification of the regulatory framework affecting business, (ii) improvement of 
the quality of the new regulatory framework through introducing and implementing new 
tools such as: regulatory impact analysis (RIA), the development of the system for forward 
planning of legislation and regulatory actions, and improvement of the public consultation 
mechanism. Visible progress in the realization of this Action Plan has been achieved through 
the improvement of the existing legal framework, especially in the area of business registra-
tion reform and licensing system reform.

Regulatory reform is also an important segment of the new Government Program for the 
period of 2009-2013, where special importance is given to the reform of inspections. RIA 
implementation is also an important part of regulatory reform in Albania resulting in the adoption of 
a RIA strategy in December 2010. 

Figure 6.4: Timing of regulatory reform in Albania
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The first attempt to introduce systemic regulatory reform in Bosnia and Herzegovina was 
the so-called Bulldozer initiative (2002). The initiative dismantled legal barriers to busi-
ness growth and simplified the company registration procedure, the creation of the Register 
of Enterprises at the Bosnia and Herzegovina level, and the amending of laws on building 
and use of construction land. Although this deregulation was over-ambitiously called “50 
economic reforms in 150 days,” its significance was in successfully proposing amendments 
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to the entity laws with quick and urgent procedures. The Bulldozer Committee put together 
a list of fifty proposed reforms, including the simplification of foreign business registration, 
elimination of double taxation on corporate profits and various business activities and relax-
ation of visa requirements for foreign nationals. Despite the fact that the results of this regu-
latory reform were limited and that the legislation at the entity level was not harmonized, 
this initiative had some positive effects, including the shortening of the period needed for 
company start up, a reduction of the procedures for business operations and the annulment 
of provisions that did not contribute to the creation of conditions for the development of a 
single market. (Penev, Čaušević, 2009: 183).

A similar, more successful, project was launched by the Government of Republic of Srpska in 
2006, the so-called “Regulatory Guillotine.” After the successful finalization of this project in 
Republic of Srpska, a similar project was initiated in BiH Federation. RIA implementation 
has been initiated in Republic of Srpska and an extensive RIA strategy for 2011-2015 has 
been drafted and is expected to be adopted by the end of 2010. 

Figure 6.5: Timing of regulatory reform in Bosnia and Herzegovina
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Although Bosnia and Herzegovina has some segments of regulatory strategy, especially in 
Republic of Srpska where a medium term RIA strategy has been drafted, the country is still 
far from creating an overall regulatory reform strategy. 

In Montenegro, some segments of a regulatory reform strategy were contained in the Gov-
ernment’s Administration Reform Strategy 2002-2009. One of the key goals of the Admin-
istration Reform Strategy was the improvement of the quality of legislation and deregulation 
of over-regulated areas. This Strategy also provided for the introduction of a system of regula-
tory analysis (Regulatory Impact Analysis) into the administrative system by December 31, 
2009. 

The adoption of an Action plan for the Elimination of Business Barriers in October 2007 and 
the establishment of a Council for the elimination of barriers to business as the body respon-
sible for its implementation represented a more strategic approach to regulatory reform, with 
the main aim of improving the investment climate through the elimination of administra-
tive barriers to investment and business development. In December 2009, the Government 
of Montenegro adopted a three-pronged strategic action plan of regulatory reform, which 
includes: (i) doing business, (ii) the regulations guillotine, and (iii) RIA implementation. 
The Council for elimination of barriers to business has been renamed into the Council for 
regulatory reform and redesigned as a body responsible for the implementation of an overall 
strategic Regulatory reform action plan 2009-2011 (adopted in December 2009). 

Figure 6.6:  Timing of regulatory reform in Montenegro
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6.3. Regulatory quality tools 

The main tools for improved regulatory decision-making are: regulatory impact analysis, 
public consultation, forward planning of regulatory activities, consideration of regulatory 
alternatives, and compliance with burden-reduction measures.

Matrix 2: Use of regulatory quality tools – general
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1.  Regulatory Impact Analysis

Government wide 3 31

For specific sectors  or policy areas

RIA pilots 3 3 3

2.  Consultation with affected parties 

Government wide 3 3 3

For specific sectors  or policy areas 3 3 3 3

3.  Forward planning of regulatory activities

Fully implemented/publicly available plan 3 3 3 3 3 3

Partially implemented/not publicly available plan 3

4.  Plain language drafting requirements      

Government wide 3 3 3 3 3 3 3

For specific sectors  or policy areas

5.  Systematic evaluation of the results of regulatory programs  (i.e. use of e3-post evaluation) 

Government wide 32 33 3

For specific sectors  or policy areas 34

1 For draft laws except laws adopted under urgent procedure.

2 The Regulatory Review Unit has the obligation to report quarterly to the Government about the results of regulatory 
programs. This unit shall be transformed into a permanent body and shall have as one of its tasks the regular evalua-
tion and monitoring of the results of regulatory programs.

3  Methodology on RIA prescribes preparation of Annual analysis/assessment of the overall effects of the regulation (“ex-
ante” evaluation/assessment). Since RIA was introduced in 2009, there are no publicly available data of whether this 
evaluation was performed.

4  Council for regulatory periodically prepares reports on progress achieved in regulatory reform implementation.
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6.3.1. Regulatory Impact Analysis (RIA)

Regulatory Impact Analysis (RIA) is a tool through which policy makers are informed about 
the impact of policy options in terms of the costs, benefits and risks of a proposal. Most 
OECD countries use this tool to assess potential market impacts in advance8.

The RIA process helps to: (i) think through the full impact of the proposals; (ii) identify 
alternative options for achieving the desired policy change; (iii) assess options (regulatory 
and non–regulatory); (iv) ensure a meaningful consultation process among stakeholders; (v) 
determine whether the benefits justify the costs; (vi) determine whether particular sectors 
are disproportionately affected; and (vii) ensure that implementation issues are taken into 
consideration early in the process. 

The OECD Reference Checklist for Regulatory Decision Making (Box 6.5) responds to the 
need to develop and implement better regulations. It contains ten questions about regulatory 
decisions that can be applied at all levels of policymaking. These questions reflect principles 
of good decision-making that are used in OECD countries to help upgrade the legal and 
factual bases for regulations, clarifying options, assisting officials in reaching better deci-
sions, establishing more orderly and predictable decision processes, identifying outdated and 
unnecessary regulations, and making government actions more transparent. The Checklist, 
however, cannot stand alone - it must be applied within a broader regulatory management 
system that includes elements such as information collection and analysis, consultation pro-
cesses, and systematic evaluation of existing regulations9. 
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Box 6.5: The OECD Reference Checklist for Regulatory Decision–Making 

1. Is the problem correctly defined? 
The problem to be solved should be precisely stated, providing evidence of its nature and magnitude, and 
explaining why it has arisen (identifying the incentives of affected entities). 

2. Is government action justified? 
Government intervention should be based on explicit evidence that government action is justified given the 
nature of the problem, the likely benefits and costs of action (based on a realistic assessment of government 
effectiveness), and alternative mechanisms for addressing the problem. 

3. Is regulation the best form of government action? 
Regulators should carry out, early in the regulatory process, an informed comparison of a variety of regulatory 
and non–regulatory policy instruments, considering relevant issues such as costs, benefits, distributional 
effects and administrative requirements.

4. Is there a legal basis for regulation?
Regulatory processes should be structured so that all regulatory decisions rigorously respect the “rule of 
law”; that is, responsibility should be explicit for ensuring that all regulations are authorized by higher–level 
regulations, are consistent with treaty obligations, and comply with relevant legal principles such as certainty, 
proportionality and applicable procedural requirements.

5. What is the appropriate level (or levels) of government for this action?
Regulators should choose the most appropriate level of government to take action or, if multiple levels are 
involved, design effective systems of co–ordination between levels of government.

6. Do the benefits of regulation justify the costs?
Regulators should estimate the total expected costs and benefits of each regulatory proposal and of feasible 
alternatives, and should make the estimates available in accessible format to decision–makers. The costs of 
government action should be justified by its benefits before action is taken.

7. Is the distribution of effects across society transparent?
To the extent that distributive and equity values are affected by government intervention, regulators should 
make transparent the distribution of regulatory costs and benefits across social groups.

8. Is the regulation clear, consistent, comprehensible, and accessible to users?
Regulators should assess whether rules will be understood by likely users, and to that end take steps to ensure 
that the text and structure of rules are as clear as possible.

9. Have all interested parties had the opportunity to present their views?
Regulations should be developed in an open and transparent fashion, with appropriate procedures for effective 
and timely input from interested parties such as affected businesses and trade unions, other interest groups, 
or other levels of government.

10. How will compliance be achieved?
Regulators should assess the incentives and institutions through which the regulation will take effect and 
should design responsive implementation strategies that make the best use of them.

Source: OECD (1995), Recommendation of the Council of the  OECD on Improving the Quality of Government 
Regulation
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Serbia is the first country in the region that started the implementation of RIA. In the period 
from the beginning of the transition process until 2004, it was clear that regulatory ineffi-
ciencies could not be overcome quickly and that regulatory risk would remain high in Serbia 
for the foreseeable future. Some of the problems were linked to transitional issues that are 
normal during a quick change to a market system. Other issues were structural, meaning 
that continued and comprehensive reforms were necessary to achieve demonstrable progress.  
Regulation is one of the most important tools for securing a pro-competitive environment, 
and the ministries and regulatory bodies, whose principal task is drafting regulation, were 
not able to secure the adoption of the most efficient solutions due to their incapacity and in-
experience in diagnosing problems, assessing alternative solutions, and performing an overall 
assessment of the impact of legislation, primarily on the business environment.

The first significant step in the Serbian Government’s more strategic approach to regulatory 
reform was the introduction of mandatory RIA into the legislative process. The Government 
adopted amendments to its Rules of Operation in 2004, which provided that, for each new 
law as well as for other regulatory instruments such as decrees and orders, the responsible 
regulatory body would prepare a justification statement containing the analysis developed in 
accordance with the OECD Reference Checklist for Regulatory Decision-Making.

At the time of the introduction of mandatory RIA into the legislative process, it was clear 
that the institutions in charge did not have the capacity to perform RIA properly. However, 
the mere fact that an answer to the above-mentioned checklist was required represented a 
significant improvement. In addition, the introduction of RIA positively affected the process 
of public consultation because, prior to the introduction of mandatory RIA, draft legislation 
was considered to be confidential until its adoption by the Government.

Since Serbia’s regulatory bodies were overburdened with regulatory activities as well as po-
litical pressure to adopt regulations quickly, it is understandable that RIA implementation 
faced reluctance, as it was perceived as an additional obligation rather than a useful tool. The 
professional and technical capacities of regulatory bodies were such that they could not im-
mediately achieve full compliance with RIA implementation.

In order to ensure the implementation of the regulatory bodies’ newly established obligation 
to perform RIA, there was a clear need to provide compliance control, strong political sup-
port, and the required professional and technical capacities.

In order to secure oversight and political support, the Government empowered the already 
existing Council for Regulatory Reform to perform quality control of RIAs. Political support 
strengthened due to the recognition of the importance of this reform process in Serbia, while 
technical capacities were strengthened via the establishment of a technical Secretariat of the 
Council.
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Matrix 3: Use of regulatory impact analysis (RIA)

Se
rb

ia

FY
R

 M
ac

ed
o

n
ia

M
o

n
te

n
eg

ro

A
lb

an
ia

Bosnia and 
Herzegovina

B
iH

 S
ta

te

B
iH

 F
ed

er
at

io
n

 

R
ep

u
b

lic
 o

f 
Sr

p
sk

a

1. Use of regulatory impact analysis (RIA) 

1.1. Obligation to perform Regulatory Impact Analysis (RIA)

Formally introduced 3 3

Initiated 3 3 3 3

None 3

1.2. Is there independent RIA unit responsible for reviewing 
  the quality of the RIA?  

3 3

1.3. Is RIA formally required by law or by other binding  
legal instrument?     

3 3

1.4. Is RIA required for laws? 

Always 3 3*

Only for major laws

In other selected cases

1.5. Is RIA required for by-laws?       

Always

Only for major by-laws

In other selected cases

1.6. Is there written guidance on RIA? 3 3

1.7. Are regulators required to identify the costs and  
benefits of new regulation 

1.8. Does the impact analysis include the quantification of  
the costs and benefits of the new regulation? 

1.9. Is the RIA required to include assessments of other specific impacts: 

Impacts on competition 3 3

Impacts on small and medium businesses 3

Impact on specific social groups 3 3

Impacts on the budget 3 3

1.10. Is there an obligation to monitor and evaluate ex-post 
the extent to which the regulation meets its objectives?

* RIA is required for all laws except for those laws which are to be adopted under urgent procedure;   
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In the early stage of implementation, RIA was performed at a basic level, without any sub-
stantial analysis and usually at the end of the drafting process, and was used to justify deci-
sions that had already been made. The Government established the Council for Regulatory 
Reform as a temporary inter-ministerial body to oversee the RIA implementation and a 
technical secretariat to assist the Council in the performance of its tasks (Figure 6.7). 

Figure 6.7: Processes and Roles under a Regulatory Impact Analysis (RIA) System in Serbia
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In this period, RIA was mandatory for all laws as well as by-laws. Due to lack of capacities at 
the level of ministries as well as of the Secretariat of the Council for Regulatory Reform, the 
obligation to perform RIA on by-laws was postponed until the creation of the preconditions 
for its re-implementation (see Matrix 3).
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The RIA capacity building and training programs have been conducted (see Matrix 5) and 
are now officially a part of the Government’s civil servants Training Program. A RIA Manual 
was prepared to be used as a guideline for both decision makers and analysts in order to assist 
them in using RIA in their decisions, assessing the quality of RIAs and performing RIA. All 
these activities led to the gradual improvement of the quality of RIA and its implementation 
(Figure 6.8).

Figure 6.8: RIA model implemented in Serbia
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Source: RIA Manual, Radulovic, B, Marusic A and Dj. Vukotic 2010, http://www.ria.merr.gov.rs
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Transparency of the RIA process was enhanced by the Council’s web portal10. The RIA Web-
Portal encompasses the publication, information about the activities of the Council for Reg-
ulatory Reform, its opinions on RIAs performed by the ministries, and detailed examples 
of RIAs performed. As a result of the above-mentioned activities, the quality and quantity 
of the performed RIAs have gradually improved. Since 2007, 279 laws and RIAs have been 
analyzed (see Figure 6.9).

Figure 6.9: List of opinions of Serbian Council for Regulatory Reform based on RIA’s quality, 
2007-July 2010

Source: Council for Regulatory Reform database

However, to achieve full implementation of RIA and obtain visible results, the main pre-
conditions are: (i) full political support, (ii) strong financial support (by the Government 
and international organizations), (iii) a strong oversight body, and (iv) strengthening of the 
institutional capacity.

The Regulatory Reform Strategy for the period of 2008-2011 provides for further strength-
ening of RIA implementation, regulating that, in addition to “ex ante” RIA, “ex post” RIA 
will be implemented in order to analyse whether the legislation has been creating the impacts 
that were foreseen in the “ex ante” RIA. 

Further institutional strengthening and sustainability was secured by the transformation of 
the current Council for Regulatory Reform (mostly staffed by external experts) into a per-
manent Office for RIA and Regulatory Reform at the centre of the Government (December 
2010). This body has the mandate to oversee implementation of RIA as well as to continue 
working on the administrative simplification agenda (Figure 6.7).

The obligation to perform RIA was officially introduced into the legislative system of FYR 
Macedonia in 2008 with amendments to the Rules of Operation of the Government and 
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the implementation of this new mechanism became obligatory from 1st January 2009. RIA 
is obligatory for all draft laws, with the exception of laws that are in an “urgent” adoption 
procedure. As of 1st January 2009, the Sector for Economic and Regulatory Reforms in the 
General Secretariat has the role of implementing RIA at the centre of the Government and 
reviewing proposed legislation. In each of the ministries, a network of legal and economic 
officials is in charge of preparing the RIAs. This network of officials became the group of key 
legal and economic experts that assist ministers and senior officials in preparing policies and 
regulations. Since the formal introduction of RIA into the legislative system of FYR Mace-
donia, more than 170 RIAs have been conducted, which represents 82% of all adopted laws 
since 1st January 2009.

Albania still has not officially introduced RIA into the legislative system. The first significant 
attempt to introduce RIA as an integral part of the Albanian regulatory reform framework 
was made in the Government Regulatory Reform Action Plan of March 2006. This docu-
ment included the development of the Government’s capacity to improve the quality of new 
regulations through Regulatory Impact Assessment. It was envisioned that the responsibility 
for the preparation of RIA for new regulations and policies should lie with the relevant min-
istries and that a network of legal and economic officials should be set up in selected line-
ministries. It was also envisaged that quality control, monitoring, and evaluation of the pace 
and quality of regulatory reform, including the implementation of RIA, should be carried 
out by the Trade Policy Department within the Ministry of Economy.

Albania’s most concrete steps towards establishing an RIA process were: (i) applying RIA 
principles in the area of business registration and licensing through an order of the prime 
minister; (ii) developing a policy paper in co-operation with the World Bank (BERIS Proj-
ect) to outline the processes required to establish an RIA system; and (iii) holding awareness-
raising seminars and workshops in order to discuss plans to implement RIA with the public 
administration (OECD, 2010).

The RIA strategy was adopted in December 2010.  It envisages RIA introduction into the 
Albanian legal system by the end of 2011. Prior to the adoption of the RIA Strategy, a num-
ber of activities related to RIA implementation were undertaken, including RIA training of 
government officials (2009-2010) 2 RIA pilots (2010), the preparation of RIA guidelines 
(2010).

RIA implementation in Bosnia and Herzegovina is still in its early stages. Republic of Srpska 
has made much greater advances in implementing RIA in its legal system than the state level 
in Bosnia and Herzegovina and the Bosnia and Herzegovina Federation. After the finaliza-
tion of a regulations guillotine project, RIA implementation began in Republic of Srpska as 
part of an ex-ante review mechanism to assure the quality of new or amended legislation. The 
Council for Regulatory Reform, which was established in 2006 in order to coordinate and 
assist the Ministries in the carrying out of the regulatory guillotine, has also been empow-
ered to conduct ex-ante RIA in 2009. The Council is supported by a small secretariat – the 
Department for regulatory reform, established within the Ministry of Economic Relations 
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and Regional Cooperation. The first pilot project RIA of the Law on Spas was finalized in 
October 2007. The realization of the second RIA pilot, the Law on tourist taxes, was final-
ized in 2009, while the third RIA pilot, Labour Law, is underway. The RIA capacity building 
and training programs are underway and a RIA manual has been drafted. The preparation 
of a medium term Regulatory Impact Assessment (RIA) Reform Strategy (2011 – 2015) is 
underway in Republic of Srpska and will be based on 3 pillars: (i) implementation of the 
Strategy for the medium term of 2011 – 2015, (ii) increased implementation capacities 
through the consolidation of the central reform mechanisms and the establishment of regu-
latory administrational system for the ex-ante and ex-post control of drafts and legal acts, 
with the power to promote, predict, and monitor the results over a medium term, and (iii) 
consolidation of better regulatory institutions to support the consultation process. 

RIA implementation has also been initiated at the state level in Bosnia and Herzegovina, but 
it is in its earliest stages. One RIA pilot project for the FDI law was conducted by the Min-
istry of Foreign Trade and Economic Relations, and four RIA pilots were conducted by the 
Directorate for European Integrations. The pilot project for the FDI law was very successful, 
with highly positive effects for foreign private investors. The establishment of a RIA unit 
within the Ministry of Foreign Trade and Economic Relations has been initiated and several 
civil servants from this Ministry have been trained for RIA. RIA has still not been initiated 
in the Federation of Bosnia and Herzegovina but, after the guillotine project initiated there, 
it can be expected that the use of RIA will be recognized as an important ex-ante tool. 

The Administration Reform Strategy in Montenegro 2002-2009 aimed to introduce the 
RIA system into the legislative system by 31st December 2009. Although that strategic goal 
has not been accomplished yet, RIA implementation is one of the three main pillars of 
regulatory reform in the strategic Action plan of regulatory reform of Montenegro, adopted 
in December 2009. According to this Action plan, full implementation of RIA is expected 
by early 2011.The implementation of RIA will be conducted in four stages: (i) creation of 
the legal framework for the introduction of RIA into the legislative system of Montenegro 
(with amendments to the Rules of Operation of the Government), (ii) establishment of the 
Institutional Framework for RIA, (iii) adoption, enactment, and implementation of RIA in 
the legislative system of Montenegro, and (iv) RIA Capacity Building.

The Council for regulatory reform, which is directly responsible for the implementation of 
the Action plan for regulatory reform, and RIA implementation, as one of the segments of 
the Action plan, are chaired by the Deputy Prime Minister for international economic co-
operation, structural reforms and improvement of business environment. The project imple-
mentation has been initiated and a pre-RIA unit has been established in the Ministry of 
Finance, which is to be transformed into a permanent RIA unit in charge of administrative 
and technical support for the Council for regulatory reform and improvement of business 
environment. The Council for Regulatory Reform was established in December 2009 in 
order to coordinate and assist Ministries in the implementation of regulatory guillotine, and 
has also been empowered to conduct ex-ante RIA. The Council will be supported by an op-
erational team, which is expected to be established by the end of 2010. The establishment of 
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the RIA unit is underway, and the first stage of RIA introduction will include a modification 
of the legal framework and an endorsement of RIA as a part of the legal technique process.

In the countries of the region, RIA implementation lags behind activities related to the 
simplification of existing legislation because it requires not only political support, but also 
resources for training, performing adequate RIAs, and the establishment of adequate in-
stitutional infrastructure. Investing into a good RIA system does not produce immediate 
results and is therefore less attractive to the political structures. RIA is at an early phase of 
implementation in most of the countries in the region and it is necessary to raise the aware-
ness of its significance in order to secure its place as a stable and integral part of the legislative 
process.

6.3.2. Public consultation 

Most of the Western Balkan countries have introduced a legal obligation for public consulta-
tion on legislative proposals for laws that significantly change the legal regime in a certain 
area or are of a particular interest to the public. This obligation has been formally introduced 
for all draft laws only in FYR Macedonia and Bosnia and Herzegovina. In these two coun-
tries, interested non-governmental groups are supposed to be consulted from an early stage of 
the drafting process. However, draft laws of particular importance may be discussed in broad 
circles in all countries of the region. In such cases, representatives of state institutions, busi-
ness associations, NGOs, experts of international organizations or institutions and so forth 
can be included. The consultation process may continue in law-adopting procedures in the 
parliament, but it is not obligatory. The standing committees may organize public consulta-
tions with all stakeholders in order to get their opinions on laws of certain importance before 
discussing the draft laws at the plenary session.
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Matrix 4: Public consultation
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1. Public consultation 

1.1. Is public consultation with parties affected by regulations   a part of developing draft laws?       

Always 3 3 3 3 3

In most of the cases 3 3

In some cases

1.2. Is consultation mandatory?  

For all laws 3 3 3 3

For complex and systematic laws 3 3 3

1.3. What forms of public consultation are routinely used: 

Broad circulation of proposals for comment  
(e.g. through Internet)

3 3 3 3 3 3 3

Public meetings, roundtables, focus groups 3 3 3 3 3 3 3

Advisors or experts 3 3 3 3 3 3 3

1.4. What is the minimum period for allowing consultation  
comments inside government (in days)? 

101 7 15 15 7 7 7

1.5. What is the minimum period for allowing consultation  
comments by the public, including citizens and business  
(in days)? 

302 103 304 30 15 30 30

1.6. Are the views of participants in the consultation process  
made public?  3 35 3 3

1.7. Are the views expressed in the consultation process  
included in the regulatory impact analysis? 3 36 37

1.8. Is there a process to monitor the quality of the  
consultation process? (e.g. surveys or other methods,  
please specify in comments) 

3

1 According to the Rules of Procedure of the Government of Serbia, the minimum period for allowing comments inside 
the Government is 10 days for all regulations, while 20 days is prescribed for systemic laws.

2 The Rules of Procedure of the Government of Serbia do not contain an explicit term for the consultation process, but 
in practice the term is on average 30 days.

3 Maximum 10 days for interested parties to comment on draft laws in the National Electronic Register of Regulations or 
web sites of ministries.

4 For laws which are the subject of public consultation, in practice the term is on average 30 days.
5  The views of participants in the consultation process for laws that are the subject of the public consultation are in-

cluded in the explanation of the law and are available to the public via the web site of the parliament.
6  For RIA pilots.
7  For RIA pilots.

Public consultation in Serbia was not mandatory until October 2004. After the amendments 
to the Rules of Operation of the Government, public consultation became obligatory for 
laws that significantly change the legal regime in a certain area or are of particular interest 
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to the public. In all other cases, public consultation is not mandatory, but can be performed 
if the proposer of the law considers it necessary. Public consultation in Serbia usually takes 
the form of: informal consultation with selected groups; broad circulation of proposals for 
comment (e.g. through Internet); public meetings, roundtables, focus groups; analysis by 
advisors and experts. 

Even though public consultation in the process of drafting laws and other legal acts is still 
not obligatory in Montenegro, the Rules of Operation of the Government of Montenegro 
prescribes that preliminary consultation can be held in the process of drafting laws and other 
regulations that govern complex and systematic issues. The Rules of Operation of the Gov-
ernment of Montenegro allow for public consultation when the Government determines it 
necessary for the drafting process. In such cases, the Government determines the consulta-
tion program, appoints the body to perform it, and sets consultation deadlines.

Public consultation in FYR Macedonia became obligatory January 1, 2009, with the intro-
duction of the obligation of public consultation from the early phase of the drafting process. 
The consultation is to be performed through posting the draft law on the web site of the 
ministry in charge and in the Electronic register of regulations, in order to get comments 
from the interested stakeholders.

Public consultations in Bosnia and Herzegovina are formalized in the Rules on Consultation 
in Legislative Drafting and the Rules of Procedure of Parliaments of Bosnia and Herzegovina 
and entity parliaments. Rules on Consultation in Legislative Drafting prescribe that Min-
istries and other government bodies in Bosnia and Herzegovina can organize consultations 
during any phase of the law drafting process. The Rules also specify the minimum obligations 
for conducting these consultations. According to the Rules, after finalizing the pre-draft law, 
every institution is obliged to make the draft law available on its web-page and provide the 
option of receiving comments through the Internet and to send the text of the draft law for 
comments to a number of interested stakeholders and other relevant Government bodies. 
For laws of significant public interest additional consultations should be conducted and 
this process can include a much broader cross-section of interested stakeholders, including 
NGOs, local and international experts, other government bodies, and the legal community.

Albania has also introduced the obligation to conduct public consultation with all relevant 
stakeholders from the first steps of the law-drafting process. Draft laws of particular impor-
tance can be discussed in broad circles where representatives of state institutions, NGOs, 
experts of international organizations or institutions, and others can be included. Although 
there is no formally introduced obligation of public consultation in the Parliament, consulta-
tion may take place during the law-adopting process. The standing committee may also orga-
nize public hearings with experts, representatives of civil society and other interest groups.

Even though, in practice, public consultation sometimes goes beyond the requirements of 
the legal system, business organizations and NGOs often complain about the limited time 
they have to express their opinion, or about not being asked for their opinion at all.
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6.3.3. Forward planning of regulatory activities

Forward planning of regulatory activities assesses the extent to which governments in West-
ern Balkan 5 countries are planning their legislative activity in advance. Forward planning 
allows more active public consultation by providing greater notice to stakeholders and thus 
ensuring them more time for submitting their proposals.  In the context of the parliament, 
forward planning by the government and the communication of these plans to the parlia-
ment is essential to prevent parliaments from becoming overburdened with a sudden influx 
of draft laws. Proper forward planning allows parliaments to thoroughly discuss draft laws 
and to establish well-informed opinions. (OECD, 2010).

Matrix 5:  Forward planning of regulatory activities
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1. Forward planning of regulatory activities 

1.1. Plan of legislative activities of the Government 3 3 3 3 3 3 3

Is the plan available to the public (i.e. via the Internet) 3 3 3 3 3 3

1.2. Plan of legislative activities of the Parliament 3 3 3

Is the plan available to the public (i.e. via the Internet) 3 3 3

1.3. Is there monitoring of the implementation of the       
legislative activities plan of the Government

31 3 3 3 3 3 3

1 General Secretariat of the Government monitors the implementation of the legislative activities plan of the 
Government.

Even though the forward planning system of regulatory actions has not yet been fully estab-
lished in Serbia, some foundations for forward planning mechanisms already exist. The Ser-
bian Government requests that ministries present to the General Secretariat of the Govern-
ment an annual operational program which includes the plan of legislative activities during 
the coming year. Such plans are unified into the annual Government Plan. However, such 
a plan is not published and is therefore not available to all stakeholders. Further progress in 
this area is expected to be achieved in the forthcoming period, as there are activities under-
way that will establish an electronic system and database for the planning of ministries and 
Government activities, including legislative activities.

In accordance with the Rules of Operation of the Council of Ministers of Bosnia and Her-
zegovina, the Council of Ministers adopts an annual work plan. The Plan is produced by 
line ministries and other government bodies and consists of a legislative and a thematic part. 



PROGRESS IN TRANSITION AND REFORM IMPLEMENTATION IN SERBIA COMPARING TO OTHER WESTERN BALKAN COUNTRIES124

Entities’ governments apply similar procedures in the process of preparing and adopting their 
annual work plans. Accordingly, for each calendar year, the Bosnia and Herzegovina Council 
of Ministers is establishing a strategy for preparing legislative proposals and harmonizing 
them with EU legislation, which is to be updated on a quarterly basis. Similar procedures are 
followed by the Entity Governments.

The Rules of Procedure of both Houses of the Parliamentary Assembly of Bosnia and Herze-
govina prescribe similar systems for drafting their annual work plans. These plans are based 
on proposals and opinions submitted by the Bosnia and Herzegovina Presidency, the Bosnia 
and Herzegovina Council of Ministers, and all parliamentary committees. Taking into con-
sideration these proposals and any other issue already in process, the Extended Collegium 
considers and adopts the work plan. Entity parliaments and the Parliament of Brčko District 
are also obliged to adopt annual plans. 

The forward planning system in Albania is based on longer term sectoral and inter-sectoral 
development strategies and is driven by the European Integration short and medium-term 
priorities, including the approximation of the legislation with the acquis. The system is also 
based on the medium-term (four-year) Government Program, with law initiatives included 
in the planned reforms. Based on an Integrated Planning Calendar forwarded to the line 
ministries (and independent agencies) at the beginning of each year, each ministry produces 
an Integrated Plan that contains the major commitments for the core policy, the legislation 
initiatives, and the financial processes. Regulatory actions are a part of the Integrated Plan 
of each ministry involved in the Regulatory Reform. In addition, a separate Action Plan of 
Regulatory Reform deals specifically with regulatory actions. 

The forward planning system in FYR Macedonia is relatively well developed and has been 
strongly influenced by its EU accession process. The planning system is based on the medi-
um-term Government Program (2008 – 2012) while strategic planning is made operational 
through annual government programs, which define the laws that need to be enacted each 
year. 

A forward-planning system of regulatory actions in Montenegro was introduced in 2001, as 
an integral part of the Annual Government work programme. The Programme was passed 
pursuant to: (i) the Programs of the candidates for Prime Minister, approved by the Parlia-
ment and (ii) the Agenda of Economic Reforms 2002-07, as a medium-term review of the 
Government Programme, which defined the politics, goals, competent bodies and institu-
tions responsible for their implementation. The National Program for Integration of Mon-
tenegro into the EU for the period of 2008-2012 (June 2008) includes the national plan 
for the adoption of European law. In addition to the Programs of the candidates for Prime 
Minister, this Plan provides a basis for drawing up annual Government work programs. The 
Government’s annual Program includes: (i) thematic and (ii) legislative segments. The Pro-
gram also includes the mentioned regulatory actions and is published on the Government 
website and available to the public.
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6.3.4. Review of existing legislation 

Matrix 6: Review of existing legislation
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1. Review of existing legislation

1. 1. Systemic (one time) review of existing legislation

Implemented 3 3

In progress 3 3 3

None

1.2. Partial-sectoral (one time) review of existing legislation

Implemented 31 3 3

In progress 3 3

None

1.3. Is periodic evaluation of existing regulation mandatory? 

For all policy areas?

For specific areas (economy) 3 3 3

Not required 3

1.4. Do these programs include quantitative targets? 3 3 3 3

1.5. Do these programs include qualitative targets? 3 3 3 3 3 3

2. Is there a possibility for the public to make  
    recommendations to modify specific existing regulations? 3 3 3 3 3 3 3

3. Training in regulatory quality skills 

3.1. Do capacity building programs exist to better equip 
civil servants with the skills to develop regulation? 

3 3 3 3 3 3 3

3.2. Does this include training in how to conduct regulatory 
impact analysis?

32 33 3 34

3.3. Is general guidance on the regulatory policy and its 
underlying objectives publicly available/ distributed to 
regulatory officials? 

32 33 3 3 3 34

1 A review of the legislation related to business start ups was implemented in 2004, resulting in the establishment of a 
new administrative “single window” agency for businesses.

2 Available on the Internet Site of the Council for Regulatory Reform (www.ria.merr.gov.rs). 
3 Handbook on practical implementation of RIA.
4  RIA strategy, which is expected to be adopted by the end of 2010, envisages a publication of an extensive rulebook on 

RIA.
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Simplification efforts have evolved in recent years in the context of growing pressure from 
businesses to reduce administrative burdens and improve economic performance, in particu-
lar in the context of the current global financial and economic crisis. Even at the EU level, 
simplification is an important part of the regulatory reform agenda, as seen through the goal 
of reducing administrative burdens by 25% and establishing the Impact Assessment Board.

In most Western Balkan countries, the comprehensive elimination or replacement of re-
dundant and unnecessary regulations are seen as an important precondition for the creation 
of a new legal system in line with market economy standards to help foster an investment-
friendly environment (Penev, Marušic 2009).

The implementation of the regulations guillotine in Serbia is one of the main components of 
the Regulatory Reform Strategy. The Serbian Government established a special task force, the 
Regulatory Review Unit, as the expert body in charge of implementing this reform.

The principal goal of this reform is to reduce administrative operational costs by 25% by 
2011, through abolishing or amending regulations that are outdated, creating unnecessary 
administrative costs or not being applied. The aim of this reform is not focused so much on 
the specific number of legislations abolished as on the abolishment of unnecessary admin-
istrative procedures, decreasing costs and overall regulatory risk, and increasing the com-
petitiveness of the Serbian economy. This reform is being conducted in 4 main phases: (i) 
inventory, (ii) analysis, (iii) recommendations, and (iv) implementation.

Now completed, the inventory phase catalogued approximately 6000 regulations in force in 
Serbia, reported by 24 ministries and 76 regulatory bodies. This electronic database could 
serve as the basis for the creation of an electronic register of regulations, which is to be estab-
lished in the final phase of the guillotine implementation.

In the analysis phase, approximately 2000 regulations that affect business were reviewed and 
analyzed. Direct communication between the government and the business community re-
sulted in approximately 800 proposals aimed at simplifying business operations and reducing 
administrative costs in the country.

In the recommendations phase, the Regulatory Review Unit produced a specific set of 340 
recommendations that contains a list of regulations to be abolished and a list of regulations 
to be amended. The implementation of these recommendations would result in nearly 200 
million Euro in annual savings for Serbian businesses.

In the first phase of implementation the Government adopted 217 out of 340 recommended 
measures. One third of the adopted recommendations have already been implemented while 
the implementation of the remaining recommendations is in progress. Thus, recommenda-
tions that will result in around 120 million Euro of annual savings for businesses have either 
been fully implemented or are in the process of implementation.
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There are 115 recommendations that are still controversial and in the process of negotiation 
between the Regulatory Review Unit and the relevant regulatory bodies, and which carry 
potential savings of an additional 70 million Euro per year.

With the aim of creating a favourable legal and regulatory environment, the Program of the 
Government of FYR Macedonia 2006–2010 anticipated the implementation of a process 
of massive deregulation and reform of the regulatory institutions. The reform was compre-
hensive and included all regulations relevant for the economy. The Government adopted the 
Decision for Introducing the Regulations guillotine in November 2006. The Reform was 
focused on repealing certain bureaucratic procedures for reducing corruptive actions and 
enhancing the business climate, and encompassed the following groups of regulations: (i) 
licenses and permits; (ii) administrative fees; (iii) administrative procedures; (iv) agriculture 
and agribusiness procedures, and (v) abolishing 363 regulations from the period when FYR 
Macedonia was part of former Yugoslavia. In order to implement the Regulations guillotine 
program, the Government established an institutional structure comprised of a Coordinative 
Committee headed by the Deputy Prime Minister for economic affairs and a Committee 
for Regulatory Reforms, which provided political support to the project, as well as working 
groups of ministries and state administrative bodies, which provided the operations level 
presence.

The reform was performed in three phases: (i) drafting a list of regulations and the assess-
ment of the justification of each regulation; (ii) reassessing the justification of regulations 
and determining whether to amend, annul, or leave regulations as is; and (iii) introducing a 
unique electronic register of regulations published on the Government website. The first two 
phases have been completed, while the establishment of the electronic register of regulations 
is in its final phase.

Unlike in FYR Macedonia, where the approach was to implement an overall simplification, 
the approach in Bosnia and Herzegovina is sectoral and is mainly focused on the reduction 
of administrative burdens in the area of licensing and inspections.

The process of simplifying existing regulations in Bosnia and Herzegovina was initiated 
in 2006, at the entity level, in Republic of Srpska, through the regulations guillotine. The 
goal of the guillotine was to remove unnecessary and inefficient regulations and formalities 
that burdened the costs of operation in Republic of Srpska. The Government established an 
Economic System Regulatory Reform Council, chaired by the Prime Minister, in order to: 
(i) initiate and monitor economic system reform, (ii) present initiatives and proposals for 
amendments to the existing laws and pass new laws, regulations and by-laws, and (iii) give 
preliminary opinions on draft laws and other draft regulations, which are important for busi-
ness environment improvement and successful operation and development of companies and 
entrepreneurship. A Registry of Procedures and Approvals and Inspection Procedures and 
Control Subjects was established and contains a database of all procedures and approvals, as 
well as inspection procedures and control subjects. This database was designed to contain all 
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necessary information for individual procedures and approvals, as well as inspection proce-
dures and control subjects. One of the main areas of this reform was the inspections system, 
where radical improvements have been achieved.

After the finalization of the regulations guillotine in Republic of Srpska, a similar project was 
envisioned in the Federation of Bosnia and Herzegovina, focusing mainly on the applica-
tion of the guillotine approach to (i) the area of inspection and (ii) the improvement of the 
business environment. Such reform has not yet been initiated at the state level in Bosnia and 
Herzegovina.

In Albania, some segments of this reform are under way and visible progress has been achieved 
in the deregulation of the licensing system and business registration. A Regulatory Reform 
Action Plan endorsed by the Council of Ministers in March 2006, with the aim of guiding 
implementation of reform actions in the following three years, incorporated elements of the 
deregulation/re-regulation process, such as (i) the improvement of the existing legal frame-
work through the removal of administrative barriers to business and (ii) the overall simpli-
fication of the regulatory framework affecting business. As a result of the above-mentioned 
activities, the business registration process was completely transformed from a multiple-step 
process requiring action by courts, central tax administration, local tax administration, and 
labor administration to a simultaneous one-stop administrative process, and the reform in 
the licensing system transferred prior control to post control, introduced the principle of 
silence is consent, and eliminated all excessive licensing requirements.

Reform in Montenegro was initiated by the Government of Montenegro with the adoption 
of the Action plan for Elimination of Business Barriers (2007) and the establishment of the 
Montenegro Council for elimination of barriers to business (2008) as a body responsible for 
its implementation. After some positive results from the implementation of this program, the 
Government of Montenegro adopted a strategic Regulatory reform action plan in Decem-
ber 2009, with the regulations guillotine as one of its segments. The Government renamed 
the Council for the elimination of barriers to business the Council for regulatory reform 
and improvement of business environment and redesigned it as a body responsible for the 
implementation of this Action plan. The Council is supported by an Operational team for 
regulatory reform, headed by the advisor to the deputy Prime Minister for political system 
and internal policy.

The principal goal of this reform, which has already been conducted in several countries in 
the region, is to reduce the administrative costs of operation by abolishing or amending regu-
lations that are outdated, creating unnecessary administrative costs or not being applied. This 
program will be conducted in 3 main phases: (i) inventory and collection, (ii) revision, and 
(iii) adoption, enactment and implementation. The realization of the first phase is underway 
and is expected to be finalized by the end of September 2010, while the finalization of the 
project is predicted for the end of March 2011.
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The simplification of existing regulations, in particular by using tools such as the regulations 
guillotine, is an attractive reform for the political structures that operate in an insufficiently 
stable political environment such as the Western Balkan region, because this reform can 
show concrete results in a short period of time. Consequently, in most of the countries in the 
region, political support for reform was widespread. The quality of the implementation of 
this reform depends not only on the quality of participation of all stakeholders, but also on 
continued political support throughout the process (Penev, Marušić, 2009).
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6.4. Institutional arrangements to promote regulatory quality

No unique institutional model exists for a systematic approach to regulatory reform. In 
international practice, there is a great variety of institutions that share different responsibili-
ties and work on the basis of different methodologies. Two main institutional set-ups are 
possible:

 A decentralized institutional framework that does not rely on a specific oversight 
body. Responsibilities are shared by different regulatory institutions and line minis-
tries, which use extended consultation and coordination mechanisms to find agree-
ment and consensus.

 A centralized institutional framework that relies on an oversight body for regulatory 
reform located at the centre of government. Its powers are supported by either the 
prime minister’s office or the budgetary decision-making institution, e.g. the minis-
try of finance.

The pace of regulatory reform can be increased with the right regulatory management struc-
ture. Change can be driven by central units with longer term, whole-of-government views. 
In the longer term, such regulatory management units should be responsible for continuing 
adaptation and improvement of regulatory systems as external conditions change, informa-
tion becomes available, and new problems arise.11

The Western Balkan countries have selected different institutional models for regulatory re-
form. While some of the countries have a centralized framework within the prime minister’s 
or deputy prime minister’s office (Serbia, FYR Macedonia, Montenegro), others have tempo-
rary or permanent bodies at the level of line ministries (Albania, Bosnia and Herzegovina).

The Serbian Government established an Inter-ministerial Working Group on Deregulation 
in 2003 as a temporary body with the mandate to propose amendments to existing regula-
tions and adopt new regulations, with the aim of “deregulating” and simplifying the business 
environment. The working group was chaired by the Deputy Minister of Economy and its 
members were assistant ministers from other relevant ministries. Most of this working group’s 
activities were focused on the simplification of the existing framework for business operation. 
One of the group’s significant steps was to abolish inspections prior to the commencement 
of business activities. The Company Law was amended to provide that the fulfilment of the 
criteria for performing specific business activities is to be checked during the course of busi-
ness operations and not prior to registration.

In parallel, a Business Advisory Council was established in 2003 to provide input and pro-
posals for simplifying the business environment for the Inter-ministerial Working Group. 
This council, however, only had an active role until 2004.

After the introduction of mandatory RIA into the legislative process that year, the Inter-
Ministerial Working Group on Deregulation was transformed into the Council for Regula-
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tory Reform, now chaired by the Vice Prime Minister in charge of economic development, 
with new competencies that included issuing opinions on draft laws from the perspective of 
whether the RIAs performed by the ministries are appropriate.

Matrix 7:  Institutional arrangements to promote regulatory quality
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1. Central regulatory oversight authority (administrative and political) 

1.1. Is there a dedicated body (or bodies) responsible for  
regulatory reform?

3 3 3 3 3

1.2. Administrative location of the main central body

Prime Minister’s Office 3 3

Deputy Prime Minister’s Office 3

Ministry of Justice

Ministry of Finance 3 3

Ministry of Economy 3 3

1.3.  Is periodic evaluation of existing regulation mandatory? 

Is this body consulted in the process of developing new 
regulation? 

3 3 31 3

Is this body entrusted with the authority of reviewing and 
monitoring regulatory impacts conducted in individual 
ministries?

3 3 3

Does this body report on progress made on reform by 
individual ministries?              

3 3

2. Parliamentary oversight of regulatory policy 

2.1. Is there a dedicated parliamentary committee or other 
parliamentary body with responsibilities that relate 
specifically to the regulatory policy/regulatory reform 

1  General Secretariat in FYR Macedonia can be consulted during the preparation of Initial/Complete RIA regarding the 
details of the process of RIA and necessary analysis, methods for assessment of costs and benefits, scope of the con-
sultation process and the connection of the draft law with the strategic priorities of the Government.

With the aim of facilitating the communication between businesses and the Government re-
lated to regulatory reform issues, in particular economic legislation intended to improve Ser-
bia’s business and investment environment, the need for a better public private partnership 
was recognized, leading to the re-establishment of the Business Advisory Council in 2010.
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The process of establishing Serbia’s institutional framework for regulatory reform was com-
pleted with the transformation of the existing Council for Regulatory Reform into a perma-
nent RIA unit (December 2010) with the mandate deal with the quality control of RIA as 
well as with the reduction of administrative burdens on a permanent basis.

In order to implement the Regulations guillotine program, the Macedonian Government 
established the following institutional structure: (i) Coordinative Committee headed by the 
Deputy Prime Minister of the Government for economic affairs, which provides political 
support to the project and is supported by the Sector for Economic policies and Regulatory 
Reform, (ii) Committee for Regulatory Reforms, comprised of representatives of the Sector 
for Economic System Current and Development Policies and heads of the ministries’ work-
ing groups, and (iii) working groups of the ministries and state administrative bodies that 
provide the presence of the operative level of the administration.

A Council for the elimination of barriers to business was established by the Government of 
Montenegro in 2008 as a body responsible for the implementation of the Action plan for 
Elimination of Business barriers (2007). After the adoption of the strategic Action plan of 
regulatory reform in December 2009, the Council for elimination of barriers to business was 
renamed the Council for regulatory reform and improvement of business environment and 
redesigned as a body responsible for the implementation of that Action plan.

In Bosnia and Herzegovina, there is no body responsible for regulatory reform at the state 
level nor within the Bosnia and Herzegovina Federation. However, the Council for regula-
tory reform, established by the Government of Republic of Srpska in 2006, is responsible for 
the implementation of the regulatory guillotine.

In 2005, the Council of Ministers in Albania established a Regulatory Reform Task Force to 
lead the design and implementation of a comprehensive regulatory policy. It was supported 
by the Trade Policy Department within the Ministry of Economy, Trade and Energy. In order 
to accelerate regulatory reform, which was made a government priority, this department has 
been strengthened.
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6.5. Regulatory reform at sub-national level

The OECD’s 2005 Guiding Principles for Regulatory Quality and Performance “encourage 
Better Regulation at all levels of government, improved co-ordination, and the avoidance of 
overlapping responsibilities among regulatory authorities and levels of government” (OECD, 
2005). 

In many countries local governments are entrusted with a large number of complex tasks, 
covering important parts of the welfare system and public services such as social services, 
health care and education, as well as housing, planning and building issues, and environmen-
tal protection. Licensing can be a key activity at this level. These issues have a direct impact 
on the welfare of businesses and citizens. Local governments within the boundaries of a state 
need increasing flexibility to meet economic, social and environmental goals in their particu-
lar geographical and cultural setting (OECD, 2010a: 165). 

High-quality regulation at one level of government can be undermined by poor regulatory 
policies and practices at other levels, impacting negatively on the performance of economies 
and on business and citizens’ activities (OECD, 2009: 8). Sub-national regulatory quality 
is also important because there is a strong regional influence in the capacity of a country to 
attract investment and create jobs (García Villarreal, 2010). 

Sub-national political entities, whether states, provinces, regional governments or municipal-
ities, have an important function in fostering a sound business climate. The consequences of 
ineffective, excessive or, in some instances, inappropriate regulation generally have adverse ef-
fects on investment and economic development. Simplifying the regulations associated with 
doing business at the sub-national level can stimulate private sector investment and growth, 
making it easier for informal firms to participate in the formal economy, and promote more 
even growth patterns within a country (World Bank, 2006). 

Western Balkans 5 countries have already recognised that high-quality regulations and their 
implementation are essential preconditions for the harmonisation of their legal systems with 
the EU’s acquis communautaire, and for creating a better business climate nationally and 
locally. All the efforts undertaken by the countries of the region at the local level are in con-
junction with the EU agenda, given that the prosperity of Europe is built on its businesses. 

In the scope of its Western Balkan 5 national level regulatory reform program, the local 
governments in cooperation with the IFC (as a part of the World Bank Group) have started 
the implementation of sub-national reforms in the countries of the region, beginning with 
Serbia and in Bosnia and Herzegovina in 2007, followed by Montenegro (2008) and Albania 
(2010). So far the sub-national reforms are implemented in the above mentioned munici-
palities: 
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6. Serbia (2007) – Uzice, Vranje,  Zrenjanin, Krusevac, city of Nis and its municipali-
ties including: Crveni Krst, Medijana, Niska Banja, Palilula, Pantelej.

7. Bosnia and Herzegovina (2007) – at the Entity Level in Federation of BiH and Re-
public of Srpska and at the Sub-entity level in: Banja Luka, Novo Sarajevo, Mostar, 
Gorazde, Modrica, Novi Grad, Zvornik, Tesanj, Doboj, Bihac, Visegrad, Bijeljina, 
Siroki Brijeg, and Zapadno-Hercegovacki Canton. 

8. Montenegro (2008) – Bar, Bijelo Polje, and Niksic.
9. Albania (2010) – Dures, Shkoder, and Vlore. 

The main objective of local level regulatory reform the reduction of entrepreneurial depen-
dence on excessive administrative regulations and the minimisation of business costs such as 
obtaining licences, authorisations, and permits. 

The main goal of the sub-national regulatory reform in the countries of the region is the 
elaboration of new norms and the creation of new regulatory mechanisms, which would pos-
itively influence competitiveness and private investment growth. These reforms are mainly 
focused on: (i) reducing the cost and time required to comply with business administrative 
procedures, including licenses and permits; (ii) improving the capacity of governments to 
manage administrative and licensing procedures related to business operations and deliver 
services to businesses; and (iii) establishing a transparent and legally secure Registry of ad-
ministrative procedures and related information for businesses and the general public.

The basic approach for designing and implementing the reforms at the local level is based on 
the following guiding principles: (i) local ownership and leadership, (ii) regional focus, (iii) 
standardized project design to ensure scalability and explicability, (iv) sequencing – phased 
approach to project design and implementation, (v) sustainability, (vi) capacity building and 
(vii) leveraging inputs and increasing impact by: building on prior or ongoing policy and 
regulatory reform work on the national and sub-national levels.  

The main focus of the sub-national regulatory reform in the countries of the region has been 
on simplification of regulatory processes.  The simplification and review of the regulations 
on the sub-national level is linked with the regulatory reform on the national level, and is 
monitored by the national oversight authorities (e.g. Council for Regulatory Reform – in 
Serbia and Council for Regulatory Reform and Business Enabling Environment – in Mon-
tenegro). The implementation of the better regulation and simplification components is be-
ing done with substantial public/private consultation. The solution design work focuses on 
governance, organizational, business process re-engineering, and capacity building in order 
to support the institutionalization of reforms and increase the sustainability of the recom-
mendations. 

With improvements in the transparency and consistency of regulation, localities need to fo-
cus on better service delivery - delivering quality services to businesses and the public. This 
requires a fundamental shift from a centre-oriented approach to a service-delivery approach, 
in relations with businesses and general public.
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Box 6.6:  Methodological approach to the review of sub-national regulations in  
 Western Balkan countries

All implemented reforms follow similar methodology and approach in dealing with the local regulations:

- Inventory - local officials mapped all existing administrative procedures affecting businesses and 
citizens.

- Consultation process with businesses - focus groups and workshops were convened for indi-
vidual entrepreneurs, representatives of business associations, chambers of commerce, community, 
and civil society. The consultations produced feedback on the administrative procedures along with 
recommendations for the simplification on the local and national level.

- Review of formalities - in each locality, a task force systematically reviewed the Inventory and 
made recommendations for the local and the national level. Recommendations were related to 
elimination or simplification of documents, forms and procedures; shortened deadlines for pro-
cessing paperwork; and reduction in related taxes and fees. In addition, the task forces took into 
consideration the recommendations from focus groups.

- Adoption and implementation of recommendations and establishing an Internet based 
register of administrative procedures – Task Force adopted recommendations for simplification; 
based on adopted recommendations city officials created and adopted city decisions and other reg-
ulations needed for simplifying administrative procedures and their elements; new Internet-based 
registry of simplified administrative procedures was established and a system of quality control was 
introduced to monitor new regulations.

Simplification and service delivery activities in the four above-mentioned Western Balkan 
countries have been conducted in the following areas:

1. Streamlining and simplifying city/municipal submission forms 
2. Eliminating information requirements
3. Reducing processing time
4. Reducing/eliminating documentation requirements
5. Reducing/eliminating taxes and fees

The most significant results in Serbian sub-national reform have been achieved in reducing 
processing time in dealing with administrative procedures (96%) and in streamlining and 
simplifying city/municipal submission forms (66%). Some progress has also been achieved 
in areas mainly regulated by national level regulations, such as: (i) paying taxes and fees and 
(ii) providing information  and documentation (Figure 6.10).
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Figure 6.10: Achieved results in simplification and service delivery, Serbia, 2010

Source: Estimations done by IFC

Private sector savings. US $210.7 million of annual aggregate private sector savings (direct 
and indirect costs) made so far in all localities (Figure 6.11). This includes $18 million sav-
ings based on recommendations prepared by pilot cities and adopted through the new Law 
on Planning and Construction.

Figure 6.11: Annual Aggregate private sector savings in Serbia, (in million USD)

Source: Calculations done by IFC. 
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A similar program of reforms has been implemented in Bosnia and Herzegovina. The most 
significant results in Bosnia and Herzegovina’s sub-national reform have been achieved in 
streamlining and simplifying city/municipal submission forms and eliminating information 
requirements (65% on average) and reducing/eliminating documentation requirements and 
processing time (50% on average). The annual aggregate private sector savings (direct and 
indirect costs) in this country were approximately $51 million. 

The sub-national regulatory reform agenda in Montenegro and Albania included only three 
localities and implementation is still underway.  The annual aggregate private sector savings 
(direct and indirect costs) in Montenegro were approximately $2.500.000. 

The achieved results represent initial steps in sub-national regulatory reforms in selected 
countries of the Western Balkans region. The continuation of these reforms is important for 
further improvement of the business environment in the entire region. Successful reforms 
can be used as a model for further expansion of reform in the region. It would be important 
to maintain focus on the sub-national regulatory reforms and formally include them in the 
already existing national regulatory reform programs.
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6.6. Strengths and weaknesses of regulatory reform in  
 Western Balkan 5 countries

Based on the findings from this chapter, the following strengths and weaknesses have been 
identified for Western Balkan 5 countries: 

S e r b i a

S T R E N G T H S W E A K N E S S E S

Strategic approach to regulatory reform.
Regulatory policy is not clearly linked to high level 
public policy goals. 

Strong and consistent political support for the 
regulatory reform agenda.

Insufficient connection between the Government’s 
overall reform agenda and the regulatory reform 
strategy.

Comprehensive regulatory reform strategy as a full 
fledged strategic document.

Insufficient cooperation between the Government and 
the Parliament in the implementation of regulatory 
reform. 

Permanent institutional framework at the centre of the 
Government – Office for RIA and Regulatory Reform

No publicly available plan of legislative activities - 
forward planning of the legislative activities needs 
further improvement.

Transparency of the reform throughout its 
implementation (www.ria.merr.gov.rs). 

Public consultation obligatory only for complex and 
systemic laws. Consultations might be late and not 
include all stakeholders. 

Capacity building programs for civil servants - 
development of regulatory skills is part of the official 

government training program.

Opposition of civil servants to regulatory reform 
implementation, in particular the administrative 
simplification program.

Publicly available General guidance on regulatory policy, 
as well as RIA guidance.

Insufficient participation of SME’s in the regulations 
guillotine implementation.

Systemic - one time review of existing legislation is in 
its final phase of implementation (regulations guillotine). 

Insufficient interface between sub-national and 
national level of government in regulatory reform 
process.

Business community’s strong support and involvement 
in the regulatory simplification program (regulations 

guillotine).

Regulatory simplification program includes quantitative 
and qualitative targets for the review of existing 

legislation. 

RIA is part of the legal framework as a mandatory 
step in the legislative process, and it is continuously 

improved.

Permanent oversight and quality control of RIA by the 
central regulatory reform body.

RIA training programs for civil servants are part of the 
official Government training program (since 2004). 

RIA implementation is recognized and accepted as an 
obligatory part of the legislative drafting process by the 

line ministries.
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F Y R  M a c e d o n i a

S T R E N G T H S W E A K N E S S E S

Strategic approach to regulatory reform.
No regulatory reform strategy as a separate strategic 
document.

Strong and consistent political support for the 
regulatory reform agenda. 

Regulatory policy is not clearly linked to high level 
public policy goals.

Comprehensive regulatory reform strategy as a segment 
of the Program of the Government.

Need for further improvement of the public 
consultation process - insufficient time for comments of 
stakeholders and comments inside the Government.

Established Institutional framework – Department 
for economic policy and regulatory reform in the 

General secretariat of the Government as a permanent 
regulatory reform body.

Insufficient contributions from business associations 
and civil society in the regulations guillotine and RIA 
implementation.

A unique electronic register of regulations       published 
on the Government web-site (http://www.ener.gov.mk).

Insufficient cooperation between the Government and 
the Parliament in the implementation of regulatory 
reform.

Transparency of the reform throughout implementation.
Lack of capacities for RIA implementation in the line 
ministries. 

Capacity building programs for civil servants - 
development of regulatory skills, and publicly available 

General guidance on regulatory policy.

Insufficient interface between sub-national and 
national level of government in regulatory reform 
process.

Systemic - one-time review of existing legislation is 
implemented.

Insufficient use of the Unique electronic register of 
regulations in the public consultation process.

Business community’s strong support and involvement 
in the regulatory simplification program (regulations 

guillotine).

Setting quantitative and qualitative targets for the 
review of existing legislation. 

Regulatory simplification program includes quantitative 
and qualitative targets for the review of existing 

legislation.

Public consultation obligatory for all laws, from the early 
phase of drafting process.

Publicly available plan of legislative activities and regular 
monitoring of its implementation. 

Implementation of e-government policy.

Introduction of RIA into the legal framework as a 
mandatory step in the legislative process.

RIA training programs for civil servants as a part of the 
official Government training program. 
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M o n t e n e g r o

S T R E N G T H S W E A K N E S S E S

Strategic approach to regulatory reform.
There is no regulatory reform strategy as a separate 
strategic document.

Strong and consistent political support for the 
regulatory reform agenda. 

Regulatory policy is not clearly linked to high level 
public policy goals. 

Comprehensive regulatory reform strategy 2009-2011, 
as a segment of the regulatory reform’s Strategic action 

plan.

Lack of connection between the government agenda, 
regulatory reform and the administrative burdens 
reduction agenda.

Established Institutional framework – Council for 
regulatory reform and improvement of the business 

environment, at the centre of the Government – Deputy 
PM’s office.

Opposition of civil servants to regulatory reform 
implementation. 

Ongoing administrative burden reduction program for 
businesses and citizens (Doing business program).

Insufficient cooperation between the Government and 
the Parliament in the implementation of regulatory 
reform.

Capacity building programs for civil servants - 
development of regulatory skills.

There is no publicly available General guidance on 
regulatory policy.

Publicly available plan of legislative activities and regular 
monitoring of its implementation.

RIA implementation still in its initial phase.

Systemic – one-time review of existing legislation is 
underway (regulations guillotine).

Insufficient use of the Unique electronic register of 
regulations in the public consultation process.

Business community’s strong support and involvement 
in regulatory reform programs.

Regulatory simplification program includes quantitative 
and qualitative targets for the review of existing 

legislation. 
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A l b a n i a

S T R E N G T H S W E A K N E S S E S

Strategic approach to regulatory reform.
No regulatory reform strategy as a separate strategic 
document.

Strong and consistent political support for the 
regulatory reform agenda.

Regulatory policy is not clearly linked to high level 
public policy goals.

Regulatory reform strategy as a segment of the Program 
of the Government’s Program. 

Lack of connection between the government agenda, 
regulatory reform and the administrative burdens 
reduction agenda.

Established Institutional framework – Regulatory reform 
Task Force. 

Regulatory policy is not clearly linked to high level 
public policy goals.

Capacity building programs for civil servants - 
development of regulatory skills and publicly available 

General guidance on regulatory policy.

Insufficient cooperation between the Government and 
the Parliament in the implementation of regulatory 
reform.

Successfully implemented Program of reduction of 
administrative barriers to businesses - licensing system 

and business registration.

Public consultation obligatory only for complex and 
systemic laws.

Continuation of a Program of reduction of 
administrative barriers to businesses. 

RIA implementation still in its initial phase.

Business community’s strong support and involvement 
in the Program of reduction of administrative barriers to 

businesses. 

Setting quantitative and qualitative targets for the 
review of existing legislation. 

Obligation to conduct public consultation with all 
relevant stakeholders from the first steps of the law-

drafting process for laws of particular importance.

Publicly available plan of legislative activities and regular 
monitoring of its implementation.

Regular monitoring of the implementation of the 
legislative activities plan.

RIA strategy drafted and expected to be adopted end 
2010/early 2011.

E- Government introduction initiated.
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B o s n i a  a n d  H e r z e g o v i n a

S T R E N G T H S W E A K N E S S E S

BiH STATE

Strategic approach to regulatory reform.
No regulatory reform strategy as a separate strategic 
document.

Strong and consistent political support for the 
regulatory reform agenda.

Regulatory policy is not clearly linked to high level 
public policy goals.

Regulatory reform strategy as a segment of the Program 
of the Government’s Program. 

Lack of connection between the government agenda, 
regulatory reform and the administrative burdens 
reduction agenda.

Established Institutional framework – Regulatory reform 
Task Force. 

Regulatory policy is not clearly linked to high level 
public policy goals.

Capacity building programs for civil servants - 
development of regulatory skills and publicly available 

General guidance on regulatory policy.

Insufficient cooperation between the Government and 
the Parliament in the implementation of regulatory 
reform.

Successfully implemented Program of reduction of 
administrative barriers to businesses - licensing system 

and business registration.

Public consultation obligatory only for complex and 
systemic laws.

Continuation of a Program of reduction of 
administrative barriers to businesses. 

RIA implementation still in its initial phase.

Business community’s strong support and involvement 
in the Program of reduction of administrative barriers to 

businesses. 

Setting quantitative and qualitative targets for the 
review of existing legislation. 

Obligation to conduct public consultation with all 
relevant stakeholders from the first steps of the law-

drafting process for laws of particular importance.

Publicly available plan of legislative activities and regular 
monitoring of its implementation.

Regular monitoring of the implementation of the 
legislative activities plan.

RIA strategy drafted and expected to be adopted end 
2010/early 2011.

E- Government introduction initiated.
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S T R E N G T H S W E A K N E S S E S

BiH FEDERATION

Well developed forward planning system, with 
harmonized forward plans between the Government 

and the Parliament 

Regulatory policy is not clearly linked to high level 
public policy goals. 

Public consultation obligatory for all laws, from the early 
phase of drafting process.

Insufficient connection between the Government's 
overall reform agenda and the regulatory reform 
strategy.

Uniform Rules for Legislative Drafting in the institutions 
of Bosnia and Herzegovina.

Institutional framework – dedicated body responsible 
for regulatory reform has not yet been established, but 
its establishment is in progress.

Capacity building programs for civil servants - 
development of regulatory skills.

RIA implementation has not been initiated.

Regulatory simplification program includes qualitative 
targets for the review of existing legislation.

Insufficient capacities within ministries for drafting 
legislation.

Initiated systemic – a one-time review of existing 
legislation (regulations guillotine).

REPUBLIC OF SRPSKA

Strategic approach to regulatory reform.
Regulatory policy is not clearly linked to high level 
public policy goals. 

Strong and consistent political support for the 
regulatory reform agenda. 

Insufficient connection between the Government's 
overall reform agenda and the regulatory reform 
strategy.

Cooperation between the Government and the 
Parliament in the implementation of regulatory reform.

Insufficient capacities within ministries for drafting 
legislation.

Uniform Rules for Legislative Drafting in the institutions 
of Bosnia and Herzegovina.

Insufficient participation of SME’s in the regulations 
guillotine implementation.

Established institutional framework – Council for 
regulatory reform, at the centre of the Government. 

Transparency of the reform throughout its 
implementation (http://www.regodobrenja.net). 

Capacity building programs for civil servants - 
development of regulatory skills.

Regulatory simplification program includes qualitative 
targets for the review of existing legislation.

Systemic – a one-time review of existing legislation is 
implemented (regulations guillotine). 

Business community’s strong support and involvement 
in the regulatory simplification program (regulations 

guillotine).

RIA pilots have been conducted.

Public consultation obligatory for all laws, from the early 
phase of drafting process.

RIA training programs for civil servants have been 
conducted.

RIA strategy drafted and expected to be adopted end 
2010/early 2011.
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6.7. Regulatory reform in Western Balkan 5 beyond 2010 -  
 roadmap of future regulatory activities

Based on the regulatory reform strategies and other strategic documents , it is foreseen that 
the following regulatory reform activities in the countries of the region will be undertaken 
in the course of 2011.

Roadmap of future regulatory activities in Serbia in 2011 

Finalization of the systemic one-time review of existing legislation (regulations guillotine) and 
Introduction of an ongoing legal simplification program and Administrative burden reduction 
program

Creation of the Electronic Regulatory Registry

Establishment of the  publicly available plan of legislative activities

Introduction of  legal obligation for public consultation on all legislative proposals from the 
early phase of the drafting process

Introduction of fully functioning e-government, as an important tool for the improvement of 
the regulatory reform process and administrative simplification

Improvement of the cooperation between the Government and the  Parliament

Establishment of cooperation and coordination between the regulatory reform unit and EU 
integration office in the process of EU harmonization (coordination of regulatory activities)

Implementation of ex-post RIA with the aim of strengthening the monitoring process of 
regulatory activities

Roadmap of future regulatory activities in FYR Macedonia in 2011

Establishing a code of consultation, with the aim of improving the consultation process 

Further improvement of the National electronic register of regulations  
(ENER, http://www.ener.gov.mk/) 

Finalization of the third phase of Regulatory guillotine program implementation

Further improvement of the RIA process, including the introduction of ex-post RIA

Strengthening of the existing Institutional framework for regulatory reform 

Assessment of economic policies and economic legislation significant for the  improvement of 
the business environment 

Adoption of a comprehensive regulatory reform strategy as a full-fledged strategic document
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Roadmap of future regulatory activities in Montenegro in 2011

Finalization of the systemic, one-time review of existing legislation  
(regulations guillotine): 

Phase II: Revision  - finalization
Phase III: Adoption, Enactment & Implementation – initiation and realization 

Implementation of RIA through the following phases: 

10. Adoption of Regulatory Impact Assessment (RIA) Legal Framework
11. Establishment of RIA Institutional Framework
12. RIA  Implementation
13. Continuation of RIA Capacity Building – RIA trainings and RIA manual

Creation of the Electronic Regulatory Registry  
(and its integration into the process of publishing new regulations) 

Roadmap of future regulatory activities in Albania in 2011

Reducing  the existing barriers to businesses - Inspections

Implementation of RIA through the following phases:

- Establishment of RIA Institutional Framework
- Continuation of RIA Capacity Building – RIA trainings and RIA manual
- RIA pilots 
- RIA Implementation

Roadmap of future regulatory activities in BiH in 2011

BiH STATE

- Establishment of the RIA unit within the Ministry of foreign trade and economic relations
- RIA Capacity Building – RIA trainings and RIA manual
- RIA pilots 

BiH FEDERATION

- Establishment of the Central Coordinating Body at the Cabinet level chaired by the  
Prime Minister

- Finalization of the Regulations guillotine project:              

Phase I - comprehensive simplification and improvement of the quality of  
inspection-related laws in FBiH (phase one of the reform)                         
Phase II - Comprehensive simplification and improvement of  
administrative procedures at FBiH level  

Publication and regular update of the list of legal and procedural recommendations for  
reform on a publicly accessible, internet-based portal

REPUBLIC OF SRPSKA

- Further improvement of the Registry of approvals and inspection procedures
- Strengthening of the existing Institutional framework for regulatory reform 
- Establishment of the Permanent Regulatory Reform Committee of the Parliament 
- Continuation of capacity building programs and conduction of RIA pilots 
- Incorporation of regulatory reform on the local level within the RIA structure
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Chapter 7
Regulatory Reform:  

Conclusions And Recommendations

In the early 2000’s, regulatory reform was partial in Serbia and the other Western Balkan 
countries, focusing solely on specific sectors or areas. Instead of being strategic or proactive, 
the prevailing approach was mostly ad hoc or reactive to existing problems and was often not 
internally driven, but rather initiated by the international community. Due to the necessity 
of creating a well-functioning legal system, the legislative reform agenda in Western Balkan 
5 was mostly focused on creating market-friendly laws and reducing unnecessary adminis-
trative burdens that affect business activities and private investment. It thus resulted in the 
drafting of a significant number of regulations that fulfil market standards.

After a period of an ad hoc or item by item approach to regulatory reform from the early 
2000s, governments in Western Balkan countries first started to introduce some segments of 
the systemic approach to regulatory reform and subsequently initiated or even implemented 
multi-pronged regulatory reform. The main motive for regulatory reform implementation, 
in Serbia as well as in all other Western Balkan countries, was to heighten their economies’ 
competitiveness and economic growth through the improvement of their legal and regu-
latory environment. However, the harmonization of the legal systems of Western Balkan 
countries with the EU acquis was also an important motive for the implementation of these 
reforms and positively influenced the quality of laws in these countries, as well as their imple-
mentation. 
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A systemic approach creates much better prospects for the improvement of the quality of 
laws and their implementation, as well as a reduction of administrative barriers, and thus 
improves the quality of the legal and regulatory environment as a segment of the business 
and investment environment. In most of these countries, the governments’ awareness of the 
importance of regulatory reforms resulted in stronger political support to these reforms.

The first significant step in the Serbian Government’s more systemic approach to regula-
tory reform was the introduction of mandatory RIA into the legislative process. In the early 
phase of RIA implementation, RIA was partially put into practice and focused more on the 
prevention of negative effects than on analyzing any potentially positive impact. By securing 
appropriate oversight of RIA implementation as well as strengthening political support for 
this process, RIA gained in importance and quality. Based on the achieved progress in the 
conducted segments of regulatory reform, the need for a strategic approach in this area was 
recognized and led to the adoption of the Regulatory Reform Strategy in Serbia (2008-2011). 
One of the main challenges to the implementation of this Strategy is to secure the sustain-
ability of the RIA and administrative burdens reduction systems, as well as to make sure 
that regulatory reform not only is, but also remains, a priority on the Government’s agenda. 
The transformation of the RIA unit from a temporary into a permanent body at the level of 
the Government is in progress and represents the precondition for the full and continued 
conduction of the Strategy. The improvement of the implementation of regulations will be 
secured by a further advancement of “ex ante” RIA as well as the putting into practice of “ex 
post” RIA of adopted legislation foreseen by the Strategy. The creation of a publicly avail-
able central electronic register of regulations, foreseen by the Strategy, is underway and its 
establishment would be of particular importance for increasing legal security and reducing 
regulatory risk. The improvement of the existing informal forward planning system in the 
Government and its public availability will contribute to the predictability and transparency 
of the legislative process. As one of the tools for the improvement of the quality, transparency, 
and possibility of implementing regulations, the Strategy recommends further improvement 
of the public consultation process by making it mandatory for all draft laws.

Macedonia’s regulatory reform strategy, contained in The Program of the Government 
2006–2010, consists of a two-pronged strategy: (i) the regulations guillotine, to review the 
stock of regulations (2006-2009) and (ii) the regulatory impact assessment (RIA), to review 
the flow of regulations (2009). Both of these pillars have already been implemented in the 
Macedonian legislative system.

The remaining three countries, Albania, Bosnia and Herzegovina, and Montenegro, have 
already implemented some important segments of regulatory reform strategy, but the main 
progress is expected in the following period. Republic of Srpska, as an entity of Bosnia and 
Herzegovina, has made greater progress in this reform area, compared to the Bosnia and 
Herzegovina State and the Bosnia and Herzegovina Federation.

In the period of economic crisis, the improvement of the quality of regulations and the re-
duction of unnecessary administrative burdens that affect business activities and investments 
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of both foreign and domestic investors in Western Balkan countries are of crucial importance 
for the creation of a more favourable business and investment environment.

The continuation of EU harmonization, especially in the field of economic legislation that 
affects the business environment, should be a key concern for the countries in the region. In 
parallel to harmonizing their national legislations with European legislation, these countries 
are also harmonizing legislations amongst themselves, thus creating a regionally harmonized 
legislative framework that is attractive for large regional investments.

The region should continue aiming to implement and maintain a strategic approach to regu-
latory reform. This approach should be based on the OECD Guiding principles for regulato-
ry quality and performance, which state that an effective regulatory policy should be adopted 
at the highest political levels, contain explicit and measurable regulatory quality standards, 
and provide for continued regulatory management capacity. It has to be recognized that 
significant progress in the area of regulatory reform has been made in the Western Balkan 5 
region in the past 10 years. There is however still a lot to be done. Difficult reforms lay ahead. 
In order to conduct these reforms, the following key recommendations for the improvement 
of regulatory reform in Western Balkan 5 countries are put forward:

- Strategy and policies for Better Regulation

 E ensure the sustainability of the better regulation agenda and ensure its integration 
into the creation of government policies; 

 Articulate regulatory policy as a dynamic, ongoing concept and take the agenda for-
ward over a five year time period;

 Make regulatory reform a key vehicle for promoting support for economic recovery 
and growth, especially in the period of crisis and post-crisis; 

 Use the global financial and economic crisis to promote regulatory reform and to lift 
it to a more central position in the government; 

 Point out more clearly the potential links of regulatory reform with the government 
agenda for post-crisis recovery including both business environment and structural 
and sectoral reforms such as the public administration reform and involvement of 
the civil sector in the regulatory process;

 Make regulatory reform a key vehicle to promoting support for economic recovery 
and growth, especially in the period of crisis and post-crisis;

 Maintain the current level of political attention and commitment to the regulatory 
reform agenda; 

 Consider how regulatory reform can be more effectively promoted and recognized as 
one of the key government policies (focus on showing specific results of the regula-
tory reform agenda, as well as measure and evaluate them);

 Integrate better regulation of Western Balkan 5 countries into the EU accession pro-
cess and move further towards a smart regulation approach that is recognized at the 
EU level as a new approach to policy-making.
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- Ex post evaluation of regulatory reform strategy and policies

 Establish a clear policy to evaluate progress, strengths, weaknesses and gaps of key 
regulatory reform policies. Based on the monitoring, take steps to address the gaps and 
weak areas.

 Implement ex-post RIA with the aim of strengthening the monitoring process of 
regulatory activities. 

- Institutional capacities for Better Regulation

 Further increase the powers of the regulatory reform unit - body responsible for 
regulatory reform. 

 Encourage the Parliament to play a more active role in regulatory reform, including 
by fostering political debate on the benefits of broader regulatory reform strategy.

 Establish or, if they already exist, strengthen RIA units within line ministries.
 Establish cooperation and coordination between the regulatory reform unit and the 

EU integration office/department/ministry in the EU harmonization process.
 Consider how horizontal co-operation across ministries and other Government bod-

ies/agencies can be further boosted.

- Development of new regulations

 Improve and publish the system for the forward planning of upcoming primary and 
secondary regulations. 

 Establish an IT system for the preparation of regulations. 
 Establish a two step RIA process in which basic RIA will be mandatory and then, 

based on the proportionality and precautionary principle, perform detailed RIA.
 Consider whether there is a need to introduce mandatory RIA for secondary regula-

tions. 

- Transparency through public consultation and communication 

 Government is to adopt guidelines on public consultation, in order to set minimum 
good-practice consultation requirements on ministries in the development of new 
regulations. These guidelines should address planning, timing, and methods of con-
sultation as well as feedback to stakeholders involved in the consultation process.

 Enable the accessibility of regulations through the establishment of a publicly avail-
able e-registry of regulations which shall have positive legal security at the level of the 
Government.

 Develop a single consultation portal for use by all ministries to enhance citizen par-
ticipation in the legislative process. 
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 Ensure that all related policy materials, including all guidelines and instructions that 
may be required by a civil servant preparing draft legislation, are available electroni-
cally on the new consultation portal – the portal should be accessible from outside 
the public administration, but certain material only relevant to officials could be 
accessed separately. 

 Benchmark Western Balkan 5 countries’ regulatory reform programs among them-
selves, or with EU member states, in order to see what could be of value in the West-
ern Balkan 5 countries’ context. 

 Strengthen the monitoring of the implementation of consultation requirements. 

- Management and rationalization of existing regulations 

 Secure a continued approach to the simplification and reduction of administrative 
burdens instead of “one-time” reforms. Ensure that these programs are effectively 
monitored and evaluated. 

 Secure a continued dialogue between the Government and the businesses and citi-
zens in the simplification agenda.

 Develop a policy framework for the ex post review of regulation drawing on the RIA 
methodology in order to ensure that the regulatory stock is kept up to date and meets 
policy objectives efficiently and effectively. 

 Connect the regulatory reform, simplification and administrative burden reduction 
programs with e-government reforms, with the aim of improving and simplifying 
the regulatory framework .

- The interface between sub-national and national levels of government

 In addition to the national regulatory reform, maintain focus on the sub-national 
regulatory reforms as well, and formally include them in the regulatory reform pro-
gram. 

- The interface among Western Balkan 5 countries and between Western Balkan 5 
countries and the EU

 Reinforce and institutionalize regional networking so that experiences are exchanged 
on a regular basis, with the goal of promoting the creation of a harmonized regional 
regulatory environment. 

 Strengthen cooperation and positive competition at the regional level, with the aim 
of comparing experiences and results and benefiting from best practices in the re-
gion. 
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Endnotes

1 The European Bank for Reconstruction and Development (EBRD) uses “Western Balkans” to refer to Alba-
nia, Bosnia and Herzegovina, FYR Macedonia, Montenegro, and Serbia, while European Union institutions 
and member states include Croatia.  In order to avoid confusion due to different definitions of Western 
Balkans , the countries included in this analysis: Albania, Bosnia and Herzegovina, FYR Macedonia, and 
Montenegro.  will be referred to as the Western Balkan 5, or WB5.  

2 Serbia excluding Kosovo

3 Gross external debt in some new EU member states in 2008 was much higher than in WB5 countries. As a 
percent of GDP, it amounted to: 151% in Estonia, 296% in Latvia, 113% in Lithuania, 156% in Slovenia 
and 140% in Hungary, of respective GDP.

4 Sources: CIA – The World Fact Book (https://www.cia.gov/library/publications/the-world-factbook/
rankorder/2186rank.html); European Bank for Reconstruction and Development, Transition Report 2009 – 
Transition in crisis? London, 2009. 

5 The measurement scale for the indicators ranges from 1 to 4+, where 1 represents little or no change from a 
rigid centrally planned economy and 4+ represents the standards of an industrialized market economy. 

6 The capacity to cope with competitive pressures and market forces within the EU represents one of the Co-
penhagen economic criteria for the EU accession of the Western Balkans countries.

7 A fundamental premise of Doing Business is that economic activity requires good rules. These include rules 
that establish and clarify property rights and reduce the costs of resolving disputes, rules that increase the pre-
dictability of economic interactions, and rules that provide contractual partners with core protections against 
abuse. Its main objective is to design regulations to be efficient, accessible to all who need to use them, and 
simple in their implementation.

8 See OECD’s 1997 report, Regulatory Impact Analysis: Best Practices in OECD Countries, Paris 

9 OCDE/GD(95)95 Recommendation of the Council of the OECD on Improving the Quality of Govern-
ment Regulation (Adopted on 9 March 1995)

10 http://www.ria.merr.gov.rs 

11 Building an Institutional Framework for Regulatory Impact Analysis (RIA) – © OECD 2008
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