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|. INTRODUCTION

According to the Law  of Agriculture and Rural Development (Legal Gazette of the Republic of
Serbia No. 41/09), which was adopted in May, 2009, The National Agricultural Program of The

Republic of Serbia is a document which defines the implementation of the agricultural policy. 6 Th e
National Program defines short-term and mid-term goals of the agricultural policy, the methods,
sequence and deadlines for the fulfillment of the aforementioned goals, the expected results as well

as the type, shape, purpose and the scope of specific st at e g (Adiclet 5..0Dthe Law of
Agriculture and Rural Development (Legal Gazette of the Republic of Serbia No. 41/09). This is the
first National Agricultural Program  which spans over the 2010 & 2013 period and encompasses the
measures which the  Government of Serbia will implement during the following four year period.

The National Program is intended to be used by numerous entities which need a predictable and
stable policy, ranging from individual farmers, companies, alimentary and processing in dustry to
other Ministries, NGOs, foreign investors and donators.

Agriculture is a sector whose development requires time and, more than any other sector, long term

policy predictability. This is why the Ministry of Agriculture wants to send out a clear si gnal with the
National Program which will show that readiness for reform implementation, define the activities and
support measures which will be carried out, set up clear and realistic goals which should be realized
during the 2010 & 2013 period.



. PROGRAM IMPLEMENTATION ENVIRONMENT

[I.1. The worldwide demand for agricultural products

By observing the worldwide supply and demand projections
products during the following ten year period, it

which are not OECD members,

consumption structure and habit change. The increase of meat and

influence the growth of the animal feed market which will in term increase the demand for grains

except wheat and soybeans/sunflower pellets.

It is also expected that the scope of the worldwide agricultural production will co

will increase by 11%, olfactory crops by 1.9% and the milk production
envisioned trends are rationalized by the prod

i.e. by the increase in arable areas and yields.

The average yearly growth rates for the production and consumption of agricultural and alimentary
products during the 2004 -2014 period:

increase

for the agricultural
is safe to assume that the consumpt
agricultural products will rise as a result of the flow of income of the population. The consumption of
alimentary agricultural products which are intended for human use will rise faster in the countries
to the expected
population of the developing countries is expected to change their purchasing habits and to further

diversify the consumption. This will mainly increase the consumption of the meat and dairy products.
Furthermo re, it is expected that the sugar and olfactory plant consumption will rise in these countries
as well. Increasing the population concentration in urban areas will quicken the aforementioned

in earnings.

and alimentary
ion of the

Beside that, the

dairy product consumption will

ntinue to increase
in the aforementioned period, though at a lower growth rate. It is predicted that wheat production

by 2% per year. These
uction method improvements in developing countries,

Commodity Productio n Consumption
Total OECD Non-OECD Total OECD Non-OECD

Wheat 1.0 0.7 14 1.1 0.7 1.3
Rice 1.3 -0.1 1.6 1.0 0.4 1.0
Other cereal 1.0 0.3 2.0 1.3 0.7 1.8
-cereals used for animal feed 1.3 0.5 25 1.3 0.4 2.2
Olfactory crops 1.9 0.7 3.1 2.4 1.6 2.9
Pellets (soybean /sunflower ) 2.6 1.9 3.6 2.7 1.7 3.9
Beef 1.6 0.7 2.6 1.6 0.6 2.3
Pork 1.8 0.8 2.6 1.8 0.8 2.3
Poultry 2.2 1.8 3.0 2.2 1.8 2.5
Milk 1.9 0.9 3.0 . . .

Butter 1.7 -0.3 3.4 1.8 -0.3 2.9
Cheese 1.8 1.8 2.8 1.9 1.6 2.7
Powdered milk , skimmed -0.5 -1.3 2.5 -0.9 -2.5 1.3
Powdered milk , un-skimmed 2.0 1.2 3.4 2.0 -0.3 2.6
Plant oil 2.7 2.0 3.4 2.8 1.9 3.1
Sugar 1.9 -0.1 2.8 1.8 0.4 2.3

Source OECD/FAO Aggultural outlook: 2005-2014, page. 13

It is predicted that developing countries wi

and that they will have to import
competitiveness intensity will increase as well as the pressure on the prices. An increase in
competi tiveness is also expected

countries, as well as from the countries that are currently

Il not be able to produce all of the food that they require,

a significant

due to the appearance
in a transitional

portion of it. As a consequence,

the mid -term

of new exporters from non-OECD
stage. At the same time,

the efficiency on the world market will increase which will result in a further real price decrease of

most agricultural products.




These developments will influence the market balance of some countries and of certain products.
However, the external trade of agricultural products will develop more slowly than the trade of other
commodities, mostly due to the existence of strong trade barriers. The trade entail among the
countries in the southern hemisphere will rise, due to the export increase, and due to the quicker
development of the countries in these regions.

It should be cons idered that many other factors will influence the world trade market of agricultural

and alimentary products, for example the geo -political and the economic situation, the world
economic crisis which started in 2008, the change in supply and demand on the large markets such
as China and India, as well as the trade and multilateral agreements. Furthermore, it is expected
that the structural change in the alimentary industry will continue, which will result in an increase of

the concentration, globalization, and a change in the food production chain. For example, the role

of the food safety standards and the significance of vertical coordination will increase. In addition to

the national and trade policies, the aforementioned tendencies will have a determining influence
on the agricultural markets and trade. The appearance of illnesses such as the Bovine Spongiform
Encephalopathy (BSE) or Avian Influenza, the product health safety concerns as well as the change

of currency values also represent uncertainty fact ors. In addition, it is possible that significant climate
changes may occur which will influence the yields in crop production as well as the results in the
livestock production.

[1.2. EU and CEFTA environments

The increase of the EU market caused by the accepta nce of 10 + 2 new member countries has
caused significant economic changes, which in term had a significant influence on the agricultural

product market. Expressed in pure numbers, the increase of the EU members from 15 to 27 represents

an increase of the market potential from 380 to 493 millions of consumers, an increase of farmer
numbers from 7 to 11 millions, an increase of the arable area from 135 to 168 millions of hectares
(roughly 30%) while the agricultural production is expected to increase between 10 and 20%. This
data indicates that the new member countries have not used all of their potential for agricultural
development. At the  same time, the EU extension did not bring an automatic application of the
existing EU-15 agricultural policy. Instead, a new policy model was formed after negotiations with the
new member countries.

The National Policy of the Republic  of Serbia is based on the European  Union (EU) and the World
Trade Organization (WTO) membership. This means that, as a new member, Serbia ha s to accept
existing rules and also attempt to secure a better position through negotiations. With the
aforementioned integration goals, Serbia discards a self-sufficiency strategy (for any commodity)
and turns to market liberalization and open tra  de with other countries. In accordance, national self -
sufficiency can no longer be used as an argument for the protection of the domestic agricultural

industry. The desire to join the EU and the WTO means that the agriculture must prepare for the
competiti on on a unified, development market, where no trade obstacles exist. In order to
successfully participate on this demanding market and in order to accommodate to the EU
agricultural policy, it is necessary to redefine the agricultural development goals through
improvements in the competitiveness, food safety and rural development areas.

In 2006, Serbia replaced the existing bilateral free trade agreements with its neighboring countries
with a single Central European Free Trade Agreement (CEFTA). By signing the CEFTA Serbia did not
merely become a part of the market with a population of 27 million, it also accepted the
responsibility to conduct its export in a way which will promote free trade in the region. The benefits

of the CEFTA for Serbia are huge,soi t r emains in Serbiads i fustemseetated t o

barriers which hinder the trade of agricultural products.

el



[1.3. The Agricultural Industry of Serbia

Due to the favorable climate, good natural soil characteristics and the abundance of water
resources S e r b iAgridutural Industry has great potential. However, that potential has not been
fully utilized.

In Serbia, agriculture is not treated as a mere economic branch, due to its traditional role as well as

the great expectations for the future . In all municipality level and region level strategies, agriculture is
recognized as one of the main strategic development courses. Most of the population, both rural
and urban, view agriculture as a great development chance for Serbia. As an economic bra nch,

agriculture can produce much more than it does currently and thereby improve the overall
industrial development  of Serbia. Agriculture can also serve as a short term buffer which will ease the
transitional process. However, agriculture cannot continue to employ as many people as it currently
does and remain competitive in the environment which Serbia intends to enter through the
integration processes. The conflict between the role which agriculture plays in the economic
development and its social compo nent has characterized the past period.

It is possible to note a few clear characteristics and trends that were observed during the past
period:

The change in ownership structure and the consolidation of the parcels : The privatization of the

entire sector has not yet been finalized because a certain nun
not been privatized and most of the o0old unionsé do no
according to the oO0soci al capitalé stantdhedsuwhené.t Hew

can be said that this process is nearing finalization. The Arable Soil Law determined that the
privatization of the state owned land parcels should wait until the restitution. Meanwhile the state
owned land should be rented accor ding to the best offer, which can be an individual farmer or a
company. The implementation of the Privatization Law and the Arable Soil Law has resulted in the
allocation of a large part of the land and resources to the farmers which are capable of making a
better profit.

The instability of the agricultural policy : During the past eight years, three phases of agricultural
policy stand out. The first phase (2001 & 2003) was characterized by the price support for certain
crops (soybean, sunflower, sugar beet, wheat) and the lack of other agricultural policy measures.
The second phase (2004 -2006) removes the price support and implements the investment and rural
development support, while the third phase (2007 -2008) is characterized by the establishment of the
payment systems per arable area and per head and the implementation of numerous ad -hoc non -
market measures. The lack of continuity concerning the creation and the implementation of the
agricultural policy has made resulted in a decease of investments into the sector and the non-
market profit distribution between the market chain participants. The adoption of the Program will
create a basis for short term and mid term production planning.

Slow adoption of food safety standards : Increasing the awareness of ag ricultural producers and
processors abut the need to introduce and apply food safety standards is a long term process
through which most countries experience during the transitional period. The adoption of the Law on

Food Safety (Legal Gazette of the Repub  lic of Serbia No. 41/09) along with a series of related laws
represents the first step toward introducing standardization procedures in the alimentary industry

and adhering to food safety principles, which is one of the basic requirements for EU and WTO

me mbership.

The slow development of the supporting institutions and the legislative framework : The non -reformed
Agency for commodity reserves, extension service and water management organizations which still



function as public, state owned companies, the non-reformed agricultural research institutions are
just some of the unfinished tasks in forming an institutional framework for the development of the

agricultural industry. The unions, the industry chamber and the qualification organizations are not the
leaders of the development although they should be, due to their unwillingness to conduct internal
reforms. On the other hand, several significant institutions were formed in this period: the Veterinary
Control Department, the Plant, Water and Forest Protect ion and Agricultural Payment Departments,
the General Inspectorate, the Agency for National reference laboratories and the Registry of Farms.
A set of laws which regulates various agricultural areas has been adopted as well.

The initialized development of  the credit and the land market : Having a successful agricultural

industry without a developed credit and land market is unthinkable. The reforms in the bank sector,

the forming of the farmer registry with mandatory bank account establishment, the Mi ni stry®d
measures for improving the credit market and other factors have all contributed to the reduction of

specific risks related to providing credit support to farmers. Banks are increasingly starting to view

farmers as potential clients, which opens up many p ossibilities for developing the land market,

whether for parcel sale or rental.

The reduced participation of the agricultural GDP in the total GDP: The constant reduction of the
participation of the agricultural GDP in the total GDP is not a consequence of the growth of the
agricultural production value, but rather, it is caused by the increased development of other
industrial sectors. In 2002, the total agricultural GDP was 129.6 billions of RSDwhich made up 13.3% of
the total GDP. On the other hand, in 2 006, the agricultural GDP was 137 billions of RSDwhich made
up 10.1% of the total GDP. Although the nominal agricultural GDP value is increasing, its relative
participation in the total GDP is reducing due ton the increased GDP growth in other industry
branches.

A significant increase of the export value : Opening the EU market for the agricultural -alimentary
products from Serbia (Autonomous Trade Preferences from the year 2000) as well as an entire
network of bilateral trade agreements with the neighboring countries (currently replaced by the

CEFTA), created the conditions for transforming Serbia into a net food exporter. This first occurred in

2005 with a surplus of 152 millions of US dollars. High domestic protection measures, the
reestablishment of severed trade lines, export subsidies and numerous comparative advantages
have led to a further increase of the foreign trade surplus in this area which had risen up to 637
millions of dollars in 2009.

Gradual market opening : Even after the market liberalizatio n in 2001, Serbia still has the highest
protection measures in the region (average 7T0%=21%).
and Association Agreement (SAA) negotiations, the protection level will be (during the next six years

the TE% should be lowered to an average 3.1% according to the SAA). However, a decade of high

protection values prevented a detailed and realistic competitiveness analysis of the domestic

products.

The absence of modern, legitimate market chains : here are two basic challeng es with forming
market chains. The first one is choosing the best method for including small scale producers into a
modern market chain due to their lack of competitiveness which leads to the use of informal trade

channels and high standard implementation costs. The second one is to increase the
competitiveness of the processing capacities which will be able to improve the consumption

through establishing new markets. It is obvious that there is a high competition level in the primary
production and a lack  of competition in the processing industry. This is primarily caused by the non -
compliance with the EU export standards which reduces investments, an unpredictable support

policy, unformed institutions and the unknown competitiveness level caused by the hig h customs
based protection.



On the other hand, we have numerous trends which will apply to the farmers and the population of
the rural areas. Some of those trends are:

The reduction of the number of the farmers this is mainly caused by the migration of far  mers into

ot her industry sectors, the wunwillingness of the far me
as well as the impossibility to become competitive on the market with the current production level

and capabilities . This also leads to an increase of the number of elderly  farmers in rural areas .

Due to various technology improvements in the food production industry, the need for manual labor
in the agricultural sector is diminishing and the diversification of the activities on the farm hold s is
moving towards rural tourism and handcrafting

An increas e in job migrations occurs in cities because : R) the advanced parts of the rural
community leave the villages due to the better social and economic conditions in the cities ; ¥ )the
poorer population is forced to look for jobs out of the agricultural industry due to the reduced

income on small farms

An increased urbanization of rural areas as well as an increasing demand s in the service industry
which requires specific knowledge of the people who live in rural areas

The reduction of the arable areas  caused by the creation of industry and service parks . The role of
the farm is changing, as it is no longer just a food production facility, and now requires a broader
repertoire of economic, management and accompanying  agricultural skills. Thisalso represents a
need to educate the rural population which wi Il increasingly focus on the service industry .

Serbiads EU ascension and the forming of a unified reg
based on a decentralized policy, a higher participation of the population in the decision making
process and in creased possibilities for utilizing the EU funds

[1.4. The World Economic Crisis

At the end of 2008 the World Economic Crises which came to be as due to an imbalance of the
financial market, had culminated . It has now reached the real estate sector. A large p art of the
population is experiencing the consequences of the crisis as well , whether through job losses,
reduced pension funds, increased taxes and inflated prices. The main consequences on a global
scale are: a high reduction of the stock market value, | ack of funds, reduction of investments, worker
layoffs , reduction of real estate value, reduction of the consumption (primarily the consumption of
luxurious goods for now) . Besides the aforementioned consequences, two additional factors are
highly signific ant for Serbia:

. Reduction of the investments (both foreign and domestic)
. Lack of investment funds due to the reduction of cross border credits, the withdrawal of
private deposit funds and the reduction of the income of foreign funds

The reduction of the i nvestments and the lack of investment funds cause d a slew of side effects
which have a negative impact on the economy and the agricultural industry of Serbia. They can be
divided into several groups:

) The difficulties in maintaining the macro  -economic stabi lity which reduce business
predictability

. The change of the RSDvalue which increases the export risks

. The weakening of the RSDincreases the buying price of foreign equipment and production
inputs and increases the debts of the farmers

) The reduction of th e purchasing power of the population which has an impact on th e

market demand reduction
° The lack of EU and state funds can result in:



— Anincrease in taxes

— The reduction or the total removal of the agricultural subsidies on many levels (state,
province, mun icipality and even the EU)

. An increase in the fund pricing
The economic crisis wild.l negati,due ltoythe incrgase oftfundSeicingi a|d6 s a g
and many accompanying effects which decrease business predictability , consumption rates and
the availability of funds

[I.5. The worldwide increase of food prices

The grain and olfactory crop prices are rising again after decades of decline. The fruit and
vegetable prices are reaching their upper limits and sugar prices are rising again after two years of

price decrease. On average, the prices of agricultural products have increased by 75% from during

the 2000 0 2007 period. The drastic price increase which occurred in 2007 was the first since 1973 and

its unrealistic to expect it to repeat so quickly. The reasons for the food price increase can be
divided into two categories: short term (weather problems, low supply levels and panic) and long

term (bio fuel production, the weakness of the US dollar and the high oil price) . The consequences
were most harshl y felt by the poor countries which are entirely dependant on grain import in their
alimentary industry. In Serbia, there were no significant trend changes neither in the production no r
in the consumption areas

Many signals were sent (the UN appeal, the e nvironment problems, market opening threats...) and
many incentives were activated (the increased farming of deficit crops, consumption reduction, an
increasing openness for genetically modified products) in order to reduce the prices of agricultural
produ cts.

These gl obal scale processes are reflected in Serbia e
isolated, the reactions and incentives here will depend not only on the global trends but also on the
measures which local market chain participators will conduct .



The long term trend of agricultural crop prices Various scenarios for the food price reduction after the 2007
and the prediction up to 2017 increase

Wheat Maize Vegelable ol

5% L
7 -25% -

il
|

- scenarie 1: Kenstantna proizvednja blegriva na nivou 2007

Scenarie 2: Scenaro 1 + cena ulja na nivou 2007 (725)

L L L L L L L L L [l scenorio 3 scenario 2 + manlirastu zemijama Ets

1 973 2008 201 7 Scenario 4: Scenario 3 + nastavak apresijacije dolara sto znaci da je dolar v 2017 na vrednosti od 10% nego sad

. scenaric 5: Scenario 4 + prinosi su povecean za 5% do 2017 godine

Source : FAO/OECD Food Outlook 2008

FAO and the OECD both predict that the food pric es will reduce by 25 -45% depending on the
strength of the US dollar, weather conditions, oil prices and bio fuel demand. This reduction has
already occurred in part, because the input sellers, producers, processors, retailers and consumers

have already rea cted to the incentives and the signals which were sent by the market and various

non -market reactions.

The increase in food prices will not significantly influence the implementation of the National
Program because the prices are already stabilizing due to the reactions on the incentives




lII. THE GOAL AND MEASURES OF THE AGRICULTURAL POLICY

llI.1. Increasing the competitiveness

Goal no. 1: To build up a sustainable and efficient agricultural sector which can compete
on the world market and thereby improve the GD P

Competitiveness refers to  the concept of comparing the abilities and the performances of a
company, a sector or a country to sell and acquire goods and/or services on the given market.

The agricultural industry of Serbia is facing many problems which are primarily of low investments,
which caused low competiveness and falling behind similar countries . There are production lines
and individuals which have competitive products , because competitiveness is build upon the
application of skills, and individual creativity during the adaptation to new conditions. The new
conditions for Serbiads a g rThasadorditionsareaefleeteddnlthre shiftdrgm f or mi n
the centralized, planned agricultural production (where the bulk of the responsibility lie s with the
State) to the market oriented agriculture (where the individual carries the bulk of the responsibility)

New integration processes (EU and WTO ascendance) will further change the industry conditions

which will be reflected in the increased liber alization of the agricultural market and the demands for
higher competitiveness . An increase in competitiveness is reflected by the improvements in the
loving standard during a long term period. Competitiveness can be improved through the
investments conce rning equipment, new technologies and knowledge

The significance of the need to improve the competitiveness has been well understood in Serbia ,
both in the government institutions as in the academic circles and with the commercial farmers . It
has been rea lized that the state of the agricultural industry needs to be improved. This should be
achieved by improving the structure of the farms, the quality standards, the marketing of agricultural

and alimentary products , the fund and land market and the educatio n. Only by improving their own
competitiveness can the Serbian farmers survive and advance to the highly competitive EU market

Specific priority goals for the 2010 6 2013 period

. Establishing the support institutions o the Payment Agency and the Extension Service
. Increasing the investments into the rural development sector
) Improving cooperation and creating common programs with local institutions for
supporting the farmers and acquiring investors for the processing sector
. Forming the conditions which are n ecessary for the commer cial credit and finance sector
to meet the farmer demands for short, mid and long term credits
. Encourage competition with the goal of improving the quality of agricultural inputs
. Improve the efficiency of the use of the state owned a rable soil
0] Improv e the implementation of the Arable Land Law with the aim of making the municipalities
complet e the relevant procedures within the legally defined timefram e.
0] Develop credit lines in cooperation with local municipalities through forming | ocal funds for
agricultural development
0] Support farmer projects related to building production processing and storage facilities, as well
as the acquisition o f new equipment through investment and credit support measure S

0] Continue subsidizing the acquisitio n of agricultural inputs (fertilizer, seed and fuel)




c: c: cC: c:

Increase the control and  penalty measures concerning the sale of low quality agricultural
inputs by the producers, importers and retailers

Reduce the production risk by introducing subsidies for insuran ce policies and adopting the
regulator for agricultural damage reimbursement (i.e. from natural disasters)
Continue supporting the implementation of agricultural and processing safety and quality

standards (HACCP, Codex Alimentarius, ISO, GLOBALG.A.P.)

Support the programs which are aimed at value improvement (integrated and organic
agriculture, product branding)

Establish operational and harmonized control systems in line with EU standards for products
with added value.

Promot e Serbian agricultural product s at international agricultural fairs
Improv e the Extension Service
Provide market information to the interested parties

Support programs for improving the soil quality (calcification, systematic fertility control
improving soil quality etc.)
Support farm er cooperatives and farmer associations through investment lines and

management support

Main indicators

IPARD funds are available to farmers and agricultural processors

Annual agricultural sector investments are rising by over 5% per year (the number of t ractor
vehicles, (5%) built up storage and processing facilities (10%), irrigation systems (10%), direct
investments to the agricultural processing sector (10%), new fruit and vineyard plantings
(8%)

The total amount of agricultural credits is increased by 20% in comparison to the year 2008
The number of non -standard samples during fertilizer and seed controls is below 5%

The export of agricultural products during the 2009 8 2013 period is increased by  25%
Mineral fertilizer use is increased by 5% per year

All laws defined by the action plan for the EU ascension are adopted

A national system for brand -marking alimentary and agricultural products with the
Protected Designation of Origin (PDO)




l11.2. Food safety

Goal no. 2 : Provide food products which satisf y the consumer needs in terms of product
safety and quality

The realization of this goal should lead to : an increased consumer confidence, higher profitability
and competitiveness of the alimentary industry, export improvement which are the result of meeting
the terms of the target countries , replacing imported goods with domestic products of the same
quality level, reducing control costs and thereby making production cheaper, providing
international integration (EU and WTO membership)

Building a comprehensive, coordinated and integrated national plant and animal disease
monitoring system is the key for preserving the health of animals, plants, humans and the
environment , as well as for producing safe food. The biggest problem with this goal lies with the
institutions which should contribute to food safety by enforcing legal regulations and improving the

control service activities . However, at the same time it is necessary for all participants in the market
chain to contribute toward the fulfillment of this goal. Extension and Research services have an
important role regarding the education, awareness raising and information dissemination within the

market chain . Various structural measures can also improve this goal through supporting investments

into modern facil ities which en sure higher food safety standards.

The indecisiveness of the State institutions concerning the jurisdiction assignment regarding food
safety, (common regrouping of the inspectors ), the delays in forming the relevant laboratories , low
knowled ge level about the functioning of the food safety chain and many other system problems

indicate the necessity of better regulation regarding this goal.

Specific priority goals for the 2010 6 2013 period

. Establishing a system of reference laboratoriesint he food safety chain
. Full implementation of the integrated border management strategy , especially regarding
the jurisdiction of the veterinary and sanitary inspectors
. The introduction of plant passports.
U Establishing the reference food safety control labo ratories
U Adopt all necessary sub -regulations related to the Food Safety Law and begin their
implementation
1] Establish and improve the necessary registers for entities in the food and animal feed
producing industries and
1] Strengthening the extension and inst itutional support for entities which  are in the human food
and animal f eed industries end ensure the implementation of the food safety standards
0] Expand and improve the animal marking system
0] Build up the capacity of state institutions for creating the monit oring program and participating

in the EU and WTO institutions




Main indicators

. All conditions for milk export into the EU are fulfilled and the license has been awarded to
several milk producers

) The Food Safety Laws defined by the Action plan for the E U ascension have been adopted

. The necessary registers ha ve been formed . Producers who are non -compliant with the
food safety regulations are being excluded from the market

. Multiannual and annual control and monitoring programs from each area have been
adop ted

° The National Codex Committee has been formed



[11.3. Supporting standards

Goal no. 3: Ensuring the life standards support for people who are dependant on the
agricultural industry but are incapable to follow the economic reforms

One thing that is specific  for the agricultural industry is the fact that a certain portion of the

production is being used for own needs.SomedamsiareGos bei n¢
market oriented and cannot be competitive whether due to their capacities or due to bein g
located in areas which are unfavorable for agricultural production. This category mostly consists of

older people which live from their pensions and/or land parcel renting. Their agricultural production
is meant solely for own use

Therefore, it is impo rtant to define a policy which will not apply to everyone, but will be aimed
toward the needs of certain groups and form different measures for different farm categories,
according to the amount and the type of their production

Those who wish to compete a nd constantly improve their production should be supported though
competitiveness improvement policies . On the other hand, those who produce solely for their own
needs and are unable to become competitive should be granted income support measures.

The easiest solution is to classify the farms into two groups according to their market orientation
commercial farms and non -commercial farms. Commercial farms are market -oriented and adapt
their production to the market demands. Non -commercial farms only produc e to cover their own
needs yet agriculture remains their sole source of income

Income support measures should provide a higher life standard for non -commercial famers  which
would substitute their market share.  This support should be aimed only toward tho se who are having
adverse conditions for agricultural production (i.e. due to old age or unfavorable areas) and are

unable to effectively compete on the market.

Specific priority goals for the 2010 6 2013 period

. Reducing the number of non  -co mmercial farms
. Improve the system of pension, health and social insurance of the farmers

U Supporting the members of non -commercial farms which fulfill the age criteria through Income
support measures

U Providing support for non -commercial farmers during land allocation towa rd the market -
oriented farmers

1] Research methods for reforming the pension, health and social insurance systems of the
farmers in cooperation with other government institutions and adopt those policies

Main indicators

. The number of non -commercial farms has been reduced by 10%
. The number of contracts for land allocation has been increased by 15%
. The reform of the pension, health and social insurance system has been adopted by the

Government and its implementation has started



l11.4. Village development
Goal no. 4: Ensuring the support for the sustainable development of villages

The development of villages encompasses a much wider area than merely agricultural
development. The development policy extends above the farms and the producers. Village
development can be v iewed as a compilation of various social and economic activities defined by

the rural development policy and aimed at village areas. Basically, this encompasses all activities
which are aimed at improving the living conditions and the industry in villages. These activities are
most often: investments into agricultural production and processing means, building and restoring

the village infrastructure, education of the village population, improving village tourism, promoting
traditional and cultural values, e  nvironment protection etc.

The main problems which have been slowing down the development of village areas for a number

of years are connected to the migration of village population toward urban areas, unfavorable age

structure of the village population, insufficient investments into village development, commonly
association agriculture with village development , thereby ignoring other industries which contribute
to the village development (village tourism etc.)

It is necessary to devote special attention t o the fact that different regions are at different rural
development stages and therefore require different support measures.

Specific priority goals for the 2010 6 2013 period

. Furthering the building of regional and local rural development support instit utions

. Increase the cooperation between the MFAW and the local municipalities with the goal of
improving rural development

. Increase the rural development investments

. Channel the support toward diversifying the rural region activities

1] Adopt a Rural Develop ment Program which will define the goals, measures and activities for
village development

1] Establish support measures aimed at diversifying the activities in villages

U Organize capacity building programs for rural development support through regional and
loc al institutions

1] Support local incentives and activities aimed at village development (cultural, tourism related
and other activities)

Main Indicators

. The public network for rural development support has prepared over 50% of the projects
which were granted  IPARD financing

. The infrastructure and activity diversification support competitions have been published
and carried out

. The number of contracts for rural development with local municipalities has increased by

50% from 2009 and rise by 10% per year




[11.5. Environment protection

Goal no. 5: Protecting the environment from the negative effects of agricultural production

In Serbia, there is no specific agricultural policy for ecosystem protection, natural habitat protection

and endangered species protection. Agric ulture has not been analyzed as a potential source of
negative influences on the environment, nor has this been legislatively regulated. Agricultural factors

are not included into the environment protection policy. A general environment protection policy,
without taking agriculture into account, does not provide a sufficient level of protection in arable
areas especially considering the demanding EU policies

Environment protection policy is conducted through agricultural ecologic programs for which there
is currently a lack of interest in Serhia . Consi dering Serbiads desire to
establish new and harmonize existing standards with the EU policies and define the basic course of
the environment protection policy which are specifi c to the agricultural industry
Specific priority goals for the 2010 6 2013 period
. Define an environment protection policy related to the harmful effects of the agricultural
industry
. Begin the preparations for introducing the nitrate directive
. Improve the cooperation with the Ministry for Environment Protection by forming long term
workgroups
u Establish the support for farm investments which are aimed at pollution reduction and ad opting
the EU standards
u Support the development of organic agriculture through investment support for the certification
process and the implement ation of Good Agricultural Practices (GAP)
U Improve the database of all entities which deal with organic agricultural  production
1] Establish legislative support for introducing GAP and support the introduction of related budget
funds
1] Develop GAP principles aimed at soil, water, air and animal protection.
U Develop Guidelines for Integrated pest management
1] Develop strategic, legislative, administrative and technical instruments for controlling the use
of Genetically Modified Organisms (GMO) and reducing the respective risks
U Categorize the existing genetic resource support . Adopt the National Program for the
conservation of genetic resources  and obtain support for its implementation
Main Indicators
) Mutual workgroups are formed , the work plan has been approved by both Ministries and
their activity has started
. The National Program for conserving the genetic resources has been adopted
. A new support system for the genetic resources has been adopted
. The organic agricultural areas are increasing at a rate of 20% per year
) The number of Global Gap compliant farmers has increased tenfold in 20 10 when

compared to 2009
. The strategy for implementing the nitrite directive has been adopted and the informing of
interested parties regarding its effects has begun




[11.6. EU ascension

Goal no. 6: Preparing the agricultural industry of Serbia for the EU integration

Due to the increasing number of the EU member states, the EU market has increased along with the
developm ent chances for the EU agriculture . These changes have, among other things, caused a
change in the EU agricultural policy , which is primarily reflected in a reduction of R the market
measures, minimizing the impact of support measures on the production and the increase of the
rural development support

On its way to the EU, Serbia will have to adapt to a number of EU policies, regulations and standards

which will significantly alter the situation in the Serbian agricultural industry. The economic goals

which are determined by the Copenhagen agreement which defines the criteria for obtaining th e
EU membership include :

) Establishing and maintaining a market oriented economy which will be capable of
integrating into the market economies of the other member stat es

One of t he preconditions for the transformati on of
oriented industry requires a number of changes and adaptations, mainly related to the ownership

structure, the relationship between the State and the produce rs, the development of market
information systems , strengthening the extension service as well as the improvement of legislative

regulations which will enable the proper functioning of market instruments.

. The capability to handle competition so that the s tate economy damaged tdueb e
to the import of commodities upon entering the free market

This is the largest challenge for Serbian agriculture. Therefore, most support measures for agricultural

production have the end goal of forming a strong economy w hich is capable of handling
international competition. Once Serbia becomes a part of the EU free trade zone , competitive
products wil/| be the strongest means for success of

future development.  Serbia already ha s some products which are competitive on the international
market. However, it is necessary to raise the awareness about the following of market trends and
adapting to the market demands as well as evaluating the decisions concerning the import and
export of certain commodities

. Worldwide a dapt ation to the EU rule set and practices

The common set of laws, regulations and procedures under which the EU functions is known as

Ocquis Communautaire . In the area of agriculture it covers three groups: legislative standards,
Common Agricultural Policy (CAP) and so cal |l ed 0 s Legislative standards vihicmades 6
relevant to the agriculture are very massive, and encompass a  nhumber if areas ranging from animal
and plant health, food safety, product marking and consumer protection . The EU CAP regulates the
mechanisms by which the central agricultural budget of the EU functions. Al t hough Serbi a
obliged to have adher e to the CAP, it must work on developing and testing various mechanisms
related to the CAP implementation before becoming an EU member state. Serbia cannot use the EU

structural funds pr ior to obtaining EU membership. However, after establishing certain me chanisms ,
Serbia can use a form of pre -ascension aid through a system which resembles the structural funds.
Therefore, it is necessary to quickly work on the implementation of these mechanisms

The implementation period of this Program will be accompanied by the EU ascension process which
is reflected through the  Stabilisation and Association Agreement (SAA). The SAA is the first step
toward the integration of West Balkan countries into the EU. It is implemented through the forming of

free trade zones betwe en the EU and the candidate countries, as well as toward the process of
harmonizing the legislative framework of the candidate country with the EU counterpatrt.



For Serbia, the SAA primarily means public confirmation of the existing benefactions for export ing on
the EU market , as well as a liberalization of the domestic market for the EU products. From the
political standpoint, the application of the SAA is a considerable step forward for Serbia which sends

a clear signal about the political orientation of the country.

Considering the complexity and the duration of the EU integration process , and the fact that the
agricultural sector is one of the most demanding areas with regards to the regulation harmonization ,
it is necessary to have a well organized appr  oach of the MFAW in the process . The activities which
the MFAW will work on during the period preceding the full EU membership are

. Legislative harmonization

. Establishing new institutions
Staff reorgani zation

. Constant staff training

Harmonizing the Serbian | egi sl ati on with the EU counterpart i
EU integration process. Considering the fact that roughly 10,000 regulations from the grand total of
27,000 come from the area of agriculture, (agriculture, rural development, food safety , veterinary
and sanitary policy, fishing industry ) the significance of this task is evident . The lead document in this
harmonization process is the National Program for Integrating the Republic of Serbia into the EU (NP
which represent a multi  -an nual plan for harmonizing our legislative framework with the EU regulations

until 2012. At t hat poi nt, it is predicted that Serbiabs

counterpart . To ease the task, the EU regulations have been divided into s eparate chapters.
Chapters 11 (agriculture and rural development) , 12 (food safety, sanitary and veterinary policies )
and 13 (fishing industry ) are related to agriculture in a wider aspect

In the ensuing period, the MFAW needs to carry out the following activities concerning th e legislation
harmonization process

. Buil d up a system of foll owing and har moni
counterparts. This system should be capable of showing which part of the EU regulations
has been transferred to the  Serbian legislative framework at any time . It should also form a
monitoring system for tracking specific laws within the harmonization process and point out
the priorities

. Provide constant training for  jurists which work on the regulation harmonization

. Synchronize the activities according to the NPI priorities

Establishing new institutions is an important part of the agricultural integration process. There are
numerous institutions which need to be built up in accordance to the EU model and which have not
existed in Serbia until now (Payment Agency, budget control institutions, etc.) . It is necessary to
obtain the information regarding the number of people who need to be either transferred from

other state institutions or employed. The second element is th e cost of these institutions. This data
needs to be known before the establishment of the institution so that the funding could be planned

ahead.

Staff reorganization encompasses the successful planning and organization of all employees within

the MFAW. |t is necessary to carry out an analysis of the current state and based on the priorities
define how the Ministry will be designed until the EU ascension. The way, it is possible to obtain the
information on the number of new employees and their roles and e stimate whether it is possible to
transfer some employees from obsolete positions to new work positions

In accordance to the NPI priorities, it is necessary to carry out staff training both horizontally and
vertically , in order to increase their capabili ties for participating in the agricultural integration
process. Horizontal training encompasses teamwork, foreign language studies, project composing ,
EU functionality and computer work. Vertical training would be focused on building the knowledge

capacity of the employees in certain areas of work. Il tds very significant
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training in cooperation with people who work on the harmonization procedures in order to
determine the training priorities .

1. 7. WTO ascension

Goal no. 7: Adap t the domestic support and trade policy to the WTO standards

Parallel to the EU ascension process, Serbia is also in negotiations about joining the WTO . Considering
the fact that the implementation period of this Program corresponds to the WTO negotiation period,
the Program implementation will be determined by the results of the negotiations. In any case, the
measures and policies which are described within this Program are WTO compliant. Therefore,
entering the WTO and accessing a larger market can only speed up the implementation of this
Program.

The significance of Serbiads WTO ascension is reflecte
153 member countries , which make up 97% of the total world product trade. After receiving the full

WTO members hip status, Serbia can benefit from a significant increase of the number of direct

investments. On the other hand, Serbia will be bound to the liberalization of the domestic market, as

wel | as | imiting the agricultural lwrdahee ¢otthe WU pbkiciesw h i ¢ h  a
(price subsidies, export subsidies etc. ). The exact degrees of these aspects will be the subject of

negotiations.

The WTO membership wildl require several significant c¢heé
. Reducing foreign pro tection
. Reducing domestic support directly connected to the production
. Removal of export subsidies
. Removal of certain nonOcustoms barriers which Serbia currently employs
All of the aforementioned reductions will be carried out through phases , in order to e nable the

domestic industry to adapt to the new conditions.



IVV. FINANCIAL PLAN

IVV.1. Agricultural budget

Funds for the Program implementation are provided from the budget of the Republic of Serbia as

funds in the item of the Ministry of Agriculture, F  orestry and Water Management and additionally
from donor funds. The role of the budget is to support the fastest possible realization of defined
objectives. It is precisely for that reason that it is necessary to adjust the amount of the agricultural

budge t to the actual needs of agriculture and the country's capacities. Unfortunately, a trend of
nominal budget reduction has been present in recent years and consequently the reduction of

share in the total budget. Similarly, the agricultural budget is lower compared to competitor
countries. It is precisely for that reason that the agricultural budget should be increased in the
following period and reach a level of about 5% of the total budget after 2013 (4.2% in the following
three -year period), which is an i mprovement in relation to the existing level, but still lower than the
countries with which the agriculture of Serbia competes in the same markets. The reasons why it is
necessary for the agricultural budget to be increased are:

) The need for increasing the  competitiveness and establishing strong market instruments in a
sustainable manner in a relatively short period for the purpose of meeting the conditions for
full membership in the EU.

. The need for regarding agriculture as comprehensive rural development that includes not
only agricultural production but also all other aspects of development, including
environmental protection.

The 201002013 budget projection is planned with an assumption of increase in Gross National
Income (GNI) defined by the Budget Me morandum and the plan for Serbia to become a candidate
country in 2010.

Realised and planned levels of Agricultural Budget and its share in total budget
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In addition to the size of the budget, the spending structure of the funds is also important, i.e. its
efficiency, which implies realizing the most favorable economic effect on the development of
agriculture possible with the least funds possible. In order to achieve this, the budget structure will go

in the direction of:




. Increasing the share of structural support directed to increasing investments, introducing
standards, finding new markets, realizing the added value of products through organic

production and protection of geographical origin of products

) Decreasing the share of administration costs

. Increasing the funds intended for rural development

. Keeping the nominal level of support to agriculture lending but reducing its share

. Reducing export subsidies until they are completely abolished

) Reducing the share of income support

) Increasing the funds intended for the improvement of food safety standards through the
eradication of plant and animal diseases

. Increasing the funds intended for support to agricultural research, transfer of knowledge
and market information

) Continuation of market support to subsidizing inputs by means of payments per hectare

and head of cattle

IV.2. Use of additional funds

In addition to the Republic agricultural budget, the Autonomous Province of Vojvodina as well as
the majority of municipalities also provide funds for the development of agriculture and rural areas in
Serbia. In addition to them, a significant number of donors also support the sector development
through various projects.

By meeting the conditions for the use of funds of the fifth component intended for rural
development of the IPA funds  will be provided for 1) improving the competitiveness of agriculture
and processing industry, 2) protecting the environment against harmful pollution resulting from
agricu ltural activities and 3) investing in rural development.

All these funds should be directed to the realization of the objectives defined by the Agricultural
Strategy and the National  Program . The aim is for them to be directed through official channels an d
institutions - national, provincial, regional and local - because the sustainability will be best provided

in this way. In addition to this, it is essential to have coordination between different projects in order

to achieve a synergistic effect but also avoid duplication.  Furthermore, t he aim is to invest these
(provincial, local, donor) funds in the realization of the following objectives related to the building of
capacities of institutions and farmers:

Institutional capacity building

) Development of advisory service, governmental as well as private

. Education of young people and additional education of farmers

. Agricultural research directed to increasing the profitability of agriculture and its
application in practice

. Increasing the capacity of inst itutions for the purpose of adequate adoption,
implementation and control of agricultural policy and food safety policy

. Improvement of rural financing

Capacity building at farm level

. Improvement of production and marketing capacity of producers by means of investment
and technical assistance

. Unification of farmer organizations (cooperatives, associations)

. International and regional association at all levels

o Improvement of rural infrastructure

. Brand promotion and  positioning



. Projects directed to the re duction of harmful consequences of agriculture on the
environment

IV.3. Measures for improving agricultural policy implementation

In addition to the adequate definition of agricultural policy and provision of funds for its
implementation, it is also important t o create procedures as well as capacities for its quality
monitoring, analyzing , implementation and control. The stakeholders should at all times have access
to the information about the status of their case and the manner of spending the budget funds. The

activities of the Ministry in the period of the following four years will be directed to:
. Planning the measures and necessary budget funds for several years.
. Making an inventory of all budget transfers for agriculture of the Ministry of Agriculture as
we Il as other ministries, provinces, municipalities and donor funds directed to agriculture.
. Analysis of the effects of all these measures, which will point to their positive and negative
sides and make them accessible to all stakeholders.
. Classification a nd grouping of measures of support to agriculture by different category

(beneficiary, payment form, product, type, purpose, objective) and methodology
according to the internationally comparable classifications (WTO, OECD, EU) and their
continuous monitori ng by classified group.

. Preparation of public reports and information about spent budget funds and analyses of
agricultural policy.

. Institutional definition of information about spent budget funds, realization of objectives
and measures of agricultural p olicy defined by the Agricultural and rural development
Strategy, the Agriculture Law, the National Agricultural Program for a four-year period and

the Annual Program of Budget Expenditure by publishing a Green Book of Agricultural
Policy Analysis.

. Building of capacity for policy definition, implementation, monitoring and control,
especially for:

— Assuming the EU policy in the future

— Analytical capacity for programming and analysing agricultural policy

— Management of public policies and modern management p ractices
— Reviewing and establishing procedures for the selection of beneficiaries

— Control of implemented measures

Provide a stable and certain multiyear agricultural budget and measures of support to rural
development.



V. MARKET CHAIN DEVELOPMENT

There are many challenges which Serbian agricultural policy creators, agricultural processors,
producers and consumers must face during the next four years. The changes which will occur due to

the increase in competition based on the WTO ascension and SAA applicati on will significantly
influence the agricultural industry. Therefore, it is necessary for all participants to be able to adapt to

the new conditions and to remain competitive. The biggest challenges in the market chain
development during the following peri od are:

. Including small scale producers into modern market chains
. Increasing the competitiveness on the production, processing and investment levels
o Implementation of EU standards
There are many tasks for the state appointed agricultural policy creators w hich need to take care of

the social, regional and rural development. This policy cannot be implemented without close
cooperation with local development factors such as provinces, municipalities and regional
development agencies. The MFAW and the Governmen t of Serbia should cooperate with local
communities and focus their market chain development efforts into:

) Adopting and implementing the standards which enable producers to gain more profit
from their products (integrated and organic agriculture, product b randing etc..)

. Ensuring that legislative protection is fair and does not favor any single group within the
chain

. Elimination of the illegal market which basically creates unequal conditions for the
participants

) Development of the policies and legislative regulations which will establish a competitive
business environment for investments, both at the state level as well as at the local level

. Separation of agricultural policies from social policies in order to avoid market distortion

. Development of the physi  cal and market infrastructure with consultation with it 's producers,
companies and other interested parties

. Supporting the establishment of representative organizations

. Providing market information throughout the market chain

*The processing and the wholes ale sectors need to be oriented toward an increased demand
through lowering prices and discovering new markets. They should focus their activities toward:

. Adopting and standards and implementing a quality grading system

. Improving the organization withinth e market chain

. Investing into facilities and the development of the entire market chain

. Building long term relationships with producers based on trust and partnership

. Promoting and accessing other markets

) Improving horizontal cooperation with their colleag ues in order to achieve common goals

Producers must focus on the market more than on the state and learn about market business rules. If
the producers want to improve their market position they need to:

. Improve their knowledge and information access capab ilities



. Adapt the investments toward the needs

. Improve the cooperation with the processors and other producers

The willingness of the consumer to pay for a certain product is a means of power which the
producer defines the entire market chain. Therefore, the producer is actually at the end of the
market chain and therefore must:

. Encourage the development of a quality classification system

. Insist on producing safe, healthy high quality food

. Lobby for reducing the cartel and monopolistic behavior



VI. SECTORAL ANALYSIS - DAIRY INDUSTRY

VI.1. Significance and basic trends

Milk production in Serbia is one of the most important agricultural industries; it was in the past, it is

now, and it also should be the backbone of agriculture and rural development of Serbia in the
future, as a part of the Common Agricultural Policy of the EU. The significance of this sector is
reflected in the fact that milk production is:

. Among the sectors with the highest value of primary production of over EUR 500 million per
year, which is additionally significantly increased by processing

. A sector that includes over 280 thousand producers, thereby contributing significantly to
the rural development of Serbia

. A sector that is important, due to significant consumption in terms of quantity and nutrition,
for the country's food safety

. A sector that is the most demanding regarding the standards that should be met in the EU
accession and therefore it may be one of the greatest obstacles to the accession of
Serbian agriculture to the CAP

. A sector i n which Serbia has significant potential for further development

However, the trends taking place in the sector are not going in a direction which promises that

Serbia will be on the list of important producers of milk and dairy products after joining the EU. Quite
the contrary, they show that milk production is full of structural problems and that it is high time

serious reforms were introduced in the sector, which would increase its competitiveness and make it
possible for a sustainable growth to begin f ~ rom the negative trends of decrease/stagnation.

VI.2. Policy objectives

Dairy industry is a production whose development needs time and perhaps, as in no other sector,

long -term predictability of policy. Therefore, this programme will define the objectives, me asures and
activities to be undertaken during 2010 d 2013, with the aim of improving the dairy industry sector
and introducing higher predictability in production. In addition to the basic objectives in the

development of supply chains defined by this Prog ramme, specific objectives for this period include:
. Improvement of the genetics and increasing the milk production capacity
. Il ncreasing the herd size and improving the farmers
. Improvement of milk control
. Obtaining licences for exporting p  asteurised and sterilised milk to the EU

VI.3. Supply chain of milk production

Despite significant government investment in the sector during the past years, through market and
structural measures, the situation in milk production is unsatisfactory because the policy was partial,
inadequate and had no continuity. Therefore, there is a desire to define a comprehensive
development policy in the form of the 2010 8 2013. Operative Programme of Dairy Industry
Development, i.e. to observe the sector along the entire supply chain.



Cash allocation from the agricultural budget for measures in dairy industry (RSD million)

Measures/ year 2004 2005 2006 2007
Market measures 1 3,078 3,194 2,348 1,406
Structural measures - 121 144.5 -

Market measures & milk premiums, exp ort subsidies
Structural measures & support to milk farm establishment, purchase of equipment (lactofreezers and milking
machines)

VI.3.1.Input provision

Competitiveness in milk production is largely dependent on the possibility of access to competitive,
in terms of price and quality, inputs of fodder and quality diary cows as well as inputs related to
hygiene in production and processing.

*Improvement of dairy cow feeding

Dairy cow feeding in Serbia is predominantly based on feeding with concentrated feed (4 %), silage
and bulk feed (72%) and pasture (24 %).

Failure to exploit the possibility of more significant use of pasture and production based on mixed
feeding or feeding with silage and bulky feed is a characteristic of milk production in Serbia. The
prod ucers should be encouraged by the measures of agricultural policy to reduce production costs
by introducing the optimal feeding for the raising area.

Although there is knowledge of optimal feeding solutions, which are more profitable for the
producer, the re is frequently a problem of failure to exploit this knowledge and possibilities.
Sometimes the reasons are a lack of machinery and equipment and sometimes a lack of
knowledge transfer.

a Differentiate the support for specific regions (highland regions and regions with less favourable
conditions) for agricultural production and adapt support measures for the improvement of
feeding in dairy industry to this policy so that the purchase of machinery and equipment (roll
wrap balers, silage pits and similar)woul d be subsidised and projects aimed at knowledge
transfer and improvement of feeding financed.

Improving the production of concentrated fodder

Production of concentrated fodder in Serbia is characterised by:

) Significant annual fluctuations in price and qu ality caused by:

— large year -on-year variations in farming production crops and areas

— high tariff protection, which prevents price reduction in high -price years
. Market without competition (production, imports and sales) in soybean meal
. Increasing the qu ality of processing in the last few years through significant investments by

concentrated fodder producers

) A large number of small producers that do not meet the standards and have no continuity
regarding quality

*

Comparative price of soybean meal in Ser bia and Prices of soybean meal in different markets
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Improving the breed structure of dairy cows

It is obvious that the breed structure of dairy cows has improved in recent years. It is a consequence
of:

. Decrease in the number of cows, while selecting the higher -quality ones
. Encouraging farme rs to keep high quality breeding animals
) Import of in -calf heifers during the previous few years

The breed structure improvement trend takes place as a reaction to the market business conditions
where small producers reduce their herds leaving higher -qua lity cows (predominantly in Central
Serbia) while large producers, which have investment resources, must improve their herds' breed
structure in order to have profitable production and frequently do so by importing (predominantly in
Vojvodina). Thus, poor business conditions in the dairy industry had a positive impact on improving
the breed structure for milk production, but nevertheless, on average, the prevailing breed structure

in Serbia largely lags behind that in the countries in which this sector pres ents a significant branch of
production. Therefore, significant market measures are necessary that will make investments
profitable, structural measures that will increase investments and improve the knowledge and
institutional measures that will set a bre eding system whose purpose will be an improvement of
breed structure and milk producers rather than the existence of institutions implementing them.

Ratio of the number of cows and in  -calf heifers and the Ge ographical distribution and trend of decrease in
average milk yield per cow for purchased milk the number of cows and in  -calf heifers in the 2000 -
2007 period
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There is no economic reason whatsoever for the prevention of imports of quality breeding material,
live animals or semen. Therefore, imp orts should be limited by health safety only.

Imports of breeding cows in Serbia

Year 2004 2005 2006 2007 2008

No. of cows 13 2640 1239 1456 3011

VI.3.2. Milk production

Basic trends and characteristics of milk production in Serbia:

. Milk production in the Republic of Serbia in the last six years has not changed significantly
or, more precisely, the quantity of produced milk was 0.5 % higher in 2009. compared to
2000.

. Decrease in production is significant in Central Serbia, while the production incr eases in
Vojvodina

Milk production trend in Serbia and geographical distribution
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. Purchase of milk in dairy plants increased significantly (by 47% compared to 2000)

) Stabilisation of purchase and consumption of milk through dairy plants to a bout 825 million
litres, excluding 2006 when lower quantities were purchased due to transfer stock and
inability to export

Total production and purchased quantities of milk in dairy plants, million litres
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Significantly higher quantities are purcha  sed in lowland than highland regions (87%/13%) but

there is a similar index of purchase growth in dairy plants in both regions

. Despite the decrease in the percentage share of milk used and processed outside dairy
plants, this percentage is still extremely  high and accounts for just under half the total milk
produced, which presents a significant impediment in safety and quality control but also in
adapting to the CAP
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) The number of milk producers delivering milk to dairy plants decreased more than 2.5 t imes
compared to 2000 although the purchase increases, which means that the size of the
farms from which milk is purchased increases significantly, which is a consequence of
market business conditions but also the policy of particular dairy plants not to p urchase milk
from small farms.
No.of milk producers and average production per producer in the 2000. 6 2008. period
Year 2000. 2001. 2002. 2003. 2004. 2005. 2006. 2007. 2008.
No. of producers 165.000 | 155.000 | 140.000 | 135.000 | 125.000 | 92.857 | 62.679 |65.534| 71.000
Average milk production per
farmer delivering milk to dairy 9,18 10,63 13,66 14,40 16,68 20,84 30,65 34,05 31,56
plant

There is a significant seasonality in milk purchase during the year, caused by the switch to

winter feeding (dry summer) and i

nsufficient feeding with concentrated feed, which has as

a consequence differences in milk purchase in all months during the whole year, which

occurs due to a lack of contracted production and fragmented production (then a large
number of farmers who have

few cows do not deliver milk to dairy plants but process it in
their household for their own needs and market needs, and since 80% of milk producers
own 1 to 3 cows and at the same time sell their milk to a dairy plant, there is a significant
decrease in p urchase).




Purchase of milk per month during 2008.
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. There was an
improvement of
conditions  for  milk
production with the 90000 7
construction of modern 33222
cattle keeping and 60000
milk production 50000 1
facilities, but still the 40000 1
majority of production zgggg
purchased through 10000
dairy plants, and 0-
particularly the
production outside the
control system, is

conducted in inadequate conditions regarding not only hygiene but also profitability, due
to significant losses arising because of the inadequate conditions in which dairy cows are

kept.

Increase in milk production

The production quantity depends on domestic consumption, possibility of exports and imported

guantities. The production will follow the demand and therefore an inc

be achieved primarily by increasing the
competitiveness of milk and dairy products
in terms of price and quality, which will, on
the one hand, decrease the price and, on
the other, meet the export quality
standards, thereby enab ling an increased
domestic demand, particularly in exports.

Domestic consumption depends on the
purchasing power of citizens and the price
of milk and dairy products. Purchase prices
of milk are the lowest in the region and
Europe, while retail prices are among the
highest, which has a significant impact on
the size of total consumption and,
consequently, the size of milk production in
Serbia as well.

rease in the production may
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The exports of milk produced in Serbia are limited to the region within the CEFTA Agreement

because of:
. Failure to meet the food quality and safety standards for exports to other markets
. Lack of interest of dairy plants in exports because they obtain a higher price in domestic
market
) Non -competitive prices of dairy products regardless of competitive prices in milk purchase

For the time being, milk imports do not present a significant threat to domestic production, but
increase every year, thereby reducing milk production in Serbia. In addition to milk imports, a

significant increase is also exhibited by po

wdered milk imports, primarily because of the abolishment




of levies on powdered milk imports for four months when, only during first few months of 2008., the
total milk imported was 42 times the amount of imports in 2006. Such unpredictable policy without
economic arguments not only decreases the purchase price of milk but also significantly reduces
milk production.

u Reduce the cost of milk by supporting investments in facilities, equipment, machinery and
knowledge

u Reduce the retail price of milk and dairy products by increasing investments and competition
at the processing level

a Eliminate the obstacles to exports to the EU

u Have a long -term and transparent tariff policy in which no ad hoc decisions will be made

based on requests of lobbies

Improving healthsafety and quality of milk on farms

The quality of produced milk lags is far behind the quality in the EU and currently only about 40% of
milk belongs to Extra Class or Class I, which is allowed by the EU rules. Due to the task complexity, the
need for co nsumer protection and adaptation to the EU regulations, enhancement of the quality
and health safety of milk produced in Serbia is probably one of the greatest challenges for

agricultural policy in the following period. Failure to improve the quality of mi Ik implies that:
. Dairy industry is not capable of developing high -value products
. There is no defence against competition from imports
. Inability to export
. Serbia may not join the EU nor may it engage in milk production at the current level

It is precisely because of this, that one of the priorities of the Ministry of Agriculture in the following
three years will be the improvement of health safety and quality of milk. The actions to be carried
out will be comprehensive and aimed at the entire supply cha in.

U Defining, adopting and monitoring the implementation of the Milk Quality Improvement
Programme, which should define the time and manner of introducing certain rules in the
legislative framework, the system of long -term support as well as the beneficia ries of that
support (only those who deliver milk to dairy plants, minimal herd size and similar)

u Changing the regulations governing milk quality

U Providing subsidies for milk quality and herd enlargement

u Providing investment support for building dairy co w keeping facilities, equipment for milking
and milk storage

u Establishing the National Reference Milk Control Laboratory

U Determine the lines in the IPARD Funds Utilisation Plan for the improvement of milk quality for
producers

a Provide consulting servicest o producers and dairy plants

VI.3.3. Milk processing

There are currently 201 dairy plants operating in Serbia, although the number of registered dairy
plants is far higher. Most of them are medium  -sized dairy plants, while large industrial dairy plant

account fo r just over 10% of the total number of dairy plants. However, despite that large share of
small individual dairies in the total number, they in fact account for as little as 4% of installed




processing capacities while medium  -sized dairy plants account for about 6% of installed milk
processing capacities. At the same time, large industrial dairy plants cover 90% of processing
capacities.

Capacities of dairy plants and capacity utilization Share in the number and capacity by dairy
plant type
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Capacity utilisation is at about 60% but it is to be expected that there will be a decrease in the

number of dairy plants and those will survive that are, in terms of their volume and/or quality of
products, able to generate profit that will enable them to have sufficient resources to adapt to the

EU standards and thus survive in the market.

As few as 270 household milk processing facilities are registered in Serbia, and in Belgrade alone
there are 987 registered market stalls for dairy product sale. Apart from the fact that the law is not
applied equally to all, such treatment helps neither milk producers, processors nor consumers in
particular.

u Determine the lines in the IPARD Funds Uti lisation Plan for investments in dairy plants aimed at
improving the quality and achieving the added value of products (Gl, PDO, organic
production and similar).

u Intensify supervision and improve the implementation of health control measures in dairy
plant s and registered household facilities.

Currently in Serbia there is great concentration of milk purchase and production in several
companies dealing with milk production, with one company having a 47.4% share in milk purchase

and over 87% in sterilised mi Ik production. This fact largely causes the purchase price of milk to be

the lowest and the price of sterilised milk the highest in the region. The Anti -Monopoly Commission
identified monopolistic behaviour but the process was interrupted due to legal defi ciencies and
court inefficiency. It is necessary to solve this problem of processing concentration by introducing
competition.

Market share of particular dairy plants in Serbia

No Dairy plant Share in milk purchase market
1/Danube Foods Group (3 dairy p  lants) 47.40%
Imlek, Impaz and Zemun 31.20%
Dairy Plant Novi Sad 8.20%




Dairy Plant Subotica 8.00%
2Dairy plant Gabac 5.80%
3/Somboled 5.40%
4|Mlekoprodukt Zrenjanin 3.90%

5-201 |Others 35.7%
[1.3.2. Prices
In the an alysis of milk prices in Serbia, a failure of the market to provide proper income distribution is
observed:
. Purchase prices of milk in Serbia are the lowest in the entire region
. Retail prices are the highest in the region. Thus, the retail price of steri lised milk in Serbia is
several tens of percentage points higher than the price in the region; moreover, the
Serbian producer price of milk is lower in the region than in Serbia
. The difference between the lowest and the highest purchase price of milk is | arge
. The trend of increase in the retail price of milk is significantly higher than the trend of
increase in the purchase price of milk
. There is a non -market significant difference between the prices in different regions and
between shop types and differen  t producers
Retail prices of milk translated into EUR
Article DELTA Maxid Belgrade Konzum & KONZUM Zagreb | C MARKET® Banja Luka
Sarajevo
HT milk 2.8 %
UHT milk 2.8 % 0.75-0.80 0.73 0.80 0.86
of milk fat
HT milk 3.2 %
UHT milk 3.2 % 0.88-0.90 0.77 0.83 0.90
of milk fat
Compa rative purchase prices of milk in the region in Milk price index
2009.
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The price just reflects the structural problems in the market. In order to get to a more realistic price
distribution, it is necessary to develop a market that will balance the supply and demand alo ng the
supply chain.

It is obvious that there is a competitive price for the products where there is sufficient competition
(yoghurt, pasteurised milk) and which are produced by most of the dairy plants. The way in which
this anomaly may be corrected ist  he reduction of tariff on imports of sterilised milk, whereby a clear
signal is sent about consumer protection, while the domestic production is not endangered because
there is significant room for the reduction of processors' profit.

On the other hand, t he producers are disorganised, there is not a sufficiently strong association of
milk producers that would be a partner to the Government and dairy plants and also have enough
capacity to lobby and negotiate for the improvement of conditions in primary mil k production and
subsequent achievement of a better purchase price.

a Reduce tariff on imports of UHT milk, which will reduce the price to the price level in the region.

u Support organisation of milk producers into a producer association and work on increasi ng
their capacity.

VI.3.4. Trade and marketing

A significant quantity of milk (around 49%) that is used directly is outside all scopes of control. Such
milk is cheaper than milk bought in the shop, richer in milk fat but, as a rule, of lower quality in terms
of hygiene and its use in unpasteurised state frequently causes diseases. It is necessary to reduce the
direct use of unpasteurised milk, which may be achieved by:

. Building a milk market that will reduce processing prices,
. Intensified control in the implemen  tation of laws related to food safety,
. Education and raising the level of awareness of harmfulness of uncontrolled milk use

The trade in milk and dairy products is limited due to difficulties in milk transport, especially fresh milk.
This fact gives local dairy plants a possibility to take part of the market in milk sales by collecting milk
from local producers, pasteurising it and selling it in local shops, which usually do not have all the
necessary conditions for adequate milk storage. Although it is ev ident that the operation of small
dairy plants will be increasingly difficult, at this moment it is significant that they cover this part of the
market because large companies are not interested in organising sales, particularly of pasteurised

milk, in mor e remote markets.

The greatest limiting factor of milk trade is obviously the inability to export to the EU market. Since the

EC regulations differentiate between different groups of dairy products (Columns A, B, C) it is
important to assess realistically for which milk processing levels (fresh, sterilised, pasteurised...) Serbia
may meet the conditions most easily and invite the inspection for these groups, on whose report the
possibility of obtaining export permits will depend. Any overestimation of dome stic capacities may
significantly postpone the process of obtaining export approvals.

a Make an analysis of compliance with the EU Directives and, based on that, make a road map
for obtaining permits for exports of milk and dairy products.

a Make aroad map for exports of milk and dairy products to the markets of third countries

0] Reduce consumption of and trade in unpasteurised milk by building the milk market, by

consistent implementation of the law on food safety and by providing education and raising
the | evel of awareness.

Serbia has dynamic trade in milk and dairy products, particularly among the CEFTA countries. During
2007, durable milk and cream were the most exported products, while powdered milk was the most




imported product; its imports were almos  t insignificant but due to the abolishment of import levies
towards the end of 2007 and at the beginning of 2008, this is the

Exports of milk and dairy products by product group Export destinations
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The values of imports and exports increase constantly but the imports increase at a faster rate than
the exports. By signing the Stabilisation and Association Agreement, these trends will probably
accelerate even more due to a reduction in the tariffs on imports of products originating from the
EU. Since most of the imports come precisely from the EU countries, the expectations are that the
consumers will get cheaper products but that the trade balance will deteriorate.

The pace of milk and dairy product liberalisation within the SAA
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VI1.3.5. Consumption
Although the consumption has been constantly increasing since 2000 it is still very low . Thus the total

production and consumption of milk per capita in 2007 was 207 litres. This is extremely low compared
to the countries of the EU and the region. For example, Denmark consumes 897 litres per capita
while Bulgaria consumes 283 litres.

In addi tion to low consumption, another specificity of consumption is an extremely high share of
durable milk in total consumption. While pasteurised (non -durable) milk is predominantly consumed
in the other countries, whereas the share of durable milk is few per centage points, in Serbia durable
milk accounts for 38% and rises constantly. Thus, the production of durable milk increased, for the last

7 years, from 53 million to 105 million litres, while the production of non -durable milk is completely the
same. The reason for such structure of consumption is the business strategy of the company that
accounts for 47% of milk purchase and 85% of production of durable milk to produce and promote
durable milk because it obviously has a monopolistic position there.

Comparison of production of particular groups of dairy Volume and trends in cheese production by type in the
products 2000/2007 in litres 2000/2007 period in litres
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Reduce the price by reducing the tariff on durable milk imports and, by that very fact, increase
the consumption of milk

Promote consumption of milk,

agricultural budget

particularly among children, through the projects financed by

VI1.3.6. Support policy

The support should be adapted to the trends that will inevitably take place in the supply chain of
milk production and sales, such as:

The support was based on premiums, head

The number of produc ers from which dairy plants purchase milk will decrease further in the
future.

The number of cows from which milk is obtained for the needs of processing industry will
remain at approximately the same level.

The average milk yield per head increases and th ere is very much room for improvement in
this area, because the average milk yield per head at the level of the Republic of Serbia is
very low.

There will be an increase in the number of cows per farm.

There is increasingly higher specialisation of product ion within farms.

Dairy plants will increase their production in accordance with market needs and the
increase in the citizens' standard of living.

There will also be an increase in the production of more expensive final products.
Improvement of milk quali ty will continue.

Large dairy plants will continue the pressure on farmers to increase their production,
because they will continue to increase the minimum milk quantities that may be purchased
from farmers.

There will be a decrease in the number of dairy plants and those with adequate product
quality will survive in the domestic as well as foreign markets.

-based payments, and investment support. The premium

had its advantages and disadvantages:



. (+) The quantity of m ilk that was sent to dairy plants for processing increased steadily year
after year, whereby the quality of delivered milk increased because the dairy plants paid
higher price for higher milk quality. This was an incentive to the farmers to work on the

imp rovement of milk quality and quantity.

. (+) Total milk production slightly increased, however a large quantity of milk is processed in
dairy plants.

. (+) There was an increase in herd size and increase in milk yield per head.

. (-) Dairy plants reduced the pri  ce by the amount of premium

. (-) Some resources were abused

The investment support produced the best results because in such a way the competitiveness of
producers increased, production costs decreased and the quality increased. Therefore, the future

supp ort in dairy industry should be based on:

. Payment of milk quality -related premium
. Increasing the investment support
. Head -based payments into the measures aimed at:

— Increasing herd size during the year

— Improving herd quality (increasing the quality and m ilk yield)

VI.4. Action plan

Measure

2010 | 2011 | 2012

Legislative

Adoption of the Regulation on the Quality and Other Requirements for Milk, Dairy
Products, Composite Dairy Products and S tarter Cultures

Institutional

Construction of the National Milk Labor  atory for independent control of milk quality

Support measure

Encouraging the purchase of
quality breeding cows &
basic herd purchase

Milk premium

Encouraging the construction of other agricultural facilities limited to fodder storage
facil ities

Encouraging the purchase of machinery for fodder preparation and distribution on
farm

Encouraging the purchase of equipment for milking, milk distribution and storage

VI.5. Basic indicators

. National Laboratory for Milk Quality Control in oper ation

) Price of durable milk at the price level in the region

) Improved quality of milk up to the level of 60% of EXTRA class and FIRST class
) Improved breed structure of dairy cows

. Increased milk yield per head




. Enlargement of herd size

. Obtained permits for  milk export into EU

VIl. SECTORAL ANALYSIS T GRAIN INDUSTRY

VII.1.  Significance and basic trends

The largest amount of arable soil in Serbia is being used for grain production. These production lines
(wheat, barley, rye, oats, corn, millet and sorghum) u sually take up roughly 60% of the seeded
arable areas. Corn is the most common crop with over 1.2 millions of seeded hectares, followed by
wheat with about 0.5 millions of seeded hectares. The reasons for the size of those seeded areas are:

) A significant domestic need for wheat flour and corn as an input in the milk and meat
production industries

) Low production investment, mechanization and labor requirements
. The development of the corresponding market chains and an ensured redemption
. Low investments for o n-farm storage facilities which enable large consumption for smaller

farmers which produce food for their own and local needs
. Favorable climate conditions for these production lines
. Grain cultures are a good preceding crops

Due to the large size of the ara ble areas, grain crops represent one of the most valuable agricultural
sectors with a peak primary production value of roughly one billion Euros per year which is further
increased through refinement

VII.2.  Policy objectives

The grain production industry and m  arket is very conservative, unused to quick changes and largely
bound by tradition. Therefore, besides the regulation changes which will occur during the 2010
2013 period a lot of patience and a gradual approach are necessary in order to change the
estab lished mentality. The policy goals for this period are:

) Making inputs available to the producers by lowering input prices and improving their
quality

) Increasing the vyield by improving the equipment, mechanization and production
knowledge

. Improving the st orage facilities and managing the ownership of stored grain



. Developing stock market grain trade

VII.3.  Supply chain of grain production

The grain market chain is short and usually ends on the own farm, the nearby mill or animal feed

factory. Only small amounts of  wheat (17%) and corn (10%) have been exported during the past five

years. There are few production and sale innovations and the price strongly depends on the season,

the balance requirements and the cost and quality competitiveness levels. The market chai n is
significantly burdened by barter trade which introduces a degree of uncertainty into the profit

margin due to non -transparent price expression in barter contracts. Informal consumption is very

high which damages the legal business trade and reduces th e budget income.

VII.3.1. Input provision

A significant cause of the low yields in Serbia are inadequate inputs, both by price and by quality,
and the fact that producers dondt fully wutilize the mal

The quality of the seed an fertilizer does not correspond to their prices. The main reason for this is an
undeveloped market.

Most arable areas in Serbia are seeded with domestic wheat sorts, foreign wheat sorts are almost

non -existent on the market. Until now, the reason for this were the high customs (30%) for importing

seed wheat. By signing the SAA, the customs have been reduced to 0% in 2009. Besides that,

Serbiads wheat seed mar ket i 5000 hedtases arev sddgd withnmbeahded (r ou g h
seed). Forming the conditions for the developme nt of the wheat seed market would increase the

choice and thereby the competitiveness within Serbiads

The other part of the input problem is the habit of the producers to use non -branded wheat seed.
Such seed is used by small scale produce rs who are usually producing wheat extensively (low
investments and low yields). However, roughly 50% of the wheat seed which is used in Serbia is non -
branded. The reasons for that are:

) High wheat seed prices
. Low quality of the wheat seed finishing work

The wheat seed prices in Serbia are significantly higher than those in the region and the EU. The

ration between wheat seed and commerci al wheat2.The usua
reasons for this are numerous: many brokers, inefficient e = nhancement facilities with inadequate

technology etc.

In some cases large producers enhance their own seed for their own needs which should be
resolved by the Farm Save Seed Law. In any case, it is necessary to improve the field crop control

and the quali ty examination in certified laboratories. The modernization and the establishment of

new enhancement centers would certainly help with the fulfillment of the quality improvement goal.

This would automatically increase the level of trust between the produc ers and the state, especially
concerning wheat and barley seed

a Improve the competitiveness on the seed market.

0] Regain the trust in the seed enhancement facilities by modernizing the equipment and the
enhancement technologies

0] Intensify the activities of t he extension service aimed at educating the producers about the
proper keeping of the relevant crops




An additional problem can be seen in the low use of mineral and organic fertilizer which reduces the
yields. The low use of mineral fertilizer is a consequ ence of:

) growth of fertilizer prices which isn6t followed b
. low payment capabilities of the farmers
. doubts in the quality of the sold fertilizer

As low fertilizer use limits the production competitiveness, it is necessary for the MFA W to stimulate

the sue of fertilizers through certain measures. The fertilizer price can only be influenced through
subsidies, and fertilizer quality can be influenced trough regular quality control of mineral fertilizers on

the market and trough penaltie s for selling fertilizer of inadequate quality. It is also important to
launch a campaign in order to inform the producers of the analysis results and taken measures.

u Subsidize the purchase of fertilizers.

a Improve fertilizer quality control.

0] Sanction the companies which deceive the farmers and inform the producers of the analysis
results.

VI1.3.2. Grain production

Serbia is a significant grain producer on the Europe market and the largest producer in the region.

Serbia is the 6t ranking country in Europe by arab le areas seeded with corn and the 12  t ranking
country by arable areas seeded with wheat. The grain production trends are generally stable if the
reduction of arable areas seeded by wheat which is a consequence of the significant increase of

the arable are as under more profitable industry crops (soybeans, sunflower, sugar beet) as well as

the reduction of the support which wheat traditionally received from the state.

In Serbia, corn is cultivated on an average area of 1 ,200,000 hectares with an average yiel dof4 .4
tons/hectare during the past eight years. Serbia ranks as the 15 th country in the world regarding corn
production . Average yields of wheat are about 3.5 tons/hectare.
Areas and average yields of the highest corn Areas and avera ge yields of the highest wheat producers
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However, the average yields of grains rank Serbia at the very bottom among the European
countries. It is especially worrisome that the wheat yield is steadily dec reasing during the last 20 year
period. This is in contrast to most other countries which have increased their yield.



The average yields and yield trends of wheat and The average yields and yield trends of wheat and corn
corn during the 1990 -2009 period during the 2000 -2009 period
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The reasons for inadequate grain yields in Serbia, concerning climatic and soil conditions, are:
. The lack of funds and the low production investment level which influences:

-Inadequate input use (fertilizers  and pesticides)
-Using inadequate and outdated equipment

) Lack of production knowledge;

. Due to the undeveloped market and the large number of land owners, many produce
grain using the o0low investmentdé approach

. Inadequate agro -technical measure s such as poor soil preparation, delays in corn and

sugar beet harvesting, late and hasty wheat seeding etc. (a five year average shows that
Serbia only seeds 47% of wheat areas during the optimal timeframe).

Grain production is usually carried out by fami ly farms (85% or 83% according to various national
agencies). Wheat is seeded on similar areas in Central Serbia and in the Province of Vojvodina but

the yields are slightly higher in Vojvodina. Therefore, Central Serbia produces 45% and Vojvodina
produce s 55% of the wheat. The corn yields are better in Vojvodina due to the larger seeded areas

and average vyields. In Vojvodina, corn is cultivated on the area of 660 ,000 hectares which
represents 56% of the total arabl e sotothl cornTyield ia 2087r e a
compared to the 32% in Central Serbia and its area of 542 ,000. hectares.
u Build up the arable land market so that land is used by the people who are genuinely
interested in agricultural production and can obtain a larger profit margin. Focus the
agricultural policy measures in this direction
0] Provide investment support for the acquisition of mechanization, irrigation and seeding
equipment for grain production
a Provide information and knowledge to the farmers about increasing the vyi elds in the grain
production

VII.3.3. Storage and processing

pr.



Serbiads grain storage capacities are at 3.65 millions
accepting any market surplus of wheat, corn and soy. It can be concluded that a large part of th e

grain yield from the current year can be stored without problems. The largest number of storage

facilities (71%) is located in the Province of Vojvodina. In Central Serbia, the market chain is very

short and often ends on the farm itself for human or ani mal nutrition or in the local mill.

According to the storage types, silos are most common in Serbia, while about 10,5 percent fall to
floor storage facilities.

Every year about 1 ,300,000 tons of wheat The amount of stored wheat per year (000 t)
and about 300 ,000 tons of soy are stored
while the rest of the storage space is taken
up by corn. Corn is usually stored on private
farms in objects where corn dries naturally. 1400 -~ 1435
Although the amount of artificially dried and 346
stored corn is increasing, it is stil | insignificant
to the total storage area  and it is most often
corresponding to the amount that is either
purchased by large animal feed factories or 098
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Considering that stored wheat amounts rise

on a yearly basis, and that corn storage
habits are u nderdeveloped, establishing a system of public storage facilities would enable farmers

to place their products in a public storage after harvesting and get a certificate paper in return

which could be used for trading. This way, the actual product would no t change place after sale
which could invigorate the grain market trade

The total installed capacity of wheat processing mills in Serbia (wheat flour production) on a yearly
level (250 work days) is 3 ,189,500 tons in the Republic of Serbia. About 62% oft  hat are large industrial
mills. However, for domestic production, only 47% of the installed mill capacities are used because
Serbiads need for w h e a300,0001 tomseper yadars The cest @fhtheyinstdlled mill

capacities are used for export. This indicates that Serbiads mill cap
needs .
1] Complete the system of public storage facilities and storage certificates in order to enable

farmers to get a certificate paper for stored grains
1] Implement wheat storage support as a ¢ onstant measure during a three year period
U Enable investment support for establishing grain drying facilities on family farms and farm

unions
1] Increase the control of the grain processing standards and make the HACCP standard a

requirement
u Reduce illegal pr ocessing channels and flour trade by improving the inspection and control

service

VII.3.4. Prices

Comparing domestic grain prices and the Budapest stock market grain prices indicates a mutual
dependence. Basically, Serbiads | ocal rkep prices with a Slight | ow t |
delay.

Almost every year during the harvest season, the wheat redemption price is being discussed. Both
the producers and the redeemers think that the State should assist through grants per kilogram of
produced and stored wheat. F  or redeemers, this means that they will have enough raw materials.



This is why it is necessary to establish a support system which is based on the EU interventional

redemption system.

a Develop clear rules for interventional redeeming of grain surplus based

on the EU model in

cooperation with the Commodity Reserves Agency. Reform the public storage system in

accordance to this.

Establishing the system of public storage facilities will ease the grain trade and make it available to a

wider scope of farmers. Fa

rmers can wait for more favorable prices while the grain is safely stored

a Provide information about prices on different grain markets to the producers and processors.

Market should carry the information about the readiness of the consumers to pay for diff

erent

product types. The price is the key information here. If however, there is no difference between the
price for products of different qualities, then farmers will have no incentive to provide the required

quality. Therefore, it is important to carry o

ut quality analyses and adapt the prices to the quality

groups. This way, the producers will have an incentive to produce higher quality wheat.

0] Promote and support wheat payments according to quality groups

The grain price increase which occurred in 2007

is the first since 1973. This increase raised the

expectations of the producers that this trend will continue or that the prices will remain on that level.
The reasons for the steep price increase can be divided into temporary/short term (unfavorable

weat her conditions, low supplies and panic) and long term (bio

-fuel production and weak US dollar

value). Both the FAO and the OECD predict that the prices will decrease because the short term

conditions have been eliminated and the long term conditions are al

so favoring a price decrease.

Long term wheat prices and the prediction up to 2017

Long term corn prices and the prediction up to 2017
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VII.3.5. Trade and marketing

Serbia has a long tradition for grain market chains, though they are very different with regar

ds to

different crops (wheat and corn) and geographic regions (Vojvodina, Macva and Central Serbia)

Vojvodina

Central Serbia

After the harvest almost the entire amount is
submitted to mills, either for storage or for
immediate sale.

Wheat

the production for use as inputs.

Producers decide who they will sell their
wheat to according to the storage system
because it was made to only accept wheat
and not provide it.

Producers ente r barter arrangements within
farm unions and return a significant portion of

Most of the harvested wheat is stored on farms
and eventually sold to mills.

Producers finance their own production and are
not bound by contracts.

Producers decide to whom and when they will sell
their wheat due to the aforementioned
conditions.







