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Executive Summary

Objectives and Approach

This Information and Communications Technology (ICT) Sector Report is intended to
provide EBRD BAS/TAM with an understanding of the status of access to and usage of ICT
in the public, commercial and civil society sectors in Serbia. The report utilizes a SWOT
analysis (strengths/weaknesses/opportunities/threats) to present the assessment results. Based
on those findings, it offers recommendations for the application of the TAM Model to the
sector.

ICT in Serbia Today

Overview

In the area of ICT, Serbia is a land of contradictions. It has lagged behind other countries in
the region, with out-dated infrastructure, low levels of Internet use, limited ICT adoption
among businesses, and a monopoly that severely constrained competition and innovation. Yet
recent actions by the Government of Serbia (GOS) signal a shift in policy and attitudes. The
Law on Telecommunications eliminated the monopoly and created an independent regulator,
RATEL, with the charge to open the market and create a level playing field. The National
Investment Plan (NIP),' adopted in 2006, envisions extensive ICT-related activities that will
improve government services and infrastructure — and even increase transparency and thwart
corruption. These are not the only public initiatives. Many municipalities — some extremely
innovative — are adopting e-government solutions. All of this government spending is also a
powerful driver for the ICT market. Meanwhile, several small but promising ICT software
development firms are gaining recognition in the international market. NGOs have avidly
adopted computers, some using highly innovative applications. Broadband is currently
available at reasonable rates in all urban centres, however the programme to extend to all
areas remains disjointed and poorly conceived.

The domestic market is hindered by the former state telecoms provider Telekom Serbia
continuing to hold a monopoly, and being perceived as acting anti-competitively to the
detriment of their customers and would-be competitors. This is compounded by non-technical
educational programs belief that ICT skills are not essential to all types of enterprises — one
survey shows that 52% of Internet non-users claim to have no use for the Internet.

In summary, Serbia is poised to take off with widespread, creative uses of ICT to improve
governance, expand the economy, and strengthen civil society. Yet to fulfil that potential,
every aspect of the ICT sector must grapple with tough challenges. RATEL has to move
quickly if an innovative, vibrant competitive market is to emerge and become a major force
for economic growth — an opportunity that might well be lost altogether if Telekom Serbia
retains its de facto monopoly power until 2010, as is currently envisioned. Small businesses
need access to strategic ICT applications that can greatly boost their competitiveness, but few
of these firms can afford to make such an investment on its own. Educational institutions with
vested interests in the status quo must face the need for fundamental changes, including

1 The National Investment Plan applies much of the government’s 2006 budget surplus to fund capital investments throughout Serbia, mainly infrastructure. Projected
expenditures are €415 million in 2006 and a cumulative total of €1.674 billion by the end of 2007. However. given the magnitude of the program and delays in starting

some of the many projecis it encompasses. some of the planned expenditures may roll over into 2008.
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tighter links with the business community, to overcome the youth unemployment crisis and
meet the workforce demands of a modern market economy. Emerging businesses need access
international standard training and mentoring and the general public needs greater awareness
of the advantages ICT can provide in all aspects of their daily lives.

Telecommunications Legal and Regulatory Environment

Serbia’s telecommunications legal and regulatory environment is marked by incongruity. On
one hand, Serbia has taken important steps toward establishing a legal and regulatory
environment that fosters an open and competitive telecom market. Key among them is the
Law on Telecommunications, which in principle eliminated the telecom monopoly and
created an independent regulator (RATEL). Yet passing laws is only the first step. Although
the country’s mobile telephony has recently been opened to competition, the same cannot be
said of fixed line telephony. The latter remains a de facto monopoly, with Telekom Serbia,
majority owned by the GOS (with an 80% share), having virtually uncontested power over
phone lines to end-users as well as all access to the international Internet.?

If an open telecom market is to become a reality, RATEL must be willing and able to take
bold action to fulfil its mandate and adopt key regulations that will curb the power of
Telekom Serbia (TS), e.g., ensuring fair access to the TS backbone network and the
international Internet, and legalizing the use of VOIP (voice over internet protocol) — due
later this year. To do so, this young agency will need considerable capacity-building — and
sufficient political independence — to enable it to address the complex telecom challenges it
has inherited. Also needed is greater consolidation within the GOS of the currently
fragmented ICT-related activities, to provide more effective leadership and sufficient
authority to undertake politically difficult actions.

Telecommunications Infrastructure

Again, the contradictions in Serbia are rife. Voice telephony is widely available, even in rural
areas, at prices equal to or well below those of other countries in the region (even for
international calls). Dial-up Internet access — while slow and cumbersome — is also relatively
cheap and widely available. Mobile telephony, too, is strong, covering more than 90% of the
country. Yet, until recently, Serbia has also suffered from one of the poorest infrastructures in
the region, impeding Internet access and innovative uses of ICT. Nor has wireless broadband
filled the gap, as it has in other countries — primarily, it appears, due to Telekom Serbia’s
actions to control or repress the development of wide area wireless networks. It must be
understood that licensing of the 5.8 and 10.4 GHZ spectrum to provide wireless broadband
and the licensing of VOIP (voice over internet protocol) telephony has the potential to block
Telekom Serbia's monopoly — the Minister for State for Communications dismissed this as a
factor in the continuing lack of progress, suggesting that the problem that 'technology is
changing so rapidly that legislation cannot keep up'. Whilst this is clearly not all, or even
part, of the story, it would be unfair not to accept that a huge amount of legislation has been
passed in the last 4 years and this would not necessarily have been at the top of the list.

Telekom Serbia has undertaken enormous investments to upgrade the backbone infrastructure
and make it broadband-ready. Strangely, Serbia had been in the vanguard of a technology
called HDSL which provided very fast (2MB synchronous) connections over existing 2 wire

2 Serbian ISPs can create {or use) non-Telekom Serbia networks to send email, create Websiles, ete. within Serbia. However. only two companies have ficensed networks

that cross an inlernational border, and therefore have links to the “International Internet”: Telekom Serbia and VeratNet.
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copper connections. This service was phased out 4 years ago — it is widely believed that as
this was only costing €10 per month, there was no margin and too much competition. That
being said, its replacement: ADSL (about % of the performance of HDSL) broadband will be
widely available across Serbia at extremely competitive prices, by European standards..
Utilization of the Internet could take off if RATEL seizes the opportunity to open competition
— by ensuring fair access to Telekom Serbia’s modernized network, enabling independent
access to the international Internet, and legalizing VOIP. Several of Serbia’s 50+ ISPs are
ready and willing to compete vigorously, and these ISPs have formed a trade group to
increase their influence (the only association of its kind in the sector). Meanwhile, mobile
phone companies may join the fray, offering mobile broadband services to their customers.
Hence, with the right regulatory environment accompanying these recent infrastructure
advances, demand for the Internet and ICT could skyrocket.

ICT Industry

Despite the constraints they face, Serbia’s ISPs have created the epitome of a vibrant,
competitive market. More than 50 ISPs vie for customers, and although most are in Belgrade,
many also serve other, including more rural, areas. Moreover, two ISPs have risked
developing infrastructure linking to the international Internet independent of Telekom Serbia.
Cable companies and mobile phone operators are also positioning themselves to go up
against Telekom Serbia in the broadband market. Two ISPs represent about 65% of the
market making a powerful alternative.

Perhaps the most impressive news comes from Serbia’s software development industry.
These small but thriving companies have taken advantage of their techmical prowess,
proximity to and common culture with the EU, and English language facility to begin to
carve out high value-added niches in the European market. The presence of major
international ICT corporations has helped. Many of them partner with local firms, who gain
the benefit of cutting-edge technology and expertise, along with an entrée to the global
market. The strong government demand for e-government applications at both the central and
local levels also helps drive the industry’s growth. With the right support, these companies
could develop ICT applications for Serbia’s non-ICT industries that will generate broad
economic expansion and job growth.

This has to be seen in context — whilst there are 650 companies registered, there are at least
another 1000 operations working in the 'grey economy' — there is little industry support
leading to misconceptions about key opportunities such as outsourcing, and poorly conceived
approaches to international marketing. Serbian ICT companies have crucial needs. They
require stronger management, sales and marketing skills. Educational institutions must link
more closely with the private sector, in order to respond to workforce needs, e.g., technical
programs providing more practical experience; non-technical programs integrating relevant
ICT. The problem bedevilling other developing markets — “brain drain” — is also a serious
threat to the Serbian ICT industry’s future although there is a strong draw to remaining at
home currently which is perhaps surprising to outsiders. Finally, and on the same note, there
does appear to be a genuine hunger to improve the industry — all representatives interviewed,
without exception, were vigorous in their willingness to help also recognising that they are
not well-equipped to plan the strategy by themselves..

The Commercial, Government and Civil Society Market for ICT

Serbia’s market for ICT is at a crossroads. The track record is, by and large, discouraging. A
weak infrastructure has smothered overall demand for the Internet. A mere quarter of the
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population uses the Internet in any way. Serbian businesses, struggling to survive, lack the
financial wherewithal, knowledge and skill to adopt the ICTs they need to compete in higher
value-added sectors. ICT companies confront the challenge of being late comers to the
international market. :

The situation would be bleak were it not for some key shifts and an underlying market
strength — albeit more latent than realized thus far. First, overall public demand for Internet
access 1is rather impressive, given the constraints faced by the general population: slow
connections, low income, high unemployment, not to mention residual effects of war
devastation. The 24% Internet penetration among the populace, 41% among. households,
matches some countries' where access has been far easier and more actively promoted.
Although one survey of future Internet adoption delivered disturbing results, another offers a
quite optimistic forecast, so all generalizations must be cautious.

For Serbia’s software development industry, the future is promising. The EU offers a
growing, nearby market. Government ICT adoption is on the rise. NGOs are eager adopters,
mainly needing fuller information about strategic applications. For businesses, better access
to ICTs that improve competitiveness, combined with a demonstration effect from a few early
adopters, could drastically boost SMEs’ ICT utilization, fuelling economic growth in a
“virtuous cycle.” The prospects are particularly favourable for certain major industries such
as agriculture.

Thus, Serbia’s market for ICT appears to be on the brink...of either rapid or innovative ICT
expansion in a growing economy, or else stagnation and a continuous game of “catch up.”
The direction will be heavily influenced by some key factors: deciding when and how to open
up a competitive telecom market; providing strategic assistance to give SMEs affordable
access to ICTs that can yield demonstrable bottom-line results; strengthening of key
workforce skills both for ICT and non-ICT companies, along with better links between
business and educational communities; expanding NGOs’ knowledge of innovative ICT
practices worldwide.

Conclusions and Recommendations

There is a clear opportunity for the TAM Programme to realise genuine benefits for
qualifying companies, but there are so many requirements that it would be difficult to focus
the activities in an optimal fashion unless a structured approach were taken, rather than the
ad-hoc approach. Bluntly, the companies that would gain real benefits do not know what to
ask for! :

1. Preparation of Structured Programme.

A number of key weaknesses were identified, and there are likely to be others. These are
common to all of the companies interviewed, and it should be noted that the vast majority of the
ICT companies are small enterprises with staff levels below 10 representing about 85% of the
market. Thus preparing bespoke programmes for individual companies would not always be most
cost-efficient. However, preparing workshops and seminars for these key skill shortages would

prove very effective. Subjects such as Outsourcing, Presenting the Company for European Union’

companies, trading does and don’ts and partnering would have a solid impact and show a quick
return.

2. TAM Programme

The survey identified a number of companies (>30) that would appear to qualify for TAM
Programme assistance. Of those, 9 were pre-screened and 6 indicated both an appetite for
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