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The Western Balkan countries are among 1. 
the most affected by the global economic 
crisis. While pre-crisis their average 
economic growth averaged 5.5%, the 
crisis decreased their economies by 
approximately 2% in 2009. At the same 
time, their recovery is expected to be quite 
slow (especially relative to other developing 
regions), with an expected average growth 
of only 1.3% in 2010 and 3.6% in 2011. 

The pre-crisis growth in the region was 2. 
fuelled mostly by the strong domestic 
demand, in particular strong private and 
public consumption and, in some cases, 
investment. This resulted in high current-
account deficits, low domestic savings 
and increasing external debt: in particular 
relating to private, but also to public debt 
(mostly in EUR). This was facilitated by 
strong capital inflows from abroad. 

The Western Balkans pre-crisis economies 3. 
were more open in terms of external 
vulnerabilities than other growing regions. 
This external vulnerability, combined with 

an abrupt end to capital inflows, resulted 
in a strong decline in domestic demand. In 
addition, foreign demand for the region’s 
exports declined substantially. 

Prior to the crisis, public debt in Western 4. 
Balkans countries had been decreasing. 
This had been facilitated by strong 
economic growth and increases of tax 
revenues. However, this trend was 
reversed during the crisis. 

Gross fixed capital formation fell 5. 
significantly from more than 31% of GDP 
on average in 2008, to approximately 25% 
of GDP in 2009, partially due to a fall in 
public investment. The current restricted 
access to foreign capital (which is now 
also more expensive) affects government 
borrowing, while the need for fiscal 
tightening due to revenue decreases limits 
public expenditure, ultimately slowing 
down economic recovery. 

Having in mind that even before crisis, 6. 
overall savings (total including private and 

This report provides an overview of macro-
economic and fiscal trends in the Western 
Balkans as well an analysis of debt 
sustainability. It pays special attention to a 
review of capital investment in the Western 
Balkan countries (Albania, Bosnia and 
Herzegovina (BiH), Croatia, Kosovo1, the 
Former Yugoslav Republic of Macedonia, 
Montenegro and Serbia). It is intended to 
contribute to deliberations between the 
European Commission (EC) and International 

Financial Institutions (IFIs) regarding their 
cooperation and coordination in the region 
particularly in the context of the Western 
Balkan Investment Framework (WBIF) and to 
programming of future assistance. This report 
complements the synthesis of current thinking 
on the need for a new growth model in the 
Western Balkans. Both reports have been 
prepared under the EC-financed project of 
support to EC and IFI coordination.

Executive Summary

The main findings of the report can be summarised as follows:

1 Under UNSCR 1244/99
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public savings) in pre-accession countries 
(including the Western Balkans and 
Turkey) were generally about 50% lower 
than savings in European Union (EU) 
member states, post-crisis reductions 
of public capital investment further limit 
future possibilities for more investment 
needed for convergence process (EU, 
June 2010).

Fiscal policies of Western Balkan countries 7. 
were expansionary in the pre-crisis period. 
This was due partially to a reduced level 
of International Monetary Fund (IMF) 
involvement in 2006–2008, and partially 
to unprecedented revenue growth, which 
was fuelled by both economic recovery 
and tax administration reforms, resulting 
in the broadening of the tax basis 
(especially for VAT). As a result, public 
expenditure increased, especially in terms 
of wage bills and social transfers. Capital 
spending lagged behind. Consequently, 
Western Balkan countries with an already 
deteriorating fiscal position did not have 
the capacity for fiscal stimulus packages 
comparable to those of developed 
countries. 

Further to (7) above, privatisation plans for 8. 
Western Balkans countries were stalled 
because of limitations on the international 
capital markets. This further decreased 
governments’ capacity to fund capital 
expenditure. 

The average fiscal balance in Western 9. 
Balkan countries dropped from +0.8% of 
GDP in 2007 to -4.4% of GDP in 2010. 
Public debt stood at 38.3% of GDP in 
2010.

An analysis of the expenditure structure 10. 
shows that the sharpest decline (20%) 

was in capital expenditure. With a few 
exceptions, current expenditure levels 
were maintained or even increased.

Capital expenditure cuts were usually 11. 
made on smaller domestically financed 
projects, while large, ongoing foreign-
financed projects remained in operation. 
Furthermore, in most countries (especially 
those with IMF arrangements), additional 
IFI loans were provided for capital 
investment. 

Road transport infrastructure is the top 12. 
investment priority for Western Balkan 
governments, except for Croatia, which 
has completed most of its main road 
infrastructure projects. Other common 
capital investment priority areas include 
railroads, the energy sector, water 
management and rural development.

Capital expenditure is frequently under-13. 
executed. This is often due to capacity 
issues, but also the need for further fiscal 
savings and/or foreign borrowing limits. 
These limits are enforced by both the 
foreign lenders (due to deterioration of 
the fiscal and debt positions and harsher 
borrowing terms) and by the countries 
themselves (due to increased need for 
borrowing for current spending). 

In terms of current credit ratings, Albania 14. 
and BiH have standard and poor long-
term ratings at B+; the rating of the 
Former Yugoslav Republic of Macedonia 
was downgraded from BB+ to BB- in 
2009, and upgraded to BB stable in 2010; 
Montenegro’s rating was downgraded 
from BB+ to BB in 2010, while Serbia 
received an improved rating from BB- to 
BB in 2011.
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In their various policy documents, all 15. 
governments aim at decreasing current 
expenditure in the medium term in order 
to foster capital expenditure, however 
specified action plans are not readily 
available (especially for controlling the 
wage bill and social transfers). 

Public–private partnership (PPP) is 16. 
identified as a model that will be used for 

capital infrastructure in the next period, 
due to budget limitations and a decrease 
in external financing. However, in several 
countries the legal framework to make 
PPPs possible has yet to be put in place.

Investments in innovation infrastructure 17. 
are gaining in importance, especially in 
Croatia, the Former Yugoslav Republic of 
Macedonia and Serbia.

A comparison of the governments’ latest policy 
documents (looking at the 2011 Economic 
and Fiscal Programmes and Pre-Accession 
Economic Programmes sent to the European 
Union in February of 2011 in comparison to 
those of 2010) reveal that economic growth 
and government revenues in 2010 were 
weaker than originally envisaged in most 
countries. Furthermore, most 2011 revenue 

projections were downgraded and public 
debt was revised upwards, while capital 
expenditure was usually revised downwards, 
all indicating further fiscal deterioration. This 
highlights the importance for all stakeholders 
of identifying how best to finance much 
needed infrastructure and stimulate private 
sector development in the region to generate 
the required economic growth levels. 
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Introduction1
1.1.  Background to the Assignment

The international financial and 
economic crisis has had a major 
impact on the Western Balkans. 

Governments throughout the region have 
taken measures to tackle the crisis and are 
now increasingly trying to rebalance budgets. 
In most cases, restrictive fiscal measures, 
including substantial expenditure cuts, are 
being put in place to tackle budget deficits. It is 
predicted that the Europe Central Asia region, 
including the Western Balkans, will grow more 
slowly than any other region in the world in the 
period 2010—2013. It is also expected that the 
drivers of growth in the pre-crisis era (capital 
inflows and strong growth in export markets) 
are unlikely to return quickly. Hence there is 
broad agreement among all stakeholders that 
new strategies and policies will be required to 
stimulate economic growth in order to stabilise 
and advance the socio-economic development 
in the region.

The development, upgrading and expansion 
of infrastructure in the Western Balkans is  
considered vital not only for underpinning 
sustainable growth and socio-economic 
stability in the long term, but also for creating 
employment and income in the shorter term. 
Considerable efforts have been made by the 
countries and the international community 
to develop and implement comprehensive 
frameworks to guide infrastructure 
development and prioritise investments in the 
region, e.g. the Energy Community Treaty 
(ECT), the Core Transport Network (CNT), 
and the Regional Environmental Network for 
Accession (RENA).

One of the most recent initiatives – the 
Western Balkans Investment Framework 
(WBIF) – represents an ambitious attempt 
by the EC and IFIs to pool grants, loans 
and expertise in an attempt to enhance the 
preparation of priority infrastructure projects 
and to strengthen coherence and synergies 
in donor support in this area. Through this 
framework, beneficiary governments, IFIs, 
donors and the EC are gradually developing 
pipelines of projects for eventual investment 
by governments and IFIs. In general, the 
various projects are in line with the regional 
pre-accession strategies for transport and 
energy such as the ECT and the forthcoming 
Transport Community Treaty (TCT). 

While it is clear that these projects are 
necessary and will contribute to socio-
economic development in the region, the 
impact of the financial and economic crises 
on the fiscal capacity of governments, and 
the subsequent expenditure cuts, could mean 
that planned investments in infrastructure are 
postponed, or even cancelled. Such delays 
would have a significant impact on economic 
and financial developments in the region. The 
challenge for the international community, and 
IFIs in particular, is to help control the inherent 
risks of delayed infrastructure development 
and balance these with other necessary 
investments (e.g. in the social welfare 
or private sector development sectors). 
Governments and external financiers need to 
consider how best to rationalise investment 
planning, develop appropriate forms of 
financing (including the mobilisation of new 
funding from home and foreign sources and 
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1.2.  Structure of Report

the innovation of financing techniques such as 
PPPs) and ensure that changes to the longer 
term expansion of infrastructure are minimal. 
These must be shaped by objective needs, 
not by short-term financial disruptions. 

As a first step it is deemed useful to make 
a preliminary assessment of any changes 
in national investment plans by the various 
governments.

Chapter 2 of this report provides 
an overview of the main macro-
economic trends in the Western 

Balkan countries, including the overall 
factors contributing to economic slowdown 
and projected economic recovery. Chapter 
3 sets out the situation with respect to debt 
sustainability in these countries, showing 
that, due to the crisis, the deterioration of the 
debt-sustainability position of the Western 
Balkan countries may affect their ability to 
implement investment plans they view as 
essential to their future development.  Finally, 
Chapter 4 reviews overall trends in public 
capital investment in the Western Balkans, the 
changes to governments’ capital expenditure 
commitments within anti-crisis austerity 
measures, and overall Western Balkan 

common trends in terms of public capital 
investment programmes. 

Appendix 1 provides detailed information on 
the public capital investment trends for each 
of the Western Balkan countries, including 
summary details of the various governments’ 
commitments from the official policy 
documents (such as medium-term frameworks, 
documents signed by the governments within 
IMF arrangements, and the latest economic 
and fiscal programmes). 

Appendices 2 to 8 contain a series of examples 
of issues arising on specific capital investment 
projects in the region that illustrate some of 
the points raised in the main text.  A list of 
references is contained in Appendix 9.

1.3.  Data
In the analyses of the macro-economic 
trends outlining debt-sustainability 
and public-investment expenditure 

figures for all Western Balkan countries, the 
latest available reports of the IMF up to April 
2011 were used as data sources. Data from 
EFPs (Economic and Fiscal Programmes) 
and PEPs (Pre-Accession Economic 
Programmes) were used to give an overview 
of governments’ policy commitments in terms 
of public capital investment indicated in EFPs/
PEPs. However, data were extracted from the 
IMF for the following reasons:
g The methodology for fiscal data collection 

and consolidation shown in EFPs/PEPs 
used by different countries may vary 
amongst the different countries and 
diverge from international standards (for 

example, BiH does not show all of the 
government levels in EFPs, such as road 
directorates). IMF data, on the other hand, 
are harmonised for all countries.

g Some of the data used in the analyses 
in this paper are not shown in EFPs/
PEPs (such as private and public parts 
of the savings and gross fixed capital 
formation). 

g IMF data show independent estimates 
based on IMF’s mission findings, 
while EFPs/PEPs show governments’ 
projections, which are in many instances 
more optimistic (in both macro-economic 
and fiscal projections) and not necessarily 
objective.

g Kosovo does not prepare EFPs.
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      SIMPLE     ANNUAL GDP ANNUAL GDP
      AVERAGE    PER CAPITA PER CAPITA
 Real GDP growth 2005 2006 2007 2008 2005–2008 2009 2010 2011 in Eur PPP in USC
 1 2 3 4 5 6 7 8 9 10 11
 Albania 5.8% 5.5% 6.0% 7.8% 6.3% 2.8% 2.3% 3.2% 2,775 6,911
 Bosnia and Herzegovina 4.0% 6.1% 6.1% 5.7% 5.5% -3.1% 0.5% 3.0% 3,287 7,931 
 Croatia 4.2% 4.7% 5.6% 2.4% 4.2% -5.8% 0.0% 2.0% 10,680 18,606
 Kosovo 3.4% 4.9% 4.0% 5.4% 4.4% 3.8% 4.3% 4.7% 1,784 1,839
 FYR Macedonia 4.1% 4.0% 5.9% 4.8% 4.7% -1.3% 2.0% 5.0% 3,176 9,200
 Montenegro 4.2% 8.6% 10.7% 6.9% 7.6% -6.6% -1.8% 4.5% 4,891 11,062
 Serbia 5.4% 5.2% 6.9% 5.5% 5.8% 3.0% 1.5% 3.0% 4,544 10,804
 Western Balkans 
 Simple Average 4.4% 5.6% 6.4% 5.5% 5.5% -1.9% 1.3% 3.6% 4,448 9,479

Sources: Data published by the IMF (as of February 2011): for Albania: Article IV Consultations Staff Report 
from July 2010; for BiH: Article IV Consultations Staff Report from November 2010; for Croatia: Article IV 
Consultations Staff Report from June 2010; for Kosovo: Stand By Request from July 2010; for the Former 
Yugoslav Republic of Macedonia: Article IV Consultations Staff Report from January 2010; for Montenegro: 
Article IV Consultations Staff Report from May 2010; for Serbia: Fifth Review Under the stand-by Arrangement 
from October 2010.

The pre-crisis growth of the Western 
Balkans was fuelled by strong 
domestic demand, as well as strong 

private and public consumption and, in some 
cases, investment. This resulted in high 
current-account deficits, low domestic savings 
and high external debt: in particular private 
debt, but also public debt (mostly in EUR). 
This was facilitated by strong capital inflows 
from abroad, which in turn were facilitated by 
the foreign commercial banks. These banks 
moved in mostly from Western Europe, as a 
result of the Western Balkan area becoming 
less politically risky due to the EU integration 
process and relative macro-economic stability. 
At the same time, Western Balkan countries’ 

demand for loans was high, while the Western 
European banks’ borrowing interest rates were 
low. The combination of these two factors 
resulted in international commercial banks 
competing for business in Western Balkan 
countries, creating extraordinary credit growth 
and contributing to the subsequent external 
vulnerability of the Western Balkans. 

As shown in Table 1 below, while economic 
growth in the Western Balkan countries 
averaged at 5.5% (5.4% weighted average 
using population and 5.9% using GDP level), 
in the pre-crisis period from 2005–2008 the 
crisis caused a decrease in economies of 
approximately 2% in 2009. 

Review of Overall Macro-Economic
Trends in the Western Balkans2

Table 1: Economic Growth of the Western Balkan Countries, 2005–2011
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Note: GDP 8.796 million EUR in 2008. Population 3,170 thousand

Albania

The pre-crisis growth model in Western 
Balkan countries was more open in terms 
of external vulnerabilities in comparison to 
other growing regions. For example, Eastern 
Asia also grew strongly in the years up to 
2008. However, unlike growth in the Western 
Balkans countries, Eastern Asia’s growth 
was accompanied by more cautious external 
integration of domestic financial markets and 
strong domestic savings. Thus, the Western 
Balkans’ pre-crisis growth model was a 
major factor in the sharp economic decline 
of these countries in the crisis. This external 
vulnerability, combined with an abrupt end 
to the capital inflows from abroad, resulted 
in a strong decline in domestic demand. In 
addition, foreign demand for Western Balkan 
exports decreased also, and Western Balkan 
exports (which were fragile to begin with) 
tumbled. These external vulnerabilities and 
dependence on consumption is evident in 
the main macro-economic indicators of the 
Western Balkan countries given in Table 2 
below, which outlines the high current-account 

deficits, low gross fixed capital formation and 
low savings of the Western Balkan countries. 

Levels of gross fixed capital investment 
and savings, already sub-optimal, were 
further decreased by the crisis. Gross fixed 
capital formation in the Western Balkans fell 
significantly from more than 31% of GDP on 
average in 2008 to approximately 25% of 
GDP in 2009. At the same time, public savings 
decreased in all Western Balkans countries, 
from an average of approximately 4% in the 
pre-crisis period to approximately 0.5% in 
2010. Recovery in the region is expected 
to be quite slow (especially relative to other 
developing regions), with an expected average 
growth of only 1.3% in 2010 and 3.6% in 2011.  
The projected average regional economic 
growth in 2011 will only be approximately half 
of that achieved in 2007. Consequently, GDP 
in absolute terms at the start of 2012 will be 
approximately that of 2008, making the period 
from 2009 to 2011 a lost period in the much 
needed economic growth of these countries. 

Table 2: Macro-economic Indicators of the Western Balkans Countries, 2008–2011

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 29.4% 32.5% 29.0% 25.9% 26.1%
 private 23.5% 23.9% 20.2% 20.8% 20.9%
 public 5.9% 8.6% 8.8% 5.1% 5.2%
 Savings 19.0% 17.3% 15.0% 13.2% 14.8%
 private 16.8% 14.1% 13.9% 13.6% 15.9%
 public 2.2% 3.2% 1.1% -0.4% -1.1%
 Current Account Deficit -10.3% -15.3% -14.0% -12.6% -11.3%
 FDI 6.1% 6.8% 7.7% 6.8% 6.3%
 Real GDP change 6.0% 7.8% 2.8% 2.3% 3.2% 
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Note: GDP 3.849 million EUR in 2008. Population 2,158 thousand

Kosovo

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 26.0% 28.9% 29.8% 32.5% 33.3%
 private  
 public
 Savings 8.4% 5.4% 4.8% 6.3% 8.9%
 private
 public
 Current Account Deficit -17.6% -23.5% -25.0% -26.2% -24.4%
 FDI 16.7% 13.1% 10.7% 9.9% 11.4%
 Real GDP change 4.0% 5.4% 3.8% 4.3% 4.7%

Note: GDP 47,364 million EUR in 2008. Population 4.435 thousand

Croatia

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 30.5% 32.8% 28.3% 30.2% 30.6%
 private 26.2% 27.6% 24.7% 26.0% 24.6%
 public 4.3% 5.2% 3.6% 4.2% 6.0%
 Savings 22.9% 23.6% 23.1% 24.8% 24.7%
 private 19.1% 20.4% 23.1% 25.4% 25.3%
 public 3.8% 3.2% 0.0% -0.6% -0.6%
 Current Account Deficit -7.5% -9.2% -5.2% -5.4% -5.9%
 FDI 18.1% 6.8% 2.2% 3.6% 3.2%
 Real GDP change 5.5% 2.4% -5.8% 0.0% 2.0%

Note: GDP 12.630 million EUR in 2008. Population 3,842 thousand

Bosnia and Herzegovina

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 24.9% 28.0% 22.1% 19.8% 20.2%
 private 18.3% 21.2% 15.6% 13.4% 13.7% 
 public 6.6% 6.8% 6.5% 6.4% 6.5%
 Savings 12.3% 13.5% 15.3% 14.3% 14.7%
 private 7.2% 11.3% 15.2% 13.2% 12.1%
 public 5.1% 2.2% 0.1% 1.1% 2.6%
 Current Account Deficit -12.6% -14.5% -6.9% -5.5% -5.5%
 FDI 13.6% 5.0% 1.5% 1.6% 2.9%
 Real GDP change 6.1% 5.7% -3.1% 0.5% 3.0%
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 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 33.8% 40.6% 18.0% 19.0% 21.0%
 private 26.8% 30.5% 9.4% 10.5% 12.9% 
 public 7.0% 10.1% 8.6% 8.5% 8.1%
 Savings -5.6% -11.2% -9.2% 2.0% 9.0%
 private -19.3% -21.0% -14.6% 0.6% 8.4%
 public 13.7% 9.8% 5.4% 1.4% 0.6%
 Current Account Deficit -39.5% -51.8% -27.2% -17.0% -12.0%
 FDI 19.6% 18.4% 30.6% 10.5% 10.0%
 Real GDP change 10.7% 6.9% -6.6% -1.8% 4.5%

Note: GDP 3.086 million EUR in 2008. Population 631.5 thousand

Montenegro

Note: GDP 33.400 million EUR in 2008. Population 7,351 thousand

Serbia

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 28.2% 28.6% 23.9% 25.1% 25.3%
 private 23.4% 24.8% 20.8% 21.8% 21.8% 
 public 4.8% 3.8% 3.1% 3.3% 3.5%
 Savings 12.2% 11.0% 17.2% 16.0% 16.5%
 private 9.3% 9.2% 17.7% 16.7% 16.4%
 public 2.9% 1.8% -0.5% -0.7% 0.1%
 Current Account Deficit -15.9% -17.6% -6.7% -9.0% -8.8%
 FDI 6.2% 5.4% 4.4% 3.3% 5.5%
 Real GDP change 6.9% 5.5% -3.0% 1.5% 3.0%

Note: GDP 6.504 million EUR in 2008. Population 2,048 thousand

FYR Macedonia

 in % GDP  2007 2008 2009 2010 2011
 Gross Fixed Capital Formation 24.2% 27.7% 24.9% 24.9% 24.9%
 private 20.3% 22.7% 20.9% 20.7% 21.0%
 public 3.9% 5.0% 4.0% 4.2% 3.9%
 Savings 17.1% 14.6% 15.4% 16.8% 17.6%
 private 12.6% 10.5% 14.2% 15.1% 15.7%
 public 4.5% 4.1% 1.2% 1.7% 1.9%
 Current Account Deficit -7.2% -13.1% -9.5% -8.2% -7.3%
 FDI 8.8% 6.5% 2.5% 5.3% 5.3%
 Real GDP change 5.9% 4.8% -1.3% 2.0% 5.0%
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3.1.  Regional Overview

   Public External  Public External  Public External
  Public Debt Debt Public Debt Debt Public Debt Debt
 % Change External (External (Public External (External (Public External (External (Public
  Debt and and Debt and and Debt and and
   Internal) Private)  Internal) Private)  Internal) Private)

 Albania -7.6% -7.1% 16.7% 42.4% 13.8% 22.4% -0.4% 2.8% 0.0%
 Bosnia and Herzegovina -29.3% 17.3% -7.8% 52.3% 26.9% 19.6% -1.4% -7.7% -0.5% 
 Croatia -26.7% -13.3% 7.6% 59.6% 30.4% 17.4% 11.3% 3.0% -0.1%
 Kosovo    -13.1% -13.1% -15.4% -1.6% 8.6% -4.8%
 FYR Macedonia -18.6% -42.3% -9.3% 29.4% 23.9% 16.5% 5.9% 0.0% -1.7%
 Montenegro -24.8% -32.8% 80.9% 84.1% 51.7% 10.5% 8.7% 5.5% -0.9%
 Serbia -41.0% -37.3% -3.6% 43.5% 21.3% 20.9% -7.5% -2.9% -3.4%
 Western Balkans 
 Simple Average -24.7% -19.2% 14.1% 42.6% 22.1% 13.1% 2.2% 1.3% -1.6%

2005-2007 2008-2010 2011-2012

Review of Debt Sustainability in the 
Western Balkans 3.

Table 3 shows IMF debt data on 
public (external and internal) and total 
external (public and private) debt in 

the Western Balkan countries. The general 
conclusion is that public debt in the region 
increased significantly in 2009 and 2010 
due to the crisis. Of particular note is the fact 
that in countries with stand-by arrangements 
(which require fast pay off), debt servicing 
will increase substantially in the upcoming 

years (for example, in BiH, the government’s 
annual external servicing will increase from 
approximately €150m in the pre-crisis period 
to more than €500m between 2012–2014). 
Thus while Western Balkans countries 
generally had medium-level external debt in 
the pre-crisis period, their ability to take on 
further foreign has decreased due to crisis-
related budget loans. 

Table 3: Summary Debt Trends in the Western Balkan Countries, 2005–-2012

Same sources as in Table 1.

Table 4 below outlines the annual debt data 
in more detail. It clearly illustrates the trend of 
decreasing public debt in the Western Balkan 
countries in the pre-crisis period, which was 
facilitated by strong economic growth and 
revenue increases. This trend is reversed in 
the crisis period of 2008–2010, when public 
debt escalated (public external debt went up 
by more than 50% in 2010 in comparison to 
2008 in Montenegro, Croatia and Bosnia and 

Herzegovina). As a result, the capacity for 
future external debt has decreased, which is 
reflected in the expected public external debt 
growth rates in the period 2011–2012 being 
much lower. This deterioration of the debt-
sustainability position of the Western Balkan 
countries must be taken in account when 
preparing investment plans they considered 
essential for their future development.
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Table 4: Debt in the Western Balkan Countries, 2005–2012

2005 2006 2007
   Total  Total  Total Total   Total
   Public External  Public External  Public External
  Public Debt Debt Public Debt Debt Public Debt Debt
 in % GDP External (External (Public External (External (Public External (External (Public
  Debt and and Debt and and Debt and and
   Internal) Private)  Internal) Private)  Internal) Private)
 Albania 17.0% 58.0% 20.4% 17.0% 56.0% 25.3% 15.7% 53.9% 23.8%
 Bosnia and Herzegovina 25.6% 26.0% 52.6% 21.2% 22.0% 48.0% 18.1% 30.5% 48.5% 
 Croatia 17.2% 38.3% 72.1% 14.5% 35.7% 74.9% 12.6% 33.2% 77.6%
 Kosovo       25.2% 25.2% 28.2%
 FYR Macedonia 22.1% 39.5% 53.9% 25.0% 31.5% 49.1% 18.0% 22.8% 48.9%
 Montenegro 23.0% 40.9% 43.9% 24.0% 34.8% 56.8% 17.3% 27.5% 79.4%
 Serbia 37.8% 56.1% 64.1% 27.3% 43.0% 63.3% 22.3% 32.5% 61.8%
 Western Balkans 
 Simple Average 23.8% 43.1% 51.2% 21.5% 37.2% 52.9% 18.5% 32.6% 52.6%

2008 2009 2010
   Total  Total  Total Total   Total
   Public External  Public External  Public External
  Public Debt Debt Public Debt Debt Public Debt Debt
 in % GDP External (External (Public External (External (Public External (External (Public
  Debt and and Debt and and Debt and and
   Internal) Private)  Internal) Private)  Internal) Private)
 Albania 18.4% 55.2% 29.9% 23.7% 59.7% 34.1% 26.2% 62.8% 36.6%
 Bosnia and Herzegovina 17.2% 30.8% 49.0% 21.7% 35.4% 54.1% 26.2% 39.1% 58.6% 
 Croatia 8.9% 29.3% 85.1% 11.3% 35.4% 97.4% 14.2% 38.2% 99.9%
 Kosovo 21.4% 21.4% 24.7% 17.8% 17.8% 22.6% 18.6% 18.6% 20.9%
 FYR Macedonia 17.0% 20.1% 51.0% 22.0% 23.5% 56.4% 22.0% 24.9% 59.4%
 Montenegro 15.7% 29.0% 95.1% 23.8% 38.8% 98.2% 28.9% 44.0% 105.1%
 Serbia 19.1% 33.4% 65.2% 23.8% 35.6% 74.2% 27.4% 40.5% 78.8%
 Western Balkans 
 Simple Average 16.8% 31.3% 57.1% 20.6% 35.2% 62.4% 23.4% 38.3% 65.6%

2008 2009
   Total  Total  Total Total
   Public External  Public External
  Public Debt Debt Public Debt Debt
 in % GDP External (External (Public External (External (Public
  Debt and and Debt and and
   Internal) Private)  Internal) Private)
 Albania 26.9% 65.1% 37.2% 26.8% 66.9% 37.2%
 Bosnia and Herzegovina 29.4% 43.0% 60.6% 29.0% 39.7% 60.3% 
 Croatia 15.1% 39.6% 98.6% 16.8% 40.8% 98.5%
 Kosovo 18.6% 18.6% 18.9% 18.3% 20.2% 18.0%
 FYR Macedonia 25.4% 25.4% 58.9% 26.9% 25.4% 57.9%
 Montenegro 34.3% 49.2% 108.6% 37.3% 51.9% 107.6%
 Serbia 26.8% 41.6% 76.2% 24.8% 40.4% 73.6%
 Western Balkans 
 Simple Average 25.2% 40.4% 65.6% 25.7% 40.8% 64.7%

Same sources as in Table 1.
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Section 3.2 below contains an overview of 
the IMF’s assessment of debt sustainability 
in each of the Western Balkan countries. The 
IMF analyses debt sustainability (i.e., whether 
a country’s debt can be serviced without the 
prospect of an unrealistically large correction 
in the balance of income and expenditure) 
based on a standard framework for external 
and public debt sustainability for market 
borrowers (IMF, May 2002, adjusted in 2005). 
These adjustments addressed issues with 
regard to the realistic nature of the shocks 
(unpredictable events that affect an economy) 
used to evaluate sustainability by using 

alternative (country-tailored) scenarios. The 
IMF assesses the following standard scenarios 
in public debt sustainability analyses:
g comparison of the projected baseline 

scenario (projections of no policy change) 
and historical scenarios;

g interest rate shocks; 
g growth shocks;
g primary balance (fiscal non-interest 

balance) shocks; 
g combined shocks; and
g real depreciation and contingent liabilities 

shocks.

Summary conclusions of the IMF’s analyses of public and external debt sustainability 
for each of the Western Balkan countries show that:

g Even under a baseline scenario, in 
the absence of policy adjustment (e.g. 
a strong reduction in budget deficit), 
Albanian public debt levels may become 
unsustainable. This potentially difficult 
baseline scenario is further worsened 
when shock scenarios are accounted for, 
with particular vulnerabilities in respect to 
any risk of depreciation of the currency 
(lek) and slower economic growth. On the 
other hand, external debt is sustainable.

g While debt has significantly increased 
in BiH, sustainability analyses show that 
both external and public debt in BiH is 
sustainable under a baseline scenario, 
while also considering a number of shock 
scenarios. Risks include the potential of 
an extreme depreciation of 30%. This is 
unlikely, however, given BiH’s Currency 
Board Arrangement.  However, as 
legislation on restitution payments (dating 
from WWII period) has yet to be adopted, 
total public debt in BiH is likely to further 
increase in the next period.

g Croatian public debt (including guarantees) 
is projected to rise above 60% of 
GDP, raising sustainability concerns. 
Furthermore, a combination of growth and 
real depreciation shocks could put Croatian 
public debt at a high level (approximately 
80% if guarantees are taken into account). 
Croatia’s external debt position is of even 
greater concern. External debt increased 
rapidly, reaching over 95% of GDP in 2009, 
half of which is in the corporate sector. All 
of the shocks would put the external debt 
at more than 100% of GDP, while a 30% 
real depreciation could increase external 
debt to about 140% of GDP in 2015, which 
is unsustainable.

g Kosovo’s total public debt and total external 
debt (both at approximately 20%), are 
the lowest in the region. This is due to a 
number of factors, including large inflows 
of grants, the country’s ability to secure 
concessional or soft loans, and its inability 
to borrow from some IFIs. However, the 
IMF concludes that while the risk of debt 
distress in Kosovo is moderate and debt 
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is low, the external borrowing space is 
limited, mainly by its lacklustre and volatile 
exports and lack of structural reforms.

g Under a baseline scenario, debt in the 
Former Yugoslav Republic of Macedonia 
is projected to be low at approximately 
25% of GDP for total public debt (internal 
and external public  at below 35% of 
GDP. Shock scenarios for external debt 
show a modest impact from interest rate, 
growth or current-account shocks; only a 
significant depreciation (30%) would result 
in external debt amounts at approximately 
84% of GDP in 2015. Given that legislation 
on restitution payments (dating from WWII 
period) has yet to be adopted, total public 
debt in the Former Yugoslav Republic of 
Macedonia is likely to further increase in 
the next period.

g While external debt sustainability in 
Montenegro is a concern, under the 
baseline scenario total public debt is 

quite sustainable at approximately 56% of 
GDP. Public debt sustainability is sensitive 
to growth shock, as well as contingent 
liabilities (primary balance) shocks that 
would cause it to increase to approximately 
69% of GDP in 2015.

g  Total public debt in Serbia is currently 
sustainable and, if policies remain 
unchanged, is expected to increase to 
50% of GDP in 2014. However, the IMF 
points to risks due to the planned increase 
of the stock of treasury bills, currency 
depreciation, restitution obligations and a 
planned state-guaranteed domestic credit 
support programme. Under a baseline 
scenario that assumes sound fiscal policy 
and Foreign Direct Investment (FDI) 
inflows, total external debt is expected to 
peak in 2010 at 80% of GDP. Within the 
‘shock scenario’, an exchange-rate shock 
would raise the external debt-to-GDP ratio 
sharply to a worrisome level of 116% of 
GDP. 

3.2.  Summary Overview of IMF Assessment of Debt Sustainability by Country

Albania
The total public debt for IMF projects 
in Albania is expected to increase by 

approximately 9 percentage points in 2012 
(and to reach 67% of GDP in 2012 and 70% in 
2015). This is based on the government’s mid-
term expenditure plans. Thus, the baseline 
scenario for Albania shows that financing the 
deficit will be increasingly hard for Albania, 
as the share of concessional lending will 
decrease. Therefore, in the absence of policy 
adjustment (strong reduction in the budget 
deficit), Albanian public debt levels may 
become unsustainable. 

This potentially difficult baseline scenario 

is further worsened within the IMF’s shock 
scenarios. Any potential risk of depreciation 
of the lek and slower economic growth are of 
particular concern. In a primary balance shock 
(e.g. as a result of pension system pressures), 
debt would be approximately 74% of GDP by 
2015.   Finally, if the primary balance remains 
constant at its high 2009 level, this would 
result in public debt amounting to more than 
100% of GDP in the next period due to lack 
of privatisation receipts (which amounted to 
2.4% of GDP in 2009, with a primary deficit 
at 4.3%).

While overall public debt is judged to be 



11

potentially unsustainable (domestic public debt 
is almost 40%), external debt sustainability 
analyses show that total external debt is 
expected to increase by 16.8 percentage 
points in 2012 in comparison to 2005, 
reaching approximately 37% of GDP, which 

is sustainable. Under potential shocks of real 
interest, growth and current-account balance 
shocks, Albanian external debt is expected to 
peak to up to 42% in 2015, again a sustainable 
level. 

Croatia

Prior to the crisis, BiH had low public external 
debt (at under 20% of GDP). However, due to 
a large stand-by loan from the IMF and some 
infrastructure loans, public debt is expected to 
double in BiH in 2011 (at 43% of GDP). Given 
that legislation on restitution payments (dating 
from WWII period) has yet to be adopted, total 
public debt in BiH is likely to further increase 
in the next period. 

While stressing that the financing needs of 
the public sector increased significantly due to 
the crisis, public debt-sustainability analyses 
show that, under the baseline scenario, BiH’s 
public debt is sustainable (provided the fiscal 
consolidation envisaged under the stand-by 
arrangement proceeds), with public debt 
reaching its pre-crisis level (approximately 
27% of GDP) in 2015. 

Taking shock scenarios into account, public 
debt is expected to increase by up to 11 
percentage points by 2015 (with public debt 
reaching 42% of GDP in 2015 under a primary 
balance shock). Furthermore, in a country-
specific no-policy-change scenario, the 
financing needs of the country would reach 

10% of GDP on an annual basis, thus implying 
that, while BiH public debt is sustainable, future 
sustainability depends on fiscal consolidation, 
as well as on foreign direct investment and 
privatisation receipts.

Analyses of BiH’s external debt shows that it 
is expected to remain sustainable under the 
baseline scenario provided that projected 
economic growth, declining fiscal deficits (as 
projected under stand-by arrangement shown 
in Table 7), and FDI (including implementation 
of planned privatisation in Federation of BiH) 
proceed as envisaged. 

Under a baseline scenario, overall external 
debt is expected to increase from a pre-crisis 
48% to approximately 60% in 2012, mainly 
due to the public sector’s infrastructure loans 
from IFIs and to the stand-by loan.  With a 
growth shock, external debt would reach 
approximately 50% of GDP. Under an extreme 
real depreciation shock of 30%, external debt 
would reach 85%, but would then decrease 
back to approximately 68% in 2015. However, 
this is not deemed very likely, given BiH’s 
Currency Board Arrangement. 

Prior to the crisis, Croatia had the highest 
overall external debt in the Western Balkans 
at above 70% of GDP, while total public debt 
was approximately 38%, excluding state 
guarantees. External financing needs remain 
substantial in the short term, mostly reflecting 
the corporate sector’s debt repayments. During 

the crisis, Croatian public debt increased 
significantly to approximately 50% of GDP, 
which includes guaranteed debt. For 2012, 
Croatian external debt is projected to reach 
approximately 100% of GDP and public debt 
is forecast at 41% of GDP (or 55% of GDP, 
including state guarantees).

Bosnia and Herzegovina



12

Under unchanged policies, public debt 
(including guarantees), is likely to rise above 
60% of GDP, heightening sustainability 
concerns. Therefore, it will be crucial for the 
Croatian government to consolidate its fiscal 
stance in order to ensure sustainable public 
debt. A combined growth shock and real 
depreciation shock would also put Croatian 
public debt at a high level (approximately 
60%, or 80% including guarantees). 

Croatia’s external debt position is even more 
worrisome. External debt increased rapidly 
and reached over 95% of GDP in 2009, 
with half of the debt relating to the corporate 
sector. All of the shocks would put the external 
debt at more than 100% of GDP, while a 30% 
real depreciation could increase external 
debt to about 140% of GDP in 2015, which is 
unsustainable.

Kosovo

Former Yugoslav Republic of Macedonia
Public debt in the Former Yugoslav Republic 
of Macedonia, at approximately 20% of 
GDP, is low in the regional context, as is its 
external debt of approximately 51%. However, 
these debt figures do not include restitution 
repayments.

Projects for 2012 suggest that public debt will 
reach approximately 25% of GDP, with an 
estimate of 58% for total external debt. The IMF 
warns that constrained policies and increased 
vulnerability to sudden stops suggest that 

lower debt ratios are prudent in such fixed 
exchange rate regime countries. However, it 
concludes that there is a high probability that 
public debt of the Former Yugoslav Republic 
of Macedonia, in a baseline scenario, will be 
at approximately 25% of GDP by 2015. Under 
shock scenarios, public debt should remain 
stable at below 35% of GDP.

The IMF recommends that the Former Yugoslav 
Republic of Macedonia stabilises public debt 
in the medium term at approximately 25% 

Kosovo’s total public debt and total external 
debt (both at approximately 20%), are the 
lowest in the region. This is due to a number 
of factors, including large inflows of grants, 
its ability to secure concessional or soft loans 
and its inability to borrow from some IFIs. 
Furthermore, the authorities’ commitment 
towards a stand-by arrangement with the 
IMF means they do not envisage substantial 
borrowing, but rather plan for privatisation 
receipts. 

However, while the risk of debt distress in 
Kosovo is moderate and Kosovo’s debt is low, 
its external borrowing space is constrained, 
mainly by its lacklustre and volatile exports 
and lack of structural reforms. 

Risks to debt sustainability arise primarily from 
possible expenditure pressure. This is a result 
of cost overruns of large infrastructure projects, 
shortfalls in privatisation proceeds and the 
duration of future debt. Kosovo’s public debt is 
expected to increase from approximately 20% 
of GDP in 2012 to approximately 27% of GDP 
in 2015, due to the planned financing of the 
Route 7 road infrastructure project. 

Possible shocks to debt include the assumption 
that the increase in public investment 
expenditures and their adverse impact 
on fiscal deficits are temporary, while the 
resulting output gains are permanent. Thus, 
if growth falls short of expectations, a policy 
adjustment would be needed to preserve debt 
sustainability. 
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of the GDP, while keeping the overall fiscal 
deficit at around 1.5% of GDP (which amounts 
to the primary fiscal deficit excluding interest 
payments at approximately 0.4% of GDP). One 
of the reasons for such prudent public debt 
targeting is the fact that the country (as well 
as the region in general) will gradually move 
from concessional debt to more expensive 
borrowing conditions.

External debt is expected to be manageable 
at 58% of GDP in 2010, with favourable 
banking system conditions (well capitalised, 
liquid, and funded predominantly by local 
deposits). Shock scenarios show a modest 
impact from interest rate, growth, or current 
account shocks (up to 64% of GDP); although 
a significant depreciation (30%) would result 
in external debt amount at approximately 84% 
of GDP in 2015. This is however unlikely given 
the Currency Board commitment. 

Based on its overall healthy debt and policy 
situation, the IMF approved a precautionary 
credit line to the Former Yugoslav Republic of 
Macedonia in February of 2011 in the amount 
of €200 million. This credit line is given by the 
IMF as insurance against the possibility of an 
unexpected change in financing circumstances, 
and is given only to countries that, despite 
having sound policies and fundamentals, have 
some remaining vulnerabilities.

While the country benefited from a legacy 
of sound public finances in recent years, 
which have provided room for larger deficits 
during periods of economic weakness, it 
will be important to reduce deficits over the 
medium term to preserve debt sustainability 
and ensure the capacity to respond to future 
economic cycles. 

Montenegro
In 2005, total public debt in Montenegro was 
41% of GDP and total external debt was 
44% of GDP. Projections for 2012 show 
an increase to 52% of GDP for total public 
debt and 108% for total external debt. It 
has to be noted that (unlike for BiH and the 
Former Yugoslav Republic of Macedonia), 
these figures include restitution (dating from 
WWII period) repayments. Montenegro’s 
post-independence boom, triggered by bold 
reforms and favourable assessments of the 
economy’s potential, aggravated underlying 
vulnerabilities, with credit growth financing 
surging domestic demand. Rapid credit growth 
in Montenegro has compromised the quality of 
banks’ portfolios; real property values rapidly 
increased to unrealistic and unsustainable 
levels; and private sector debt swelled. This 
also resulted in inflated budgets in terms of 
property tax revenues, in particular at local 

government levels, putting previously planned 
municipal infrastructure projects in jeopardy.

In terms of the total public debt sustainability 
analysis, under the baseline scenario, which 
reflects authorities’ fiscal plans and measures 
(basically freezing public expenditures at 2009 
level), total public debt is projected at 56% of 
GDP in 2014. 

A shock scenario shows that public debt 
sustainability is particularly sensitive to a 
growth shock, which would cause it to increase 
to approximately 76% of GDP in 2015, as 
well as contingent liabilities (primary balance) 
shock, which would result in a share of 69% 
of GDP in 2015.

No shock scenarios were published by the 
IMF for the external debt of Montenegro. 
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Serbian total public debt is projected to increase 
from 33% of GDP in 2008 to approximately 
40% of GDP in 2012. Total external debt, 
which had decreased from 64% of GDP in 
2005 to 62% of GDP in 2008, is expected to 
reach 74% of GDP in 2012. 

Total public debt is currently sustainable and, 
in an unchanged policies scenario, would 
increase to 50% of GDP in 2014. However, 
risks are foreseen due to the planned increase 
of the stock of treasury bills (expected to 
increase from 3% of GDP in 2009 to 11% of 
GDP in the period 2011–2014). Other risks 
include: currency depreciation, to which 
Serbian debt is particularly sensitive; losses 
from state and socially owned enterprises, 
including restitution (the government’s current 
plan would increase debt by up to about 16% 
of GDP); and the planned state-guaranteed 

domestic credit support programme (the IMF 
estimates its costs to be approximately 2% of 
GDP in terms of public debt).

Under a baseline scenario that assumes sound 
fiscal policy and foreign direct investment 
(FDI) inflows, total external debt is expected 
to peak in 2010 at 80% of GDP. It should start 
to decline in 2011, and return to the 2008 level 
of 64% of GDP by 2015. 

Within the shock scenario, similar results are 
recorded, except for an exchange-rate shock. 
This would raise the external debt-to-GDP ratio 
sharply, which points to substantial potential 
risks. With a real depreciation of 30%, the 
external debt would rise to 116% of GDP. 

Serbia
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Investment in gross fixed capital 
formation is crucial for the transition 
process as it underpins economic 

growth with investments in infrastructure and 
technology. For comparison, the gross fixed 
capital formation rates in new EU member 
states during their pre-accession period 
(and currently) are significantly higher – at 
approximately 25% of GDP on average – than 
those of old EU member states (20%) (EC, 
June 2010). 

Gross fixed capital formation in the Western 
Balkans fell significantly, from an average of 
31% of GDP in 2008 to approximately 25% 
of GDP in 2009. The fall in overall gross 
fixed capital formation was partially due to 
a decrease in public capital investment (as 
shown in Table 5 below). It is worth noting that 
those countries whose economic development 
shrank the most were those with the highest 
decrease in capital investment (Croatia and 
Montenegro).

Review of Public Capital Investment 
in the Western Balkans 4.

            Simple Simple
            Average Average
            2007-2011 2007-2011

   Gross   Gross   Gross   Gross   Gross   Gross
  Public Fixed Public Fixed Public Fixed Public Fixed Public Fixed Public Fixed
 in % GDP Capital Capital Capital Capital Capital Capital Capital Capital Capital Capital Capital Capital
  Expenditure Formation Expenditure Formation Expenditure Formation Expenditure Formation Expenditure Formation Expenditure Formation

 Albania 5.9% 29.4% 8.6% 32.5% 8.8% 29.0% 5.1% 25.9% 5.2% 26.1% 6.7% 6.4%
 Bosnia and 
 Herzegovina 6.9% 24.9% 6.5% 28.0% 6.5% 22.1% 6.4% 19.8% 6.5% 20.2% 6.6% 6.5%
 Croatia 3.9% 30.5% 2.6% 32.8% 2.0% 28.3% 1.9% 30.2% 2.0% 30.6% 2.5% 2.2%
 Kosovo  26.0%  28.9% 9.7% 29.8% 8.6% 32.5% 7.1% 33.2% 5.1% 6.7%
 FYR Macedonia 3.0% 24.2% 5.0% 27.7% 3.4% 24.9% 4.4% 24.9% 4.0% 24.9% 4.0% 4.0%
 Montenegro 7.0% 33.8% 10.1% 40.6% 8.6% 18.0% 8.5% 19.0% 8.1% 21.0% 8.5% 8.5%
 Serbia 4.7% 28.2% 3.8% 28.6% 3.1% 23.9% 3.3% 25.1% 3.5% 25.3% 3.7% 3.5%
 Western Balkans 
 Simple Average 5.2% 28.1% 6.1% 31.3% 6.0% 25.1% 5.5% 25.3% 5.2% 25.9% 5.3% 5.4%

Table 5: Public Capital Expenditure and Gross Fixed Capital Formation in the Western 
Balkan Countries, 2007-2011

Same sources as in Table 1

2007 2008 2009 2010 2011

The need for continuing investment in 
infrastructure in the region was highlighted in 
the European Bank for Reconstruction and 
Development (EBRD) 2010 Transition Report, 
which cites the Western Balkans as one of the 
areas with the greatest challenges. 

To illustrate, Table 6 below sets out the 
EBRD’s Infrastructure Development Indicators 
for these countries. All of the Western Balkan 
countries score below 3 (except from Croatia) 
on the scale from 1 to 4+, with 1 representing 
little or no change from a rigid centrally planned 
economy and 4+ representing the standards 
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Table 6: EBRD Infrastructure Development Indicators for the Western Balkan 
Countries

Sources: EBRD Transition Report, November 2010 

In 2008 overall savings (total including private 
and public savings) in pre-accession countries 
were, on average, approximately 50% lower 
than the savings in EU member states. 
Average savings in pre-accession countries 
were approximately 10% of GDP, compared 
to approximately 20% in EU member states. 
This will jeopardise the potential to free fiscal 
space for more investment (EC, June 2010). 

Western Balkan fiscal policies were 
expansionary in the pre-crisis period, partially 
as a result of the decreased level of IMF 
involvement in 2006–2008 and partially due 
to unprecedented revenue growth. This 
was fuelled by economic recovery and tax 
administration reforms, and resulted in the 
broadening of the tax basis (especially the 
VAT base). As a result, public expenditure 
increased, especially in terms of wage bill and 
social transfers, with increases in pre-crisis 
capital expenditure usually less than those for 

current expenditure. Table 7 below outlines the 
main fiscal indicators for each of the Western 
Balkan countries.

Consequently, once the crisis hit, the Western 
Balkan countries with already deteriorating 
fiscal positions did not have the capacity for 
fiscal stimulus packages comparable to those 
of developed countries. At the same time, 
Western Balkan privatisation plans were stalled 
due to limitations on the international capital 
markets. This further reduced governments’ 
capacity to make investments as most of these 
countries had envisaged using privatisation 
receipts for further infrastructure investments. 
Appendix 4 illustrates the level of demand 
for investment in energy infrastructure in the 
region. 

 Infrastructure Albania Bosnia and Croatia FYR  Montenegro Albania
   Herzegovina  Macedonia  
 Fixed-line (mobile) penetration 10.1 27.3 41.9 22.4 56.9 31.4
 rate (per 10 inhabitants) (99.9) (84.3) (134) (122.6) (103.6) (97.8)
 Internet users (per 100 inhabitants) 15.1 34.7 50.8 42.9 45.1 24.0  
 Railway labour productivity (2000=100) 33.3 448.0 145.4 162.4 165.1 247.1
 Residential electricity tariffs (USc kWh) 9.6 9.1 12.4 6.1 12.4 8.8 
 Average collection rate, electricity (in per cent) 76 98 100 87 na 94
 EBRD index of infrastructure reform 2.3 2.7 3.0 2.7 2.3 2.3
 Electric power 3.0 3.0 3.0 3.0 2.7 2.3
 Railways 2.0 3.3 2.7 2.7 2.0 3.0
 Roads 2.3 2.7 3.0 2.7 2.3 2.7
 Telecommunications 3.3 2.3 4.0 3.7 3.3 3.0
 Water and wastewater 2.0 2.0 3.3 2.3 2.0 2.0

of an industrialised market economy. Excerpts 
from the EBRD 2010 Transition Report 

outlining the situation on infrastructure and 
investment are set out in Appendix 3.
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 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  26.3% 24.5% 29.7% 28.9% 27.5%
 Expenditure 19.2% 24.7% 30.3% 32.0% 32.8% 
 Balance 7.1 -0.2 -0.8% -3.4% -5.5%
 Public Debt   17.8% 17.7% 17.6%
 Capital Expenditure   9.7% 8.6% 7.1%
 Real GDP change 4.0% 5.4% 3.8% 4.3% 4.7%

Note: GDP 3.849 million EUR in 2008. Population 2,158 thousand

Kosovo

Note: GDP 8.796 million EUR in 2008. Population 3,170 thousand

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants 25.7% 26.8% 26.0% 25.2% 25.0%
 Expenditure 29.6% 32.3% 33.4% 30.3% 31.1% 
 Balance -3.9% -5.5% -7.4% -5.2% -6.1%
 Public Debt 53.9% 55.2% 59.7% 62.8% 65.1%
 Capital Expenditure 5.9% 8.6% 8.8% 5.1% 5.2%
 Real GDP change 6.0% 7.8% 2.8% 2.3% 3.2%

Albania

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  46.7% 45.5% 44.6% 45.9% 45.8%
 Expenditure 47.1% 50.3% 50.2% 50.4% 48.8% 
 Balance -0.3% -4.8% -5.7% -4.5% -3.0%
 Public Debt 32.9% 30.8% 35.4% 39.1% 43.0%
 Capital Expenditure 6.9% 6.5% 6.5% 6.4% 6.5%
 Real GDP change 6.1% 5.7% -3.1% 0.5% 3.0%

Note: GDP 12.630 million EUR in 2008. Population 3,842 thousand

Bosnia and Herzegovina

Croatia

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  40.7% 39.8% 38.7% 37.6% 37.4%
 Expenditure 42.0% 40.7% 41.9% 41.2% 41.1% 
 Balance -1.3% -0.9% -3.2% -3.6% -3.7%
 Public Debt 33.2% 29.3% 35.4% 38.2% 39.6%
 Capital Expenditure 3.9% 2.6% 2.0% 1.9% 2.0%
 Real GDP change 5.5% 2.4% -5.8% 0.0% 2.0%

Note: GDP 47.364 million EUR in 2008. Population 4,435 thousand

Table 7: Fiscal Indicators of the Western Balkan Countries, 2008-2011
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Table 7 clearly illustrates a sharp decline in 
revenues in 2009. All of the countries show 
a decrease of revenue, with an average 
decline of approximately 2.2% of GDP from 
2008 to 2009 (when total GDP for these six 
countries was approximately €112 billion). At 
the same time, expenditure decreased by only 
0.3% of GDP, leaving a wide average fiscal 
deficit of 4.4% of GDP in 2009 (an increase 
of 2 percentage points in comparison to 
2008) and public debt at 37.6% of GDP in 
2009 (an increase of 2.5 percentage points 

in comparison to 2008). In 2010, neither a 
significant recovery of the revenues nor a 
significant decrease in expenditure is expected 
on average, so further increases in public debt 
are taking place (at 39.1% of GDP on average 
for the Western Balkan countries). 

While, on average, government expenditure 
dropped approximately 0.5% as a share of 
GDP in 2010 in comparison to 2008 (meaning 
that the actual decrease was stronger, due to 
GDP shrinkage), an analysis of the expenditure 

Note: GDP 33.400 million EUR in 2008. Population 7.351 thousand

Serbia

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  43.5% 41.9% 39.5% 38.8% 38.0%
 Expenditure 45.4% 44.5% 43.6% 43.6% 42.0%  
 Balance -1.9% -2.6% -4.1% -4.8% -4.0%
 Public Debt 5.3% 33.4% 35.6% 40.5% 41.6%
 Capital Expenditure 4.7% 3.8% 3.1% 3.3% 3.5%
 Real GDP change 6.9% 5.5% -3.0% 1.5% 3.0%

Note: GDP 3.086 million EUR in 2008. Population 631.5 thousand

Montenegro

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  47.7% 48.6% 43.2% 41.8% 39.8%
 Expenditure 40.9% 48.8% 46.4% 48.9% 47.4%  
 Balance 6.7% -0.3% -3.2% -7.1% -7.6%
 Public Debt 27.5% 40.1% 34.8% 27.5% 29.0%
 Capital Expenditure 7.0% 10.1% 8.6% 8.5% 8.1%
 Real GDP change 10.7% 6.9% -6.6% -1.8% 4.5%

Note: GDP 6.504 million EUR in 2008. Population 2,048 thousand

FYR Macedonia

 in % GDP  2007 2008 2009 2010 2011
 Revenue and Grants  33.2% 33.5% 31.4% 33.2% 32.7%
 Expenditure 32.6% 34.5% 34.3% 35.7% 34.7%  
 Balance -0.5% -1.0% -2.8% -2.5% -2.0%
 Public Debt 31.5% 21.5% 24.5% 26.2% 26.3%
 Capital Expenditure 3.0% 5.0% 3.4% 4.4% 4.0%
 Real GDP change 5.9% 4.8% -1.3% 2.0% 5.0%

Same sources as in Table 1.
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structure shows that the sharpest decline 
(20%) was in capital expenditure. Capital 
expenditure decreased from an average of 
6.1% of GDP (approximately €6.8 billion for all 
six countries) in 2008, to 5.4% of GDP in 2009 
and 4.9% of GDP in 2010. All of the Western 
Balkan countries recorded a decline in capital 
expenditure, ranging from -1.5% (decrease 
of 0.1 percentage points in terms of share in 
GDP) in BiH to -41.7% in Albania (decrease 
of 3.5 percentage points in terms of share 
in GDP). In line with many other countries, 
Western Balkan countries reduced capital 
expenditure in favour of current expenditure, 
particularly social transfers.  Appendix 2 
provides a number of examples of public 
investment projects affected by the crisis in 
the Western Balkans. 

Table 8 below shows summary data on 
overall fiscal balances in the Western Balkan 

Countries in the period 2007–2011. While the 
overall average Western Balkan fiscal balance 
in 2007–2011 is sustainable at 2.7% of GDP 
(and the GDP weighted average for 2007–
2011 is -3% of GDP), the annual changes 
reflect the effects of the crisis. The average 
fiscal balance in Western Balkan countries 
dropped from +0.8% of GDP in 2007 to -4.4% 
of GDP in 2010 (reaching more than -4.5% in 
all countries except for Croatia, Kosovo and 
the Former Yugoslav Republic of Macedonia). 
This will have the effect of constraining future 
public capital investment. 

This is of concern, given the importance of 
capital expenditure due to the inadequate 
state of physical infrastructures, particularly 
roads, in most of the economies except for 
Croatia. These inadequacies pose a major 
constraint on cross-border trade and growth 
(EC, June 2010).

Table 8: Overall Fiscal Balances in the Western Balkan Countries, 2007-2011

Same sources as in Table 1.

 Overall Fiscal       Simple Average  
 Balance % GDP  2007 2008 2009 2010 2011 2007–
 Albania -3.9% -5.5% -7.4% -5.2% -6.1% -5.6%
 Bosnia and Herzegovina -0.3%% -4.8% -5.7% -4.5% -3.0% -3.7%
 Croatia -1.3% -0.9% -3.2% -3.6% -3.7% -2.5%
 Kosovo 7.1% -0.2% -0.8% -3.4% -5.5% -0.6%
 FYR Macedonia -0.5% -1.0% -2.8% -2.5% 1.8% -1.0%
 Montenegro 6.7% -0.3% -3.2% -7.1% -7.6% -2.3%
 Serbia -1.9% -2.6% -4.1% -4.8% -4.0% -3.5%
 Western Balkan  
 Simple average 0.8% -2.2% -3.9% -4.4% -4.0% -2.7%

A review of capital investment trends and 
priorities articulated by the Western Balkan 
governments in their official documents, 
including economic and fiscal programmes/
pre-accession economic programmes, results 
of talks with the IMF, medium-term expenditure 
framework and medium-term economic and 
fiscal policies of the governments reveal a 
number of common trends:

g Capital expenditure cuts were usually 
made on smaller, domestically financed 
projects, while large ongoing foreign-
financed projects remained in operation. 
Furthermore, in most countries (especially 
those with IMF arrangements), additional 
IFI loans are provided for capital 
investment.
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g Road-transport infrastructure is the top 
investment priority for Western Balkan 
governments except for Croatia, which 
has completed most of its main road 
infrastructure projects. Other common 
capital investment priority areas include 
railroads, the energy sector, water 
management, and rural development.

g Capital expenditure is usually under-
executed, often due to capacity issues, 
and these issues have been exacerbated 
by the need for further fiscal savings 
and/or foreign borrowing limits. This is 
due to limited accessibility of foreign 
funds due to the crisis, but also to the 
fact that public debt increased during the 
crisis. This foreign financing constraint 
is enforced both by the foreign lenders 
(due to deterioration of the fiscal and 
debt positions and harsher borrowing 
terms) and by the countries themselves, 
which curtail their foreign borrowings for 
infrastructure projects because of the 
increased need for borrowing for current 
spending. 

g  In terms of current credit ratings, Albania 
and BiH have standard and poor long-
term ratings s at B+; the rating of the 
Former Yugoslav Republic of Macedonia 
was downgraded from BB+ to BB- in 
2009, and upgraded to BB stable in 2010; 
Montenegro’s rating was downgraded 
from BB+ to BB in 2010; while Serbia 
received an improved rating from BB- to 
BB in 2011.

g While medium-term policy documents 
of all governments mention decreasing 
current expenditure and increasing capital 
expenditure, detailed lists of policies 
for decreasing current expenditure 
are lacking, in particular in the area of 

decreasing wage bill and social transfers. 
Indications regarding specific capital 
expenditure projects are often listed, but 
detailed lists including the financial impact 
of such capital expenditure are generally 
not readily available.

g Public-private partnership is identified as 
a model that could be used for capital 
infrastructure in the next period, due to 
budgetary limitations and a decrease in 
external financing. However, in several 
countries, the legal framework to make 
PPPs is either incomplete or has yet to be 
established.

g A lack of intensive and well-targeted 
innovation infrastructure is also evident 
the EFPs/PEPs and other government 
policy documents, in which little attention is 
devoted to innovation infrastructure in terms 
of concrete plans. However, innovation 
infrastructure is gaining in importance in 
2011 EFPs/PEPs in comparison to 2010 
EFPs/PEPs, especially in the case of the 
Former Yugoslav Republic of Macedonia, 
Croatia and Serbia.  See Appendix 8 for 
more details. 

Tables 9 and 10 below show the real GDP 
projections and main fiscal indicators reported 
by the Western Balkan countries in the 2010 
EFPs/PEPs prepared in January 2010 and 
the 2011 EFPs/PEPs submitted to the EC in 
February 2011.

A comparison of the 2010 and 2011 EFPs/
PEPs indicate the following trends: 

g 2010 GDP growth has been downgraded 
in comparison to the projections made in 
January 2010 for most of the countries, 
with 2011 growth projections also being 
downgraded.
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g Most countries showed underperformance 
of revenues in comparison to previous 
projections. 

g Revenue projections for 2011 were also 
mostly downgraded in 2011 EFPs/PEPs.

g Most countries, with the notable exception 
of the Former Yugoslav Republic of 
Macedonia, did not adequately decrease 
expenditure to compensate for the 
revenue shortfall, which resulted in fiscal 
balance deterioration in comparison to 
data reported in 2010 EFPs/PEPs.

g While total government expenditure was 
mostly revised upwards, capital expenditure 
was usually revised downwards, indicating 
further fiscal deterioration and increase of 
current spending. 

g Overall public debt projections generally 
increased.

Further detailed analyses of the 2010 and 
2011 EFPs/PEPs of each country are set out 
in Appendix 1. Findings from a number of 
studies undertaken by Western Balkan Think 
Tanks on Capital Expenditure are contained 
in Appendix 5.  

Table 9: Macro-economic and Fiscal Indicators of the Western Balkans in 2010 EFPs/PEPs

Note: GDP 8.542 million EUR in 2008. Population 3.170 thousand

Albania

Note: GDP 14.282 million EUR in 2008. Population 3.842 thousand

Bosnia and Herzegovina

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 26.8% 26.4% 26.6% 26.8%
 Expenditure 32.4% 33.3% 30.6% 29.9%
 Balance -5.6% -6.9% -4.0% -3.1%
 Public Debt 54.9% 59.5% 59.9% 58.3%
 Capital Expenditure 9.5% 9.2% 6.3% 5.9%
 Real GDP change 8.0% 3.0% 5.5% 6.5%

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 40.3% 38.6% 38.9% 38.5%
 Expenditure 44.6% 43.0% 42.9% 40.8%
 Balance -4.3% -4.4% -4.0% -2.3%
 Public Debt n/a n/a n/a n/a
 Capital Expenditure 5.7% 5.1% 5.4% 5.3%
 Real GDP change 5.3% -3.0% 0.5% 5.1%
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Sources: Economic and Fiscal Programs of potential candidate countries, prepared in December of 2009.

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 36.1% 34.3% 36.7% 35.6%
 Expenditure 36.4% 37.1% 39.2% 38.1%
 Balance -0.3% -2.8% -2.5% -2.5%
 Public Debt 21.3% 24.7% 26.5% 27.1%
 Capital Expenditure 5.3% 4.3% 6.4% 6.3%
 Real GDP change 4.8% -0.6% 2.0% 3.5%

Note: GDP 6.504 million EUR in 2008. Population 2.048 thousand

FYR Macedonia

Note: GDP 3.085 million EUR in 2008. Population 631.5 thousand

Montenegro

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 50.1% 43.1% 41.9% 42.1%
 Expenditure 50.4% 47.1% 46.2% 43.5%  
 Balance -0.3% -4.0% -4.3% -1.4%
 Public Debt 29.0% 35.2% 39.2% 38.7%
 Capital Expenditure 10.1% 6.9% 7.3% 6.9%
 Real GDP change 6.9% -5.3% 0.5% 3.5%

Note: GDP 34.259 million EUR in 2008. Population 7.35 thousand

Serbia

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 41.0% 38.7% 38.3% 38.1%
 Expenditure 43.5% 43.0% 42.3% 41.6%
 Balance -2.5% -4.3% -4.0% -3.5%
 Public Debt 29.0% 31.3% 34.0% 34.8%
 Capital Expenditure 3.8% 3.2% 3.5% 3.5%
 Real GDP change 5.5% -3.0% 1.5% 3.0%

Note: GDP 47.400 million EUR in 2008. Population 4.435 thousand

Croatia

 in % GDP  2008 2009 2010 2011
 Revenue and Grants 39.4% 38.8% 38.4% 36.8%
 Expenditure 40.8% 42.2% 41.7% 39.9%
 Balance -1.4% -3.4% -3.3% -3.1%
 Public Debt 29.1% 33.5% 36.1% 37.3%
 Capital Expenditure 2.1% 1.8% 1.9% 1.9%
 Real GDP change 2.4% -5.9% 0.5% 3.0%
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Table 10: Macro-economic and Fiscal Indicators of the Western Balkans in 2011 EFPs/PEPs

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants 26.8% 26.1% 26.6% 27.3% 26.5%
 Expenditure 32.4% 33.2% 29.6% 30.8% 29.5% 
 Balance -5.6% -7.1% -3.0% -3.5% -3.0%
 Public Debt 54.9% 59.7% 59.4% 59.2% 58.7%
 Capital Expenditure 9.5% 9.6% 6.5% 7.1% 6.2%
 Real GDP change 7.7% 3.3% 4.1% 5.5% 6.1%

Note: GDP 8.542 million EUR in 2008. Population 3,170 thousand

Albania

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants  
 Expenditure 
 Balance 
 Public Debt   31.6% 35.4% 32.7%
 Capital Expenditure
 Real GDP change 5.3% -2.8% 0.5% 3.2% 5.5%

Note: GDP 4.282 million EUR in 2008. Population 3,842 thousand

Bosnia and Herzegovina

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants  36.1% 33.2% 34.8% 34.5% 33.5%
 Expenditure 36.4% 36.0% 37.3% 37.0% 35.7% 
 Balance -1.0% -2.8% -2.5% -2.5% -2.2%
 Public Debt 21.3 23.7 24.0% 26.0% 26.1%
 Capital Expenditure 5.3% 4.2 5.3% 6.1% 6.1%
 Real GDP change 4.8% -0.9% 2.0% 3.5% 4.5%

Note: GDP 6.504 million EUR in 2008. Population 2.048 thousand

FYR Macedonia

Note: GDP 47.400 million EUR in 2008. Population 4,435 thousand

Croatia

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants  39.4% 38.5% 37.8% 36.3% 36.8%
 Expenditure 40.8% 42.6% 43.0% 41.9% 40.7% 
 Balance -1.4% -4.1% -5.2% -5.6% -3.9%
 Public Debt 29.1% 35.4% 41.6% 44.2% 46.3%
 Capital Expenditure 2.1% 1.8% 1.8% 1.9% 1.7%
 Real GDP change 2.4% -5.8% -1.6% 1.5% 2.0%
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Montenegro

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants  41.0% 40.7% 40.0% 38.8% 38.2%
 Expenditure 43.5% 45.0 44.8% 42.5% 42.4% 
 Balance -2.5 -4.3 -4.8% -3.7% -4.2%
 Public Debt 29.0 32.9 42.0% 40.1% 39.6%
 Capital Expenditure 3.8 3.3 3.7% 3.5% 3.7%
 Real GDP change 5.5% -3.1% 1.5% 3.0% 4.0%

Note: GDP 34.259 million EUR in 2008. Population 7.351 thousand

Serbia

Sources: Economic and Fiscal Programs of potential candidate countries, prepared in January of 2011.

 in % GDP  2008 2009 2010 2011 2012
 Revenue and Grants  50.1% 45.5% 41.8% 42.0% 42.1%
 Expenditure 50.4% 51.1% 45.8% 44.4% 42.2% 
 Balance -0.3% -5.6% -4.0% -2.4% -0.1%
 Public Debt 29.0% 42.2% 41.8% 42.9% 40.1%
 Capital Expenditure 10.1% 8.4% 5.2% 5.1% 5.0%  
 Real GDP change 6.9% -5.7% 0.5% 2.5% 3.5%

Note: GDP 3.085 million EUR in 2008. Population 631.5 thousand
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Appendices

Appendix 1: Trends in Public Capital Investment by Country 

This appendix provides more detailed 
information on public capital investment trends 
for each of the Western Balkan countries, 
including an overview of the Western Balkan 
governments’ commitments as outlined in 

official policy documents (for example medium-
term frameworks adopted by the governments, 
documents signed by the governments within 
IMF arrangements, and economic and fiscal 
programmes).

Albania
In comparison to other Western Balkan 
countries, Albania was not hit as hard by the 
crisis because it relied to a lesser extent on 
foreign capital inflows in the pre-crisis period. 
This meant that its external vulnerabilities 
were not as prominent as in other Western 
Balkan countries. Furthermore, the Albanian 
authorities were able to inject some fiscal 
stimulus into the economy by using privatisation 
receipts from the electricity market. On the 
monetary policy side, currency depreciation, 
an increase of minimum deposit rates, a cut 
in interest rates, and liquidity injections were 
employed. As a result, Albania was the only 
Western Balkan economy that grew in 2009 
(at 2.3%). However, the authorities’ macro-
economic and fiscal projections for 2010 and 
the following years are judged, by both the 
IMF and the EC, to be too optimistic.

While much of Albanian pre-crisis growth 
was fuelled by ambitious public investment 
projects, during the crisis the entire decrease 
in overall expenditure in Albania came from 
reducing capital expenditure, with current 
expenditure actually increasing. 

However, it has to be noted that Albanian 
pre-crisis public capital investment levels, 
expressed as a share of GDP, were high, 

and that the reduction was probably imminent 
regardless of the crisis. At 8.6% of GDP in 
2008, Albanian public capital expenditure was 
the highest in the Western Balkans, excluding 
Montenegro (whose public capital expenditure 
was at 10.1% of GDP in 2008). In 2008, 
expenditures on the large Reshen-Kalimash 
road project accounted for approximately 42% 
of total public capital expenditures.

As in all of the Western Balkan countries, 
Albania is confronted with the need to 
increase its capacity for capital investment 
absorption and implementation. In its analysis, 
the IMF underlines that in past years capital 
spending in Albania constantly lagged 
behind budget amounts, which illustrates the 
need for improvement in both planning and 
implementation (IMF, July 2010).

Future capital investment in Albania will also 
be affected by the authorities’ commitment to 
cuts in public debt throughout its talks with the 
IMF (IMF, July 2010). 

In the 2010 Economic and Fiscal Programme 
(prepared in December of 2009), the 
Albanian authorities stated that capital 
expenses in 2009 recorded a shortfall in both 
domestically financed investments as well 
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as foreign-financed investments. For 2010, 
they announced that capital expenditure had 
been cut from the originally planned 6.7% 
of GDP to 5.4% of GDP. While domestically 
financed capital expenditures were reduced 
in comparison to 2010, foreign-financed 
capital expenditures increased, as a result 
of increased foreign grants devoted to 
public projects. However, more recent 2010 
projections show that foreign-financed capital 
expenditures will be under-executed, due to 
the government’s commitment to limit foreign 
borrowing. 

A strong decrease in the 2010 capital 
expenditures in Albania is shown in official 
Ministry of Finance data (Albanian Ministry 
of Finance, August 2010). This data explains 
that capital expenditures were approximately 
35% lower than in the same period in 2009. 
In 2010, domestic financing accounts for 
approximately 75% of all capital expenditure 
financing.

According to the 2010 Article IV Consultation 
IMF Staff Report, Albania’s external debt has 
been on the rise since 2005, but it remains 
sustainable. Policies, however, should be 
mindful of vulnerabilities, particularly given 
the risks associated with current account and 
other shocks. The 2010 EBRD transition report 
notes that the key macro-economic risk for 
Albania stems from potential spill over effects 
from the Greek crisis, mostly in the form of 
falling investment, lower remittances, higher 
costs for local subsidiaries of Greek banks 
and reduced trade flows. 

The Albanian authorities announced that one 
of the fiscal objectives would be to maintain 
the planned level of capital expenditures at 
5.1% of GDP, focusing on the following priority 
sectors: infrastructure; education; health 
care; agriculture; and rural development. 
The government states that its strategy is 

to keep the structure of public spending 
oriented towards growth. However, according 
to the EC, the programme does not explicitly 
mention measures relating to the quality of 
public finance.

In terms of financing capital expenditure 
projects, the authorities state the need for 
more cost-effective forms of borrowing from 
international financial institutions in the 
upcoming years, as well as bilateral borrowing, 
while keeping commercial borrowing for capital 
expenditure at a minimum.

The Albanian government’s 2011–2013 
Medium-term Expenditure Framework, 
prepared in July of 2010, shows that a 
decrease in capital expenditure is envisaged 
for 2011–2013. The planned 2010 decrease 
corresponds to 0.5% of GDP, so it is expected 
that within the 2011 EFP (and the new round 
of talks of Albanian authorities with the IMF), 
the previously planned 2011 level of capital 
expenditure shown in Tables 5 and 7 will be 
reduced. 

The planned decrease of capital expenditure 
in relation to domestic sources from 6.6% of 
GDP in 2009 to only 1.8% of GDP in 2011 is 
worth noting. For 2012 a gradual recovery of 
overall capital expenditure is planned at 5.1% 
of GDP and 5.4% in 2013, with a decrease 
in foreign financing and a gradual increase in 
domestic financing.

In the Albanian government’s 2011–2013 
Medium-term Expenditure Framework, the 
government also states that capital investment 
projects will be analysed in accordance with 
national strategic priorities, and that more 
vigorous analysis of the implementation will be 
performed by the line ministries. Furthermore, 
the government states that the central budget 
will co-finance local investment projects with 
local or donor funds.
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More specifically, the priorities for public capital 
expenditure for 2011–2013 are repeated in 
the EFP of 2011 and include: 
g construction and reconstruction of schools, 

laboratory equipment, and internet 
connection in education sector;

g construction and re-construction of hospital 
and primary-care premises and medical 
equipment in health sector; 

g further infrastructure investments in roads 
(8th Corridor, Corridor Durres – Morine, 
North–South axes, Arber Road, and the 
central axes of south), water and sewage 
utilities, and ports; and

g further capital expenditure in defence 
sector, focusing on the improvement of 
existing military infrastructure in order to 
meet North Atlantic Treaty Organisation 
(NATO) standards.

The government has approved projects in 
water-supply plants and integrated treatment 
of water, with projects worth over €110 million 
currently being implemented.  

In Albania, as in the other Western Balkan 
countries, the prospects for infrastructure 
investment are closely related to the need for 
structural reform. An example is investment 
by Albanian Power Corporation (KESH), the 
state-owned power company (see Appendix 
3).

The Albanian 2011 PEP shows somewhat 
better real GDP growth data for 2009 and 2010 
in comparison to the 2010 EFP projections 
(2009 growth was estimated at 9.2% in 2010 
EFP, while 2010 growth was revised upwards 
from 6.3% to 6.5%). Albania is ambitiously 
and optimistically planning real GDP growth 
at 7.1% in 2011 (as compared to previously 
planned growth of 5.9%) and 6.2% in 2012. 

In terms of its fiscal position, the 2011 
EFP shows a slight shortfall in revenues in 

comparison to the 2010 PEP projections 
for 2009 (from 26.4% to 26.1%). Revenues 
for 2010 are projected at the same level as 
the previous projection (26.6%), and 2011 
revenues are now revised upwards (from 
26.8% to 27.3%). On other hand, expenditures 
as a share of GDP were slightly revised 
downward in 2009 and 2010 (from 33.3% to 
33.2% in 2009, and from 30.6% to 29.6% in 
2010). However, 2011 expenditures were 
revised upwards (from 29.9% to 30.8%). 
Consequently, the Albanian fiscal balance in 
2009 was somewhat worse than previously 
planned (at -7.1% in comparison to -6.9%), 
while the 2010 balance is better than previously 
planned (-3% in comparison to -4%). The 2011 
deficit is broadly unchanged at -3%, and this is 
due to an increase of both projected revenues 
and expenditures. 

At the same time, unlike most other countries, 
there has been an upward revision of capital 
expenditure in comparison to 2010 EFP 
projections (from 9.2% to 9.6% in 2009, from 
6.3% to 6.5% in 2010), and especially for 
2011 where we can see a significant increase 
of the plan (from 5.9% to 7.1%). Coupled with 
upward revisions of capital expenditure, this 
suggests an improvement of the expenditure 
structure in favour of capital investment, which 
is in line with the fiscal policy priorities of the 
Albanian government outlined in the 2011 
EFP.

The Albanian 2011 EFP, like all other EFPs/
PEPs, stresses the objective of consolidating 
public finance, with the following quantitative 
targets: 
g a public debt ceiling to GDP ratio of 60% 

for each year 2011–2013;
g an overall fiscal deficit ceiling to GDP ratio 

of 3.5% for 2011, and 3% of GDP for 2012, 
2013; and

g capital expenditures for each year in the 
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period 2011–2013 will be no less than the 
overall deficit, with priority investments in 
education, infrastructure, health care, and 
agriculture.

The 2011 EFP recognised that the Albanian 
government (as for most of the Western 
Balkan governments) opted for a decrease 
in capital expenditure (which was reduced by 
approximately 30% in 2010 in comparison to 
2009) in order to control the deficit. However, 
the 2011 EFP underlines that this fall was 
also partially due to high level of privatisation 
receipts in 2009, which were directed to capital 
investments and completion of the Rreshen–
Kalimash Road, mostly financed in 2009.

The Albanian government’s commitment 
to increase capital expenditure was also 
reflected in the decision of December 2010, 
by which some expenditure was reallocated 
from current to capital expenditure, more 
specifically to finance ongoing projects for the 
National Roads Network programme.

Within its analysis of capital investment in the 
2011 EFP, authorities underline that the overall 

execution of capital investment in 2010 was 
high, with the priority investments executed at 
96.8% and investment from foreign financing 
executed at 101.4%. Medium-term capital 
investment plans include a commitment 
that both domestic and foreign investments 
shall continue to be oriented towards priority 
sectors, such as infrastructure; education; 
health; agriculture; and rural development. 
Furthermore, the EC underlined that the 
reliability of power supply as well as the 
financial viability of the electricity sector needs 
to be ensured. 

The largest share of capital investment will be 
directed towards the national roads sector. This 
includes the construction and rehabilitation of 
the main networks, as well as the repairing 
of national networks (the construction of the 
main transportation corridors: north-south 
axes; Arber Road as branch of 8th corridor; 
the central axes of south; Tirane-Elbasan 
Road; and the beginning of the new Tirana 
Ring Road).  Other investments include the 
extension and improvement of the water and 
sewage utilities, port infrastructure, housing 
and rural development.

Bosnia and Herzegovina
In 2009, BiH experienced a downturn in 
economic activity of -3.1%, which was in line 
with the regional average of -2.8%. However, 
when excluding Albania (the only country 
experiencing growth in the Western Balkans 
in 2009), the economic decline in BiH was 
somewhat better than the regional average 
of – 4%. 

Due to high government revenue increases 
in the period from 2006–2008 (after the 2006 
VAT introduction broadened the tax base), 
fiscal policy deteriorated in the pre-crisis 
period, with strong increases in both the 

wage bill and social transfers. Hit by the crisis 
with declining revenues, exports and credit 
sources, the authorities in BiH established an 
extensive stand-by arrangement with the IMF 
in mid-2009. Measures included gradual fiscal 
consolidation (albeit focused more on short-
run measures); strengthening the resilience of 
the financial sector alongside commitments by 
foreign parent banks to maintain their external 
exposures to BiH and keep their subsidiaries 
capitalised; and substantial financing from the 
Fund along with funds from the World Bank 
(WB) and the EU (IMF, November 2010).
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With fiscal policy deteriorating even before 
the crisis, there was no fiscal stimulus injected 
into the economy, while the currency-board 
arrangement radically limited the scope for 
discretionary monetary policy. One of the 
measures aiding the stabilisation of the financial 
sector was a significant increase in minimum 
deposit ratios. Funds from the IMF and the 
World Bank’s budget support loan served to 
finance the fiscal deficit and to encourage 
authorities to commit to some fiscal reforms. 
Unfortunately, most of the envisaged fiscal 
reforms have not been implemented yet (as 
reflected in data shown in Table 7, with overall 
expenditure not decreasing at all up to 2011). 
This was partially due to social pressures and 
partially to the fact that elections were held in 
October 2010.

While its identified public debt (excluding 
restitutions) is still in line with the regional 
average at 39.1% of GDP in 2010, a large 
loan from the IMF (in the amount of over €1 
billion, which is 8% of the country’s GDP) will 
significantly increase foreign debt servicing 
(from annual payments of approximately 
€180m in 2009 to more than €550m annually 
in the period from 2013). This will affect the 
country’s infrastructure investment by limiting 
foreign loan possibilities. 

While data on the 2010 budget as it was 
planned show capital expenditure decreasing 
only marginally at 6.4% of GDP in comparison 
to 6.5% of GDP in 2009, it is now expected 
that the actual 2010 budget execution will 
show under-execution of capital expenditure 

and over-execution of current expenditure. 
Furthermore, out of the planned 6.4% of GDP 
in overall capital expenditure, almost 4% are 
estimated to be financed from foreign sources. 
It is expected that the remaining capital 
expenditure, financed from domestic sources, 
will be under-executed at the end of 2010, due 
to financing shortfall and delays in measures 
to cut current expenditures in both entities.

Fiscal measures implemented during the crisis 
were not symmetric in terms of long-term fiscal 
sustainability for all levels of governments. 
This was partially due to privatisation receipts 
which were available in the Republika Srpska 
(RS) when the crisis arrived, while the FBiH 
has not yet privatised most of its companies. 
Wage bills were not reduced at all levels 
of government, nor were social transfers 
and other current expenditures. Following 
the formation of the new governments, it is 
becoming necessary for the authorities to 
undertake stronger measures to cut current 
expenditures (which are the highest in the 
region, expressed as a share of GDP and 
shown in Table 72) at all levels and change 
the expenditure structure to focus on public 
investment projects. 

In the 2011 Economic and Fiscal Programme, 
after declining sharply from 2008 to 2009 
(from 27% of GDP to 16% of GDP), the share 
of the formation of gross fixed capital to GDP 
is expected to recover slowly in the period 
2010–2012 (at 17% of GDP in 2010; 18% of 
GDP in 2011; and at 19% of GDP in 2012). 

2 Note that figures showing shares in GDP for Bosnia and Herzegovina are overestimated, since IMF’s data is 
based on official production-based GDP calculation. The Agency for Statistics of Bosnia and Herzegovina started 
publishing the expenditure-side GDP, which is around 1.5 billion EUR higher than the production-side GDP. 
However, the expenditure-side GDP data are still considered preliminary; indeed the IMF uses production-side 
GDP data whereas the Bosnia and Herzegovina authorities use expenditure-side GDP data for preparation of their 
Medium-term Expenditure Frameworks and Economic and Fiscal Programs, so their shares of public and capital 
expenditure in GDP are lower. For example, the EFP shows public expenditure in 2008 at around 40% of GDP, 
while the IMF shows it at around 46% of GDP. It is expected that the expenditure-side GDP data will soon become 
official as well, and as such will be used by the IMF as well. 
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The authorities state that the decline in 
budgetary revenues in 2009 and 2010 stalled 
budget-financed capital investment, but that it 
was expected that public infrastructure projects 
would be stimulated by foreign loans allocated 
for transport infrastructure and granted by the 
EBRD, the European Investment Bank (EIB), 
the WB and other international organisations. 
This is shown in the data on foreign loan 
disbursements from the Ministry of Finance 
as well as from the Treasury of BiH. 

As in other Western Balkan countries, some 
capital investment projects, especially larger 
ones financed partially by the IFIs, were 
stalled. However in many cases, this was not 
due to crisis-related cuts in budget spending 
in this area but rather weak implementation 
capacity and a lack or delay in preliminary 
operational conditions (especially with regard 
to expropriation of land, which affected 
infrastructure investment in the transport 
sector). Yet, according to data for the first 
10 months of 2010 and projections for the 
last 2 months of the year, BiH will draw 
approximately €700min 2010 and €560m in 
2011 in loans. Virtually all of these loans relate 
to infrastructure. The most significant projects 
implemented in 2010 include approximately 
€180m for roads, water and sewage, electricity 
and railways funded by the EIB, as well as 
€115m for electricity, €194m for roads, €25m 
for water and sewage investment, and €20m 
EUR for railways funded by the EBRD. 

Both the 2010 and 2011 Economic and 
Fiscal Programmes of BiH, as well as the 
Letter of Intent for the stand-by arrangement 
emphasise the governments’ commitment to 
implementing adjustment measures aimed 
at the control of current expenditures (most 
notably by limiting the wage bill, by the better 
targeting of social benefits, and by pension 
reforms). This should provide the capacity 
to allocate limited revenues to infrastructure 

projects, which will contribute to alleviating 
the negative impact of the economic crisis and 
economic growth. The authorities also stated 
that, while in the past the indebtedness was 
mostly due to general budget support, future 
foreign loans would focus on infrastructure 
needs only.

Key investment priorities included in the 
authorities’ medium-term plans include:
g corridor Vc, for which feasibility studies 

and initial investments are being financed 
through earmarked funds (in State 
budget) from licences paid by the mobile 
telecommunications providers; 

g other smaller road networks in both 
entities;

g rural development;
g the energy sector; 
g tourism infrastructure; and 
g the modernisation of the two entity railroad 

companies.

Currently planned (December 2010) 
investment related to Corridor Vc in the 
period 2011–2015 (financed from the State 
budget) includes the following projects in the 
total amount of approximately €40m: bridges 
Gradiska, Svilaj, and Brcko District (BD); and 
financing of the project-planning and feasibility 
study for the Adriatic corridor. 

Capital investment in the RS entity has 
been larger in 2007–2010 in comparison to 
investment in FBiH, due to funds available 
from privatisations. 
In the BD, capital investment priorities 
include: waste water infrastructure; integral 
waste management; revitalisation of the BD 
port; continuation of the road infrastructure 
improvement; capital investment in health and 
education; and equipping industrial zones. The 
government plans to finance these projects 
through PPPs, regulated with the recently 
adopted PPP legislation (February 2010).
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The 2011 EFP outlines approximately 25 
investment projects under preparation. This 
is based on information from the domestic 
institutions and creditors, which shows that 
the total value of projects under preparation 
is estimated at approximately €690m. This 
includes projects in infrastructure, energy, 
SME development, agriculture, health, 
environmental protection and the social 
sector. Out of this amount, the majority will 
be provided through loans by the EIB in the 
total amount of €485m. The most significant 
project to be financed by the EIB is the 
construction of phase II of Corridor Vc (€205m). 
Remaining EIB loans include projects for 
renewable sources of energy (windmills and 
hydroelectricity in Mostar through the West 
Balkan Energy Efficiency Fund Project) in the 
amount of €170m; small and medium-scale 
projects carried out by SMEs in the FBiH 
and Herzegovina in the amount of €50m; 
and Emergency Flood Relief and Prevention 
Project in RS in the amount of €60m.
The second largest creditor for infrastructure 
projects will be KfW Bankengruppe (KfW), 
with projects in the amount of €137m, mostly 
for the energy sector and hydroelectric power 
plants. WB infrastructure projects include 
Sava Waterway Rehabilitation Project and a 
healthcare project. EBRD will provide a loan 
of €55m for Sarajevo road infrastructure and a 
regional water supply project. Other creditors/
donors for infrastructure projects include: 
the Saudi Fund for Development (regional 
road infrastructure projects and return of 
the refugees); Austria (medical equipment, 
modernisation of hospitals, and solid waste 
and wastewater disposal); and Organisation 
of Petroleum Exporting Countries (OPEC) 
Fund for International Development (OFID) 
(regional road infrastructure and regional 
education projects).

This plan for more intense capital investment 
projects is one of the assumptions used for 

the projected macro-economic framework 
within the 2011 EFP. The increase in public 
infrastructure investment is expected to have 
a positive effect on the production of building 
materials, which will in turn help improve 
industrial production and exports. Another 
important assumption is the governments’ 
investment in the energy sector. 

The 2011 EFP outlines an ambitious plan for 
investment in the BiH energy sector (based 
on the Energy Sector Study prepared with 
assistance from the WB). This plan envisages 
more than €2 billion in investments in the energy 
sector in 2011–2015 (approximately €1.5 
billion for the electricity sector; approximately 
€340m for coal mines; approximately €80m 
for the gas sector; and approximately €130m 
for the oil sector).

Based on commitments in the 2011 EFP and 
the stand-by arrangement, the government of 
the FBiH will speed up the privatisation process 
(which was stalled in the previous years), 
selling shares in approximately 10 companies 
in 2011, including those in commodity 
production, telecommunication, electricity 
distribution, insurance, pharmaceuticals, 
tobacco and airlines.
In contrast to previous EFPs, the 2011 EFP 
submitted by the BiH to DG ECFIN in January 
of 2011 does not provide a consolidation of 
the fiscal data which makes comparison of 
data difficult.

Real GDP projections given in the BiH 2011 
EFP show that the decrease in economic 
activity in 2009 was slightly better than expected 
(a fall of -2.8% was recorded in comparison to 
earlier projection of -3%). Projections for 2010 
remain the same at growth of 0.5%. However, 
2011 growth projections have been revised 
downward from previously projected growth of 
5.1% to 3.2%.
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Croatia experienced a decline of 5.8% of GDP 
in 2009, which was a strong decline in the 
regional context, second only to Montenegro’s 
decrease of 6.6%. A significant adjustment of 
the current account deficit took place during 
2009: the deficit narrowed from 9.2% of GDP 
in 2008 to 5.2% in 2009. However, the deficit 
is projected to widen again annually by 0.3% 
in the coming years, reaching 6.5% in 2015. 

As part of its anti-crisis measures, the 
Croatian Central Bank relaxed banking 
regulation, stabilised the currency, and 
provided emergency liquidity assistance, while 
on the fiscal side budgets were rebalanced 
numerous times with a freeze in the wage 
bill and in pensions, and the introduction of 
new income taxes. However, expenditure 
measures were weak (amounting only to 0.5% 
of GDP, stemming from limiting reductions to 
the maximum level of unemployment benefits 
and the privileged pensions for senior officials) 
and insufficient for a sizable decrease in 
expenditure in the long term (IMF, June 
2010).

Croatia entered the crisis in a different position 
to other the Western Balkan countries in that 
many of the major infrastructure projects 
(including roads) were already completed. 
(See Appendix 6 for further information on 
the development of transport infrastructure 
in Croatia) Thus, total government capital 
expenditure, expressed as share of GDP, is 
relatively low at approximately 2% in 2010 
(see Tables 5 and 7). In contrast, government 
capital expenditure averaged more than 6% 
of GDP over the period 2002–2006, with 
spending on highway construction alone 
averaging approximately 2.5% of GDP.

The Croatian authorities adopted an Economic 
Recovery Programme in May of 2010, which 

includes the following investment-related 
priorities:
g redirecting budget resources from current 

expenditure to capital investments; and
g starting a new investment cycle 

with economically measurable 
long-term effects, and maximum 
participation of the private sector. 

According to the IMF’s evaluation of June 
2010, the government’s Economic Recovery 
Programme (which includes 131 measures 
in ten reform areas and is to be implemented 
during 2010–20) is lacking details on 
implementation measures and quantification 
of the fiscal and growth impacts of these 
measures.

Within the Croatian 2010 PEP, the authorities 
state that, in 2010–2012, an average level 
of 1.9% of GDP will be maintained in terms 
of capital expenditure, primarily in the field 
of health care, science, education and road 
infrastructure. 

The government is also committed to adopting 
new legislation to improve the overall 
management of investment projects by:
g taking more efficient decisions on 

investment priorities;
g enabling the development of assessment 

of investment proposals and managing 
the costs of approved projects in order to 
improve the value-for-money ratio; and

g providing high-quality information on 
completed projects to use lessons learnt 
in the preparation and implementation of 
future projects.

The government also adopted regulations in 
the area of PPP, including the procedure of 
assessing and approving PPP projects, based 
on their compliance with sectoral development 

Croatia



33

plans and strategies at all levels. The priority 
sectors were transport, energy and urban 
infrastructure, and environmental protection 
(Croatian government, January 2010).

Despite these general propositions, the EC 
states that the ‘PEP lacks vision and a strategy 
in addressing key policy challenges’ and 
criticises the fact that ‘no specific information 
is provided on public investment plans over 
the medium term.’

Within the 2011–2013 Economic and 
Fiscal Policy Guidelines adopted by the 
Croatian government in October of 2010, the 
government acknowledges that the decrease 
in public investment was the main driver of 
the overall GDP decrease. Projections for the 
draft 2011 State budget in the same document 
envisage a further decrease of 31% in capital 
expenditure (after an 11% decrease in 2010 
in comparison to 2009), but overall general 
government capital expenditure is projected to 
remain roughly at the same level as in 2010, 
expressed as a share of GDP (2% of GDP), 
mostly due to planned increases in capital 
expenditure at extra-budgetary units, financed 
mostly from own revenues and grants. 

Similarly to the 2010 PEP, the 2011–2013 
Economic and Fiscal Policy Guidelines define 
the following capital investment priority sectors: 
road infrastructure, regional development, 
environment protection, and development of 
underdeveloped rural and island areas.
This document also sets the government’s 
intention to make additional savings in current 
expenditure and for capital grants to be 
directed towards capital investment in road 
infrastructure and regional development. 

In the 2011–2013 Strategy of Government 
Programmes prepared in September of 2010, 
reflects the 2010 PEP and water management 
was identified as a priority area for capital 

investment, as well as electricity capacities, 
information communications modernisation, 
port infrastructure and remote infrastructure. 
Within this strategy, fiscal policy objectives 
include improvement of the budget processes, 
building of infrastructure in the less developed 
regions, as well as promotion and investment 
of knowledge, health and education 
infrastructures.
 
The Croatian 2011 PEP reflects a significantly 
more negative economic and fiscal environment 
in comparison to 2010 PEP projections. 

In the 2011 PEP, 2010 GDP growth has been 
downgraded from a projected growth of 0.5% 
to a -1.6% decrease in 2011 PEP. Similarly, 
2011 GDP growth has been downgraded from 
a projected growth of 3% in 2010 PEP to a 2% 
decrease. The most significant contribution to 
the economic activity fall in Croatia in 2010 
came from gross fixed capital formation 
(-11.7%).

In both 2010 and 2011 projections, revenues 
were downgraded and expenditures upgraded. 
However, even though total government 
expenditure was revised upwards, capital 
expenditure was revised downwards slightly 
(from 1.9% to 1.8% in 2010), which indicates 
further fiscal deterioration and an increase in 
current spending. At the same time, overall 
public debt projection increased from the 
previous projection of 37.3% to 44.2% in 
2011. 

In terms of the government’s investment, 
financed from the budget, the 2011 EFP 
targets a range from 1.9% of GDP in 2011 
to 1.5% in 2013. This is to be determined by 
activities associated with capital investments 
in health care, social welfare, science, 
education, judiciary, road infrastructure and 
water management. 
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In line with the EFP, the Pre-Accession 
Economic Programme also identifies the 
water management sector as a particular 
priority for capital investment, with legislation 
being approved to provide for reform in 
the existing water management financing 
system, as well as an increase in the annual 
funding. In the water management sector, 
funds from the State budget, grants, loans, 
and the EU assistance funds for the period 
2011–2013 are envisaged for the following: 
the implementation of the capital water supply 
and drainage system development projects; 
capital projects of the protection of water and 
sea against pollution; capital irrigation system 
projects; IBRD – regional project for the 
management of the Neretva and Trebi?njica 
rivers, implemented in cooperation with BiH; 
the Instrument for Structural Policy for Pre-
accession (ISPA) Project of drainage and 
waste water purification in Karlovac; the ISPA 
technical assistance for the preparation of 
projects under the IPA programme; the inland 
waters project; and projects under IPA III b 
programme, e .g. Slavonski Brod, Knin, Drni? 
and application for Sisak.

Based on commitments in the 2011 EFP, 
the Croatian government will speed up the 
shipyard privatisation process (which was 
stalled in previous years).
 
The 2011 EFP highlights the government’s 
commitments in terms of capital expenditure 
similarly to those specified in the 2010 EFP. 
The Public Investment Projects Catalogue, 

including 30 investment projects of government 
interest in the area of energy, tourism, water 
management and transport infrastructure, 
shows a total value of €13.8 billion. Out of this, 
€4.3 billion are for projects in the transport 
sector, €4.3 billion for projects in the water 
management sector, €3.9 billion for the energy 
sector, and €1.4 billion for the tourism sector. 
The purpose of this Catalogue is to serve as 
the main strategic document for the ministries 
in their project proposals and to provide 
projects to be financed from the EU funds. It 
also serves as a list of priority infrastructure 
projects for both PPPs and FDI. 

Special attention is devoted to the discussion 
of the PPP within the 2011 EFP, with the goal 
of ensuring significant capital investments 
without additionally burdening the budget. It 
is envisaged that the PPP approval process 
would involve scrutiny by the Agency for 
PPP for PPPs at national, regional and local 
level, all in cooperation with the Ministry of 
Finance.

The 2011 EFP also states that investment 
in research and development and in new 
technologies will be additionally stimulated, 
including changes in the national innovation 
system, the system of state aid to research 
and development projects, as well as the 
introduction of the new programmes. The 
Croatian government plans to adopt an 
ambitious Scientific and Technological Policy 
for 2011–2015 with development strategies 
for individual scientific priorities. 
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In mid-2010 Kosovo requested a stand-by 
arrangement from the IMF in the amount of 
approximately €100m (accompanied by EC 
financed budget support of €30m). The main 
objective of the arrangement is to contain the 
fiscal deficit caused by large infrastructure 
projects by reforming and restructuring 
current expenditure, privatisation, and base-
broadening tax reforms. Other goals include 
liquidity assistance to the Central Bank and 
strengthening of the banking system.

Although the Kosovo economy recorded the 
greatest growth in the Western Balkans area 
in 2009 at 3.8%, it has to be noted that the 
base level of the economy is by far the lowest 
in the region (with an average GDP per capita 
of approximately €1,785, as compared to a 
regional average of approximately €4,500 
or approximately €3,400 excluding Croatia 
with its high per capita GDP at approximately 
€10,7000). As result of such a low base, 
Kosovo was not affected much by the economic 
crisis in 2009, apart from the decrease in 
remittances (which have been important in all 
of the Western Balkan countries).
Kosovo experienced private-sector credit 
growth in pre-crisis years, but the financial crisis 
has had milder effects on Kosovo (similarly to 
Albania and the Former Yugoslav Republic 
of Macedonia), due to fact that credit growth 
was financed primarily through domestic 
savings deposits, and to a lesser extent on 
foreign borrowing (partially due to the fact that 
foreign commercial banks were more hesitant 
to invest in Kosovo due to political turmoil and 
also to the inability to borrow from some IFIs. 

Government expenditure, especially capital 
expenditure, buffered some of the economic 
activity downturn, mostly as a result of the 
beginning of the construction of the Route 
7 corridor, Kosovo’s first highway. Imports 

related to this increased government capital 
investment in 2009 and Kosovo was the only 
country in the region with widening current 
account deficit in 2009. The WB estimates the 
project cost at about 24% of 2010 GDP over a 
four-year period.

Government expenditure increased rapidly in 
2008 and 2009, however, starting from a very 
low base (only 19.2% of GDP in 2007), largely 
due to capital investment projects in roads and 
a subsidy to the energy company. 

In the stand-by arrangement for Kosovo, 
unlike that of other Western Balkan countries, 
the IMF excludes highway-related expenditure 
in the calculation of the targeted fiscal balance 
of Kosovo, at the request of the Kosovo 
authorities. 

Kosovo’s authorities lowered capital 
expenditures other than for the highway by 
1.1% of GDP in 2010 (compared to 2009) 
and also increased excise taxes. As a result, 
the overall fiscal balance under the stand-by 
arrangement is planned to increase from 
-0.8% in 2010 to 3.4% in 2011, including 
3.2% of GDP which is planned for the 
highway (doubling from 2010). The deficit 
will be partially financed through privatisation 
of the telecom company, which is expected 
to be sold for approximately 6.7% of GDP in 
2011. See Appendix 7 regarding the telecom 
ownership structure in the region. 

In the government’s Medium-term Expenditure 
Framework, which was adopted in June 2010, 
the government commits to continue with its 
present focus towards capital investment. 
This document cites the construction of 
the highway Merdare-Morineover as being 
of central importance for the rejuvenation 
of Kosovo’s economy. The government 

Kosovo
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In 2009, the Former Yugoslav Republic 
of Macedonia experienced a downturn in 
economic activity of -1.3%, representing a 
significantly smaller decline than the regional 
average of -2.8%. This smaller decline of 
economic activity in comparison to other 
Western Balkan countries took place partially 
due to the smaller size of the banking system, 
its limited reliance on external financing and 
its stronger reliance on domestic deposits in 
comparison with the other Western Balkan 
countries (IMF, January 2010).

The pre-crisis growth model for the Former 
Yugoslav Republic of Macedonia was also 
typical for the region, with foreign capital 
inflows fuelling domestic demand and allowing 
a high current account deficit. However, 
foreign capital inflows were somewhat weaker 
in comparison to other Western Balkan 
countries. When the crisis hit, the authorities 
issued bonds and tightened bank reserves and 
liquidity requirements, while at the same time 
cutting budget expenditure to make up for the 
fall in revenues. Consequently, it was the only 
country in the region to maintain the originally 
planned fiscal deficit of 2.8% in 2009, which 
is the lowest deficit in the region, where the 
average deficit was approximately 4.5%. This 
was achieved primarily through a decrease in 
capital expenditure, which decreased by 12% 

in absolute terms: from 5% of GDP in 2008 to 
3.4% of GDP in 2009 (this would be a decrease 
of 32% in terms of GDP percentage). In 2009, 
the government rebalanced the budget twice. 
Among the expenditure cuts, the government 
froze new recruitments and the wage bill and 
reduced underperforming capital projects. 

In talks with the IMF, the authorities expressed 
the commitment to target a 2% budget 
deficit in the medium term (as opposed to 
the IMF’s 1.5% recommendation), citing the 
need to increase investment spending and 
infrastructure improvement.

The authorities’ priority areas for reform 
include investment in the electricity production 
and generation capacities, including the use 
of PPPs. Furthermore, privatisation of power 
generation and reforms of the regulatory 
framework are expected, with assistance from 
the WB, which is also assisting authorities 
in the preparation of the Energy Sector 
Strategy.

The government’s current capital investments 
include those in the field of transport, education 
and agriculture, with some of the projects – 
including the Hydro-systems Zletovica, the 
construction of the Irrigation Programme 
Southern Vardar Valley, the construction of 

Former Yugoslav Republic of Macedonia

has signed a contract with an international 
consortium, and this project will be financed 
through budget, privatisation receipts, and 
later from borrowings.
 
Kosovo has had problems with the execution 
rate of capital spending. Authorities commit 
to improving this in the Medium-term 
Framework for 2011–2013, with projections 
that this performance will continue to improve 

gradually – reaching 95% by 2013, from 
approximately 80% in 2008 – as a result of 
better project management and orientation 
towards larger projects. The level of total 
capital expenditures, including both highway 
project construction and compensation for 
land expropriation needed, will on average be 
€630m (approximately 7% of GDP) over the 
period 2011–2013. 
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the Skopje By-pass, and other road sections 
– being financed through a WB loan. 

In the 2010 PEP, significant space is devoted 
to increasing expenditure commitments for 
infrastructure capital projects. Consequently, 
capital expenditure is expected to increase 
after the decrease in 2009 (as shown in 
Table 7). The PEP includes in the list of 
anti-crisis measures, the implementation of 
capital investment projects that are currently 
stalled due to the government’s cut in capital 
expenditure. Priorities include road and 
railway infrastructures, funded by credit lines 
from the WB and the EBRD and allocated for 
the improvement of Corridor X. Among the 
government’s key medium-term fiscal priorities 
are investments in utility infrastructure; 
improvement of conditions in the education 
and health system; capital investments in the 
health sector and in penitentiary institutions; 
and better quality of infrastructure in the 
social, cultural and sports areas. Other area 
mentioned include infrastructure investment 
by public utility enterprises at municipal level 
and construction and rehabilitation of the 
water supply and sewerage infrastructure in 
rural areas. 

Road investment is to be financed through 
loans from the WB and the EIB, with budget 
funds allocated for construction of smaller 
routes and expropriation. Railway infrastructure 
is envisaged to be financed through foreign 
sources, while energy sector investments will 
be provided from foreign sources, as well as 
private funds  from the energy companies. 
Loans from the Council of Europe Development 
Bank (CEB) are expected to finance a project 
to rebuild health-provider institutions, as well 
as a project for building education facilities 
in secondary schools, and a project for the 
reconstruction of penitentiary institutions.

Similarly to priorities set in the PEP, the 

government’s 2010 Macro-economic 
Policy Document also states that its goal 
is the improvement of the expenditure 
structure by increasing the share of capital 
expenditure. Priority areas for investment 
defined in this document are road and railway 
infrastructures.

As with other Western Balkan countries, the 
Former Yugoslav Republic of Macedonia 
recognises the need for additional 
strengthening of the institutional capacity 
of the public sector for better preparation 
and performance of capital expenditures 
(exemplified through unnecessary delays in 
capital projects).

The 2011 PEP does not show any changes to 
the 2010 and 2011 projected real GDP growth 
(2% in 2010 and 3.5% in 2011).  It does show 
a shortfall in revenues in comparison to the 
2010 PEP projections (from 34.3% to 33.2 in 
2009; from 36.7% to 34.8% in 2010; and from 
35.6% to 34.5% in 2011). 

However, unlike other countries, the 
Former Yugoslav Republic of Macedonia 
compensated for revenue shortcomings by 
decreasing expenditures to target the same 
balance as the target in 2010 PEP (-2.8% in 
2009; and -2.5% in 2010 and 2011). While total 
expenditures were decreased to compensate 
for the revenue shortfall, capital expenditure 
in 2009 remained pretty much unchanged, 
this indicates that the government opted for 
decreasing current expenditure. However, 
approximately half of the 2010 revenue shortfall 
resulted in a capital expenditure decrease, so 
the 2011 PEP envisages a decrease in capital 
expenditure to 5.3% in comparison to the 2010 
PEP projection of 6.4%.

According to the 2011 PEP, fiscal policy is 
expected to provide a boost to investment 
demand through the planned increase of capital 
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expenditures in the coming period (in the 2011 
budget, capital investments are envisaged to 
grow by 31%). The 2011 EFP underlines that 
capital expenditure execution in the first three 
quarters of 2010 was significantly higher (and 
closer to the plan) than in previous years.

The 2011 EFP again stressed the 
commitment to keep the average share of 
public expenditures at approximately 33% 
of GDP in the next mid-term period, while at 
the same time increasing the share of capital 
expenditures (aimed at improving transport 
and energy infrastructure and physical capital) 
in total expenditure from 11.9% in 2010 to 
15.4% in 2013 (approximately 6% of GDP). It 
is planned to finance capital projects from both 
domestic and external sources, including EU 
funds. The government expects this boost of 
public investment to result in high value added 
to GDP from the construction sector. Unlike 
many of the other countries’ EFP/PEPs, the 
Former Yugoslav Republic of Macedonia’s 
2011 PEP provides a detailed explanation 
of the capital investment plans. The most 
important infrastructure projects as listed in 
the 2011 PEP include:
g continuing implementation of the Regional 

and Local Roads Programme Support 
Project, financed from foreign sources;

g commencement of the Pan-European 
Corridor X;

g implementation of two railway projects: 
Rail Corridor X Project and Project for 
Construction of Rail Corridor VIII; 

g maintenance and restriction of the current 
road sections and completion of the 
building of new ones;

g implementation of the Project for 
Construction of Gas Pipeline System, 
financed by budgetary funds, EBRD and 
EIB loans and through obligations of the 
former Soviet union to the former Yugoslav 
Republic of Macedonia;

g reconstructions and maintenance of 
facilities in the field of education, sport, 
culture, child care and social protection, 
financed from the budget;

g improving the management of public 
investment at local level under the 
Municipal Services Improvement Project, 
financed with a loan from the WB;

g phase of the Project for Rehabilitation of 
Public Health Institutions, financed by the 
CEB;

g project for Building Physical Education 
Facilities in Secondary Schools, financed 
from the budget and CEB;

g implementation of the Water Supply and 
Waste Water Collection Project (one of the 
top priorities of the government), including 
the reconstruction of the water-supply and 
sewerage networks in the municipalities; 
and

g implementation of the Zletovica Water 
Basin Utilisation Improvement Project, 
to be completed in 2010. EIB-credited 
projects are planned for irrigation facilities 
and hydroelectric power facilities.

This ambitious plan for capital investment 
results in the trend of increasing capital 
investment planned in the budget of the 
government, as shown in Table 10. At the same 
time, this ambitious investment programme 
results in an increase in the public debt level. 
In addition, a higher level of investments in 
the energy sector is expected to be realised 
through borrowing by the public enterprises 
operating in the energy sector, by issuing a 
sovereign guarantee.

The government also devoted more attention 
to innovation infrastructure investment in their 
2011 PEPs in comparison to previous policy 
documentation. Official representatives have 
been assigned to the European Strategy Forum 
on Research Infrastructure (ESFRI) (research 
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infrastructure), the Steering Group on Human 
Resources and Mobility (SGHRM) (mobility) 
and Core Research for Evolutional Science & 
Technology (CREST) (scientific and technical 
cooperation committee), while investments for 
science and research are increased through 
capital projects of laboratory equipment and 

translation of scientific works. 
The 2011 PEP stresses that the country will 
have a greater participation in the European 
research network and will create conditions 
for larger public and private funding in the 
research and science area.

Montenegro
Montenegro experienced the region’s starkest 
downturn in economic activity with a 6.6% 
decline in 2009. The pre-crisis growth model 
for Montenegro was typical for the region 
(excluding Albania), with strong foreign capital 
inflows fuelling domestic demand and a high 
current account deficit.

This small economy was the most vulnerable 
to external shocks, with a pre-crisis high credit 
growth financed externally, accompanied by 
strong domestic demand, and high levels of 
FDI and accompanying current account deficit 
(IMF, May 2010). Furthermore, the country 
underwent “euroisation”, which also limited 
the scope for a discretionary monetary policy 
during the crisis.
 
The authorities’ first envisaged a stimulus 
package when the crisis hit. This consisted of 
bank support and increased public investment. 
However, due to a stronger than anticipated 
revenue decrease in 2009, the budget was 
rebalanced, with the largest cuts taking place in 
capital expenditure. Cuts in capital expenditure 
were substantial - approximately 4.6% of GDP 
in 2009, in comparison to the original 2009 plan 
(IMF, May 2010). The Montenegrin 2010 EFP 
cites that the reduction in capital expenditure 
took place for items that would have a lesser 
impact on future economic performance, such 
as public administration buildings, while larger 
infrastructure projects are still to be financed.

Montenegro had the highest capital expenditure 
in the Western Balkans, expressed as a share 
of GDP, and the IMF stresses the importance 
of future public investment, as an abrupt 
reduction could further depress economic 
activity. The overall conclusion of the IMF was 
that the authorities were aware of the need 
for fiscal adjustment, but that specific detailed 
policies had yet to be defined. 

The government’s 2025 Master Plan defines 
tourism infrastructure as the priority in the 
capital investment area. The 2010 EFP also 
discusses the possible risk of delays in the 
implementation of large infrastructural projects 
as part of its ‘crisis scenario’ (Montenegro 
prepared two policy scenarios for the EFP). 
In this discussion, the authorities state that 
the base scenario envisages the government 
signing concession contracts for highway 
investment and building tourist and residential 
complexes, rather than taking large loans for 
these projects, all due to budget and debt 
limitations. 

One of the government’s main priorities cited in 
the EFP is the establishment of a sustainable 
public finance system through fiscal rules, and 
the reduction of current expenditures, while 
keeping the capital budget constant. The 
possibility of securing additional capital project 
financing through public–private partnership 
models is also mentioned.
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The EFP also states that cuts in capital 
expenditure for the next period will not be 
as large as those for current expenditures, 
which will result in an increasing share of 
capital spending in total expenditures. Capital 
expenditure financing in 2010 is planned to 
come mostly from loans from the IFIs (in the 
amount of approximately €27m) and through a 
public–private partnership and concession (in 
the amount of approximately €153m) for road 
infrastructure and the construction of the Bar-
Boljare highway. As mentioned above, part of 
the investment in this highway was postponed 
from 2009 and 2010 to the next period in 
comparison to previous plan. 

At the same time, the government 
acknowledges in the 2010 EFP that significant 
downward adjustments of capital expenditures 
are anticipated in the local self-government 
capital budgets, due to the limited capacity of 
local authorities to borrow and the expected 
fall in tax revenue at the communal level as 
a result of the slowdown in the construction 
sector. The government will include in the 
central budget capital investment programme 
a range of important local projects (such as 
waste water treatment plants, water supply 
and roads), including those financed through 
loans from IFIs. In the Official Bulletin of the 
Montenegro Ministry of Finance, published 
in October of 2010, officials state that that 
the government is committed to maintaining 
capital investment projects and investment 
in infrastructure and tourism with measured 
concessions, as well as investment in 
renewable energy sources. As challenges 
and priorities for the future, the following 
investments are identified: completion of the 
Bar-Boljare highway; privatisation of the airline, 
airport, railway and port; and investment in 
the energy sector. Other projects identified as 
priorities include hydro-power plants.

In its 2011–2013 Macro-economic and Fiscal 
Policy Guidelines, the government commits to 
maintaining the high level of capital investment, 
and to continue the priority  infrastructure 
projects in the energy and transport sectors 
outlined above. Other priority investments 
mentioned include waste-management 
facilities and housing.

The government estimates that the capital 
expenditure budget in 2010 will be under-
executed, mostly due to the need to find 
additional savings (mostly from the capital 
budget) in light of decreasing revenues. 
Therefore, the updated 2010 budget projection 
includes a reduction in goods and services 
due to unrealised donor grants, an increase 
in pensions and a decrease in the capital 
budget for the Bar-Boljare highway, whose 
construction is now partially postponed until 
2011. 

For 2011–2013, the government’s priorities 
include an increase in the capital budget, 
made possible by a decrease in the wage bill 
and in subsidies, as well as the use of PPP 
models for additional capital expenditures. 
Other government goals include using one-
off revenues for capital investment, but also 
discontinuing the under-performing capital 
investment programmes, with an overall further 
increase of the share of capital expenditure 
in overall expenditure (in view of achieving 
a constant share of capital investment of 
approximately 6.5% of the GDP).

The Montenegrin 2011 EFP also reflects 
a somewhat more negative economic and 
fiscal environment in comparison to the 2010 
EFP projections. The 2009 real GDP fall was 
further downgraded from -5.3% to -5.7%. 2010 
growth projection remained at 0.5%, while 
2011 growth was downgraded from 3.5% to 
2.5%.
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In 2009, in contrast to the experience of 
other Western Balkan countries, Montenegrin 
revenues, performed better in comparison 
to those projected in the 2010 EFP (from 
the planned 43.1% to 45.5%). However, 
expenditure was also higher than previously 
planned, so Montenegro recorded a deficit 
of -5.6%, which is significantly higher in 
comparison to the previously planned -4%). 
This stems from an increase in capital 
expenditure, which increased from the 
planned 6.9% to 8.4%. Revenue projections 
for 2010 remained pretty much unchanged, 
but the expenditure projection was somewhat 
decreased, stemming from a decrease in 
projection of capital expenditure from 7.3% to 
5.2%. Consequently, the total fiscal balance in 
2010 improved somewhat, from a previously 
planned -4.3% to -4%. However, revenue 
projections for 2011 remained unchanged, and 
the expenditure projection was increased in 
comparison to the previous plan (while capital 
expenditure decreased from 6.9% to 5.1%), 
so the total fiscal balance in 2011 deteriorated 
from the previously planned -1.4% to -2.4%. 

The 2011 EFP of Montenegro states that, 
having in mind a lack of monetary instruments, 
the government will use the capital investment 
cycle to influence the productivity of the 
economy. Thus, in 2009 it was the only country 
to increase capital expenditure expressed as 
a share of GDP in 2010 in comparison to the 
plan. However, in 2010 expenditure projection 
was somewhat decreased, specifically 
through a reduction in capital investment from 
the previous ambitious plan of 7.3% of GDP 
to 5.2%, due to weaker implementation and 
withdrawal of loans of donations for capital 
investment.

For the forthcoming period, the government 
commits itself again to higher capital 
investment through PPPs, while capital 

investments funded from the budget are 
expected to decline. However, the EFP 2011 
commits to a decrease of mid-term current 
public expenditure (from approximately 40% 
of GDP to 35% of GDP), while maintaining the 
capital budget at approximately 5% of GDP.

The 2011 EFP outlines the steps the 
government is taking to improve planning, 
implementation and efficiency of the capital 
investment, which were recognised as not 
being optimal. In 2010, the government 
adopted the Decision on Capital Budget, 
which will be implemented during 2011, 
improving the preparation and execution 
procedure and defining capital projects more 
precisely, including outlining the basis on 
which the conditions and criteria for priorities 
are defined. 

Similarly to the 2010 EFP, the government 
commits to new investments in energy, tourism, 
road and utility infrastructure in 2011 EFP. It 
also underlines that caution is necessary, due 
to economic vulnerabilities, reduced availability 
of loans, and further necessary budget 
savings. It also stresses that the strategic 
framework for the 2011 government policy will 
be based on a number of strategic documents 
already adopted by the government, including 
an Innovative Programme for the Integration 
of Montenegro into the EU 2011–2015, A 
Spatial Plan of Montenegro to 2020, A National 
Strategy of Sustainable Development, A 
Strategy of Information Society Development 
to 2013, and sectoral development strategies. 
The main policy directions include anti-
cyclical measures through new investments, 
maintaining the interest of potential investors 
in capital infrastructure projects and high level 
of foreign direct investments, investment in 
development of underdeveloped regions, and 
strengthening of the know-how and ICT.
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The following capital investment projects are 
listed as priorities in the 2011 EPF:
g investment in energy sector estimated at 

more than €1 billion in the period up to 
2016, including power-transmission line 
Podgorica-Tirana, small hydro-power 
plants, wind-power plants, hydro-power 
plants on Moraca, hydro-power plant 
Komarnica and investments related to 
cable between Italy and Montenegro;

g motorway Bar-Boljare;
g revitalisation of railway Bar-Beograd and 

Podgorica-Niksic, financed by IFIs; 
g tourist resort in Lu?tica and other hotel 

capacities in tourism (such as Ada Bojana 
and Valdanos);

g utility infrastructure;
g facilities for treatment of solid waste and 

waste water; and
g investment in regional road infrastructure 

in less developed parts of the country.

The 2011 EFP explains that in the pre-crisis 
period, capital investments were mostly 
financed using government-issued guarantees 
for many loans and were implemented through 
public enterprises (road, railway infrastructure, 
air transport, municipal projects). In the coming 
period, the government intends to limit the 
guarantees to infrastructure loans from IFIs 
only. 

Sources indicated for financing the above 
capital investment projects include  budget 
funds, foreign loans (currently, there is 
approximately €130m of undrawn loan funds 
related to infrastructure investment), PPP 
concessions (in the field of tourism and 
transportation), and FDI and privatisation 
receipts. In terms of privatisation plans, 
the 2011 EFP cites that, privatisation will 
be focused on projects in tourism and the 
transportation sector, including Montenegro 
airlines.

Serbia
Serbia experienced a downturn of economic 
activity in 2009 with a 3% decrease of GDP, 
which was in line with the regional average of 
2.8%. The pre-crisis growth model of Serbia 
was typical for the region, with strong foreign 
capital inflows fuelling domestic demand and 
a high current account deficit. In addition, 
inflation in Serbia (reaching 15 % in 2005) 
was the highest in the region in the period 
2004–2008. 

As the crisis brought declining revenues, 
exports and credit sources, the Serbian 
authorities established an extensive stand-by 
arrangement with the IMF in 2009 (in the 
amount of over €2.3 billion, which is 7% of 
the country’s GDP). Measures included fiscal 
adjustment and a Financial Sector Support 
Programme, including assurances from 

foreign parent banks to at least maintain their 
external exposures to Serbia, while keeping 
their subsidiaries capitalised and liquid (IMF, 
April 2010).

Overall government expenditure was 
restrained (it dropped from 44.5% of GDP 
in 2008 to 43.6% of GDP in 2009) through 
nominal freezes of public wages and pensions, 
but the largest adjustment came from capital 
expenditure (which dropped from 3.8% of 
GDP in 2008 to 3.1% of GDP in 2009).

Within the fiscal measures in the stand-by 
arrangement, the government committed to 
mostly short-term measures, which will need 
to be replaced by more durable spending 
reforms, such as the planned pension 
reform, and structurally sound reforms in the 
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education, health and administration sectors, 
while maintaining a well-targeted social safety 
net (IMF, April 2010).

As with the other Western Balkan countries, 
Serbia also experienced difficulties and 
delays with the implementation of the capital 
investment projects. One of the main goals 
the government took under the stand-by 
arrangement was a significant reduction in the 
amount of resources devoted to consumption 
and non-targeted social transfers, while 
it committed to raise public investment to 
address urgent infrastructure bottlenecks. 
Reforms in public-sector wages and pensions 
are expected to free up resources for essential 
public infrastructure investment. 

Under a WB loan programme (of approximately 
€630m), Serbia plans to implement the 
following projects:
g capital investment in transport and energy 

infrastructure aimed at encouraging 
regional integration and spurring economic 
growth;

g agricultural, environment, and irrigation 
investments to improve production and 
help Serbia meet EU standards; 

g pension, education and health sector 
reform to strengthen the quality of service 
and improve financial sustainability; and

g strengthened land administration, energy 
efficiency and regional development in the 
economically depressed regions.

In late 2010 the government announced that 
the capital expenditure budget would be under-
executed in 2010 to compensate mostly for 
some of the additional demands for stimulus 
measures and pensioners.

Within the EFP, the Serbian government also 
committed to public-sector reforms in the 
period 2010–2012, especially in the area of 
government administration, pension system 

and health and education sectors. The fall in 
tax revenues, the increase in interest payments 
and higher capital spending (in order to 
improve public infrastructure with investment 
in Corridor 10 identified as the top priority) will 
be compensated by reforms in government 
administration, pension system and health 
and education sectors. Furthermore, the EFP 
states that particular attention will be paid to 
an improved selection of public investments, 
in accordance with the strategic priorities, and 
higher efficiency in their implementation. 

While the government admits that the decrease 
in revenue delayed some projects and resulted 
in a drastic drop of capital expenditure, it 
plans to increase implementation of public 
investments in the medium term. Considering 
the limited funds, special importance will be 
paid to investments of national importance, 
including highways linked to the Corridor 10 
(mainly funded from IFI loans with small part 
financed from the budget). Other sectors with 
capital investment plans mentioned in the 
EFP include communications and information 
society. 

In the 2011–2013 Memorandum on Budget, 
Economic and Fiscal Policies published 
by the government in August of 2010, the 
government underlines that efforts were made 
in 2009 and 2010 to avoid reducing important 
infrastructure projects, most notably in highway 
construction. Furthermore, the government 
states that the stand-by arrangement with 
the IMF is strategically accompanied by the 
infrastructure loans from other IFIs.

Improvement of the legislation needed 
for infrastructure investment is noted as a 
key reform, as well as the continuation of 
the modernisation of overall infrastructure, 
especially in rural areas. Additional priorities 
include restructuring and investment in public 
enterprises (including breaking down the 
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railway company into numerous enterprises) 
in preparation for privatisation. Funds from 
future privatisations (in telecommunications, 
pharmaceuticals and airways) are to be 
invested in public infrastructure.

The main sectors defined as recipients 
of capital investment in the 2011–2013 
period include: production and distribution 
of electricity, landline communications, 
railroads, and utilities. Resources from 
telecommunication privatisation will be 
invested in road infrastructure, in line with the 
adopted 2020 Transport Infrastructure Master 
Plan.

While admitting that the financing constraints 
led to a decrease in capital investment as a 
share of GDP in 2009, the overall government 
economic strategy for the upcoming period 
includes public investment (again with 
Corridor X named as a top priority, including 
expropriation) as a driver for economic growth, 
financed through IFIs, but also through current 
expenditure cuts.

Other key investment areas mentioned in 
the 2011–2013 Memorandum on Budget, 
Economic and Fiscal Policies include 
technological modernisation of enterprises in 
energy and mining and building of new plants 
(with the 2025 Energy Strategy adopted in 
end 2010), as well as the investment in water 
management and railroad infrastructure.

As with most of the other EFPs/PEPs of the 
Western Balkan countries, the Serbian 2011 
EPF projects that the GDP growth will be based 
on investment growth, spurred by both public 
and private investment. Public investment 
will be financed from the budget, loans from 
IFIs and the EU, and also by issuing treasury 
bills. Similar to the Former Yugoslav Republic 
of Macedonia’s PEP, the Serbian 2011 EFP 
provides more details on the government’s 

capital investment plans in comparison to the 
previous EFP. 

In line with other countries, the Serbian 2011 
EFP states that the main objective of the fiscal 
policy will be to reduce current expenditure 
and increase public investments. The latest 
EFP recognises that the government acted 
pro-cyclically in 2009 and 2010, freezing 
salaries in the general government sector and 
pensions and by reducing some investment, 
due to the need to control large deficits. 
Since Serbia needs to decrease its fiscal 
deficit and expenditure, it is planned that 
capital investment will not be increased now, 
but will remain constant and be increased 
in the medium to long term.   However, it 
is also recognised that construction and 
modernisation of infrastructure are priorities 
for investment, since they are necessary both 
for general development and for boosting 
exports. 

A priority area for capital investment will be the 
building of new energy infrastructure facilities 
and electricity and heat sources, as defined 
by the Energy Development Strategy of the 
Republic of Serbia until 2015.

In terms of capital investment, transport 
infrastructure is still defined as the top priority. 
The 2011 EFP lists two main projects: (i) 
intensifying work on Corridor X, including 
another two road strips towards the south, 
the ring road around Belgrade and part of 
the highway near Pirot, which will be funded 
from the budget and IFIs (in line with the 
Serbian Master Plan for Road Infrastructure 
Development until 2020); and (ii) rationalisation 
and faster modernisation of the existing railway 
network, with priority given to Corridor VI. 

Another priority area for capital investment, 
as outlined by the 2011 EFP and the 
National Strategy for Water Management 
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Development, is investment in water 
management. The priorities for this sub 
sector include revitalisation of the existing and 
construction of new facilities for water supply 
and water protection systems; construction, 
reconstruction and refurbishment of hydro-
improvement facilities; and improvement of 
flood-prevention facilities. A medium term 
priority is an accelerated development of 
communication and information infrastructure, 
as included in the Strategy for Development of 
e-communications in the Republic of Serbia 
from 2010 to 2020.

In addition, it is expected that local government 
will intensify capital investment under its fiscal 
policy, which specifies that local government’s 
deficit may be incurred only as a result of 
public investments. 

A new Budget System Law will provide for the 
improvement of mid-term planning through 
the introduction of a mid-term framework for 
investment expenditure, and in investment 
planning, with the required process of defining 
strategic development projects.
 
Some of the funds for capital investment 
projects will come from privatisation, 
which in 2011 includes the sale of 51% of 
Telekom Srbija, as well as shares of national 
pharmaceutical and airline companies.

A tender has been published for the sale of 
Telekom Srbija shares. The government is 
also preparing to sell the companies Galenka 
and JAT Airways. Securing strategic investors 
would allow for investments for modernisation 
and increase both the competitiveness of 
these companies, and revenues to the State 
budget to pay international loans and invest in 
infrastructure.

Serbia is devoting significant attention to 
research and development infrastructure 

development. Through a joint loan with the 
EIB, WB and other international financial 
institutions, a total of €400m will be invested 
in infrastructure projects for science and 
technology. The objective (as defined by 
the Strategy for Scientific and Technological 
Development of the Republic of Serbia for the 
period 2010–2015) is to reach a level of 1% of 
GDP investment in research and development 
(the current level is approximately 0.3%). The 
following projects are planned:
g adaptation of existing buildings and 

laboratories and new capital equipment 
for research (approximately €70m);

g development of human capital 
(approximately €33m), including bringing 
Serbian scientists from abroad back to 
Serbia, Petnica Science Centre, and 
Mathematical High School Campus;

g new science centre in Belgrade;
g development of centres of excellence and 

academic research centres (approximately 
€60m), with centres of excellence in priority 
research fields: energy and environment, 
material science, agriculture and food, and 
biomedicine and biotechnology;

g campus for faculties of technical 
sciences in Belgrade – Infrastructure for 
supercomputing initiative ‘Blue Danube’ 
(€50–€80m);

g science and technology parks in 
Belgrade, Nis, Novi Sad and Kragujevac 
for contributing to creation of knowledge-
based economy (approximately €30m); 
and

g apartment buildings for researchers in 
Belgrade, Nis, Novi Sad and Kragujevac 
Infrastructure for the Ministry of Science 
and Technological Development 
(approximately €80m).

In the 2011 EFP, real GDP growth projections 
remained unchanged in comparison to 
previous projections (-3.1% in 2009, 1.5% 
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in 2010, and 3% in 2011).  Serbia’s 2009 
revenues were higher than anticipated 
(from 38.7% to 40.7%), but expenditure 
also increased, so the balance remained 
approximate to the previously planned level 
of 4.3%. Similar trends are shown in 2010 
and 2011 documents. In 2010, revenues 
were higher than anticipated (from 38.3% to 
40%), but expenditure also increased (from 
42.3% to 44.8% in total expenditure), so the 
balance deteriorated from previously planned 

-4% to 4.8%. In 2011, revenues are foreseen 
as higher than anticipated (from 38.1% to 
38.8%), but expenditure also increases 
(from 42.3% to 42.5% in total expenditure), 
so the balance slightly deteriorates from 
that previously planned (-3.5% to 3.7%). 
Capital expenditure remains approximately 
the same level in all years in comparison to 
the 2010 EFP projections, indicating further 
fiscal deterioration and an increase in current 
spending.
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While Western Balkan governments generally 
decreased capital expenditure in crisis, cuts 
were made mostly to smaller, domestically 
financed projects (such as government 
buildings). Important infrastructure projects 
remained in place, partially due to the fact that 
governments set infrastructure investment as 
a priority and partially due to the IFIs’ support 
for larger infrastructure projects. 

Detailed government policy documents 
laying out the rationale and the procedures 
for capital investment projects affected by 
the crisis (whether cancelled, postponed or 
altered due to crisis-related limitations) are 
scarce. An example of a postponed project is 
Highway Bar-Boljare in Montenegro, whose 
construction was postponed from 2010 to 2011, 
due to the necessity to cut the 2010 budget by 
€25 million. This is referred to Montenegro’s 
2011–2013 policy documentation.

Generally, the transport sector did not see 
major changes in road infrastructure projects, 
unlike projects dealing with water and waste 
management, especially those at municipal 
level. Another general conclusion is that 
capital investment for projects whose design 
or implementation had already started was not 
likely to experience changes, whereas projects 
in pre-planning stages were more likely to be 
postponed.

This is illustrated in the analysis of the 2010 
South East Europe Transport Observatory 
(SEETO) Multi-Annual Plan (MAP) for 2010–
2014 and the 2011 MAP for 2011-2015.   The 

2010 Plan proposes regional transport projects 
in the amount of €3.526 billion. Twenty-one 
of these relate to projects on ten corridors, 
twelve on routes and seven in terminals, with 
37.5% of projects concerning roads, 40% 
railroads, 5% waterways, 10% airports, and 
7.5% seaports. The report states that both 
financing and implementation of infrastructure 
projects was hindered by the crisis, and, as a 
result, the 2011–2014 Priority List of Potential 
Investments was shortened in comparison to 
the previous plan. This resulted in the removal 
of some projects from priority lists for the next 
five years. 

SEETO’s Core Regional Transport Network 
Development Plan for 2010–2014 cites that 
the most affected transport mode is railways, 
where three projects are affected. Examples 
include: the Croatian railway programme’s 
Botovo-Zagreb-Rijeka (cost of €627 million); 
the Zapresic-Savski Marof rehabilitation 
project (cost of €23 million); and the Serbian 
programme, Reconstruction of South Exit 
Belgrade (cost of €150 million). In addition, 
the Croatian programme for Zagreb Airport 
was postponed (cost of €211 million).

The 2011 Plan, cites that, despite the crisis, 
SEETO participants continue to be committed 
to investments in the core network projects. 
The 2011 Multi-annual Plan shows a slight 
increase in total investment in comparison 
to the 2010 Multi-annual Plan, at €3.607 
billion. The small size of this increase may 
also be due to the fact that countries are now 
prioritising their projects more carefully. The 

Appendix 2:   Examples of Public Investment Projects Affected by the Crisis  
 in the Western Balkans 
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2011 Plan also mentions that the following 
projects experienced delays in financing and 
implementation and were thus removed from 
the 2011 priority list: Croatian Split Airport 
(cost of €15 million), and the Serbian Nis-
Presevo and Kumanovo-Deljadrovce railroad 
reconstruction (cost of €101 million). 

These delays in the Croatian railways are 
highlighted in the 2011 Croatian EFP, which 
noted the lack of a strategic document, which 
would set an institutional framework for 
railway-sector restructuring. Thus the Ministry 

of the Sea, Transport and Infrastructure, 
in cooperation with companies from the 
Group H? Holding, firmly intends to adopt 
a new Programme of Sustainability and 
Competitiveness of Railways in the Republic of 
Croatia, which would encompass the activities 
concerning restructuring and preparation of 
companies for functioning on a liberalised 
railway market. 
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Appendix 3:  Infrastructure Related Excerpts from the EBRD 2010 
  Transition Report (EBRD, 2010) 

Albania
The authorities have shown a strong commitment 
to upgrading the road infrastructure, but the 
general quality and standards of maintenance 
still lag behind the level attained in the rest of 
south-eastern Europe. In light of the ongoing 
fiscal constraints, further upgrades will require 
greater private sector involvement, along 
with a strengthening of regulatory entities. A 
number of important privatisations remain on 
hold. Major projects planned for the coming 
months include the privatisation of the state 
oil producer, Albpetrol, and the further sale 
of parts of the state-owned power company, 
KESH. The privatisation of the state insurer, 
INSIG, has been somewhat delayed, but a 
tender is expected to be called before the end 
of 2010. The government is planning to finalise 
the privatisation of most public properties by 
the end of 2010, but strategic companies, 
such as the country’s hydro-power utilities, 
will remain in state hands for the time being. 
The functioning of KESH remains problematic, 
even after the privatisation of the distribution 
arm to the Czech power company, CEZ, in 
spring 2009.
In its first year of operation, CEZ failed to 

reduce the level of electricity theft and losses, 
partly due to a number of judicial and political 
obstacles that prevented CEZ from effectively 
tackling the issue, as well as a lack of political 
will to address the problem. As a result, capital 
transfers from the state to KESH remain 
substantial, imposing financial strains on the 
government, although KESH has recently 
made a significant loan repayment. In April 
2010, the government signed an agreement 
with a Turkish/Chinese consortium to set up a 
company to explore the feasibility of chrome 
production from mines in Kalimash and Vlahne. 
If the project goes ahead, it is expected to 
produce around 210,000 tonnes of chrome 
per year. The need to improve the quality of 
the infrastructure is a requirement, although 
the government does have major investment 
plans for roads, railways and electric power. 
More private capital is needed to help finance 
infrastructure investment, especially in 
transport and electric power. The priority is 
to accelerate the preparation of investment 
projects while ensuring that tenders are carried 
out in an open and transparent manner. 

Bosnia and Herzegovina
All infrastructure sectors are hampered by 
the extremely limited role for commercially 
oriented players and the resulting lack of 
cost-effectiveness. The regulators in the 
roads and railways sectors need to be 

strengthened, and further unbundling is a 
priority in the power sector. Policy-reform 
efforts have been negligible and structural 
rigidities continue to hamper the investment 
and business climate. The rehabilitation of the 
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railway sector continued over the past year 
with the signing of several projects intended 
to upgrade and modernise the railway system. 
In November 2009 a consortium of the two 
Austrian construction companies, Alpine and 
Swietelsky, won the public tender to upgrade 
the railway tracks in both entities to allow 
trains to travel at a higher speed. Furthermore, 
public service obligations (PSOs) have 
been signed earlier in 2010, increasing the 
accountability and transparency of services to 
railway passengers and aligning regulations 
to European standards. 

In September 2009, the ongoing construction 
of four sections of the Corridor Vc was 

suspended because of political difficulties. 
The paralysis was finally resolved in March 
2010 when the parliament amended the legal 
framework to allow the start of construction 
without the approval of the Ministry of Physical 
Planning. Work is expected to resume in the 
coming months. In June 2010 the government 
of the RS cancelled an agreement signed 
last year with the Austrian construction 
company, Strabag, to establish a joint venture 
to construct a highway network in the RS. 
Strabag encountered difficulties in securing 
finance, as the deal had been signed without 
a public tender which prevented IFIs such as 
the EBRD and the European Investment Bank 
(EIB) providing loans.

Croatia
Croatia has long been considered among the 
most advanced of the transition countries, 
with a broadly liberalised economy, a 
relatively high degree of sophistication in 
financial services, and significant progress 
in infrastructure reform. A significant number 
of large enterprises await privatisation. 
The flagship sale was intended to be that 
of six state-owned shipyards, for which the 
completion of privatisation and restructuring 
is required to close the competition chapter 
of the acquis, but this has proved difficult. 
Croatia’s infrastructure, with the exception 
of some regional roads, is well developed. 
However, a number of public infrastructure 
companies continue to receive large state 
subsidies. In April 2010 the government 
decided to provide €89.6m to assist with 
the financing of infrastructure projects of 
the national railway company, as well as a 
further €96.5m to modernise rolling stock. In 
October 2009 the government adopted a new 
energy development strategy, envisaging a 
total investment of €15 billion in the Croatian 

power sector until 2020. The strategy aims 
to upgrade the electricity infrastructure, the 
production, processing, transport and storage 
of oil and gas, modernising the heating system, 
as well as commencing the construction of 
various power plants. Within this framework, 
the operation of the new Ernestinovo-Pecs 
power transmission line started in April 2010. 
The degree of private sector involvement in 
infrastructure and energy is limited to date, and 
the level of competition suffers accordingly. 
Further private sector involvement could be 
attracted by means of well-designed and 
transparent tenders.

The country’s infrastructure also faces 
significant investment needs in the coming 
years. Progress towards the government’s 
aim of completing privatisation slowed 
over the past year. Four loss-making state-
owned enterprises, including the chemical 
manufacturer Ohis, the tobacco producer 
Tutunski Kombinat, the electronics maker 
EMO and the military equipment production 
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company Eurokompozit Prilep are currently 
up for sale. The deadline for the tenders has 
been postponed several times due to lack of 
interest. In March 2010 the concessionaire of 
the country’s main airports, Turkish TAV (which 
won the 20-year €200m concession tender in 
2008), started work on its projects after several 
postponements. In addition, following the 
government’s plans to upgrade the country’s 
regional and local roads, in November 2009 
a public tender was announced for two 35-
year road concession projects. Progress 
has also been made in the railway sector in 
recent years. Since 2009 an independent rail 
regulator, reporting to parliament, has been in 
place with responsibilities for both technical 
and economic regulation. The Ministry of 
Transport is in the process of setting up a 
directorate to take responsibility for railway 
safety. One of the country’s key priorities 
is the development of a gas distribution 

network. In June 2010, the authorities of both 
the Former Yugoslav Republic of Macedonia 
and Russia signed a debt agreement that will 
clear Russia’s Soviet-era debt to the Former 
Yugoslav Republic of Macedonia in return 
for a US$60m investment by Gazprom to 
support the development of the gas-supply 
infrastructure. The project increases the 
possibility of the Former Yugoslav Republic of 
Macedonia participating in the South Stream 
gas pipeline project, which was discussed 
by the two parties in early October. High-
quality infrastructure is also critical for further 
economic development and the attraction of 
FDI. In this regard, the key reform priority 
is to ensure that the regulatory authorities 
established in recent years in the transport 
and energy sectors can function effectively to 
ensure greater competition and efficiency in 
the delivery of services.

Montenegro 
Montenegro’s infrastructure is gradually 
improving, but further development is needed 
to support the expanding tourism industry. 
A greater private sector involvement in 
roads and municipal services could help to 
accelerate this process. The challenges are 
particularly large in the infrastructure sector, 
notably in the power sector, which is crucial 
to supporting economic activity. Progress in 
large-scale privatisation has been mixed.

The Montenegrin tender for the sale of a 
54% stake and a 30-year concession in the 
port operator, Marina Bar, was concluded 
successfully in early 2010. A tender for 
acquiring a long-term concession on the Bijela 
port infrastructure and the area surrounding 
the Bijela shipyard was launched in June 2010. 
Montenegro’s government has also issued a 

tender for the privatisation of the Railways 
Cargo Company (MonteCargo). However, the 
tender for the sale of the majority stake in the 
port operator, Kontejnerski Terminal, failed. 
Furthermore, the partial re-nationalisation of 
the aluminium conglomerate KAP became 
effective.

In November 2009 the state acquired a 
29% stake in the plant and a 31% stake in 
the related Niksic Bauxite mine in exchange 
for a guarantee worth €135m. In September 
2009 the government transferred an 18.3% 
stake in EPCG, the state-owned vertically 
integrated power utility, to Italy’s AZA. The 
government also signed a €720m agreement 
for the construction of an undersea power 
transmission line with Italy. The project, 
which is expected to make Montenegro an 
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important node in the regional power market, 
will be implemented jointly by the Italian 
company Terna and the recently unbundled 
Montenegrin transmission system operator, 
Prenos. Improving the quality of infrastructure 
is vital to support economic activity and to 
ensure the further development of the tourism 
sector. Facilitating the involvement of the 
private sector through concessions could 

help to speed up the process. Moving ahead 
with the restructuring of the power sector is a 
priority in order to improve electricity supply 
and efficiency. The government has adopted 
an ambitious Energy Development Strategy, 
but concrete programmes and implementation 
instruments to promote renewable energy and 
energy efficiency have yet to be established.

Serbia
The challenges are particularly large in 
most infrastructure sectors, especially in the 
energy sector, which remains dominated by 
one state-owned company. The government 
has taken a number of steps to revive the 
large-scale privatisation programme. In April 
2010 the government resumed its attempts to 
privatise the national airline carrier, JAT, and 
revealed a new plan for its restructuring. In the 
same month the government announced its 
intention to privatise a 40% stake in Telekom 
Srbija, while advisers have proposed 51%, a 
recommendation subsequently accepted by 
the government in October. The preparation 
of the tender is currently under way. Progress 
has also been in made in liberalising the 
telecommunication sector. In January 2010, a 
second landline telephony licence was issued 
to the Norwegian telecommunication operator, 
Telenor. In addition, a new law on electronic 
communications was implemented in June, 
which should increase competitiveness in the 
sector and align Serbia’s legislation to the EU 
acquis. The government has invested in large-
scale road and railway infrastructure over the 
past year, with the help of the international 
financial institutions (IFIs) and bilateral donors. 
In April 2010 the authorities agreed on a US$ 
800m loan from Russia to finance projects to 
upgrade the railway sector, which are expected 
to start next year. Furthermore, the regulatory 

framework for the railway sector has been 
strengthened through the agreement on public 
service obligations (PSOs) in September 2009 
and an access charge regime was adopted in 
March 2010. In June 2010 the government 
presented its transport sector strategy. It 
envisages investments of €22 billion in the 
road, railway, water and aviation networks 
until 2027 in order to bring the country’s 
infrastructure in line with European standards. 
A joint venture between Russia’s Gazprom 
and the state-owned gas company Srbijagas 
was signed in February 2010. The agreement 
is seen as an initial step in the establishment 
of a gas storage facility, which is necessary 
for Serbia to become part of the South Stream 
gas pipeline project. The feasibility study for 
the Serbian part of the pipeline is expected 
to be finalised by the end of the year, with 
construction scheduled to commence in 
2013. The country’s infrastructure requires 
major investment, for which private sector 
involvement would also be beneficial, 
highlighting the need for the development of 
successful concession projects.
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Appendix 4: Electricity Infrastructure in the Western Balkan Countries 

The World Bank’s report Lights Out: The 
Outlook for Energy in Eastern Europe and 
the Former Soviet Union (April 2010) notes 
that loans from IFIs in several Central and 
Southeastern European countries currently 
fund partial guarantee programmes and 
technical assistance to help banks build 
capacity for risk assessment and develop 
deal flow in the electricity sector. However, the 
reports also states that there is not yet enough 
experience to indicate if the new approach 
will bring sustainable, long-term lending for 
energy efficiency, or if the banks will revert to 

other lending once the technical assistance 
stops, guarantee programmes phase out, and 
investment grant funds cease to flow. It is thus 
concluded that an independent review of the 
experience so far is needed.

This report shows the improvement in progress 
toward efficient electricity markets for the 
Western Balkan countries (which are much 
more advanced in comparison to Eastern 
Europe and Former Soviet Union countries, 
including those already in EU), as shown in 
table below:

  Directive Market Wholesale Tariff reform Market  
 Economy  2003/54/EC1 structure market affordability integration 
 Albania B  C  C  D  C 
 Bosnia and Herzegovina B  C  C  D  C 
 Croatia A  B  B  B  B 
 FYR Macedonia B  C  C  D  C 
 Montenegro B  C  C  D  C 
 Serbia B  C  C  C  C 
 Kosovo B  C  C  D  D

Progress Toward an Efficient Electricity Markets in the Western Balkans

Source: Energy Community Secretariat 2007

However, the report stresses the increased 
percentage of firms that consider electricity 
an obstacle in doing business in all regions, 
including Southeastern Europe (increase from 
26% in 2005 to 48% in 2008). Hence, the 
investment required in electricity generation, 

transmission, and distribution is projected at 
around €14 billion in the period 2011–2015, 
$16 billion in 2016–2020, $21 billion in 2021–
2025, and $22 billion  2026–2030.

Appendices
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The Western Balkans think tanks are generally 
not as numerous nor as active as those in EU 
countries. However, there has been some 
progress in their active participation and 
advocacy, often supported by the European 
Commission and other bilateral EU donors 
(such as TRAIN Program for Western Balkan 
Think Tanks).

Most of the Western Balkans think tanks’ 
published reports relate to general democracy 
and voting issues. Independent think tanks’ 
reports that evaluate governments’ budgetary 
issues and/or capital investment are quite 
scarce. The few available reports mostly 
give a critical assessment of governments’ 
management of the infrastructure investment, 
underlining the slow implementation of key 
infrastructure projects, which are generally 
hampered by the lack of clear policy priorities. 
The reports also criticise the governments for 
not using capital infrastructure projects as a 
fiscal stimulus during the crisis. 

For example, in a report (No) Road to Europe: 
Hard Look at BiH’s Implementation of the 
SAA and European Partnership prepared in 
October of 2010 by the Centre for Economic 
Solutions in cooperation with the think tank 
Populari, a case study for the transport sector 
was used in which the researchers conclude 
that due to the lack of clear policy priorities 
defined by the BiH governments, the process 
of both EU integration and using EU funds is 
weak and based on ad hoc priorities being set 
up to meet the formalities. The report critically 

examines transport sectors in BiH to illustrate 
mismanagement of the crucial projects. 

The report stresses the following problems 
in BiH: lack of capacity and slow pace of 
implementation; lack of non-discriminatory 
access to infrastructure; lack of the state-level 
authority, and the lack of the key sector-level 
documents, such as the transport policy, 
strategy and action plans. In terms of steps 
needed to manage transport infrastructure 
development efficiently, the report concludes 
that “It is of paramount importance to ensure 
forward-looking, optimal synergies between the 
available IPA (Instrument for Pre-Accession 
assistance) funding, international donors, 
and most importantly BiH Government’s own 
budgetary allocations if the needs are to be 
efficiently managed for successful completion 
of the European Partnership priorities” (Centre 
for Economic Solutions, October 2010).

Similarly, the Serbian think tank Centre 
for Liberal-Democratic Studies in its report 
on “The Impact of the Financial Crisis on 
the Labor Market and Living Standard in 
Serbia” from January 2010 points to the lack 
of public investment crucial for economic 
development in Serbia, adding that the high 
level of government spending and the high 
fiscal deficit did not allow for a serious fiscal 
stimulus. 

Within the Report from Monitoring and 
Performance Evaluation of Program Activities 
of the Government of the former Republic of 
Macedonia for the November 2009 – January 

Appendix 5:  Overview of Reports of Some Western Balkan Think Tanks on  
 Governments’ Capital Investments 
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2010 Period, the Institute for Economic 
Strategy and International Relations 
OHRID also reports that the slow pace of 
implementation of capital investment projects 
by the Government poses a serious risk for 
the economic development of the country in 
the upcoming period. For example, this reports 
states that the actual required investments 

in the railway are several times greater than 
the current ones, if the country wants to keep 
track with the developments in EU railways as 
well as to respond to user needs.

Appendices

Appendix 6: Road Infrastructure in Croatia

Transport infrastructure priorities in Croatia 
were set out in the Transport Development 
Strategy adopted in 1999. Transport 
infrastructure in post-war Croatia was not 
sufficient in term of territorial integration of 
Croatia and there was a need to connect 
Croatia with the main European corridors 
(including main regional corridors V, VII and 
X). The government adopted this ambitious 
transport infrastructure strategy, announcing 
its commitment to use Croatia’s location as one 
of the country’s main comparative advantages.  
In addition modern road infrastructure is 
considered vital to induce tourism (one of the 
Croatian economy’s main sectors). 

As a result of this commitment to road 
infrastructure investment, Croatian 
infrastructure in far more developed than 
those of the other Western Balkan countries, 
with 1,244km of highway, 6,820km of state 
roads, 10,867km of inter-regional roads and 
10,297km of local roads.

Following the initial intensive construction 
phase, the Croatian government is now 
focused on plans to improve local and remote 
roads and connections to the main highways 
(Croatian Ministry of the Sea, Transport, and 
Infrastructure, December 2009). In terms 
of planning procedures and responsibility, 
construction and maintenance of the roads is 
defined in State-level legislation through the 
long-term Strategy of the Road Infrastructure 
Development adopted by the Parliament. On 
the basis of this strategy, the government 
adopts four-year programmes, while annual 
detailed plans are adopted by the public 
companies – “Croatian Highways“ and 
“Croatian Roads“, with approval from regional 
and local authorities. 

Management of the public roads is given 
governed by road infrastructure legislation and 
the concessions given to Croatian Highways 
and Croatian Roads, for some parts of 
highways (including road tolls) and to regional 
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and local administrations and City of Zagreb 
for regional and local roads.

In Croatia highways are financed either 
though concessions or through road tariffs, 
state roads are financed through road tariffs 
and other maintenance fees, whereas 
regional and local roads are financed through 
vehicle registration fees and other local road 
fees. Total public financing for the highways 
amounted to around €2.4 billion in the 2005–
2008 period with another €1.2 billion provided 
through concessions.  All of the highways 
connecting Croatia to European highways 
are now completed. Another €2.1 billion was 
invested in state, regional and local roads. For 
the period 2009–2012, further investment for 
smaller parts of highways (including borders, 
tunnels and bridges) and maintenance is 
planned in the amount of approximately €1.3 
billion from the budget, in addition to around 

€2 billion of new foreign loans from IFIs. Total 
government capital expenditure expressed 
as share of GDP is currently relatively low at 
around 2% in 2010 (see Table 7). This is in 
stark contrast, to the 6%+ of GDP from 2002–
2006, half of which was spending on highway 
construction.

In Croatia and the Western Balkans in 
general, road infrastructure investment was 
the investment least affected by the crisis-
related cuts in public expenditure. This was 
due to fact that all of the governments view 
road infrastructure as a priority, but also 
because, at the same time, across Western 
Balkans, capital investment funded from the 
highest government level and/or IFIs was 
less likely to be negatively affected due to 
crisis, while capital investment funded at local 
level was more likely to be affected (usually 
postponed).
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Telecommunication companies were perhaps 
the most successful public enterprises in the 
region and were thus among the most lucrative 
privatisation targets. While most of the 
countries privatised telecom companies prior 
to crisis (the most recent was the privatisation 
of the telecom of RS in BiH, which was sold 
in 2007 to the Serbian state company), 
Serbia and Kosovo are both currently 
planning privatisation (in 2011), while telecom 
privatisation in the FBiH is also planned, but 
not in the immediate future. All of the countries 
that underwent telecom privatisation used at 

least some receipts for capital investment (or 
for settling parts of internal debts, which in turn 
freed up some capacity for capital investment, 
as was the case in Croatia and RS in BiH). 
This is also planned for the countries/regions 
that are now planning telecom privatisation. 
Therefore, an increase of capital investment 
financed from privatisation can be expected in 
Kosovo, as well as in the FBiH and Serbia.
 

 

Appendix 7: Telecom Sector Ownership Structure in the Region 

Appendices

BIH-Srpske

Montenegro

Bulgaria

Croatia

Albania

Macedonia

Turkey

Romania

BIH-HT Mostar

Serbia

BIH-BH Telekom

Kosovo

0% 20% 40% 60% 80% 100% 

State

Strategic Partner

Investors

Public stock

Source: Ministry of Economy and Finance of Kosovo (October 2010)



58

The World Bank’s Little Data Book on 
Information and Communication Technology 
2010 published in May of 2010 stresses 
the important impact of information and 
communication technologies for all sectors, 
stating that:  ‘Research shows that investment 
in information and communication technologies 
is associated with such economic benefits as 
higher productivity, lower costs, new economic 
opportunities, job creation, innovation, and 
increased trade and exports. Information and 
communication technologies also help provide 
better services in health and education and 
strengthen social cohesion.’ 

This report ranks 210 countries by their 
progress in information and communication 
technology. The Western Balkan countries 
generally show room for improvement 
in telecommunications investment as a 
percentage of telecommunication revenues, 
as well as in the level of e-government and the 
number of secure internet servers. Data on the 
overall ICT expenditure as percentage of GDP 
is not available for any of the Western Balkan 
countries, which indicates a lack of strategic 
commitment to this area of infrastructure 
investment. 

Appendix 8: Investment in Innovation Infrastructure in the Western Balkans 

Appendices

Innovation Capacity Rankings (out of 130 countries Bosnia and  Croatia Macedonia 
 Herzegovina 

Pillar 1: Insititutional Environment 78 56 63
Good Governance 85 52 64
Country Policy 47 70 66
Pillar 2: Human Capital, Training and Social 40 39 46
Education 33 44 55
Social Inclusion and Equity Policies 48 34 42
Pillar 3: Regulatory and Legal Framework 98 84 18
Doing Business 98 84 18
Pillar 4: Research and Development 120 34 59
R’n’D Infrastructure 118 32 57
Patents and Trademarks 80 45 65
Pillar 5: Adoption and Use of Information
and Communication Technologies 68 34 43
Telephone Communications 75 28 62
Mobile Cellular Communications  59 9 122
Internet, Computers and TV 59 38 122
Government ICT Usage 63 34 103
Quality of Infrastructure 73 44 126

Source: The Innovation for Development, Report 2010-2011: Innovation as a Driver of Productivity and 

Economic Growth, by August Lopez-Clarosm, December 2010
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The need for more developed innovation 
infrastructure is also highlighted in the 
Innovation for Development Report 2010-
2011: Innovation as a Driver of Productivity 
and Economic Growth (August Lopez-
Claros, December 2010). In the overall 

Innovation Capacity Index rankings for the 
total of 130 countries, this report ranks the 
Former Yugoslav Republic of Macedonia in 
42nd place, Croatia at 52nd and BiH at 73rd. 
Rankings for each of the subcategories of this 
index are given below. 

In view of the importance of innovation 
infrastructure development, as well as the 
opportunities for regional synergies in Western 
Balkan countries, the European Union will 
support the Development of the Western 
Balkans Regional Strategy on Research and 
Development for Innovation through a regional 
IPA project in the period 2011-2013. The 
beneficiaries will be the research community 
in the Western Balkans, including education 
institutes, research centres and businesses, 
as well as public authorities/ administrations 
dealing with R&D policies. 

This project was prepared in a response to 
the Joint Statement issued at the Ministerial 
Conference – Developing a Regional Strategy 
on Research and Development for the Western 
Balkans, in Sarajevo on 24 April 2009. The 
following problems have been identified in the 
region:

g the general lack of clear science and 
technology policies and corresponding 
finance; 

g the weak involvement of decision-
makers in supporting R&D activities and 
programs; 

g the different level of integration and 
participation in international projects and 
cooperation programs; 

g the shortage of competence and skills, 
which is amplified by a large brain-drain 
and must be compensated by appropriate 
training programmes and cooperation 
projects; and

g the lack of communication and information 
services and networks connecting 
academic research and higher-education 
institutions from the region to pan-
European R&D infrastructures. 

Consequently, the main goals of the project 
include:

g regional cooperation in the field of R&D; 
g development of cooperation between R&D, 

higher education and business sectors; 
g exploring possibilities for financing R&D 

under existing EU funds; and
g exploring possibilities of better use of FP 

fund; and further integration of the Western 
Balkan region in the ERA.
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