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EXECUTIVE SUMMARY
1.
Serbia and Montenegro is facing the challenge of restructuring its economy to restore
growth and alleviate poverty after a protracted period of economic and political hardship and
conflict and in the face of a degraded natural environment. The governments1 recognize that
environmental sustainability plays an important role in achieving their economic and social
goals, and they wish to focus their limited financial resources on tackling the highest priority
environmental issues. At the same time, they have extremely limited resources and many
demands for priority action. Hence there is a critical need to identify the key environmental
interventions, the mechanisms for financing them, and the institutional changes that underpin
them.
2.
The primary purpose of this review is to assist the World Bank in contributing to this
urgent task by updating its understanding of the environment in Serbia and Montenegro, with a
view to guiding the Bank’s environment strategy in the context of the current social and
economic situation. To this end, the review has assessed and assigned priorities to the
environmental problems at the level of the Republics and the Federation (excluding Kosovo and
Metohija). In doing so, it has also developed and strengthened the dialogue on environmental
issues between the Bank and Serbia and Montenegro, thereby contributing to the preparation of
the Poverty Reduction Strategy Paper (PRSP) and Country Assistance Strategy. This report has
also been discussed with national stakeholders and donors in consultation workshops in Serbia
and Montenegro, and it incorporates their comments.
3.

The specific objectives of this Country Environmental Analysis (CEA) are to:
• Review the existing situation in the sector, identify priority areas for policy changes
or investments, and consider the role of the government, the private sector, and
donors in implementing this agenda
• Assess macroeconomy-environment linkages and measures that affect long-term
sustainability and financial viability within the priority areas
• Provide a basis for defining the Bank’s future involvement in the sector.

4.
The exercise has also begun a process through which the Bank can discuss with the
governments appropriate actions for undertaking key reforms in environmental protection and
the sustainable use of natural resources.

Summary of Main Environmental Problems and Their Causes
5.
The following environmental issues have been identified as critical, based on the negative
impact of the current environmental conditions on human health, the economy, and natural
ecosystems.

1

“The government” refers to the totality of federal and republic-level governments.
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6.
Deteriorating trends in water, sanitation, and waste management. Water and wastewater
infrastructure was well developed in the former Yugoslavia. Service levels today, on average,
reflect this legacy, with 86.6 percent of the population receiving drinking water supplies directly
to their homes or yards, and 88.3 percent having access to a sewage or septic tank system. These
statistics are somewhat misleading, however, as the quality of service leaves a great deal to be
desired, and there are considerable differences in service delivery between regions and between
urban and rural areas, particularly with respect to drinking water. Water and wastewater
infrastructure deteriorated significantly as a result of little maintenance and no new investments
during the 1990s. Lack of access, per se, to water and sanitation is a public health issue for some
populations, particularly those living in urban slums, which are often located adjacent to poorly
managed landfills and largely inhabited by internally displaced persons, Roma, and refugees.
The solid waste management infrastructure is underdeveloped. Only about 50 percent of waste is
collected in Serbia and Montenegro; no landfills meet standards for sanitary landfills; and
municipal, industrial, toxic, and hazardous wastes are disposed of together. Investments and
regulatory revisions toward establishing a proper waste management system are urgently needed
to mitigate public health and environmental hazards. Reforms aimed at restoring the financial
health of municipal utilities so that they can restore and expand services are a high priority.
7.
Threat of coastal zone deterioration in Montenegro. This is a crucial issue due to
uncontrolled construction activities and the lack of wastewater treatment and a coastal zone
management strategy. Evidence of eutrophication and bacterial contamination in tourist areas
already exists. The coastal areas also experience shortages of drinking water during the peak
summer season. Montenegro’s aspirations to develop its tourism sector (it is targeting 22 million
tourist nights—four times the current figure—by 2020) mean that these negative trends must be
reversed. Developments need to be supported by stricter application of water, sewerage, and
wastewater treatment standards, by investment in wastewater treatment, and by land
management planning.
8.
Air pollution hot spots. These exist in several industrial areas, particularly near lignitefired power plants (and associated mines), such as the Kolubara-Obrenovac corridor, and in the
cities of Bor, Vraje, Kikinda, and Sabac in Serbia and the cities of Plevlija, Podgorica
(Aluminum Kombinat), and Niksic (ironworks) in Montenegro. In some cases, nearby
settlements of poor people are particularly exposed or affected. A higher-than-average incidence
of respiratory problems is observed in these areas, and national air quality standards are
exceeded by a large factor for sulfur dioxide and particulate matter. The high sulfur content of
heating oil also poses a major problem. The use of environmentally friendlier district heating is
limited. As a result, air pollution is especially pronounced during winter months. Another major
source of pollution is the use of leaded gasoline and high-sulfur diesel. In the medium term,
Serbia and Montenegro needs to phase out the use of leaded gasoline and develop standards to
ensure high fuel quality. This would require restructuring its oil refinery and other reforms in the
petroleum sector, including liberalizing entry into the selling of gasoline and petrol at the
wholesale and retail levels.
9.
Energy inefficiency. While the main cause of air pollution is the burning of low-quality,
lignite coal in inefficient power plants with poor pollution control technologies, also contributing
to the problem is the high demand for energy from households and industry induced by low
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energy prices. Energy subsidies caused a quasi-fiscal deficit of US$1.1 billion in 2000, not only
crowding out investments on more urgent social issues but also undermining incentives for users
to invest in more-efficient technologies. Restructuring the electricity sector, together with
phasing out energy subsidies, should eventually result in more investment for cleaner energy
generation and the badly needed upgrading of energy distribution networks, which at the moment
suffer high losses. These pose significant financial challenges. The governments have already
started this process, and price increases in 2001 reduced energy’s quasi-fiscal deficit by 50
percent. This will spur energy efficiency investments by industries and households, reducing
demand and emissions while also improving the fiscal condition of the economy. They will be
supported by the Serbian Energy Efficiency Agency, which is dedicated to addressing this issue.
At the same time, however, the governments also need to introduce and ensure compliance with
higher standards for fuels.
10.
Excessive industrial pollution. This occurs in Serbia and Montenegro in a number of
identified hot spotsand poses a serious risk to public health and the surrounding ecosystem. In
Serbia, the main hot spots are in the cities of Bor, Kragujevac, Pancevo, and Sabac. A U.N.
Environment Programme (UNEP)/U.N. Centre for Human Settlements report identified
additional environmental hot spots that were created in Serbia as a result of NATO bombing, at
Pancevo and Novi Sad. Pollutants in the ambient environment include several substances that are
extremely toxic, such as dichlorethane, mercury and other heavy metals, PCB oils and petroleum
product wastes, and phenols. Levels of these pollutants are frequently found to exceed national
and European Union (EU) standards. In Montenegro, the Aluminum Kombinat near Podgorica is
the most serious hot spot, contaminating not only the air but also ground and surface water
resources and hence endangering both the health of nearby communities and biodiversity in the
Lake Skadar watershed.
11.
Weak environmental management system, institutionally and legally. It is claimed that
some hot spots have developed as a result of NATO bombing while others are due to improper
operations of industrial plants over a number of years. The situation was allowed to develop
because of an inadequate and at times perverse incentive system, lack of monitoring and
enforcement capacity of government agencies, insufficient access to environmental information
by the public, and lack of access to capital for better technology. Monitoring and enforcement of
standards and regulations are weakened by fragmented institutions and the inconsistent nature of
legal and organizational frameworks, with limited mandates, insufficient staffing, lack of modern
inspection equipment, and low fines. The current system of environmental assessment and
monitoring of mitigation measures suffers from a lack of scoping and screening to ensure that
efforts are focused on genuinely important environmental problems. The economic transition that
the country is undergoing provides an opportunity to redefine public and private cooperation on
environmental protection in a way that fosters the business environment. Serbia and
Montenegro’s environmental management system will also need to be strengthened, in
combination with general civil service reform and efforts to reduce corruption generally.
12.
Economic instruments that appear to be more directed to revenue generation than to
providing incentives for environmentally responsible behavior. The most striking example of this
is the 1-percent tax on the total investment amount that is levied at the environmental impact
assessment (EIA) stage. Not being related to environmental performance in any way, this tax
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serves as a disincentive for businesses to create much-needed investments. Such a fee is only
justified if it covers no more than the administrative costs of reviewing the EIA of an investment
proposal.
13.
Difficulties with the quality and quantity of water resources. Serbia and Montenegro is
classified among the water-poor countries of Europe, given its low per capita water flow and
domestically generated water resources. Groundwater plays an important role in drinking water
supply, but the quality is such that most of it must be treated before it can be drunk. River water
quality is largely poor, notably in central and northern Serbia, as a result of industrial,
agricultural, and municipal wastewater pollution, pollution associated with river navigation,
pollution from thermal power stations, and pollution originating in upstream countries. In
Montenegro, signs of eutrophication and other contamination have become visible in Lake
Skadar and in marine waters. Improvement in the capacity to monitor water quality is necessary
for enhanced water resources management. Serbia and Montenegro is prone to regular floods.
Large-scale physical measures have been put in place in northern Serbia, but more needs to be
done in the rest of Serbia and Montenegro, including community-based flood prevention
measures.
14.
Transboundary water and global environmental issues. Serbia and Montenegro
contributes about 13 percent of the Danube’s nutrient pollution and hence is, together with other
basin countries, responsible for the deterioration of the downstream Black Sea ecosystem.
Policies and incentives to reduce nutrient runoff in the agricultural sector and improved
municipal and industrial wastewater treatment in the Danube Basin are needed to alleviate this
problem. Serbia and Montenegro also has unique species of flora and fauna that are under
various degrees of threat. A biodiversity strategy is required to determine the best course of
action for their longer-term preservation.
15.
Lack of sustainable forest management. Serbia and Montenegro has significant forest
resources that are threatened by overharvesting, illegal logging, forest fires, and pest infestations.
Promotion of sustainable management of forests by strengthening forest institutions, increasing
wood extraction fees to cover costs, and harmonizing standards and regulations within the
country and internationally is needed. Excessiv cutting of trees in mountainous parts of
Montenegro and Serbia is in part responsible for increased erosion and flood occurrence.
Main Recommendations
16.
The review’s main recommendations for action are given in Table ES1. For each action,
the table provides the main reason why it is seen as critical, notes related issues that also need to
be addressed, and reports on supporting activity by other donors. The selection of actions is
based on the following criteria:
•
•

Impact on human health—priority is given to those problems, primarily related to air
and water pollution, that have a demonstrable negative impact on health, such as
illness and premature death
Impact on the economy—some problems can be ranked according to their economic
impact, including pollution and natural resource management issues
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•

Impact on natural ecosystems—since the destruction of habitat and extinction of
species are not reversible, these impacts do not have easily quantifiable economic use
values for humans associated with them but could nevertheless be critical for the
proper functioning of economic systems

17.
In addition to these, the priorities for action in Table ES1 also take account of ongoing
support from other donors, as well as the likely costs of the interventions, the potential benefits,
and the prospects for mobilizing financial resources for them.
18.
The list of recommendations does not include two key policy measures that the
governments are already committed to that, if successfully implemented, will make a major
contribution to the environment. The first is the phaseout of energy subsidies. Under its macro
and sectoral reform programs, Serbia and Montenegro reduced such subsidies in 2001 and 2002.
In addition to the benefits this brought to the budget (the quasi-fiscal deficit due to subsidies has
fallen by 50 percent, or around US$550 million during this period), the phaseout also reduced the
inefficient use of energy and brought down emissions of local and global pollutants. The
extension of the program to raise Serbia and Montenegro’s energy prices to world levels will
bring further benefits in these areas and should be continued, as the governments of both
republics intend. At the same time, attention needs to be paid to the impact of the price rises on
the poorest segments of the population, especially those in rural areas who might make increased
use of wood fuel. Experience elsewhere in the region has shown that these shifts in energy use
can increase deforestation and cause health damages through higher levels of indoor air
pollution. Measures to address these impacts can be taken without compromising the subsidy
phaseout program.
19.
The second key policy measure relates to the pricing of water and waste services by
municipalities. Currently the charges are so low that the service is poor and the infrastructure is
deteriorating fast. As with energy, the governments have started action to raise prices in some
municipalities, but so far only a handful of utilities have taken steps in this direction. The
benefits of increasing charges are clear: they will allow better services to be provided, thereby
improving the environmental health of the population served, and they will reduce the budgetary
deficit, releasing resources for other high-priority investments, including those on the
environment. This program should be expanded as much as possible, with targeted support for
vulnerable users being included as part of the reform program.
20.
The recommendations in Table ES1 emphasize, above all, the need for continued policy
and institutional reforms that will have major implications for the environment and that will
also, in many cases, benefit the economy. These are complemented by investments where these
are critical for addressing environmental issues. In some cases the policy and institutional
reforms need some further preparatory work. This is the case for actions relating to coastal zones
and biodiversity protection, and, for these, the preparation of a strategy document is
recommended as a first step. The study team considers that a full National Environmental Action
Plan, starting from scratch in identifying and developing environmental priorities, is not
necessary at this stage, given the work that has already been done on these issues. The
governments, with donor assistance, may wish to organize stakeholder consultation seminars
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focused on prioritization of actions recommended in their environmental sector analyses and on
identification of financial resources to carry them out.
21.
Areas where policy/institutional reforms should be initiated are: strengthening
institutional capacity in environmental management and addressing environmental liability and
privatization. Finally, areas where some investments need to be made in the short term; these
include improvements in solid waste disposal facilities, improvements in rural and urban water
services, and consideration ofin serious pollution problems in selected hot spots. In all cases the
focus should be on localities where the present situation poses a serious health threat. In addition,
the governments should consider investments that augment regional/global public goods—such
as those that reduce greenhouse gases through improvements in energy efficiency, that tackle
Danube eutrophication, that promote integrated ecosystem management for Lake Skadar, or that
otherwise improve biodiversity conservation. The justification for these is that Serbia and
Montenegro has international obligations that have to be fulfilled and that funds for these
programs will come partially from international earmarked sources, such as the Global
Environment Facility (GEF). The selection of the projects, however, should be based on the net
global benefits plus the local benefits generated.
The Contribution of Other Donors
22.
Following the democratic changes in Serbia and Montenegro in late 2000, several
multilateral and bilateral donors have initiated substantial programs that relate to the
environment. Donor support for the environment in Serbia and Montenegro initially focused on
urgent problems, primarily in the municipal sector, but has since moved to support for broader
institutional reform, including legal and technical areas, technical assistance, and infrastructure
investment. The European Agency for Reconstruction of the EU, which is responsible for the
management of the main EU assistance programs in Yugoslavia, is the largest donor, investing
mostly at the municipal level, covering maintenance and repair of local public facilities. For
sewerage and wastewater, the EU intends to fund preparatory studies for larger projects, which
will then be funded mainly from other sources, including the European Investment Bank. The
U.S. Agency for International Development also has a large assistance portfolio in Serbia and
Montenegro, focusing as well at the municipal level—for small-scale urgent infrastructure
development and maintenance—and in support of civil society development. Larger investment
programs are being prepared by the European Bank for Reconstruction and Development,
which is currently negotiating investments in the larger cities for district heating systems and for
water supply and sewage systems. The Governments of Germany and France are also
undertaking smaller-scale efforts that support wastewater and water projects.
23.
Bilateral donors are also supporting a number of infrastructure projects, and some have
contributed to cleaning up activities in several environmental “hot spots,” in particular where
NATO bombing damage occurred. UNEP has identified 27 cleanup projects to address the postconflict environmental and humanitarian problems, with an estimated cost of US$37 million.
Switzerland, Austria, Norway, Russia, Denmark, and others have provided US$11 million,
and about 15 projects have been implemented. Germany intends to provide Euro 2.5 million to
Montenegro for environmental protection and is in the process of determining the specific area of
investment.
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24.
A number of donors and international agencies are also providing or planning to provide
technical assistance to Serbia and Montenegro in environment-related programs. Among the
more active in this area are U.N. institutions and the EU. Currently the U.N. Development
Programme is working to develop a strategy for energy conservation and efficiency and for the
promotion of sector reform. It is taking a lead position implementing GEF projects in the area of
preparing national strategies on climate change and on biodiversity conservation. The U.N.
Economic Commission for Europe (UNECE) is preparing an Environmental Performance
Review for the country. UNEP, together with UNECE, has organized several capacity building
workshops. The EU plans to provide substantial assistance in the areas of environmental
legislation, support to civil society networks, and the strengthening of municipal institutions
responsible for solid waste and wastewater management. It will also support improved
monitoring of pollution and work on hot spots where the current situation poses a serious
environmental risk.
25.
The Regional Environmental Center in Central and Eastern Europe (REC) is coimplementing several regional projects in Yugoslavia: providing support for ratification and
implementation of multilateral environmental agreements; strengthening the national
environmental protection agencies; developing national information systems and environmental
legal advocacy and advisory centers. Among bilateral donors, the Government of Finland is
providing special support in the area of harmonization and improvement of environmental
legislation. And other donors (Switzerland and Norway) have supported, through the
Organization for Security and Cooperation in Europe, the draft framework Environmental
Protection Law for Serbia or are supporting the Serbian or Montenegrin Governments in some
particular areas. (For example, the Government of Japan has supported preparation of Serbia’s
waste management strategy.)

The Role of the Bank
26.
The donor review suggests that there is considerable interest in the environment from
external agencies and that the Bank has to think carefully about where it can make the most
useful contribution. The main programs that the Bank could most usefully support are listed in
Table ES2. They target areas not being adequately addressed by other donors where action is
needed according to the priorities listed in Table ES1.
•

Develop a hazardous waste facility for Serbia. The Serbian Ministry for the
Protection of Natural Resources and Environment (MENR) intends to develop a
National Solid Waste Management Strategy based in part on the Strategic Framework
for Waste Management prepared with Japanese aid. The Bank is already involved
through the International Finance Corporation in a possible private-sector solid waste
management project for Belgrade. In Montenegro it provided a special investment
grant for a coastal zone waste disposal facility last year, and it expects to add to that
this year. The Bank will provide an additional International Development Association
credit of US$5 million for the same sector and region and thus solve the waste
problem for a most sensitive tourist area of the country. This places the Bank in the
lead on assistance in solid waste in Serbia and Montenegro. The investment would
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make a major contribution to resolving one of the most serious environmental
problems in the country. It is priority action 1 in Table ES1.
•

Prepare and implement an Integrated Ecosystem Management Program for
Lake Skadar, the largest freshwater lake in Serbia and Montenegro, which is
shared with Albania. This activity falls under priority action 10 in Table ES1, and
although it preempts the biodiversity strategy to some extent, the action is justified for
several reasons. First, the lake is clearly an important resource, so any biodiversity
strategy is bound to recommend priority action in this region. Second, time is of the
essence as increasing water pollution threatens fisheries and as deforestation and
illegal hunting endanger globally significant ecosystems. The Bank is well placed to
undertake this project because of its experience in similar integrated ecosystem
management projects, including the ongoing Lake Ohrid Project between Macedonia
and Albania. It could also lead to the development of community-driven development
projects that address agricultural and rural infrastructure issues (for example, rural
water supply).

•

Design and implement a Danube nutrient reduction investment project. This is
priority action 8 in Table ES1. The Bank would play a pivotal role in the Black
Sea/Danube cleanup program, and Serbia and Montenegro urgently needs to make a
contribution to the nutrient reduction targets as part of its obligation under the
Convention on Co-operation for the Protection and Sustainable Use of the Danube
River. Serbia and Montenegro contributes about 13 percent of the Danube River’s
nutrient pollution, which has had negative impacts for fisheries, tourism, and public
health in the Danube and Black Sea regions. GEF funding is available for this.

•

Prepare an energy efficiency and renewable energy project for Serbia. Priority
action 7 in Table ES1 is included because there are a number of areas where energy
efficiency is very low and where investment in more-efficient technology would be
justified, especially with the higher energy prices that are being planned, and because
the project would benefit the local environment and economy, with part of the costs
being covered from its contribution to the global public good (that is, reduction in
greenhouse gas emissions). The Bank, possibly through the GEF or the Prototype
Carbon Fund, would be the most effective agency to implement such a project.
Another possibility for this activity would be a debt-for-nature swap.

•

Assist the Ministry of Environment in legal revisions to the privatization law to
take account of environmental liability. This is priority action 6 on Table ES1.
Although a number of donors are willing to support this activity, the Serbian MENR
and the Privatization Agency would benefit from Bank experience in this area, which
is extensive. It could be incorporated into the broader privatization agenda via a
Second Private and Financial Sector Adjustment Credit and via a technical assistance
(TA) project to support case-by-case privatization where there are serious
environmental liability issues. Perhaps a Bank TA grant with support from one or
more bilateral donors would be the best arrangement.

x

xi
•

Support the PRSP process. By drawing out the key environment poverty linkages
and contributing to the PRSP document in this area, the Bank can help ensure that
environmental issues are properly addressed in the national development strategy.
This is partly in support of priority action 4 in Table ES1, which includes the need for
a better understanding of the impact of environmental changes on poor sections of
society and of how actions need to be designed to minimize such impacts in the future
and possibly reverse those that have already happened. The Bank has considerable
experience with environment and poverty issues and is well placed to offer assistance
in this area.

xi

Table ES1: Main Recommendations
Action

Reason for Inclusion

Related Issues

Support

1. Improve waste
management,
particularly
hazardous waste

Impact on human health—current
practice poses serious public health
risk through accidents during
transportation and to urban poor,
especially Roma, who scavenge
waste dumps
Governments have indicated this is a
high priority
Impact on human health—present
situation poses significant health risk
and a burden to the poor population
who incur high costs of obtaining
clean water

In addition to hazardous
waste, Regional
landfills should be
promoted for waste
from small and medium
settlements.

EBRD and WB
Group have
initiated
investment
programs

Sustainable operation of
the schemes has to be
ensured, from local
charges or from
subsidies.

EU and bilateral
donors,
especially France

Impact on human health—present air
pollution and groundwater pollution
poses significant public health
hazard; a number of hot spots have
been addressed, but many remain
Fulfills all criteria, providing
outcomes lead to reductions in
environmental and natural resource
degradation, economy decline, and
health damage; important issues to be
addressed are monitoring and
decentralization
Impact on economy—development of
tourism will depend critically on
proper control of land use and on
adequate investment in infrastructure
Impact on natural ecosystems—
development has to protect key
resources
Impact on economy—successful
privatization of “dirty” industries
requires this issue to be addressed
Impact on natural
ecosystems/health—if EA uncovers a
serious problem, addressing it during
privatization has positive
environmental impacts
Impact on economy—prospects of
enhanced affordability of energy
sources
Impact on natural ecosystems—
reduced greenhouse gas emissions

Could be tied to actions
under 1,2,5, 7 and 8.

Several donors
could support
such actions

Focus needs to be on
monitoring of key
pollutants, clarification
of responsibilities

Possibly EU,
Government of
Finland, REC,
OSCE; included
as components of
WB lending
operations
No donor
funding yet;
private sector
contribution to
implementing
program will be
essential
WB SAC project
is addressing
some of these
issues but more
is needed; EU,
Government of
Finland support
possible
Possible GEF
funding; debtfor-nature swap
could also be
explored

2. Increase
provision of
basic water and
sanitation
services to urban
and rural poor
3. Address
environmental
hot spots

4. Strengthen
institutional
capacity for
environmental
management

5. Prepare a
coastal zone
strategy

6. Include EA
related to
liability in
context of
privatization

7. Introduce
measures to
enhance energy
efficiency and
use of renewable
energy sources
8. Institute
measures to
reduce nutrient
run-off to the
Danube
9. Prepare a
biodiversity
strategy; identify

Risk of failure is high;
strategy will require
political commitment
from many parties and
increased resources for
local government.
Possible funding for
environmental cleanup
in hot spots can be tied
to this program

Impact on natural ecosystems—as
part of Serbia and Montenegro’s
commitment under Danube
Protection Program

Includes investment
projects

To be assessed,
but financed
from GEF

Impact on natural ecosystems—as
part of Serbia and Montenegro’s
commitment under the biodiversity

Specific key
investments may be
implemented

From GEF and
possible support
from EU

xi

threatened
species and
prepare an action
plan
10. Prepare
management
plan for Lake
Skadar and
introduce
environmentally
friendly natural
resource use
practices

and related conventions

immediately

Impact on economy—current
situation is threatening fishery and
tourism potential of lake, which is
among the poorest in Montenegro
Impact on natural ecosystems—
degradation of water quality,
deforestation, and illegal hunting is
threatening the lake’s globally
significant biodiversity
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GEF support
plus local and
donor cofinancing

Table ES2: Proposed Activities for the Bank
Activity
Serbia Hazardous Waste Management
Project. Supports recommendation 1.

Type
Investment

Time frame
Project start
FY 05

Proposed Funding
TBD

Montenegro/Albania Lake Skadar
Integrated Ecosystem Management.
Supports recommendations 9 and 10 with
possible follow-up of CDD and rural
infrastructure projects.
Serbia Danube Basin Nutrient
Reduction Project. Supports
recommendation 8.

Investment

Project start
FY 04

GEF preparation grant
and GEF grant (app.
US$5m) and donor and
local co-funding

Investment

Project start
FY 05

Serbia legal revisions to integrate
environmental due diligence into
privatization process. Supports
recommendation 6.
Serbia Energy Efficiency and
Renewable Energy Project. Supports
recommendation 7.

Capacity
building

FY 03

GEF preparation grant
and
GEF grant (app. US$
5m) and donor and
local co-funding
IDF grant or TA from
Privatization Loan

Investment

FY 04

GEF preparation grant
and GEF grant (app.
US$5 m) and donor and
local co-funding . Debt
for Nature Swap?

Serbia and Montenegro PRSP Support
Exercise on Environment and Poverty
Linkages
(two stakeholder workshops in each
republic and support to analytical work in
intermittent period). Supports
recommendation 4.

Capacity
building

FY 03
(Oct. 02—
Mar. 03)

ECSSD BB funds
(already secured from
PREM)
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1.

INTRODUCTION

1.1

Background and Objectives

27.
Serbia and Montenegro is facing the challenge of restructuring its economy to restore
growth and alleviate poverty after a protracted period of economic and political hardship and
conflict and in the face of a degraded natural environment. The governments2 recognize that
environmental sustainability plays an important role in achieving their economic and social
goals, and they wish to focus their limited financial resources on tackling the highest priority
environmental issues. At the same time, they have extremely limited resources and many
demands for priority action. Hence there is a critical need to identify the key environmental
interventions, the mechanisms for financing them, and the institutional changes that underpin
them.
28.
The primary purpose of this review is to assist the World Bank in contributing to this
urgent task by updating its understanding of the environment in Serbia and Montenegro, with a
view to guiding the Bank’s environment strategy in the context of the current social and
economic situation. To this end, the review has assessed and assigned priorities to the
environmental problems in the two republics and in the Federation (excluding Kosovo and
Metohija). In doing so, it has also developed and strengthened the dialogue on environmental
issues between the Bank and Serbia and Montenegro, thereby contributing to the preparation of
the Poverty Reduction Strategy Paper (PRSP) and Country Assistance Strategy.
29.

The specific objectives of this Country Environmental Analysis (CEA) are to:
•
•
•

Review the existing situation in the sector, identify priority areas for policy changes
or investments, and consider the role of the government, the private sector and donors
in implementing this agenda
Assess macroeconomy-environment linkages and measures that affect long-term
sustainability and financial viability within the priority areas
Provide a basis for defining the Bank’s future involvement in the sector.

The exercise has also begun a process through which the Bank can discuss with the governments
appropriate actions for undertaking key reforms in environmental protection and sustainable use
of natural resources.
30.
The CEA has been designed to provide a framework for improved collaboration with
development partners in carrying out country-level diagnostic analysis. The World Bank Team
and the United Nations Economic Commission for Europe (UNECE) Team that has produced an
Environmental Performance Review of the Federal Republic of Yugoslavia cooperated closely
and exchanged information in the analysis of sub-sectoral trends and policies. The draft version
of the CEA was discussed with stakeholders in both republics in workshops organized in October
and December 2002. Comments received in these workshops have been integrated in the final
report. The findings and recommendations of the CEA also inform the development of the Serbia

2

“The government” refers to the totality of federal and republic-level governments.

and Montenegro PRSP and the Country Assistance Strategy, both of which are scheduled for the
third quarter of 2003.
1.2

Main Trends in the Quality of the Environment and Natural Resources

31.
The following environmental issues have been identified as critical, based on the negative
impact of current environmental conditions on human health, the economy, and natural
ecosystems.
32.
Deteriorating trends in water, sanitation, and waste management. Water and wastewater
infrastructure was well developed in the former Yugoslavia. Service levels today, on average,
reflect this legacy, with 86.6 percent of the population receiving drinking water supplies directly
to their homes or yards. These figures can be misleading, however, for a number of reasons:
First, a large percentage of the drinking water provided is of low quality. Second, the water
distribution system is outdated and inadequate, leading to large losses. Third, there are
significant differences in service delivery among different regions and between urban and rural
populations, particularly in terms of drinking water supplies (urban coverage is 97 percent,
compared with 68 percent rural coverage). In rural areas, wells are often used, and contamination
of groundwater poses a public health problem, especially in Vojvodina, where the groundwater
table is high. A similar observation holds for sanitation. Although according to official statistics
88.3 percent of the population has access to the sewage system or a septic tank, service to the
majority of rural populations is limited to absorption tanks, which are not insulated from
leakages. Only 8 percent of all household wastewater is treated. Ten years of little maintenance
and no new investments in the wastewater sector has resulted not only in the deterioration of the
infrastructure and basic service delivery, but also in the decline of ambient and drinking water
quality. Lack of access, per se, to water and sanitation is a public health issue for some
populations, particularly those living in urban slums, which are often located adjacent to poorly
managed landfills and are largely inhabited by internally displaced persons (IDPs), Roma, and
refugees.
33.
Only about 50 percent waste collection. No landfills meet standards for sanitary landfills.
In the absence of a secure landfill site for hazardous waste and proper management practices,
medical, chemical, and animal wastes are disposed of together with regular household waste,
exposing the population to significant public health risks. There is no systematic solution for
recycling of waste, which is presently informally undertaken by Roma. Reforms aimed at
restoring the financial health of municipal utilities so that they can restore and expand services
are a high priority.
34.
Threat of coastal zone deterioration in Montenegro. This is a crucial issue due to
uncontrolled construction activities and the lack of wastewater treatment and a coastal zone
management strategy. Evidence of eutrophication and bacterial contamination in tourist areas
already exists. The coastal areas also experience shortages of drinking water during the peak
summer season. Montenegro’s aspirations to develop its tourism sector (it is targeting 22 million
tourist nights—four times the current figure—by 2020) mean that these negative trends must be
reversed. Developments need to be supported by stricter application of water, sewerage, and
wastewater treatment standards, by investment in wastewater treatment, and by land
management planning.
2

35.
Air pollution hot spots. These exist in several industrial areas, particularly near lignitefired power plants (and associated mines), such as the Kolubara-Obrenovac corridor, and in the
cities of Bor, Pancevo and Sabac in Serbia and the cities of Plevlija, Podgorica (Aluminum
Kombinat), and Niksic (ironworks) in Montenegro. In some cases, nearby settlements of poor
people are particularly exposed or affected. A higher-than-average incidence of respiratory
problems is observed in these areas, and national air quality standards are exceeded by a large
factor for sulfur dioxide (SO2) and particulate matter. The high sulfur content of heating oil also
poses a major problem. Environmentally friendlier district heating is limited to large cities. As a
result, air pollution is especially pronounced during winter months. Another significant source of
pollution is the use of leaded gasoline and high-sulfur diesel and mazut (8–9 percent sulfur
content). In the medium term, Serbia and Montenegro needs to phase out the use of leaded
gasoline and develop standards to ensure high fuel quality. This would require restructuring its
oil refinery and other reforms in the petroleum sector, including liberalizing the entry into the
selling of gasoline and petrol at the wholesale and retail levels.
36.
Energy inefficiency. High demand for energy from households and industry induced by
low energy prices contributes to air pollution. Energy subsidies caused a quasi-fiscal deficit of
US$1.1billion in 2000, not only crowding out investments on more urgent social issues but also
undermining incentives for users to invest in more-efficient technologies. Restructuring the
electricity sector, together with phasing out energy subsidies, should eventually result in more
investment for cleaner energy generation and the badly needed upgrading of energy distribution
networks which at the moment suffer high losses. The governments have already started this
process, and price increases in 2001 reduced energy’s quasi-fiscal deficit by 50 percent. This will
spur energy efficiency investments by industries and households, reducing demand and
emissions while also improving the fiscal condition of the economy. At the same time, however,
the governments also need to introduce and ensure compliance with higher standards for fuels.
37.
Excessive industrial pollution. This occurs in Serbia and Montenegro in a number of
identified hot spots, which poses a serious risk to public health and the surrounding ecosystem.
In Serbia, the main hot spots are in the cities of Bor, Kragujevac, Pancevo, and Sabac. A U.N.
Environment Programme (UNEP)/U.N. Centre for Human Settlements report identified
additional environmental hot spots that were created in Serbia as a result of NATO bombing, at
Pancevo and Novi Sad. Twenty-seven sites were identified, with a remediation cost of around
US$30 million. So far, however, UNEP has only received US$11 million in grants for this work.
Pollutants in the ambient environment include several extremely toxic substances, such as
dichlorethane, mercury and other heavy metals, PCB oils and petroleum product wastes, and
phenols. Levels of these pollutants are frequently found to exceed national and European Union
(EU) standards. In Montenegro, the Aluminum Combinat near Podgorica is the most serious hot
spot, contaminating not only the air but also ground and surface water resources and hence
endangering both the health of nearby communities and biodiversity in the Lake Skadar
watershed.
38.
Weak environmental management system, institutionally and legally. Some hot spots
have developed as a result of NATO bombing while others are due to improper operations of
industrial plants over a number of years. The situation was allowed to develop because of an
inadequate and at times perverse incentive system, lack of monitoring and enforcement capacity
of government agencies, insufficient access to environmental information by the public, and lack
of access to capital for better technology. Monitoring and enforcement of standards and
3

regulations are weakened by fragmented institutions and the inconsistent nature of legal and
organizational frameworks, with limited mandates, insufficient staffing, lack of modern
inspection equipment, and low fines. The current system of environmental assessment and
monitoring of mitigation measures suffers from a lack of scoping and screening to ensure that
efforts are focused on genuinely important environmental problems. The economic transition that
the country is undergoing provides an opportunity to redefine public and private cooperation on
environmental protection in a way that fosters the business environment. Serbia and
Montenegro’s environmental management system will also need to be strengthened, in
combination with general civil service reform and efforts to reduce corruption generally.
39.
Economic instruments that appear to be more directed to revenue generation than
providing incentives for environmentally responsible behavior. The most striking example of this
is the 1-percent tax on the total investment amount that is levied at the environmental impact
assessment (EIA) stage. Not being related to environmental performance in any way, this tax
serves as a disincentive for businesses to create much needed investments. Such a fee is only
justified if it covers no more than the administrative costs of reviewing the EIA of an investment
proposal.
40.
Difficulties with the quality and quantity of water resources. Serbia and Montenegro is
categorized among the water-poor countries in Europe, given its low per capita water flow and
domestically generated water resources. Groundwater plays an important role in drinking water
supply, but most groundwater must be treated before it can be drunk. River water quality is
largely poor, notably in central and northern Serbia, as a result of industrial, agricultural, and
municipal wastewater pollution, pollution associated with river navigation, pollution from
thermal power stations, and pollution originating in upstream countries. In Montenegro, signs of
eutrophication and other contamination have become visible in Lake Skadar and in marine
waters. Improvement in the capacity to monitor water quality is necessary for enhanced water
resources management. Serbia and Montenegro is prone to regular floods. Large-scale physical
measures have been put in place in northern Serbia, but more needs to be done in the rest of
Serbia and Montenegro, including community-based flood prevention measures.
41.
Transboundary water and global environmental issues. Serbia and Montenegro
contributes about 13 percent of the Danube’s nutrient pollution and hence is, together with other
basin countries, responsible for the deterioration of the downstream Black Sea ecosystem.
Policies and incentives to reduce nutrient run-off in the agricultural sector and improved
municipal and industrial wastewater treatment in the Danube Basin are needed to alleviate this
problem. Serbia and Montenegro also has unique species of flora and fauna that are under
various degrees of threat. The Government of the Federal Republic of Yugoslavia prepared a
priority action plan to address pollution hot spots in the Danube and to monitor endangered
areas. Feasibility studies have been prepared for wastewater treatment plants in 21 towns, but
funding for the program remains a problem. Furthermore, these are mostly short-term measures.
A biodiversity strategy is required to determine the best course of action for the longer-term
preservation.
42.
Lack of sustainable forest management. Serbia and Montenegro has significant forest
resources that are threatened by overharvesting, illegal logging, forest fires, and pest infestations.
Promotion of sustainable management of forests by strengthening forest institutions, increasing
wood extraction fees to cover costs, and harmonizing standards and regulations within the
4

country and internationally is needed and is being addressed in the new law. Excessiv cutting of
trees in mountainous parts of Montenegro and Serbia is in part responsible for increased erosion
and flood occurrence.
1.3

Millennium Development Goals and the Environment

43.
Ensuring environmental sustainability is one of the eight U.N. Millennium Development
Goals (MDGs) that were adopted at the Millennium Summit in September 2000. Analysis of
MDG indicators in Serbia and Montenegro suggests that there is room for improvement in all
MDG areas. (See Table 1.)
44.
Proportion of population with sustainable access to an improved water source. While
statistics indicate a large part of the Serbia and Montenegro population had access to safe
drinking water in 2000, there are unsatisfactory trends both in quality and in coverage and
service, especially to rural areas and urban slums (see Section 7 for details). Similarly, although
99.6 percent of the Serbia and Montenegro population is reported to live in a household with
sanitation services of some kind, most rural households have septic tanks, many of which have
been found to be improperly designed and situated.
45.
Proportion of population with access to improved sanitation and proportion of
population with access to secure tenure. People in urban slums, mainly refugees, Roma, and
IDPs, do not have access to safe sanitation facilities. Problems of access to safe drinking water
and sanitation threaten to reverse the positive trend in decreasing child mortality rates since the
1990s.
Table 1: Serbia and Montenegro and Millennium Development Goals
Indicator

1990

1995

1999

2000

Reduce child mortality
Under-five mortality rate (deaths/1000 live births)
Infant mortality rate (deaths/1000 live births)

26.0
23.0

19.0
13.1

16.0
13.6

NA
12.8

Ensure environmental sustainability
Forest area (million ha)
National protected area (percent of total land area)
GDP per unit of energy use (US$ / koe)
CO2 emissions (MT per capita)

2.995*
NA
1.85
3.6^^ 1

2.934*
3.24
1.28
2.9

NA
NA
1.28

2.887**
3.23***
4.6***

Notes: 1 1991.
Sources:
^^ Chapter 12, “Breaking with the Past: The Path to Stability and Growth,” 2001
* Statistical Yearbooks of Yugoslavia; Federal Statistical Office, "Bulletins Forestry”
** FAO Global Resources Assessment, 2001
*** The Little Green Data Book, 2001

46.
Environmental sustainability. The gross domestic product (GDP) per unit of energy used
declined from US$1.85/koe in 1990 to US$1.28/koe in 1999, showing an increase in energy
intensity of 13 percent. This compares poorly with the Europe and Central Asia (ECA) average
of US$2.4/koe and underlines the need for improved energy efficiency and reduced demand
through the elimination of energy price subsidies. Serbia and Montenegro’s carbon dioxide
5

emissions of 4.6 metric tons per capita were less than the ECA average in 2000. However, these
emissions appear to have increased since the early 1990s, and low-cost options for their
reduction are plentiful. Hence there is room for improvement.
47.
Forests. Forests cover 28 percent of Serbia and Montenegro’s land area. This percentage
is lower than the ECA region average of 40 percent, and there has been a decline in forest
coverage of 0.4 percent annually during the past 10 years, mainly due to fires, pest infestation,
illegal logging, reduced afforestation, and overharvesting. While the annual reduction is not very
dramatic, it ignores the decline in forest quality that has accompanied the illegal logging and the
lack of proper forest management. Overall, there is a need to move to better and more sustainable
use of forest resources.
48.
Biodiversity. About 3.3 percent of Serbia and Montenegro’s total land area is protected
for conservation purposes, which is the same as the ECA average.3 In Montenegro, this
proportion is 7.1 percent, while in Serbia it is 2.7 percent. Serbia has plans to increase the share
of its land under protection, as discussed later. There is still, however, a need for better
management of Serbia and Montenegro’s globally significant biodiversity. (See Section 10.)
1.4

Poverty and Environment Linkages

49.
The environmental MDGs are important in their own right but also because meeting
some of them contributes to a reduction in poverty, which is probably the most important MDG
of all. The environment-poverty linkage is especially strong when the poverty is defined in the
broader sense to include not only income and consumption but also health and vulnerability. As
for most transition countries, a number of important poverty-environment linkages exist in
Serbia and Montenegro. These are summarized in this section under the headings environmental
health and poverty, vulnerable social groups and environmental degradation, poverty and natural
resource degradation, and poverty and vulnerability to natural disasters. Boxes 1 and 2 provide
summary information on the state of poverty in Serbia and Montenegro, as reported in the
Interim PRSPdraft documents. It is interesting to note that these documents focus on the income
measure of poverty and pay less attention to the dimensions that are most susceptible to a
deteriorating environment.

3

Protected area is defined as IUCN Categories I–IV.
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Box 1: Poverty in Serbia
Poverty in Serbia has increased dramatically in the last 10 years. The middle class has disappeared, the
number of poor has increased two-and-a-half times, and an increasing number of people live just above
the poverty line. Available statistics for 2000 indicate that 2.8 million people, about one-third of the
population, live in poverty, defined according to national criteria as having an income of less than
US$30 per month. About 1.8 million people, 18 percent, live in absolute poverty, with a monthly
income of less than US$20.4 Additionally, a considerable group lives close to the poverty line and can
easily fall below it in the absence of well-targeted measures.
The urban population has suffered more from the fall in living standards and the spread of poverty than
the rural population. There is a considerable difference in poverty incidence between these two
categories of population (39.7 percent in urban areas versus 29.4 percent).
Serbia’s three regions—Vojvodina, Central Serbia, and Southern Serbia—differ in terms of level of
development. Vojvodina is the wealthiest region; fewer than 10 percent of its municipalities are
classified as underdeveloped according to the U.N. Human Development Index (HDI). In the central
region, GDP/capita is slightly lower than in the Vojvodina, and there is a higher proportion (21 percent)
of municipalities classified as underdeveloped by the HDI. But severe rural poverty is not widely
observed. Southern Serbia is the largest region and also the poorest, least developed one. According to
the HDI, 58 percent of municipalities there are underdeveloped. A substantial proportion (19 percent)
of all municipalities are classified as severely underdeveloped. Widespread rural poverty has been a
major determinant of the net outmigration recorded for Central Serbia and Southern Serbia during the
period 1995–99.
The results of empirical research show that the main survival strategies of households in Serbia in the
year 2000 were the reduction of needs, subsistence living, a decrease in savings or sale of property, and
an increase in gray economy activities.5
Source: I-PRSP.

Box 2: Poverty in Montenegro
Poverty has increased in Montenegro during the past decade. A survey carried out in 2000 indicated that,
depending on where the poverty line is set, 20–30 percent of the Montenegrin population can be
considered poor. The unemployment rate stands at 86 percent, taking into account all types of
employment (formal, informal, and multiple). It should be noted, however, that those engaged in
informal activities may not hold full-time positions. Regional differences are also very strong. Northern
inhabitants have a higher probability of living below the poverty line.
The negative socioeconomic trends experienced during the past decade in Montenegro have been, to a
greater or lesser extent, offset by a number of coping mechanisms. Family support and income from
informal activities (the gray economy) played an important role in preventing an even larger share of the
population from falling below the poverty line.
Source: UNDP, “Employment, Labor Market and Standard of Living in Montenegro.”

Environmental health and poverty
4

B. Bogicevic, G. Krstic, and B. Mijatovic, “Poverty in Serbia and Reform of Governmental Support for the Poor,”
Center for Liberal-Democratic Studies, 2002. The study is based on pre-reform data from the first half of 2000 and
does not take into consideration the approximately 600,000 refugees and internally displaced persons currently
accommodated in Serbia.
5
According to a survey in 2000, at least 30 percent of the economically active population was involved in activities
of the gray economy, with monthly incomes that were higher than the ones in the regular economy.
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50.
Water and sanitation. Health status data indicate that water-related diseases have not
been a significant contributor to the burden of chronic or acute disease in Serbia and Montenegro
(WHO, 2000; UNICEF, 2001); indeed, there has actually been an improvement in some key
indicators. Mortality among infants and children under five, a common indicator of water supply
and sanitation conditions, has declined by nearly half during the 1990s and is associated with
improved household sanitation and improved treatment for diarrhea and acute respiratory
disease. The under-five mortality rate for diarrhea disease declined by 38.2 percent during the
1990–97 period (UNICEF, 2001). There are signs, however, that the picture is changing. The
deteriorating quality of drinking water may well reverse the positive trend in the under-five
mortality rate. Some recent epidemiological studies on health and environment have found a
negative effect on health of living conditions and drinking water quality (Mihajlovic-Vukmirovic
et al., 2001). The situation is particularly acute for urban slums populated by refugees, Roma,
and IDPs (see “vulnerable populations” discussion that follows).6 The impact of inadequate
water supply on the poor is particularly high as they lack the resources to purchase bottled water.
51.
The Serbia and Montenegro public health sector uses a risk-factor-and-exposure approach
to environmental health. Based on this, and given the information on water quality in terms of
specific contaminants whose health impact is well known (such as arsenic, nitrates, carcinogens,
and pathogens), experts draw conclusions regarding impacts of water on health. These
conclusions are plausible and indicative of some serious health issues, but more underlying work
is needed in this area to confirm these preliminary findings.
52.
Air pollution. High ambient concentrations of certain pollutants, particularly small
particles, have been associated in many international epidemiological studies with various
negative health impacts. Concentrations of such particles, of soot, and of SO2 in industrial
settlements in several Serbian cities are within the critical range that has been associated with
negative health impacts. (See Annex 1.) Air pollution is not only a problem for the poor but, as
in other parts of the world, it is most likely that the vulnerable and the poor are least able to
protect themselves from exposure by living in cleaner and safer areas and therefore suffer the
most from such exposure.
53.
Waste management. Lack of proper waste management creates public health hazards for
the poor in a number of ways. First, as described earlier, hazardous waste is not sorted but is
instead dumped without any prior processing on regular, mostly illegal, waste dumps. Urban
poor people, notably Roma, who make a living by scavenging on waste dumps without any kind
of protection or training in the handling of waste are exposed to risks of injury and infection
from sharp materials. Second, as no leachate collection and treatment systems exist at any
landfills, leakage from waste dumps can contaminate groundwater, which is the drinking water
source for poor communities living nearby and relying on wells. Third, inadequate incineration
or incineration of unsuitable materials can result in the release of pollutants in the air and
constitute a health hazard to nearby Roma, refugee, or IDP communities.
Vulnerable social groups and environment degradation

6

The poor, particularly women and children, are generally most affected by environmental health problems, and
traditional environmental hazards—lack of safe water and sanitation, indoor air pollution, and exposure to disease
vectors—play by far the largest role. Indeed, poor people are acutely aware of how poor environmental health
affects their ability to move out of poverty (World Bank, 2002).
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54.
Roma, refugees, and IDPs residing in special camps or near waste dumps in urban areas
are among the most vulnerable social groups in Serbia and Montenegro. The rural poor in
resource-poor Southern Serbia also deserve attention.
55.
In Serbia, there are an estimated 600,000 refugees and displaced persons who are among
the most vulnerable, with inadequate housing and a much higher unemployment rate than the
local population. Around 20,000 refugees and 11,500 IDPs accommodated in collective centers
clearly represent the most vulnerable part of this group.7 An estimated 25 percent of them are
below the World Food Programme poverty line. Among this extremely poor section of the
population, living in unhygienic and unsanitary conditions, are the worst economic and social
cases—the unemployed, the elderly, single parents, orphans, and those who are unable to care for
themselves.
56.
The Roma minority is a key poor-risk group in Serbia and Montenegro. There are thought
to be 400,000–500,000 Roma in Serbia and Montenegro, concentrated mainly in southern Serbia,
around Belgrade, Vojvodina, and Montenegro. Within Roma settlements, access to utility and
public services is often very limited or nonexistent; the most serious problems are lack of access
to electricity, water, sewage, and garbage collection. The prevalence of communicable disease
associated with poor living conditions, such as hepatitis and trachoma, was confirmed in
discussions with public health officials in both Serbia and Montenegro. Oxfam conducted a study
on the health status and living conditions of Roma settlements in Belgrade and Kragujevac in
2001 (Oxfam 2001). The results clearly point to inadequate basic services and the consequent
health impacts:
•
•
•
•
•
•
•
•

19,000 Roma people live in 64 “unhygienic” settlements (meaning no piped water in
the house or yard), usually in shacks, in Belgrade
Health was identified by the Romas as one of their major problems
Life expectancies are short (only 1.4 percent were older than 60), and living
conditions are one of the contributors to early mortality
63.6 percent of households get their water from public fountains
More than half have outdoor latrines and a third have no latrines at all; in the majority
of settlements there are no sewage system connections or septic tanks
30 percent of Roma children below 6 had diarrhea during the two weeks immediately
prior to the survey, a figure three times higher than in the general population
45 percent of Roma children are malnourished
More than 50 percent of children between the ages of 7 and 19 do not attend school

Poverty and natural resource degradation
57.
While poverty is less widespread in rural areas than in urban areas, thanks mainly to the
resilience of agricultural production, there are significant regional differences in Serbia and
Montenegro (see Boxes 1 and 2). The rural poor in Southern Serbia and those living in
mountainous parts of Montenegro are highly dependent on the quality of natural resources. Land
degradation as a result of overgrazing and deforestation is likely to be a significant cause of
increased poverty in such regions, and although this is generally recognized as a link between
poverty and the environment, the detailed impacts in Serbia and Montenegro need to be
7

UNHCR and ICRC data, 2001.
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established and estimated. Based on these, the governments may consider promoting incomegenerating activities that are environmentally friendly and use natural resources in a sustainable
manner. Examples of such activities include ecotourism; growing high-value crops, fruits, and
vegetables; and manure management. Successful regional experiences in achieving sustainable
resource management while reducing rural poverty, such as in Turkey, may be considered for
replication. (See Annex Box A5.)
58.
In addition to being affected by environmental degradation, the poor also cause it, in
certain circumstances. One mechanism by which this can happen is increased reliance of the
rural poor on fuelwood for heating when electricity prices rise. As they are not serviced by
district heating or natural gas networks and cannot afford to use electricity, they resort to
increased uncontrolled wood cutting, exacerbating land degradation. Fisheries is another area
where poverty can exacerbate resource degradation through overfishing, leading to a spiral of
lower yields and increasing poverty. As discussed in Section 10, there is evidence of overfishing
and resulting decreases in fish stock in the Lake Skadar area, one of the poorest regions of
Montenegro. (See Annex Box A11.)
Poverty and vulnerability to natural disasters
59.
Serbia and Montenegro are highly exposed to earthquakes and flood risks. The most
severe earthquake in the country was in Montenegro in 1979, when 131 persons were killed,
1,000 persons were injured, and 100,000 homes were destroyed. Its damage was estimated at
US$2.7 billion. During the 1990s, more than 200,000 hectares were affected by floods, which
resulted in significant economic, social, and environmental losses. The poor are particularly
exposed to flood and earthquake risks, notably due to settlements on riverbanks and poor quality
housing constructions. The Government of Montenegro indicated that this is particularly
pronounced in the Tara and Lim basins in the northern part of Montenegro, which is also among
the poorest parts of the country. The country lacks a comprehensive preparedness, mitigation,
recovery, and reconstruction strategy to deal with this problem.
1.5

Recommendations

60.

It is recommended that the Governments of Serbia and of Montenegro:
• Conduct studies on linkages between rural poverty and environmental degradation,
with particular attention to vulnerability to degradation of natural resources, such as
water and land; vulnerability to natural disasters; and the threat of increased fuelwood
cuts as a result of electricity price increases.8
• Prepare a comprehensive national disaster management strategy, including
preparedness, mitigation, recovery, and reconstruction.

8

As an aid to this, it would be important to include natural resource use in regularly implemented household surveys
on poverty.
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2.

MACROECONOMICS AND ENVIRONMENT LINKAGES

2.1

Main Issues

61.
As with most countries in the region, under central planning the economic structure in
Serbia and Montenegro was characterized by heavy industrialization, price controls, and major
inefficiencies in the way resources were used. Energy, in particular, was underpriced relative to
its world value, but so were mineral resources, timber, and water. As Serbia and Montenegro
moves to a market-based system and as prices start to reflect the scarcity value of the inputs and
outputs, there will be major changes in the structure of the economy. Taking the experience of
other transition economies in the region as a guide, the recovery of heavy industry is expected to
be modest. Agriculture faces significant structural problems, including low productivity, low
quality, and continued heavy state intervention in prices and quantities traded, making exportoriented growth an unlikely prospect for the short to medium term. The services sector will likely
continue to grow significantly in the near to medium term. The Government of Montenegro also
intends to significantly increase the share of tourism services in its economy, for which it has an
excellent basis in natural resources and cultural heritage.
62.
The environmental impacts of past use of natural resources were significant but
somewhat different from those in market-based economies. Cheap energy resulted in high levels
of waste, with consequent high levels of pollution intensity (that is, emissions per unit of output)
in industry. Similarly, in an attempt to increase agricultural output, fertilizers and pesticides were
heavily subsidized, leading to excessive use. Agricultural non-point source pollution of
groundwater and surface waters was substantial. Large, intensive livestock farms, lacking proper
wastewater treatment facilities, constituted significant point sources of pollution. At the same
time, the environmental burdens of a typical market economy were not so great: there were lower
levels of municipal household waste and vehicle pollution, congestion was less of an issue, and
unplanned land use in urban and coastal areas was less evident.
63.
As the economy shifts to a market-based system, it faces new environmental problems.
The immediate difficulties lie in the lack of funds to monitor and ensure compliance with
environmental regulations and the willingness of regulators to overlook noncompliance when
there is a strong imperative of continued production and employment. Low pay and morale in the
regulatory agency also mean developers can get away with ignoring land use regulations. These
issues are discussed further in Section 3, where the financing of environmental expenditures and
the use of market-based instruments are discussed, and in Section 4, where changes to the
institutional framework, including greater transparency and decentralization, are discussed. Other
major challenges include the need to ensure that the transformation to a market economy is as
efficient and effective as possible and that the appropriate regulatory structure for the
environment is in place. The key issues in this regard are reforms in the pricing of natural
resources and the treatment of environmental liability in the privatization process. These are
discussed in the next sections.
2.2

The Impacts of the Pricing of Energy and Water
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64.
The economy of Serbia and Montenegro relied heavily on subsidized energy and raw
materials to achieve its goals of import substitution and domestic food security. The system was
supported by a myriad of price distortions that underpriced natural resources, promoted polluting
industries, and led to highly inefficient energy and raw material use. A lack of investment capital
and an international embargo prevented upgrading to cleaner technologies. Subsidized tariffs
also resulted in large budget drains at the central and municipal levels, which crowded out other
needed public investments. In addition, more recently, unclear responsibilities for past
environmental damages have made it difficult to ensure that remediation and protection measures
are adopted in industries slated for privatization.
65.
The governments’ macroeconomic reforms aim to restore economic stability and resume
growth. An important policy in this regard, which also has positive environmental implications,
is the phasing out of subsidies and liberalization of prices on energy and natural resources
(notably, water and wood). This will not only reduce budgetary and hence inflationary pressures
associated with the provision and management of these services, it will also provide incentives to
consumers for more-efficient use and free up funds for more direct targeting to the poor. Moreefficient energy and water use will reduce air, water, and soil pollution. Furthermore, reduced
energy demand will lower the country’s growing dependence on foreign fuel imports, which add
to the current account deficit, overall debt levels, and fiscal imbalance.
66.
In view of this, it is encouraging to note that under its macro and sector reform programs,
Serbia and Montenegro reduced energy subsidies in 2001 and 2002. As a result, the quasi-fiscal
deficit due to these subsidies has fallen by 50 percent (around US$550 million). The extension of
the program to raise Serbia and Montenegro’s energy prices to world levels will bring further
benefits in these areas and should be continued, as the governments intend. In designing the new
tariffs, however, it is important to take account of the effects of electricity price increases in
terms of increased use of coal and wood by the poor and those who are not serviced by district
heating and gas networks. As noted earlier, such shifts in energy use can increase deforestation
and cause health damages through higher levels of indoor air pollution. Experience in other
countries has shown that measures to address these impacts can be taken without compromising
the subsidy phaseout program.
67.
Although good progress has been made on the energy side, the same cannot be said for
the pricing of water and waste services by municipalities. The charges are currently so low that
the service is poor and the infrastructure is deteriorating fast. The governments have started
action to raise prices in some municipalities, but so far only a handful of utilities have acted in
this direction. This program should be expanded as much as possible. Fiscal reforms at the
municipal level should increase service charges and collection fees for wastewater and waste
management to levels that cover at least operation and maintenance costs, with targeted support
for vulnerable users being included as part of the reform program.9
2.3

Privatization

9

See World Bank, “Maintaining Utility Services for the Poor: Policies and Practices in Central and Eastern Europe
and the Former Soviet Union,” 2000.
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68.
Both republics have embarked on large-scale privatization programs. In Serbia, the
Privatization Agency plans to privatize 1,120 enterprises.10 Most of these companies have had
few if any investments in recent years. As Box 3 shows, the privatization process can fail if
environmental liability issues are not addressed in a timely manner. The most important issue
relates to the damages caused by the enterprises’ operations up to the time of privatization
(known as past liabilities). Given social rather than state ownership of these assets, it is unclear
whether the state is liable for such damages. Clearly, the possibility of being held liable for past
environmental damages constitutes a significant risk for reputable investors, leading them either
to be uninterested in bidding for the enterprise or to offer a much lower price than they would
otherwise. Hence, there is an urgent need to clarify this issue. Experience in other countries, such
as Bulgaria, indicates that it may be advisable for the state to accept such liabilities and take
remediation measures, including investments, at the time of privatization. This necessitates
credible commitment and ability by the state to fund such measures.11
Box 3: Benefits of Incorporating Environment into the Privatization Process
Contrary to a common misperception, addressing environmental considerations during privatization does
not impede the process. On the contrary, it reduces investment risks and uncertainties about potential
future costs. Foreign investors in particular are concerned about possible unfair treatment regarding
liability for past damages and about unexpected environmental requirements. In addition, as a condition
for providing loans, international financial institutions increasingly require environmental disclosure and
a financial accounting for environmental liabilities in corporate financial records.
While environmental issues typically represent only a small part of all investment risks and costs, they
become deal breakers if there are uncertainties about potential environmental liabilities, especially if the
risks are large compared with the value of the enterprise. Of particular interest from the environmental
point of view are privatization transactions in such sectors as mining, ferrous and nonferrous metallurgy,
petroleum refining, chemicals, and power. From the privatizing government’s perspective, including
clear environmental requirements in the privatization transaction can facilitate privatization, generate
higher revenues, and avoid delays and future disputes.
In 1992, for example, the government of Peru embarked on the privatization of its biggest mining
company, Centromin Peru. First Boston Bank and a local company, Macroconsult, prepared the
company for privatization, setting a base price of US$340 million and seeking commitments for an
additional US$240 million in investments over three to five years following privatization. The enormous
productive potential of the company generated high interest: 28 companies from several countries,
including Canada, China, Japan, and the United Kingdom, signed up for the auction. A couple of days
before the auction, however, reports appeared in the domestic and international media about possible
large environmental damages. None of the investors submitted proposals during the first call for bids in
April 1994. The company was restructured and sold later, after environmental problems had been
thoroughly addressed.
Source: Adapted from “Environmental Implications of Privatization,” Pollution Management In Focus, World Bank,
No. 5, 1999.

10

Enterprises slated for privatization include large livestock farms, chemical industries, wood and agro-processing
(tobacco, fruits, vegetables, sugarbeets, meat, and grain), textiles, and minerals (aluminum, iron) processing.
11
In Bulgaria, this was done through a Structural Adjustment Facility, which undertook to meet the government's
commitment for cleanup of past operations. It has provided experience on how the government can address similar
hot spots at other facilities that the government intends to privatize and hold to a high standard of environmental
management. The project is expected to take 4.5 years and to cost US$25 million, of which the Bank financed
US$16 million.
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69.
Another issue pertains to liability for current environmental impacts—that is,
environmental impacts arising from the enterprise’s operations after the transfer of ownership. In
Serbia, the current Law on Privatization may be interpreted as assigning this liability to the new
owner. To ensure that mitigation takes place, privatization documents should include clear
environmental performance objectives. An adequate regulatory capacity is also needed to
encourage enterprises to adopt more environmentally sustainable practices.
70.
A precondition to settling liabilities for remediation and mitigation activities is a credible
assessment of past and current environmental impacts of the enterprise in question. This is
achieved through the implementation of an environmental audit by an independent expert during
the privatization process and the incorporation of the expert’s findings in the prospectus of the
enterprise to be privatized. This procedure is now internationally recognized as due diligence.
The Government of Serbia is now preparing to revise the Law on Privatization to incorporate the
requirement of environmental audits for to-be-privatized enterprises that are environmental
offenders as part of regulatory reform component of the upcoming Sectoral Adjustment Credit.
At the same time, the role of the Serbian Ministry for the Protection of Natural Resources and
Environment (MENR) in the implementation and approval process of environmental audits
should be clarified based on consultations with the ministry. The legal revision should also
clarify the question of who holds liability for past damages and how these will be remediated.
71.
Montenegro is also looking to privatize some of its large enterprises that are
environmental hot spots, including the Aluminum Kombinat. It appears, however, that
environmental concerns are not being taken into account during this process. A collaborative
effort between the Privatization Agency and the Ministry of Environment and Physical Planning
(MEPP) to identify current and past damages and draw up remediation and mitigation plans
would benefit not only the environment but also poor people living in the vicinity of those hot
spots.

2.4

Recommendations

72.
The following actions are recommended to address macroeconomic and environment
linkages:
•

Continue phasing out subsidies on energy and utility prices to induce more-efficient
consumption behavior, prevent inflationary quasi-fiscal deficits, and save scarce public
funds for other priority expenditures, such as education, health, and environmental public
goods. Where necessary, target income transfers to those who cannot afford the increased
energy and utility prices.

•

Promote the development of an environmental regulatory system that better meets the
needs of a market economy, with greater use of market-based instruments of control and
greater transparency and devolvement in the regulatory process. Related to this, develop a
capability to analyze the environmental programs and policies that are not themselves
necessarily focused on the environment. Referred to as strategic environmental analysis,
this can contribute to better integration of environmental concerns in economic
policymaking.
14

•

Require environmental audits of industries to be privatized to clarify past and current
liabilities as part of the privatization process. Support intersectoral cooperation among the
environmental agencies, the Privatization Agency, and city administrations to harmonize
such legal requirements.
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3.

ENVIRONMENTAL EXPENDITURES AND FINANCING

3.1

Main Issues

73.
There are four main problems with environmental financing in both republics. First,
while the state provides some support to industry for investment in environmental protection (as
it does in almost all transition countries), the basis for this support and the way projects are
selected could be improved in terms of priority setting and accountability.12
74.
Limited public funds should be used to finance investments in public goods areas, such as
municipally owned water, sewage, and district heating utilities, the protection of biodiversity and
natural resources, or the monitoring and prevention of irreversible environmental impacts.
Furthermore, allocation of funds should follow a prioritization process based on benefit-cost
analysis and be carried out in a transparent manner. Some positive signs have been observed in
this area. In Serbia, the recently introduced competitive method to allocate public funds for
environmental projects sets priorities to some extent in that it considers cost-effectiveness and
some measurement of benefits to be achieved. The method also appears transparent. Both
Ministries of Environment need to build capacity to quantitatively assess the benefits of project
proposals for society against the costs.
75.
Second, economic instruments appear to be directed more to generating revenue than to
providing incentives for environmentally responsible behavior. The most striking example is the
1-percent tax on the total investment amount that is levied at the EIA stage. Not being related to
environmental performance in any way, this tax serves as a disincentive for businesses to create
much-needed investments. Such a fee is only justified if it covers no more than the
administrative costs of reviewing the EIA of an investment proposal. If the aim is to induce
industry to pay for the remediation and mitigation of environmental damage, then instead of
having a flat tax, an appropriate environmental management system should be put in place,
accompanied by strong monitoring by the environmental agencies.
76.
As in all western industrial countries and in the more advanced transition countries, there
is an important role for market-based instruments for environmental regulation. An example of
positive use of such instruments in other countries is given in Section 5, dealing with energy air
pollution. Such instruments should provide an incentive to reduce the environmental burden that
is being targeted, they should not result in unreasonable economic costs to the polluter (and
thereby indirectly to society), and they should be easy to enforce. Examples of the use of such
instruments in western industrial and transition countries are given in Annex 3, and a number are
being considered in Serbia and Montenegro.
77.
Another shortfall of the system that should be noted is the extremely low level of fines
for environmentally unfriendly activities and abuse of utility services. In particular, the fines for
dumping waste illegally are in no way a deterrent. The level of electricity stolen through
12

Although both republics stipulate the “polluter pays” principle, in reality this is rarely implemented. Because of a
lack of access to operating or investment capital by industry and the insolvent financial status of many polluters, the
state violates this principle by supporting environmental investment in industry. This is a common feature in all
transition countries, but it needs to be implemented in a more efficient manner and with the recognition that the
support cannot continue indefinitely.
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unauthorized connections is higher than average in the region, leading to heightened losses of
power utilities. Drastic increases are needed in fines against such abuses.
78.
The third problem is that, as a legacy of an economic system that was based on providing
industry with cheap energy and raw materials, the charges for natural resources do not reflect the
economic costs of extracting and managing them sustainably. This leads to overexploitation of
resources as well as to insufficient capacity to manage them in a sustainable manner. Ideally,
charges should be based on the full costs of extraction and management. In the case of forestry,
management includes, for example, the costs of forest fire and pest management, monitoring,
and enforcement of sustainable logging regulations. In this regard, it is a positive development in
both republics that wood pricing is moving toward competitive pricing, which, if carried out
without collusion and with a floor price that covers the costs just described, should result in
higher stumpage prices. The revenues from this, however, may not be sufficient to provide for
the full management of all public forests, in which case some continued support will be needed
from public funds.
79.
Finally, public-sector expenditures by environmental institutions in both republics appear
to be less than 1 percent of GDP (Annex 3). This is not sufficient to cover basic monitoring and
enforcement functions of government. Furthermore, the total amount of expenditures is believed
to be only slightly above this figure, given overall government budget cuts and financial
difficulties faced by private enterprises.13 This places Serbia and Montenegro significantly below
most transition countries, where annual environmental expenditures have averaged about 2
percent of GDP. Harmonization with EU environmental legislation will necessitate even higher
expenditures. Based on the experience of recent EU members, this may cost about US$1,500 per
person per year over 15 years. Again, based on the experience of other countries, only about 10–
15 percent of the financing to cover this cost is likely to come from the EU in the form of grants.
The rest has to be found through internal resources, which clearly points to a need for substantial
contributions from the private sector.14
80.
The financing of public environmental expenditures previously came from earmarked
taxes and charges. But now all such charges go to the general budget, from which allocations are
made to the environment spending agencies. Those responsible for environmental expenditures
complain that this has reduced the funds available and want the old system reintroduced.
Although their argument has some reason, this is not a move that the Bank would support. The
case against earmarking is that expenditures should be related to the outcomes that have to be
achieved and not to the sources of funds, and that having earmarked funds results in reduced
overall efficiency in the national system of public expenditure. The one exception to this rule is
when the environmental charge is specifically for a service (such as delivery of water or
collection of waste). In that case, the amount collected should be kept for the purpose of
providing the service and not go to the general budget. This cannot be argued, however, for
emissions charges or taxes levied on products (such as gasoline), even if the charge for
environmental reasons.
13

It should be noted that this estimate does not include local environmental funds on which the authors of this report
did not have sufficient information. The amounts involved, though known to be small, are considered critical for
some public environmental expenditure.
14
Another source of financing for local communities will be the 5 percent of privatization proceeds, which by law
have to be transferred to the local administration that has jurisdiction over the enterprise. These funds are to
contribute to infrastructure and environmental investments.
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3.2

Recommendations

81.

The recommendations on environmental expenditures and financing are as follows:
•

Focus public environmental expenditures on public goods that the private sector is
unlikely to fund sufficiently, such as environmental monitoring, biodiversity
conservation, and prevention of irreversible environmental impacts. In a transparent
manner, allocate public funds to priority actions and projects that are cost-effective or
have the highest benefit-cost ratios.

•

Replace the “1-percent environment tax” levied on new investments that pass the EIA
with a fee that covers the administrative costs of processing the EIA of an investment.
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4. INSTITUTIONAL FRAMEWORK FOR ENVIRONMENTAL
MANAGEMENT
4.1

Main Issues

82.
Serbia and Montenegro inherited a fragmented and in many ways inconsistent legal and
institutional framework, in which the demarcation of functions between the federal and republiclevel government environmental institutions as well as among various line agencies and
municipalities was often unclear. Weak monitoring and enforcement of environmental standards
and regulations in Serbia and Montenegro can be traced to limited mandates, insufficient staffing
(number and capacity), lack of modern equipment in inspection departments, rather low levels of
fees and fines combined with low collection rates, lengthy court procedures, nonexistent or
incomplete emissions data from enterprises, and the difficult economic situation of many
enterprises. In both republics, many industries operate without an environmental permit and do
not comply with environmental standards. Although environmental agencies carry out regular
inspections, which may lead to administrative or legal charges, the relatively low risk of being
caught, combined with the modest amount of standard fines and their low collection rate,
diminish the incentive for enterprises to comply with the law, given their often very difficult
financial situation.
4.2

Key Reforms to the System of Regulation

83.
Institutional and legal framework. Serbia and Montenegro’s institutional and legal
framework is currently in a flux as a result of the ongoing, gradual shift of legislative and
executive powers from the federal level to the republics and the revision of various laws in
parallel with the ongoing economic transition. In June 2002, the Serbian government upgraded
the environmental authority from the level of a directorate to a ministry. Currently, the Serbian
Parliament is reviewing a new Law on Environmental Protection System. The law is
comprehensive and ambitious: its objectives are to develop a consistent and modern legal and
institutional system for environmental protection that is harmonized with the EU’s framework
and that will improve horizontal and vertical cooperation and raise responsibility and efficiency.
The Montenegrin Law was issued in 1996, and according to the Ministry of Environment and
Physical Planning, all recently issued laws and bylaws are compatible with relevant EU
legislation. In Serbia, it is proposed that an Environmental Protection Agency (EPA) be
established in 2004 to implement the new law. There is also some interest in Montenegro in
establishing an EPA.
84.
System of environmental impact assessments. The number of EIAs increased from an
average of 50–60 per year to about 600 in 2000 and more than 1,300 in 2001. However, the EIA
system is plagued by shortcomings in both republics—notably, an overly general list of activities
subject to mandatory EIA procedures, with no cost or size thresholds and no distinction based on
type of enterprise, nor with any consideration of magnitude or scale of impact. In addition, the
capacity of environmental authorities to screen projects, review EIAs, and stipulate and enforce
conditions and mitigation plans is very weak due to staff shortages and lack of funds. Further,
local authorities often issue permits despite missing or incomplete EIAs, so that a large number
of activities or projects start up before adequate mitigation measures are put in place. In the
19

current setup, however, there are considerable fiscal interests in the EIA procedure, since the
EIA regulation requires a fee of 1 percent of the total investment costs of a project. In 2001, this
generated revenues of around US$183,000 for the Republic of Serbia and is thus an important
source of revenue, which poses the risk that environmental authorities might be held captive to a
suboptimal or dysfunctional system. To the extent that the fee is a charge for the administrative
services related to the processing of an EIA it is justified; otherwise it should be scaled down
(see Section 3).
85.
In addition to the system of EIA, there is a need for environmental considerations to be
included in the assessment of major policy reforms outside “the environmental sector.” These
include changes to land use, such as allowing the development of a tourism facility on previously
virgin land, opening up areas for urban use or reuse, changing trade policy, and so on. In such
cases the appropriate tool is a strategic environmental assessment, which should be prepared by
an intersectoral group that includes representatives from the Ministries of Environment as well as
Finance and the relevant line ministries. The need for this was underscored in Section 2. The
capacity to carry out such assessments, however, needs to be developed.
86.
Public disclosure and participation. Civil society, the private business sector, and
nongovernmental organizations (NGOs) are weak. Within the business sector, environmental
issues are not high on the agenda, as environmental business associations and committees are
just being established. At the moment there is a lack of private-sector participation in different
economic sectors related to the environment, particularly waste management, water supply and
sanitation in large cities, and forestry and national parks activities. Local NGO involvement is
limited mainly to awareness raising, environmental education, and information dissemination,
although a large number of NGOs want to be more involved in environmental protection
activities. NGOs identify isolation in the 1990s, lack of funds, lack of adequate technical
equipment and staff, and an inadequate legal framework as the reasons for the underdevelopment
of the NGO community.
87.
Harmonization with EU directives. Central and local environmental institutions in both
republics are keen to harmonize environmental legislation with the EU acquis.15 In Serbia, with
Finnish and other assistance, the environmental law has been revised, which is much in line with
the Integrated Pollution Prevention and Control directive, and work has begun to align relevant
laws with the EU Directive on Environmental Impact Assessment and Public Access to
Information. The MENR would also like to harmonize with EU directives that deal with water
quality and waste management. Experience in EU and EU candidate countries shows that it is
quite costly to implement these directives (Section 3), which implies that transition to full
implementation will have to be undertaken over an extended period of time and that only those
acquis-related actions that are of the highest priority will be feasible in the immediate future.
4.3

Recommendations

88.

The following actions are recommended to address institutional and legal problems.

15

Acquis (communitaire) may be informally defined as the body of European Community legislation that would-be
EU member countries have to incorporate into their national legislation and implement.
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•

Environmental impact assessment. Amend EIA regulations and procedures by
introducing thresholds, shortening the list of projects or activities for which an EIA is
required, improving cooperation with municipalities, and introducing strategic
environmental assessment for new policies and programs with considerable potential
environmental impact. Eliminate or at least reduce the “environment tax,” which does not
provide an incentive for better environmental behavior but instead constitutes a
disincentive for new investment.

•

Environmental institutions. Clarify demarcation of competencies between ministries and
between the federal, republican, and municipal levels; develop or strengthen
interministerial coordination mechanisms and institutions; establish an Environmental
Protection Agency in Serbia (proposed for 2004); and strengthen staff capacity through
training. As regional capacity varies considerably, some regions need considerable
institutional strengthening if they are to fulfill their new roles.

•

Environmental monitoring. Adapt the monitoring system to create a comprehensive
environmental information system, and identify investment needs for new equipment and
training needs.

•

Compliance plans and remediation programs for enterprises. In line with existing
legislation, develop realistic compliance plans and remediation programs for the most
polluting enterprises, including credible sanction mechanisms, such as sufficiently high
fines for noncompliance.

•

Environmental action plans. Seek donor funding for the organization of a stakeholder
consultation seminar focused on prioritization of actions and identification of financial
resources to carry them out. In addition, prepare sector strategies for high-priority policy
areas, such as biodiversity conservation, climate change mitigation, forestry, and waste
management (in Montenegro). These activities would constitute, in the spirit of a
National Environmental Action Plan (NEAP), an important follow-up to this report and
other strategic environmental documents prepared for Serbia and Montenegro. A full
NEAP, however, starting from scratch in identifying and developing environmental
priorities, is not necessary at this stage, given the work that has already been done on
these issues.

•

Environmental information, awareness, and public participation. Take a more proactive
position in providing properly formatted, digestible environmental information to the
general public, improve access to environmental information, create a legal framework,
and encourage active public participation in the environmental decisionmaking process.

•

Environmental legislation. Complete and adapt the existing legal framework, with a
focus on compliance and enforcement, harmonizing its key elements with relevant EU
Directives where practical, and paying special attention to enforcement capacity,
compliance costs, and monitoring requirements.

•

Environmental inspection and enforcement. Extend mandates, train and increase staff,
and upgrade equipment.
21

•

International environmental policy. Clarify institutional responsibilities between federal
and republican levels regarding the global environment; initiate the process for
ratification of priority multilateral environmental agreements (mainly the Danube River
Protection Convention, the Convention on the Protection and Use of Transboundary
Watercourses and International Lakes, and the Aarhus Convention on Access to
Information, Public Participation and Access to Justice in Environmental Matters); and
intensify work on international regulatory instruments for subregional, transboundary issues,
which due to the breakup of the former Yugoslavia are no longer of domestic nature and
thus lack an adequate regulatory framework.

•

Cooperation with business sector and NGOs. Strengthen cooperation with NGOs and
with the business sector through ongoing planned harmonization of environmental
legislation with EU directives, ISO 14000 certification, and development of compliance
plans and remediation programs for enterprises. More generally, create a better business
environment and incentives for private-sector participation in environmental protection
and natural resources management.
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5.

ENERGY AND AIR POLLUTION

5.1

Main Issues

89.
Energy intensity per unit of GDP increased by 60 percent during the 1990s due to the
decline in GDP and low energy prices. This is remarkably high; a few transition economies have
experienced decreases in intensity, and some have had increases, but rarely of this magnitude.
One reason is that current levels of energy prices do not provide any incentive to conserve. The
burning of increasingly poorer quality coal and the lack of financing to maintain and upgrade
decaying and inefficient energy infrastructure have also contributed to higher energy intensity
levels. The deterioration of energy generation technology and of the distribution system, which
caused large losses, is another main problem. These factors have a positive side as well,
however, which is that they offer enormous scope for improvements in energy efficiency.
90.
Electricity generation. A significant part of SO2 and NOx air pollution comes from
energy generation plants, which run on poor-quality lignite coal. The situation is particularly
problematic in the Kolubara-Obrenovac Corridor in Serbia, where 3,100 megawatts of lignite
power plants as well as the mines from which the fuel is obtained are located. Poor air quality in
the 26-mile corridor has resulted in high levels of respiratory problems in the region. The power
plants there also have harmful impact on the groundwater quality through leachate from their two
ash landfills. In Montenegro, MEPP’s Environmental Status Report (2000) states that in the area
of Pljevlja, the site of a thermal plant in an enclosed valley with humid weather and an absence
of wind two-thirds of the year, the frequency of respiratory diseases is markedly above the
average for the Republic. The Montenegro Air Quality Report (2001, p. 24) also states that “bad
air quality causes some health problems, such as increased bronchial and laryngeal diseases,
especially in the industrial regions of Bor and Pancevo of Serbia.”16
91.
Transport. Air pollution problems are of particular concern in Serbia and Montenegro’s
urban areas. In addition to power plants, vehicle emissions contribute an increasing proportion of
total emissions, and the continued use of leaded fuel and high sulfur diesel for transportation
needs is having an impact on health. The vehicle pool in Serbia and Montenegro consists to a
large extent of old cars that run on diesel gasoline. This is only likely to change in the medium
term, however, when the average income level increases.
5.2

Key Policy Reforms and Actions in the Energy Sector

92.
Lead emissions are particularly dangerous, for even in low concentrations they can lead
to mental development problems in children and affect the blood pressure of adults. The benefits
of making the shift to unleaded gasoline have been found to be far in excess of the costs in so
many countries that it is not necessary for Serbia and Montenegro to undertake such an
analysis.17 Almost all transition economies in the region have now moved to phasing out leaded
fuel, with the main difference being the time they take to do it.
16

In addition to air pollution, ash handling at coal power plants in the Federal Republic of Yugoslavia poses a threat
to groundwater and rivers because of poorly constructed storage facilities. The health impacts of air pollution are
also discussed in section 2.
17
See M. Lovei, 1998. “Phasing Out Lead: Worldwide Experience and Policy Implications,” World Bank; M. Lovei
(ed.). 1997. “Phasing Out the Lead from Gasoline in Central and Eastern Europe,” World Bank.
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93.
Financing problems have limited the governments’ ability to ban leaded gasoline, as it
requires that domestic refineries be upgraded. By using economic instruments and carefully
targeted support programs for industry, however, the phaseout of lead can be achieved in Serbia
and Montenegro. Currently the price difference between leaded and unleaded gasoline is so small
as to have an insignificant effect on behavior. Experience elsewhere has shown the success of a
combination of lower taxes for unleaded than leaded fuel, targets for refineries to switch
production to unleaded gasoline (with any refinery that exceeds its target being able to sell the
excess reduction to another that cannot meet its target), and support to the refinery sector and to
consumers in adapting to the changed fuel demands. Typically this is combined with some
technical and financial assistance to the refineries (possibly out of the revenues from pollution or
other environmental charges) to achieve phase out leaded fuel over 10 years. Box 4 describes
how Slovakia achieved the same reduction.
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Box 4: Phasing Out Leaded Gasoline in the Slovak Republic
Lead was used heavily in Slovakia (part of former Czechoslovakia) until the 1980s. The lead content of
gasoline was gradually reduced from over 0.7g/I to 0.4g/I in 1983, to 0.25g/I in 1985, and then to 0.15g/I
in 1989, followed by the total phaseout by the end of 1994. The market share of unleaded gasoline
increased from 6 percent in 1992 to 100 percent in 1995.
Besides health considerations about the impacts of lead, another—mainly supply-driven—factor
contributed to the drastic change in the lead use in gasoline. As a result of a technical upgrade
undertaken in response to increasing quality requirements of its export markets, Slovnaft, the only
refinery of the Slovak Republic, developed an overcapacity in the production of high-octane gasoline
components by the early 1990s. About 70 percent of the vehicles in the country, however, were designed
to use leaded gasoline, manufactured with soft engine valve seats, and vehicle turnover was very slow.
In order to resolve the disparity between supply and demand, Slovnaft developed a fuel additive that
enabled all motorists to use unleaded gasoline by providing the necessary lubrication to the soft engine
valves in old cars. The additive has been marketed under the trade name ANABEX-99 as a universal
fuel additive, which can be used in cars with or without catalytic converters.
The total cost of phasing out lead from gasoline production, including the annualized investment cost of
the new isomerization and lubricant production units, the development of new additive, and the
increased operation cost of unleaded gasoline, was estimated at US$0.02 per liter of gasoline.
Slovnaft used its control over the gasoline distribution network to market the new brands. A
differentiated pricing policy in favor of unleaded gasoline and a strong public information campaign
contributed to the success of the total lead phaseout program and the acceptance of new gasoline by
consumers.
Key factors of success in eliminating lead from gasoline in the Slovak Republic were:
•
•
•
•
•
•
•

The commitment to environmental improvement in Slovakia by all interested parties
Tax incentives for the production and consumption of unleaded gas
General advances in environmental understanding and changes in consumers’ values and mind
set
A long-term strategy for the modernization of gasoline production technologies
Participation of a highly qualified, expert team in the Research Center of Slovnaft Refinery
Highly motivated management teams in the Slovnaft and Benzinol companies
Relatively centralized and easily controlled gasoline distribution network

Source: M. Lovei, 1998. “Phasing Out Lead: Worldwide Experience and Policy Implications,” World Bank; M.
Lovei (ed.). 1997. “Phasing Out the Lead from Gasoline in Central and Eastern Europe,” World Bank.

94.
In both republics, the poor financial situation in the energy sector in general is a result of
low tariffs for energy that until recently did not cover operation costs, let alone maintenance or
capital recovery costs. In Serbia, the deteriorating energy sector has resulted in increased
dependence on imported energy. Both Serbian and Montenegrin governments, however, have
increased energy prices considerably and are expected to reach economic levels by 2005. As
noted in Section 2, phasing out subsidies will provide an incentive for reduced energy
consumption and prudent substitutions between fuels. Serbia is also in the process of establishing
an Energy Agency.
95.
The challenge related to price increases will be to ensure that the poor, who have limited
access to capital but some of the highest energy expenditures relative to income, are not overly
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burdened by price changes. A related problem is a possible switch by the poor to more polluting
coal or to illegally logged fuelwood, contributing to forest degradation.
96.
The Government of Serbia also plans to address the problem of refinery upgrading to
improve the fuel quality mix. The first phase will focus on repairs to plants to improve operating
capacity, while the second phase will concentrate on higher quality gasoline and diesel output.
5.3

Recommendations

97.
Recommendations to address the problems facing Serbia and Montenegro’s energy sector
and their impact on health and the environment are as follows:
•

Continue fuel-pricing reforms. An important action that can be taken to reduce energy
intensity and thus air pollution (including greenhouse gas (GHG) emissions) is to
continue to phase out subsidies on prices of all fuels so that they are increased to levels
that better reflect the economic cost of production and environmental externalities of
supplying these fuels to Serbia and Montenegro’s energy system. This policy measure
would also reduce reliance on energy imports (as demand would likely fall) and fiscal
deficits (to the extent that subsidies and energy-related imports are reduced). Greater
revenues in the energy sector would help to fund infrastructure upgrading and provide
incentives for substitution between fuels and for switching away from relatively
expensive electricity-based heat to more environmentally friendly district heat and natural
gas. In terms of the environment, air pollution’s negative impact on health would be
reduced.

•

Develop energy efficiency strategies. Both Serbia and Montenegro are working to
complete energy strategies, and an energy efficiency agency has been established in
Serbia. In addition to price reforms, energy efficiency programs can help reduce
consumption levels by promoting new energy-efficient and heat-saving technologies as
well as more traditional measures, such as installing insulation and window caulking to
prevent heat loss. Eco-funds aimed at energy efficiency improvements by the private
sector and individual homeowners, possibly supported by a debt equity swap from donor
countries, should be explored when developing strategies. Global Environment Facility
(GEF) resources may also be used to remove barriers to the introduction of innovative
technologies that have global benefits in the form of climate change mitigation.

•

Explore the potential for and feasibility of energy generation from renewable sources,
such as small hydropower stations or geothermal resources. Both Serbia and Montenegro
have conditions that may lend themselves to enhanced use of renewable energy sources
and may complement efforts to increase energy efficiency. Before investment can be
done, feasibility studies need to be carried out.

•

Address heavy air pollution from power generation in selected areas. Steps need to be
taken to address air pollution and ash problems in the Kolubara-Obrenovac Corridor, at
the Pljevlja coal plant, as well as particulate problems and SO2 emissions from the
Kostalac power plant—all of which are having a high impact on health and the
environment. Some of these assets are being upgraded with donor funding assistance, but
some of the key environmental issues have yet to be addressed, including improvements
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to electrostatic precipitators and sulfur removal. An action plan needs to be developed to
address the strategic and operational issues and to set priorities on investment needs. The
analysis should consider emissions, ash handling, coal mine operation, and the potential
for reducing air pollution by establishing district heating networks that use heat from
power plants.
•

Create an independent regulator. An independent energy regulator is needed to ensure
that prices under the energy reforms are set fairly. Such regulation will help energy
companies ensure that they are able to collect sufficient revenues to cover operation and
maintenance costs and provide adequate internal cash generation to support new
investments.

•

Examine options for cleaner coal technologies. Lignite is expected to remain the primary
source of energy supply in Serbia and Montenegro for some time to come. Reducing the
impact on the environment by introducing new technologies (fluidized coal bed
combustion) or through substitution of fuels should be developed. Pricing reforms in the
energy sector will help, but plans still need to be developed to explore which
technologies are most practical and affordable for Serbia and Montenegro.

•

Introduce cleaner transport fuels. Significant environmental, health, and tourism benefits
are possible if Serbia and Montenegro can convert to unleaded fuel. The governments
should seriously consider the option of eliminating fuel subsidies and opening up gas
distribution networks to foreign investors to help bring unleaded fuel to Serbia and
Montenegro, which may be the most cost-effective approach. In the longer term, the
governments should take steps to harmonize with EU environmental standards and
should introduce stricter emissions standards to ensure an environmentally friendly fleet
of new vehicles.

•

Undertake an inventory of GHGs. There is a need to create a more streamlined and
complementary strategy to address the problem of increased GHG emissions. Along with
this, a stronger commitment to contribute to solving the problem of climate change is
required on behalf of both Serbia and Montenegro. To start with, an inventory of the
current level of GHGs should be prepared, high-polluting sectors should be identified,
and potential future scenarios should be drawn up, given future demand and different
abatement options.
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6.

WATER SUPPLY AND SANITATION

6.1

Main Issues

98.
Household surveys show that, overall, around 84 percent of the people in Serbia and
Montenegro are served by piped drinking water supplies delivered to their homes. Urban and
rural differences in coverage are notable, however (97 versus 68 percent). And these high figures
belie the fact that residents, particularly in rural areas, increasingly receive inadequately treated
drinking water supplies due to the absence of a functioning municipal system. As a result of 10
years of little maintenance and no investments in the sector, most water supply networks have
difficulty assuring a regular supply, and there are widespread water quality problems, especially
in Serbia. The percentage of drinking water samples that do not meet the required standards is at
50 percent in Serbia and around 15–20 percent in most Montenegrin cities (although in
Podgorica, it is 2.8 percent).
99.
According to official statistics, access to sanitation services (a sewage system or septic
tank) in Serbia and Montenegro over the past decade has increased from 66 to 88 percent. (The
rest use pit latrines.) But more disaggregated figures show that there are serious problems in
Serbia. Construction of sewage systems has lagged behind water supply development, and there
are distinct regional differences in sanitation coverage. It is estimated that only 15 percent of
treatment plants operate satisfactorily, resulting in significant groundwater and surface water
pollution. Bacteriological pollution has been found in small rivers and channels from municipal
and industrial wastewater discharge. In Montenegro, only 60 percent of residents are connected
to the public sewerage system, with large regional differences. Wastewater treatment plants are
heavily overburdened and must often discharge untreated sewage. Water quality problems at
coastal beaches are of particular concern, given the impact on health, the environment, and
tourism. In small towns and rural settlements, sewage systems are nonexistent, with around 28
percent of the population using septic tanks and absorbing wells, the contents of which are not
always disposed of properly.
100. Water supply and sewage system infrastructure, including disinfection systems
(chlorination), is deteriorating, which has contributed to a decline in the quality of piped drinking
water supplies as well as ambient water quality. Since the source of water in Montenegro is
relatively pristine, problems with contaminated water supplies are more prominent in Serbia,
where 29 percent of samples from piped systems in 2001 did not meet the physical/chemical or
bacteriological standards.
101. Municipal water and sanitation utilities are in serious financial trouble, preventing the
initiation of rehabilitation works that are urgently need to prevent the collapse of services. The
tariff system for water and wastewater in Serbia and Montenegro is based on a cost-plus scheme,
with cross-subsidies for the population coming from industries. The decline of Serbia and
Montenegro’s industries has made cross-subsidies impossible, and current water utility revenues
do not cover operational costs. Tariffs were raised in December 2001 in Podgorica, Montenegro,
by an average 24 percent, but they are still below operating costs.
102. In addition to capital deterioration leading to significant physical losses of the order of 50
percent or more and limitations in water treatment and sewerage, the system is plagued by high
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per capita water consumption (reaching 300 lpc/d, whereas the average in Europe is 180–200
lpc/d), collection rates that fall below 50 percent, lack of demand management, and misuse of
water supply for nonhousehold activities, such as irrigation in peripheral areas. In Montenegro,
water supply and wastewater treatment are not sufficient to meet summertime needs, when
tourists more than double the area’s population to over 500,000.
6.2

Key Policy Reforms and Actions in the Water Sector

103. As noted, charges for water supply and for waste and wastewater collection were raised
significantly in the past year in Podgorica, Montenegro. This should be replicated in other
Montenegrin cities and in Serbia. Increased tariffs have several benefits for the environment:
First, this will reduce per capita water consumption to levels that are more in line with West
European standards. (For this to be successful, individual users will need to be metered or at least
have some relationship between what they pay and what they consume.) Second, increased
revenues will allow utilities to carry out maintenance activities, remedying physical losses as
well as sewerage leakages. Increased revenues will also decrease the need for subsidies and
make funds available for expanding services to underserved sections of the society, such as the
urban and rural poor. Increased drinking water quality and improved sanitation will reduce costs
incurred by the society as a result of diseases associated with water. Funds saved from subsidies
may also be channeled to extending services to areas with high tourism potential, notably the
Adriatic coast of Montenegro, which is expected to contribute substantially to the Montenegrin
economy.
6.3

Recommendations

104. The following recommendations try to address some of the most critical problems facing
the water supply and wastewater sectors:
•

Identify ways to increase access to clean water and sanitation in urban slums that house
the poor, including Roma, IDPs, and refugees. Some further discussion of these measures
is provided in Annex 7.

•

Introduce metering, undertake pricing reforms, and improve collection rates to address
financial problems. Increase tariffs in the water supply and wastewater sector to cover
operation and maintenance costs, including depreciation. Also, it is important to protect
the poor and provide adequate subsidies to those who cannot afford the increase.

•

Reduce losses through improved efficiency. Investments in the water sector should focus
on maximizing the efficiency of existing systems, with a first step directed toward
reducing the large systemic losses (often over 30–50 percent).

•

Introduce more fundamental reforms in larger cities. Incorporate utilities and introduce a
regulatory framework that limits political interference. Water supply and wastewater
utilities in large cities with greater opportunity for financial variability need to separate
themselves from city budgets and control and to institute performance-based contracts for
service, eventually contracting out large rehabilitation and maintenance jobs and
facilitating the development of a stronger private support industry to provide better
services.
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•

Focus government expenditure on medium-sized cities and rural areas, which face the
greatest problems. These areas have limited access to financial resources, are not
expected to attract private-sector interest immediately, and will likely continue to operate
under municipal control. While a list of priority projects in small town and rural water
supply systems exists, a detailed assessment of the state of existing facilities, informal
supply systems, and private wells (including water quality) should be undertaken in both
republics.
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7.

WASTE MANAGEMENT

7.1

Main Issues

105. Serbia and Montenegro’s waste management system is deteriorating. In Serbia, only
about 50 percent of solid waste is collected, 63 percent of which is from households and 20
percent from industry. Waste is not collected in rural regions and is either burned or disposed of
in legal or illegal waste disposal sites by residents. Approximately 170 official landfills, none
meeting sanitary landfill standards, serve municipalities in Serbia—too many for proper
monitoring and control.
106. In Montenegro, 42 percent of solid waste is collected. There are about 20 registered
landfills for municipal solid waste, but none is properly constructed or operated. A number of
industries produce hazardous waste, which, as in Serbia, is not disposed of correctly. Current
facilities for waste disposal in both republics are inadequate and under pressure. None of the
landfills incorporates gas emission and leachate collection systems, contributing to GHG
emissions and posing a potential threat to groundwater supplies and thus health. The proportion
of waste that is stored in poorly controlled sites is increasing, as is the amount of waste generated
each year, including hazardous waste. Several donor-funded feasibility studies have been carried
out in this area, including one on hazardous waste management. There is now a need to develop
a strategy for waste management for Serbia and Montenegro.
107. In both republics, solid waste collection and disposal are the responsibility of local public
utility companies, which face a number of interrelated problems. The institutional organization
of Serbia and Montenegro’s waste management sector is characterized by an unclear division of
responsibilities among the federal, republic, and local levels of government, making long-range
planning and rationalization of operations difficult. Solid waste management legislation exists,
notably the special Law on Waste Handling, which identifies wastes that can be recycled. But
implementation and enforcement are challenging. In Serbia, a Recycling Agency is in place, but
many of the regulatory bylaws for enforcement are yet to be developed. Low tariff collection
rates (ranging from 15 to 70 percent in different municipalities) are a major barrier to
modernizing waste management practices. Fines for violating waste laws exist, but they are not
high enough to ensure compliance with the law. A lack of revenues makes it difficult for waste
management utilities to cover operation and equipment maintenance costs, let alone invest in
modernizing collection equipment and disposal facilities or develop waste separation and
recycling programs.
108. An especially significant problem for the Republic is hazardous waste management.
About 260,000 tons of hazardous waste is generated per year. Of this, 9,600 tons are biohazardous wastes, half of which originates in hospitals. No permanent storage or disposal
facilities exist for hazardous waste, leading to on-site storage of the waste or disposal in
municipal landfills. Some hazardous waste has been exported to other countries for incineration.
Lack of proper regulation for hazardous waste transportation frequently leads to accidents,
threatening public health.
7.2

Key Reforms and Actions in Solid Waste Management
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109. A Strategic Framework for Waste Management prepared for Serbia with Japanese aid
proposes to increase fines, develop a packaging refund system, establish a system for
manufacturing liability, and restructure public utility companies. In the longer term (2007–15),
the strategic framework proposes to introduce a transferable license system for hazardous waste
and to privatize solid waste management systems. Information on Montenegro’s solid waste
management sector is limited, and the republic has yet to develop a strategy. An important
component of any strategy would exploit economies of scale. This is best done by taking a
regional approach, which promotes fewer landfills that serve a wider region and that can be
better monitored and controlled. (See Box 5.)
Box 5: A Regional Approach to Solid Waste Management in Bosnia and Herzegovina
The World Bank has recently approved a credit of US$14.3 million for improving solid waste
management for several localities (Tuzla, Banja Luka, and Mostar) in Bosnia and Herzegovina. The main
idea of the project is to consolidate waste disposal in a few regional landfills instead of a large number of
smaller-scale waste disposal sites.
Past practice of waste management in the country was to create a landfill for each locality. However,
municipalities with limited financial capacities were not in a position to build and maintain waste disposal
sites at levels dictated by technical, environmental, and sanitary requirements. As an alternative, the
project will create regional landfills that can serve several municipalities. It was clear that formation of
such landfills through cooperation between different numerous municipalities in Bosnia and Herzegovina
was necessary in order to afford improved sanitary landfill standards. The approach takes advantage of
economies of scale: the cost of maintaining a regional landfill is lower than the sum of the costs of
maintaining individual smaller landfills at the same standards. It was estimated that landfills are
affordable and allow cost recovery only when daily waste input is in excess of 200–300 tons. Lower costs
are likely to induce more budget-constrained municipalities to invest in upgrading solid waste
management, which is a acute problem in Bosnia and Herzegovina and in the Balkans in general.

110. With regard to hazardous waste, the Serbian Ministry of Natural Resources and
Environmental Protection considers it a high priority to establish a properly managed central
landfill for hazardous waste and put in place modern regulations concerning the transportation of
such waste.
7.3

Recommendations

111.

The following actions are recommended on waste management:

•

Address the hazardous waste management problem. Assess options for hazardous waste
disposal, including potential sites. Existing regulations on hazardous waste transportation
need to be revised, and there is a need for capacity building for enforcement. Where
feasible, address hazardous waste management at the source.

•

Reform waste tariff structures and privatize some waste management functions.
Differentiated tariff structures for waste disposal and collection, fines for nonpayment,
and stronger enforcement through the law are needed to increase collection rates to make
the waste sector financially viable and capable of investing in new equipment and
modern facilities. Greater involvement of the private sector in waste management (for
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example, in collecting waste or investing in the development of recycling capacity) could
help make the sector more efficient.
•

Develop and implement waste strategies. Serbia should begin to implement the
recommendations of its recently approved waste management strategy. Montenegro
should develop a waste management strategy similar to Serbia’s. The strategy should
examine the potential for establishing a regional landfill to reduce the number of disposal
sites, while considering existing economic and institutional constraints. Studies to assess
the potential for recycling should also be undertaken.
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8.

COASTAL ZONE MANAGEMENT IN MONTENEGRO

8.1

Main Issues

112. The Montenegrin coastal zone has outstanding environmental and cultural value. Due to
its isolation and strict land use planning during the socialist period, its environment is still largely
intact. It is, however, increasingly threatened by market pressures for further tourism
development, by illegal construction, and by already overburdened municipal services, like water
supply and wastewater and solid waste collection and disposal. Citizens with resources now feel
free to build where they want, especially along the coast. Although no accurate figures are
available, estimates are that 30,000 housing units have been built illegally in the coastal zone
over the last 10 years. What is not known is how many of these areas had the appropriate zoning
but the builders did not pay the necessary fees and taxes, or how many houses were improperly
sited and may harm the environment. (A prime example is the development of part of a highly
scenic island opposite Budva.) Addressing this problem will require first a reliable census of
such structures.
113. It is certain that if it is not checked, unplanned and illegal development will continue, in
which case the government goal of developing tourism as one of the engines of growth will be
seriously compromised. Tourism is certainly the dominant industry in the coastal zone. The
sector receives strong government support through the Ministry of Tourism, which undertakes
considerable planning, both physical and economic. The goal for 2020 is 22 million visitornights—four times the current level. While the Ministry of Tourism gives considerable stress to
environmental protection and appears ready to balance commercial gain with the need to
preserve the very scenic coastal environment, its ability to do so can be questioned in the light of
the building that is currently taking place.
8.2

Key Reforms in Coastal Zone Management

114. Reforms are needed so that a better balance is reached between the development of
tourism and the preservation of the environment on which it depends. Most of all this requires
political commitment, so that the authorities will take the necessary action against those erecting
illegal dwellings and not observing the proper planning regulations. This has to be supported by
a coastal zone management (CZM) policy that states clearly what the government aims are,
where the government intends to promote development and any limitations to that development,
and what infrastructure it will provide. The Government of Montenegro is heading in this
direction, although it has not yet prepared a full policy. This has to be supported by improved
coordination both horizontally (between national ministries and agencies) and vertically
(between the national, municipality, and town levels). Procedures for planning and permitting of
development that would allow wider consultation and expand the role of public participation in
decisionmaking have to be introduced.
115.
The role of the existing Coastal Zone Management Agency (a public enterprise under
the Ministry of Marine Affairs) could be expanded beyond its current functions, which relate
mainly to leasing of beach space, so that this to becomes the main body responsible for concrete
actions under a broader CZM program, taking advantage of its skilled staff and knowledge base.
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Specific institutional arrangements for counteracting illegal construction may be called for, as
well as legal instruments. On the international cooperation side, the Socialist Federal Republic
of Yugoslavia signed the Barcelona Convention for the Protection of the Marine Environment
and the Coastal Region of the Mediterranean (1976). Serbia and Montenegro needs to ratify the
convention to be able to participate in and benefit from activities under it.
8.3

Recommendations

116.

The following actions are recommended as a matter of urgency:

•

Prepare a coastal zone management policy. An overarching policy is needed, in order to
integrate all sectoral plans, including documents for infrastructure, environmental and
landscape protection, and municipal services development.

•

Strengthen institutional coordination. Institutions must improve the sharing of
information, better coordinate their actions, increase cross-sectoral review of procedures
for planning and permitting of development, and increase the role of public participation
in decisionmaking. Expanding the responsibilities of the existing Coastal Zone
Management Agency would help in this regard.

•

Raise public awareness. Urgent attention should be given to a publicity program to
inform the public about the state of the coastal environment, current threats, and the steps
needed to ensure environmentally sustainable development of the coastal zone.
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9.

FORESTRY

9.1

Main Issues

117. Forests cover 28 percent of Serbia and Montenegro’s territory and represent one of most
important natural resources, particularly for Montenegro, where they cover 543,000 hectares (39
percent of the territory). More than half of the forests (57 percent) are owned by the public.
Forests owned by the private sector are often fragmented and rarely managed sustainably.18
118. Forest quality and growth are threatened by many factors, including overharvesting,
illegal logging, forest fires, and pest infestations. Although statistics suggest that the estimated
annual increment of the growing stock exceeds the annual cut by more than 100 percent, this
does not imply sustainable management at all forest sites. Due to a relatively low road density in
forest areas, accessible areas are frequently overharvested, while other areas are harvested with
very low intensity. Inaccessible areas are often more prone to forest fires and insect infestations.
During the 1990s, the efficiency and level of forest monitoring and control decreased
considerably, and illegal logging increased. Excessiv cutting of trees in mountainous parts of
Montenegro and Serbia is in part responsible for increased erosion and flood occurrence. In
Montenegro, the Tara and Lim basins were identified in the stakeholer workshop as particularly
vulnerable areas.
119. Existing institutional capacities are weak, especially with regard to enforcement of
forestry standards and regulations. Forest authorities need to develop new sustainable forest
strategies to improve existing legislation, to harmonize it with EU requirements, and to create a
Geographic Information System (GIS) as the basis for better forest management.
120. Non-wood products of the forests are important both in terms of traditional cultural
values and as income sources. These products include snails, frogs, herbs and spices,
mushrooms, wild fruits, game meat, and Christmas trees planted in forest openings and
firebreaks. Harvesting for commercial use of these non-timber forest products is organized
through a permit system and monitored in Serbia by the independent Institute for the Protection
of Nature, while in Montenegro the Institute for Nature Protection is the responsible entity. The
main problem here is poaching, and protective regulations have been instituted to counter this.
Nevertheless, declines in official numbers of animals being shot point to continued poaching,
which in turn results from socioeconomic conditions.
121. The wood processing industry is highly fractured. It produces a large number of different
products. The sector is highly export-oriented. The production volumes decreased radically
during the period of U.N. sanctions. Due to the currently favorable market in Europe for beech
sawnwood, production recently returned to pre-war figures. Hence this is a sector where there is
potential for economic development and for employment creation in a small to medium-sized
private enterprise structure that is export-oriented. (The sector accounts for at least 6 percent of
all exports.) The introduction of certification should allow Serbia and Montenegro’s processing
industry to capture premium prices for sustainably managed forests while protecting the
18

The area that is classified as forest was strongly disputed at the workshop in Serbia.
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environment. In this respect Serbia and Montenegro has still some way to go, but it is
encouraging that the possible establishment of a National Working Group to develop standards
for sustainable forest management and certification is currently under discussion within different
stakeholder groups.
9.2

Key Reforms and Actions in the Forestry Sector

122. There is no forest policy approved at the federal or the republic level. Currently a group
of national forestry experts has recommended the following items be included in a national forest
policy: 19
•

•
•
•
•
•
•
•

Precise definition and structuring of the objectives of forest policy at the federal level
(Federal Forest Law), in keeping with the principles of viable development,
ecological and economic needs, and bio-technical and economic peculiarities of the
forest sector
Financial support for the development of the forest sector (mainly from sources
outside the sector)
Increase of the forest road network density
Creation of conditions for dealing with the issue of forest ownership
Creation of conditions for starting up a selective process of privatization in the forest
production segment
Settlement of the issue of control over and management of private-sector forests (such
as establishment of a network of test estates and monitoring of their performance and
establishment of associations of owners of private forests)
Insistence on the development of the concept of viable eco-agroforestry
Strengthening of the material basis for science research in the forest sector, including
acquisition of equipment necessary for monitoring changes in the forest ecosystems
and the development of information systems

123. Progress in these areas is slow and needs to be speeded up. Consider first the issue of
financing of forest management and protection. The current Serbian forest law has no provisions
on how the state should be reimbursed by the public forest enterprises (Srbija Sume) for the use
of state-owned forests. The only obligation of these enterprises is to pay a flat 3 percent tax on its
sales to the Ministry of Finance. This requirement applies to all forest users. Three percent of the
total collected from all public funds (water, forests, roads, raw minerals, agricultural lands, and
other natural resources) is then earmarked for forest operations (afforestation, silviculture, and so
on). In 2001, revenues from timber sales totaled US$1.01 million, while the amount earmarked
for forest-related operations from the consolidated revenues of public funds was US$1.28
million. The current across-the-board practice means that much of the forest-exploitation-related
rent is not captured by the government. In addition to the 3 percent, there should be a
differentiated tax schedule introduced to eliminate these distortions. These changes are necessary
in order to help the government capture the real rents from forest exploitation and eliminate the
de facto subsidy that is encouraging inefficient management of state forests.
124. On the question of private ownership, ideas to “de-nationalize” forests are being
discussed in Serbia and Montenegro. The main concern here is that this usually reduces the
19
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average size of forest compartments (management units) significantly and subsequently increases
economic and ecological risks. Care will have to be taken to avoid this happening by including
ecological criteria in the way forest parcels are divided up for private use.
125. Other issues of importance include the methods of forest extraction (present processes are
not very environmentally friendly) and improved efficiency of operations (productivity of
harvesting operations is low—average extraction and terrain transport distances are long as a
result of an inadequate road network). Due to the lack of investments in the sector , the existing
equipment is old and worn-out. The governments recognize that finance for the recovery of this
sector will have to come in large measure from the private sector.
9.3

Recommendations

126. It is recommended that the governments undertake the following actions to promote
environmentally sustainable forest management:
•

Develop a national forest strategy. This would need to include all forest owners in Serbia
and Montenegro. Key areas would include the development of an efficient forest revenue
system and an integrated approach to strengthening the management capacity in privately
owned forests, including a strategy for the restitution of forests and their management in
the longer term. It should also address the harmonization and reform of the forest
legislative framework to ensure compatibility with the international forest community as
well as the development of national standards for sustainable forest management to
enable forest certification and therefore better access to the European market.

•

Develop an integrated and multipurpose information system. There are two principal
considerations in developing a multipurpose information system. First, an approach to
establishing an integrated Geographical and Forestry Information System (GIS/FIS)
should be developed that includes multipurpose and thematic functions in the forest
sector and that can be expanded to perform instant yield calculations at the district level,
including simulation and visualization of mixed and multi-aged forest, which at the
moment cannot be done in Serbia and Montenegro. Second, a GIS/FIS system could be
used to implement computer-aided comparison between data provided by forest users,
forest product transporters, and processors and data from the official FIS regarding log
sourcing, transportation control, monitoring of sustainable forest management, chain of
custody of forest certification, and so on. This comparison would aid in preventing,
detecting, prosecuting, and suppressing irregularities, fraud, and corruption from the
forest site to the processing stage and the marketplace.

•

Improve forest management capacity. This would require support for already ongoing
institutional reforms and restructuring of the current forest and protected area
administration based on the separation of commercial from regulatory functions, and
would include the establishment of mechanisms for self-financing of commercial
activities and a strengthening of the regulatory functions (such as Forest Inspection
Services).
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•

Strengthen the wood processing industry. This would include advisory services for
consolidation, modernization, and internationalization, with a special focus on current
market developments, such as certification.
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10.

BIODIVERSITY AND PROTECTED AREAS MANAGEMENT

10.1

Main Issues

127. Thanks to the large variety of the ecosystems it hosts, the former Yugoslavia was one of
six European centers of biological diversity and is home to 39 percent of Europe's vascular plant
species, 51 percent of its fish fauna, 74 percent of its bird fauna, and 68 percent of its
mammalian fauna. The country's biodiversity is further enhanced by endemic and relic species
and ecosystems, which are only found in this region, giving them global significance. Close to 15
percent of total flora represent endemic and sub-endemic plants; 2–3 percent of these are found
exclusively in Serbia and Montenegro or their range spills over slightly into the territories of
neighboring states. The country also offers a resting place for many migratory species, including
endangered ones.
128. A number of Serbia and Montenegro’s nature areas have been recognized as
internationally significant. Among these are the Obed Swamps and the Ludas Lake, Lake Skadar,
and Carska bara–Stari Begej (Ramsar Wetland of International Significance); the DurmitorNational Park, with part of the Tara River Canyon and the Kotor-Risan-Bay (on the World
Natural Heritage List); and the Tara River Canyon, which has been included in the biosphere
reserves grid of the UNESCO Man and Biosphere Programme.
129. About 60 percent of endemic Balkan flora found in Serbia (out of the total of 417
species) is endangered to a varying degree and for different reasons. Negative impacts on
ecosystems and biodiversity include:
•
•
•
•
•
•
•

Unsustainable exploitation of forests, game, and fish and use of improper and
methods for fighting “pests,” such as pesticides, herbicides, and the poisoning of
game
Mining practices that are not friendly to nature, notably open-cast lignite and copper
ore mines
Expansion of agricultural lands to marginal lands and the drainage of swamps and
marshes
Water, soil, and air pollution
Urbanization and the expansion of urban areas and tourism development in zones of
particularly vulnerable ecosystems
Infrastructure development (fragmentation of habitats), hydro melioration, and the
construction of water accumulations in gorges (refuge habitats of relict and endemic
species and communities)
Fires, floods, accidental spills, and discharges of harmful substances by industry or
during transportation

130. Nature conservation areas represent 5 percent of Serbia's territory. There are five national
parks (Fruska Gora, Kopaonik, Tara, Sar planina, and Djerdap–Iron gate), 120 nature reserves,
20 nature parks, and about 470 natural monuments. In Montenegro, about 8 percent of the
territory is protected by the state and is made up of four national parks (Lake Skadar, Biogradska
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Gora, Durmitor, and Lovcen), 4 nature reserves, 51 natural monuments, and 4 forest parks or
special nature areas. An estimated 314 animal and 52 plant species designated as natural rarities
inhabit protected areas and are included in the republic’s Red Book. Lake Skadar, located
between Montenegro and Albania, is a Ramsar wetlands site and an International European Bird
Area, with about 40 different species of waterfowl.
131. Serbia and Montenegro is a signatory to the Convention on Biological Diversity (1992)
and the Convention on Trade in Endangered Species of Wild Fauna and Flora (1973) and ratified
both treaties in 2001. A number of laws and regulations govern biodiversity protection at the
federal and republic levels (see Annex 10). The institutional set-up is also elaborate, involving
the Environment Department within the Secretariat for Health Protection and Social Policy at the
federal level (for international cooperation) and the republican Ministries of Agriculture,
Forestry, and Waters, which have the main responsibility for forestry and forest biodiversity. The
republican Ministries of Environmental Protection are responsible for supervising activities of
public enterprises, which are in charge of administering the national parks.
132. Despite the relatively good condition of the national parks, most of them suffer from
inadequate funding and have very weak institutional and human capacity. Park development
depends in part on the receipt of public funding. This has been decreasing, however, in the face
of the governments’ tight budgetary policies. In Montenegro, for example, the national park
public enterprise has experienced a budget cut of 33 percent in the last year. These difficulties
have led a number of park administrations to resort to revenue-generating activities that are not
in line with existing legislation. In particular, in national parks that include forests,
administrations engage both in wood cutting and sales in the name of “sanitary cutting” and in
regular small-scale logging in zones with less restrictive protection regimes. Construction
activities from tourism development are also reported to have reached unsustainable levels from
a biodiversity protection point of view.
10.2

Key Reforms and Actions in Biodiversity Conservation

133. The governments of the republics take biodiversity conservation seriously, as can been
seen from their international commitments and from the fact that the Landscape Management
Plan of the Republic of Serbia approved in 1996 aims to double protected areas, including
natural monuments, to 10 percent of the territory by 2010. The difficulty is that increasing such
areas is not of itself enough to ensure effective conservation. Areas so declared can be subject to
illegal use. Preventing this requires resources in policing as well as complementary programs of
sustainable livelihoods for potential encroachers. Programs for conservation also need additional
funds to actively husband the resources within the protected areas.
134. In the face of decreasing public resources for biodiversity protection, there is a need for a
comprehensive strategy and action plan that identifies priority problems, including species and
ecosystems that require attention more immediately than others, and measures to be undertaken
to protect these. There is also a need to generate revenues from exploiting the private demand for
biodiversity where it can be done without harming the resources (such as through ecotourism,
gene prospecting, and so on).
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135. Serbia and Montenegro also faces certain international biodiversity-related obligations
that have not yet been met. Prominent is the need to ratify the Berne Habitat Directive and the
Bonn Convention on Migratory Species.
10.3

Recommendations

136. The following policies and actions are recommendations for biodiversity and protected
areas management:
•

Develop a biodiversity strategy for Serbia and Montenegro. The strategy would
include strengthening the regulatory framework for biodiversity conservation;
building institutional and human capacity of the relevant governmental agencies and
NGOs, especially at the local level; mainstreaming of biodiversity conservation in
sectoral policies, notably forestry, agriculture, and tourism; sustainable use of flora
and fauna; strengthening the network of protected areas and integrating it in regional
networks; specific conservation and restoration programs for threatened habitats and
species; further development of biodiversity monitoring; and enhancing public
awareness and participation in biodiversity conservation. The strategy should also
recommend priority areas for investment. Funding for the strategy may be requested
from the GEF.

•

Prepare management plan for Lake Skadar and introduce integrated ecosystem
management.

•

Prepare management plans for selected protected areas and for all national parks
with the goal of ensuring long-term financial sustainability of biodiversity protection.
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11.

PRIORITY ACTIONS AND THE ROLE OF DONORS AND THE
WORLD BANK

11.1

Recommendations for Priority Action

137. The review’s main recommendations for action are given in Table ES1 in the Executive
Summary. For each action, the table provides the main reason why it is seen as critical, notes
related issues that also need to be addressed, and reports on supporting activity by other donors.
The selection of actions is based on the following criteria:20
•
•
•

Impact on human health—priority is given to problems, primarily related to air and
water pollution, that have a demonstrable negative impact on health, such as illness
and premature death
Impact on the economy—problems that can be ranked according to their economic
impact are included, including pollution and natural resource management issues
Impact on natural ecosystems—since the destruction of habitat and extinction of
species are not reversible, these impacts do not have easily quantifiable economic use
values for humans associated with them but could nevertheless be critical for the
proper functioning of economic systems

138. In addition to these, the priorities for action in Table ES1 also take account of ongoing
support from other donors, as well as the likely costs of the interventions, the potential benefits,
and the prospects for mobilizing financial resources for them.
139. The list of recommendations does not include two key policy measures that the
governments are already committed to and that, if successfully implemented, will make a major
contribution to the environment. The first is the phaseout of energy subsidies, combined with a
program that addresses the impact of the price rises on poverty and especially on the increased
use of wood fuel in rural areas. The second relates to the pricing of water and waste services
by municipalities. As noted earlier, at the moment the charges are so low that the service is poor
and the infrastructure is deteriorating fast. As for energy, the governments have started action to
raise prices in some municipalities, but so far only a handful of utilities have acted in this
direction. This program should be expanded as much as possible, with targeted support for
vulnerable users being included as part of the reform program.
140. The recommendations in Table ES1 emphasize, above all, the need for continued policy
and institutional reforms that will have major implications for the environment and that will
also, in many cases, benefit the economy. These are complemented by investments where these
are critical for addressing environmental issues. In some cases the policy and institutional
reforms need some further preparatory work. This is the case for actions relating to coastal zones
and biodiversity protection; in these cases the preparation of a strategy document is
recommended as a first step. Areas where policy/institutional reforms should be initiated include
strengthening institutional capacity in environmental management and addressing environmental
liability and privatization. Finally, areas where some investments need to be made in the short
20

These criteria are based closely on the formula adopted by the European Environment Ministers in their meeting
in May 1993 in Lucerne, Switzerland, following the Environment for Europe process supported by the Bank.
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term are improvements in solid waste disposal facilities, in rural and urban water services, and in
addressing serious pollution problems in selected hot spots. In all cases the focus should be on
localities where the present situation poses a serious health threat.
141. In addition, the governments should consider investments in regional and global public
goods—reductions in greenhouse gases through energy efficiency, tackling Danube
eutrophication, integrated eco-systemecosystem management for Lake Skadar, and improved
biodiversity conservation. The justification for these is that Serbia and Montenegro has some
international obligations that have to be fulfilled and that funds for these programs will come
partially from international earmarked sources such as the Global Environment Facility (GEF).
The selection of the projects, however, should be based on the net global benefits plus the local
benefits generated.
11.2

The Contributions of Other Donors

142. The level of donor support for the environment in Serbia and Montenegro initially
focused on urgent problems, primarily in the municipal sector, but has since moved to wider
support for institutional reform, technical assistance, and infrastructure investment. The
European Agency for Reconstruction of the EU, which is responsible for the management of
the main EU assistance programs in Yugoslavia, is the largest donor, investing mostly at the
municipal level, covering maintenance and repair of local public facilities. In 2001, its assistance
amounted to Euro 320 million, and this is expected to continue in the same order of magnitude
during 2002–06. For sewerage and wastewater, the EU intends to fund preparatory studies for
larger projects that will then be funded mainly from other sources. The U. S. Agency for
International Development has a large assistance portfolio as well in Serbia and Montenegro
(US$240 million for 2002–04), which also focuses at the municipal level—for small-scale urgent
infrastructure development and maintenance—and in support of civil society development.
Larger investment programs are being prepared by the European Bank for Reconstruction and
Development, which is currently negotiating investments in the larger cities on district heating
systems, water supply, and sewage systems. The Governments of Germany and France are
also undertaking smaller-scale efforts that support wastewater and water projects.
143. Bilateral donors are also supporting a number of infrastructure projects, and some have
contributed to cleaning up activities in several environmental “hot spots,” in particular where
NATO bombing damage occurred. The UNEP-UN Centre for Human Settlements Balkan Task
Force has identified 27 clean-up projects to address the post-conflict environmental and
humanitarian problems, with an estimated cost of US$37 million. Switzerland, Austria,
Norway, Russia, Denmark and others have provided US$11 million, and about 15 projects
have been implemented. Germany intends to provide Euro 2.5 million to Montenegro for
environmental protection and is in the process of determining the specific area of investment.
144. A number of donors and international agencies are also providing or planning to provide
technical assistance to Serbia and Montenegro in environment-related programs. Among them
more active in this area are the U.N. institutions and the EU. Currently the U.N. Development
Programme is working on energy conservation and efficiency and on promotion of sector
reform. It is taking a lead position on implementing GEF projects in the area of preparing
national strategies on climate change and biodiversity conservation. The U.N. Economic
Commission for Europe (UNECE) is preparing an Environmental Performance Review for the
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country. UNEP, together with UNECE, has organized several capacity-building workshops. The
EU plans to provide substantial assistance in drafting, adopting, and implementing a wellfunctioning legal, policy, and institutional framework; in supporting, maintaining, and further
developing a civil society network; and in strengthening municipal institutions responsible for
solid waste and wastewater management. It will also support improved monitoring of pollution
and work on hot spots where the current situation poses a serious environmental risk, such as
Trepca, Pancevo, and Novi Sad.
145. The Regional Environmental Center in Central and Eastern Europe (REC) is coimplementing several regional projects in Yugoslavia: providing support for ratification and
implementation of multilateral environmental agreements; strengthening national environmental
protection agencies; and developing national information systems and environmental legal
advocacy and advisory centers. REC is also responsible for implementing “promotion of
networking and exchange of experience in countries of South-Eastern Europe.” The main goal of
the project is to contribute to enhancing cooperation among these countries through the
management of shared natural resources. The project has a special component on the
transboundary Lake Skadar. It also aims to promote cross-border exchange between local people,
organizations, and NGOs, and to establish technical networks in support of the selected
transboundary sites, in implementing small-scale demonstrational projects.
146. Among bilateral donors, the Government of Finland is providing special support in the
area of harmonization and improvement of environmental legislation. And other donors
(Switzerland and Norway) have supported, through the Organization for Security and
Cooperation in Europe, the draft framework Environmental Protection Law for Serbia or are
supporting the Serbian or Montenegrin Governments in some particular areas. (For example, the
Government of Japan has supported preparation of background studies for a National Waste
Management Strategy for Serbia.) Donor activities are presented in table form in Annex 11.
11.3

The Role of the Bank

147. The donor review suggests that there is considerable interest in the environment from
external agencies and that the Bank has to think carefully about where it can make the most
useful contribution. The main programs that the Bank could most usefully support are listed in
Table ES2. Apart from the stakeholder and donor consultation workshop, which should be
undertaken to discuss this report with stakeholders and to finalize the Country Environmental
Analysis, the other proposals support areas where other donors are not covering the priority fully
and where action is needed according to the priorities listed in Table ES1. These are:
•

Develop a hazardous waste facility for Serbia. The Serbian MENR intends to
develop a National Solid Waste Management Strategy based in part on the Strategic
Framework for Waste Management prepared with Japanese aid. The Bank is already
involved through the International Finance Corporation in a possible private-sector
solid waste management project for Belgrade. In Montenegro it provided a special
investment grant for a coastal zone waste disposal facility last year, and it expects to
add to that in 2003. The Bank will provide an additional International Development
Association credit of US$5 million for the same sector and region and thus solve the
waste problem for a most sensitive tourist area of the country. This places the Bank in
the lead on assistance in solid waste in Serbia and Montenegro. The investment would
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make a major contribution to resolving one of the most serious environmental
problems in the country. It is priority action 1 in Table ES1.
•

Prepare and implement an Integrated Ecosystem Management Program for
Lake Skadar. This activity falls under priority action 10 in Table ES1, and although
it preempts the biodiversity strategy to some extent, the action is justified for several
reasons. First, the lake is clearly an important resource, so any biodiversity strategy is
bound to recommend priority action in this region. Second, time is of the essence as
increasing water pollution threatens fisheries and as deforestation and illegal hunting
endanger globally significant ecosystems. The Bank is well placed to undertake this
project because of its experience in similar integrated ecosystem management
projects, including the ongoing Lake Ohrid Project between Macedonia and Albania.

•

Design and implement a Danube nutrient reduction investment project. This is
priority action 8 in Table ES1. The reason for Bank involvement would be its pivotal
role in the Black Sea/Danube cleanup program overall, and Serbia and Montenegro
urgently needs to make a contribution to the nutrient reduction targets as part of its
obligation under the Convention on Co-operation for the Protection and Sustainable
Use of the Danube River. Serbia and Montenegro contributes about 13 percent of the
Danube River’s nutrient pollution, which has had negative impacts for fisheries,
tourism, and public health in the Danube and Black Sea regions.

•

Prepare an energy efficiency and renewable energy project for Serbia. Priority
action 7 in Table ES1 is included because there are a number of areas where energy
efficiency is very low and where investment in more-efficient technology would be
justified even with the higher energy prices that are being planned, and because the
project would benefit the local environment and local economy, with part of the costs
being covered from its contribution to the global public good (that is, reduction in
greenhouse gas emissions). The Bank, possibly through the GEF or its Carbon Fund,
would be the most effective agency to carry out such a project.

•

Assist the Ministry of Environment in legal revisions to the privatization law to
take account of environmental liability. This is priority action 6 on Table ES1.
Although a number of donors are willing to support this activity, the Ministry for the
Protection of Natural Resources and Environment and the Privatization Agency
would benefit from Bank experience in this area, which is extensive. Perhaps a Bank
technical assistance grant with support from one or more bilateral donors would be
the best arrangement.

•

Support the PRSP process. By drawing out the key environment poverty linkages
and contributing to the PRSP document in this area, the Bank can ensure that
environmental issues are properly addressed in the national development strategy.
This is partly in support of priority action 4 in Table ES1, which includes the need for
a better understanding of the impact of environmental changes on poor sections of
society and of how actions need to be designed to minimize such impacts in the future
and possibly reverse those that have already happened. The Bank has considerable
experience with environment and poverty issues and is well placed to offer assistance
in this area.
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