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l.Introduction

. Background

Since 2008, the global economy has been hit by several shocks following the banking,
financial and overall economic crisis. The crisis has strongly affected the euro area (countries
using the euro as their currency), non-euro areamembers of the EU and also the countries that
are in the process of accession to the EU. Though the problems have different aspects in
different countries, there are also strong common denominators, such as excessive debt, high
unemploymentand weak economicgrowth.

The crisis has clearly exposed strong economic interdependence between the EU and the
surrounding countries. Also, the crisis has confirmed that the existing structure of economic
policy coordination isinappropriate for the high level of regional economicintegration the EU
has achieved over the recent decades. It is within this framework that economic governance
of the EU, and especially of the euro area, has drastically changed over the recent years.
Instead of focusing on narrowly defined fiscal objectives and using rather loose decision
making mechanisms, the new, reformed economic governance of the EU is much broader in
substance terms. In fact, countries have embarked on a complex process of addressing
macroeconomicimbalances and fiscal programming deficiencies, in procedural terms as well,
and the EU institutions now have more effective powers of supervision and enforcement over
national government budgets.

The new economic governance of the EU has started to trickle down to the EU candidate
countries. The subject has also become an important integral part of the EU accession
processes.On the one hand, dialogue between candidate countries and the EU institutions on
macroeconomic, fiscal and structural policy issues will in future be significantly more complex
than it once was. In 2014, candidate countries were for the first time asked to prepare their
Economic Reform Programmes to be used as a basis for a strengthened policy dialogue with
the EU framed within the new economic governance features of the EU. Changes will be
reflected in the EU accession negotiations as well, especially in Chapter 17. In contrast to
previous EU accession negotiations, the acquis of this chapter has become much more
demanding thaninwas before the crisis.

ll. Conference objective and participants

With the objective to discuss the European economic governance as the subject of growing
importance not only for Serbia but for all EU candidate countries, the National Bank of Serbia
has decided to organise a high level international conference “Economic governance in
Europe and EU accession process: What is the Role of Central Banks". The Conference,
which took place in Belgrade on 27 and 28 May 2015 and was organised with the assistance of
GlZ, gathered governors and other high-ranking central bank officials from the EU candidate
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countries and selected EU member states from the region, high-ranking officials from the
European Central Bank and the European Commission, and representatives of the Serbian
administration, other institutions and academia. The Conference was open to media and was
attended by some 150 participants.

lIl. Overview of the topics addressed at the Conference

The Conference consisted of sessions and the governors' panel and took place on Wednesday
afternoon, 27 May, and Thursday morning, 28 May. See detailed programme of the Conference
insection IV of this Introduction.

3.1.Introductory session: »Serbia on its way to the EU and its economic governance«

The session was fully dedicated to the presentation of the current state of affairs in Serbia's
accession to the EU. The three top officials of the country, whose portfolio of responsibilities
includes integration into European economic governance, took part in this session and
addressed various aspects of this process.

The Conference participants were first welcomed by the Conference host, Jorgovanka
Tabakovic¢, Governor of the National Bank of Serbia. She thanked all the participants for
attending the Conference and invited them to openly share their experiences and opinions to
help create a joint overview of the common EU accession-related challenges as well as those
dealing with the enhancement of our economic policies. Ms. Tabakovi¢ stressed the relevance
and topicality of the theme of the Conference in view of the global economic crisis that
brought into focus the strong interdependence between the EU and the surrounding
countries, as well as the importance of enhancing the existing structures for the coordination
of economic policies.

The next speaker at this session was Jadranka Joksimovic, Minister Responsible for European
Integration. In her address, she tackled all important segments of Serbia's accession process,
including the recently completed screening process and preparation for the opening of the first
negotiating chapter. Ms. Joksimovic also emphasised the significant role of the National Bank of
Serbia in the negotiation process, as well as the importance of the regional cooperation and
regional component of the European integration process.

In conclusion, the session was addressed by Dusan Vujovié, Minister of Finance of the
Republic of Serbia who shared with the audience information about the progress in the
implementation of the stand-by arrangement Serbia signed with the IMF at the beginning of
the year and provided his views on the first ERP produced in the context of the reformed
European economic governance. Mr. Vujovi¢ gave detailed explanations and commented on
the EU sassessmentof Serbia’s ERP.
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3.2.Firstworking session: »European economic governance —new approach«

In contrast to the previous session that focused on Serbia, thet First working session was
devoted to the European economic governance and especially to changes in its
structureintroduced as a consequence of the recent crisis. The three speakers, two from the
key European institutions with a mandate on European économic governance and one from
the academia, were invited to make their contribution to the Conference.

The first speaker on the program was Istvan Jakab, Head of Unit for Candidate and Pre-
candidate Countries, DG ECFIN, European Commission. In his presentation, he outlined a
historical and conceptual framework for multilateral surveillance in candidate countries, and
concentrated on Economic Reform Programmes. He explained the rationale for these
documents, their content and timeline and presented a brief overview of the 2015 ERP and
the Commission's assessment.

The next speaker who addressed the Conference was Gilles Noblet, Deputy Director General
for International and European Integration, European Central Bank. In his presentation, he
explained the monetary policy measures that the ECB implemented in response to the crisis,
as well as the new responsibilities of the ECB in the context of the banking union and the role
of the ECB in the EU accession process and euro area enlargement. Mr. Noblet stressed the
commitment of the ECB to support the smooth integration of the National Bank of Serbia into
the European System of Central Banks.

The last speaker of the day was Mojmir Mrak, Jean Monnet Chair professor, Faculty of
Economics, University of Ljubljana, Slovenia and GIZ expert at the Conference. The focus of his
presentation were the two main channels through which the reformed European economic
governance influences the EU candidate countries. One is the broadened dialogue of a
candidate country with the EU on economic policies based on Economic Reform Programmes,
andtheotherare EU accession negotiations under Chapter 17.

3.3.Second working session: »National Bank of Serbia in the EU accession negotiation«

This session aimed to present the role National Bank of Serbia plays in the EU accession
process of the Republic of Serbia. In his presentation, Zoran NiSavi¢, General Manager of the
International Relations Department of the National Bank of Serbia explained the significant
role and the activities of the National Bank of Serbia in all phases of this process, with a
particular focus on the recently completed screening exercise. He also spoke about the
projects implemented in cooperation with the ECB/ESCB aimed at conducting operational
preparations for the participation of the National Bank of Serbia in the ESCB, once the
Republic of Serbia joins the European Union.

1 Dueto his late arrival caused by logistical problems on the departing airport, his presentation was actually delivered on Thursday, 28 May
2015 as part of the Second working session
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3.4. Panel with Governors and Vice Governors: »Role of Central Banks in the EU
integration processand upon entering the EU«

The highlight of the Conference was the panel on the “Role of Central Banks in the EU
integration process and upon entering the EU". The governors from all EU candidate countries
as well as those from selected EU member states were invited to participate. The main focus of
the panel were the interlinkages between the new European economic governance and the
EU accession process of the countries from the region with a special reference to the role of
central banks in these processes. Among others, the following questions / topics were
suggested for the panel discussion:

What kind of challenges central banks of EU member states and candidate countries
face with the new economic governance of the EU?

How should central banks be integrated in the preparation of the Economic Reform
Programmes? Which areas are to be covered by central banks?

What is the role of central banks in the EU accession negotiations in general
(negotiating groups, core negotiating teams, other structures), and especially as
regards Chapter 177

Should central banks in the region cooperate on a more systematic basis on the subject
of European economic governance? If yes, what forms of cooperation would be
appropriate?

The participants in the panel discussion were invited to present their views on one or more of
these questions / topics and also to introduce into discussion some other specific topics they
deem appropriate for the overall subject of the panel.

The panellists were strongly encouraged to provide their valuable contributions to the panel
in the form of ad-hoc“on the floor interventions”. Written contributions were not expected and
power point presentations were not possible for technical reasons. In cases where written
contributions were prepared, they were distributed to the audience and are attached as an
annextothese Proceedings.

The governors and vice governors from seven countries took part in the panel. More
specifically, the panel was moderated by Mojmir Mrak, Jean Monnet Chair Professor, Faculty of
Economics, University of Ljubljana and consisted of the following governors and/or vice
governors (in alphabetical order of countries and positions): (1) Gent Sejko — Governor, Bank of
Albania, (i) Milojica Daki¢ — Governor, Central Bank of Montenegro, (iii) Jorgovanka Tabakovi¢
— Governor, National Bank of Serbia, (iv) Ernadina Bajrovi¢ — Vice Governor, Central Bank of
Bosnia and Herzegovina, (v) Maja Kadievska Vojnovi¢ — Vice Governor, National Bank of
Macedonia, (vi) Mejra Festi¢ — Vice Governor, Bank of Slovenia, and (vii) Turalay Ken¢ — Deputy
Governor, Central Bank of the Republic of Turkey.

While the main topics addressed and messages passed by each of the panellists - as identified
by the editors of these Proceedings — are presented in the continuation of this Introduction, a
summarized transcript of the panelis provided in the respective chapter of the Proceedings.

Gent Sejko — Governor, Bank of Albania; He informed the panel about the wide set of
activities the central bank performs in the context of economic governance and
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especially about the chapters 9, 16 and 27 of the negotiations and focused on two
major concerns they are faced with within this context. The first one is the ability of the
central bank to produce forecasts, reports and projections regarding different kinds of
reports for monetary policy, financial stability and other central banking roles which
are in compliance with the requirements of the EU governance process. And the
second oneis the cooperation, within and outside the central bank, with the European
Commission, with EU member state central banks and also regionally with central
banks of the candidate countries.

Milojica Daki¢ — Governor, Central Bank of Montenegro; As his country is already deep
in the EU accession negotiation, the governor focused on the current state of the
negotiations and explained the role the central bank has in this process. The central
bank coordinates five of the negotiating chapters, of which two have already been
opened, while its staff is actively involved in another nine negotiating chapters. The
governor specifically addressed the subject of the negotiations under the chapter 17
that focuses on the economic governance issues. Montenegro faces one significant
challenge within thisareaand thisis introduction of ESA 2010 standards.

Jorgovanka Tabakovi¢ — Governor, National Bank of Serbia; Her introductory
intervention was composed of two parts. In the first one, she addressed the role central
banks typically havein the EU accession.When designing institutional structure for the
negotiations in Serbia, the example of Croatia with the strong role of the central bank
inthe negotiations was taken as kind of guidance. There are several reasons that justify
this approach, including the growing importance of the ECB and national central
banks in the overall EU economic governance structure and in the crisis management.
In the second part of her intervention, the governor shared her views on the reformed
economic governance of the EU. Within this framework she emphasized the
importance of prudent national fiscal policies.

Ernadina Bajrovi¢ — Vice Governor, Central Bank of Bosnia and Herzegovina; Her
intervention started with informing the panel about the current economic and EU
accession status of Bosnia and Herzegovina. She underlined the importance of the
recently signed political agreement to intensify both economic reforms and the
European integration process. The agreement is considered to be of crucial
importance for Bosnia and Herzegovina to embark, in cooperation with international
financial institutions, the European Union and the international community as a
whole, on highly needed structural reforms. The central bank stands ready to be an
active partner in this process, even though its monetary policy mandate is rather
limited within the currency board environment.

Maja Kadievska Vojnovi¢ — Vice Governor, National Bank of Macedonia; The vice
governor expressed her strong disappointment with the fact that Macedonia remains
blocked in its EU accession process. The country namely has been an EU candidate
country for ten years and has six consecutive recommendations of the European
Commission for starting the EU accession negotiations. This disappointment is even
stronger in view of the fact that Macedonia performs rather well in economic terms
what has been documented well in its recent Economic and Reform Programme. As
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underlined by the vice governor, Macedonia is assessed by international financial
institutions as a good economic governance performer and is a country which has, at
this moment, the highest economic growth rate in the region.

Mejra Festi¢ — Vice Governor, Bank of Slovenia; Being the only representative from a
central bank of a country that is part of the euro area, she focused her introductory
intervention on challenges faced by Slovenian policy makers, and especially the
central bank, in the context of the recent crisis. She discussed the pre-crisis credit boom
environment, presented the problems Slovenia faced with the growing proportion of
NPL within bank portfolio and with worsening of the country's fiscal and public debt
position. In order to embark on a sustainable fiscal consolidation, she claims, Slovenia
has to embark vigorously on the restructuring of its corporate sector. It should involve
three aspects — business restructuring, governance restructuring, and ownership
restructuring.

Turalay Ken¢ — Deputy Governor, Central Bank of the Republic of Turkey; His
introductory presentation was focused on three points. The first one dealt with
structural reforms. There are basically two ways of strengthening the resilience of your
economy against financial and economic shocks. One is to have a stable financial
system and rules, and another one is to intensify structural reforms what is going to lift
the potential growth of the economy. Both are important and interrelated. The second
point, again related to the global financial crisis, was the problem of macro policy
coordination at international level. And the final point was on the importance of how
economicgovernance decisions are being communicated to the public.

There was a strong consensus among the panellists that the Conference addresses an
increasingly important topic that will have a strong impact on economic development of the
countries in the region in the forthcoming period and especially as regards their EU accession
process. It was equally strongly underlined that the role central banks have in the processes of
both harmonisation with the European economic governance requirements and the EU
accession negotiations, is becoming increasingly important. And finally, an interest was
expressed that governors and vice governors from the region should meet on aregular basisin
order to discuss those specific aspects of the European economic governance and EU
accession negotiations that are of particular interest to central banks.

3.5.Concluding remarks

In her closing remarks, Jorgovanka Tabakovi¢, Governor of the National Bank of Serbia and the
host of the Conference said that the Conference exceeded our expectations and helped us
perceive the challenges of regional central banks on their path to the European Union. She
thanked all the participants and the Conference panellists, representatives of European
institutions, GIZ, and in particular Mr. Mrak for providing guidance in the panel discussion and
inorganising the event.
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IV. Conference programme: sessions and governors' panel

Introductory session: »Serbia on its way to the EU and its economic governance,
Wednesday, 27 May 2015

Opening address; JorgovankaTabakovi¢, Governor, National Bank of Serbia

The current status of Serbia’s EU accession process; Jadranka Joksimovi¢, Minister
Responsible for European Integration

National Economic Reform Programme of the Republic of Serbia 2015 — 2017; Dusan
Vujovi¢, Minister of Finance of the Republic of Serbia

First working session: »European economic governance — new approach«, Wednesday,
27 May 2015

Reformed economic governance as part of the preparation for membership of the
European Union; Istvan Jakab, Head of Unit for Candidate and Pre-candidate Countries,
DGECFIN, European Commission

The European Central Bank in the new economic governance framework of the European
Union; Gilles Noblet, Deputy Director General for International and European
Relations, European Central Bank

European economic governance and implications for EU candidate countries; Mojmir
Mrak, Jean Monnet Chair Professor, Faculty of Economics, University of Ljubljana

Second working session: »National Bank of Serbia in the EU accession negotiation,
Thursday, 28 May 2015

Experience and the role of the National Bank of Serbia in the EU accession process of the
Republic of Serbia; Zoran Ni3avi¢, General Manager of the International Relations
Department, National Bank of Serbia

Panel with Governors and Vice Governors: »Role of central banks in the EU integration
process and upon entering the EU«, Thursday, 28 May 2015

Moderator: Mojmir Mrak, Jean Monnet Chair Professor, Faculty of Economics,
University of Ljubljana

Participants (in alphabetical order of countries and positions):
= Gent Sejko — Governor, Bank of Albania
« Milojica Daki¢ — Governor, Central Bank of Montenegro
= Jorgovanka Tabakovi¢ — Governor, National Bank of Serbia
= Ernadina Bajrovi¢ - Vice Governor, Central Bank of Bosnia and Herzegovina
* Maja Kadievska Vojnovi¢ — Vice Governor, National Bank of Macedonia
= Mejra Festic¢ — Vice Governor, Bank of Slovenia
= Turalay Ken¢ — Deputy Governor, Central Bank of the Republic of Turkey
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Closing session, Thursday, 28 May 2015
Concluding remarks by the host, Jorgovanka Tabakovi¢, Governor, National Bank of
Serbia.

V. Contents of the Proceedings

Following this Introduction, the Proceedings are structured according to the Conference
programme. First, the three contributions from the Opening session are presented, followed by
the three papers from the Working session. The Proceedings continue with the transcript of the
Governors' Panel. The last section of the Proceedings includes the host's remarks made at the
Closing session.

An annex containing contributions of the governors that were prepared on the sidelines of the
Panelisattached to the main text of the Conference Proceedings.

Belgrade, November 2015
Jorgovanka Tabakovi¢

Mojmir Mrak



Il Introductory session:
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Openning address

Jorgovanka Tabakovi¢

Governor of the National Bank of Serbia

Ladiesand gentlemen,
Esteemed guestsand dear friends,

Itis a great pleasure for me to welcome you in my name and on behalf of the National Bank of
Serbia, as well as an honour to be the host of the international conference “Economic
governance in Europe and EU accession process: what is the role of central banks?” over the
nexttwo days.

| extend my warmest welcome to the representatives of the Government of the Republic of
Serbia — minister of finance and minister responsible for European integration,
representatives of the central banks of Montenegro, Albania, Turkey, Macedonia, Bosnia and
Herzegovina, Slovenia and Croatia, representatives of the European Commission and
European Central Bank, other representatives of the institutions of the Republic of Serbia and
all the other guest from Serbia and abroad. | would like to extend sincere thanks and
appreciation to the representatives of Deutsche Gesellschaft fiir Internationale
Zusammenarbeit (GIZ), who have helped us wholeheartedly in organising this event.

In this two-day event, we will focus on the new concept of economic governance in Europe
and the changedrole of institutions, notably central banks, in running economic policies.
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The issue is topical for several reasons. The global economic crisis has revealed strong
interdependence between EU member states and their neighbouring countries and has
highlighted the importance of improving the existing mechanisms for coordination of
economic policies. In this context, new economic governance in the EU also affects candidate
countries, since this is an integral part of the accession process. The challenges faced by
central banks are increasingly complex, and the role of central banks in the process of EU
accessionisgainingin prominence and importance.

Iam confident that the representatives of EU institutions will explain in their presentations the
mostimportant characteristics of the concept of new economic governance.

The aim of the conference is to encourage cooperation and dialogue among central banks of
EU candidate countries and prospective candidates in our region in order to identify common
dilemmas. | take great pride in the fact that by organising this conference, the National Bank of
Serbia has gathered a number of friends from the country and from abroad who share
European values and with whom we aim to realise the maximum possible level of cooperation
and exchange experiences which will, no doubt, prove invaluable on our path to the European
Union.

We are witnesses to a moderate growth of the global economy, supported by low oil prices
and depreciation of some currencies, as well as to numerous challenges stemming from the
lingering consequences of the economic crisis, insufficient level of investment and persistent
uncertaintiesin financial markets.

As regards the Republic of Serbia, the position of the Government and the National Bank of
Serbia is that macroeconomic stability is a key prerequisite for sustainable economic growth
inthe mediumterm.

The expected recovery and strengthening of our economy, more stable public finances, a
more favourable economic environment, and a rise in investments, employment and the
standard of living will bring Serbia closer to the European Union. Robust fiscal consolidation
and implementation of a comprehensive set of reforms to remove structural weaknesses in
the economy will enable gradual but lasting fulfilment of the conditions for achieving
nominal and real convergence.

The recently concluded stand-by arrangement with the International Monetary Fund
intended for precautionary purposes is of great importance for our country. The economic
programme agreed with the International Monetary Fund is based on three pillars: restoring
the health of public finances by implementing fiscal consolidation, increasing the stability
and resilience of the financial sector, and strengthening competitiveness and economic
growth byimplementing structural reforms.

Theinitial results of these measures are on the positive side as also confirmed by the reactions
inthe financial market which ensuedright after the arrangement was agreed. Namely, already
at that time, Serbia saw a decline in yields on its government bonds, an increase in the
demand for dinars and consequently, the strengthening of the national currency. The effects
of the application of agreed measures have already reflected on the reduction of budget
deficit in the first quarter this year, and we expect these trends to continue in the period
ahead. The latest data which indicate a recovery in economic activity in late 2014 and early
2015, led primarily by rising exports, also give us reason for optimism.
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lam fully confident that the Government and the National Bank of Serbia will give their best to
honour their commitments and that the arrangement will be successfully completed within
the planned three-year period.

The National Bank of Serbia, on its part, will continue to make efforts towards achieving and
maintaining price and financial stability. Practically for the first time in several decades, we
managed to reduce inflation to the level comparable with that in other European countries
and to keep it there in the last year and a half. In the coming period, we will strive to bring
inflation back within the target tolerance band of 4+1.5%, being at the same time cautious in
easing our monetary policy stance because of the risks emanating from the international
environment. Also, we are doing our best, together with the advisory assistance and support
of the International Monetary Fund and the World Bank Group, to find the most effective
solution to the issue of high NPLs and to prevent a further increase in the NPL share in total
loans.

Though many measures have been taken and a lot has been done, we are still facing many
challenges. I firmly believe, however, that through cooperation built on trust, understanding
and resoluteness, we will continue working on ways to address the current economicissues.

Ladiesand gentlemen, dear friends,

| open this conference with great pleasure and invite you to be open and to share your
experiences and views, today and tomorrow, because | am sure that exchange of experiences
can help usidentify common challenges and enhance our economic policies.

Thankyou.
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The current status
of Serbia's EU accession process

Jadranka Joksimovic

Minister Responsible for European Integration

Besides the rule of law and the core values on which the European Union is based, a significant
partandthe essence of the European integration process represents the shaping and fitting of
our economic system in the broadest sense, not only to the standards of the European Union,
since they are also subject to a continuous change. This is exactly why the new economic
governance is an additional mechanism of the European Union for responding to the
problems arising in the EU member states, but also in the candidate countries. In this sense, a
conference devoted to the topic of economic governance in Europe and the EU accession
processis extremely important.

Membership in the European Union is a strategic goal of the Government of the Republic of
Serbia. When we say a strategic goal, we must concretize what this goal actually stands for.

Our goal is the promotion of the quality of life of our citizens, which is reflected in the rise of
the standard of living and strengthening of the rule of law and democraticinstitutions, as well
asthe creation of aresponsible and functional state. Hence, the enhancement of the quality of
life inthe widest and most simple sense.

This is exactly why it is so important to conduct the European integration process in such a

way that progress toward membership corresponds to the increase in the standard of living of

the citizens and to the enhancement of their rights. For this reason, we often emphasise that m—
19
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the membership in the European Union is a support to the efforts of our Government to
improve the quality of life in our society. | believe that the Government has adopted a good,
euro-realisticapproach that takes into accountall the good thingsin the European Union.

At the same time, as a candidate country which is in the negotiating process, we monitor the
changes taking place in the European Union itself, as well as the way in which the European
Union searches for mechanisms to respond to the issues and challenges which, among other
things, relate to the new economic governance.

The accession negotiations themselves, which represent rather an attempt to set the most
appropriate deadlines and find ways to adjust to the standards of the European Union, are
truly the best corrective to any government and any candidate country, and represent a
guidance for the work that we ourselves must do. The European Union will notimplement the
fiscal consolidation measures for us, nor programme the economic areas in which we could
generate growth, nor provide us with concrete solutions. Simply, we ourselves must build the
grounds for a healthy society and a healthy state that will become a functional member of the
European Union. Because of this, it is important to understand the key criteria that we as a
society must work on.

The first criterion is the rule of law - the widest set of values which includes the political
Chapters 23 and 24, of which we speak all the time. They include all the things that make the
groundwork of a democratic society — fight against corruption, judicial reform, fight against
organised crime, strengthening minority rights and freedom of the media.

The second criterion is the reform of public administration. This refers not only to the public
administration reform, but also to the reform of the entire public sector. The public
administration reform is a great challenge for our country and actually an obligation, without
which we would hardly succeed in putting our public sector on a solid foundation.

The third group of criteria refers to the new economic governance. It involves not only, like
many people like to say, tightening the belt, but comprehensive structural reforms. It includes
the broadest range of structural reforms and public policy measures that should enable the
growth of GDP. They are partially defined in the first pilot year through the Economic Reform
Programme, which was initially named the National Economic Reform Programme, by which
we have, through preparing it, de facto entered into what is called the European semester (|
say de facto, i.e. informally, since we are a candidate country). In that way, the European
standardsin this area as well will be of extreme importance for us as the candidate country.

As far as the status of our European integration process is concerned, it is important to know
that we have successfully completed the screening process, i.e. the process of analysis and
aligning of the domestic legal framework with the EU acquis. We completed it in less than two
years.We have shown good administrative capacity, i.e. the administration has shown that itis
capable of analysing the legal framework within a short time frame and, more importantly,
thatitisable toalign the legal framework with what we call the European acquis, shapedinthe
European standards and partly in the European legal framework.
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On this occasion | will not speak about the deadlines, although | am frequently asked about
them as the minister for European integration. The only deadline that is certain for us is the
end of 2018. We have committed ourselves through our national document for the adoption
of the acquis that we will completely align our legal framework with the European legal
framework by this date.

We are working hard and are committed to achieve this. Everything above and beyond are the
things thatare subject to detailed negotiations, and ultimately represent a part of the political
environmentand messages coming from the European Unionitself.

Our job is to work well and to fulfil these three conditions — the rule of law, public
administration reform and the new economic governance. Once we do this, we will be ready
to become a functional member of the European Union in five, six or seven years. Let us not
speak of the deadlines at this point.

The role of the National Bank of Serbia in the negotiation process is very significant, starting
from the opening of negotiations, the screening process, to the EU accession.

Considering that a stable and developed banking sector is a very important segment of
economic reforms, numerous chapters refer exactly to these issues, and four or five chapters
refer directly to the competences of the National Bank of Serbia. The representatives of the
National Bank of Serbia have, however, participated in nine negotiating groups within the
negotiations with the European Union and given a significant contribution to the analysis of
the acquis by presenting the Serbian legal framework and familiarizing with the European
legal framework. In this context, we have decided to appoint a representative of the National
Bank of Serbia in the negotiating team, who will cover several areas and have expert and
technical supportin the form of technical groups.

When it comes to results, an efficient central bank has a significant role in the creation of a
stable financial sector and its reliable and high quality functioning is one of the key
preconditions for achieving macroeconomic stability in the country.

The National Bank of Serbia has shown quality and reliability that represent a good
foundation for long-term decision-making and securing macroeconomic stability in the
country. It is needless to say how significant this is for us as a candidate country, primarily for
our citizens,and in the context of European integration as well.

The areas in which the National Bank of Serbia has an important role in the negotiating
process are: free movement of capital, company law, competition policy, financial services,
economicand monetary issues, statistics, consumer protection, financial control and financial
and budgetaryissues.

All these chapters are important for the macroeconomic stability and arrangement of the
overalleconomic state of affairsin the country.

It should be noted that the so-called convergence criteria, which are a standard of the
European Union, are very important for us as a candidate country. The convergence criteria
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are rather strict and precise and refer to what a country that aspires to become an EU member
state must adhere to. It is important to show that we, as a candidate country, have strong
financial discipline and that we can fulfil these criteria. The fulfilment of convergence criteria
and maintaining the macroeconomic parameters at a stipulated level is a key precondition for
economic stability, and even for economic development of the countries of the eurozone, as
wellas of the candidate countries.

One of the criteria is the level of budget deficit that should not exceed 3% of GDP and another
isthe level of public debt that should not exceed 60% of GDP.

When it comes to budget deficit, we have shown that by implementing concrete measures we
managed to achieve concrete results in the first quarter of the year. This is outstanding for a
candidate country and shows seriousness and readiness to achieve financial discipline in
order to meet the economic criteria of the European Union.

This is very important having in mind that due to the experience with the previous EU
enlargement, in relation to which | will not mention concrete cases or states, there is a
sentiment in the European Union that some countries were not fully prepared to join the EU in
the economic and financial sense, and that they have not shown the level of required
functionality.

Thisis why the criteria have been tightened. | have to say that the policy of the Government of
the Republic of Serbia that has put emphasis on these important issues in the past year is
highly appreciated.

The inevitable issue with which | will conclude is a very important regional dimension of the
European integration and the regional cooperation - regional cooperation in different areas
which really supports our joint path to the European Union.

Although | believe that each country should be evaluated by its own achievements, on a
merit-based principle, regional cooperation is indispensable for us as candidate countries or
candidates for candidates, and without it we will hardly ever join the European Union.

This is why the story of the common infrastructure and connectivity established through the
Berlin process is positive. It can contribute to the improvement of the regional relations in
those areas thatare burdened by bilateralissues.

The regional cooperation of central banks is extremely important and contributes
significantly to the stability of the region and to macroeconomic stability in general.

The National Bank of Serbia at the same time cooperates with the European System of Central
Banks, particularly the European Central Bank, with the aim of aligning its operations with the
standards of central banks, which at the same time represents an obligation for every
candidate country.

Added valuein thiswhole processis precisely the regional cooperation of central banks.
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Thisis why I, as ministerin charge of European integration and integration is a comprehensive
process, support this initiative of the National Bank of Serbia that is involved in an active and
concrete way in the process of European integration, i.e. the negotiation process of Serbia
with the European Union. Of course, | welcome GIZ as an important partner that has
recognised this regional dimension and its significance, as well as the way in which we should
work together for our European future, which is the best framework for the stability of our
region.

Thankyou.

23



24

Economic governance in Europe
and EU accession process: What is the Role of Central Banks?

Text revised and authorized on November 11th 2015

National Economic Reform Programme
of the Republic of Serbia 2015 - 2017

Dusan Vujovic¢

Minister of Finance of the Republic of Serbia

ERP — Economic Reform Program is a very good format to integrate macro- fiscal and
monetary policies and structural measures in one document. Almost the same format is
applicable to the EU members, to the accession countries, and to partnership countries.

Although it's not quite “one size fits all” ERP offers the same framework, the same policy
environment in which we think about macroeconomic stability, macroeconomic policies and
structural reforms. This is relevant not only for the accession countries, but also for the
countries that have been in the European Union for decades now, including the group of
neighboring countries that recently joined the European Union.We have a lotin common with
these countries as we either used to be in the same state or undergo similar process of
adjustmenton the EU accession path.

ERP is a continuation of the two document formats that were used before. The first document
preceding ERP was called the PEP (Pre-Accession Economic Program). PEP had almost the
same coverage as our regular fiscal strategy program, albeit it offered more detail and
analytical depth on select issues. The second document format called NERP integrated PEP as
its first part, enhanced by a more comprehensive treatment of macro-monetary policies, and
added the second part dealing with macro structural and micro structural measures.
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Serbia's ongoing program of economic reforms supported by the International Monetary
Fund follows exactly that approach. Admittedly, there is a slight difference in the way we
group structural reforms, but the basic idea is the same. Our program has a set of shorter
macro fiscal and macro monetary policies, supplemented by a range of structural reforms,
that either intend to clean dysfunctional state owned enterprises - the legacy of the socialist
past, improve the efficiency of public (mostly utility) companies, or reform the public sector
and create a basis foramodern market economy.

However, the ERP format is more forward looking than our reform program. Let me quickly
underpinthe ERP formatand then I'll draw a parallel with the Serbian reform program.

ERP groups structural reforms into four thematic areas. One is physical capital that essentially
looks at the status of infrastructure - what is needed for the physical capital to enable a
country, either pre-accession country or member country, to effectively compete in Europe.

Number two is human capital, the presence of the knowledge economy, the quality of the
education system, the ability of the economy to be productive and competitive. So, the
essential question is: Do we have the labor force that has sufficient education level and ability
to be competitive in European and world markets?

Number three is the industrial structure, including access to finance. Industrial structure in
Europe is a key question of staying competitive. Countries use smart specialization to stay
competitive in the fast evolving world markets. In the case of Serbia, we must first resolve the
legacy of the past — dysfunctional state owned enterprises that we inherited from the socialist
era.

And finally, it is the quality of the overall business environment where we seem to share the
same problems. Europe has its own weaknesses caused by overextended social protection
and welfare compared to countries that are leaders in productivity and growth in the world. In
addition to ample social protection, Serbia has layers of old legislation that often weaken
rather than enhance, block rather than support, destruct rather than create a conducive
economicenvironment for private investment, domestic, as well as foreign.

The ERP program was announced last October and introduced for first time this year. This left
very little time to truly gain ownership of the program and recast everything that we are doing
in the format of this program. This year, we went through the motions of completing the
program and using the ERP format as best we could to identify key development bottlenecks
and barriers to growth. Hopefully we will be able to better use this or adapted format next year
to effectively define desired outcomes and identify resource and policy gaps.

In preparing part one of the ERP we extensively used our Fiscal strategy for 2015-2017 period,
enhanced by the additional inputs from the National Bank of Serbia. The second part built on
the status of the sectoral priorities and attempted to explicitly state development objectives,
interim and final outcomes as well as missing resource, institutional and policy resources.

Now, let me highlight the main features of our program supported by the International
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Monetary Fund. Its first pillar focuses on macro stability and fiscal consolidation and mostly
parallels part one of the ERP. The second pillar, which seeks to resolve the status of SOEs, is very
close in substance to the industrial structure section of the ERP. The 500 dysfunctional or
distressed SOEs companies in the portfolio of the Privatization Agency represent the legacy of
the past.

These are companies that have beenin alimbo of bankruptcy/liquidation for 10 years or more,
protected from the creditors by the Privatization Agency and by the special laws that were
later deemed unconstitutional. We finally gathered political will to resolve the status these
enterprises and see whether they are able to survive in the market or go down in history. Close
to 150 enterprises have already been sent to bankruptcy. The remaining companies will have
to face a decision to either find new owners within legally set deadlines or enter bankruptcy
procedure. For the 17 largest companies both in terms of employment and production we
allowed a reasonable extension of up to one year to find the right partner and conclude
successful privatization programs.

The second pillar of our economic program, which looks at the efficiency of public enterprises
in utilities (power, gas) and infrastructure (roads, railways, airports) does not have a full
equivalent in the ERP format. Portion of infrastructure efficiency is contained in the ERP
section on physical capital. This section should address some outstanding issues related to
incomplete infrastructure projects which engage (actually block) huge public resources
without providing expected infrastructural services that are essential for Serbia ability to
competeinthe EU. In some cases the missing sections of only few kilometers are blocking the
use of hundreds of kilometers of completed highway. The ERP report is the right tool to
identify such bottlenecks and provide the necessary resources to complete or modernize
these infrastructure projects. The reform of public enterprises goes beyond completing
infrastructure projects and seeks to upgrade the corporate structure and improve
management efficiency in these companies. EPS - Power Generation and Distribution
Companyin Serbiais one case where suchimprovements are possible. Railways is another.

The third structural area and the fourth pillar of the whole program is the reform of the Public
administration and public sector in a wider sense. Only an efficient government can be a
credible leader of economic reforms and efficiency improvements in the country. Hence, we
are starting a broad based longer term program or reforming the public sector. Diagnostic
work will start from the so called horizontal and vertical functional reviews of ministries,
agencies and other public sector institutions. It will show how many people are needed to
efficiently deliver public services from education and health, to extension services in
agriculture to many other things that modern European states deliver including security and
defence. The media tends to present these public sector reforms as hardship and sacrifice for
the present public sector employees, who may be expected to work more and better. Or even
face layoffs. Almost no one talks about the need to improve the quality and lower the cost of
public sector services, ease the burden on the taxpayers and the general population. Clearly,
thereis something wrong with this perception and we will have to work to change itand make
the publicsectoraccountable to the people.
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Additionally, the new ERP formatintroduces results orientation. Each of the structural reforms
in the second part of the report specifies a result that you want to achieve, list the necessary
resources, and identifies a stream of interim steps that one needs to monitor to ensure that the
desired outcomes are really achieved. That approach will ensure that transport and
infrastructure projects meaningfully connect economic activities and people to add value
and increase productivity. That health projects prevent diseases and improve treatment of
patients for faster recovery, work ability and better quality of life.

Policies and projects in the area of environmental standards and protection are the most
difficult part of the EU accession process. Often these standards are designed for countries at
much higher level of income and easy access to cheap capital. To acquire environmentally safe
technologies and observe EU environmental standards one needs huge investments which
may be beyond reach at this time. But there are areas where advances are easier. For example,
Serbia uses a lot of electricity per unit of GDP and the low electricity prices do not provide
incentives to invest in energy saving devices (windows, energy efficient bulbs and appliances
etc.). A set of easy short-term interventions combined with the adoption of longer-term
policies in the coming years will be necessary to comply with the EU standards and stay
competitive.

Let me now turn to the specific comments and recommendations from the European Union
on the Serbian submission for this year ERP.

First comment was a suggestion to strengthen Fiscal Consolidation by using any excess
revenues and current expenditures to reduce budget deficits. As it turned out that was the
essence of our program.

Last July, when | took office as minister of finance, our fiscal deficit was 8.8% of GDP with a
tendency to grow out of control. Nobody believed that we'll be able to contain the deficit and
lower it to 6.6% by the year end. At the end of the first quarter the deficit was down to 2% of
GDP. At the end of October 2015 the central government deficit is still below 40 billion dinars
or 1.2% of GDP and the general government deficit is less than 2.4% of GDP. This is 600 million
Euros less than planned and well below the Maastricht's criteria of 3% of GDP. Is this
sustainable? The trend is probably not, but the savings are. Our total target for 3 years was to
reduce the structural fiscal deficit by about 1.5 billion Euros or close to 4% of GDP. Based on the
estimates after ten months, 2.45% or around 3/5 of the overall structural adjustment will have
been achievedin 2015.So, we will have an easier adjustment targetin second and third year of
the program (with 349% adjustment annually) and could devote our attention to structural
reforms that will enter criticalimplementation stages at that time.

Second comment was on Structural Reforms as we defined them. As | mentioned, we already
pushed alarge number of SOEs (State - Owned Enterprises) into bankruptcy. We had no choice
but to declare bankrupt companies that had no production for so many years. They were on
the budget life line for minimum wages and had growing arrears for energy and utility bills,
taxes, loan repayments, etc. This burden on the budget estimated at 800 million Euros per
annum became unsustainable.

27



28

Economic governance in Europe
and EU accession process: What is the Role of Central Banks?

On public enterprises — we are doing comprehensive restructuring programs for EPS and
Railways supported by the World Bank DPL which provides a medium (3 -5 year) time frame to
restructure, improve efficiency and better“lean and mean”management. Before the program
EPS had 600 managers and 13 profit units, 15% physical (technical) loss and 84% average
collection rate. Combined, EPS got paid only for 2/3 of the electricity that entered the system.
This was huge inefficiency. Now, less than sixmonths into the program, the collection rates are
well over 90% and technical losses are expected to decline rapidly.

Last but not least, Public Administration Reform, a very controversial topic among public
servants and even ministers, remains at an early stage. Everybody thinks that rightsizing
means just firing people, rather than increasing efficiency, lowering fiscal burden on the
public, providing quality education and health services at lower cost. Rightsizing targets are
only now being set, but public administration and public sector reform needs to be
reinvigorated with an attitude change and supplemented with the necessary legal and
fiscal/budget rules. Without consistent delegation of authority and resource management to
implementing levels of management, the public administration/sector program is bound to
stallin the existing environment in Serbia.

Third comment was on the need to Further Strengthen Public Financial Management, and the
last sentence of this was basically to Adopt Eurostat Excessive Deficit Procedure Reporting.

Onboth fronts we are making good progress. We have completed screening for Chapter 32 on
time and have now completed the PFM strategy. We expect that EU resources for the
preparation of IPA 2 funding, including sectoral EU budget support, will soon be available. This
will prequalify Serbia as an accession country to handle responsibly the finances received from
the EU: from planning to monitoring and reporting in line with the EU rules. If done properly,
this willenable huge savings and contain the risks.

We have improved the budgeting procedures in 2015. All below the line financing items have
been moved above the line: the 191 billion dinars central government deficit for 2015 now
includes all the financing. Unlike previous years, the liquidity financing for public enterprises
mustnow be stated above the lineand included in the deficit.

We also want to report the full public sector. As part of the legacy of the past, we had many
enterprises with unclear ownership structure: somewhere between the socially-owned,
state-owned and private market companies. Based on the EU criteria, companies making less
than 50% of their revenues on the market were treated as de facto public companies.
Reclassifying these companies as public companies is going to hurt initially, but in the longer
run these criteria should guide the government to move out of enterprises in distress or
unable to survive on the market. In short, we are committed to full and transparent statistical
reporting on public sectorin line with the EU standards in all aspects of reporting.

The fourth comment is important as it relates to the coordination of policies between the
Ministry of Finance, the Government and the National Bank of Serbia. The first staff press
statement of the International Monetary Fund released on November 20, 2014, clearly
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identified there is scope for trade-off between monetary and fiscal policy, as the rebalancing
of the macroeconomic policies with fiscal consolidation is a precondition for more
accommodating monetary policies stance. Economic growth suffered from overly tight
monetary policy caused by the lack of confidence that the fiscal policy was conducted
responsibly and that the fiscal deficit would be kept under control.

Over the past ten months we have improved the quality of fiscal management that confirmed
with a large margin of confidence the steps that the National Bank of Serbia has taken already
inrelaxing the policy rate from over 9% to below 5%.We hope that this will translate into lower
interest rate margins and credit growth that will create an environment conducive to
investment, job creation and growth in Serbia in the coming months and years.

Regarding the business environment, as much as we were surprised by the low ranking in the
previous Doing Business report 2015, we were pleased to note that even partial account of the
reforms done by this government has resulted in a huge improvement in this year. Doing
Business 2016 ranks Serbia 59 compared to 91" place in the previous report. A brief account of
the completed reforms that have not been fully reflected in the latest report (such as getting
building permits, ease of paying taxes and so forth) gives us confidence that further advances
intheranking are to be expectedin the nextyear report.

We are doing the set of initiatives to try to lower and control the grey economy. | would call
back some of the efforts of the Ministry of Finance. We managed to consistently increase

revenues from excise taxes on tobacco in the past 12 months. We plan to further strengthen
29



30

Economic governance in Europe
and EU accession process: What is the Role of Central Banks?

this through better screening and monitoring. The reform and transformation of the Tax
Administration is underway, leading to a modern robust compliance based Tax
Administration System that will be following the European Union standard and best
international practice and significantly increase the tax base without changing the tax rates.

We wantto doanumber of things to provide better incentives to private investment

- We would like to enhance the Allocation Criteria for financing of SMEs including EIB
(European Investment Bank) - APEX loan for SMEs which, in my understanding did not
achieve as much effects asit should have.

- And the second is, we are merging two Agencies that were dedicated to providing
incentives to foreign investors. One is SIEPA (Serbian Investment and Export Promotion
Agency) and the other one is Serbian Regional Development Fund. We want them to
work together, we want to eliminate the overhead and have put their forces together to
allocate limited resources, to provide what investors really need. Not dumb cash on
them, investors supposedly should bring cash, but give them the conditions and the
incentives, remove the barriersto entry the production and growth.

In conclusion, let me mention the Human capital which is the important part of ERP and
critical component of Serbia's growth potential. Serbia has a lot of people with general
education/knowledge but lack of specific knowledge/skills needed by foreign investors to
start efficient companies and increase productivity. We would like to follow the German
model of dual education with greater share of vocational training and combined school-work
experience starting at an early age. This could help potential investors find and develop labor
force with adequate skills and behavioral patterns as well as contribute to lowering the high
unemploymentrate, especiallyamong the young and educated people.

Large presence of people aged 25-35 in that unemployment group creates huge social
tensions, leads to loss of knowledge during extended unemployment, and hampers the
competitiveness of the Serbian economy vis-a-vis neighboring countries and the European
Union.
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Reformed economic governance
as part of the preparation
for membership of the European Union

Istvan Jakab

Head of Unit for Candidate and Pre-Candidate Countries, DG ECFIN, European Commission

The presentation will broadly cover three issues: First, | will try to put this exercise in a
historical perspective. Second, | will also sketch the Western Balkans experience with the
previous EU economic governance structures, but also in terms of economic reforms and
development, trying to substantiate the need for strengthening economic policy making
in the enlargement countries. Finally, | will move to the core of my presentation, dealing with
the recently reformed economic governance and our assessments of the Economic Reform
Programmes.

Since the fall of the Berlin wall in 1989, in several rounds of enlargement, the EU has expanded
from 12 to 28 Member States, with the joining of Croatia in 2013. The process of EU
enlargement has been a defining characteristic of Europe’s political and economic
development in the last quarter of a century. It brought stability to Europe and guided the
transformation of the ex-communist countries from centrally planned to market economies.
Economic convergence, being one of the goals of the enlargement process, has been in the
focus of attention for much of the period. Besides its importance in view of improving the
standards of living in the converging economies, it is also often considered as a crucial
elementinfostering social cohesion and overall political stability.

Throughout this period, the EU has been trying to reconcile the deepening of integration
with the widening of the union. These processes have been going on in parallel and as new
mechanisms for multilateral economic surveillance were being introduced for member states,
the EU has also developedits policy dialogue with the enlargement countries.

However, the economic crisis of 2008 exposed a number of weaknesses in the EU coordination
and surveillance of economic policy: on the fiscal side there were unsustainable debt
developments and detrimental macroeconomicimbalances were not properly addressed.
The peer pressure applied was not strong enough to lead to a correction of unsound policies.

The EU reaction to these problems has been comprehensive, ranging from preparing and
implementing adjustments programmes to creating financial backstops, in order to
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restore access to financing for some Member States through the European Financial Stability
Facility, the European Financial Stability Mechanism and the European Stability Mechanism.
Because the crisis revealed gaps in the controls of operations of the financial system, reforms
have been put in place to remedy the deficiencies and to ensure that the financial sector is a
reliable foundation for future growth and prosperity.

The most fundamental change was the creation of a new supervisory structure, comprising
three EU authorities with binding powers over the EU’s financial sector and the creation of a
European Systemic Risk Board. In addition, reforms also addressed credit rating agencies,
hedge funds and private equity firms, derivatives, short selling of credit default swaps, bank
levies, deposit guarantee systems and bankers™ bonuses. The EU has also conducted tests on
banks’ ability to withstand future shocks.

With a view to crisis prevention and addressing imbalances, the EU adopted far-reaching
legislation (the six and two-packs), which fundamentally reshaped economic governance in
the European Union, and particularly in the euro area. Under the so-called European
semester, new integrated economic policy surveillance is now in place, covering public
finances, macroeconomicimbalances, growth and jobs and the financial sector. It provides ex-
ante policy guidance to member states and pays particular attention to monitoring and
implementation.

The EU has developed in parallel its multilateral economic surveillance for the candidate
countries. In 2000, the Commission was invited by the Council to report annually on these
countries macroeconomic and financial stability on the basis of their reports known as Pre-
Accession Economic Programmes (PEPs). Starting in 2006, the potential candidates were
also included in a similar process, being invited to present Economic and Fiscal
Programmes (EFPs). The Commission suggested framework was based on the Stability and
Growth Pact, which entered into force at that time. It also added a part on structural reforms
which have an important macroeconomic impact and requested information on the fiscal
impact of those reforms. One of the important aspects of this exercise was capacity building in
the enlargement countries. Since 2012, new elements were added to the programmes - the
explicit assessment of external sustainability and competitiveness issues. The countries were
also asked to identify the main structural bottlenecks to growth. As of last year and in line with
the European semester for member states, the process was upgraded with the introduction of
policyrecommendations by ajoint ECOFIN Council meeting.

The need to further strengthen economic governance becomes clearer if one looks at the
transition experience of the current enlargement countries, except for Turkey. While
economic convergence has been a clear success for most of the new Member States, the story
ismuch more nuanced for the Western Balkan countries.

The economic convergence of these countries is less pronounced, owing mostly to their late
inclusion in the transition process because of the wars in the 1990s. Indeed, the 90s show a
diverging trend, which was reversed only in 2000. Until the beginning of the global financial

crisis, the pace of income convergence was on par with that of the new members. —
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However, the role of private consumption was more pronounced in the Western Balkans, with
significantly more negative contributions coming from net exports. Weaker economic
fundamentals have made the region more vulnerable and, with the crisis, its economic
convergence has strongly decelerated.

What s the new approach to economic governance? As of this year, the PEPs and the EFPs were
replaced by Economic Reform Programmes (ERPs), which now consist of two clearly
separated parts. Part one is basically a continuation of the Pre-Accession Economic
Programmes and covers again the macroeconomic and fiscal framework and the main
structural reforms underpinning it. Part two is sectoral in nature and is oriented towards
reforms improving long-term growth and competitiveness. It covers sectors like:
transportation, energy, labour markets, education and innovation.

Since the aim of the enlargement policy is to help candidate countries to prepare for the
European Union membership, it is essential that we share with you the very important
changes that are taking place at EU level. The strengthened economic governance would,
therefore, involve a presentation of a credible reform programme and an enhanced
surveillance by the European Union. Although the ERPs are inspired by the enhanced EU
economic policy coordination following the crisis and sometimes we refer to them as the
"European semester light”, they are not identical. Understandably, they are not as
demanding and do not create legal obligations for the enlargement countries.

However, the ERPs expose the enlargement countries to peer-pressure and serve multiple
purposes — they provide a framework for domestic policy-making and a policy dialogue with
the EU, which should prepare you for gradual integration into multilateral fiscal surveillance in
the context of EMU. They should strengthen domestic policy co-ordination, involvement and
ownership and develop institutional and analytical capacity in the pre-accession period for
reporting obligations as member states. This process should also provide a signal to investors
and help the countries gradually fulfil the Copenhagen economicaccession criteria.

Part | is the successor of the PEPs and the EFPs. It keeps the focus on the macroeconomic
and fiscal framework and the supporting structural reforms. What is new is that it includes,
starting with this year, a report on the implementation of policy recommendations from
the 2014 examination of the programmes, which was provided by the Joint ECOFIN meeting
for the candidate countries and by the Commission for potential candidate countries. Looking
forward, these recommendations should be used by the countries as an important tool to
boost the reform process, develop a sustainable economic growth and catch-up with the EU.

Part Il is the novelty of the 2015 ERPs, considered by the Commission as a pilot year in their
preparation. It tries to address one major issue for all of the enlargement countries, namely:
how to improve competitiveness? To this end, the programme looks at various sectoral
reforms. It outlines measures to build physical and human capital — developing transport and
energy networks, education, research and innovation. In order to promote investments, the
programme should also come up with ideas to provide a better business environment,



Conference proceedings

support the dynamic SMEs, improve access to finance and cut the red tape. Trade integration
should also be in focus, with measures to support exports and attract foreign direct
investments.

The ERPs should be submitted to the Commission by the end of January.The Commission and
the ECB write their assessments and, in the second half of April, there are discussions on the
countries’ programmes and the new set of policy guidance at the Economic and Financial
Committee for Part | and the Economic Policy Committee for Part II. The joint conclusions are
endorsed in May at a ministerial meeting between the EU and the candidate and potential
candidate countries.

What are our main impressions from this year's round of ERPs? Overall, the macroeconomic
scenarios are rather optimistic, with strong domestic demand pushing growth to above 4%
by 2017. An exception from this pattern is Serbia, which presented a realistic macroeconomic
framework, outlining the major economic constraints and challenges ahead. Public
investments face fiscal constraints and private consumption is held back by difficult labour
market situation across all of the countries. There is also a question mark on private
investment performance, which underlines once again the importance of improving the
business environmentand financing conditions in order to supporta rebalancing of growth.

The export base remains rather narrow across the entire region and certainly much more is
needed in attracting FDIs, in order to successfully link to production chains and move to
higher value-added and skills content products. This is very important because foreign direct
investments have an important impact not only on countries’ trade openness but are also a
powerful source for changing economic structures and modernisation.

Over the last 25 years, the new Member States have attracted significant investments, with
remarkable peaks in some of them, which helped them catch-up with the more developed EU
countries. Most of the investments and trade creation took place in the period 2000-2008, but
since the beginning of the crisis, FDl inflows have dropped markedly. This was also the case in
the enlargement countries but, as another indication of their late transition, throughout most
of the last 25 years, FDI inflows remained on average at significantly lower levels than in the
new Member States. They caught up only in 2005 and could not benefit to the same extent as
the new Member States from the benign international environment in the period before the
crisis.

In order to be able to attract and benefit from FDIs and stimulate the badly needed domestic
investments as well, the countries need first to have sound fundamentals. At present, for
most of the Western Balkans, fiscal consolidation remains high on the agenda. However, the
ambitious consolidation plans still need to be fully backed by credible and specific
measures to achieve the stated goals, especially in the outer years of the programmes. This is
important in view of the track record of missed targets and a history of ad-hoc decisions, in
particular on the spending side. Fiscal consolidation should also increase the room for
productive expendituresin human and physical capital.
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The other very important element for supporting both domestic and foreign investments is
the overall environment for doing business. There are a number of obstacles to growth,
which are on many occasions shared across all of the enlargement countries. These include
excessive state presence and direct or indirect interference in the economy. Labour market
issues are prevalent as well, with low participation and high unemployment rates, especially
among the youth, pointing to a general issue of education and qualifications. Infrastructure
bottlenecks, in particular in energy and transportation, are also important impediments to
growth. To alleviate this problem, the Commission is channelling significant IPA funds to
improve connectivity in the region over the next programming period.

Inadequate institutional capacity and governance issues undermine economic
performance as well and remain an overarching problem for the whole region. Governance, or
the quality of institutions and reforms, is arguably linked to the pace and sustainability of real
economic convergence. In the beginning of the transition period, all the countries from the
former socialist block lacked the basic institutions of market economy. However, the new
Member States (the countries which for the most part embraced rapid market reforms) have
quickly overcome the others and - in the span of a decade — developed the foundations of a
market economy. The efforts of this group of countries to reform early were vindicated in the
nextdecade when most of them joined the EU.

However, reforms advanced unevenly across countries. After first quick wins in price and
trade liberalisation and small scale privatization, the remaining reforms were in general more
difficult and protracted, especially with regard to enterprise restructuring, large scale
privatisation and competition policy. Most of the current enlargement countries (except for
Albania and Turkey) have started the transition from a relatively favourable position. As part of
the formerYugoslavia, these countries have already developed some form of private initiative.
However, a decade of conflicts in the 1990s has led not only to economic stagnation but
stalled institutional development as well. Even today, the gap between the Western Balkans
and the new Member States is still significant and concerted efforts are needed to bridge it.

However, the good news is that the reforms are paying off. Recently, governance scores for
some of the new member states have surpassed those of some 'old' member states, indicating
that the division between 'old' and 'new' is probably losing its relevance. Reforms are a
necessity for the enlargement countries, which indeed have results comparable to those of
easternand southern EU neighbours.

The need of reforms has been confirmed every year by the European Commission progress
reports, in our Dialogues with you and in our assessments of your programmes. The reform
agenda is now underpinned by the strengthened economic governance and the country-
specific targeted policy guidance, following the Commission’s assessment of your
Economic Reform Programmes. The number of areas covered by these recommendations is
overall impressive and should be used as a blueprint for addressing the most pressing reform
needs. The Commission stands ready to help you in this process and | hope we will succeed in
bringing dynamism to the Western Balkans economies.
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The European Central Bank
in the new economic governance framework
of the European Union

Gilles Noblet

Deputy Director General for International and European Relations, ECB

In the past seven years, we have come a long way in overhauling the EU's economic
governance framework. These efforts, combined with macro-economic policy adjustments
and crisis management tools, have contributed to a gradual economic recovery. Despite some
downside risks, we expect that the recovery will strengthen in coming months and we are
optimistic that inflation will return to the ECB's target rate for price stability: an annual rate of
increase of below, but close to, 2% over the medium term.

Monetary policy

Throughout the crisis, the accommodative stance of the ECB has ensured price stability and
contributed torestoring smooth transmission of monetary policy.

In reaction to the crisis, the ECB gradually cut its Main Refinancing Operations (MRO) rate to
unprecedented near-zero levels, from 4.25% in mid-2008 to 0.05% in September 2014. In
addition, the ECB introduced a number of non-standard monetary policy measures.

A first round of non-standard measures was implemented in October 2008. At that time, the
ECB switched to a fixed-rate full allotment regime in its refinancing operation. Moreover, the
ECB extended the maturity of liquidity provision and expanded the list of bank assets that are
eligible as collateral. These early measures were mainly targeted at allowing banks to provide
sufficient and reasonably-priced financing to businesses and householdsin the euro area.

Later on, in a period of acute market stress between May 2010 and February 2012, the ECB
introduced the Securities Markets Programme (SMP) under which it purchased government
bonds on the secondary market in countries where the monetary transmission mechanism
did not function properly (IT, ES, GR, PT, IE) and it conducted two longer-term refinancing
operations with a maturity of three years to ensure the proper transmission of monetary
policy and encourage banks to maintain credit lines.

Insummer 2012, ECB President Draghi stated that the ECB would do "whatever it takes" within
its mandate to preserve the euro and the ECB announced the possibility of conducting
Outright Monetary Transactions (OMTs) in secondary government bond markets for countries
under an adjustment programme. Although no OMTs have been conducted so far, the
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programme has been instrumental in breaking the vicious circle between banks and
sovereign debt that hampered an even transmission of our monetary policy across the euro
area.

A more recent round of non-standard measures began in June 2014. To counter growing
deflationary risks, the ECB adopted a combination of measures to provide additional
monetary policy accommodation and to support lending to the real economy. In January of
this year, these measures were complemented by an expanded asset purchase programme,
which is meant to address the risk of a prolonged period of too low inflation. These recent
measures have already contributed to an easing of financial conditions in money and bond
markets and have improved inflation expectations, coming closer to the 2% target of the ECB.
In the end, however, our monetary policy can only be successful if it is accompanied by
complementary fiscal and structural reform policies by euro area governments.

The new responsibilities of the ECB

Looking back, the crisis has shown that the original design of EMU was incomplete and that
more needed to be done to ensure that appropriate fiscal and structural reforms are
undertaken. The ECB has contributed to these efforts in regular exchanges with the European
Commission, inthe“Troika”, and in its new supervisory capacity.

As part of the overhaul of the EU's economic governance framework, the Stability and Growth
Pact was strengthened by the introduction of reinforced rules, better surveillance, and quicker
enforcement. In the area of structural reforms, meanwhile, Member States agreed to establish
a new procedure for monitoring and correcting macroeconomic imbalances - the
MacroeconomicImbalance Procedure (MIP).

Further, more far reaching institutional changes were proposed in the so-called Four
Presidents report, which was submitted to the European Council in December 2012. From the
perspective of the ECB, the most significant follow-up to this report has been the creation of a
genuine banking union. The purpose of banking union is to ensure efficient supervision and
restore trustin national financial systems.

In the context of banking union, the ECB now acts as the single supervisor for all banks of the
euro area. In this capacity, the ECB is in charge of the direct supervision of the 120 most
significant banks, representing 80 percent of the euro area banking market in asset volume.
Moreover, the ECB has become responsible for the overall functioning of the Single
Supervisory Mechanism (SSM). In case a bank does fail despite all efforts, the newly created
Single Resolution Mechanism (SRM), backed up by a Single Resolution Fund, will ensure an
orderly, fiscally neutral resolution that avoids harm to taxpayers and the real economy. We are
thereby moving from 'bail out' by taxpayers to 'bail in' of investors in case of bank failures. This
isaparticularlyimportant step to break the nexus between sovereigns and banks.

As a complement to banking union, the ECB also strongly supports the creation of an EU
capital markets union (CMU). This initiative is aimed at better integrating national capital
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markets and increasing the importance of capital markets as a source of funding for the real
economy. Ultimately, CMU will improve access to funding, increase the efficiency of the
financial system, and further private risk sharing.

EUenlargement and euro area accession

Aside from its core responsibility for monetary policy and supervision, the ECB also has some
responsibilities in the process of EU accession and euro area enlargement. While the ECB has
no formal role in the EU accession process, it is actively involved in the Brussels-based
processes where surveillance of prospective EU Member Statesis conducted.

Upon EU accession, all new Member States are expected to follow macroeconomic policies
that are consistent with the final adoption of the euro. Every two years, the ECB assesses
progress and publishes a so-called Convergence Report. The purpose of this exercise is to
ensure that Member States achieve a sufficient degree of economic convergence to allow
adjustment mechanisms to operate smoothly.

In case of a positive assessment in the Convergence Report, the ECB and other stakeholders
areinvited to discuss and give opinions in the legislative process for euro adoption. Moreover,
the ECB is also involved in defining the appropriate euro conversion rate of the national
currency.

Thesituationin Serbia

Serbia currently has a unique opportunity to embark on a path of stabilisation and reform.
Serbian authorities have secured a precautionary stand-by arrangement from the IMF to
supportthemin this endeavour. The ECB is committed to play its role in this historical process,
particularly with regard to the smooth integration of the NBS into the European System of
Central Banks.

Putting public finances on a sustainable footing remains a key challenge. Further fiscal
consolidation would afford monetary authorities greater freedom to support the real
economy by reducing policy trade-offs between domestic and external objectives. Also, the
restoration of the bank lending channel remains crucial. It will help fend off financial stability
risks, revive economic activity, and increase the overall effectiveness of monetary policy. The
'rightsizing' of the public sector, the management of state-owned enterprises, and NPL
disposal thus remain high on the agenda.
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European economic governance
and implications for EU candidate countries

Mojmir Mrak

Jean Monnet Chair professor at the Faculty of Economics, University of Ljubljana
and regular visiting professor at the Wirtschaftsuniversitat, WU, Vienna, Austria

First of all, | would like to thank the National Bank Serbia and its governor Ms. Jorgovanka
Tabakovic for the invitation. It is, indeed, an honour for me to participate in this high level
Conference and to have an opportunity to present my views on a highly topical issue of
European economic governance and implications this reformed governance has on the EU
accession process. | have personal experience in this subject stemming from two sources. One
dates back to the times of Slovenia's activities within the European economic governance
before and after its membership in the EU and later on in the eurozone. In more recent years, |
have been involved in preparation of Economic and Fiscal Programmes / Pre-accession
Economic Programmes and their successor Economic Reform Programmes for several EU
candidate countriesin the region.

My presentation will be divided in three main parts. | will start with presentation of the
European economic governance concept and its evolution prior to the crisis. In the
continuation, | will address changes that happened in the European economic governance as
a consequence of the recent crisis. And finally, | will focus on two main channels through
which the reformed European economic governance influences the candidate countries. One
channel is a broadened dialogue of a candidate country with the EU on economic policies
based on Economic Reform Programme (ERP), and the other are the EU accession
negotiationsunder Chapter 17.

I. Concept of the European economic governance and its evolution before the recent crisis

The term governance describes the overall philosophy and architecture of economic policy-
making as well as of the institutions and processes that guide the evolution of the economy.
The manner in which economic governance is run within the EU (EEG) is unique for several
reasons. One is evolution of the European integration process from a customs union to a
monetary union. Another one is a growing sense that improved economic governance is
essential for the European Union to perform better. And finally, several rounds of
enlargements have increased heterogeneity within the European Union and this is associated
with the need for uniform rules and procedures.
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Overthe recent decades prior to the crisis, European economic governance had gone through
different stages. In contrast to strong economic growth until mid-1970s, EU economic
performance was rather poor in the decades that followed. In order to reverse this negative
trend, a set of important policy initiatives was launched in mid-1980s. Two of them should be
mentioned specifically.

To strengthen economic growth, to increase productivity and to successfully address
the growing unemployment problem, the Single Market Program was initiated,
stronger competition policy was introduced, and global trade liberalization made a
strong step forward with the successfully completed Uruguay round. All these
development were later on, in the year 2000, complemented with Lisbon strategy as
the first full-fledged EU strategy for strengthening its international competitiveness.
Within this framework, a completely redesigned cohesion policy has to be mentioned
aswell.

In the macroeconomic policy areas, the monetary union was initiated with the
Maastricht Treaty in 1992, while the Stability and Growth Pact (SGP) introduced in
1997 was aimed to beits fiscal pillar.

All these adjustments in economic policies were associated with significant changes in the
European economic governance. In early 2000s, the governance was characterized by the
following features. On the macroeconomic policy side, monetary policy was delegated to the
newly created European Central Bank, while fiscal policy was implemented through policy
coordination under the SGP. In the areas of growth, productivity and employment issues, the
economic governance was much more complex. While implementation of the Single Market
provisions was governed through partial delegation of legislative powers to EU level, Lisbon
Strategy objectives were to be achieved through vague “open method of coordination”. And
finally cohesion policy, competences were shared between EU level and member states since
the Delors I medium-term financial perspective.

To summarize, deepening and widening of the European Union was associated with a need
for more legislation. The delegation method, as the key method of economic governance in
the early decades of the European Union, was increasingly complemented with a strong body
of economic policies where responsibility stayed with the member states, but they subscribed
for EU surveillance or policy coordination.

In the decades prior to the crisis, European economic governance had a rather limited impact
on the EU accession process of the candidate countries. As far as fiscal policy is concerned,
these countries were asked to enter in the so-called “pre-accession fiscal surveillance”. It
consisted of two components. The first one was a policy dialogue on medium-term policy
framework (primarily on macroeconomic and fiscal issues) based on the so-called Pre-
accession Economic Programmes for official candidate countries and Economic and Fiscal
Programmes for potential candidate countries. The second component of the “surveillance”
consisted of fiscal notifications. In contrast to the fiscal area where there was a systemically
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established dialogue between a candidate country and the European Union, this was not the
case for the economic growth, productivity and unemployment areas. These areas were
addressed only sporadically through annual Progress Reports. And finally, a few words about
the cohesion policy and EU candidate countries. Though pre-accession funds were rather
limited in size, they were instrumental for the preparation of these countries for substantially
larger volume of funds once they become full members. Especially important was the
insistence on medium-term programming and introduction of decentralized management of
funds.

As far as EU accession negotiations are concerned, European economic governance issues
were considered as rather “light” and uncomplicated subject of negotiations. Acquis in this
area was very limited and largely focused on issues associated with the central bank
independence. Consequently, no transition periods were requested by the candidate
countriesin thisarea during the large Eastern enlargement negotiations.

Il. Changes of the European economic governance driven by therecent crisis

The 2008 global and especially eurozone financial crisis revealed clearly that due to the design
failures in its original institutional structure major changes were urgently needed in the
European economic governance. Two of these inadequacies / design failures have been of
particularimportance.

The first one was a failure to introduce an appropriate fiscal arm of the newly designed
monetary union. As there was no appetite of EU member states to establish a full-
fledged fiscal arm of the newly created monetary union at the time when the
Maastricht Treaty was negotiated, a“second best solution”known as the SGP was putin
place. SGP was, in fact, the key crisis prevention fiscal instrument of the eurozone.
Unfortunately, it had two main deficiencies. First, it was based under an assumption
that all eurozone member states would “keep their houses” in fiscal order with public
finance deficits below 3 per cent of GDP and public debts below 60 per cent of GDP.
Second, SGP wasinadequately managed. A clear example of this problem was the 2003
weakening of the SGP by several member states including Germany which was the
main SGP proponent. Making the SGP rules more flexible in 2005 was a major blow to
the credibility of the eurozone's economic governance.

The second design failure of the eurozone's institutional structure as designed in the
Maastricht Treaty was a non-existence of a debt resolution mechanism. The architects
of the original eurozone had namely been of an opinion that under an assumption of a
good functioning of the SGP, there would be no need for establishing such a
mechanism. The logic was roughly as follows. If member states would stick to the GDP
rules, then it was reasonable to expect that none of members would enter into a crisis.
If nobody would enter into a crisis, then there is no need to create a special debt
management and resolution mechanism. The Maastricht Treaty even went a step
further. Under the so-called “non bail-out” provision of this Treaty, no member of the
euroareawould be assisted ifin a default situation.
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The overall strategy for a systemic reform of the economic governance in the eurozone
triggered by the crisis was conceptually aimed at putting in place an appropriate fiscal arm of
the monetary union that will be robust enough to sustain the pressures experienced during
the crisis. In more specific terms, this governance reform, on the one hand, has been oriented
towards strengthening substantially the SGP as the euro area's key crisis prevention
mechanism, and on the other hand, towards putting in place an entirely new crisis
management and resolution mechanism as it was missing entirely in the original institutional
infrastructure of the eurozone.

With respect to the substance of the crisis prevention mechanism, the reform of the SGP was
focused towards broadening and widening the economic policy framework. In contrast to the
pre-crisis period when the framework was narrowly focused on public finances, the area of
surveillance has broadened over the recent years to overall macroeconomic coordination
among the member states. With the legislative packages such as the“six pack’, the “two pack”
and the Fiscal Compact, the public finance dimensions were complemented with more
general macroeconomic surveillance issues. In addition, the European semester was
introduced as an instrument for coordination of the member states' economic and fiscal
policies.

Asfar as the crisismanagement and resolution mechanismis concerned, it has been mentioned
already that there was no mechanism of that kind in the original institutional structure of the
eurozone. It is because of this systemic deficiency that the eurozone, when faced with the
Greek crisis and its contagion to other euro area members, had no alternative but to create an
entirely new mechanism. At the beginning, European Financial Stability Facility was put in
place as an ad-hoc temporary arrangement, while a permanent mechanism called European
Stability Mechanism started with its formal operations in October2012.

During the crisis, the pre-crisis European economic governance model that was rather simple
and straightforward came to an end. It has namely become obvious that a sustainable
monetary union, due to high level of economic dependency among the members, requires
stricter rules of implementation than in case of the EU members. There is no doubt that the
“six-pack’, the “two-pack’, the Fiscal Compact and the European Stability Mechanism do
contain the most far-reaching legal reforms of the fiscal governance framework since the
introduction of the single currency. Introduction of these legal acts has, however, contributed
to a drastic transformation of the EU / euro area economic governance from a rather simple
intoavery complexone.

There is a number of factors why the EU / euro area governance structure has become
significantly more complex during the crisis than it was before. First, the broadened crisis
prevention legislation extends well beyond the fiscal issues covered before the crisis. Second,
new legislation establishes a crisis resolution mechanism that did not exist before. Third, new
European semester procedure introduces new instruments, such as Stability Reports (macro /
fiscalissues) and National Reform Programs (structural reformissues). And fourth, new macro-
economic conditionally wasintroduced into the area of cohesion.
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Though the Community method - it is a synonym for rules-based governance with
'supranational' actors having the leading if not decisive role - has retained through the “six
pack” and the “two pack” its strong role in the EU / euro area economic governance, this
method is now complemented with various forms of intergovernmental method. ESM, for
example, was established at the euro area level, while the Fiscal Compact was institutionalized
on the ad-hoc intergovernmental basis and incorporates 25 EU member states. This highly
complex legal response to the Europe's financial crises combining Community and
intergovernmental approaches has made the decision making system and processes much
more complicated and difficult.

lil. Channels through which the reformed European economic governance influences
the EU candidate countries

This reformed European economic governance has trickled down into the EU accession
process through two main channels. One is a broadened scope for acquis harmonisation
within Chapter 17 of the EU accession negotiations, and the other a broadened framework for
consultation on economic policy coordination. Let me briefly address both of them.

In contrast to previous EU accession negotiations when acquis in this area was rather limited
and focused largely on central bank independence, the European legal framework in this area
has now broadened substantially. In addition to the banking union legislation, let me mention
here specifically the required harmonisation with the package of 5 regulations and a directive
known as the “six pack”. With this legislative package which entered into force in December
2011, the public finance dimensions of the legislation were complemented with more general
macroeconomic surveillance issues. In future, non-fiscal imbalances and weaknesses will be
addressed much more systematically, especially the ones associated with the international
competitiveness of national economies and the stability of their financial sectors. As an
integral part of this legislative package, the European semester was introduced as an
instrumentfor coordination of the member states' economicand fiscal policies.

In contrast to the pre-crisis period, the acquis chapter on economic and monetary policy, now
Chapter 17, has become much broader and covers numerous economic governance issues.
Negotiations under Chapter 17 have become increasingly linked with the fulfillment of the
Copenhagen economic criteria conditions per se for EU membership. The crisis has namely
resulted in a much more detailed assessment of how candidate countries meet the economic
criteria, thus this chapter has become increasingly important in the negotiations. Crucial for
successful negotiations on this Chapteris good cooperation between the central bank and the
ministry of finance. The role of the latter in this Chapter of the negotiations has increased
significantly.

Let me now turn to the significantly broadened framework for consultation on economic
policy coordination as the second channel through which the reformed European economic
governance influences the candidate countries. While before the crisis this framework was
largely focused on macro and fiscal issues, it now encompasses in a much more systemic
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manner also the growth and competitiveness issues. In 2014, the candidate countries were
asked for the first time to produce a document called Economic Reform Programme (ERP)
which, in fact, represents a new generation of a document supporting economic policy
dialogue between a candidate country and the European Union. Also, the procedure for
assessing this document has been strengthened. Now, the annual process ends with the
adoption of country specificrecommendations at the ECOFIN meeting.

Let me elaborate a bit on the concept of the ERP document and on the experiences gathered
through preparation of the first batch of these documents prepared by the candidate
countriesin the later part of 2014 and submitted to the European Commission in early 2015.

Asfar as the concept of the document s concerned, the content of ERPs, which consists of two
rather independent parts, is rather similar to the combined content of the two documents —
Stability Report and National Reform Programme - to be produced on an annual basis by EU
member states. In terms of management of these documents on the side of the European
Commission, it is the DG ECFIN that backstops the assessment of both documents produced
by the member states. In contrast, management of ERPs is divided between the DG ECFIN and
DG NEAR. While EG ECFIN backstops activities related to the first part of ERPs addressing
macro-economic projections, fiscal programming and horizontal structural policies, DG NEAR
is a backstop for the second part of ERPs focused on “sectoral structural reforms” with the
explicitgoal ofimproving competitiveness and economic growth.

Though the general intention is appropriate, i.e. to tackle in a more systematic manner the
obstacles to growth and competitiveness issues by the candidate countries, actual
preparation of the first year's ERPs, especially of the segments on structural reforms, was
associated with numerous difficulties partly caused by weaknesses and / or inconsistencies of
the EC Guidance for preparation of structural reform segments of the document. For example,
criteria for classification of structural reforms between the two parts of the ERP were not
articulated. As a consequence, certain segments of structural reforms were addressed twice,
which implied duplication of tasks. There was also inconsistency between the two parts of the
document with respect to quantification of fiscal effects of structural reforms. In addition,
there have been some specific weaknesses in the Guidance for preparation of the ERP's second
part focused on “sectoral structural reforms”. They include the following: the criteria for the
definition of “sectoral structural reforms”are not clear and seem arbitrary, definition of a “key
priority sectoral reform measure”is not clear, guidance on fiscal impact of structural reformsis
inadequate.

Inadocument made available to the European Commission in April 20157 several suggestions
were made with an objective to improve the Guidance for preparation of the part two of ERPs.

2 Mrak, Mojmirand Sustersi¢, Janez. EC 2015 ERP Guidance on Structural Reforms: Comments and Suggestions for Improvement. 16
April2015
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Following the example of comparable documents for the EU member states, it is suggested
that the document addressing macroeconomic and fiscal projections and policies should
have a single comprehensive chapter covering all structural reforms — horizontal (now in the
first part) and sectoral (now in the second part). All of these reforms should be addressed
consistently, i.e. using the same methodological approach and the same analytical tools. If, for
whatever reason, this “first best approach” is not possible, then the quality of the structural
reform segments in both parts of ERPs should be improved through consistent classification of
structural reforms, clear definition of sectoral structural reforms, and harmonised templates
for quantification of fiscal effects of structural reforms.

*

To conclude, the recent economic and financial crisis has significantly changed the European
economic governance. It has become not only broader in substance, but also much more
complicated in terms of its management. As EU candidates are joining this more complex
European economic governance structure, this creates additional challenges for them on two
fronts. First, the economic policy dialogue based on ERPs has become more comprehensive
and structured, and second, in EU accession negotiations on Chapter 17, meeting the
Copenhagen economic criteria has become more important than it was the case in previous
rounds of EU enlargement.
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Experience and the role

of the National Bank of Serbia
in the EU accession process

of the Republic of Serbia

Zoran Nisavi¢

General Manager of the International Relations Department in the National Bank of Serbia

Ladies and gentlemen, dear colleagues and members of the press,

Allow me to greet you at the start of the second day of the international conference“Economic
Governancein Europe and EU Accession Process:What is the Role of Central Banks”.

Today's activities are devoted to the panel discussion of governors and vice governors of
central banks of Montenegro, Albania, Turkey, Bosnia and Herzegovina, Macedonia, Slovenia
and Serbia.

Before we start the panel, it is my great honour to say a few words before this eminent
gathering about the National Bank of Serbia's role in the country's European integration
process.

The Republic of Serbia filed its EU candidacy bid in December in 2009 and gained the
candidate status in March 2012. Activities were stepped up particularly after the first
intergovernmental conference held in January 2014, which marked the start of accession
negotiations.

The National Bank of Serbia actively participatesin all phases of Serbia's EU accession process.

Harmonisation of the legal and institutional framework of the National Bank of Serbia with the
European System of Central Banks, international standards and practice, is the Bank's priority
and a precondition for the preservation and strengthening of financial stability in Serbia.

The National Bank of Serbia has its representatives in the bodies of the Republic of Serbia
which are the most relevant for the negotiation process — the Coordination Body and the
Coordination Body Council. Moreover, it has confirmed its commitment to this process also by
assuming the lead role under two chapters: Financial Services and Economic and Monetary
Policy. Furthermore, the Bank plays a very important role in the chapter of Free Movement of
Capital, where it has been designated as the second competent institution, but also in other
chapters where it has its representatives: Statistics, Consumer Protection, Financial Control,
Financial and Budgetary Provisions, Competition, Company Law, Freedom of Movement for
Workers and Right of Establishmentand Freedom to Provide Services.
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I would like to emphasise that the National Bank of Serbia has given a great contribution to the
successful conclusion of the screening process. Its representatives have taken part in
explanatory and bilateral meetings in Brussels, and have discussed with European
Commission representatives the degree of harmonisation of domestic regulations with the
acquiscommunautaire.

The National Bank of Serbia's roleis certainly mostimportantin chapters 9,17 and 4.
9-Financial Services

The work of this negotiating group is organised around specific topics (subchapters) and
subgroups for banking, insurance, stock exchanges and other securities markets, including
othereconomicand trade provisions.

During negotiations on this chapter, a central bank has to transpose regulations of the
European Union on licensing, operation and supervision of financial institutions. This
concerns central banks supervising financial institutions (banks, insurance companies,
voluntary pension funds).

As part of commitment to continuous improvement of the regulatory framework for banking
operation, Serbia's legislation in this field was changed in February this year. Amendments to
the Law on Banks were the most important among this reform set of laws. The amended Law
on Banks was proposed by the National Bank of Serbia and aims at improving the bank
recovery and resolution framework in accordance with principles and rules enshrined in the
Bank Recovery and Resolution Directive of the European Union.

In addition, the set of adopted laws also contains provisions ensuring further harmonisation
with the European Union acquisin the field of depositinsurance.

In regard to the implementation of Basel Il standards in Serbia, in December 2013 the
National Bank of Serbia's Executive Board adopted the Strategy for the introduction of these
standards. According to the Strategy, all preparatory activities, including the development of
draft regulations, must be implemented by late 2015. This will enable the start of
implementation of European Union regulations, whereby these standards will be introduced
intheshortrun.

The new Insurance Law, adopted among other reform laws in December 2014, ensures further
harmonisation with the European Union directives in the field of insurance services, such as:
Solvency I directives (life and non-life insurance and reinsurance) and the Insurance Mediation
Directive (IMD). In June 2014, when giving its opinion on the draft Insurance Law, the
European Commission highlighted that the Law marks a good step forward in harmonisation
with Europeaninsurancerules.

17 -Economicand monetary policy

The negotiating group in this field is divided into two subgroups: monetary policy pursued by
the National Bank of Serbia, and economic policy under the remit of the Ministry of Finance.
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The European Union acquis that a candidate country must transpose during the membership
negotiations within this chapter includes European Union regulations governing the
independence and autonomy of the central bank as a future member of the European System
of Central Banks, the obligation to pursue fiscal policy in accordance with principles and rules
applied in the European Union, reporting on the balance of budget deficit and public debt,
participation in multilateral supervision of public finances of European Union member states
and coordination of all economic policies. Furthermore, the transposition and
implementation of European Union regulations in this field disables direct public sector
financing by the central bank and privileged access of the public sector to financial
institutions. In the domain of fiscal policy, a future member state is expected to embrace the
new concept of economic governance in the European Union and to comply with fiscal rules,
notably in terms of the level of budget deficit and public debt. It must also implement
corrective measures in case of tendencies towards a negative fiscal position, and must
regularly inform the European Commission thereof.

Serbia has transposed the European Union acquis in chapter 17. After the bilateral screening
in March this year, it was stated that relevant domestic regulations in this field are harmonised
to a significant degree with the European Union acquis. It was also concluded that no major
challenges are awaiting the Republic of Serbiain this regard.

4 - Free movement of capital

To be as efficient as possible, the negotiating group is divided according to the subchapters
which form an integral part of the acquis within this chapter. These subchapters include:
Movement of Capital and Current Payments, Payment Systems, and Anti-Money Laundering
andTerrorism Financing.

During negotiations within this chapter, we are steadily harmonising the domestic legal
framework with the European Union acquis, and this harmonisation involves the removal,
with certain exceptions, of all restrictions on capital movement both within the European
Union and between member states and third countries. This area also includes European
Unionregulations governing cross-border payments and rules on anti-money laundering and
terrorismfinancing.

As we have assumed the obligation under the Stabilisation and Association Agreement (SAA)
that Serbia will within four years of the entry into force of the SAA ensure free movement of
capital in the area of portfolio investments and financial loans and credits with maturity of up
to one year, the fulfilment of these obligations gains critical importance after the opening of
membership negotiations.

Finally, the Law on Payment Services adopted in December 2014 marks full harmonisation of
our national legal framework with the Directive of the European Parliament and Council on
the settlement finality in payment system and securities settlement system — in part relating
to the payment system, and the Directive of the European Parliament and Council on the
taking up, pursuit and prudential supervision of the business of electronic money institutions

T —
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as well as Directive of the European Parliament and Council on payment services in the
internal market.

The NBS plays an important role in other chapters as well. Its representatives participate
activelyinthe following areas:

Statistics — Under the 2009 Law on Official Statistics, the National Bank of Serbia is one of the
official producers of statistics of the Republic of Serbia. As a result, within chapter 18, the
National Bank of Serbia participates in negotiations concerning balance of payments
statistics, FDI and international services trade statistics, statistics of foreign branches and
financial account statistics.

In its bilateral screening conclusions, the European Commission commended the National
Bank of Serbia for the quality of its data and timely reporting to the EUROSTAT, and highlighted
that the National Bank of Serbia's balance of payments statistics is mostly aligned with
European Union standards and methodology in this area.

Consumer Protection — at the proposal of the National Bank of Serbia, the Law on
Amendments and Supplements to the Law on Financial Services Consumer Protection was
adoptedin order to ensure better protection of consumer rights, in accordance with European
Union standards.

Financial Control — Within this negotiating group, the National Bank of Serbia is in charge of
the protection of the euro against counterfeiting. After receiving the Screening Report from
the European Commission, the National Bank of Serbia has given a significant contribution to
the drafting of the Serbian negotiating position in this area. In this context, the National Bank
of Serbia signed with the European Central Bank a cooperation agreement regarding the
prevention and detection of euro counterfeits.

The representatives of the National Bank of Serbia give significant contribution in the work of
the following negotiating chapter as well: Financial and Budgetary Provisions, Competition,
Company Law, Freedom of Movement for Workers and Right of Establishment and Freedom to
Provide Services.

We also participate in the work of bodies implementing the Stabilisation and Association
Agreement, these being the Subcommittee for Internal Market and Protection of Competition
and the Subcommittee for Economicand Financial Matters and Statistics.

Through cooperation with other institutions in our country, representatives of the National
Bank of Serbia participate in the annual meetings within the Ministerial Dialogue between the
European Union and candidate countries, as well as in the development of strategic
documents such as the National Programme for the Adoption of the Acquis (NPAA) and the
National Economic Reform Programme (NERP), which is particularly important for discussion
atthis conference.
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A particularly important form of cooperation between central banks of European Union
candidate countries and the European Central Bank is the so-called high level dialogue which
includes annual meeting of top level officials and focuses on key economic developments,
monetary policy implementation and current macroeconomic position of the countries
concerned.

There is a great deal of activities and they require adequate organisation. The key word is
coordination, both internal and external.

External coordination refers to communication with the European Union Integration Office,
the Government, ministries, notably the Ministry of Finance, but also with otherinstitutions of
the Republic of Serbia, like the Serbian Statistical Office, and other. We have created
appropriate internal coordination structures to enable efficient implementation of the said
activities.

The National Bank of Serbia is ready and always forward-looking when it comes to numerous
activities and obligations ahead of the central bank and the Republic of Serbia on the path to
the EU. With such an approach, the National Bank of Serbia is contributing significantly to the
EU accession process.

In November 2013, i.e. before the start of the accession negotiations, we set up a working
body which monitors, coordinates and directs the activities of the National Bank of Serbia in
this complex process. The National Bank of Serbia has clearly defined its role and position in
the membership negotiations relative to other government bodies, and has formed a team of
people who will participatein the negotiation process.

In order to meet successfully all the requirements and obligations stemming from the EU
integration process, the National Bank of Serbia started operational preparations on time.
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In this context, the National Bank of Serbia has started cooperation with the European Central
Bank in 2008 and set out on a path of irreversible progress towards advanced European
standards of central banking. Cooperation with the European Central Bank took the form of
two EU-funded projects.

The first technical assistance project titled “Needs Analysis for the National Bank of Serbia”was
implemented by the European Central Bank from September 2008 through May 2009. The
projectidentified the gaps between the existing regulatory and operational framework of the
National Bank of Serbia and standards of the European System of Central Banks. It identified
areas where there is scope for improvement and on which the National Bank of Serbia must
work as part of its preparations for the European System of Central Banks. The project covered
six areas of National Bank of Serbia’s operation: bank supervision, harmonisation of
legislation, liberalisation of capital movements, monetary and exchange rate policy
implementation, statistics (monetary, financial and balance of payments) and financial
services consumer protection. In addition to the European Central Bank, the project involved
17 national central banks of the European System of Central Banks.

Cooperation was continued through the IPA project “Strengthening the Institutional
Capacities of the National Bank of Serbia’, in the February 2011-December 2013 period. The
project involves experts of the European Central Bank and 21 national central banks of the
European Union.

The project covered 13 areas of National Bank of Serbia’s operations: financial sector
supervision, harmonisation of legislation, liberalisation of capital movements, foreign
exchange reserve management, monetary operations, financial services consumer
protection, support to the European Union accession process, economic analyses and
research, statistics, payment system, financial stability, accounting and financial reporting,
and information technology.

More than 170 activities were implemented within the 13 project areas and more than 25
project deliverables were achieved in the form of draft laws, strategies, gap analyses, action
plans, internal guidelines, manuals and economic models, supported with a number of
capacity-building activities.

The said results should enable the National Bank of Serbia to harmonise its operations with the
ESCB central bank standards, to draft legislation aligned with the European Union acquis and
to be more prepared for joining the European System of Central Banks once the Republic of
Serbia meets all the requirements for a full-fledged membership in the European Union.

The National Bank of Serbia also participated in the joint technical assistance project of the
European Central Bank for Western Balkan countries and Turkey, titled “Strengthening Macro-
and Micro-Prudential Supervision in EU Candidates and Potential Candidates”. The project was
financed from European Union funds and implemented from January 2010 to January 2012.In
addition to the European Central Bank, it involved 14 national central banks of the euro area,
the European Commission and a large number of partner institutions. Successful conclusion
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of the project marks an important step in strengthening prudential supervision in the region,
at the same time reinforcing the stability of the banking sector as an important element of
sustainable economic growth.

Aware of the importance of investing in personnel and developing human resources
management policy, the National Bank of Serbia implemented the IPA project “Capacity
Development of Human Resources in the National Bank of Serbia” from November 2012 to
June 2013, in cooperation with the German and Czech central banks. The project facilitated a
higher degree of adjustment with the standards of human resources management and
practice of European Union central banks.

*

The opening of negotiation chapters is ahead of us. We stand ready to embrace the activities
awaiting usin that phase of the process.

Thankyou!

| would now give the floor to Mr. Mojmir Mrak, professor at the Faculty of Economics of the
University of Ljubljana who will be the moderator of our panel today.
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Introduction to the Panel

Mojmir Mrak, Jean Monnet Chair Professor, Faculty of Economics, University of
Ljubljana; Welcome to the panel,Role of central banks in the European integration process and
upon entering the EU". Let me start by saying how privileged | feel to moderate this panel
composed of extremely distinguished panellists. Here with us are seven governors and vice
governors from the region, most of them from the pre-accession countries and one from an
EU member state.

I will give a brief introduction by first presenting the objective of the panel and then
introducing the panellists. The main objective of the panelis to discuss interlinkages between
the European economic governance and the EU accession process in the countries of the
region with special reference to the role of central banks. Who are our panellists today (in
alphabetical order of countries)? To my far right is the governor of the Bank of Albania, Gent
Sejko. To my far left is Ernadina Bajrovi¢, Vice Governor of the Central Bank of Bosnia and
Herzegovina. Next to her is the Vice Governor from the National Bank of Macedonia, Maja
Kadievska Vojnovi¢. We have with us also the Governor of the Central Bank of Montenegro,
Milojica Daki¢. Next to me is our host, Jorgovanka Tabakovi¢, Governor of the National Bank of
Serbia. Thank you, Governor, for taking the initiative to organise this Conference. Here with us
is also Vice Governor from the Bank of Slovenia, Mejra Festi¢, and finally, Deputy Governor
from the Central Bank of the Republic of Turkey, Turalay Ken¢. Thank you all for your
willingness to share with us your thoughts on the panel's topic.

We will begin with introductory reflections of all governors and vice governors on the
issues discussed at the Conference yesterday and today. How does the new European
economic governance trickle down to the candidate countries? To what extent does the
new governance influence the process of the negotiations? What is the role of central
banks in these processes? | will first ask the three governors on the panel to give their
reflections, and then the floor will be given to the vice governors. We will start with the
Governor of the Bank of Albania.
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Introductory reflections
by governors and vice governors

Gent Sejko

Governor, Bank of Albania

Dear colleagues, in my opinion, this session raises four important questions which are
essential to comply with requirements of the new economic governance of the EU, and
necessary for good policy analysis and decision making of each central bank.

Also, the discussion today emphasises the role of the central bank in preparation for Chapter
17, butitisimportant to mention that additional chapters, such as those dealing with financial
services, Chapter 9, ortaxation, Chapter 16, are also relevant for this discussion. These chapters
have asignificantinfluence onissues such as prices, output, consumption, investment and are
therefore often crucial for the central bank policy stance. A similar claim can be made in
respect of Chapters 23 & 24 which deal with law enforcement and collateral execution, and
Chapter 18 which deals with statistics.

The correctimplementation of these chapters interacts, directly or indirectly, with the central
bank's role in the implementation of monetary policy, financial stability and banking
supervisionand, last but not least, with its role as a statistical agency.

However, coming back to the challenges faced by central bankers, in my experience, there are
twoimportant topics deserving the most attention, and allow me to use the Bank of Albania as
anexample.

The first one is about the ability of the central bank to produce, analyse and forecast the
current and expected economic developments that meet the requirements of the EU
governance process.

During the last twenty-five years the objectives and policy instruments of the Bank of Albania
have undergone significant changes. Eventually the Bank evolved into a modern institution
that safeguards price and financial stability while carrying out banking supervision and other
traditional central banking duties.

The Bank of Albania produces detailed analyses and forecasts for the key macro-economic
indicators that are relevant to monetary policy, financial stability, monetary operations and
banking supervision. The current monetary policy framework is inflation targeting, and
decision makingis based primarily on inflation forecasts and shock analysis scenarios.
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In this respect, a substantial amount of research has been dedicated to the creation of
statistics, analysis, and forecast tools which is regularly published and documented. It enables
the central bank to understand and forecast not only inflation, but also additional relevant
information including the fiscal sector, employment, real economic activity, foreign
developments.

Putting all of this together, it is easy to understand that the Bank of Albania has the capacity to
generate a significant volume of accurate analyses, forecasts and shock scenarios for almost
every indicator and development in the Albanian economy. However, technical cooperation
with the ECB and its member central banks would be of great help in terms of sharing
experience and expertise.

The second topic I'd like to address is the coordination, cooperation and joint discussion
within and outside the central bank, which is very crucial. Actually, we share with the
Commission the forecasts and analyses regarding recent domestic economic developments,
we conduct regular face-to-face meetings a few times per year, and most importantly, the
central bank has the same level of representation as does the Ministry of Finance in the
discussionsregarding economicand monetary policy.

However, despite all this, there is still room for more, especially in terms of raising the level of
cooperation with the ECB and other financial oversight institutions, e.g. the European
Banking Authority, so please let meillustrate this through someideas.

The central banks of candidate countries would benefit from regular participation in meetings
where important changes to the legal and institutional monetary and financial infrastructure
are discussed. It would be beneficial to us to be briefed on the current coordination practices
of the ECB members with the EU Commission and on how the governance procedures and its
framework are streamlined by the national authorities and the Commission.

The advances in research and the speed at which policy practices and tools change make it
necessary to share up-to-date information on decisions taken by the ECB and the EBA.

Internal research at the Bank of Albania indicates that policy decisions made by the ECB and
the EBA, in the context of the new and innovative monetary and macro-prudential policy
tools, could have a significant effect on our economies. These changes and their expected
effects are valuable information that should be correctly modelled and must be incorporated
into our forecast models.

As a result, | believe that it is necessary for candidate countries to have a formal role in the
discussions of the technical committees and an opportunity to express their views on matters
important to them.These opinions will give a chance to EU authorities to become aware of the
potential implications of their decision and should also provide them with the basis for future
renegotiation of goals and objectives.

Last but not least, the establishment of regional technical research and policy networks to
discuss the economic performance of individual countries will serve as a learning process.
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Central banks in the region should use this opportunity to cooperate frequently and share
their experiences in modelling, analysis and forecasts. A regional network would help in
coordinating these issues, as well as improving the process and procedures in preparation for
the new EU economic governance procedures and the EU Accession processin general.

To conclude, | think that there are no major obstacles in our way, but enhancing the current
conditions by adopting the best practices from the EU and international institutions, or euro
area central banks, could bring additional benefits to the new economic governance process.
It will help both the Commission and the central banks of candidate countries to improve
communication and cooperation and produce the best outcome in terms of economic and
monetary policy to achieve real convergence, stability and prosperity.

Thankyou!

Milojica Daki¢

Governor, Central Bank of Montenegro

I would like to express my pleasure for attending this panel today, and thank the Governor of
the National Bank of Serbia, Ms. Tabakovi¢, who invited me and whose invitation | have gladly
accepted.

A full-fledged membership in the European Union is a long-term goal of Montenegro. The
negotiations between the European Union and Montenegro started in the middle of 2012. So
far, we have ended the screening process for 33 negotiating chapters. The EU Council adopted
screening reports for these chapters prepared by the European Commission.

The Government of Montenegro has adopted Montenegro's EU Accession Programme for the
2014-2018 period. Early this year, in January 2015, the Programme was innovated, and it now
represents a strategic document for the accession of Montenegro to the European Union. Also,
in the middle of the last year, at the Inter-governmental Conference with Montenegro,
negotiations under chapters within the direct competence of the Central Bank of Montenegro
were formally opened. These are Chapter 4 — Free Movement of Capital and Chapter 32 -
Financial Control.

The Central Bank of Montenegro is an active participant in the negotiation process and
coordinates the drafting of negotiation positions for chapters within its direct competence.
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Atthe moment, these are chapters 4,9, 17 and 18. Apart from being the leading institution in
negotiations on four chapters, the Central Bank of Montenegro also participates in
negotiations on ten chapters in which it is not the principal body in charge. More than 40
representatives of the Central Bank of Montenegro are appointed members of these working
groups. Our experience shows that the processes of EU integration and EU accession imply an
active role of a large number of institutions, professionals and above all, a large number of
participants from all segments of the society. All of them practically strive to achieve full
harmonisation with the EU acquis in the process of adjustment to the European values.

This is not just about legal harmonisation, but about the achievements in other areas such as
education, health, culture, technical development and other. Practically, the EU accession
process penetrates all pores of our lives — legal, social, economic and political. In other words,
it signifies a process of aligning the working conditions, business environment and our
capacities with European standards. And for that reason, it demands thorough reforms of the
society as a whole. On its path of European integration, the Central Bank of Montenegro
cooperates with a large number of state institutions and bodies, but at the same time with
central banks from EU member states and candidate countries. In view of this cooperation, we
have very strong cooperation primarily with central banks in the region, exchanging valuable
experiences. Of particular importance in this context is the fact that in this communication,
especially with central banks of EU member states, we use this position so as not to repeat the
mistakes that those countries were forced to make and not to waste time on them in the
accession process. On the other hand, we use the technical assistance of the European
Commission. To this end, | would like to remind you of the Twinning projects that we have
implemented with the central bank of the Netherlands and the Bulgarian National Bank. We
have also used the expertassistance from the ECB/European System of Central Banks.

Practice has shown that the integration process is a very complex long-term process that
requires the adjustment of institutions and laws and all instruments and measures of
economic policy,and so on. A question arises as to what is the purpose of all this? Montenegro
is not taking this road to formally become a member, but to practically increase the quality of
lifeand bringitto the European level.

| will give a short overview of certain chapters that we are dealing with at this moment. | will
begin with the chapters for which the negotiation procedure has been initiated, specifically
Chapter 4 — Free Movement of Capital, where the European Commission assessed that
Montenegro is highly aligned and that it implements a significant part of the EU acquis in this
area. The only remark was made regarding the implementation of the Law on National
Payment Operations, where it was noted that the then applicable law was restricted only to
banksand notto other possible paymentservice providers.

At the end of 2013, Montenegro adopted the new Law on Payment System whose
implementation began on 9 January this year. In this area, 13 by-laws were adopted, which
practically ensured that payments and capital movements are conducted in the same manner
asinall EU member countries.
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The second chapter for which negotiations were opened is Chapter 32 - Financial Control.
European Commission noted that Montenegro's legal framework regarding the protection of
the euro against counterfeiting is practically aligned with the acquis, except for the part that
deals with producing medals and tokens similar to euro coins. There were no serious remarks
about any other issues relating to the necessary administrative structure, or adequacy of the
capacity to conduct technical analyses. Montenegro adopted a decision on medals and tokens
similar to the euro, which secured the best possible implementation of European practice in
Montenegro.

I will only briefly mention other chapters for which the negotiations have not yet been
opened. | will begin with Chapter 17 - Economic and Monetary Policy, which is the most
significant one for us. Here, the European Commission noted that the Central Bank is not
sufficiently prepared for the beginning of negotiations and that this Chapter should be
opened for negotiations upon the fulfilment of two conditions, namely: amending the
Decision on required reserves and determining the deadline for achieving the ESA 2010
standards. Montenegro began its preparations with a comprehensive Action Plan which was
submitted to the European Commission. In this regard, it also adopted a Decision on required
reserves, which envisages that required reserves are lowered successively in the coming
period. The possibility of allocating required reserves for investing in treasury bills is
diminished. Besides that, Montenegro adopted the 2015-2017 National Economic Reform
Programme, as well as the Strategy for transmission of the public debt to the accrued
accounting and Strategy for the implementation of ESA 2010 in the statistics of public
finances. The highlighted issue in the part relating to monetary policy is the independence of
the central bank in its full sense. What follows up to the EU accession is for the Central Bank to
secure prohibition of privileged access of the public sector to financial institutions. As far as
the specificity of Montenegro is concerned, namely the use of the euro, negotiations on this
issue will intensify once Montenegro joins the European Union.

Montenegro has achieved a high level of alignment in the area of Chapter 9 - Financial
Services, but further efforts are needed when it comes to the preparation of the Law on Banks,
Law on Bankruptcy and Liquidation of Banks, amendments to the Law on Deposit Insurance,
as well as the Law on Additional Supervision of Financial Conglomerates. The EU Council
adopted the Report on opening of this Chapter without opening benchmarks. Montenegro
adopted the Draft negotiating position, which is currently in the internal procedure of the
Council of Europe.

And the lastissue to be mentioned in relation to this part is the statistics. In the coming period,
this is the area in which activities will be most intense. | would like to focus on the issues
relating to the balance of payments. Here also, a note was taken of the methodological
worsening in the preparation of quarterly data on balance of payments per country andin the
part relating to foreign direct investment. European Commission also noted that due note
should be taken of the data on GDP, GNI, ESO standards and that through the Law on Statistics,
the competence for excessive deficit should be taken over from the Ministry of Finance.

Inany case, alot hasbeen done and thereisalot more to be done in the period ahead.
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Jorgovanka Tabakovi¢

Governor, National Bank of Serbia

Itis perhaps the case of Serbia that best illustrates the change in the central bank's role in the
EU accession processes of a country. We have mostly observed and analysed the experience of
the Croatian central bank and its more prominent role and participation in this process, unlike
central banks of other countries that were slightly less active, since they were accessing the EU
in different circumstances. In Serbia, these activities are really intensive and specific, which is
mainly due to two reasons. The first one is the more specific and significant role that the
European Central Bank now plays in the European Union in general, and the second was
fostered by the crisisitself.

How is this specificity manifested in Serbia? Though we have still not opened any of the
negotiating chapters, the National Bank of Serbia has already signed an agreement with the
European Central Bank. The agreement relates to the protection of the euro against
counterfeiting in regard to which we have very intensive cooperation to our mutual
satisfaction. This in particular shows the specificity of central banks' role in the accession
process.

What is the absurdity that central banks face in this process and what difficulties they have to
overcome? To preserve their independence, both institutional and functional. To preserve
their conservative stance, of which we all, as central bankers, are so proud. The conservative
view, the conservative hierarchy, but enabling at the same time predictability in this process,
and onthe other hand, responding to the dynamic change that requires us to adaptalmost on
adaily basis.

My short exposé will, therefore be more general than that of Mr. Daki¢ and | will remind you of
the fact that the eurozone, with 19 member countries and a population of 330 million, has a
unique institutional framework in which a single monetary policy is conducted by the
European Central Bank. In that sense we are one step ahead of all other institutions in our
country which is firmly and undoubtedly oriented towards the EU accession. However, fiscal
and other economic policies are mostly within the competence of member states. In such a
framework, vulnerability of one member state can truly endanger the functionality of the
eurozone asawhole. Hence, we may dispute all other things but the economic development -
in general, development and peace are the two achievements to which we all must
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contribute, from any geographical continent or political level, can object. The European Union
isatrue guiding starinthis sense.

This is why in the European Union legislation a requirement has been set that all member
states, and we, candidate countries as well, should treat our economic and fiscal policies as a
matter of common interest. Speaking of the topic of our Conference, the new economic
governance and the role of the central banks, the aim is to identify in due course, prevent and
correct problematiceconomic trends that may jeopardise the macroeconomic stability.

When we speak about the level of public debt or budget deficit, | would say that speaking in
general terms is not enough. We must speak about the level of public debt and budget deficit
in the context of the way the debt is calculated, the way it is structured, we must speak about
its causes and sustainability.

Iwill not speak furtherin general terms, except that | will ask Mr. Mrak to allow me to repeat his
yesterday's suggestion in the presence of the esteemed Mr. Istvan Jakab to whom I'm very
grateful for being with us. It is the recommendation on how to improve “EC guidance on part
two of ERPs". According to the suggestion of Mr. Mrak” 'first best approach’ would be to have in
ERP one comprehensive chapter on all structural reforms and using the same methodological
approach / tools for each of them. If this is not possible for whatever reason, then 'second best
approach’ should be applied whereby the quality of structural reform segments (in both parts of
ERPs) should be improved through (i) consistent classification of structural reforms and clear
definition of sectoral structural reforms, and (ii) harmonized templates for quantification of fiscal
effects of structural reforms”.

Finally, | would like to add something because it would be a sin to forget how great was the
contribution of the European Central Bank in the preparation of the IPA project of which Mr.
Nisavi¢ spoke. When we ended this IPA project by a joint meeting in the middle of December, a
member of the ECB Executive Board was present, Mr. Jorg Asmussen, who learned while in
Serbia that he was appointed a member of the German Government. We were very happy to
hear about the development of his personal career, but at the same time saddened because
we have lost an extremely valuable associate and a man who supported us in this project. We
have not lost the support however and we expect, with Deutsche Gesellschaft fiir
Internationale Zusammenarbeit (GIZ) and all the others that this support will continue to be as
wholehearted asithasbeensofar.
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Ernadina Bajrovic¢

Vice Governor, Central Bank of Bosnia and Herzegovina

Ladies and gentlemen, dear guests and colleagues from the National Bank of Serbia, | wish,
like other colleagues, to thank, on behalf of the Central Bank of Bosnia and Herzegovina, the
Governor of the National Bank of Serbia, Ms. Jorgovanka Tabakovi¢, for the invitation, which
we gladly accepted. And | must say, when last week, the governor put this invitation on my
desk, lwondered 'How did they know that this is exactly what we need right now?'

In fact, after hibernating for 7 years, Bosnia and Herzegovina has finally initiated the
Stabilisation and Association Process. The Stabilisation and Association Agreement will enter
into force on 1 June 2015. And that is when all these activities that the colleagues have gone
through orare going through at the moment will begin.

Just a brief introduction about where Bosnia and Herzegovina currently is. Bosnia and
Herzegovina is a potential candidate country, which means — a candidate to be a candidate.
So, sometimes it is very frustrating to be in this potential candidate status. As | said in the
introduction, we have been in that status for 7 years. In June 2008 we actually started the
Stabilisation and Association Agreement process and since then, nothing has happened. |
could say that this was for two reasons. One is internal problem of a very, very complicated
political structure. Another is the problem in the EU. They have their own problems and |
believe they forgot about us. For years, since the crisis which started in 2008, they were
dealing with their internal issues thinking how to resolve the crisis, how to prevent future
crises, how to develop early warning indicators,and so on.

The year 2014 was very difficult for Bosnia and Herzegovina, but also for Serbia and the region
asawhole. Itall started with the floods that severely jeopardised the economicsituationin the
country. We ended 2014 with the growth of just slightly above zero. We are recovering now.
There were social demonstrations, and in October we had elections. So, | strongly believe that
theend of that year was also the end of the bad times.

The year 2015 started with very encouraging developments. Bosnia and Herzegovina
Presidency signed an agreement with a strong commitment to start reforms and the
European integration process. It is also encouraging that the other side and that means the
international community — international financial institutions, European Commission and the
EU delegation in Bosnia and Herzegovina —finally joined their forces. In the past, they were all
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somehow presentin the country, they all were addressing similar issues and proposing similar
structural reforms, but they did not communicate well among themselves. So we were often
focusing on some maybe less relevant issues, trying to fulfil some criteria, and forgetting
about the crucial economic topics. Recently, they all joined forces under the leadership of the
EU delegation in Bosnia and Herzegovina. In May this year, they met with our government -
the Central Bank was invited as well - to open a dialogue on a comprehensive set of reforms.
The ambitious reform agenda is expected to be published in June with each of the
stakeholders expected to cover certain parts of the story.

The IMF will cover the new Banking Law and NPL resolution. Similarly to all other countries in
the region, Bosnia and Herzegovina has a problem in this area. Banking resolution framework
is another topic to be tackled. The World Bank is expected to address issues reflected in poor
Doing Business indicators with an ambition to catch up with Macedonia that is really high on
this ranking. EBRD is expected to focus on the restructuring of the companies that did not
finish the privatisation process yet. They will look at some good examples in Serbia that has
gone through this process. We will have to change the Labour Law. It will be a very painful
reform, butit will be easier for us toimplement when we look at the experiences of Croatia and
Serbia. We are the last in the line undergoing this process. In this context, it is useful to remind
ourselves of what our previous governor said: “It's not that bad to be the last one in the line,
because you can see the mistakes of others that can be avoided”. So, maybe we will be able to
do the reforms faster. By all means, reforms in other countries in the region are really
important.

Let me now move more closely to the central bank activities. The status of the Central bank the
Bosnia and Herzegovina reflects a very complex environment of the country. The bank was
establishedin 1997 as part of the Dayton Peace Accord and the Constitution made at that time.
At the time of the negotiations setting the institutional framework, the parties sitting at the
table were not thinking sufficiently about some important real life economic issues. For
example, they have left the country's banking system and the capital market divided in the
country on the entity level, so we still do not have a single economic space in the country. The
only institution of the monetary, financial, economic system that is on the state level is the
Central Bank of Bosnia and Herzegovina.

So, we function as the currency board arrangement in charge of monetary policy for the entire
territory of the Bosnia and Herzegovina and in charge of issuing the country's currency. Our
roleis to maintain monetary stability, and as of recently, financial stability as well. With respect
to the latter, we are constrained by the limited role the monetary policy may play within very
rigid currency board limitations. Furthermore, we have to operate within highly fragmented
economic space and banking system in the country. Being in charge of the financial stability in
the country, we chair the Standing Committee for Financial Stability which tries to gather
information coming from different sides and to analyse it in a consistent manner. We see this
role of the Central Bank of Bosnia and Herzegovina as a basis for an important role this
institution will need to have in the process of EU accession negotiations. This will be necessary,
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having in mind a highly fragmented economic and political situation the country. As far as
monetary policy is concerned, there is an overall consensus that the currency board model
should be preserved in the challenging external and internal environment. The arrangement
also has large public support and confidence of the population.

Over theyears, the Central Bank of Bosnia and Herzegovina has participatedin alarge number
of projects. In 2010, we completed a project with the ECB aimed at preparation of the
institution for the European integration process. We also had several IPA projects with
objectives toincrease the standard of operations and strengthen capacity of the institution in
accordance with the standardsin central banks of the ESCB system members.

In 2010, we prepared the Road Map outlining the central bank's strategy in the EU accession
negotiation process, but the project was stopped. Because the state didn™t go ahead with EU
integration, we were not able to move forward. Now, when this process is being revived, we
have to refresh our strategy, we have to see what our colleagues are doing and we can learn
from their experience. The Governor of Montenegro explained that their central bank is
getting involved in more and more negotiating chapters. The recent crisis also tells us that we
have to be involved and that we need information on all those fields that affect financial
stability and the stability of the system as a whole. We, as central banks have to be involved.
Even more so in Bosnia and Herzegovina, where there is no other institution on the state level
dealing with the financial system of the country.

The Central Bank of Bosnia and Herzegovina is expected to start updating the above
mentioned Road Map, and within this context we will probably need some technical
assistance from more experienced central banks. We are also looking very closely into what
our colleagues in the National Bank of Croatia are doing. We have been receiving significant
assistance from them, and it’s very important to learn from them that years of preparation are
needed to get into the ESCB. For 7 years they were preparing statistics and once they joined
the EU, they realised they were not prepared enough. So it's really challenging. One area that
is particularly challenging is statistics. We need to prepare our staff not only to have the
professional skills in statistics but also the skills for negotiations and presentation. It takes
time to prepare the resources to be able to participate actively in these processes. | heard the
Governor of the Central Bank of Montenegro saying that according to the European
Commission the bank is still not prepared for opening the negotiations under Chapter 17. 1
also heard the colleague from the National Bank of Serbia explaining that coordination is of
the crucial importance. | learned a lot in one day not only about how the NBS coordinates
activities internally, but also how important its external coordination is, i.e. coordination with
other institutions. Due to specific institutional environment in the country, it is reasonable to
expect that the Central Bank of Bosnia and Herzegovina will have to become the central
coordination point in the country's EU accession negotiations, not only for issues under
Chapter 17, butalsoin the areas of statistics, financial sector and capital market.

We strongly support the kind of cooperation initiated at this Conference. We are strongly of
the opinion that regional cooperation is crucial, and the modalities of how central banks
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cooperate in the region could really be an excellent blueprint for cooperation in the region. As
you all know very well, we do not compete among ourselves. We do cooperate as we all have
the same goal and this is to provide stability to the system as a whole. And as Governor
Tabakovic¢ says“If one unitis having a problem, it is affecting all the others.”

At the very end, | would like to thank the National Bank of Serbia again for organising this
event with the subject that | have not had a chance to participate in the previous years. We in
the Central Bank of Bosnia and Herzegovina are open for further discussions on this subject
and would be willing to consider hosting a similar event in Sarajevo, maybe even before the
end of thisyear.

Maja Kadievska Vojnovic¢

Vice Governor, National Bank of Macedonia

First of all thank you, Governor Tabakovi¢, for the invitation. | feel very welcome every time |
come to Belgrade, especially because of you, and also because of other friends from the past.
In this audience, there are many colleagues of mine from your central bank. We used to have
seminars togetherand now we cooperate alot.

All of us speak English. That means that we like the common language of the EU. The strong
presence of high officials at this Conference attests to our joint aspiration to become a part of
the EU some day, and some day, also a part of the ESCB.

Vice Governor Nina (Ms. Ernadina Bajrovi¢, Vice Governor of the Central Bank of Bosnia and
Herzegovina) was very “refreshing” with her view on the EU accession. Bosnia and
Herzegovina has been a potential candidate country for 7 years. Macedonia has been a
candidate country for 10 years and, in addition to this, we have been given 6 consecutive
recommendations for starting of the EU accession negotiations. We didn’t fail on the
economic governance criteria and we have been evaluated by international authorities,
including the European Commission, as the best reformer and a country with the highest
growthratein the region. In spite of these positive economic developments, we are blocked
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on our EU accession path. We have problems in other areas, the biggest one with one of our
neighbours.

Being here, I'm very happy for Serbia and Montenegro that have already started the EU
accession negotiations. At the same time, | am very sad. If | look at the second part of my
country's Economic Reform Programme, | can see that most of the reforms are in place. These
reforms are well in line with the Europe 2020 strategy which addresses structural weaknesses
of European economies, aims at promoting sustainable growth accompanied with job
creation, and deals with certain long-term issues, such as globalisation, aging of the
population and pressures from natural resources. In our ERP, many of these issues are
addressed too. We do have some results in labour market reforms leading towards lower
unemployment. This is not only due to active labour market polices which probably have a
short-term effect, but also because of long-term structural reforms. In recent years, we have
succeeded in attracting a lot of FDIs in the tradable sector. So, we are no longer faced with the
problems of narrow export base. We have achieved huge export diversification, not only in
terms of the products, but also in terms of geography. This has been positively reflected in our
trade balance. As a consequence, our current account deficit fell and is now at the lowest level
intheregion.

These developments in the external sector are helpful for our monetary policy. Mario Draghi,
the ECB President said in Sintra, Portugal — | will quote this to illustrate how structural policies
arerelevant formonetary policy and consequently why the second part of ERP is soimportant.
He said the following: “Structural and cyclical policies, including monetary policy, are heavily
interdependent. Structural reforms increase both the potential output and the resilience of the
economy to shocks. This makes structural reforms relevant for any central bank, but especially in
the monetary union context.”| fully agree with this statement. | also share the opinion that ERP
asanew type of document —it contains the first part which is continuation of the previous PEP,
and the second part which addresses structural reforms. As such, it represents a good
umbrelladocumentforallrelevantissues that one country should deal with.

With respect to monetary policy, it is very important for the central bank to know what the
government is planning to do over the mid-term horizon. Governor Tabakovi¢ was talking
about fiscal issues. Yes, this is very important for each of the countries in the region, even for
Slovenia and Croatia as EU members. Many of the countries struggle with high deficits and
public debt burden. As central bankers, we should know what fiscal strategy the government
will follow in the mid-term and also what kind of supply side policy measures it will use to
boost the potential of the economy. All of this is needed to allow us, central bankers, to make
place foranaccommodative monetary policy.

Inthe Republic of Macedonia, we have had that for many years because there was fiscal space.
The government should pursue some consolidation, but still public debt is at 45% of GDP
indicating that, in broader context, this is not a huge burden. On the other hand, we in the
central bank have been pursuing the exchange rate targeting strategy as the core of our
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monetary policy asit fits well to our economy. Positive developments in the external sector are
extremely important for us as they help us to stay on the very expansive side of the monetary
policy.

Once again, thank you for the invitation and for this regional overview of the processes that
are the main topic of the Conference. | will not say much what is the NBRM role in the EU
accession process. What | can say is that with 10 years being a country with candidate status
we are very well prepared, not only institutionally, but also in terms of our knowledge. In the
gap analysis with the ECB, we were evaluated as a very competent institution capable of
dealing with the full process.
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Mejra Festic

Vice Governor, Bank of Slovenia

Esteemed Governor of the National Bank of Serbia, esteemed professor Mrak, esteemed
governors, vice governors, ladies and gentlemen, Slovenia entered the European Union in
2004. The Ministry of Finance led the activities. The central bank played a role was in the
preparation of analyses, quantification of macroeconomic indicators and their implications.
Then, on 1January 2007, Slovenia introduced the euro.

| want to point out that we must never relax. We need to monitor carefully all the steps,
developments, reforms, at the same pace as we did in the period prior to the EU accession and
prior to theintroduction of the euro.

And now | will speak about non-standard instruments and the specificity of the crisis in the
period 2005-2008 in Slovenia. Maybe it's the sort of lesson to be learned by other countries
thatarealso considering theintroduction of the euro upon entering the European Union.

Slovenia entered the crisis with some specificities related to the corporate sector. The
corporate sector had and still has an inter-related ownership structure which is one of the
characteristics that needs to be taken into account when assessing systemic risk. Another
specificity of Slovenia was the growth model of its economy in the years prior to the crisis.
Decoupling of the real and financial cycle associated with debt-financed growth had proved
to be unsustainable in the years of over-heating. In 2007-2008, the loan to deposit ratio of
commercial banksincreased to as high as 162%. This meant that the banking sector had a very
high concentration of maturities of liabilities to the wholesale market reflecting too fast credit
growth in a short time span. Taking into account the already mentioned specificity of inter-
related ownership structure of the corporate sector, the privatisation model and the
Privatisation Law were the main triggers that contributed to the prolongation of the crisis.

In October 2008, the ECB introduced non-standard monetary policy instruments, but all these
non-standard measures including (very long, targeted) long-term refinancing operations,
cover bond repurchasing programme, securities market programme, asset-backed securities
purchase, public sector purchasing programme, expanded asset purchasing programmes,
did not contribute to the desired effects in the sense of transmission of liquidity from
commercial banks to the corporate sector. The non-standard monetary policy instruments
were motivated by the need to ensure continued effectiveness of the monetary policy
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transmission in an environment where the financial system was subject to considerable stress.
Why?Where is the reason for thatin Slovenia?

First, long-term refinancing operations as non-standard measures were in the majority of
cases used for the repayment of the liabilities of commercial banks to the wholesale market.
There was practically very limited transmission of this liquidity to the private sector. Second, a
high share of non-performing loans in the banking sector has decreased after the transfer of
the bad banking claims to the bad bank (BAMC). However, the economic growth remained
low and it was not supported by credit growth. We have to point out again that we can talk
about the growth model that is credit-less but not funding-less. There was enough liquidity
after starting with non-standard monetary policy instruments in the banking system. And
third, a very high leverage ratio of the corporate sector — in the beginning of the crisis the
average leverage ratio was above 130% and then declined to 119%. It now stands at 112%.
This means that the liability structure of the corporate sectoris notin a position to accept new
credits of commercial banks. Either that or the banks are not willing to lend. Given that banks
are risk averse and faced with low-yield alternative assets, there is no guarantee that they will
be willing to sell bonds at all. In Slovenia, there is an increased recourse of private sector to
funding from abroad: the share of foreign held securities in total liabilities of the corporate
sectorreached 1.6%in 2014 compared to 2008, when it was 0.6%.

So, where is the answer? Why is there not enough credit growth for the corporate sector? First,
some parts of the corporate sector are still suffering from debt overhang. Second, the
corporate sector is still deleveraging. Third, better clients are able to tap alternative sources of
financing abroad, by borrowing loans orissuing bonds.

Related to the issue of the public sector purchasing programme which started in April this
year, there is limited willingness of commercial banks to sell Slovenian bonds due to excess
liquidity, lack of available alternative investments, low yield environment, risk aversion of
banksand negativeyields onalternative assets.

Why additional non-standard monetary policy measures may not be effective in Slovenia?
Related to the issue of asset-backed securities, practically we can say that in Slovenia there is
not enough available assets to be included into asset-backed securities pool, so we can
practically say that asset-backed securities/covered bonds do not exist owing to small
amounts of underlying assets. Then, we can say that there is not enough diversification of risks
by means of securitisation, because the pool of underlying assets that can be securitised is
small. And finally, banks are losing the best clients which are capable of getting additional
credits abroad and these problems are magnified as they may not have sufficient volume of
eligible assets.

How to overcome all these disadvantages and specificities of the Slovenian economy? In order
toenable durablefiscal consolidation, we need restructuring of the corporate sector. There are
three segments of this restructuring. One is business restructuring which is essential, not just
financial and ownership restructuring. The second segment of restructuring involves better
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governance of the corporate sector. And finally, ownership responsibility has to be
strengthened. If you are a responsible owner, you have to focus on the core business of the
companyandinnovations.

There are, of course, other reforms that are needed to boost the longer term potential of the
economy. At this moment, the range of the central bank activities is marked by a shift from
exogenous determination of the balance sheet to its active use in pursuing medium-term
objective of monetary policy. We can use non-standard monetary policy instruments in a
shorter time span because the main goal of the central bank is obvious price stability. The
central bank should ensure enough liquidity for commercial banks and the role of commercial
banks is to support the corporate sector. But the growth model must be sustainable. If the
growth model is not sustainable, a country can realise growth in the medium term, but in the
long run, the companies become incapable of repaying loans. If we include the fact that
ownership is irresponsible, then the company does not have enough innovation, does not
have a clear business model, and sooner or later it becomes incapable of repaying the credits
taken.

But | must say that Slovenia passed all these critical years and that economic forecasts for
Sloveniaare good. A very good indicator of the deleveraging of all segments of the economy is
also the surplusin the current account that measured 6.2% last year and is estimated to reach
around 5% of GDP this year. This is a very good signal and means that the economy is capable
of creating additional accumulation. However, we need a mechanism to transfer this
accumulation into investment projects of the real sector.

Turalay Keng

Deputy Governor, Central Bank of the Republic of Turkey

First of all  would like to congratulate Governor Tabakovi¢ for organising this successful and
very timely event, and for choosing an excellent topic for discussion. And | would also like to
thankfor the kind invitation.

To put the discussion into a better perspective, first, | am going to make general points about
the new European economic governance. There are three points worth making about this
topic. Thefirst has been already mentioned by other panellists Prof. Mrak, Governor Tabakovi¢,
and Vice Governor Kadievska Vojnovi¢, and this is the structural reform. There are two ways of
strengthening the resilience of an economy against financial and economic shocks. One of

them is to have a resilient financial system together with a set of prudential rules, effectiVe ——
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upervision and countercyclical regulations. The other one is structural reform that is going to
lift the potential growth of the economy. Both are very important. The G20 agendas in the
wake of the global financial crisis of 2008-2009 underscore the significance of these shock
observers. Right after the crisis, the G20 meetings prioritized stimulating the global growth
and devising a comprehensive financial regulatory framework leading to a resilient global
financial system. Once this job was completed, G20 member countries adopted a more
positive agenda along the lines of structural reforms to lift potential growth. In 2014 during
the Australian G20 Presidency the G20 was committed to developing comprehensive growth
strategies to support strong, sustainable and balanced global economic growth and job
creation. The G20's comprehensive growth strategies are intended to lift collective GDP by
more than 2 percent above the then current trajectory over five years. It was a very positive
agenda with a very clear objective. The Turkish G20 Presidency complemented this structural
reform agenda by tackling global investment and infrastructure shortfalls. In February 2015,
the G20 made the commitment of boosting investment in G20 countries via concrete and
ambitious investment strategies. G20 member states will adopt concrete country-specific
investment strategies to improve the investment ecosystem, foster efficient infrastructure
investment and support sound long-term financing opportunities for businesses including
SMEs. International organisations — the IMF, the OECD and the WBG — developed an approach
to assess structural policy commitments of individual countries quantitatively. They initially
assessed the draft growth strategies to include around 1000 individual structural policy
commitments. Their initial estimate suggested that the measures in the comprehensive
growth strategies submitted would raise G-20 GDP by roughly 2.1 percent by 2018 if fully
implemented.

| think that a similar agenda with a clear governance and communication strategy should be
adopted by the EU. In a recent speech, Mario Draghi, the President of the ECB, stressed the
significance of structural reforms for the euro area by highlighting that these policies alter
permanently and positively the supply-side of the economy. He mentioned the two key
effects of structural reforms: (i) lifting the path of potential output and (ii) making economies
more resilient to economic shocks. Most importantly, he highlighted that stronger common
governance of structural reforms is essential to ensure that structural reforms succeed. In this
respect, the state of EU candidate countries is worth noting. Over the last 10-20 years they
implemented what is called the first generation of structural reforms which involved
privatizing state-owned enterprises, granting more independence to central banks and
similar institutions, and achieving fiscal discipline. EU candidate countries successfully
implemented this sort of reforms as they do not have significant fiscal implications and do not
impose adverse changes onto private sectors. But in this regard when it comes to the
implementation of the second generation of structural reforms — those implying greater and
efficient use of production inputs — they are quite difficult to implement as they have fiscal
implications and impose greater changesin the real economy and other areas.

For example, policies boosting innovation, improving education system and widening
infrastructure will cost money and lead to structural shifts in the economy. But they are
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essential for lifting the potential growth of candidate countries.

The second point is related to changes in the macroeconomic policy framework in the
aftermath of the global financial crisis. The crisis led most countries to adopt a new objective -
financial stability — on top of price stability and maximum employment objectives and also a
new policy tool — macroprudential measures. Coordination between macroprudential
regulation and macroeconomic policies poses challenges to most countries as they still
explore to find an optimal mix of these policies and a better institutional design for an
effective coordination and implementation of macroprudential measures. In this respect, a
Union level body called the European Systemic Risk Board (ESRB) has been established in the
EU with a mandate to oversee risk in the financial system as a whole. The ESRB is part of the
European System of Financial Supervision (ESFS), the purpose of which is to ensure
supervision of the Union's financial system. Besides the ESRB, the ESFS comprises several
Union level authorities. At country level, however, | see significant differences in institutional
frameworks to coordinate and implement macroprudential policies. On the one extreme, the
United Kingdom adopted a financial stability framework in which the Bank of England is
mostly in charge of achieving financial stability, whereas on the other extreme, in Germany,
financial stability decisions are taken by the Financial Stability Committee. Such institutional
country-specific differences highlight the need for stronger common governance on financial
stability within the Union and across the region.

My last point is related to better communication of governance. There are situations where
better communication steers outcomes to good ones. In this respect there is a simple
communication problem which is directly related to this crowd. The EU has recently changed
the term EU candidate countries to the term Western Balkans and Turkey. This new term
sounds asifis referring to the regional policy of the EU rather than referring to EU membership
status. A careful communication of the intended policy changes is the key to gaining the
support of the wider public. In this regard, a better wording would make the life easy for
candidate countries to sell the story to their domestic public.

Let me give you one example highlighting the importance of communication. When Turkey
had the financial crisis in 2001, the resulting IMF programme imposed a significant fiscal
objective of 6.5% primary surplus. This policy condition was well communicated to the Turkish
public so that the people on the street were aware that Turkey had to achieve a primary
budget surplus of 6.5%. With this clear and careful communication, Turkey secured public
support for the IMF programme and hence was able to achieve fiscal discipline. More
importantly, this carried into the future and helped Turkey maintain primary surpluses. Even
these years, it's in the region of 1-2% of GDP. Finally, the New Economic Governance of the EU
should be communicated well and its communication should also aim at wider publicin all
countries concerned. This will increase the likelihood of success of the New Economic
Governance of the EU.

77



78

Economic governance in Europe
and EU accession process: What is the Role of Central Banks?

Discussion by the panellists
and their concluding words

Maja Kadievska Vojnovi¢, Vice Governor, National Bank of Macedonia; This
Conference is a very good opportunity to share experience on a topic of common interest
and it should become a practice that countries in the region cooperate intensively on this
kind of topics. The Vienna Initiative was a very good and positive example of regional
cooperation. It stopped the process of deleveraging. | am confident that the power of the
region as a whole will increase if we strengthen our cooperation, also through this kind of
conferences, on issues of common interest.

Ernadina Bajrovi¢, Vice Governor, Central Bank of Bosnia and Herzegovina; Listening to
the debate today, it has become obvious to me why the role of central banks in the entire
process is growing. Economic governance is no longer a concept focused on the fiscal side of
the story with a minor role of the central bank. So my question is how do | explain back home
where the line between the formal mandate of the central bank and its growing role in the
economicgovernance processis?

In our law, the formal mandate is limited to monetary stability and currency stability. It does
not include financial stability. And this deficiency has been revealed by the crisis. So, it will
probably be a question among our institutions what should the formal mandate of the central
bankinclude in future and why suddenly the growing role of the central bankis needed in the
entire process.

There is another thing we will have to upgrade. We need to improve our forecasting models.
Due to limitations in our monetary policy we need to be as forward-looking as possible to
prevent risks in an environment where you do not have effective instruments to deal with the
crises.Soalotis to be done obviously, a lot of structural reforms that the other institutions will
be doing, and the central bank will be monitoring or participating in. Within this context, there
is a lot of room to learn from the experience of colleagues sitting here. Therefore once again,
we welcome this type of exchange of views and ideas.

Turalay Keng, Deputy Governor, Central Bank of the Republic of Turkey; I'd like to make a
point about the format of the ECOFIN Council meetings. Every year the EU candidate countries
are invited for dialogue meetings between the economic and finance ministers of
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the EU and the candidate countries to discuss the latest economicand financial developments
in candidate countries. Unfortunately, the candidate countries don't get much time for a high-
level policy dialogue at ECOFIN meetings and | understand that the ECOFIN is working on it
and trying to increase the time for high level dialogues. This is quite useful and a welcome
development. My personal experience over the last three years is that you don't get much
time foradialogue on the policies and recommendations stated in the documents.

Related to this, there is an awkward situation with the involvement of the ECB in these
dialogue meetings. Among central bankers there is a gentlemen's agreement not to make
critical statements about their respective policies (i.e. monetary policy) in public. But at the
ECOFIN meetings you find that the ECB does make statements about monetary policies in
candidate countries. There may be ways of making it constructive. For example, the ECB can
say more about the outcomes of the monetary policies implemented by the candidate
countries' central banks and less about their frameworks and policy recommendations.

Milojica Daki¢, Governor, Central Bank of Montenegro; | would just like to mention thatin
the previous year, we as the central bank have had high-level dialogue with the European
Central Bank, which is their practice with central banks of candidate countries. The result of
the dialogue was a project that lasted for 7 months and that ended in March this year. It
involved the assessment of harmonisation of the work of the Central Bank with the standards
of the European System of Central Banks. It was conducted by the European Central Bank in
cooperation with experts from 10 national central banks of EU member countries. A report
was prepared containing certain recommendations that are mainly of a long-term
orientation, a smaller numberis medium-term oriented and very few are short-term oriented.
The Central Bank has prepared an Action Plan for the implementation of these
recommendations. | would like to use this opportunity to stress once again and confirm my
assurance that the regional cooperation of central banks is at a really high level and this is
confirmed by today's forum. In our policies for each year, and therefore for this year as well, we,
as the Central Bank of Montenegro, consider the cooperation with regional central banks as
one of the priorities. This is something that we will nurture in the period ahead. Besides, we
always gladly acceptinvitations to events such as this one.

Gent Sejko, Governor, Bank of Albania; Very interesting insights and comments are a
valuable outcome of the meetings of this kind. We evaluate where we are ourselves compared
to the central banks of the region and we basically see that there are similarities in our
concernson the way to the European Union.

We face many dilemmas because we live in a difficult economic environment. We are affected
by the crisis. Within this context, we are faced with the challenges of growth and we central
banks have to deal with these challenges on the monetary policy side. Very good comments
were made by several colleagues on monetary policy in their respective countries, on the
effectiveness of the transmission mechanisms, and on fiscal consolidation efforts. However,
nobody mentioned the idea of quantitative easing or fiscal easing for that matter. On the one
hand, we all talk about European integration because we definitely want to be a part of the
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European family with its standards and growth. On the other hand, we face very difficult
reality because of the crisis. If we play our central bank role in an appropriate way, we will really
make good progress in achieving our main goals which is not only price stability, but financial
stability as well. This one is particularly sensitive in times of crisis.

Based on the Constitution of Albania, the objective of the central bank is price stability.
Nevertheless, we spend a lot of our time on structural reforms in order to have growth. And
hereldo not mean only reformsin the financial sector that we are in charge of, but also reforms
that are under responsibility of the government. If we can manage the current challenges, we
will really fulfil our duty for the short term because in the long term we have our objective of
being integrated into the European Community. So, basically everything has to be
coordinated, combined. Within this framework, regional cooperation and sharing experiences
among ourselves is of high importance. On the other hand, it is very important to have good
communication with the European Commission — to be heard and to provide our opinions on
thevarious policies that affect candidate countries.

Let me say at the end, that we had a very fruitful discussion. Thank you.

Mejra Festi¢, Vice Governor, Bank of Slovenia; Central bank should continue to play the
role of an independent and neutral institution in the country. It could provide additional
liquidity to the economy through the banking sector, but it cannot repair the impaired
transmission channels. The other economic policies must do that. There is a need for close
cooperation between the central bank and the institutions responsible for other economic
policiesin the country. As a credible institution, the central bank should, besides taking care of
confidence in the financial system and financial stability within its mandate, continue to assist
otherauthorities in the country by developing proposals for necessary reforms and economic
policies aimed at strengthening the process of transition and integration. Central banks are
well positioned also as research institutions to perform the role because they have very rich
databases and highly professional staff and the framework with strong methodological
background for supporting other economic policies as well.

Jorgovanka Tabakovi¢, Governor, National Bank of Serbia; We believe that the National
Bank of Serbia, by fulfilling its mandate defined by the Law, already contributes significantly to
the efforts of the Republic of Serbia on the road to European integration, and this is something
we are doing for ourselves primarily and then for the purposes of membership in the European
Union. Our primary statutory objective is to deliver low and stable inflation, i.e. price stability.
Our secondary objective is to contribute to maintaining and strengthening financial stability,
and in Serbia this means primarily maintaining and strengthening the stability of the banking
sector. Our third, additional objective defined by the Law is to support the implementation of
the economic policy of the Government of the Republic of Serbia, without prejudice to the
main objectives, which is actually assistance in the implementation of structural reforms and
fiscal consolidation.

Keeping inflation low may seem like a rather simple thing to do, but this is the result of the
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work of the people sitting here. It also may seem simple to define the government's task -
structural reforms and fiscal consolidation, but this truly is our main task and we do our best to
assist in achieving this additional objective of ours because all monetary policy measures are
worth little if we do not have results in structural reforms and fiscal consolidation. And to
conclude, we need to do this for ourselves, notjust for the European Union.

Final word of the moderator

Mojmir Mrak, Jean Monnet Chair Professor, Faculty of Economics, University of
Ljubljana; It has,indeed, been a privilege to moderate this exceptionally rich panel. The panel
has confirmed that the topic of the Conference was well chosen. It has become more than
obvious that central banks play an increasingly important role in the overall economic
governance of their respective countries. Experiences throughout the region have also
confirmed strong contribution of central banks in their countries' dialogue with the EU on
reformed European economic governance. They are all involved in preparation of ERPs as a
new generation of documents supporting this process. In the case of Montenegro and Serbia,
their respective central banks have also become the backbone for several chapters of the EU
accession negotiations.

I would like to thank the panellists for their valuable contributions and the National Bank of
Serbia for being an excellent host of the Conference. | wish you all a lot of success in your
highly responsible jobs to the benefit of your respective countries including the process of
theiraccessiontothe EU.
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VI. Closing session

Thursday, 28 May 2015
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Concluding remarks by the host

Jorgovanka Tabakovi¢
Governor of the National Bank of Serbia

As a host, | would like to stress that the Conference has exceeded our expectations and |
believe that we are one step closer towards identifying all the challenges that central banks
face on the path of their countries towards the EU. | believe that yesterday's presentations and
today's panel discussion have helped us understand not only how central banks can assist
their countries to be accepted in this good company, but also how to deal with post-accession
challenges and how to contribute to the development of that company. | would like to thank
representatives of the central banks of Albania, Bosnia and Herzegovina, Montenegro,
Macedonia, Slovenia and Turkey, or more specifically, | would like to thank Ms. Maja Kadievska
Vojnovi¢, Ms. Ernadina Bajrovi¢, my friend Mr. Turalay Keng, Mr. Milojica Daki¢, my neighbour
Mr. Gent Sejko, my colleagues Ms. Mejra Festi¢, representatives of the institutions of the
European Union, Mr. Gilles Noblet and Mr. Istvan Jakab, and above all, | would like to thank
you, Mr. Mojmir Mrak, who provided valuable guidance to us not only in organising this
event, but also in today's panel. | also thank my colleague Dusan Vujovi¢, Minister of Finance,
and Ms. Jadranka Joksimovi¢, Minister for European Integration, who were here with us
yesterday and contributed significantly to the quality of this Conference. | also thank
Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ) for the wholehearted
support in organising this Conference. Still, | owe the greatest gratitude to my associates,
some of whom are present here, who have worked hard so that all 35 negotiating chapters
would be ready for opening. | always remind them that our main job is to perform the tasks
that we are responsible for at the National Bank of Serbia, meaning that we fulfil our basic
mandate, because by doing so, we will successfully carry out the tasks involved in the EU
accession process.|am truly proud and deeply grateful to all of you, and lam most proud of all
of my associates, as well as representatives of the Council. am happy to be part of this team
thatraises suchimportant questions and writes the history of Serbia on the path to the EU.
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Written contributions
by Governors submitted on the sidelines of the Governor's panel

MejraFestic
Vice governor of the Bank of Slovenia

STATEMENT

Non-standard monetary policy measures and their effectiveness in Slovenia

Non-standard monetary policy measures (NSMs) are called "non-standard" as they are meant
to be temporary in nature and as they deviate from the way monetary policy was conducted
prior to the crisis. The non-standard monetary policy measures were motivated by a need to
ensure the continued effectiveness of the transmission of monetary policy stance in an
environment where the financial system was subject to considerable stress. These measures
were intended to complement standard interest rate decisions, rather than substitute them.

The financial crisis has impaired the channels through which the ECB official interest rate
(MRO) was normally transmitted to the economy and consequently to prices. Together with
providing liquidity and thus lowering market tensions, the aim of NSMs is therefore to
enhance the effectiveness of the transmission mechanism by affecting market expectations
with firming the accommodative monetary policy stance.

Why additional non-standard monetary policy measures may not be effective in
Slovenia?

- ABS (assetbacked securities) and covered bond programmes face obstaclesin
Slovenia

«  QE-theeffectof bond purchases maybe limitedin Slovenia

The QE does not ensure that banks will pass the additional liquidity into
the private sector. These effects are not expected to be fully transmitted
toloan pricing conditions, as banks remain risk-averse.

«  Given that banks are risk-averse and faced with very low-yield (or negative-
yield) alternative assets, it does not guarantee that banks will be willing to
sellbonds atall (see nextslide)

- It is expected that the main effect will be through exchange rate and
spillovers from higher demand in other EA countries (favourable conditions for
EA exports). Though some improvementin the functioning of interest rate channelis
observedrecently...

«  Slovenian government bond purchases will, according to Banka Slovenije
capital key (0.4937%), amount to approx. EUR 200 min per month
(cumulatively approx. EUR 3.8 bn by Sept.2016).
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Thereislimited willingness from Slovenian banks to sell SIbonds due to:

large excess liquidity

lack of available alternative investments in low-yield environment
risk-averse investment policy

aversion to negative yields

SImarket-makers envisaged moderate amounts of sales from their trading
accounts.

There is obviously a need for other economic policies to help improving the
transmission of monetary policy:
«  Restructuring of enterprises

deleveraging (and equityincrease)
improving governance practices
business restructuring

- Durable fiscal consolidation that would ensure sustainable improvement in
government balances and improve the confidence of financial markets
«  Otherreformsthat would boost longer-term potential of the economy

We can conclude that, the extent of the crisis has been extraordinary. Non-standard
monetary policy measures were introduced early in the crisis in order to anchor long-
term inflation expectations. The range of NSMs is wide and marked by a shift from the
exogenous determination of Eurosystem balance sheet to its active use in pursuing medium
term objective of monetary policy. However, the monetary policy is not able to repair the
impaired transmission channels alone in the balance-sheet recession. Still, it could be
effective in providing liquidity. The assistance of other economic policies is vital in this respect.
There are many impediments to more effective NSMs in Slovenia. The main ones rest
with risk-averse domestic banking system as well as with the undeveloped market for
alternative instruments that would support the NSMs. In Slovenia, spill-overs will thus
complementand could even dominate the direct effects of NSMs.
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