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PROMOTION OF SUSTAINABLE SOCIO-ECONOMIC TERRITORIAL

DEVELOPMENT IN THE WESTERN BALKANS

Tatijana Pavlovic¢-Krizanic

According to the report of the European Investment Bank for
2010, more than 1,300 public-private partnership projects,
worth 250 billion euros, have been implemented in the EU
between 1999 and 2009. By the end of 2007, 350 new pro-
jects, worth 70 billion euros, had been completed. In 2011,
most PPP projects were implemented in France, which took
primacy over Great Britain and Spain. PPP which are imple-
mented in the EU market are of much bigger value than the
anticipated value of any PPP projects in our country - “big
PPP projects” which individually exceed the value of 500 mil-
lion euros represent 63% of the total value of the implement-
ed PPP projects in the EU market in 2011.

Almost a year after the adoption of the Law on public-pri-
vate partnerships and concessions, only one contract ac-
cording to PPP model from the new Law on public-private
partnerships and concessions is being implemented in Ser-
bia — between the public company “Informatika” from Novi
Sad and Slovenian-British-Dutch consortium, which should
invest between 50-60 million euros in the construction of
240.000 km of optical infrastructure in Novi Sad. Private
partner is entitled to 75% of the profits from the commer-
cialization of the optical network in the next 25 years, after
which the network management is completely transferred
to the public partner - public company “Informatika” Net-
work users will have access to broadband internet, cable
and IP television, with the possibility of selecting Internet
provider for each of the telecommunication services.

Except for Belgrade and several biggest cities, most local
governments in Serbia are still not sure on how to inter-
pret the new law and the criteria for “filtering” projects
that could be implemented as public-private partner-
ships or local concessions. Ambiguity caused by the new
legal terminology and principles is one of the reasons
why there are no more public-private partnerships at
the local level. The second main reason for hesitation are
insufficiently encouraging experiences in the implemen-
tation of the public-private partnership concept in the
areas of the collection and transportation of communal
waste, construction and maintenance of regional land-




fills, establishment of parking services and the like, within
the projects implemented under the previously valid Law
on communal activities.

Insufficient quality of the actual public-private partner-
ship projects in Serbia is primarily caused by the fact that
before the Law on concessions and PPP was adopted,
local governments were not required to apply competa-
tive procedure, that is the public procurement procedure
or similar tender procedure, in the process of establish-
ment of the public-private partnerships. In addition to
that, the law did not stipulate mandatory contents of the
contract and municipalities were not required to explain
the decision to involve the private partner based on cal-
culations of how much the project would cost if it was
implemented in a convential way, and funded from the
budget and/or commercial credits. Lack of obligation of
local governments to publish a public tender for strategic
partner practically resulted in municipalities considering
quite legitimate to negotiate only with one partner, which
sometimes led to arbitrary increase of project costs (hence
public expenditures) caused by the absence of market and
competition. As a consequence, after the last local elec-
tions, in many cities and municipalities in Serbia the con-
tracts on delegation of utility activities concluded in the
last several years are now re-analyzed from the aspect of
legality and economic viability. Of course, it is hard to be-
lieve that the position of investors in any of these projects
would be seriously compromised, especially in regard to
possible termination of contracts, but any serious doubts
in relation to the quality of these contracts will undermine
the contractual partner’s trust, and the contracts are ex-
pected to last next two decades.

What should motivate the public sector to consider the
implementation of the contracts using the model of pub-
lic-private partnership or local concessions after the adop-
tion of the law?

The first reason for that is the fact that big infrastructure
projects funded in PPP form are always the best candi-
dates for funding through relatively favorable credit lines
of the European Investment Bank (EIB), World Bank and
International Financial Corporation (IFC), European Bank
for Reconstruction and Development (EBRD), etc. The
credit lines in cooperation with commercial banks and
regional funds for crediting investment projects provide
very competative financial terms, which is a big advantage
for investors interested in big infrastructure investments
in the areas of waste water treatment, waste mangament,
renewable energy sources, education and sport. These fa-
vorable credit terms certainly affect the overall cost of the
project.

Another argument in favor of using PPP lies in a fact that
even the big cities with respectable credit rating have
gradually reached the upper debt limit, which practically
unables them to finance deficit services and renovate and
construct the missing utility and social infrastructure from
the budget or from commercial credits by local borrowing
in the longer period of time. In this situation, there are two
possible ways for investment in the utility infrastructure:
direct borrowing by the public utility companies or re-
sorting to public-private partnerships. Public utility com-
panies in Serbia operate relatively inefficiently, because
acoording to 2010 data, based on the available financial
reports, 136 PUC reported a net loss in the total amount
of 6,5 billion dinars. According to a recent analysis, con-
ducted for the Government of Republic of Serbia, in the
structure of costs of the public utility companies, average-
ly, 47% are costs of salaries, 22% are costs of energy, fuel,
material and maintenance, while depreciation ammounts
only 12%. Other costs (for example, write-off of short-term
receivables, devaluation of receivables due to inflation,
expenses of litigations, costs of humanitarian and cultural
purposes, etc.) make about 18% of the total costs. Such a
large proportion of “other costs” in total costs can be an
indicator of PUC inefficient operations, especially when
considering that these costs are almost double the depre-
ciation. It is more than obvious that, except in rare cases,
utility companies are not able to independently invest in
new infrastructure, and in many cases they can not even
ensure the maintenance of the existing one.

Bearing all this in mind, it is more than obvious that pub-
lic-private partnerships will gradually become an option
of choice in the years to come, primarily for local govern-
ments when it comes to financing large local and regional
investment projects. Therefore, at this point, while it is still
uncertain in which direction the reform of the system of
public companies, especially public utility companies, will
go, the most urgent issue is the establishment of quality
and transparent mechanisms for analysis of price/value
of each project (value for money methodology, to be pre-
pared by the Commission for public-private partnerships
and concessions), more detailed elaboration of the legal
criteria for evaluation and approval of a project (including
the determination of the types of risks born by each part-
ner), as well as establishment of the quality mechanism in
local government for monitoring of project implementa-
tion. If these issues are not resolved promptly, insufficient-
ly seriously and professionally prepared and implemented
PPP could become a big long-term burden to the budget-
ary spending, causing an increase of public debt through
generation of concealed deficit, followed by ecological
and socio-economic risks. m




Niksa Bulatovi¢, consultant, CEED Consulting, Montenegro

Clusters as an efficient tool for SME development are grow-
ing in popularity in developing countries. Having in mind
the limitations faced by small and medium-sized enterpris-
es in their business, clusters represent an opportunity to de-
velop associations, strengthen connections and build trust,
and thus created better conditions for their growth and de-
velopment, primarily the development of competitiveness
on the local, regional, national and international markets.

In Montenegro, clusters were first mentioned in 2004. Since
then, many seminars and round tables on clusters have been
organised. However, extensive development of the process
started in 2010 when the Centre for Entrepreneurship and
Economic development (CEED) and the Institute for Strategic
Studies and Forecasting (ISSP), in cooperation with the United
Nations system (UNIDO and UNDP), initiated concrete steps
in the identification of clusters with the best development po-
tentials in Montenegro. In the same year, cluster mapping was
carried out in the northern region of Montenegro, and two
diagnostic studies were developed for two potential clusters
mapped in that area. Already in 2011, cluster development
initiative was expanded throughout the entire country. The
mapping process was carried out in the entire territory, and 62
potential clusters were mapped in agriculture, wood process-
ing, food processing, construction, tourism and manufactur-
ing industries (metal industry and stone processing).

In order to provide institutional support to cluster development,
in the end of 2011 and beginning of 2012, the Ministry of Econo-
my, in cooperation with UNIDO and UNDP, prepared the“Strategy
for Sustainable Economic Growth by Introducing Clusters until
2016’ adopted by the Government of Montenegro in May this
year. The Strategy defined further development directions
in four general objectives and three main stages.

The following goals were defined as priorities:

1. Increasing exports;

2. Import substitution;

3. Opening new business and creating new jobs;

4, Maintaining the existing employment.

The entire process is planned through:

. Incubation stage (planned for 2012);

. Capacity building stage (planned for 2013);

. Implementation stage (planned for the period 2014-2016).

An action plan was also developed within the Strategy.
The first stage of incubation is currently ongoing. Activities on
6 pilot projects are being implemented. These are pilot pro-

jects in six potential clusters that were identified as those with
the highest growth potentials. They are potential clusters for:

. Mushroom collection and processing;
. Organic production of buckwheat;

. Fresh water fish farming — brown trout;
. Wood processing;

. Meat industry;

. Olive oil production.

Possibilities for cluster development in Montenegro are
large. They are mostly contained in comparative advan-
tages, but in competitive advantages as well. For example,
in the potential buckwheat cluster, buckwheat was planted
on 12ha of land, and three years later that area increased to
almost 30ha and it is still growing. There were 14 producers
of organic buckwheat in 2008, and today there are 26.

Joint business activity within a cluster can have a significantim-
pact on the development of exports for companies that could
not export independently before. In the potential cluster for
mushroom collection and processing almost every company
had an opportunity to export products at least once in the last
two years, whereas before it was not possible for most of them.

Situation is similar with olives. Olives from the Montenegrin
coast are among the best quality in the Mediterranean. There
is a large number of olive trees in the area of Bar and Ulcinj
more than a thousand years old, and some of them even more
than two thousand years old, and still bearing fruit. Olive oil
produced from such trees is extremely valuable in the world.

The goal of the process is to create opportunities for a bet-
ter use of resources, better links among potential companies,
creation of “collective efficiency”and raising competitiveness.

Plans for the future period include the implementation of activi-
ties from the Strategy, as well as further promotion of cluster ini-
tiative and tools for their development. The plan is to have the
cluster initiative operational by 2016 and to have as many SMEs
as possible involved in clusters. For that purpose, loans provided
by the Investment Development Funds are given with more fa-
vourable conditions for companies that are cluster members.

Cluster development process should be seen as a new way
of understanding business that offers a possibility for pro-
gress through synergy. In that sense, it is very important for
SMEs to be a part of the “team”in the time of globalisation.m




Marko Vujaci¢, EU PROGRES Deputy Programme Manager
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European Partnership with Municipalities - EU PRO-
GRES is a three-year programme by the European Un-
ion, the Government of Switzerland and the Govern-
ment of Serbia aiming to support the development
of 25 municipalities in the South and South West of
the country. Simply said, this means new jobs, better
infrastructure, transfer of knowledge to municipali-
ties how to attract investments, equal opportunities
for all people, creating better image of this area, to
name but a few expected results.

The programme has entered in its third year of imple-
mentation and it is possible to make an overview of
the things initiated, i.e. accomplished. Programme’s
Steering Committee has so far approved the imple-
mentation of over 150 projects the value of which
exceeds six million euros. Of course, more important
than numbers are the effects: for example, several
economic projects should contribute to generation
of 1250 new jobs in the years to come; around thir-
ty infrastructural projects will improve the working
conditions in schools and kindergartens, water sup-
ply, energy efficiency, in a nutshell, the quality of life;
around 700 citizens received free legal aid in order to

exercise some of their rights, from obtaining person-
al documents to exercising the right to health pro-
tection, education etc.

In this phase, it is also possible to identify the prac-
tices applied by the Programme that also proved to
be effective. Firstly, EU PROGRES most often applies
the “grant methodology”. It implies that the benefi-
ciary, most often the municipality, receives the grant
but at the same time it takes on the accountability
for the implementation of a certain project. EU PRO-
GRES retains the role of a “mentor” and “auditor”: it
monitors the implementation, provides technical
support, controls whether all the contract provisions
are complied with, especially the manner of spend-
ing the funds. It turned out that this methodology
may reduce the efficiency but, on the other hand, it
has multiple advantages. Basically, the grant benefi-
ciaries improve the knowledge and skills necessary
for successful project implementation, especially for
access to and usage of donor funds.

This approach has already yielded certain results: for
example, it “encouraged” a more consistent compli-
ance with the law in the area of public procurement
and construction; it improved the understanding of
donor requests for obtaining financial assistance; it
introduced certain international standards such as
the contractual modality standards of the Interna-
tional Federation of Consulting Engineers (FIDIC); it
helped municipalities to recognise the importance of
planning and technical documentation.

Secondly, | find that the work of EU PROGRES with
regards to “good governance” is successful, even
unique. This concept is not unknown: many projects
aimed to improve the compliance with the “good
governance” basic principles in the government
work: accountability, transparency, civic engage-
ment, equality and efficiency. There were many more




or less successful projects, dealing, in a way, first with
principles and then real life. EU PROGRES also in-
cludes activities that, for example, empower the citi-
zens particpation and only then, as a consequence,
a certain improvement is expected. What makes EU
PROGRES unique is the opposite approach: we deal
with real life situations and consequently, we expect
better governance.

How? Infrastructural projects are the best illustration.
When a municipality receives a grant for the construc-
tion of a green market our good governance experts
come as a “bonus”. They will consider together with
the municipality what is necessary to be done in or-
der to ensure that the market operates in accordnace
with good governance principles. For example, they
will define the manner of leasing the market stands in
order to avoid any preferential treatment (this seem-
ingly small detail is associated with the principles of
transparency, equality, efficiency). Thus, finally, the
project results are not only the new market structures

but also improved local rules and regulations, with
clearly defined stakeholder responsibilities.

Of course, Programme implementation does not
come without a challenge. Let’s take the elections as
an example: notwithstanding who will win or who
has won, months before and after the elections will
be marked by decline of interest in projects, slowing
down of activities and lagging behind. That is why it
is important that those who are involved in develop-
ment plan for these delays. Strong partnerships -
with ministries, municipalities, civil society organiza-
tions and other similar programmes, may help in this
or similar critical situations. Partnerships? Sounds like
a cliché. However, that is not how things stand - in
real life there is actually room and need for stronger
and more genuine partnerships. That is why partner-
ships are the third “good practice” of EU PROGRES
that | record, and | am quite certain they should be
the practice followed by similar interventions.m
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InTER participated at the Final Conference
of the Support Programme for Regional
Cooperation - Mediterranean and Balkans
I TE was invited to participate at the final

n conference of the the Support Pro-

gramme for Regional Cooperation - Mediterranean/
Balkans, that was held on the 12th and 13th September
2012 in Sardinia.
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During the conference Mr. Dragisa Mijaci¢, director of In-
TER, presented the current status of the socio-economic
development in the Western Balkans and proposed rec-
ommendation for future development cooperation ini-
tiatives in this region.

Workshop on regional
development
was invited to implement a

InTE workshop on regional de-

velopment in the Republic of Serbia within
the activities of the USAID
Sustainable Local Develop-
ment Project focused on
the preparation of the an- i Bl
nual work plan for 2013. PARTNERSTVD
The Workshop was held on

September 11, 2012 in the premises of the
USAID Sustainable Local Development Pro-
ject in Senjak.

Mapping and analysis of local eco-
nomic development offices in Serbia

A a part of the projectim-
S plemented by InTER in
cooperation with the National \

Agency for regional Develop- %,ON;?D;!VQJU‘,@
ment, focused on the develop- '

ment of a study including mapping and analysis
of the local economic development offices, crea-
tion of a set of standardised services provided by
LED offices, as well as the recommended model
for establishment of LED offices within the sys-
tem of local self-government of the Republic of
Serbia, in previous months, INTER has carried out
a survey that included all municipalities in Ser-
bia. In total, 145 municipalities responded to the
questionnaire, of which 118 completed it fully,
and 27 partly. We once again want to thank the
representatives of LED offices for their time and
effort to complete the questionnaire. The report
about results is expected in October. ®
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Private Sector Development Strategy of
the Municipality of Zubin Potok

A a part of the project “New Business Opportuni-
S ties”implemented by Kosovo Relief Committee,
Institute for Territorial Economic Development (INTER)
provided technical assistance in the development of
the Private Sector Development Strategy in the Munici-
pality of Zubin Potok 2013 - 2017.

The Strategy aims at improving
strategic planning documents of
the Municipality of Zubin Potok,
with a special focus on promo-
tion of economic development
by creating a better business
environment for faster growth
and development of small and
medium-sized enterprises and
entrepreneurs. B

MUNICIPALITY OF
ZUBI POTOK

PRIVATE SECTOR
DEVELOPMENT STRATEQY

2013 - 2017
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Study of results of development assistance under the current Swedish Strategy for Development Cooperation with Serbia

The Report is a result of the stidy of results of the current Swedish Strategy for Development Coopera-
tion with Serbia. The current Strategy covers the period between January 2009 and December 2012.
The Study is intended to assist Sida in its preparations for the development of a new cooperation strat-
egy, which will cover the period after 2012.

The publication is in English language and it is available on InTER website.

www.lokalnirazvoj.org

Outcome Assessment of the Development Cooperation between Sweden and Montenegro 2001-2010

This report is a result of the study of results of Sida’s Development Cooperation with Montenegro be-
tween 2000 and 2010. The Study includes a review of the development cooperation defined by the
Strategy for Development Cooperation with the Federal Republic of Yugoslavia (FRY), excluding Ko-
sovo, which was for the period 2000-2004, the Country Strategy — Serbia and Montenegro - 2004-2007,
and the Phasing-out Plan for Development Cooperation with the Republic of Montenegro, which de-
fined the cooperation strategy from 2008 to the end of Swedish assistance to Montenegro, formally at
the end of 2010. The publication is in English language and it is available on InTER website.
www.lokalnirazvoj.org

INVITATION TO BLOGGERS:

nyter
If you are interested in becoming an InTER blogger, please contact I o g
us at

InTER launched a Blog in pursuing its mission to further promote sustainable socio-economic territorial development in the
Western Balkans.

On InTER blog we want to enable a constructive exchange of opinions about topics relevant for territorial development, and gather
representatives of public institutions, professional organisations and private sector and all those who want give their contribution to this
joint goal. Topics on InTER Blog will include: regional and local socio-economic development, decentralisation and governance, business
infrastructure development, development of small and medium-sized enterprises and entrepreneurship, project development and pro-
ject cycle management, etc.

You are invited to follow InTER Blog and actively participate in the discussion on different topics within the Blog.
Popular topic on InTER blog:

ASSESING THE QUALITY OF PROJECT PROPOSALS

What is the quality of assesment of project proposals submitted withint donor calls? How are assessors selected? Are as-
sessors more knowledgeable and experienced than those who write project proposals? How much is the overall project as-
sessment transparent and clear to all participants in the process? What does lobbying for project mean in the process with
clearly defined rules? Visit blog for more. ..
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