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Yaconuc u3sa3u MECT IyTa FOAUIIbE T'omuua LV, V-VIII 2009, 6poj 3-4

N3JIABAY: [JIpymTBo exkoHomucTa “ExoHomuka” Hur

CYU3JIABAYN: Exonomckn ¢akynrer y [lpumunan, Paxynrer 3a ycmyxau Om3Huc - Cpemcka
Kamennua, HCTHTYT 3a eKOHOMHKY TTOJbOIIpUBpeEre - beorpas, daxynTer 3a MHIYCTPHjCKH MEHAIMEHT
- Kpymesary, Brma ekonomcka mikona - Jleckoar, Case3 exonomucta Cpouje - J[pymTBo ekoHOMECTa
Hu, [lpytuteo pauynoBola u peBuzopa Hu, [{py1iTBo 3a MapkeTuHr pervona Hurr.

INTABHU 1 OATOBOPHU YPEJIHUK:
[Tpod. np Aparospyd Cumonosuh
YPEJAHUIIU:

[Tpod. np Cuexana Hexuh
Exonomcku ¢paxynmem - Huw
[Tpod. np CnaBomup Mutetnh
Exonomcku gpaxynmem - [puwmuna
Hp Anexcannap Auzapejesuh
Daxynmem 3a ycayscnu ousnuc - Cpemcka Kamenuya
IIpo¢. np dparo L{Bujanosuh
Hncmumym 3a exonomuky nossonpuspeoe - beozpao
[pod. np dparan Momupouh
Dakynmem 3a unoycmpujcku menaymenm - Kpyuwesay

YPEJIHULIY - CAPAJHULIU

Mp 3opan CumonoBuh (ekoHOMH]a) Jp Anexcannap bypuh (paso)
PEJAKIMICKHA KOJIETUJYM
Axkazemuk 3opan Jlakuh, [Togropuna Axanemuk Cranrcrnas Ceprujosid Janero, Kujes (Ypajima)
Jlp Cno6onan Bunaxosuh, Cpemcka Kamenuma Jp Pagmuno Toxocujeuh, Cyboruia
Jlp I'eza Jle Cu Tapuc, Jlyrano (ILIBajuapcka) J1p Bojun Kanunnh, Cy6otuna
Jlp Josau [JlaBunosuh (Pymynnja) Jp Jlusujy Jymurpacky (Pymynnja)
Jp Jypuj Kmazes, Mocksa (Pycuja) Jlp XKuxka Crojanosuh, Jleckosan
Jp bubana [peauh, Hum Jp Cpehko Munauuh, [pumtuna
Hp J. Mananakuc, Atuna (I'puxa) [p Bpanucnas Hophesuh, Humr
Jlp Cno6omgan Mapkoscku, Cromje (P. Makenonuja) Jlp VBan Yapora, Munck (benmopycuja)
Jlp Ana JoBanosuh, beorpan Jlp Mmmnna Byjuanh, Hosu [1a3zap
Jp Hdparyrun [llunxa, bama Jlyka (P. Cprcka)
U3OABAYKU CABET
Jp bo6an Crojanosuh, Hu Hp Jonen Cy6uh, beorpan
Jp Anekcannapa Ipamuesuh, beorpan Ip Anekcannap I'pydop, Cyboruna
Jp Cnobonan LiBeranosuh, Humr [p Ierap Becenunosuh, Kparyjesaig
Jp dyuran 3xpasrosuh, Humr Jlp A. H. bapkoscku, Mocksa (Pycuja)
Hp Bopusoje [Tpoxonosuh, Jleckosar [Ip Crojan bornanosuh, Humr
Jp bpanncnas Joparmunh, Hum Jlp Muonpar Josanosuh, Humm
Jp Jby6uma Murposuh, Hu p 3opan Apanhenosuh, Hum
JIp Topan Munosanosuh, Humn Mp Hparan Wnuh, Cpemcka Kamennia
Jp Xpuctusoje Iejunh, [pumruna Jp Bpanucnas Mutposuh, Hu
Jp Kusopan I'muropujesuh, Humr Jlp Cperen hy3osuh, Hum
Mp Coduja Jluxosa, Kujes (Ykpajuna) Mp Bpanko Muxaunosuh, beorpan

V ¢punancuparsy “EKOHOMUKE” yuecmeyje
Munucmapcmeo nayke u 3aumume dcusomue cpeoure Penyonuxe Cpouje




1. Yaconmc “ExoHoMyKka” MOKpeHyT je jyna 1954. roqune u mox HaszuBoM “ Huruku npuBpenHu
DJIACHUK™ M3J1a3Ko je 1o jyHa 1957. ronuue, a kao “TlpuBpennu macHuk™ 1o kpaja 1969. roqune. Hasus
“Hayka 1 mpakca” HOCHO je 3aKJbyqHO ca Opojem 1/1973. rox. kaga nobuja HasuB “Exonomuka’ Koju 1
JTaHac MMa.

2. Yaconmc cy nokpenymu [pymrBo exoHomucta Huma u JIpymTBo umEXHE-Epa M TEXHHYApA
Huma (ocrano kao u3nasad 10 kpaja 1964. roaune). Vipykembe KBUIOBoha MocTaje u3aaBad ModYeB
oz 6poja 6-7/1958. romune. ExoHomcku (akynter y Huiry Ha ocHOBY cBoje omtyke 6poja 04-2021 ox
26.12.1991. romune noctao je cymsnasad “Exonomuke”. Takohe n Exonomcku daxyrrer y Ipullltnan
nocrao je cymsaasad o 1992. romune. [Toues ox 1992. ronune cynsnasad “Exonomuxe” je u JIpymrso
3a MapkeTnHr perroHa Humr. Kao cynsnaBad “ExoHomuike” ¢urypupamu cy y Toky 1990-1996. romune
n Donp 3a HaydyHH pax ommrtrHe Hum, 3aBox 3a MPOCTOPHO M ypOAHMCTHYKO IUTaHMpame Humr u
Kopmopanuja Bunep bpokep Hur.

3. Penyonmuuku cexkperapuar 3a uHpopmarmje CP Cpbuje cBojum Pememem 6p. 651-126/73-02 ox
27. HoBeMOpa 1974. romuHe ycBojuo je 3axreB “ExonHomuke” 3a ymuc y Perucrap HoBuHa. CKymuTHHA
Jpyrea exonomucra Huira Ha cennmim o 24. anpua 1990. roquse craryTapHOM OUTyKOM HOTBpAMIIA
je na “ExoHomuka” nma craryc npassor jmna. Ha cexamm Ckymntuse pymTBa ekoHomucta Hurr o
11. HoBemOpa 1999. ronuHe 1oHeTa je omtyka 1a “ExoHomuka’ oTBOpH oceOaH KUpO-padyH.

4. Tlpema Munusery Pernyonuuxkor cexperapuara 3a kynrypy CP Cp6uje 6p. 413-516/73-02 ox 10.
jyna 1973. ronune 1 MuUHICTapCTBA 32 HAayKy U TexHoorujy Peryonuke Cpowuje 6p. 541-03-363/94-02 o
30. jyna 1994. romuae “ExoHoMEKa” MMa CTaTyc HayYHOT M PAaHT HAlMOHAIHOT Yacormca “Exonomuka”
je mohes ot 1995. nobuita craryc Mel)yHapoaHOT eKOHOMCKOT 4acoruca.

5. YPEAHUIU: np Josan IlerpoBuh (1954-1958), Muonpar ®umumosuh (1958-1962), bnaroje
Maruh (1962-1964), np Hparossyd CrojubkoBuh (1964-1967), np Muoapar Huxomuh (1967-1973),
np Hparosbyd Cumonosuh (1973-1984), np Muoapar Josarosuh (1984-3-4/1988) u np parosbyo
Cumonosuh (1990-10 naHac).

TEXHUYKO YIIYTCTBO 3A I[TMCABE PAJIOBA

1. PaioBe HaMemeHE 00jaBIbHBARLY Y YaCOIIHCY CIIATH Y eJIEKTPOHCKO] (hopMu: a) Ha AUCKETH, HITH

©0) eJIEKTPOHCKOM TIOIITOM Ha e-Mawt: zoki@medianis.net. Payose cnatn nucane AUPUJIMLIOM y
niporpamy MS Word, Ha crpanu B-4 opmara (17x24 cm). Kopuctuima trm crosa Times New Roman
emmuuee 10. Y language bar-y 3a huprmiyouparu tacrarypy Serbian (Cyrilic), a 3a naruxmity Ser-
bian (Latin); 2. TekcToBH pajioBa 110 MpaBmiTy He 61 Tpedasio 1a Oyuy TyKu of 1eceT crtpaHa; 3. Y3 paj
Tpeba OCTaBUTH Ha CPIICKOM M €HITIECKOM je3HKY KpaTak caJprkaj (pe3numMe) o0rMa OKO jeJiHe CTpaHe
HOPMAJTHOT TIPOpeNa, KJby4YHE PeUH 1 HACIIOB paja; 4. AyTOpU MOTY JTOCTaBUTH TEKCTOBE H HA jeTHOM
OJ1 CTPaHHUX je3HKa, C TUM IITO Y TOM ClIy4ajy Tpebda NPUIIOKUTH HACIIOB Pajia, PE3UME U KIbYYHE Peurt
Ha CpIICKOM je3uKy; 5. Ha kpajy paja Tpeba HarmcTH CIIcak KopuIITeHe jmreparype; 6. HaBectn
Ha3WB M MECTO HHCTUTYIIM]€ y KOjOj ayTop paau u e-Mawy; 7. Pykonucu ce He Bpahajy.

Kommujyrepcka obOpaga Tekcra u rpaduke:

MUJIAH PAHBEJIOBUR

JIukoBHa ornpema:

IMETAP OTthAHOBUWh, IPATAH MOMYMNJIOBUh
Anpeca:

“ExoHomuka’ JIpylITBO €KOHOMHCTA

18000 Hurir, Makcuma T'opkor 5/36

Tenedon Pemakmmje: +381 (0)18 4245 763; 211 443; 247 787

e-mam: zoki@medianis.net WEB: http://www.ekonomika.org.rs
YKupo pauayn: quaapcku 160-19452-17; nesuznu 54430/3-Ba-22300/0
[ramna:

I'PAOUYKO IMMPEAY3ERE “CBEH”

18000 Hum, Crojana Hoakosuha 10

Tupax: 500 npumepaka

Tlpema muwwersy Munucmapcemea 3a nayky, mexunonoaujy u paseoj Penyonuxe Cpouje 6p. 413-00-
139/2002-01 00 21.02.2002. “Exonomuxa’ je ny6rukayuja 00 nocebnoz unmepeca 3a HaykKy.
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1. The journal EKONOMIKA was initiated in July 1954. It was published as “Nis Economic Messen-
ger” till June, 1957 and as “The Economic Messenger” till the end of 1969. The title “Science and Practice”
it had till the issue 1/1973 when it changed its name into EKONOMIKA as it entitled today.

2. The Journal was initiated by the Society of Economists of Nis and the Society of Engineers and Techni-
cians of Nis (the latter remaind as the publisher till the end of 1964). The Society of Accountants became its
publisher starting from the issue no. 6-7/1958. The Faculty of Economics, Nis, on the basis of its Resolution
No. 04-2021 from December 26, 1991, became the co-publisher of EKONOMIKA. Likewise, the Faculty
of Economics of Pristina became the co-publisher since in 1992. Starting from 1992, the co-publisher of
EKONOMIKA has been the Society for Marketing of the Region of Nis. Other co-publishers of EKONO-
MIKA included, in the period 1990-1996, the Foundation for Scientific Work of the Municipality of Nis, the
Institute for Spatial and Urban Planning of Nis and the Corporation Winner Broker, Nis.

3. The Republic Secretariat for Information of the Socialist Republic of Serbia, by its Resolution No.
651-126/73-02 from November, 27, 1974, approved of EKONOMIKA’s requirement to be introduced into
the Press Register. The Assembly of the Society of Economists of Nis, at its session on April 24, 1990, by
its statutory resolution, confrmed the legal status of EKONOMIKA. At the session of the Assembly of the
Society of Economists, Nis, on November 11, 1999, the resolution was adopted the EKONOMIKA was to
open its own bank account.

4. According to the Opinion of the Republic Secretariat for Culture of the Socialist Republic of Serbia
No. 413-516/73-02 from July 10, 1973 and the Ministry for Science and Technology of the Republic of
Serbia No. 541-03-363/94-02 from June 30, 1994, EKONOMIKA has the status of a scientific and national
journal. Starting from 1995, EKONOMIKA has been having the status of international economic journal.

5. EDITORS: dr Jovan Petrovic (1954-1958). Miodrag Filipovic (1958-1962), Blagoje Matic (1962-
1964), dr Dragoljub Stojiljkovic (1964-1967), dr Miodrag Nikolic (1967-1973), dr Dragoljub Simonovic
(1973-1984), dr Miodrag Jovanovic (1984-3-4/1988) i dr Dragoljub Simonovic (1990-till the present day).
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3. A short abstract of the paper — 1 page single-spaced — needs to be enclosed. The abstract should be in
both English and Serbian and should include the title and key words; 4. Authors can send papers in any
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KypHan uzgaercs mecTs pa3 B Tofy. T'ox LV, V-VIII 2009, Ne 3-4

M3IATEJI: OO0111eCcTBO SKOHOMHKCTOB ,, JKOHOMHKA Huriia.

CYUBJATEJIN: Dxonommdeckuii akymsrere B Ilprmmrime, dakynsrer B ycmyxan OmsHuc, Cpemcka
Kamennia, MHCTUTYT SKOHOMUKH ceJbcKOro xossiictBa B benrpan, ®akyrmsTer NpOMBIILIEHHOTO
MeHamkMeHTa, . Kpymesan, Beicmas mkoma sxonomym, B Jleckosam, Coro3 sxoHoMucToB CepOmi,
OO61uecTBO sK0HOMHUCTOB . Hura, O61ectBo OyxrantepoB u peBu3opoB . Hua, O01iecTBo MapKeTHHra
peruona r. Huma.

[JIABHBII 1 OTBETCTBEHHbBIN PEJAKTOP
Ipod. n.1. paronrod CumoHOBHY

PEJJAKTOPBI
[Ipod. n.1. CHexxana Jxekuy

Dxonomuueckuti paxynemem 2. Huw

[pod. x.1. CraBomup MuseTnya

Oxonomuueckuti paxynemem 2. Ipuwmuna
[Ipod.1.H. Anekcanaap AHIPEUCBIY
Daxynemem 6 ycayacuu ousnuc, Cpemcka Kamenuya
[Ipod. n.u. Iparo l{guitanoBuy
Hncmumym sxonomuxu cenvckozo xossicmea - benepao
[pod. n.1. dparan MomupoBuy
Dakynomem npomviuLienHo20 MeHeodcmenma, 2. Kpyuesay

PEOAKTOPBI - COTPYJHUKU

K.H. 3opan CuMOHOBHY (IKOHOMUSI) J.H. Anekcannp Jlxypud (mpaBo)
PEAJAKIUMOHHA S KOJUIET U
Axkazemuk 3opan Jlakuy, [Togropuna Axajc. Cramicnas CepnidoBuy Suenko, Kues (Ykpanna)
1.H. Cnobonan Bunakosuy, Cpemcka Kamenuna 1. H. Pagvmuno Topocuitesny, CyboTuna
1.H. I'c3a Jle Cu Tapuc, Jlyrano (IlIseiinapus) 1. H. Boiinn Kammany, Cy6otuna
1.H. Moan JlaBunosunn, bByxapect (Pymbraus) 1.1 Jlusny Qymurpaciy, (Pomanns)
1.1 FOypuii KusizeB, Mocksa (Poccuist) 1.H. XKuka CrojaHoBuu, JleckoBaig
.. bunsna Ipenuya, Hum 1. H. Cpedko Munauny, [Ipumrina
a.H. W, Hananaxuc, Adunst (Ipertus) 1.H. bpanucnas J[xopmkesud, Hu
1.H. Cnobonan Mapkoscku, Croruibe (P. Makenonunsi)  1a.H. ViBan Uapora, Munck, MuHck, (benapycs)
1. 1. Jlparyrun Ilumnka, bauns Jlyka (P. Cepoust) 1. 5. Mununa Byituny, Hosu ITazap
JL.H. AHa J OBAHOBHY, Benrpan
COBET U3JATEJIEN
n.1. boban CrossHoBuy, Hurin JI.H. Howuen Cy6uy, benrpan
1.H. Anekcanypa [Tpamruesuy, benrpan 1.H. Anekcanaap [py6op, Cyboruia
n.H. Cnobonan L{BeranoBuu, Humn 1.H. [lerap Becennosuy, Kparyjesaig
A.u. lyman 3xpaskosud, Huu 1.1 A. H. bapxosckuii, Mocksa (Poccus)
11.1. bopusoiie IIpoxonosuu, Jleckosait n.1. Crosia bormanosuy, Hurn
K.H. Bpanucnas fIOBquHq, Hum 1.H. Muoapar ﬁOBaHOBHq, Hum
1.1. Jlioyouma Mutposud, Hum 1.H. 3opan Apanpkenosud, Hun
A.1. Topan Muosarosud, Hum K.H. Jlparan M, Cpemcka Kamenuna
1.1 Xpuctusoe [leituny, [pumtiuna 1.H. bpanucinas Mutposuy, Humn
1.1 XKusopay [nuropucsuy, Hum 1.1 Cperen Yysosn4, Humm
K.H. CO(I)I/I)I Jluxosas, Kues (chpanﬂa) K.H. BpaHKO MuxaunnoBuu, Benrpa;[

B gunancuposanuu ,, SKOHOMUKH "yuacmeyem Munvucmepcmeo Hayk u 3aujumol
oxpycarouii cpedwt Pecnyonurku Cepouu




1. XKypHan ,,OxoHoMuKa” Hayan w3naearbesi ¢ wronsd 1954 roma u mon HazBaHuweM ,,Hurickuit
XO3SICTBEHHBIN BECTHUK ’ BBIXOIWUII 10 MEoHs 1957 rozia, a Kak ,,X03sICTBEHHbINA BECTHHUK - 10 KOHIIA 1969
rona. Haspanue ,,Hayka n npaxtika” Hocun 3akmoantenbHo ¢ Ne 1/1973 1, kora u Momydr Ha3BaHHUe
,»JKOHOMHKA”’, KOTOpOE IMEET U ceiyac.

2. Kypnan ocnoBayn OO1ecTBo 3koHOMHCTOB Humia 1 OOIiecTBO MHKEHEpoB M TeXHHKOB Huima
(ocraBanuch U3aBaresIMU 10 KoHIa 1964 roma). OObequHeHne OyXTraaTepoB CTaHOBUTCS M3IaTeieM
HaunHast ¢ Ne 6 - 7/ 1958 rona. Dxonomuueckuii dakyssrer B Hue Ha ocHoBanun cBoero Perennst Ne
04 - 2021 ot 26.12.1991 roma cran cousaareieM ,, JKOHOMHKH . Taroke 1 DKOHOMUYECKHH (aKyisTeT B
[purrrune cran comznarenem ¢ 1992 roga. Haunnast ¢ 1992 rona consnarenem ,, 2KOHOMUKH ™~ CTAHOBUTCS
OOmmecTBo MapkeTHHra pervona . Humma. Kak comsnarenn ,,OxoHomukn” B TedeHnd 1990 - 1996 roma
(urypuposau DoH;1 10 HayYHBIM padoTaMm, ormiuHbI Huit, MTHCTUTYT ypOaHHCTHYECKOTO TTAHUPOBAHNS
Hymmra 1 Koprioparmst Winner Broker Hu.

3. PecniyOrmkanckuii cekperapuar o uHdpopmarmi CP Cepoun cBoum Periernem Ne651-126/73-02
ot 27 Hosi0ps 1974 Tona mpuHsT 3asBlICHAE ,,JKOHOMHUKH®~ 0 BX0Ze B cocTaB Permcrpa razer. Cobpanne
OorecTBa 3k0HOMUCTOB I. Huiia Ha 3acenanuu ot 24 anpernst 1990 . YcTaBHBIM pellieHHEM TTOATBEP/IHL,
9710 ,,JKOHOMHKA” MMEEeT CcTaTyc npaBoBoro ymia. Ha 3acenannm CoOpa-Huest O0IIecTBa SJKOHOMHUCTOB
rHuma ot 11 HosOpst 1999 1. npuHATO peltieHre 00 OTKPBITHH ,, DJKOHOMHUKOH,, OTIEILHOIO PaCICTHOTO
cyera.

4. CormacHo MHeHHIO PecryOnukaHckoro cexperapuara mo kyiasrype CP Cepoun Ned13—516/73-02
ot urorst 1973 . m Munmctepersa Hayku 1 TexHonorau Pecryomiku Cepoum Ne541—03-363/94-02 ot 30
utoHs 1994 1. ,, JKoOHOMHKA” UIMEET CTaTyC HAy4YHOTO M PaHT HalMOHAIbHOTO *xKypHaa. C Hadana 1995 rona
,»JKOHOMHKA”” HOJTYYHJIa CTAaTyC MEXIyHapOIHOIO SJKOHOMHYECKOTO )KypHaIa.

5. COCTABUTEJIN: n.u. Mosan IlerpoBuu (1954-1956), Muonpar ®unmummosna (1958-1962),
braroe Mutiy (1962-1964), n.1. Jlparomo6 Croiinnskosuy (1964-67), n.1. Muonpar Huxomna (1967-
1973), mu. Jlparomo6 Cumonosud (1973-1984), m.i. Muonpar VMosarosru (1984 - 3-4/1988) u mh.
Jparomo6 Cumonosm4 (1990 1 B HacTosiiee Bpemst).

TEXHUYECKASI PEKOMEHIALIUS JIJIS ITY BJIMKALIMN HAYYHBIX PABOT:

1. TIpuroroBieHHble 1Isl MyONUKaIlM CTAaThU HANPABITH B IEKTPOHHOM BHZE: (a) Ha AHCKeTe, Joo; (6) 1mo
eNeKTpoHHON Toute, e-mail: zoki@medianis.net. Crarb HampaBisiTh HA CEPOCKOM sI3bIKe (KUPHIHILEH) B
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OPUTMMHAJIHN HAYYHU PAJI

Ip Muomup Jakuuh,

Yuueepsuineiti y beozpagy, Exonomcku gaxyaitieiti

Ip Maja JleBu-Jakimh,

Ynusepauitieiti y beozpagy, @axyailieiti opZanu3auUoOHUX HAYKA

TRANSITION IN SERBIA AND ROLE OF INSTITUTIONS

Abstract

The transition process in Serbia should be analyzed in light of institutional
economics and the place and role of institutions and good governance, as opposed
to simplify and ekonomy insisting on the establishment of property rights and
privatization. Performance of transition in the past two decades because they
focuses on institutions and institutional barriers.

Key words: transition, institutions, good governance.

TPAH3UIIUJA Y CPBUJU U YJIOT'A THCTUTYIIUJA

ArmncTpakT

Ilpoyec wipansuyuje y Cpbuju iupeba anasudupaitiv y ceeiiny
UHCIUUTUYUUOHAAHE eKOHOMUJe U MeCilla U Ya0Ze uHciiuiiyyuja u 0obpe
64A0a8UHE, 34 PA3AUKY 00 [OjeOHOCHIAB/HEHOZ U EKOHOMUWUCTHUCKOZ
UHCUCIUUPArA HA YCUIAHOB/WbABAY CEBOJUHCKUX Upasa U UpUSATUUIAUUJU.
Ouene ycilewnocitiu ipan3uyuje y ipoitiekae 06e OeyeHuje 3ailio cy ce
yepeocpeouae Ha UHCIUUIYyUje U UHCIIUILY yuoHaare bapujepe.

Kmwyune peuu: itipanzuvyuja, unctiuitiyyuje, 006po yipasmsarse.

Introduction

Transitoion process in Serbia in view of institutional economy is at the focus of this
paper. The term transition (lat. #ransire- to pass) has been used by M. Dobb in his analysis of the
transition from feudalism to capitalism.! In modern literature, transition means applying
economic theory and practice with the aim of transforming former socialist economies into
market economies. O. Blanchard defines transition as passing from an economy in which state
owned firms dominate to an economy with the dominant private sector.

! "Discussion on the transition from feudalism to capitalism", Marksizam u svetu, No 2, 1979; N.
Buharin, The economy of the transition period.
20. Blanchar, The economics of post-communist transition, OUP, 1997.
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The ,,import” of institutions of developed market economies is at the essence of these
processes. It is not an utopian social engineering process that builds society according to
fictitious model that might never be realized, but it is rather an imitative social engineering
process that builds society according to real model.’

It is argued that the transition economy is both 1. market economy and 2. capitalist in
nature: ,,the road to free economy comprises main and accessory roads. The question is what
kind of capitalism they lead to, at what pace, at what costs, and who are the winners and losers
in the process.””

Emphasizing the diversity of capitalisms being established, H. Alavi wrote about
peripheral capitalism, and J. Taylor about the problem of homoficent capitalism - of different
effects in different environments.” J. Kornai argues that: ,,in each country historians view some
unique characteristics of their systems that have emerged only there as result of unique and
unrepeatable factor constellation. According to the geographical criterion, distinction is made
between capitalisms in different parts of the world: in the USA characterized by a high degree
of individualism and limited role of the state; Scandinavian as welfare capitalism with its
extensive income redistribution; Japanese capitalism with strong state intervention and
intertwining of bank and large industrial capital.”®

Peripheral capitalism in Serbia characterizes: a) emerging from the sphere of trade; b)
dominant role of trade and banking capital, c) deformed and crumbled production process. This
is drawn upon the role of state in the transition process: of the three potential roles — the
invisible hand of state” (well organized, uncorrupted, dominance of law), the ,,assisting hand”
of state (bureaucratic differentiated support to some and sanctiuon ing of others, corrupted) and
the ,,grabbing hand” of state (bureaucracy and political parties lead solely by their own interests,
Ltaxation” pressed on everything).”

1. Capitalist development in the twentieth century

The evolutionary-Keynesian perspective focuses on institutional factors in the effort to
find explanation of development cycles and macroeconomic problems of stabilization, rejecting
stylized facts on balanced and smooth self-balanced market mechanism. Every system, true also
for market-capitalist system, is slowly adapting and changing in response to the environment
producing greater or smaller disturbances.®

There exists a path-dependance — dependence on trends established in the past, in both
stimulating and limiting sense: development has to coincide with given circumstances and
mechanical transplanting of models cannot bring effect on a long-term basis: macroeconomic

3 M. Ellman, ,, The Political Economy of Transformation”, Oxford Review of Economic Policy,
vol. 13, no. 2, 1927, p. 26; Z. Stefanovi¢, Neoinstitucionalisticka ekonomska teorija, m. a. thesis,
Faculty of Economics, Beograd, 2003, p. 123.

* J. Kornai, Highway and Byways, MIT Press, 1995.

3 M. Jaksi¢, Savremeni svetski sistem, Cigoja §tampa, Beograd, 1999.

6 J. Kornai, op. cit.

" T. Frye, A. Sheifer, ,,The Invisible Hand and the Grabbing Hand”, American Economic Review, vol. 87,
no. 2, 1997, p. 354.

8 J. Cornwall, W. Cornwall, Capitalist development in the twentieth century, Cambridge
University press, 2001.
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results of an economy intertwine with its institutional heritage and when this is recognised to a
certain degree it may contribute as stimulating and not limiting factor. Such development path,
dependent on ,,what was before”- histeresis — shows that insurmountable predetermined factors
and limitations do not exist, as we could be lead to believe from the practice of mechanical
transplantation of stabilization models proclaimed and strongly advised by the International
Monetary Fund — IMF. These ,universal” mechanically implemented models in different
environment, conditions and circumstances have always been designed by definition to be
successful in their stabilization dimension, but unsuccessful in developmental sense, as it has never
been in their focus.

The institutional model, in comparison to neo-liberal, is far more complex as it comprises: a)
institutions as structural variables, and b) political and social power distribution. Market economy
functioning in this complex network is not less flexible because of the fact.

Capitalist economy in the twentieth century does not prove the existence of self-
balancing automatism that brings an economy back to steady state after periodic and temporary
exogenous shock. The changes from good to bad times, and vice versa, are viewed by endogenous
factors of heritage — histeresis - intertwining of macro-economic performance and environment, as
the present developments depend on the past. The solution could be found by referring to the
model of mixed economy with institutions limiting the infinitely free market game that might still
exist only in textbooks. Political change of institutions eliminate these limitations: in the society
that satisfies human needs it is necessary to set the path for future development. Famous historian
F. Brodel concludes: ,,Capitalism is a force that is moving, but a force that does not know where it
is going to”.

D. Acemoglu argues that two paradigms are of central significance when explaining
different developmental pathways of individual countries and absence of guaranteed and certain
economic prosperitiy: geographical and institutional paradigm.” Geographical is based on the
thesis that geography is central for such pattern, and more precisely, it is stated that climate,
ecology and other factors determine technology and behaviour of individuals. Institutional points
to the crucial importance and central role that institutions play in stimulating investment in human
and physical capital, technology and give powerful incentive for the overall development.

Good institutions are characterized by three main features: first, they generate and
protect ownership rights in society, second, they limitate and disenable any potential elite trying to
expropriate someone else's income or estate, and third, to the highest possible degree they provide
equal chances in terms of employment, social security and human rights for the broadest part of
the society.

In the absence of these well established (good?) insitutions, as Acemoglu points out,
economic and social prosperity is not possible. There exists a correlation between geography and
prosperity, but correlation does not mean causality.

In the effort to assess the relative significance of geography and institutions, Acemoglu
investigates external, except geographical, causes of change of institutions. Colonization represents
an example of such an experiment: in colonies it introduced and brought change to many old
institutions, without changing the geography. If geography had been decisive, rich countries would
have contiued to be such even after colonization and the arrival of Europeans, and would have still
been rich even today. On the other hand, if institutions are the ones that are crucial, introducing and
development of the new — European — institutions would be decisive, and these good institutions

9 Institutions and economic development”, Finance and Development, no. 2, 2003.
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would stimulate development, as opposed to those regions where colonization meant mere plunder
without development of institutions.

The experience of colonization serves in this sense as an edifying example, because
Europeans used different strategies: ,,bad institutions” were established, as in the cases of slave
trade in the Carribeans or forced labour in Central America, as instruments of plunder, and not
aimed at establishing and protection of property rights, nor at disabling the elite, nor for the
diffusion of benefits for the people. On the other hand, colonial settlements completely alike those
in the metropolies, e.g. in Australia, New Zealand, Canada and USA, were created in some
colonies where the territory was vast and void, with scarce resources and unpleasant climate.
There ,,good institutions” were built and they stimulated development. In the former case,
favorable geography and bad institutions have not stimulated development, and in the latter,
unfavorable geography and good institutions have produced development, pointing towards the
predominant significance of institutions in social development.

In the colonies where Europeans were not concerned with building of good institutions
that would establish and protect property rights or restrict the obstinacy of the elite, there was no
development and these societies have found themselves in a position much worse than the one
they held half a millenium before. The arguments stated by Achemoglu are an echo of the great
Discussions on Asiatic mode of production and on geographical determinism lead by V. L. Lenin
and G. Plehanov. Plechanov argued that the threats of despotism, backwardness (in Russ.
»azijatchina”), were correlated to unfavorable climate conditions and absence of institutions, while
Lenin considered these factors as driving forces of socialist development.'

Institutions can have different influence on economic development:

- emerging market institutions establish and protect property rights, that enable the functioning of
the market;

- market regulating institutions deal with regulation, externalities, economies of scale, imperfect
information;

- market stabilizing institutions reduce macroeconomic instability and financial crisis, and

- market law establishing institutions ensure social protection, health and old-age benefits.

In conclusion: if institutions change, even at slower pace, and if twenty countries have
raised their institutional quality by 40 percent, IMF and the World Bank must also change their
Conditionality policy and evolve towards taking greater consideration of the institutional
environment, as more significant in the middle and long run, than the short-term macro-economic
indicators, e.g. inflation, budget, exchange rate, interest rate, etc. The concluding remark that
success is not to be expected in the period of three to five years, as the normal period for the
duration of the stabilizing package, is stated in writing now in the official journal of the IMF,
Finance and Development, and this obliges us even more to take this fact into consideration. The
IMF, itself, admits to the conclusion that conditionality policy does not represent the powerful
enough anchor nor the obligatory framework in absent or weak institutional environment.

2. Transition and Washington consensus

The doctrine of economic transitionis based upon Washington consensus, formulated
by IMF and the World Bank in 1989, aimed at resolving the problems if chronic, endemic

M. Jaksi¢, Azijski na¢in proizvodnje, Nauéna knjiga, Beograd, 1991.
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inflation in countries of Latin America, was based on the principles of neoclassic economy. This
doctrine contained elements of macro-economic stabilization price liberalization, foreign trade
liberalization, privatization and develoment of financial markets, and from the viewpoint of
institutional economy, the focal question was the choice between shock therapy and gradualism.
Gradualism is concerned with upgrading of institutional and legal infrastructure. M. Ellman
wrote: ,,No country in transition succeeded in quickly developing the legal framework and
institutions that would ensure adequate protection of private property.”'' From the institutional
perspective, it is pointed out to institutional inertia which is in collision with shock therapy and
prolonged “transitional recession”."”

Country Number of years with Cummulative output Real GDP in 2000,
output reduction reduction in % (1990 = 100)
Albania 3 33 110
Bulgaria 4 16 81
Croatia 4 36 87
Hungary 4 15 109
Romania 3 21 144
Slovenia 3 14 105
Moldavia 7 63 35
Check 3 12 99
Republic
Slovakia 4 23 82

Source: World Bank, Transition: Ten years later, Washington, 2002, p. 5.

The results of transition up to now are much better in Poland, Hungary, Check
Republic, Slovakia than in the former USSR and countries of West Balkan.

3. Integration of Serbia in the EU

Institutional criteria posed by EU highly exceed those technical ones established by

Washington consensus:
1. candidate countries must have established and stable institutions that guarantee
democratisation, legal control, human rights protection and minority rights protection;
2. former socialist economies applying for membership in the EU must have developed market
economy;
3. candidate countries must be in the capacity to take over obligations concerning the fulfilment
of the political, economic and monetary union goals."*

The transition principles in Serbia after 2000 are more in accordance with institutionalist
gradualist reforms:

1. transitional recession is to be avoided;

2. reforms are to be gradual and socially sustainable on a long term;

3. state and socially owned firms are to be sold on a tender or auction basis, avoiding
voucher privatization;

""'M. Ellman, ,,The Political Economy of Transformation”, Oxford Review of Economic Policy,
vol. 13, no. 2, 1997.

12 7. Stefanovic, op. cit., p. 137.

13 Commission of the European Communities, Towards the Enlarged Union, Brussels, 2002, p. 8.
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4. banks are to be revitalised;
5. domestic production is to be protected;
6. significant role in transition is given to the state."*

EBRD evaluated the present state and perspectives of economic reforms in Serbia in
the following way: ,,The economies of both Serbia and Montenegro have been growing
modestly over the past two years. In the Union as a whole, real GDP growth in 2003 was
estimated to be around 3 per cent. Annual inflation at the end of 2003 was in single digits, the
currency is relatively stable, and foreign reserves have risen steadily.*'>

The key transition challenges are to:

- Implement key reforms to boost private sector development and improve the
investment climate.

- Reforms in public sector administration and the judiciary system, measures to
increase the external competitiveness of locally-owned businesses, and further efforts to attract
sustained FDI inflows, including through large-scale privatisation.

- Reduce red tape and combat corruption.

- Improve financial and commercial discipline in state-owned enterprises and public
utilities and restructure major public sector companies.

- Strengthen financial intermediation and increase the capital base of the banking
sector through consolidation and the restructuring and privatisation of state banks in Serbia.”

Challenges Serbia is confronting, according to IMF, are:

1. Implementing the new constitutional arrangement between Serbia and Montenegro.

2. Harmonisation of the two separate economic systems will be the decisive factor in
completing The Stabilisation and Association Agreement with the European Union.

3. Maintaining the fiscal sustainability of external debt in the medium term. This is
one of the major economic challenges that lie ahead as economic recovery remains highly
vulnerable, particularly to external shocks.

4. Improving governance and building effective state institutions. Weak state
institutions, poor governance, inadequate legislation, and an inefficient judiciary are the main
deterrents to foreign investment. Building effective state institutions and implementing
comprehensive legal and judicial reform is, therefore, essential for a turnaround to sustainable
growth.

5. Improving the well-being of the most vulnerable, and building human capacity. The
political sustainability of the reform effort will depend to a large extent on the government’s
success in protecting the most vulnerable from the negative effects of transition and in building
human capital.

6. Large enterprise restructuring will invariably strain social protection mechanisms
and require better targeting of resources to the most vulnerable.

7. Improving the sustainability of the health system and boosting the quality and
efficiency of health services will also be key challenges.

In the light of Washington consensus IMF gave the following evaluation of economic
reforms in Serbia: ,,The reform process has made significant preogress in many areas,
particularly in macroeconomic stabilisation, trade liberalisation, privatisation, bank resolution,

14 V. Gligorov, Srbija i Crna Gora: stanje i predlozi reformi, Vienna, 2004, p. 17.
15 Serbia and Montenegro country strategy, EBRD, 2004. strategy overview.
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pension reform, and socail protection. However, in many areas refroms are still incomplete. One
of the highest priorities is the reform of the public sector, whose institutions are crucial for
implementation of the overall refrom agenda.”®

Conclusion

The conclusions of the IMF for further direction and pace of transition in Serbia and
Montenegro points towards four main pillars of government strategy:

1. Restoring macroeconomic stability and external balance;

2. Stimulating short-term growth;

3. Improving social well-being of the most social vulnerable and building social capacity;

4. Improving governance and building effective institutions.

Third and fourth pillars clearly indicate abandonment of Washington consensus even on
the part of IMF: monetary and fiscal stabilisation is neccessary, but not sufficient condition on
the road of building democratic society and market economy. In the focus of reform now are
public sector reform (governance sand public sector reform, public sector reform, judical
reform) and social sector reform (education, health care, pension reform, social protection). Key
priorities in those spheres are the increase of capacity of public institutions, transparency,
effectiviness, accountability.
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OPUTMMHAJIHN HAYYHU PAJI

p Jbyoumma Mutposuh
Yuusgepauitieit y Huuty, @unozogcku gparyaitieiu

THE STRATEGY OF DEPENDENT MODERNIZATION — THE ROAD
TO SUBDEVELOPMENT: PERIPHERIZATION OF ECONOMY,
SOCIETY AND CULTURE!

Abstract

In this paper the author examines the theoretical and methodological strength
of the Theory of Dependent Modernization with regard to the analysis of transition
in Serbia and the postsocialist Balkan states.

The paper presents a critical overview of the results of the Balkan transition
processes, which have lead to the peripheriztion of economy, society and culture.

The author calls for a critical rethinking of the reigning strategy of
development and the economic and cultural policy in Serbia and the Balkans, and
urges for redefining the strategy of overcoming the crisis.

Key words: neoliberalism, strategy of dependent modernization, transition of
postsocialist states, Serbia, the Balkans.

CTPATEI'NJA 3ABUCHE MOJAEPHU3AIINJE - ITYT Y CYBPA3BOJ:
NEPUDEPU3AIINIA ITPUBPEJIE, IPYIITBA U KYJITYPE’

AmncrpakTt

Ayiiop 'y pady idpobaemaitiudyje Huiliarbe  eOPUjCKO-Meitio0oaouLKe
MOZYhHOCIIU THeopuje 3a8UcHe MoOepHUu3auuje 3a anaauzy wipansuuuje y Cpouju u
6aNKaAHCKUM HOCTUCOUUJANUCTUUYKUM OPYULILIBUMAL.

Y okycy mezose anaause je Kpuiliuuku OC8pil HA OUAAHC THPAH3ULU]e HA
Banxarny, koja je ipoussena tiepugpepusavujy iipuspede, OpyuLitiea u Kyaiiype.

Ayitiop ce 3aaance 3a Kpuitiudko Upeuchiuttiusarse eaaoajyhie citipaitiezuje
paseoja, ekoHomcke U KyaitlypHe tioauitiuke y Cpouju/bankany u pedegurucarsy
upozpama u3nacKka U3 Kpuse.

Kuwvyune peuu: neoaubepansusam, cilipaitiezuja 3asucHe moOepHu3aylije,
mwpan3yuja docimcoyujaaucinuykux opywitasa, Cpouja, baaxar.

! This paper has come into being within the project entitled The Culture of Peace, Identities and
Interethnic Relations in Serbia and in the Balkans in the Process of Eurointegration (149014D)
supporetd by the Ministry of Science and Technology of the Republic of Serbia., and carried out
by the Centre for Sociological Research at the Facultuy of Philosophy, University of Nis.

% Pap je mpunpemibeH y OKBHpPY peaiusanmje npojekta Kyaiiypa mupa, uoeHitiuiieiiu u
mebyeitinuyuxu oonocu y Cpbuju u na Baakany y dpouecy espounitiezpayuje (149014D)
KOju Tofip>kaBa MHHUCTApCTBO 3a HayKy M TEXHOIJOIIKHN pa3Boj Pemybnuke CpOwuje, a
peanusyje LlenTap 3a conuosomKka ncrpaxkupama Punosodcekor akynrera y Humry.
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Introduction — the theoretical and methodological background

In conteporary sociology, the analysis of problems of development and transition
processes most often relies on the concept of modernization, which repersents a central category
in the relevant Anglo-saxon literature. This concept is used in neoevolutionism, and is
exemplified in the works of Smesler, Eisenstadt, Black, Wayner, Epter, Moore, Robertson,
Appelbaum and Rostov. The Theory of Modernization, together with the Theory of
Dependence and the Theory of Systems, is one of the three contemporary development-oriented
theories that have developed in the United States after the Second World War. Gnoseologically,
it is based on neoevolutionism and structural functionalism. In American sociology, it
represents the dominant paradigm used in the explanation of the global transition processes
which shape traditional societies into modern ones. Rostov's theory of modernization (from his
Stages of Development) is based on technological determinism. It claims that the
technologically developed societies set direction for the future development of the less
developed societies. It also claims that the strategy of modernization should help such under-
developed societies make a transition from one social state to another through external financial
and technological support. The concept of transition is also used by S. Huntington in his 7he
Third Wave, in which he emphasized the importance of the political processes of
democratization for the modernization and transition of postsocial societies, pointing thereby to
the importance of the urban middle class and its active involvement in these processes.

Contrary to these affirmative views of moderniazation, which are founded on the high
dependence of the third-world countries on the highly developed ones and the uncritical
application of the given model, there has appeared in the relevant contemporary literature an
alternative approach to modernization, to the strategy of development and to the relations
between the developed and the under-developed countries in the contemporary world. Such an
approach was developed in the works of A.G. Frank, who is the founder of the theory of
dependent modernization, and /. Wallerstein, who is the founder of the world-system theory and
the critical theory of global transition.

A. G. Frank dedicated his whole professional life to the analysis of the societies of
Latin America. His best-known works include: Capitalism and Underdevelopment in Latin
America (1967), Latin America: Underdevelopment or revolution (1972), Dependent
Accumulation and Underdevelopment (1978), Essays on Dependence and Reformism (1984)
and Lumpenburgeoisie and Lumpendevelopment. In these works he developed the idea of
asymmetric forms of interdependence among the countries of the centre, the periphery and the
semiperiphery, trying to account for such interdependence by neoimperial dependent
modernization, created through unequal exchange of labour between the developed countries
and their satellite states, emphasizing thereby that is in such an interaction that the former
countries produce poverty in the latter ones. In the works of the Neomarxists, the theory of
dependent modernization has long served as a theoretical model for the explanation of the
relationship between the developed countries and those of the third world. It was used to
account for the international character of exploitation and the formation of a specific structure of
social relations and social classes through the peripherization of economy and societies of the
dependent countries. In the in this context of the materialization of the strategy of dependent
modernization that Frank explored the satellite development of the third world countries led by
'comprador lumpenburgeoisie' and puppet governments, and defined the specific appearance of
subdevelopment as an expression of lumpendevelopment and lumpenpolitics.
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I. Wallerstein, as a follower of Brodel's structural historiography, is the founder of
historical sociology and the world-system theory. The basic idea he has put forward is that
capitalism, through its class division of labour, polarizes the global world system into three
zones: the countries of the world centre, the semiperiphery and the periphery. The place of the
given zones and of the societies, countries and nations they encompass respectively, is
determined by the class division of labour and and by the roles those regions play in the global
system. In his research books The Modern World-System, The Dynamics of the Global Criss, ,
Capitalism — A Historical system, After Liberalism and The Sociology for the 21th Century, this
author has developed a critical theory of the global transition of the the world system,
emphasizing thereby that "when a historical system enters transition, anything can happen. The
outcome is unforseeable and what comes after transition itself is historically uncertain. There is
no forseeable, secular direction in human history that would guarantee that the next phase will
always prove more progressive than the previous one", adding thereby that "transition is not a
friendly sport game; it is a fierce battle for the future and will bring about a sharp division
among us**. Wallerstein also writes that today we live in "transitional chaos" — in todays's world,
there is a systemic crisis of the old system (as an expression of its internal structural limitations),
the decline of the left and the rise of conservative ideologies and movements, a change in the
geostrategic division of power, the rise of the neoimperial power, the decline of the power of the
United States, the rise of the new regions such as Europe, Japan and China. This author puts
forward the view that 1989 saw not only the fall of socialism and comunism, but also that of the
values of classical neoliberalism and the rise of conservative historical restauration. He
expresses his view of the future of the world, according to which the middle 21st century will
see a major change in the world-system — that of capitalism changing into its postcapitalist
alternative. An important question here arises: How much can these concepts, which represent a
reaction to the theories of modernization and which are a product of the Neomarxists and their
exploration of the development of Latin America with respect to the developed countries, be
still used today for a scientific analysis of contemporary relations and processes, especially in
the countries in transition? The rest of the paper will try to apply the given concepts to the
contemporary economic development of Serbia and the other Balkan countries.

1. The conteporary crisis as a product of the neoliberal
doctrine of social development

The neoliberal doctrine came into being in the 1960s at Chicago University and its
Institue of Economy. Its founders are F. Hayek and F. Milton. This theory especially
emphasizes the myth of the all-powerful market and monetary economic policy as the chief
means of global development and monocentric globalization. It is on this platform that the
economic and development policy of the two major countries of the world-centre — the United
States and the United Kingdom — was formed, with its main advocates being R. Reagan and M.
Thatcher (hence the terms Raeganomanics and Thatcherism). The doctrine was first put into
practice during the reign of Pinochet and his dictatorship in Chile, its efficiency then being
recommended to other countries, and (via the World Bank and the IMF) to the countries in

3 1. Volersttin, ,, Posle liberalizma “, Sluzbeni glasnik, Beograd, 2005, p. 118.
*1. Volerstin, ,, Opadanje americke mo¢i“, CID, Podgorica, 2004, p. 174.

10 EKOHOMUKA



transition as well. The essence of the strategy is the shock doctrine (shock therapy as a means of
radical economic and social reconstruction), which in practice only led to the creation of the
capitalism of catastrophy. It is about this that the sociologist N. Klein writes in her the The
Shock Doctrine, emphasizing that the given doctrine is a generator of social-darwinistic
capitalism with disastrous consequences, enormous exploitation, asymmetric imperial
globalization and the spreading of the antagonistic system of the division of power in the world.
As this model thrived on the independence of the financial sphere - the export of capital and the
global spreading of its power, not adequately paralleled by the development of the real sector of
economy (which would increase production, the employment rate and the like), this system has
produced crises and conflicts in the world. As a result of unbridled influence of the megacapital
and the appetites of the financial oligarchy, we are confronted today with the consequences of
the global financial crisis, which belongs to the structural 'second wave' and which heralds a
profound economic, social and political crisis of capitalism.”

2. Serbia and the Balkans — a new zone of European
periphery and global semiperiphery

A critical analysis of the results of the transition of Serbia and of the other Balkan
states over the last twenty years confronts us with the disastrous effect of the application of the
neoliberal strategy of dependent modernization. Up to 1989, judging by strength of their
economies, most of the Balkan countries had belonged to the middle developed countries in
Europe and in the world. The implosion of socialism and the removal of the monoparty system
was deemed necessary and was suffused with great hope and expectations — as a need for a
new, democtartic, model of development. The new elites exultantly talked about people's
captalism, the social welfare state, democracy without frontiers, human rights and liberties, and
modernization. Unfortunately, in actual social reality, the transition has been carried out without
there being social accountability. Apart from the overthrow of the monoparty regime, the
changes also involved radical privatization and political pluralization of society. It was there that
the awakening of the social and political powers began. However, that potential was deadened
by the political elites' choice of the neoliberal strategy of dependent modernization. What was
imposed was shock therapy, the concept of development and economic policy which led the
economy and the society into an even deeper crisis and peripherization, rather than into the
establishment of new developmental and civilizational standards.

When we view today the economic and social structure of most of the Balkan
countries, we are bound to notice that it is devastated and degenerated, and still in depression
and crisis. Many indicators show that Serbia today is in a worse economic state than it was back
in 1989. Instead of modernization and development, there are negative trends at work:
countermodernization and subdevelopment. It ought to be pointed out that such 'results' of
transition in Serbia and most of the Balkan countries are not a coincidence but a consequence of
the chosen strategy of neoliberal modernization embraced by the ruling elites dictated by the
IMF and the World Bank. As a result of this lumpenpolitics, we stand confronted with the
following facts: the economy in ruins, deindustrialization, enormous exploitation, all-out

> For futher details please see: N. Klein, Joxilipuna wioka - yciion Kaiuiiaiudma
rainacitpoghe, I'pacpuaku 3aBoy XpBaTcke, 3arpe6, 2008.
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impoverishment, the decline of the standard of living, unemployment, selling the key resources
to foreigners (the banks, natural resources, water...), countries in debt, the crumbling of the class
structure (and the rise of the red-black-yellow burgeoisie), social disorganization, the increase of
social deviation and pathology, the spreading of contradictions and conflicts with negative
outcomes regardiing social development, the increase of political disintegration and making
Serbia a "torso state" (after the declaration of independence of Kosovo).

If we take a look at the agents of social change, we will be able to identify that beside
the meagre entreprenurial class, which constitues the main agent of development and plays a
progressive role in the society, there is also the comprador and the nomenclature burgeoisie. On
the borderline between these social groups, one can find the lumpenburgeoisic whose actions
verge on criminal and produce pathology and a number disfunctionalities in the emergimg
order.

The neliberal strategy of development, that the careless regulators of our economy
seem to be exulted about, leads directly to the breakdown of the economic potentials of our
country, and the bankruptcy of the state whose sole function seems to be loaning money from
the IMF. In a word, we have travelled the road from the destruction of economy in the system
of nomenclature capitalism in the period from 1990 to 2000, to the economy of destruction,
which 6makes the state bankrupt and once again blocks the developmental perspectives of
Serbia.

It is on such neoliberal strategy of dependent modernization, that the Balkan political
elites have opted for (and that advocates selling the economic capacities away, radical
privatization and market fundamentalism, together with a wrong monetary policy), that
something akin to capital-parliamentarism is formed, alonside puppet regimes and satellite elites
that are highly dependent on the West. It was along these lines that the geopolitical transition of
the Balkans (from the East to the West), the Natoisation and protectorization of this region has
been carried out. The Euroenthusiasts represent the European Union as a project without
alternative, and Bruxelles as the new Rome. No difference is made thereby between the
European orientation of the region and the Eurointegration processes as challenging and
positive things, on the one hand, and the European Union as a representative of the new order of
power functioning on behalf of financial oligarchy, on the other hand. The EU's expansion to
the East, as critical researches tend to point out, is primarily a result of the geoeconomic interest
of multinational corporations aimed at increasing their profits and establishing new geopolitics,
rather than an act of philanthropy (H. Hoffbauer).” There are few critical researchers who point
to the fact that behind the polished institutional facade of the architecture of the EU, there
operate contradictory processes tearing the very structure of the European society into 'the
Europe of workers' and 'the Europe of bankers'. (P. Bourdieux).*

Economic neoliberalism as the philosophy of market fundamentalism, has led to the
neglect of culture and of the need to create an autonomous modern culture policy. Under the
guise of modernization, the "reformers" have also tackled numerous other aspects of life (social
welfare, the health system, the media, education, etc.). The principle of deregulation and
liberalization was first carried out in the sphere of employment and social relations, where the

S For furtehr details please see: Jb. Mutposuh, ITyili y 3sasucno Opywitieo (6usarc
wiparauyuje Ha Baaxawny), HCcTUTYT 32 monutuuke cryauje, beorpan, 2004.

" H. Hofbauer, Hpowupere EY na Hcinok, ®unun Bumwuh, Beorpap, 2004.

8 P. Burdije, Cuznaana ceeifina - fipuno3u 3a oifiiiop Heoaubepaanojj uneasuju, 3aBof 3a
n3naBamwe ynbenuka, beorpan, 1999.
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position of the workers was degraded: the workers were left without protection, at the mercy of
capital, and exposed to enormous exploitation, the loss of certainty of employement and even of
their very existence, and became exposed to mobbing. On top of all, many have been deprived
of social and pension insurance. Under the guise of rationalization and restructuring, the
institutions of social and health insurance have almost been destroyed. Currently, the processes
of the destruction of cultural institutions are taking place. The reform of education, under the
‘banner’ of the Bologna Declaration, is being carried out mechanically, as a technical process of
standardization and McDonaldization. The system of the local media in the Balkan countries is
subjected to the symbolical power of the global media, which create the culture of dependence.
The life style of the younger generation is being americanized. Youth subculture characterized
by superficiality, insufficient education and the culture of death (violence in all forms and
spheres, from the verbal to the physical one) is progressively emerging. It is in this context that
contradictory processes of the socialization of the younger generation are taking place, together
with the metamorphosis of the identity of various ethnic and other groups and that the Orwellian
strategy of oblivion is practised: [ will empty you out and then fill you with myself (G. Orwell).
In addition, new ideologems characterized by eurosis (Velikonja) are being produced and seem
to imply that it is enough to simply copy the European constitution and "enter paradise"!!!.

3. The need for a critical re-evaluation of the current strategy of
development, economic and cultural politics in Serbia and in the
Balkans, and of redefining the strategy of overcoming the crisis

The presented summary of the economic and social development achieved so far
points to the fact that one cannot possibly be satified with it. In most of the Balkan countries, the
project of modernization has ended up in countermodernization and the on-going structural
production of crisis and violence in the region. The ruling elites that have carelessly been giving
various promises over the last twenty years, have found themselves in the state of 'moral panic'
now that they are under the influence of the on-coming wave of the global financial crisis. The
confrontation with the crisis cannot be achieved through moralizing and pacification of the
dissatisfaction of the general population. All the more so as this crisis will truly be radical not
only locally but also globally as far as its consequences are concerned.

It is high time the ideas and warnings given several decades ago by serious scientists
and theoreticians with regard to the neoliberal strategy of development were seriously taken into
consideration.

As early as 30 years ago Nick Tinberger warned: 'Unless we opt for another road, we
are lost", which has nowadays, in the context of the current crisis and the need for
disillusionment, been reiterated today by President Obama: "Unless we act immediately, the
crisis is bound to develop into a disaster!" In a word, what is needed is a radical reconsideration
of the doctrine of neoliberalism and of the strategy that has thus far dominated the global
economy. Such a radical break is needed in order not only for the crisis to be stopped but also in
order for a new healthy and rational alternative for the world and the human race to be found.
What is needed in the countries in transition for ther development is the concept of transition
coupled with social responsibilty. In that sense, what needs to be reaffirmed is the social-
democtraic model of development, in whose centre lies the the concept of socially oriented
market economy, the unity of true social equality and freedom, and a new historical
compromise of the capitalist employers, on the one hand, and the workers, on the other hand, as
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partners in development. A radical change is needed or else the system will crash. The current
economic policy of the govrenment can only lead to the increase of debt and bankruptcy. In the
90s we were faced with the destruction of economy; today, we have come to the state of the
economy of destruction and the destruction of society, and the poorly managed economic affairs
leads us into lumpenpolitics that, in turn, produces subdevelopment and lumpendevelopment, so
that we are currenty entering an even deeper second-wave crisis that is bound to sooner or later
destroy not only the political structure of the society but also the society itself.

The situation is extraordinarily difficult and complex. There are no prescribed
solutions for coming out of it. When faced with a similar situation, Ruvarac exclaimed: "We
cannot be saved, we mustn't perish!" The solutions need to be found today in a new strategy of
global development, which will affirm the principles of social partnership and resposibilty of all
the agents - above all the entrepreneurial, scientific and political elites, so that the region and the
world could be pulled out of the crisis.

The imitative dependent modernization that is dictated by the neoliberal doctrine and
that has been in use in the Balkans so far, has in most of the countries in the Blakans produced a
peripheral capitalism of disaster, together with conservative restauration, all of which has
detrimental consequences for the quality of life and the future of most of the citizens. Time has
come for a critical confrontation with the wrong development strategy and its consequences, as
well as for the search for a new — social-democratic — strategy: the one that will not experiment
with humans, as is represented in Orwell's Animal Farm. We have had enough of delusion.
Time has come for new radical humanistic changes — those that will boost the quality of life and
bring about hope about the future for most citizens rather than only for the privileged class of
the neoburgeoisie and the political elites influneced by it. Should that fail to happen, 'the great
deceipt" and the acute social contradictions and clashes will render the crisis extremely difficult
to control. "A peaceful nest is hard to make in the mouth of the volcano", as it were, and those
currently in charge are bound not to have peace for a long time. They will be engulfed by a
social tsunami, in the same way as poverty engulfs and destroys dozens of families every day,
and millions of hungry people in the world. Therefore, we should urgently and responsibly be
searching for new solutions that will show more solidarity with those that are most vulnerable
and most numerous, as tomorrow it may be late for doing so.

Sources:
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Jp Bnamnana Xamosuh,

Mp Becna Ilapaymmh,

Hp Jouen Cy6uh

Huemumym 3a exonomuxy nomonpugpeoe, beoepao

EXPERIENCES AND CHALLENGES OF SERBIAN
COMPANIES IN THE PRIVATIZATION PROCESS’

Abstract
Adjustment of companies to changes in surroundings is an imperative of their vitality
preservation. This adaptation process includes various directions and scope of changes
starting from changes in activities extent and structure, through changes in ownership
and management system. That is to say, dynamism of surroundings causes certain
shiffting in direction such as stimulation of different business portfolio, business
philosophy, management structure and technology.

Key words: changes in surroundings, ownership and market structure, business
portfolio, management structures

HNCKYCTBA 1 U3A30BU CPIICKUX ITPEAY3ERA
Y NPOLIECY TPUBATU3ALIMIJE'

Ancrpakr

Ipunacohasarve npedyseha npomeHama y OKpYdcery je UMNEpamus ouyearbd
muxose sumantocmu. Taj npoyec adanmayuje yKwydyje pasmuuume npasye u ooum
npomeHa nouesuiu 00 NpomeHe obumMa u CMpyKmype OelamHocmu, Npeko NpomeHd
8IACHUYKe cmpykmype u cucmema menaymenma. Hauwe, ycneo ounamusma oxonuwe
Hacmajy odpehena nomeparba y cmepy asopusosarea Opyeauujez NOCI08HO2
nopmghonua, nocnosHe gunosouje, ynpasmauke cmpykmype u mexuonozuje.

Kuyune peuu: npomene y okpyswcery, GIACHUYKA U MPAHCUWHA CIPYKMYPd,
NOCI08HU NOPMGPOTUO, YIPABHLAYK CIPYKIMYPE.

1. Current situation in the economy

If we exclude the impact of general economic crisis on economic trends, the
macroeconomic situation in Serbia is characterized by restrictive NBS monetary policy and
very small or insignificant participation of existing economic activity in the country. The reason

2 Work was made in the project Multifunctional agriculture and rural development in the Republic
of Serbia association to EU

' Pan je pahjen y oxBupy mpojexra MyInTH(YHKIHOHAIHA MOJBONPHBPENA H PyPAIHH PasBoj y
¢yHKIHjU yKibydema Penyomuke Cpouje y EY
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is that production activity is not at a satisfactory level and can not cover the existing spending.
Production activity is still pressured by fundamental limiting factors like inadequate credit
support, high interest rates and too high fiscal burdens. For being highly import dependent and
in the absence of its own working capital, production activity is not able to produce many
quality products and monitor the state of competitiveness on foreign markets. Also, for being
unable to offer many quality products and wide range of goods on domestic market, there's a
problem with structure of foreign trade flows, which is registered in the dominant imports of
final goods, primarily consumer goods, while we have products of lower treatment phase on the
side of exports. In the situation of forcing rigorous credit and monetary NBS policy, with the
aim of combating inflation pressures on one side, and (non)strengthening the dinar on the other
side,with recession in the privatization of large systems and corporations that was expected, and
with reducing demand and offer of bank potential credit, with tightening up conditions for
loans, there are small chances that the economy get to its significant revival and development.
Hope remains that the greater part of funds from future privatizations will be towards
production and towards strengthening its production potentials.

2. Theory and practice - flows and results of privatization

Advocates of market economy emphasize that the private ownership is basis of
healthy economy and a prerequisite of a market economy. It is considered in professional circles
that basic goals of privatization are raising the efficiency of business and expansion of personal
freedoms. Number of analysis has found that private ownership is necessary for a healthier
social relationships. The more common attitude is that state—ownership excludes efficiency and
economy progress, so it should be eliminated as soon as it's possible. Some researches showed
that corporation becomes more efficient after privatization. However, assesing the effects of
privatization proved to be unreliable. Except the availability of data, there's a question of the
adequacy of parameters for assessing the effects of changes in ownership. Many researchers are
not unique in assessing the effects of privatization. Off course, there are companies that had,
before privatization, upward profitability path, which continued so after privatization. When
evaluating the success of privatization should be kept in mind company performances that are
relevant depending on state and the sector where company belong to.

In many cases we found results that significantly deviate depending on whether the
utility (electric power industry, petrol,telecommunications,waterpower engineering) or non-
utility companies are privatized. Also, there are differences between privatized and private
companies. Process and the effects of privatization are more successful in companies with the
control package of shares in relation to ownership of larger number of owners. In terms of the
lack of legal state, new owners can be only interested in quick money-making, with very cheap
appropriation of shares of former state companies and other attractive companies and they have
the opportunity to cash the property and not to maximize profit. Unfortunately, in our situation,
that happens too often.

Past results in the privatization of Serbian economy impose the fact that is likely to
happen that privatization process can not be completed in the following, 2007., year , what was
determined by law, since the large part of the economy is still state-owned. As an additional
difficulty, the remaining state owned companies are not attractive for sale, and numerous
obstacles are present on a path to privatization that can not be overcome in short period, as for
example, unresolved ownership structure and a lack of documentation about property and
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liabilities. But any further privatization, especially of large, capital intensive and business failed
companies, brings new concussion to already high unemployment ( between unemployed, each
fifteenth works in black market, every second is on labor market, and only every seventh started
small business).

Concerning above as well as the fact that not only the socially-owned companies
should be privatized but the largest part of public ones too whose capital makes 50% of total
economy value, and facing the fact that privatization of many mixed companies is almost
completely ignored, we could say that Serbia faces the tougher part of tranzition path.

Greater accreditions for Agency for privatization and Agency fund have brought new
difficulties, because, instead of quick privatization effect, we have greater bureaucracy
interference in company work and conflictof interest, because Agency still sales companies
alone and controlls their work. Therefore the state got the idea to cut debts towards funds and
public companies, which should be refund later from realized incomes from their sale, thence
the term called debt release was introduced. There is no such practice in the world, so such
originality leads to increasing contrerproductivity.

Slow and unsuccessful cours of socially-owned companies restructure, in order to
their preparation for privatization proved to be multiple damaging. Not only that we face
irrational spending of large funds, but great interference of administration in economy, and
companies depending on subventions instead of concentrating on market survival. Restructure
concept, for more successful privatization, do not contributes to better company value. Besides,
the state is poor investor and especially from that standpoint we can not expect its positive
influence in privatization. Only the owner or contractor who knows the market can achieve that,
therefore it should be all leave to him.

3. Small and medium companies development support

The existence of new ideas, concerning new product programs or expanding the
existing ones, with adequate financial impuls, should be the signal of starting a new investment
activity. And the main investment activity initiators should be predominantly foreign investors
through the ownership transformation and direct investments as well as the domestic
investments in small and medium-sized companies development in the meaning of starting
domestic private initiative. Off course, it is necessary to provide a stable legal and political
infrastructure.

However, there's very small percentage of industry, also, that made programs of joint
investment as well as long-term production and technic cooperations. Although there's initial
investment risk reduction, a great part of foreign investors is still skeptical for direct appearance,
and a support to private entrepreneurship development in the production revival context ,
investments in new capacities and employment of a number of workers is still insufficient.

A development of small and medium-sized companies is having difficulties, because
they face large and similar problems as well as the whole of our economy. In quite adverse
business environment, with a ton of administration and aggravating circumstances, with long-
term procedure and inability of winning new technologies and know-how knowledge, a support
to their development is not encouraging. In favor of its importance is the example of very slow
and difficult large systems restructuring process, where we find a reduction of activities, and in
such constellation of slowly functioning business cooperation with small and large companies
would be of great help.

EKOHOMUKA 17



Though, according to statistics, there's a positive trend starting from the year of 2001.
, because the number of private entrepreneurs increased from year to year, so that their
participation in the total employees mooved from 16.6%, over 18.8% and 21% in the next two
years, to be 22.9% in 2004., 25.2% 2005., 27.3% and 28.4% in 2006. and 2007. and 27.3% in
2008. But according to the employment dynamics which is positive, these are insufficient
growth rates for small and medium-sized companies which should be able to accept the army of
workers remained without a job, due to restructuring of large systems.

Seen by category, although market and services dominate over the sector of small and
medium-sized companies, they do not employ the most workers. The processing industry holds
primacy which employs about 38% workers, though there's a presence of decreasing trend here
too. In market and repair services works over 25% workers, and in companies engaged in
activities related to real estate- over 8%. Interesting is the fact that in hotels and restaurats
worked only 2.3% workers employed in the private sector, which is twice less than in the
companies engaged in ores and stone extraction, although the number of companies in catering
sector is much larger.

All the data point to a slight growth in this sector in relation to its low initial basis, and
that can not be an impressive result. Fact that MSP have over 30% of capital overall economy,
actually indicates that there is more than enough space for improvement and that MSP has yet
to start serious development. The truth is that a large number of them operated non profitably in
the last few years and that such companies made even a third of all companies in the economy
of Serbia. However, 60% of companies that made profits come from this sector. As a main
cause of non profital business well known, general places,are mentioned such as insufficient
investment in equipment and technology modernization, primarily due to lack of long-term
sources of funding. State support through the Development Fund and Guarantee Fund is not
sufficient, while commercial banks’ loans are too expensive so the businessmen are reluctant to
take them. In total liabilities of Serbia economy about half belong to a small and medium-sized
companies, what shows that their owners are unprepared to get into debts or have great
difficulties to raise funds for the operation, so getting-started business are mainly related to the
investment of personal savings. Total liabilities are significantly larger than total capital and
interesting moment is that a big part of MSP do not survive first few years of work. Guilt is
attributed to the owners too who get into business insufficiently faliliar with all the difficulties
they may encounter. Lack of entrepreneurial skills affects a serious lack of planning, organizing
and running the company as it affects creating new and competitive products. One source of this
absence is lack of entreprenecurs knowledge. As a result, we find a poor estimates of risk and
business opportunities, poor management, equipment, technology selection, as well as bad or
even not exististing a business plan creating.

4. Experiences of neighbouring countries in attracting
direct foreign investment

In order of Serbia's achievement a full membership in the EU, by reaching the
economic level from eighties, last century, it is necessary, among other things, thet foreign
direct investments level raise over two billion euros per year. Record of 1.6 billion was reached
in 2005. and announced large public system privatization has yet to make a significant foreign
exchange inflow  in the coming years. However, the question is how will Serbia keep a high
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level of foreign direct investments after that. Examples from region showed that is Greenfield
investment significant economic development originator, but not found often in Serbia. The
main obstacle for that is investors’ inability to buy a land on which he wants to build a section
and any delay of solving this problem is slowing the implementation of economic development
strategy in which capital inflow from abroad occupies a significant place. Although the
information about foreign investments in Serbia seems imposing at first sight, in comparison
with countries in region or with those that recently entered EU, the results are very modest.

Necessary condition of the future sustainable economic development is a minimum of
25% of investment in gross domestic product, and sources of these funds are - domestic savings
or fresh capital from abroad. The first possibility is unlikely because of the low level of
domestic savings, so the only exit is in direct foreign investment. However the fact that last
year's investment amount was 1.4 billion dollars is not correct, because these figures were a
result of addition of incomes from sale of banks, stocks and shares in domestic companies,
buying real estate, while the actual investment were only a few hundred million dollars.

The primacy of attracting foreign investment in 2005. has Slovakia, attracting 13
billions of dollars of which 10.9 billion were completed in corporate sector, and two billion in
the banking sector. Most investments were focused to the manufactoring sector (5.2) billion,
then financial intermediation (two billion), trade sector (1.6 billion). Right after the Slovakia is
the Chech Republic, which attracted 11.4 billion dollars last year. Foreign companies invested
five billion dollars in transport and communications, 1.9 billion dollars in real estate, and 1.4
billion dollars in production sector. 7.9 billion dollars was obtained through privatization or
stocks and shares sale, and reinvestment profits exceeded 3.3 billion dollars. Poland can boast of
7.7 billion dollars of income, although, in comparison with 2004. year, when the income of 12.8
billion dollars was achieved, that is drastic decline. From 7.7 billion dollars in 2005. , 2.3 billion
(in year of 2004. seven billion) was obtained through stocks and shares sale, and 3.8 billion
dollars through reinvestment.

When talking about region countries, a leader in attracting foreign direct investment is
Hungary, with 6.8 billion dollars, as it is recorded in 2005. Most money was made from salling
the airport in Budapest for 2.3 billion dollars, while two billion dollars was obtained through
capital reinvestment. Also, since 1994., Hungary attracted more than 63.3 billion dollars DSI ,
and has more than 25.000 companies with foreign participation in capital, today. About 49% of
investment was realized in service sector, and 46% in the manufacturing sector. Romania
follows with with last year's result of 6.6 billion dollars. This was achieved despite the fact that
in 2005. there were no large privatization, and Romania expects 6 billion euros of investment
this year. If it is a comfort, Croatia obtained income of only 1.6 billion dollars last year. Croatia
has attracted 14.6 billion dollars DSI, since 1993. Their investment in financial intermediation
brought them about 51% of incomes last year, 9.4 % was invested in oil and gas extraction,
5.9% of investment ended in retail trade sector in non-specialized stores.

Perhaps the most representative example for Serbia is a result of Bulgaria. That
countric made the biggest rise in attracting direct foreign investments when the foreign
investments amount of 969 million dollars in 2002. increased to more than two billion dollars in
2003, and the level of investment does not descend below the magic cipher, since then.
Interesting fact is that Bulgaria attracted 2.3 billion dollars through Greenfield investments last
year.

Between 2002. to 2005. year 4.8 billion dollars of foreign investment entered Serbia.
The fact that only 10% of foreign investment, collected in last 4 years, was invested in
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equipment, is not encouraging because pure company sales does not affect the increase in gross
domestic product. When we talk about gross domestic product, as an important economic
parameter, Serbia, with annual production of 3.000 dollars per capita, is among the poorest
countries in the world. In long-terms, Serbian companies sales will not solve the problem of
lack of capital in Serbia, since these investments are achieved through privatization of
companies, especially strong propulsive economic sectors, such as tobacco industry, breweries,
cement plants, food complexes. Therefore, the eyes are upon the so-called Greenfield
investments, but they are not having the expected dynamics.

While it may sound paradoxical, the fact that Serbia is still not in the EU can be used
to attract, for example, American investors who do not have free access to European market. If
they would open the representative offices or companies in Serbia, they would even get the
preferential status for a large number of products on the occasion of export to the EU market.
Foreign investors are also interested in markets that have agreements on free trade with Russian
Federation, but Serbia declines potential investors because the rule of law and private property
protection are still week.

Representatives of foreign investors’ Council alert on shortcomings about the
implementation of Law on competition protection and Law on the work, so as the problems thet
follow the realization of projected inflation and dinar exchange-rate policy. They emphasize
that, though a lot of laws was adopted last year, they seem like being in vacuum, because they
haven't been applied in practice. It is crucial for foreign investors to have parameters on the
basis of which they can predict price growth and exchange rate movement. Serbia don't even
have the lowest tax rates in Europe, what should serve as a stimulus for attracting foreign
investment. On the contrary, the total impost are still high, and market economy foundations
aren't set yet either.
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UNDERSTANDING THE FIRM-LEVEL PRICE-SETTING
BEHAVIOUR: THE DEVELOPED COUNTRIES EXPERIENCES
AND INSTRUCTIONS FOR SERBIA

Abstract

1t is important for central banks to understand how firms set prices. The price-
setting behaviour plays a key role in the monetary policy transmission mechanism.
To be able to understand and predict how monetary policy impacts on macro
variables such as output, employment and inflation, it is useful to have information
on what lies behind the choices made by each individual economic subject. Which
factors determine firms’ price-setting is a particularly important question. This
paper outlines the major themes and results on price-setting behaviour that have
emerged from international research on the basis of surveys conducted by central
banks of many developed countries.

Key words: price-setting behavior, price stickiness, frequency of price changes,
survey data, monetary policy.

PA3SYMEBAIGE IOHAIMABA ITPU OAPEGBUBABY
INEHA HA HUBOY ®UPME:
NCKYCTBA PAZBUJEHUX 3EMAJ/bA N TIOYKE3A CPBUTY

Amncrpakr

3a yenitipaame bamie je 6axcHo 0a 003HAjy Kako gupme oOpebyjy uete.
Honawarse y tiozaedy oopebusarba yena uzpa jeOHy 00 KbYUHUX YA02a Y
P AHCMUCUOHOM MEXAHUIMY MOHeIlapHe toauitiuke. /la 6u 6uau y citiarby
0a pazymemo u upeocKarcemo KaKko MOHElapHa UoAUuKa oeayje Ha MaKkpo
sapujabae, Kao Wilio ¢y Upou3BoOrd, 3ai0CAeHOCH U UHPAAUU]A, KOPUCHO
je umaitiu uHgopmavuje o ilome wiilia citioju u3a ulbopa YHUurbeHux 00
Clipane c8aKoZ eKOHOMCKOZ cyOjexitia. Daxiiopu Kkoju oupedemyjy gupmy
ipu oopebusaryy uewa, upeocitiasma inoceOno 3navajHo uuitiarve. Osaj pao
cKuyupa 2aasHe ieme U pe3yaitiaitie y iiozaedy noHaularba upu oopebusarsy
yeHa Koju cy Hpoucitiekau u3 mehyHapoOHoZ ucilipaxcusarba Ha 06a3u
amkeinia, ciipogedeHUx 00 cilipane UeHIpatHux 6aHaKa MHOZUX PA36UjeHUX
3emasna.

Kwyune peuu: ilonawarse iipu oopehusaryy uera, AeibUsocill yerd,
VHecilanociil dpomena ueHd, Hooauu ankeiie, MOHEapHa UOAUTHUKA.
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Introduction

The way on which the firms set their prices is highly important for formulating and
implementation of monetary policy. The price-setting behaviour influences the way of
monetary policy affecting the economic activities flows. The key issues for the central bank are
whether the prices are sticky — i.e. is their response slow to changes in the economic
environment — namely, are they responding asymmetrically to excess demand and excess
supply. The answers to those two questions have implications on the conduct of monetary
policy: for example, how rapidly are monetary authorities capable to bring inflation back to the
defined target after the economy had suffered a shock Also, those answers are shaping the
process transmitting changes in monetary policy to the real activity (output and employment)
and inflation.

In many economic models, often used in analyzing monetary policy, some constraints are
assumed in price adjustment. Some time interval is assumed to exist between each individual
change in the price of goods or services. Such a sluggishness in price setting is the factor
enabling monetary policy to impact, in short-term, real interest rate as well as real variables (like
output and employment). In long- term monetary policy determines only the inflation rate. The
potential of monetary policy is higher with stickier prices, since the central bank is capable to
largely lessen fluctuations in output and employment. In other words, one of the key issues for
the central bank is how slowly are prices in the economy adjust to market conditions.

During the last decade the central banks in the developed countries conducted a new
research, tending to enhance their understanding on the firm-level price-setting behaviour. In
this research work new information had been revealed on the frequency with which firms
change prices and explanations acquired about the reason of the prices being sticky. Using the
surveys in order to get a better insight into the firm’s price-setting behaviour was first applied in
USA. The way of such an application was cleared by the work by Blinder (1991) and Blinder et
al. (1998). Those works led to similar surveys in other developed countries — in United
Kingdom (Hall et al., 1997), Sweden (Apel et al., 2005) and in Euro areas countries (Fabiani et
al., 2000).

The paper is structured as follows. Section 2 explains why price setting is important to a
central bank concerned with controlling inflation. The next section is a brief overview of the
major themes and results on price-setting behaviour that have emerged from international
research on the basis of surveys conducted by central banks of many developed countries.
Section 4 presents some general information regarding the price-setting behaviour of Serbian
firms: up to now no research was conducted regarding the pricing behaviour of Serbian
companies, and hoping that such a research is going to be conducted soon; and the assumptions
regarding some characteristics of price-setting behaviour in Serbia. The final section contains
our conclusions and some directions for further researches work.

1. Why is Price Setting Important?

Understanding price setting in the companies is important for the central bank’s
attitude in inflation controlling. The price-setting behaviour determines how decisions about
monetary policy — on interest rate, money and inflation - affect the economy. In the former
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theories on macroeconomy monetary variables were assumed to exert no influence on the real
ones. Those theories were partly based on the idea that price-changes are costless and
instantaneous. However, anyone having participated in buying or selling an item knows that in
reality prices are set by buyers and sellers, and costs and time appear as factors in the sale
contract. Two factors take part in calculating the right price of any product, i.e. determinate how
prices should respond to a change on the market. Anyway, a number of empirical proofs
supported the view about the changes of money and prices (nominal quantities) being capable to
influence production and employment (real quantities), at least in short-term.

The views referring to the importance of price stickiness as one of the major issues in
macroeconomics varied in time. In the 1960s and 1970s the economists generally accepted the
presence of sticky prices and their ability to generate real-side disturbances in the face of
monetary policy shocks. At the end of 1970s and 1980s a number of academic research was
focused on real side of the economy. Two economic paradigms — the rational-expectations and
real-business-cycle models — rejected the presence of sticky prices and denied the role of
monetary policy in stimulating growth during the periods of slack demand.

On the contrary, in 1990s and 2000s, the literature dealing with macroeconomic issues
revealed a general acceptance of price stickiness and a possible important role of monetary
policy in an economy functioning beneath its potential capabilities. Consequently, the
economists turned to accessory means for assessing the price stickiness level. An approach
having reached a rapid popularity consists in a direct survey of the economic agents-firms about
their price setting.

The modern theory of monetary policy is the theoretical basis of the approach by
survey. In this theory a number of assumptions are presented of how an individual firm is
setting its prices. For example, it is often assumed that the firms are alike, that there is a certain
interval between each time a price is changed and that price-setters are forward-looking.
Simultaneously, aggregate price movements are the result of the pricing decisions of all
participants on the market. Consequently, knowing the determinants of prices on the individual
firm’s level is highly useful to each central bank.

2. Price-setting Behaviour

For a long-time it was proved in the economic theory that the speed of the firms
changing their prices is determined by the extent to which fluctuations in the demand of goods
and services lead to fluctuations in production rather than in prices. When the prices are
inflexible, sticky, i.e. sluggish, a disproportional part of the adjustment of the economic
subjects-firms to economic shocks appears through the changes in the scope of production,
employment and the level of the capacity utilization, rather than through changes of their
products prices. The sluggish price adjustment makes the implementation of monetary policy
more difficult, not only due to possible long lags between the changes of monetary policy and
changes of prices, but also due to resultant fluctuations of output levels, possible to be
expensive.

During the last decade researchers in a number of countries used new data sources in
order to investigate the frequency of the firms adjusting their prices. Some of those researches
were based on detailed surveys regarding the individual firm’s behaviour, and some relied on
data gathered by the national statistical agencies. The results acquired by those researches
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pointed to considerable differences. At one extreme point stood the firms (in fact not numerous)
adjusting their prices on a weekly basis. On the other extreme point were those (relatively
numerous) adjusting their prices less than once every two years. Between those two extremes
were the firms adjusting their prices in regular calendar cycles and those taking such measures
only after their cost structure underwent a shock from the environment they carry on their
business.

The works by Okun (1981), Kahneman, Knetsch and Thaler (1986) and Blinder
(1991) largely traced the path of all recent research regarding the way the firms adjust their
products prices. Okun developed the theory of the firm price adjustment, based on the idea of
“costly search”. He proved that the customers find costly searching for those firms offering
reliably and timely products of high quality and reasonable prices. When the customer finds
such firms he (or she) sticks to them permanently. So long-term and stable connections are set
between the customers and the firms. The firms still change their products prices, but taking
care not to harm their connections with the customers. And finally, Okun assumed that the firms
are reluctant to rise their prices level as the way of responding to demand shocks, worrying
about their customers possible reluctance.

Kahneman et al. (1986) surveyed people on their views about when changing the
firms products prices would be acceptable. A great majority of people are of opinion that rising
the products prices in a firm would be justified with the increase of its business operation costs.
On the other side, the respondents told that they would not object to the firm not lowering the
prices after decreasing the costs of its business operation. The respondents consider as
acceptable the decrease of products prices with a low demand. But it would be unfair if the
firms rise their products prices above a normal level in case of a high demand. The author
argues that the firms should act accordingly, so that their asymmetric responses to demand and
cost shocks could be observable.

Blinder (1991) and his associates (Blinder et al., 1998) conducted intensive interviews
in a number of firms in USA regarding their pricing behaviour'. The authors asked a number of
questions, as: How often are the firms changing their prices? How do the firms respond to
changes of costs and demand? Do the frims set their prices according to the theories in
textbooks regarding price stickiness? The answers were convincing enough, so the application
of surveys on price-setting bahaviour appeared also in a number of other countries. Most
frequently the surveys were conducted by the central banks. The researchers in Europe and in
North America analyzed the firm-level price data to get an insight how often are the firms
changing their retail and wholesale prices.

The results of the reasearch by Blinder and his associates provide a better
understanding of not only the frequency of the firms prices changes, but also of the reasons for
such changes. Considering the frequency of price changes, the results obtained pointed that just
some firms change their prices very often, and a number of them do it occasionally. Blinder
found out that 10% of the American firms change their prices once a week, and 50% not more
than once a year. According to more recent resaerch in this field, 25-30% firms in USA change
their prices each month, while an average duration between price changing amounts to 6 or 7
months (Bils and Klenow, 2004; Klenow and Kryvtsov, 2005). It seems that the European
consumer prices are stickier. The interviews conducted in a number of European countries point

! Prior to Blinder, mainstream economists were skeptic to the use of firm-level survey and
interview data. Due to the success of this survey, this situation is changing rapidly.
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that approximately 15% consumer prices are changed each month, while the average duration
between price changes amounted to somewhat over a year (Dhyne et al., 2006).

Also, the reasearches of price-setting behaviour were focussed on the reasons of the firms
changing their products prices. The survey used by Blinder (and his associates) contained a
section where the respondents were confronted with different theories of price rigidity and were
asked to answer to what extent do those theories appropriately present the situation in their firm.
Namely, the respondents were asked to rank the importance of each statement formulated to
summarize different theories explaining why prices must be sluggish. The firms got a list of
twelve assumed reasons for their not changing prices more frequently. Each of the reasons
offered represented one of the theories of price stickiness. The surveyed firms were asked to
rank those reasons according to their importance. In the survey by Blinder, the first five
explanations (presenting the theories of price stickiness) by rank were:

e Firms hesitate to raise prices in case their competitors will not follow (coordination

failure),

e  Firms change prices, with a lag, to changes in costs (cost-based pricing),

e Firms change non-price features, such as varying the quality of service (non-price

competition),

e  Firms have an implicit understanding with their customers not to increase prices when

supplies are tight, unless justified by higher costs (implicit contracts),

e  Firms have written contracts which usually make it difficult to change prices within

the contract period (explicit contracts).

In Table 1 the complete list of explanations (theories) is presented, not only from the
survey by Blinder, but also those presented and ranked by the firms in United Kingdom, the
Euro area, Canada and Sweden. As we may notice, the firms in each of those countries
presented considerably similar rankings. In general, the surveys conducted in the mentioned
countries support the thesis about the firms changing their prices responding more to cost
changes than to demand changes .

Table 1
Explanations, importance and ranking of price stickiness theories
Country Study and Rank

Theory Explanation US | UK | EA | CA | SW
*
Cost-based Prices depend mainly on the costs of
Pricing labour and raw materials used in

producing goods and services. Therefore,
prices don’t change until costs change

Explicit The price is regulated in formally-written
Contracts contracts that are costly to renegotiate 5 1 2 3 3
Implicit Customers prefer a stable price and a
Contracts change could damage customer relations,
> . . 4 5 1 2/7 1
even if competing firms also change their
prices
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Coordination | Firms delay price increases because they
Failure do not want to be the first in the industry
to raise prices. Firms delay price cuts 1 3 4 5/8 4
because they do not want to be the first in
the industry to cut prices
Non-price Firms are more likely to amend product
Competition characteristics (e.g., warranty, delivery 3 ] 7 4 -
lag) than prices
Pricing Psychological “thresholds” for the price
Thresholds exist. The article/service is assumed to ] 4 10 ) 7
sell much better at $49.95 than $50.05,
for example
Constant Factors influencing prices, such as
Marginal Cost | marginal costs, do not change over the 9 6 - 9 -
business cycle
Manu costs There are “physical” costs connected
with price changes, e.g. printing new 6 11 3 10 11
price lists, the cost of notifying retailers,
etc.
Information- It is costly in terms of time and/or money
gatheriting to gather relevant information for pricing | 11 - 9 11 12
costs decisions
Procyclical Prices are sticky because firms loose
Elasticity customers when prices raised but gain
7 9 - - 10
few when lowered
Stock Firms adjust stocks rather than prices to
Adjustment accommodate  shocks to  market | 10 7 - - -
conditions
Price Means Firms may be unwilling to cut prices in
Quality case customers think there is a decline in | 12 10 5 - -
quality

*) In the column for Canada, two figures are reported for the implicit contracts and
coordination failure theories, because in the Canadian questionnaire there are two different
statements related to these theories.

Sources: United States (US): Blinder et al. (1998), United Kingdom (UK): Hall et al.
(2000), Euro Area (EA): Fabiani et al. (2006), Canada (CA): Amirault et al. (2004), Sweden
(SW): Apel et al. (2005).

In the research of the dynamics of prices conducted in some developed countries, a number
of other valid findings were presented as well. The following list of findings, based on the work
of Fabiani et al. (2007, pp.7-8, 47), presents a summary of research conducted (by the
Eurosystem Central Banks) in the majority of the Euro area countries:

e  The frequency of price changes varies considerably from firm to firm,

e  The average frequency of price changes varies by sectors,

e  Energy sector firms change prices more frequently than other firms,

e  Firms that use a lot of raw materials change prices more frequently than firms that use

few raw materials,
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e  Firms that are labour intensive, particularly in the service sectors, change prices less
frequently than others,

e Firms in the Euro area change their prices less frequently than those in the United
States,

e  There is little evidence of downward price rigidity, except in the services sector,

®  Price-setting responds asymmetrically to factors such as changes to cost and demand.

3. Do We Know Something About the Price-setting Behaviour
of Serbian Companies?

Monetary policy in Serbia is oriented towards maintaining a low and stable
inflation. In order to be capable to understand and predict the way of the monetary
policy’s influence on macro variables, like output, employment and inflation, we should
dispose of information about the determination of the basic economic subjects behaviour
(in the sense of taking different choices). What factors do determine the firm’s price
setting is a question of particular importance.

The research capable to identify the empirical features of price-setting behaviour at
the level of price setter in Serbia was not conducted by now.According to some
indications, such a research could be conducted soon. We can just guess that the price-
setting patterns are more or less similar to those observed in Euro area countries.
Probably our future analysis shall point to the following:

e that different factors influence price rises and price falls. Higher costs — in
particular, labour costs and raw materials — are the most important driver behind
price rises, whereas lower demand and competitors’ prices are the main factor
resulting in price falls;

e that firms adjust prices asymmetrically in response to shocks: cost shocks are
more important for resulting in price increases than price decreases; reductions
in demand are more likely to induce price changes than increase in demand;

e that the frequency, inflation persistence and inflation rate are higher in Serbia as
compared to West;

e that firms change prices in Serbia more in response to changes in monetary
policy than demand shocks.

Conclusions

Long ago the central banks noticed that the speed of firms adjusting their products
prices is one of the key factors considerably influencing the monetary policy
effectiveness and the costliness of its realization. The academic economists, but also
bankers from the central banks, hold an opinion that a better insight into the reasons of
the firms changing their products prices could be of great help to the central banks, being
the monetary policy carrying institutions. A better understanding of the firms
asymmetric adjustment to the positive or negative demand shocks is possible to provide

EKOHOMUKA 27



the central bank with a better “textbook™ of the monetary policy operation, particularly
in the economy with a downward in business activity.

On the international level, future research should focuss on the analysis of monetary
policy rules under asymmetric price rigidity and cross-country comparisons of monetary
policy practice. More empirical evidence on asymmetric pass-through and asymmetric
reaction of prices to positive and negative money supply shocks is desirable for Serbia as
well as for other countries. Also, a microfounded theoretical explanation of asymmetric
price rigidity could additionally contribute to our understanding of the problem.
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Hp CraBomup Munertuh
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Hp bopucnas Pagesuh

Lprcasru ynusepsuitieiti - Hosu Ilazap, I1pasto - exoHomcKku Oedlapiiman

STRATEGY AND SOCIAL RESPONSIBILITY IN THE
TRANSITION

Abstract:

There are two reaseons why a company'’s strategy should be ethical: because a
strategy that is unethical in whole or in part is morally wrong and reflect badly on
the character of the company personel involved, and because an ethical strategy is
good business and in the self-interest of shareholders. The term corporate social
responsibility a company’s duty to operate in an honorable manner, provide good
working conditions for employees, be good steward of the environment, and
actively work to better the quality of life in the local communities where it operates
and society at large.

Key words: Strategy, corporation, socijal resposibility, transition.

CTPATEINJA 1 COONUJAJIHA OATOBOPHOCT Y
TPAH3ULININ

Amncrpakr

Couujaano 00zo80opHa cilipaitiezuja y MpaH3UUUju HUpeitilocitiasma
aciiekiti  OeMOHCIIpUparba — OpyuiiliéeHe  00Z08OPHOCIIU — UPUBPEOHOZ
cybjexitia. Pesoncku usosajajy ce 08a 2aeduwtitia 3autitio KOMIAHUJCKe
cliipaitiezuje tmpebajy Ouiliu etiuvie: 3aiio jep ce Heetlu4ke clpaitieZuje
citipaitiezuje aouie 00paxasajy HAaA Kapaxkiiepuciliuke epcoHAnad Koju je
VK/DYYeH U 3ailo Willo je eiliudka cilipaitiezuja oopa3 006poz Ousuuca u
camouHitiepeca  AKUUOHAPA. Tepmun  KopiopailiuHa  couujara
00Z080PHOCTL OOHOCU Ce HA OYICHOCUIU KOMIAHUje O0a paou HA HAaciiaH
HauuH, 00e36edjyjyuinr 0obpe padHe ycaose 3a paouuixe, 0a je 0obpa 3a
focaosarbe, U aKiiusan pao 3a OO0bU KBAAUMLEHl HUBOWA Y AOKAAHUM
yeaosuma zoe je otepattiu6Ha U COUUAaHo0 0OUMHA.

Kwyune peuu: Citipaitiezuja, kopiloiipauyuja, couujarHa 002080pHOCIll,
wpausuyuja

Preface

The idea that business have an obligation to foster social betterment, a muchdebated
topic in the past 40 years, took root in 19" century when progressive comapnies in the aftermath
of the industrial revolution began to provide workers with housing and other amenities. The
notion that corporate executives should balance the interests of all stakeholders — shareholdrers,
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emploees, customers, suppliers, the communities in which they operated, and society at large —
began to blossom in the 1960s. A group of chief executives of America’s 200 largest
corporations, calling themselves the Business Rountable, promoted the concept of corporate
social responsibility. In 1981, the Rountable’s “Statement on Corporate Responsibility” said:'

Balancing the shareholder’s expectation of maximum return against other priorities is
one of the fundamental problems confronting corporate management. The shareholder must
receive a good return but the legitimate concerns of other constituences (customers, employees,
communities, suppliers and society at large) also must have the appropriate attention....(Leading
managers) believe that by giving enlightened cosideration to balancing the legitimate claims of
all its constituents, a corporation will best serve the interest of its shareholdrers. Today,
corporate social responsibility is a concept that resonates in Western Europe, the United States,
Canada, and such developing nations as Brazil and India.

1. What Do We Mean by Social Responsibility?

The essence of socially responsible business bahavior is that a company should ba-
lance strategic actions to benefit shareholders again the duzy to be a good corporate citizen. The
thesis is that company managers are obligated to display a social conscience in operating the
business and specifically take into account how management decisions and company actions
affect the well-being of employees, local communities, the environment, and society at large.
Acting in a socially responsible in the transition manner thus encompasses more than just
participating in community service projects and donating money to charities and other worthy
social causes. Demonstarting social responsibility also entails undertaking action that earn trust
and respect from all stakeholders — operating in an honorable and ethical manner, striving to
make the company a great place to work, demoinstrating genuine respect for the environment,
and trying to make a difference in bettering society. As depicted in Figure 1., the menu for
demonstrating a social conscience and choosing specific ways to exercise social responsibility
includes:

e Efforts to employ an ethical strategy and observe ethical principles in operating
the busuness — A sincere commitment to observing ethical principles is necessary
here simply because unethical strategies and conduct are incompatible with the
concept of good corporate citizenship and socially responsible business behavior.

o  Making charitable contributions, donating money and the time of company
personel to community services endeavors, supporting, various worthy
organizational causes, and reaching out to make a difference in the lives of the
disadvantaged — Some companies filfull their corporate citizenship and
community outreach obligations by spreading their efforts over a multitude of
chariable and community activites; for instance, Microsoft and
Johnson&Johnson support a broad variety of community art, social welfare, and
environmental programs.

Other prefer to focus their energies more narrowly. McDonald’s, for example,
concentrates on sposnsoring the Ronald McDonald House program (which provides a home
away from home for the families of seroiusly ill children receiving treatment at nearby hospita-

! Business Rountable, “Statement on Cortporate Responsibility”, New York, October, 1981, p. 9.
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ls), preventing child about and neglect, and participating in local community service activities;
in 2004., there were 240 Ronald McDonald Houses in 25 countries and more than 6.000
bedrooms available nighty. Many companies work closely with community officials to
minimize the imapct of hiring large numbers of new employees (which could put a strain on
local schools and utility services) and to provide outplacement services for laid-off workers.
Companies frequently reinforce their philanthropic efforts by encouraging employees to support
charitable causes and participate in community affairs, often through programs to match
employee contributions.

Actions to ensure
the company has an
ethical strategy and
operates honorably and
ethically

Action to promote
workforce diversity

Actions to support charitable
«— | causes, participate in commu-
nity services activities, and be-
tter the quality of life.

A Company’s
Social Responsibilit
Strategy

Actions to enhance Actions to protect or enhance
employee well-being and the environment
make the company a great
place to work

Figure 1. Demonstrating a Social Conscience: The Five Components of Socially Responsible
Business Behavior

Source: Adopted from material in Ronald Paul Hill, Debra Stephems, and Smith,

Corporate Social Responsibility: An Examination of Individual Firm Behavior”,

Business and Society Review 108, no. 3 (September 2003), p. 348.

o FEfforts to employ an ethical strategy and observe ethical principles in operating
the busuness — A sincere commitment to observing ethical principles is necessary
here simply because unethical strategies and conduct are incompatible with the
concept of good corporate citizenship and socially responsible business behavior.

o Making charitable contributions, donating money and the time of company
personel to community services endeavors, supporting, various worthy
organizational causes, and reaching out to make a difference in the lives of the
disadvantaged — Some companies filfull their corporate citizenship and
community outreach obligations by spreading their efforts over a multitude of
chariable and community activites; for instance, Microsoft and
Johnson&Johnson support a broad variety of community art, social welfare, and
environmental programs.
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Other prefer to focus their energies more narrowly. McDonald’s, for example,
concentrates on sposnsoring the Ronald McDonald House program (which provides a home
away from home for the families of seroiusly ill children receiving treatment at nearby hospita-
Is), preventing child about and neglect, and participating in local community service activities;
in 2004., there were 240 Ronald McDonald Houses in 25 countries and more than 6.000
bedrooms available nighty. Many companies work closely with community officials to
minimize the imapct of hiring large numbers of new employees (which could put a strain on
local schools and utility services) and to provide outplacement services for laid-off workers.
Companies frequently reinforce their philanthropic efforts by encouraging employees to support
charitable causes and participate in community affairs, often through programs to match
employee contributions.

e Action to protect or enhance the environment and, in particular, to minimize or
eliminate any adverse impact on the environment stemming from the company’s
own business activities — Social responsibility as it applies to environmental prot-
ection means doing more than what is legally required. From a social responsibil-
ity perspective, companies have an obligation to be stewards of the environment.
This means using the best available science and technology to achieve higher-th-
an-required environmental standards. Even more idally, it means putting time
and money into improving the environment in ways that extend past company’s
own industry boundaries-such as participating in recycling projects, adopting
energy conservations practices, and supporting efforts to clean up local water
supplies. Retailers such as Home Depot in United States and B&Q in United
Kingdom have pressured their suppliers to adopt stronger environmental
protection practices.”

e Action to create a work environment that enhances the quality of life for employ-
ees and makes the company a great place to work — Numerous companies go
beyond providing the ordinary kinds of compensation and exert extra efforts to
enhance the quality of life for their employees, both at work and at home. This
can include varied and engaging job assignments, career development programs
and mentoring, rapid career advancement, appealing compensation incentives,
ongoing training to ensure future work schedules for single parents, workplace
exercise facilities, special leaves to care for sick family members, work-at-home
opportunities, gender pay equity, showcase plants and offices, special safety
programs, and the like.

o Action to build a workforce that is diverse with respect to gender, race, national
origin, and perhaps other aspects that different people bring to the workplace-
Most large companies in the United States have established workforce diversity
programs, and some go the extra mile to ensure that their workplaces are attracti-
ve to ethnic minorities and inclusive of all groups and perspectives. The pursuit
of workforce diversity can be good business — Johnson&Johnson, Pfizer, and
Coca-Cola believe that a reputation for workforce diversity makes recruiting
employes easier (talented employees from diverse background often seek out

? Sarah Roberts, Justin Keeble and David Brown, “The Business Case for Corporate Citizenship”,
a study for the World Economic Forum, www.weforum.org/corporatecitizenship, October 14,
2003., p. 3.
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such companies). And at Coca-Cola, where strategic success depends on getting
people all over the world to become loyal consumers of the company’s
beverages, efforts to build a public persona of inclusiveness for people of all
races, religions, nationalities, interests, and talents has considerable strategic
value. Multinational companies are particularly inclined to make workforce
diversity a visible strategic components: they recognize that respecting individual
differences and promoting inclusiveness resonate well with people all around the
world. At a few companies the diversity initiative extends to suppliers — sourcing
items from small business owned by woman or etnic minorities.

2. Crafting a Social Responsibility Strategy: The Starting Point
for Demonstrating a Social Conscience

While striving to be socially responsible entails choosing from the meny outlined in
the preceding section, there’s plenty of room for every company to make its own statement
about what charitable contributions to make, what kinds of community service projects to
amhasize, what environmental actions to support, how to make the company a good place to
work, where and how workforce diversity fits into the picture, and what else it will do to
support worthy causes and projects that benefit society. The particular combination of socially
responsible endeavors a company elect to pursue defines its social responsibility strategy.
Howevere, unless a company’s social responsibility initiatives become part of the way it
operates its business every day, the initiatives are unlikely to catch fire and be fully effective. As
an executive at Royal Dutch/Shell put it, corporate social responsibility “is not a cosmetic, it
must be rooted in our values. It must make a difference to the way we do business.” Thus some
companies are integrating social responsibility objectives into their missions and overall
performance targets — they see social performance and environmental metrics as an essential
component of judging the company’s overall future performance. Some 2.500 companies
around the world are not only articulating their social responsibility strategies and commitments
but they are also issuing annual social responsibility reports (much like an anual report) that set
forth their commitments and the progress they are making for all the world to see and evaluate.”

At Starbuck, the commitment to social responsibility is linked to the company’s
strategy and operating practices via the tag line “Giving back to our communities is the way we
do business”; top management makes the theme come alive via the company’s extensive
community-building activities, efforts to protect the walfare of coffee growers and their
families (in particular, making sure they receive a fair price), a variety of recycling and
environmental conservation practices, and the financial support it provides to charities and the
disadvantaged through the Starbuck Foundation. At Green Mountain Coffee Roasters, social

3 Craig Smith “Corporate Responsibility: Whether and How”, California Management Review
45, no. 4 (Summer 2003), p/ 63.

Jeffrey Holender,” What Matters Most: Corporate Values and Social Responsibility”,
California Management Review 46, no. 4. (Summer 2004), p. 112. For a study of the corporate
social responsibility reports of leading European companies, see Simon Knox, Stan Maklan, and
Paul French, “Corporate  Social Responsibilirty; Exploring Stakeholder Relationship and
Program Reporting across Leading FTSE Companies”, Journal of Business Ethics, 61. no. 1.
(September 2005), pp. 7-28.

4
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responsibility includes fair dealing with suppliers and trying to do something about the poverty
of small coffee growers; in its dealings with suppliers at small farmer cooperatives in Peru,
Mexico, and Sumatra, Green Mountain pays “fair trade” prices for coffee beans (in 2002, the
fair trade prices were a minimum of $ 1,26 per pound for conventional coffee and $ 1,41 for
organically grown versus market prices of 24 to 50 cents per pound). Green Mountain also
purchases about 25 percent of its coffee direct from farmers so as to cut out intermediaries and
see that farmers realize a higher price for their efforts — coffee is the world’s second most
heavily traded commodity after oil, requiring the labor of some 20 million people, most of
whom live at the poverty level’

At Whole Foods Market, a $5 billion supermarket chain specializing in organic and
natural foods, the social responsibility emphasis is on supporting organic farming and
sustainable agriculture, recycling, sustainable seafood practices, giving employees paid time off
to participate in worthy community service endeavors, and donating 5 percent of after-tax
profits in cash or product to charitable causes. At General Mils the social responsibility focus is
on service to the community and bettering the employment opportunit-
es for minorities and women. Stonyfield Farm, a producer of yogurt and ice cream products,
employs a social responsibility strategy focused on wellness, good nutrition, and earth-friendly
actions (10 percent of profits are donated to help protect and restore the earth, and yogurt lids
are used as miniature billboards to help educate people about environmental issues); in addition,
it is stressing the development of an environmentally friendly su-pply chain, sourcing from
farmers that grow organic products and refrain from using artifical hormones in milk
production. Chick-Fil-A,an Atlanta-based fast-food chain with over 1,200 outlets in 38 states,
has a charitable foundation; supports 14 foster homes and a summer camp (for some 1,600
campers from 22 states and several foreign counties); funds two scholarship programs
(including one for employees that has awarded more than 420 million in scholarships); and
maintains a closed-on Sunday policy to ensure that every Click-Fil-A employee and restaurant
operator has an opportunity to worship, spend time with family and friends. or just plain rest
from the workweek.® Toys “R” Us supports initiatives addressing the issues of child labor and
fair labor practices around the world. Community Pride Food Stores is assisting in revitalizing
the inner city of Richmond, Virginia, where the company is based.

It is common for companies engaged in natural resource extraction, electric power
production, forestry and paper products, motor vehicle, and chemical production to place more
emphasis on addressing environmental concerns than, say, software and electronic firms or
apparel manufactures. Comapanies whose business success is heavily dependent on high
employee morale or attracting and retaining the best and brighest employees are somewhat
more prone to stress the well-being of their employees and foster a positive, high-energy
workplace environment that elicits the dedication and enthusiastic commitment of employees,
thus putting real meaning behind the claim “Our people are our greatest asset”. Earns&Young,

World Business Council for Sustainable Development, “Corporate Social Responsibility:
Making Good Business Sense”,www.wbacd.ch, January 2000 (accessed October 10, 2003), p.
7. For a discussion of how companies are connecting social initiatives to their core values, see
David Hess, Nikola Rogovsky, and Thomas W. Dunfee, “The Next Wave of Corporate Social
Initiatives”, California Management Review 44, no. 2 (Winter 2002), pp. 110-25.and Susan
Ariel Aronsin, “Corporate Responsibility in the Global Village: The British Role Model and the
American Laggerd”, Business and Society Review, 108, no. 3 (September 2003), p. 323.

6 www.chick-fil-a.com (accessed November 4, 2005).
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one of the four largest global accounting firms, stresses its “People First” workforce diversity
strategy, which focuses on respecting differences, fostering individually, and promoting
inclusiveness so that its 195.000 employees in 140 countries can feel valued, engaged, and
empowered in developing creative ways to serve the firm’s clients.

Thus, while the strategies and actions of all socially respopnsible companies have a
sameness in the sense of drawing on the five categories of socially responsible behavior shown
in Figure 1.2., each company’s version of being socially responsible is unique.
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ITPEIJIEJAH YJIAHIIN

Hp Ilerap Becenunosuh,
Mp Hanujena JecnoroBuh,
Ynueepsauinieiti y Kpazyjesuy, Exonomcku ¢akyaaitieini

ECONOMIC TRENDS IN THE TRANSITION PROCESS OF THE
SERBIAN ECONOMY

Abstract

The economic trends in the 2001 —2008 period are characterized by
introducing the numerous reforms, establishing the macroeconomic stability and
maintainable and stable economic development, large system restructuring,
privatization of enterprises and initiating the convergence process to the EU,
which comprises numerous legal adjustments in all economic and social segments.
Basic objects of the economic policy were maintaining macroeconomic stability,
and simultaneously realizing high rate of the economic growth.

Key words: economic growth, inflation, unemployment, transition, deficit.

NPUBPEJIHA KPETAIBA Y ITPOLHECY TPAH3ULIMIE
CPIICKE EKOHOMMIJE

AmncrpakTt

Ilpuspeona kpettiarba y tiepuody 00 2001 - 2008. Zooune kapakitiepuuie
cilposobere  OpojHux  pepopmu,  ycuociiasmare — MAKPOCKOHOMCKE
clabuaHocttiu U 00pHUBOZ U  CUIAOUAHOZ  UpUBpeOHOZ  passoja,
PeCiipyKilyuparbe 6eAuKux cucitiema, pusatiudayuja ipeoyseha u ioueitiax
uapuopyxcusarwa EY, koju yxmyuyje OpojHa 3axoucka tpuaazobasarba y
ceum obaaciiuma tpuspede u Opyuiitied. OCHOBHU UUBLEBU EKOHOMCKE
Hoauttiuke Ouau cy o00pHasarbe MAKPOEKOHOMCKe CIlabuaHociiy, Y3
UCTHOBPEMEHO OCTUBAPUBAIbE BUCOKE CIliOTle UPUBPEeOHOZ PACIILA.

Kwyune peuu: iipuspeonu pacii, ungaayuja, He3ailocaeHoCitl, MpaH3u-
yuja, Oepunuin

Introduction

Serbia has found itself in the midst of the process of the comprehensive transformation,
i.e., transition. Economic transition represents a radical reform of the system in order to attain
liberalization of commerce and financial flows, privatization of economy and integral market
development as well as the changes within the institutional infrastructure of the economy. This
represents a long and a complex process.

The transition process in Serbia has been so far just another example showing that initially
good results can not be maintained without fundamental changes in the institutional ambience
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of forecasting. A flexible and firm institutional basis, which would follow clear ,,signals* of
long-term increase of employment, export, investments and savings, has not still been created.

Nowadays, national economy is at its turning point. Reformative processes are gaining a new
momentum, and the future in the Euro-Atlantic integration is becoming more and more certain.
However, the changes, which should have been marked by establishing the macroeconomic
stability, creating a favourable investment ambience since autumn of 2000, and, on that basis,
stimulating the growth of the domestic economy, have not been fully carried out.

When the concept of the economic reforms is considered, the circumstantial fact that it has
not been developed along with the existence of a clear and complete strategy should be taken
into consideration. The reforms were carried out as partial and unsynchronized activities. The
key problem lay in the fact that from the very start of carrying out the reforms, constructing the
institutions had been neglected, thus creating certain institutional vacuum.

1. Gross Domestic Products and Elementary Consumption Aggregates

Within the 2001-2008 period, Serbia has effectuated significant growth of GDP with the
average rate of 6.2% per annum. The structure of use of GDP still has not reached the
satisfactory level. The use of GDP is characterized by high share of personal consumption,
insufficient volume of investments and export.

The use of GDP in the 2001-2008 period is characterized by very high share of final
consumption, which exceeded the effected GDP for 3.5% in the years 2001 and 2002. A high
share of personal consumption and import of goods and services have been registered.

Table 1: GDP and its use

2001. 2002. 2003. 2004. 2005. 2006. 2007. 2008.
GDP 5.5 4.0 2.0 8.4 6.5 5.7 7.5 6.9
Final
consumption 103.5 103.5 98.9 90.5 87.9 87.4 88.7 88.3
expenditures
Personal
consumption 83.1 81.2 76.4 70.7 70.0 70.4 72.3 753
expenditures’
Collective
consumption 20.4 223 22.5 19.7 17.9 17.0 17.6 20.0
expenditures?
Gross
investments in 10.4 11.8 16.1 17.7 17.3 19.7 21.6 15.5

basic funds
lincluding the sector of households and NPID
2including the public sector servicing households

Source: Republic Development Bureau, Belgrade, 2008.

Table 1 shows the ratio of GDP trends in the period from 2001 to 2008. In that period
GDP had the upward tendency, which is also marked by very high share of the final, personal,
and collective consumption.

The whole period from 2001 to 2008 showed the growth of GDP which was based on the
growth of domestic demand. The structure of final demand is not favourable, with high share of
final consumption and unfavourable share of investments.
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Personal consumption increase is caused by accelerated salary growth above the labour
productivity level. Low productivity and insufficient volume of investments in the fixed funds was
limiting the export competitiveness.

2. The Inflation Tendency

The period of transition from 2001-2008 in Serbia was characterized by establishing
stability and maintainable economic development. Relative price stability is realized in the
conditions of executed market liberalization, reforms of the fiscal system, with phase
elimination of the most significant price disparities. This is a marked result particularly if
regarding the fact that it was achieved in conditions of high growth of the crude oil and base
metal prices at world market. Basic factors increasing the pressures on domestic retail prices to
grow were the external factors (growth of the administratively controlled prices, higher real
effective demand, structural problems of the Serbian economy, and insufficient
competitiveness).

The inflation, measured by retail prices, after high growth of 40,7% in 2001 (December-
December) was reduced to 10,1% in 2007 and to 9,3% in 2008. The stability of the general
price level during the observed period was based on the exchange rate stability and the continual
growth of the total currency reserves, which rose from 1,8 billion US dollars at the end of 2001
to approximately 14 billion US dollars at the end of 2008. Lower inflation rates are caused, inter
alia, by lower tariffs during the foreign trade harmonization process, as well as by the expressive
appreciation of dinar against the dollar, which mitigated the effect of the price growth of crude
oil and other raw materials at the world market.

The state on the market of goods and services in 2008 is presented by price growth below
the designed framework, the fall of inflation expectations and strengthening of macroeconomic
stability. The average annual retail price growth in 2008 was 10,9%, and in December of 2008
as compared to the same month of the previous year, retail prices were increased for 6,8%,
regarding the fact that adjusting the prices of the electric current and price growth of oil
derivatives due to the jump of the crude oil prices at the world market are the two key factors
which contributed to that growth.

In addition, in 2008 the pursued dinar rate policy was considerably more flexible than in
the past years which, in the conditions of growing monetary restriction, had influence on the
market stability and relativizing of the inflation expectations.

Table 2: Annual inflation for the 2000-2008 period
2000 2001 2002 2003 2004 2005 2006 2007 2008
Annual
inflation 111.9  40.7 14.8 7.8 13.7 17.7 6.6 10.1 9.5
rate
Source: Eurostat, UNECE Statistical Division Database

In the 2000-2008 period, the inflation rate showed a downward tendency. During the last
three years, the inflation had been reduced primarily due to the considerably more flexible dinar
rate, but it still has not reached the satisfactory level.
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Positive results in lowering the inflation rate were achieved by taking adequate measures,
so that the relative price stability was achieved in conditions of the implemented liberalization
of the market, fiscal system reforms and by eliminating the most significant price disparities.

Comparisons at the international level during the 2000-2008 period show that inflation in
Serbia (measured by average annual retail price growth) is notably above the level of inflation
in the EU countries.

3. Conditions in the Sphere of Employment

In the period 2001-2007, total number of employees had been gradually reduced at the
average annual rate of 0.5%, whereas in 2008 total employment was approximately at the same
level as in 2007, and it was about 2.002.344. Employment in the enterprises, institutions and
organizations was continually falling at the average annual rate of 3.2%, whereas it grew in the
private sector at the average annual rate of 10,2%. In the first three years, total employment was
reduced from 2.101.668 in 2001, to 2.041.395 in 2003, and in 2004 a slight growth/rise of 0.5%
was observed, as well as that of 0.9% in 2005, whereas in 2006 it was reduced for 1.9%, and the
reduction was observed as well in both 2007 and 2008.

According to the results of the Survey on the labour force, the total number of the
employed was increased for 0.9% in 2008 as compared to 2007 (that is, from 2.630.691 people
in 2007 to 2.655.736 in 2008). The employment rate was increased from 49.8% in 2007 to
51.5% in 2008, and is lower than in Hungary (57.3%), Romania (57.9%), Croatia (58.8%), and
Bulgaria (61.7%). Having the employment rate of the working-age population from 15-64 years
in 2008, with -50% in comparison to the EU, as well as to neighboring countries, Serbia is at the
low level (only Turkey has the lower employment rate -45%)."

Surplus labour force in the sense of underemployment has been present here for a long
time. The problem of its solving had particular importance during the last few years, that is, in
the years of the transitional process. The restructuring process, transition to economic market
conditions, irrational and economically justified employing in the former period, caused the
surplus labour force to reach a/the high level, especially in certain economic sectors.
Employment policy and (the) labour market operation rely on/are based on the
fundamental/basic/elementary guidelines/directives of the National employment strategy which
estimates the increase of the employment rate. The increase of the employment rate will
primarily rely on/will be based primarily on the faster/more rapid development of small and
medium firms/enterprises/companies and business management.

Table 3: Employment rate 2006-2008 (men and women, in %)
Women Men
2006 2007 2008 2006 2007 2008
Employment
in %
Source: Eurostat (data abstracted from the Survey on the labour force in Serbia)

44 40,8 40,6 63,1 61,2 59,2

Table 3 shows the percentage of the employed women and men in Serbia and according to
the data, their share in overall employment declined in the last three years. During the 2001-

" The major part of the data is taken from the Statistical Yearbook. Statistical Office of the
Republic of Serbia, Belgrade, 2007, p.45.
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2008 period, the number of the employed in our country was reduced to the average annual rate
of even 0,5%. Numerous measures of precaution have been taken to prevent or mitigate the
constant employment decline.

The restructuring process increased the employment surplus in certain economic sectors.
The increase of the employment rate, being an important precondition which should be aspired
to, will be based on faster development of small and medium-size enterprises and business
management.

4. Trends in the Sphere of Unemployment

In the period of 2001-2007, unemployment was increased for 39,3%, which represents
the annual growth of 5,7%. In 2008, after seven years of growth of unemployment, the situation
reached a turning point on the labour market and the total number of the unemployed was
718.256, which is 66.805 less than in 2007. The total number of people seeking employment in
the first three years of the transition had been increased for 178.701 (from 768.595 in 2001 to
947.296 in 2003), whereas in 2004 it was noted a slight decline of unemployment to 945.027,
only to rise again in 2005 and to reach the number of 1.005.427 in 2006, 913.239 of which are
actively unemployed. The number of actively unemployed people in 2008 was 717.000.

According to the Survey on labour force, the total number of the unemployed people was
reduced for 15,5% in 2008 in comparison to the year 2007. The rate of the surveying
unemployment was reduced for the first time in 2007 and again in 2008 as compared to the
previous years. However, the unemployment rate of -19% is still the highest in comparison to
Romania (6,4%), Bulgaria (6,9%), Croatia (9,1%), as well as to the EU countries.

The trends show similar behaviour when the unemployment rate of men and women is
concerned. The share of unemployed men in the employable population in Serbia in 2008 was
17,9%, which is considerably above the average for the EU (7,1%). The unemployment rate of
women is high and it reaches 24,7%.

Table 4: Unemployment rate 2006-2008 (women and men, in %)
Women Men
2006 2007 2008 2006 2007 2008
% of
unemployment
Source: Eurostat (data abstracted from/as per the Survey/Poll on the labour
force in Serbia)

22,9 26,2 24,7 15,1 16,8 17,9

Table 4 reveals the share of the unemployed women and men in Serbia, and according to
the data, the percentage of the unemployed men in the employable population was rising in the
last three years, whereas the percentage of the unemployed women shows the upward tendency
as well, when, in point of fact, there was a slight decline of 1,5% in 2008.

5. Public finance

Since the initiation of the transitional changes at the beginning of 2000, a comprehensive
reform of the public finance had been carried out: a new legal framework was set up, new
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institutions were erected, and the existing ones were modernized, financial discipline was
improved, the level of openness to the public in the functioning of the public sector was
increased.

In the period from 2006 to 2008, fiscal deficit was eliminated as compared to the previous
period of the inefficient public finance.

Table 5: The share of the consolidated public revenues, expenditures, and of surplus and deficit (in
billions of dinars)

2006 2007 2008
Public revenues 721,7 8573 988,6
Public expenditures 706,8 818,4 977,7
Consplldated surplus - 14,9 38.9 10.9
deficit

Source: The Ministry of Finance, Belgrade, various years

Table 5 shows the share of the consolidated public revenues, expenditures, and surplus and
deficit for the period 2006-2008. The consolidated public revenues in 2007 amounted to 857,3
billion dinars, and the consolidated public expenditures reached the sum of 8184 billion dinars.
The 2007 fiscal year ended with the consolidated surplus of 38,9 billion dinars, that is, 1,8% of
GDP. In 2008 the real growth of the public expenditures increases faster (11,9%) than that of
the public revenues (8%), and the consolidated surplus was reduced to 10,9 billion dinars, that
is, GDP was 0,4%.

Basic measures to reduce public expenditures in the medium-term period (until 2010) are:
1) rationalization of the government administration and public services, and enhancing the
efficiency (reducing the expenditures for the employed people and purchase of goods and
services), and 2) reducing of subventions given from the budget to public and socially-owned
enterprises.

6. The Balance of Payments

Since 2001 the Serbian economy registers chronic deficit of the current part of the
balance of payment. The deficit on the current account of the balance of payment in
eight transitional years increased seven times from 2,7% of GDP in 2001 to 18,8% of
GDP in 2008, and it represents a primary macroeconomic risk factor in the following
period. The greatest part of the balance of payment deficit referred to the deficit of the
visible trade balance, whilst the surpluses of the balance of services and net transfers
(government and private ones) only partially covered the visible trade deficit. The visible
trade deficit was the consequence of the absence of the merchandise-turnover control
and the corresponding tax system which were in effect by the end of 2004. The
uncontrolled import of a ,small“ import-dependent country, such as Serbia, with
undiversified import structure inevitably led to an extreme commodity imbalance. As
soon as in 2002, this situation resulted in the increase of the current balance deficit to
7,9% of GDP from 2,7% of GDP in 2001, with the upward tendency of that share and
during next years, and in 2008 the current balance amounted to even 18,8% of GDP.
Trading of services grows much slower than trading of goods, but the main branches of
service industry (transport and tourism) showed a significant growth of trade.
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Table 7: Balance of the current transactions, 2000-2008, (% of GDP)"
2000 2001 2002 2003 2004 2005 2006 2007 2008

Current

-1,8 -2,7 -7,9 -7,2 -11,6 -84 -11,5 -16,1 -18,8
balance
Visible
trade -18,4 21,7 -20,4 21,2 -27,1 -20,1 -19,6 21,1 -
balance
Balance
of 1,6 2,3 0,8 1,0 0,8 0,0 -0,2 -0,1 -

services
Source: The National Bank of Serbia, Belgrade, various years

Main reason of permanently high current account deficit of the balance of payment is the
continual negative growth of the external visible trade of Serbia with foreign countries, whereas
the surpluses of the balance of only services and net transfers (government and private) only
partially succeeded in covering the visible trade deficit. During seven years of transition, an
average share of the goods and services deficit in GDP was about 24%. In 2004, due to the
introduction of VAT, the highest foreign trade deficit was registered. At the very beginning of
the transition process, the external equilibrium was being upset by both high liberalization of the
market and significantly overestimated national currency during 2001. More accelerated growth
of import (particularly at the end of 2006) was primarily caused by the growth of earnings
(correlation of the growth of earnings and the import of consumer goods is extremely high).

The export of the Serbian economy is still low because, after seven years of transition, it
reached 22% of GDP, whereas in 2008 the import amounted to 46% of GDP, which is an
indicator of the relatively closed-door economic policy in comparison to other countries of
similar size (overall trade of the Serbian economy barely reaches 65% of GDP). Significant
increase of export in 2007 and 2008, of about 9 billion US dollars, was realized mostly owing to
the privatization, investments and revitalizing production of the privatized enterprises.

7. Total Foreign and Public Debt Tendencies

The indebtedness analysis of the Republic of Serbia in the period from/since 2001 so far
has revealed that in the sphere of indebtedness foreign countries have shown negative
tendencies which in the first place reflect an/the enormous increase of the absolute foreign debt
amount, and the increase of the degree of indebtedness of the country. This means that in the
following period the country could face a serious debt crisis, which together with the effects of
the world financial crisis might have extremely negative effects/consequences on the economy
in Serbia.

According to the criterion of the quantitative ratio of the foreign debt to the gross domestic
product, Serbia fall in the category of the medium indebted countries, for the percentage of
indebtedness is between 60 and 70% (in 2002 about 70%, in 2004 and 2005 about 60%, in 2007
and 2008 about 65%, which represents a significant improvement in comparison to the degree

" Note: The data on the tendencies of the visible trade balance and balance of services for 2008
were inaccessible.
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of indebtedness of 170% from/in 2000). As per this criterion, reducing the degree of
indebtedness of the country, when Serbia is concerned, is not a result of the lower level of
indebtedness abroad, but is a consequence of the gross domestic product growth.

The Scope and dynamics of the foreign capital inflow into Serbia since 2000 can be
observed through the cumulative surplus of the financial transactions and the net foreign debt
increase. The foreign debt of Serbia in 2006, expressed in US dollars, was 81% higher in 2000,
and when expressed in Euros it was 28% higher. The external debt in 2008 increased for 142%
as compared to 2000, and, expressed in Euros, it was for 53%. The inflow of the accumulation
from the foreign sources is absorbed by the balance of payment deficit. High cumulative surplus
of finance transactions in Serbia for the period 2000-2008 is the result of the increased use of
the medium-term and long-term foreign credits and the net foreign direct investment inflow.
Capital import enables Serbia to temporarily finance current balance deficit, and owing to this,
the country is not obliged to increase export at any price, yet, soon the time will come when the
foreign exchange inflow for debt clearance must be provided.

The foreign debt of Serbia was increased from 10.830 billion US dollars in 2000 to 26.236
billion US dollars in 2007. The sum total of foreign debt in Serbia for 2008 is 29 billion US
dollars, or over 25 billion Euros.

Chart A: Foreign debt trends in Serbia in the period 2000-2007
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Source: The National Bank of Serbia, Belgrade, various years

Chart A shows the foreign debt trend of the Republic of Serbia in the observed period
from 2000 to 2007, based on the data of the National Bank of Serbia (www.nbs.rs).

The Serbian foreign debt structure also reveals extremely negative tendencies. In the
period from 2000 to 2008, debt of the public sector fluctuates around the sum of 9 billion US
dollars. The debt of the private sector, however, was almost negligible in 2000, only to rise in
2007 to 17.195 billion US dollars.

At the end of 2008 foreign debt of Serbia exceeded 29 billion US dollars, which placed
our country (according to the World Bank standards of foreign indebtedness) in the group of
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medium indebted countries. The analysis of indebtedness structure leads to the conclusion that
national debt increases at slow rate, whilst private debt is gathering the momentum.

Conclusion

The countries in the process of transition, as well as Serbia, are tasked to change their
economic structure in order to become such economies within which private property dominates,
and in which there is only necessary market intervention. However, this task is not at all easy, and
it takes years to be accomplished. Our country must accept the model of market economy adjusted
to its specific qualities, and not only to follow the models of other market economies in the world.

It becomes clear that the key to the problem of overcoming the existing situation in the
economies of the postsocialist countries, including our economy as well, lies in the gradual
comprehensive economic reforms which will create favourable macroeconomic ambience for
constructing institutions of market economy, business management development and foreign
capital inflow.

In the period from 2001 to 2008, Serbia experienced the introduction of numerous reforms.
Starting with the basic indicators of the economic trends, a significant growth of the gross
domestic product was effected in Serbia in this period, at the average rate of 6.2% per annum, total
number of the employed was gradually reduced at the average rate of 0.5% per annum, and the
labour productivity raised (average annual growth rate was 6.6%).

According to the rating agencies for 2008, the positions in Serbia have been improved: high
growth of GDP, the macroeconomic prospects are favourable, there is a flexible financial policy,
public debt has been reduced, structural reforms are actively implemented, legislative activities
have been improved, the continuation of negotiations with the EU is expected, political risk is
reduced, so that the requirements of reaching higher level of the credit potential are gradually
fulfilled during 2009.

In comparison to the countries of the region, Serbia has effected the greatest improvement of
business conditions in the last 3-4 years. It is past all doubt that creating the institutions of the
system, stabilizing macroeconomic policy and reformist transitional policy are not only the way
toward the increase in efficiency, but also a right way to the European integration of Serbia.

Eventually, from the viewpoint of the acceleration and successful development of the
transitional process, it may be concluded that all the solutions are practically known. What are
necessary are a good combination and the skill of application.
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PRIVATIZATION AS THE BASIS OF REFORM
PROCESS IN SERBIA

Abstract

The basic goal of every legal entity in market oriented economy is creation and
increase of the profit, while for the non privatized companies are characterized by
bureaucratic management that encompasses great irrationality. Market economy,
focused on entrepreneurial initiative presumes private property, and the role of the owner
over the company is multi task oviented. Above all, the owner decides on the engagement
of his own resources, directly manages the company or selects managerial or
surveillance bodies, divides profit and covers losses, employs employees, and is
responsible for company’s operations.

In market economies state intervention into economic life is minimal, unlike the
countries where the market was almost suspended from economy, which resulted in
enormous waste of social resources. The practice has shown that in economies with
dominant private ownership, the rule of law is also dominant, while the countries with
preferences over collective ownership where the source of legal instability and
totalitarian regimes.

Countries in transition, among them is Serbia, have confronted with necessity of
establishing market economy that demanded change of the ownership, that is transfer of
social and community ownership into private.

Bringing in adequate laws and creation of the necessary institutions are one of the key
elements for successful privatization process.

In front of our country there is established goal — involvement into international
economic flows and cooperation with the market economy countries. The prerequisite of
such goal is that the privatization process must come to an end in the nearest future, as
well as the growth of private ownership and denationalization should be conducted. This
means to take over the private ownership through nationalization and returning it to its
former owners.

After several years of reforms, Serbia is even now almost at the beginning of the
transition process into democratic society and market economy. With the bringing
privatization legislative and creation of institutional framework for conducting this
process the conditions for fulfilling the basic goals of our country — creation of
democratic society, based on the market economy principals and joining European
Union.

With the adoption of new Constitution of the Republic of Serbia in November 2006,
private, public and cooperative ownership are proclaimed as constitutionally guaranteed
forms of ownership. The law on denationalization is not yet adopted, and the effects of
privatization are diminished due to the lack of consistent reforms. Although privatization
process lasts for over decade, it is still acute economic problem and lacmus that clearly
shows the strength of government in changing the social status and cultural template and
way of thinking.
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The experience shows that the privatization is prerequisite of faster economic
development. Highly developed world countries, besides, have provided for the reached
level of development through timely privatization. Privatization is not the act that occurs
only once, but extremely complex social process, it is essential to achieve consensus on
this question from all the important social strengths.

INPUBATN3AIINIJA KAO OCHOBA PE®OPMCKOTI
INPOLECA Y CPBUIN

Amncrpakr

Haron euwue 200una pechopmu, Cpbuja ce u 0aHac Haaasu ckopo Ha UOHEKy
iipan3uyuje y 0eMOKPAUICKO OpYWIUGO U Wpicutiry exonomujy. [onowersem
ipoiiuca o Upusaiiu3auuju U Cleaparbem UHCIMUIULYYUOHAAHOZ OKeUpa 3a
cliposoberbe 06802 iipoueca, CIIBOPEHU Cy YCAOBU 34 OCIIBAPUBAHE OCHOBHUX
YU/besa Haule 3emmwe - Clleaparbe OeMOKPAUICKOZ OpYULiBa, 3ACHOBAHOZ HA
UpUHUUIUMA  TUPHCULUHE eKOHoMUje U Hpukmyduearbe Eepoiickoj YHuju.
Tpusaiiusayujom ce Mera BAACHUK OPYULIUBEHOZ, OOHOCHO OPXCABHOZ
Kaiuitiana, waj xaguitian 2you  ceojciliea  AOMUHUCTUPATUUBHO-KOACKIIUBHE
CB8OjJuHe, WAaKo 0a je Upusaiiu3ayuja cacitiaHit 0e0 eKOHOMCKe HpaH3uuije oo
Kojom ce UoOpasymesa tpouyec upesobera UAAHCKe Upuspeoe y PHUULHY
EeKOHOMUJY, Witio Je akKitlyeaHu ipouec y MmHoZum 3emmwama.  Kaacuuma
dpusaiuzauuja je HajHetlo8oMmHUJA coayyuja 3602 ollacHociiu 00 340yioitipeba
UpuUsaiiHOZ MOHOUOAA, KAO U 3002 W02a WO Opxasa 0obuja jeOHOKPAiHO
Hajmarsy moZyhy ueny upooajom eehuHckoz Oeaa y upeoysehy. Komburosanu
MOO0en Koju loOpasymesa UapiHepCIL6o, KAACUHUHY ﬁpue;amugauujy, ca uau 6e3
3a0pxHcasara yoeaa u KOHIpoae Opaase, Kao u UHULUJAAHY JaA6HY UOHYOY, Koja
bu yeeaa 2pabane u onooee y alipaxiuusHe gupme, Ooupureo Ou paseojy
iwpocuwitia kaiuitiana akyujama iipeoyseha. Ilpusaitiudayuja je u u3eop ipuxooa
3a OpHasy u jedar 00 Ha4uHa 0a ce HAOOKHAOU OYUellicKu Oepuuyuit. YKOAUKO
ipuxooa 00 Upusaiiusauyuje He OuU OUAO, He OU MOZAU HOPMAAHO Od
QyHKYUOHUULY HU OpYCA6HA yipasa, Hu jasHe cayxcbe. Bpse ipooaje eeaurux
upedyseha _paou ocuisapusarbd KpAKOPOUHUX UUbesd Cy JaKo leliHe 3a
opacasy. Ilpesacxoonu uun fpusaiuusayuje iipeba Oa OyOe yHaiipeherve
tipuspede Ha 00OPOOULTL U 3A0080bCIIBO 2PAhAHA, 4 He cama UPoOaja Kauuliaid
cipaitiewikom tapitinepy.  Ipusatiusauuja iwipeba Oa Ootipurece 6omem U
eqpuracHujem Hocao8ary U 6omem Vipasmparby, 0a omozZyhu ceuma y Opyuiiugy
0a yueciuigyjy y kopucitiuma o0 fpusatiusayuje. ¥ 0eoHUHapcitiso 3ail0OCAeHUX U
beciinaitina  Hpusaiiuayuja cy yipaso mooeau KoOju YCUocCitiasmajy jacau
BAACHUYKU PEXCUM CA  eAeMEHIUMA  UPABUYHOCIUU U  eKCUeOUTHUBHOCTILL.
Hpueamusauuja omozyhasa cilieaparbe ycaoea 3a UHOCIIPARA YAa2arba Y HAULY
iipuspedy, Upu uemy 3aKOHOM iipeba 0be3beOuitiu HOMlyHY PABHOUPABHOCI U
CUZYPHOCI CBUX UOTHEHUUJANHUX UHBeCTUUIopd, Oomahux u ciupanux. Tex HaKow
OKOHuarba iipoueca ipusaiiudayuje U yHaipehera (pUHAHCUJCKOZ pxcuuLina,
Cpbuja 6u mozaa ovekusaili UpUAUS UHOCTUPAHOZ KAUUIHAAA KOju OU MAXOM
0014310 UOCPeOCiBOM PASAUHUIUUX UHCTHUTHYUUA (PUHAHCUJCKOZ TUPHULUIA.
Tpusaitiuzavyuja jecitie objexiliuHa Howipeda u OCHOBHA OAY2a PaAH3ULLLJe.

Kwyune peuu: tiojam fipusattiuzayuje, mooeau, YumesU, HA4eAd, POKOSU U
OdocitiuzHyitiu Hugo tipusaitiusavuje y Cpouju.
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1. The concept of privatization

Starting from the words of famous solicitor Valtazar Bogisic that: “Every thing looks
for its master”, we can assume that market economy demands economic subjects that have
ownership. The role of the owner over company is significant from many reasons.'

The owner decides on the engagement of his or her own resources when establishing
certain type of the company for performing economic activity, the owner even when does not
directly manages his or her own company elects and replaces management bodies, selects
supervisory agencies to control administrative and management bodies, participates in the
business results of the company (divides profit and covers losses), handles his property (selling
or renting the company, selling of the shares and stocks) through the subjectivity of the
company, establishes labor relations with employees and defines their status in the company.
Building the ownership type of the company, have its impacts on economical, social and
political plan, demands giving the responses on series of opened questions. Above all, what is
privatization?

Privatization is the term that is widely used in the world and directs to the process that
the state or socially owned company through various agreements is transferred into private.”
Privatization is the procedure of selling the social that is public capital in community owned
companies, public companies and other legal entities, under the conditions defined by the law.?
Privatization changes the owner of the social that is public capital, that capital loss the adjectives of
administrative-collective ownership, so that the privatization is constituent part of economical
transition that means the process of translating of planned economy into market economy, which
is actually happening in many countries. The enthusiasm for public companies diminished in the
whole world in the last two decades, and the process of privatization of public and socially owned
companies is the most present in transitional countries. Private ownership is not the only reason for
good economic results of the companies, but the reasons are also good economic policy and the
quality of legal and administrative institutions, especially of those that protect ownership rights and
their market, capital market and the competition at all the markets. That is why privatization is
usually one of the elements of the wider program of structural adaptation, which also covers
institutional reforms, prices and international trade liberalization, financial system reform as well
as of the public incomes and expenditures, antimonopoly laws etc.

2. The goals of the privatization

The goals of the privatization can be numerous, and are usually divided into
economical and political. We should have in mind the fact that privatization is not universal
remedy, so it should not have too many goals, because in that case conflicts between them are
inevitable. The basic and the most important goal of the privatization is creation of the efficient
economy, based on the domination of private property, instead of community property which is
non rational. Experience of the former SFRY that lasted for several decades and the successor
of FRY clearly tells that on social and public property and their unhealthy relations it is not
possible to accomplish economic prosperity, and the crisis and stagnation are inevitable

' Mirko Vasiljevic, “Some opened questions of property transformation”, Legal life, no. 1-2/92.
? Jelena Vilus, “The contracts on privatization of the companies”, Legal life, no. 9-10/1993.
? article 3 of the Law on privatization
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consequences of such relations. This goal is based on the expectations that private owners and
managers appointed by them increase the chances for the company to survive competition
through introduction of the new technologies and products, new financial sources, better
organization and working discipline, generally, better management over the company.

The second goal of the economy is improvement of the financial status of the state.
Through selling of the socially owned and public capital, the state can reach significant
resources that can be used for financing general and useful activities or service its debts. The
poor country can not give away, but has to sell. On the financial position of the state positive
impact have stopping the subvention that the state used to give until the beginning of the
privatization to the socially owned or public companies and the increase the income from taxes
from the bigger and more efficient production.

The third goal is elimination of social and public sector to the benefit of autochthonous
private sector. The state has permanently and almost inevitably saved big and inefficient social
and public companies with various subsidies (tax relieves, favorable credit terms, favors in
import...), which meant transferring modest resources from more productive towards less
productive or non productive companies. As one political goal we can mention expansion of
private property as the basis of liberal and democratic order, denationalization, strengthening of
the middle class, lack of involvement of the policy in the economy and society etc. The program
of privatization must have relevant political support in order to succeed. From this reason the
political circumstances are very important for the success of privatization.

The goals of privatization are also opening new jobs, growth of the economy, regular
pensions, realization of the social program, growth in the standards of living, inducement of
local development, financing of the program for economic growth and growth of environment.

3. The principles of privatization

In the privatization process we should comply with the principles of: economy,
publicity, fairness and selling on the market price.

With the economic principle there is the question weather faster or more slowly
privatization is better. Strategy of fast privatization means radical reforms in transformation of
social and public property into private, where is the biggest profit for managerial level. But, if
we take into consideration that the privatization is the process, and not act, we consider this
process should be well thought off, controlled, institutionalized and in practice efficient, and for
that certain time period is needed. Of course, we also think that the privatizations should not be
continued infinitely.

One of the basic principles that should be kept in mind in privatization of the public
companies is transparency. The privatization process should be under public eyes because it is
subjected to corruption. The citizens should know modalities of the privatization, ways of doing
business in the companies, reasons and effects of the company selling. That is the only way to
avoid corruption, illegal and non economical disposal of social and public property.

There is no fair privatization, because it always enables bigger benefits for some social
groups to the expense of other social groups. From this reason the criteria of fairness can be
obeyed only to the extent to which does not prevent privatization and does not diminish the
effects of accomplished privatization. The poor country must be persistent to sell the companies
with dominant public and social capital on their market price, so that they are not sold under
their price or for nothing, and the benefit from privatization in such cases goes only to the
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corrupted levels. Transfer of property rights during privatization of public and social companies
creates so called redistributive effects, regarding the selling prices of the stocks, and also
regarding the structure of the prices of privatized companies. Bad estimation, underrated or
overrated value of the company due to the lack of capital market, as well as discounts in buying
the stocks, are redistribution.*

Until now performed privatization the most probably led to sale of net social property.
If it is really the case, than this process not fair regarding the future generation.

4. Models of privatization in Serbia

Privatization models defined by the Law on privatization are: selling the capital
(method of public tendering and public auction procedures) and transfer of the capital without
reimbursements for the employees and other citizens. The basic techniques of the privatization
are tendering and auction, while the privatization of the insolvent companies in crisis is
conducted after the previous restructuring procedure that means previous organizational,
financial and statutory restructuring. Tendering and auctioning selling of the capital are based
on the principles of publicity, competition, equality and eligibility. Competition of the
participants makes sense and the capital can be sold under the most favorable conditions only if
these principles are accomplished. On the contrary, with their breaking and limitations the
budding makes no sense. The principle of publicity is satisfied if the ad is published properly,
and therefore the public is informed about the subject and the conditions of the selling and if the
interested parties are able to be present at selling timely and on the location defined by the ad.
Unlike the principle of the publicity that affects the inducement of the demand, the principle of
competition enables that the demand is expressed on the most favorable way for the organizer
of the selling. For such thing, it is necessary that several persons participate in the procedure,
where the competition must be conducted under good business customs. If these conditions are
not satisfied, the principle of competition is not accomplished, so we can not speak about
competition.

The principle of eligibility contributes in providing seriousness and regularity in
competition, contracting with the person that has the necessary capacity to be the buyer in the
concrete case, which is provided through the obligation for the interested buyer to pay the
deposit and buy out the documentation, and the regularity by that the law lists who does not
have the capacity of so called honor and who can not be buyer.

5. Privatization deadlines

The final deadline for privatization of non privatized social capital is prolonged, so
that the public call for participation on public bidding, that is public auction, must be published
until the December 31, 2008, on the contrary, the legislative defines the sanction which is the
act on initiation of receivership liquidation of the privatization subject. Liquidation would be
initiated if the social capital, that is the property of the privatization subject is not sold after 11
conducted public tendering, that is public auction, or if the privatization subject did not submit
yearly financial report to the agency responsible for the conducting the register of economic

* Aleksandra Jovanovic, “Transaction costs of privatization”, Legal life, no. 9/10/1994.
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subjects two years in the row. Liquidation procedure is conducted by the agency, and the funds
that remain after the privatization procedure is conducted are the income of the budget of the
Republic of Serbia, except from the means in private property. On the liquidation of the
privatization subject we can apply respectively the articles of the Law on legal entities in the
parts that define the liquidation of legal entities.’

Previously initiated privatization procedure until the Law on changing and adaptations
of the law on privatization is enacted will continue to last according to the Law on changing and
adaptation of the law on privatization from 2007.

6. Reached level of privatization in Serbia

The last day in December 2008, was the end date when it should at least generally be
known the destiny of the remaining 802 socially owned companies. Deadline for privatization is
moved to December 31, 2012. Currently, the chances for recovering are present in the biggest
companies for whom the state would try to find strategic partners, like it is the case with Zastava
from Kragujevac. Although the end date for privatization was delayed for several times, for
selling until the end of this year remained the companies tat have big debts or their management
was not inclined to sell them .People from the Agency say that these companies will be
prepared for bankruptcy.

Having in mind current dynamics of privatization where each sixth offered company
is sold, new owner in relatively short time line would hardly be finding for all the remaining
companies. Yet, for all the big systems, the state will try to find some solution in the concrete
case with the goal to avoid bankruptcy. But it is not the solution for those companies to remain
on state subsidies, so another solution must be found for them, through strategic partner or
selling on some other way (maybe through selling the property of these companies). It would
mean that the privatization will not be ended this year, and most likely the next one, that is we
can not for sure predict the end of the privatization. In such milieu, within overall reforms in
Serbia privatization process is conducted through the existing legislative that should be
changed.

Regarding the funds that the state has received from privatization, they have mostly

been spent on paying off debts to domestic and foreign investors.
The funds gathered in privatization procedure are used for financing: Fund for pension and
insurance for the cases of emergencies in the Republic, incentives for the development, paying
the compensation for the persons whose property was nationalized, paying off debts of or for
whose guarantee the Republic of Serbia, special program for economic development or
environmental protection that is defined by the local government body and other purposes.

In the Ministry of finance report, it is mentioned that for paying off the premature debt
to the International bank for reconstruction and development (IBRD) is spent 310 million EUR,
for the needs of the Ministry for capital investments is dedicated 23 million EUR, for the
severance pays for the employees in “Robna kuca Belgrade” are taken 30 million EUR, while
20 million of EUR are given to the military reservists.

During the last years, the state did not define clear conception of privatization, because it did not
defined in long terms the way of using obtained money. Dynamics of the incomes from
privatization during the previous years was proved to be unpredictable, which was reflected in

> Law on economic entities, “Official paper of the Republic of Serbia”, no. 125/2004.
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paying off the principal of the public loan. During 2006, Serbia earned from privatization more
that it was the amount of the installments for paying off the public debt. Inflow of money was
provided from the privatization of MOBI 63, but the money was spent because it was expected
that during 2007. and 2008. the income from privatization would be bigger, which did not
happen.

Between 2002. and 2008, 3119 companies in total were offered for selling, out of
them the number of sold companies was 2276. With the tendering procedure of privatization in
this period from 195 offered companies 91 were sold, which means that the percentage of the
success in privatization was 47%. With the tendering procedure were privatized companies that
by their strategic importance, size and potential possibilities are the great investments. Until
now new owner was found in such manner for over 110 companies, and the incomes from them
are over one billion EUR, as well as the investments of the new owners in such companies. Due
to the fact that contracts were not fulfilled by the investors’ 12 contracts were broken. In the
portfolio of the Center for tendering are currently 80 companies, out of them for 28 of them
privatization procedure was initiated. Some of them are very attractive for domestic and
international companies, like for examples “River shipping industry in Yugoslavia”. This
company, specialized for the transportation of goods on rivers is the fourth biggest company in
this branch in the region of so called downstream Danube. The selling of ski center on
Kopaonik is ongoing, the center is located on the elite destination of winter tourism in the
region.

Number of companies offered for selling via auction between 2002. and 2008. was
2162 companies. The number of sold companies was 1583 companies. With the auction
privatization until now were privatized 2000 smaller companies, and it was created the income
of around 1,3 billion EUR. Almost total inflow of capital from tendering comes from foreign
investors, while it is totally opposite in case of auctions, where the dominant inflow of capital
comes from domestic investors.

In order to simplify the selling of the remaining of Serbian companies, Ministry of
economy has suggested that the state gives the possibility for the buyers to pay in installments.
The total debt should be paid in 5 years period, when the buyer would become the rightful
owner of the company. Regarding this suggestion the government would decide soon.
Experience from privatization shows that in this process the companies that produce strategic
goods, like cement, or have the market, like in cases of cigarettes or food, found their strategic
owner.

7. Privatization models in Serbia

Privatization models in Serbia defined by the Law on privatization are selling the
capital through the method of public tendering and public auction method, as well as the
transfer of the capital without reimbursement: to the employees and other citizens. the basic
privatization techniques are tendering and auction, while the privatization of non solvent
companies in crisis is conducted after the previous procedure of restructuring that means
previous organizational, financial and statutory restructuring. Tendering and auction selling of
the capital are based on the principles of publicity, competition, equality and eligibility. Bidding
of the participants is meaningful and the capital can be sold under the most favorable conditions
only if these principles are fulfilled. On the contrary, with their breaking and limitations, bidding
looses its meaning. The principle of publicity is satisfied if the ad is published in the proper
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manner, where the public is informed on the subject and conditions of selling and if the
interested parties are enabled to be present at selling timely and on the spot defined by the ad.
Unlike the principle of publicity that impacts the inducement of the demand, the principle of
competition enables for the demand is expressed on the most favorable manner for the organizer
of the selling. For such thing, it is necessary that several persons participate in the procedure,
where the competition should be conducted according to the good business customs. If these
conditions were not satisfied, the principle of competition is not fulfilled, so we can not talk
about competition. The principle of eligibility contributes that it is provided seriousness and
regularity of the competition, contracting with the person that has necessary capacity to be
present as the buyer in this case, which is provided through the obligation that interested buyers
pay the deposit and buy out the documentation, and the regularity with that that legislative lists
who does not have so called capacity of the honor, that is who can not be the buyer.
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INFLATION TARGETING - THE FINAL GOAL OF THE NEW
FRAMEWORK OF MONETARY POLICY IN SERBIA

Abstract

In September 2006 National Bank of Serbia adopted new framework of monetary
policy, i.e. Inflation targeting strategy. Accepting the experiences of the countries which
have been implementing this strategy and the most successful practice, but also
references of IMF, NBS in coordination with the Government of Serbia, due to preserving
price stability, defined basic framework of inflation corridor, using the referent interest
rates, as the key instrument for sustainable and transparent model of inflation targeting.
Beside this key instrument, NBS defined using the other measures and instruments of
monetary policy, as additional instruments with the main goal of suppressing inflation
trends and unpredictable circumstances which could influence inflation. The goal of
implementing this strategy refers to establishing the base inflation i.e. growth of retail
prices which are under control of NBS instruments. Within a framework of this
paperwork, and on the bases of implemented strategy, Inflation targeting of NBS and
defined framework of monetary policy which are included in annual NBS Memorandums,
the efficiency of realization of goals of monetary policy has been analyzed NBS has
accomplished successfully these goals, despite high inflatory pressure which has been
passed on in the first quarter of 2008.

Key words: inflation targeting, monetary policy, base inflation, price growth,
transparency

TAPTETUPAILE UH®JIAIIMIE - KOHAYAH [IU/b HOBOT
OKBUPA MOHETAPHE INIOJIUTHUKE Y CPBNIN

AncTpakT

Ceitiiembpa 2006 200. Hapooma 6amxa Cpobuje je yceojuaa HO8U OK8UD
MOHeitipHe floauitiuke, 0OOHOCHO, citipaitiezujy iapzeitiuparsa urngaayuje. HGC je
y Kopounauuju ca Baadom Cpbuje a paou ouysarba ueHO8He CIAOUAHOCTIL,
OegpuHucana okeupe UH@AAMOPHOZ Kopuoopa, y3 Kopuuihierse pegpeperitine
Kamaitine citlolie, Kao K/mby4HO2 UCHIPYMEHIUA 34 0OpiHU8 U TUPAHCUAPEHITaH
MoOen tapzeitiuparja ungaayuje. Ilopeo 0802, kwyurnoz uctupymenitia, HBC, je
Oeghunucana u Kopuutherbe OCAAUX MepaA U UCIHLYMEHAUIA MOHEapHe
Hoauitiuke, Kao UOMORHe UCTpYMEHIlie, Ca Yubem Cy30Uujarsa UHGAATOPHUX
HpeH008a U HellpeO8UOUBUX OKOAHOCIIU KOje YIlludy UAu MOZY YIUUaiiu Ha
ungpaauujy. Luwb tipumene oge citipaitiezuje 0OHOCU ce Ha yiephusarse OasHe
UHpaauuje iij. pacii yeHa Ha mMano Koje cy o0 KoHitipoaom uctupymeraitia HBC.
Y oxeupy 080Z pada, a Ha OCHO8Y Yc60jeHe CcCilipaitiezuje Hapzeriuparje
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urghaayuje 00 citipane HBC u Oegpunucanoz oxkeupa moHetipHe UOAAUTUUKE
caopxcarux y Memoparnoymuma HEC iio 200urama, aHaiuaupara je ycilewHoct
peaausayuje HocilasmeHux yumesa moreidapre ioauitiuxe. Osaj yuws HBC je y
2007 200. yciieutHo peaiu3o6ara YipKoc 6UCOKUM UHPAATIOPHUM APUTTTUCUUMA,
Koju cy ce tpereau y 2008 200. u ioped Opyzux eKcillepHUX U UHIHePHUX
¢axkitopa, yinuyaau oa HBC e ocitisapu yusmn y 2008 200. [a 6u ce o6e3beduna
UYEeHOBHA CIHAOUAHOCTL KAO OK8Up 3a UOCHIU3Are CIHAOUAHOCTHU UeHA Y
cpedrbopourom tiepuooy, HEC je objasuna opmasHu tpeaasax Ha percum
iepzeiuuparba ungpaauuje y 2009. zoounu. Ipunyuiie 0602 pexcuma moHeiiapHe
toauttiuxe Hapoora 6anxa Cpbuje je tiocitietieHo y800uaa y ipakcy Ha OCHOB8Y
Memopandyma o HOBOM OKeUpY MOHeillapHe HOAUIIUKe, YCBOJeHOZ V ABZYCULy
2006.

Kwyune peuu: Tapzeitiupanje ungpaauuje, 6asna ungaayuja, pegepe-
HUUHA KAMATUHA CIUOUA pacill UYeHa, upancuapeHiuHocil
Introduction

The first positive experiences of implementation of inflation targeting strategy are in
New Zealand' whose application started in 1989. Since then, this regime of inflation targeting
was spread in about fourty countries in the world. During the last few years MMF and ECB’
recommend this regime within their arrangements.

Table 1. Countries with formal inflation targeting

The name of the state ~ Year of application

New zealand 1990 0-2% (from 1996) 0-3%

Israel 1991 8-11 (from 1998) 7-10%

Canada 1991 1-3%

England and Scotland 1992 1-4% (from 1997) 0-2.5%

Australia 1993 2-3%

Sweden 1993 1-3%

Czech Republic 1997 5.5-6.5% in 1998, 4-5% in 1999, 3.5-4.5% in 2000
Switzerland 1999 0-2%

Source: Central banks web-site

Inflation targeting implies, according to F. Mishkin, (2006) five phases:

Public announcement of medium-term and numerical goals regarding inflation.

2. Institutonal commmittment to price stability as the basic, long-term goal of
monetary policy, as well as commmittment towards achieving target inflation.

[u—

! From being the the most dependent bank in developed countries, Central Bank of New Zealand
became the most independent one, having one goal — price stability, thanks to the passing of law
on CB. The Governor and minister of finance are obliged to determine the agreement on
financial goals of monetary policy through negotiations and to present it to the public, and to
make numerically specific targeted ranges, i.e. frameworks for inflation movements and time
period in which the goals of monetary policy are going to be achieved.

2 Although European Central Bank didn’t officially recognize this concept, monetary policy
monitored by European Bank is very similar to inflation targeting. Even after debates in the USA
on application of targeting, FED haven’t approved it yet.
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3. Strategy which involves numerous information and in which many variables are used,
and not only monetary aggregates, when making decisions about monetary policy.

4. Increased transparency of monetary policy strategy through communication with the
public and markets in terms of plans and goals of monetary policy creators.

5. Bigger responsibility of Central Bank in achieving goals regarding inflation.

Thus, we can emphasize that inflation targeting includes numerical framework of
monetary policy activity, which is specific because of the public announcement of official
numerical targets, i.e. the range of targets, such as inflation rate, time periods of forecasting and
explicit perception that low, stabilized inflation is a fundamental, long-term goal of every

monetary policy.
Irrefutable primacy of price stability contributed to the domination of monetary

policy, and, furthermore, it implied the concepts of Central Bank’s authonomy, as well as
credibility and reputation of economic policy creators. The ascent of monetary policy was
followed by fiscal policy withdrawal: it was not used for fine regulation any more, it was
limited to budget balance at all costs, and the impact on the real side of economy lost its
importance in relation to the irrefutable primacy of monetary sphere. It was New consensus in
macroeconomics (NKM) in whose hub is inflation targeting. That targeting is expressed in
Taylor’s rule according to which nominal intrests are the sum of real interests increased in
inflation and reduced in real growth. The problem is, however, that with low growth and
exclusive primacy of inflation targeting, the intrests are remaining at high level that jeopardizes
the investment and growth. ( Jaksi¢, M. 2005).

Inflation targeting is charaterized by the following processes (Arestis, P. Sawyer,
2002) :

1. monetary policy which publically announces the target of inflation, along with explicit
emphasizing of price stability as a long-term goal of monetary policy, furthermore, it
implies discipline, responsibility, transparency and flexibility,

2. the restriction of discretionary rights, because inflation targeting is a nominal anchor
of monetary policy , which obliges autonomous Central Bank and imposes monatery
liabilities for the Government,

3. monetary policy becomes the most important element of macroeconomic policy,

4. fiscal policy loses its importance and becomes passive, in terms of obligation of
balanced budget,

5. in order to preserve price stability there cannot be any bargain between inflaton and
unemployment, the economy has to be at the level of natural employment rate for
which the prices are stable or, at least, the inflation is not accelerated.

The antagonists that contest New consensus in macroeconomics, point out the limited
scopes of monetary economics, which reflect in the following:

1. The appearance of wider monetary mass which is hard to control.

2. Slight impact of change of intrests on the inflation impact (1% of the change of
intrests cause the impact from 0.2 to 0.3 per cent on the output, and the prices are
even smaller);

3. The unemployment rate does not directly depent either on functioning of the market
or on the wage rate, it depends on insufficient demend.

4. Restrictive monetary policy has unfavourable impact on the effect of investments and
the scope of capital.
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F. Arestis and M. Savier (2002) draw a conclusion that there are many canals of
monetary policy imapact, that effects are delayed, uncertain and negligible in terms of impact of
intrests on inflation depreciation.

1. Reasons for application of new strategy
in serbia

Serbia has led monetary policy without monetary strategy for a long time. The
absence of competition and domination of the state in carring out monetary policy during the
past two decades, led to the decline of public trust in financial system and domestic currency. It
had negative effects on functioning of the banking system, which was a bad, corrupted and
unreliable partner due to inefficiency of state machinery. Therefore, there were frequent
alternating intervals of money expansion, high inflation and hyperinflation, and reduced using
of the dinar as means of payment and maintaining worth.

Lost trust and deteriorated credibilty of the financial system and domestic cureency
was the basic indicator that was slowing down economic and social development of Serbia.
Therefore, effective resource allocation was absent, which affected, above all, the domestic
savings, which was out of monetary currents and wasn’t effectiely utilized in economy.

Despite positive trends in the banking system, relocation and the use of surpluss liquid
dinar means are limited to the existing public mistrust in domestic currency and monetary
policy. The scepticism which still exists is the result of

1. not so far economic past,
the euro expansion,
expectations from the rate of exchange,
external shocks due to high influx of capital and shocks of prices of food products, as
well as other products on the market.
The choice and guidance of the rate of exchange regime affected the creation of
inflation. Serbia, having a liberal economics regime in the transition phase and large share of
export, is not immune to the impact of the rate of exchange on the growth of domestic prices.
The analyses of NBS for the period after 2001 indicate that the effect of transmission of the rate
of exchange is not less than in other transitional countries, and that it is a lot more prominent
and stronger than in developed countries. Plus the impact of the rate of exchange on inflation
was greater and faster , which directly prompted the public to realize that the chage of exchange
rate is a permanent appearance. The rate pf exchange during 2001and 2002 was used as a
nominal anchor in deflation process. The goal of application of the rate of exchange was in
stopping and reducing the accelaration of price growth after sudden growth at the end of the
nineties. The goal was successfully achieved by tough policy of rate of exchange and inflation
was reduced to 10% by the middle of 2003. However, from 2003 the rate of exchange gradually
depreciated, which caused the reduced disnflation and contributed to the increase of inflation in
2004.

B

Due to inflation growth and strong influx of capital, in 2005 the concept of continual
depreciation is discarded. The increasing influx of capital prompted the increase of liquidity on
the market, which affected the rapid credit growth followed by the potential possibility of
exposing the financial system to risk. In that period the gross influx of capital was above 20% of
the gross national product, which is a very high figure according to international standards,
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while credit growth was alarming with 57%. High credit growth affected the deterioration of the
deficit of the current balance, which was alarming with 12% of the gross national product, in
2004, while inflation was 17% by the end of 2005. Finally, by the end of 2005, the policy of
guided depreciation was discarded. Further, great influx of capital, along with greater
fluctuation of the rate of exchange led to the depreciation of the rate of exchange, which
directly contributed to the fall of inflation below 10% by the end of 2006.

Because of that, monetary authorities in Serbia are trying to reastablish trust in
monetary institutions by increasing the monetary policy capacity aimed at achieving sustainable
and low rate of inflation.

In that period the public sector policy also directly or indirectly, in its own way, gave
its significant contribution to the fight against inflation, as well as the policy of rate of exchange.
Fiscal stability and fiscal policy were important factors in maintaining the fiscal rate of
exchange and revival of economy. Fiscal sufficit made the acceleration of inflation and
deterioration of the current payment deficit impossible during 2004 and 2005.

Tha state had a significant control over inflation by regulating 45% of retail prices.
During 2001-2002 regulated prices grew faster, which is justified by the policy of eliminating
maladjustment of prices, as well as the intervention role of the state in achieving price stability.

In addition, the role and importance of IMF in giving support to the reform process in
the public sector, cannot be neglected. Although support and aid of IMF was positively reflected
in the improvement of investment climate in Serbia, in the deficit of current transactions and in
the interior convrtibility of the currency, as well as in capacity building in fiscal and monetary
policy, yet, the IMF programmes contributed to the increse of macroeconomic imbalance over
the following years. It was specially reflected in discrepancy between simultaneous targeting of
the real rate of exchange, low inflation and low level of foreign reserves, as well as in
establishing the balance between targeted exterior balance and targeted inflation. Therefore,
using the policy of gradual depreciation, NBS was trying to stop the appreciation of the real
reate of exchange, but of no avail. In the final instance, such a policy did not produce results, the
current balance did not improve significantly, and inflation had two digits again.

2. Implementation of new monetry framework

Aiming at achieving sustainable, low and predictable inflation in September, 2006,
NBS adopted the strategy of inflation targeting in leading the monetary policy. New monetary
framework is very similar to the regime of targeted inflation, which should be understood as the
first step towards the complete implementation of inflation targeting strategy. New monetary
framework leans on the following principles:

1. The published targeted rates of inflation are only numerical guidances for monetary
policy conducted by NBS.

2. NBS achievs the targeted rate of inflation by corrections of interest rate which are
applied in two weeks long repo operations (2W), which is the referential interest rate
and main istrument of monetary policy. The other istruments, including interventions
on the exchange market, have assisting roles.

3. NBS carries out the regime of slightly administered fluxtuating rate of exchange and
maintains the right to intervene in the exchange market in case of huge exchange
oscillations of rate of exchange, jeopardized financial and price stability and risk of
maintaing the appropriate level of foreign reserves.
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4. The Monetary Board makes decisions on changes of referential interest rate on the
basis of analyses and forecasts of economic and monetary movements at the meetings
whose schedules are set in advance.

5. The Monetary Board is regularly informing the public about the achieving the
established goals and measures which it undertakes in order to achieve them in the
future. ( The basic elements of the new framework, NBS, 2006)

Base inflation is defined as inflation of retail prices which is subject to the influence of
NBS istrumenats and it is concerned with changes of index of retail prices which are not caused
by correlations of regulated prices and tariffs or changes of prices of agricultural products, as
referred in the Appendix to the Memorandum of NBS on principles of the basic elements of the
new framework, adopted on August, 30, 2006. ( The basic elements of the new framework,
NBS, 2006)

Taking into consideration the experiences of the countries which are already
conducting this strategy and the best existing practice, in order to achieve price stability and in
coordination with Serbian Government, NBS defined the frameworks of inflationary corridor,
i.e. the base, targeted inflation on the basis of the growth of retail prices which are influenced by
the istrumenats of NBS, with the use of referential interest rate as a basic istrument for
sustainable and transparent model of inflation targeting. NBS affects the targeted rate of
inflation through corrections of referential interest rate in two weeks’ repo operations. The
change of referential interest rate is determined on the basis of analyes and forecasts of
macroeconomic infaltionary movements.

Apart from this basic istrument, NBS also definined the use of other measures and
istruments of monetary policy, as well as subsidiary istruments, aimed at suppressing
infaltionary trends and unacceptable circumstances which affect or can affect inflation, withot
negelcting other goals, unless they jeopardize the attainment of the targeted rate of inflation.

In addition, NBS opted for leading a proactive monetry policy, gradual withdrawal
from the exchange business, the reduction of the presence on the exchange market and other
measures of monetary policy, as well as the solid regime of the flexible rate of exchange.

The application of inflation targeting in Serbia, similar to other countries, demands the
fulfilment of certain conditions. Inflatorny measures, targeted variables and time horizons are
indisputable as technical aspects of implemetation of inflation targeting, despite being
theoretically disputable. Therefore, there has to be the focus on providing and permanent
promotion of asumptions and conditions for concrete realization of defined goals and targeting
policy.

Transparency of inflation targeting is provided by informing the public by means of
notifications given to the media, conferences and three months’ report on inflation and other
means of communication.

Achieving the goals of new monetry policy, strategies of inflation targeting and
creating a transparent economic environment, which are going to have low and stable inflation,
is going to take place through coordinated monetary policy of NBS and economic policy of the
Government. With the conditions of high participation of regulated prices, NBS can control
inflation on competition markets, while the Government is responsible for the part of the
influence of inflation, due to corrections of regulated prices.
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3. The achieved results of new monetary framework for the period 2006-2008

In the beginning of implementation of the strategy of inflation targeting, NBS has
adopted the short-term goals regarding inflation for the end of 2006 and 2007, defined in the
form of base infaltion, on the basis of the changing of index of retail prices, which are not
resulting form the correction of regulated prices and tariffs. The framework of corridor of base
infaltion is determined in ranges:

1. With the growth on inter-year level in the interval of 7-9% for December

2. With the growth on inter-year level in the interval of 4-8% for 2007

3. With the growth on inter-year level in the interval of 3-6 % for 2008

From the moment of application of New framework of monetary policy, base inflation
in the last quarter of 2006 reached 5.9% on the inter-year level. Thus, base inflation was lower
than the projected corridor. The main reasons of lower level of base inflation than the projected
one were high appreciation pressures, and the minor reason was the indirect effects of
substantail fall of prices of oil on the world market.

In 2007 NBS achieved its goal by having base inflation of 5.4%, which was within the
limit of targeted corridor, which was 4-8%.

After the very low rate in the first half of the year (1.6% at the yearly level), base
inflation in the second half of the year was strongly accelarated.

The acceleration of base inflation is the consequence of two factors of demand, above
all, the growth of prices of food and oil.

The prominent effects of the growth of prices of food and agricultural products, with
parallel growth of prices of oil, were stronger than the disinflatory effects of nominal and real
appreciation of the dinar and increased appreciation gap of the real exchange rate during the
second half of 2007, which, in the fourth quarter, indirectly administered to maintain the base
inflation at the level of the previous quarter.

Namely, above the two thirds of the growth of base inflation in the second half of the
year is resulting form the growth of prices of food products. The effects of agricultural shock
were stroger and long-lasting, than it was thought at first, spreading over inflationary
expectations on other prises. The initial shock didn’t receive a reaction from monetary policy in
the third quarter, due to the growth of prices of agricultural products and prices of fuel, but it
there was a reacation to the growth of inflationary expectations as a consequence of that shock.

In order to achieve the targeted rate of base inflation in 2007, NBS reduced the
referential interest rate from 14% to 10% at the beggining of year. During the year NBS reduced
the referential interest rate six times, while the increase was carried out twice. The first increase
of referential interest rate took place on 28th of August, when the rate was increased from 9.5 to
9.75% (+25bp) and again, at the end of October it was reduced to 9.5%. The goal of the first
increase of referential interest rate was the alleviating the effect of the gowth of the prices of
agricultural products. The second increase of referential interest rate was carried out in
December to 10% (+50bp), aimed at alleviating inflationary effects, which became strong
especially in the last quarter.

With other istrumenats of monetary policy, it is important to emphasize the operations
of NBS on the open market, which rose for nearly 2.75 billion of euros in 2007on the basis of
repo-operations. In order to maintain the targeted inflation in planned frameworks NBS, led
restrictive monetary and credit policy, whose restrictiveness was prominent in the fourth quarter
due to expansion of appreciation gap between the real rate of exchange (nominal appreciation
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of the dinar and growth of inflation), expansive growth of monetary aggregates (above the
average, due to spending of state deposit), additional increase of monetary mass through the
exchange and monetary transactions.

The expressed negative trends in the last quarter of 2007 transferred the inflationary
pressures into . 2008. There is an increased inflationary activity of all relevant factors, of which
the most important are:

Inflationary expectations of the monetary authorities are increased.
Historic record rise of oil prices on the world markets.
Export inflation has noted the highest growth in this quarter for the last three years.
Appreciation gap of the real rate of exchange was reduced, as a result of nominal
depreciation of the dinar.

5. Production gap passed from the negative gap into the positive one. (Petrovi¢, P.

Vasiljevi¢,D. 2007)

The determined rate of targeted inflation, ranging from 3-6%, compared with
December in 2007, is decreased, aimed at more efficient suppression of infationary tendencies
through the direct impact on infationary expectations.

By the end of 2008 inter-year base inflation was 10.1%, which is 4.1% above the
upper level of targeted corridor, which is projected in the range from 3-6%. Thus, the goal for
base inflation in 2008 was not achieved. The exceeding of the projected corridor of base
inflation in 2008 was influenced by a large number of factors. Record growth of prices of oil
and oil derivatives in the first half of the year, the growth of prices of food and expansive fiscal
policy directly affected the growth of base inflation. Then, instability on the exchange market,
the increase of risk premium with substantial decrease of influx of foreign capital stirred the
high inflationary expectations even more. Despite real reduction of pressure of aggregate
demend, high inflationary expectations neutralized the positive effect of disinflationary activity.

By using restrictive monetary policy, NBS was trying to neutralize inflatory pressures.
Although,, according to some valuations, NBS should have led a more restrictive monetary
policy, especially by the end of the year. The stronger restrictiveness was not introduced
beacause of fear, due to possible unpredictable inflatory shocks, and also due to evaluation that
such an increase in referential interest rate would cause reverese effects on unstable financial
markets. Besides, in the second half of the year, NBS orientated its focus of interest in targeted
base inflation from retail prices towards the new goal: consumer prices, which prompted the
lower level of restrictiveness.

Despite high infaltionary pressures, due to high depreciation of the rate of exchange in
the fourth quarter, base inflation show signs of slowing down. The slowing down of inflation
was caused by the fall of prices of food at the end of the year, the prices of oil and the reduction
of effective aggregate demand, which prompted many firms to raise the prices, despite the high
depreciation of the dinar. In addition, the total inflation shows more slowing down, influenced
by the fall of prices of 0il on the world market.

In October NBS increased referential interest rate for 200 basal points. Despite the
increase in referential interest rate, monetary policy in the last quarter was less restrictive,
primarily due to high depreciation of the dinar.

Appreciation gap of the real exchange is almost closed, and referential interest rate is
below the neutral level, due to the growh of trend of real interests. ( NBS report for 2008,
February 2009).

D=
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4. Negative connotions of targeted inflation in serbia

In addition, it is necessary to point out the specific negative points of inflation
targeting which are reflected in Serbia, in our opinion:

e The important fluctuation at the level of income and total revenue caused by
implementation of this strategy.

e Necessary flexibility of rate of exchange in some circumstances may cause occasional
instability of the economic environment and results of economic activity in Serbia.
The economy of Serbia constanly has to find possibilities of increasing the growth
rate, which would indirectly affect the reduction of unemployment and increase in life
standard of the population.

e The high level of parcial use of the euro in Serbia may, even in the conditions of
successful implementation of flexibile strategy of the rate of exchange, cause
potentially big problems in inflation targeting. Like many other markets in transition,
the financial market of Serbia is not immune to the fact that balance sheets of firms,
banks and households contain the euro. Thus, many long-term liabilities are
denominated in euros, beause inflation targeting demands the flexibile nominal rate of
exchange, where fluctuations are inevitable.

e In addition, high depreciation of the dinar, expressed by the end of 2008, along with
global financial crisis, may cause higher risk of financial crisis.

Serbia, like most transition countries, cannot ignore the strategy of the rate of
exchange and interventions on the exchange market in the conditions of extreme instability,
such as the one that took place by the end of 2008 due to high appreciation of the rate of
exchange, when it creates monetary policy by means of inflation targeting.

Conclusion

Inflation targeting was chosen as the only reasonable alternative, despite numerous
chalenges, such as low credibility and weak monetary transmission. The acquiring of credibility
was especially hard for the new regime, despite the endeavour of CBS to create the image of a
respective institution.

Short-term referential interest rate became the key instrument in monetary policy for
achieving inflatioanary goals. Interventions of NBS concerning the exchage market and rate of
exchange are reduced, except in extreme situations with fluctuation of the rate of exchange. The
importance of macroeconomis forecasts and analyses grew in decision making process and in
creating monetary policy. The report on inflation and other notifications through the media and
press-conferences became the main means of communication which promote transparency and
responsibility of NBS policy.

Flexibile rate of exchange is the key factor of the new regime, although it pointed out
certain deficiencies regarding the movement of rate of exchange, especilly in the conditions of
the existing big deficit of current payments. As means of achieving price stability, the flexibility
of rate of exchange is a shock absorber for inflationary shocks, providing the economy with the
new level of balance. With high impact of the rate of exchange on the level of prices,
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appreciation of rate of exchange was the main measure for reducing inflation and acheiving
targeted inflation.

Since inflation rate in Serbia is increasing and since base inflation in 2008 was above
the upper level of the defined corridors, the specific points of inflation targeting are reflected in
a very intresting and contradictory fact that due to the introduction of inflation targeting, unlike
most countries where the reduction of inflation is expected, in Serbia the inflation pressure is
expected, i.e the increse in inflation is expected.

Similar to inflation targeting, the new moneatry regime leans on the intrest rate as the
basic instrument, as well as the flexibility of the rate of exchange and intensive communication
with the public and target groups, in order to earn credibility through transparency and
responsibility. Unlike the regime of inflation targeting, the goals here are set reletively widely,
NBS is still present at the rate of exchange, financial market is underdeveloped, and
transmission of monetary politicy is hard, due to absence of long-term instrumenats and
effective curve of returns. Finally, the decision making process demands more time to develop a
midle-term focus and to firmly incompass the valuations of economic conditions and short-
term projections.

In order to achieve price stability that would contribute to the the sustainable
economic growth, National Bank of Serbia and the Government of the Republic of Serbia made
Agreement on inflation targeting (refered to as: Agreement) as a framework of achieving price
stability in the medium-term period, which announces the formal transit of National Bank of
Serbia to the regime of inflation targeting in 2009. National Bank of Serbia gradually intoduced
the principles of this regime on the basis of Memorandum on the new framework of monetary
policy, adopted in August 2006. (NBS Agreement on inflation targeting).
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OUTCOMES OF UP-TO-DATE PRIVATIZATION
Abstract

The paper presents data and observations related to the transition process
carrying out in the Serbian economy. It exposes known concepts, efforts and
difficulties encountered by the society in attempting to achive the transition results.
There is also given a critical review of measures taken to date by the society in
terms of implementation of privatization in our country, and estimation of their
effects to privatization speed and results.

Although there are positive movements in the transition of Serbian economy,
it is expected that they could be better and bigger if the Government monetary and
fiscal policies were less restrictive. Then, the competitiveness of our economy
would also be better, because the foreign exchange policy would be different. With
all that, privatization would not be just the bare change of the title, but it would be
carried out by introduction of better (modern) technology.

Keywords: Transition, privatization, reform, business, market economy,
competition, socially-owned capital and state capital, property.

PE3YJITATHU JOCAJAIIIBE TIPUBATU3ALIUMJE
Amncrpakr

Pesume: YV pady cy npesemmupanu nooayu u euhera npoyeca
cnposohersa mpansuyuje y npuepeou Cpouje. Mznooicene cy nosHame KoHyenyuje,
3anazarwa u nomewkohe Opywimea Oa mpanzuyuja O0a pesyimame. [Jam je u
KpUmuyky ocepm Ha 00 caoa npedysumane mepe Opyuimeda HA NIAHY
umMnIeMenmayuje npusamusayuje y Hac, me oyeHa wuxoeoe 0ejcmea Ha Op3UHY u
pezynmame.

Haxo uma no3umueHux nomaxa y mMpausuyuju cpncke npuspeoe,
ouekusarwa cy o0a bu onu Ounu 6omu u eeliu da cy MowemapHa u QUCKATHA
noaumuxa Biade mare pecmpuxkmusne. M koukypenmuocm nawe npuspeoe ouia
6u maoda bosma, jep bu u norumuka 0egusHoe Kypca ouia opyzojaquja. ¥z cee mo, u
npusamusayuja ce He 6u c800UNA HA npomeHy mumyaapa, eeh ou ce epwuna y3
yeolerse MoOepHuje mexHonozuje.

Kuyune peuu: Tpausuyuja, npusamusayuja, pegopma, Ousnuc,
MPACUUHA NPUBPEOA, KOHKYPEHYUJA, OPYWMEEHU U OPICABHU KANUMAIL, CEOJUHA.
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Introductory Considerations

From the very beginning of transition in Eastern Europe and up to date, there have
been discussions in economic science regarding the best strategy — is it better to cary out the
reforms in the widest front as soon as possible, or is it better to establish a reasonable order of
reforms and carry them out gradually. The basic argument of the first consideration is that it is
necessary to use a good opportunity for reforms, which, for political reasons, may not be
maintained for a long time and everything should be done to quickly carry out the basic reforms
in order to prevent forces wishing to return to the old situation. Main arguments of the second
consideration are, firstly, that it is necessary to introduce order in the sequence of reforms
carrying out to ensure efficiency, and secondly, that for political reasons, it is necessary to build
up other measures on first measures good results, which would bring growing respect for
authorities carrying the reforms out.'

The rethorics of our economic and political elites, all the more frequently contain ,,the
stop-watch™ — term-bound privatization, more and more worse forecasts of current transition
status, but also proofs of all the more present disputes of some, until yesterday, untouchable
beliefs of our economists. However, we all know well that transition has its price and that the
authorities and the public should eventually understand the situation in which the economy and
businessmen are, the climate for successful business and that finally they should take the side of
development-relevant people, entrepreneurs, those who save and dispose of the property
significant for our economy. Namely, the practice of rejection and first reactions (like ,,Where
and how he/she could acquire that and what unhonest actions and procedures he/she undertook
to accumulate the wealth*) addressed to those who acquired something and have possessions,
must be left behind?

With such behaviour and mentality it is very difficult to overcome the existing bad
business climate and speed up the transition to the market economy.”

It may often be heard that transition of our economy could go much faster, without
thinking of what it would eventually mean. I am not one of those who think that way, and I
urge that neither the speed nor the progress degree of the transition way should be fetishized,
because it is a big issue at what speed and tempo should the transition of our economy and the
society be carried out. I think that there are two basic problems which are often neglected, and
even mixed up in our professional, but political public, as well. One of them is: how we see
ourselves in the future? Here, it seems that there are no dilemas and disagreements, we travel
the road which leads to: the market economy, with democratic government, fair elections,
transparent control of all centers of power, safe and protected private property, observed
contracts, and independent and efficient judiciary.

! See about this in more detail in: Prof. dr Borivoje B. Prokopovi¢; Modern Economic Systems (3™
issue), Proinkom, Beograd, 2005., pp. 314 to 324.

Opinions, according to which the basic obstacle to transition in Serbia is in self-management
awareness of many citizens, are true. The expression of such awareness are opinions that
enterprises exist in order the employees could receive wages and ,,hot meals®, that the state is
responsible in case the wages payment is not regular, or in case somebody lost the job, that it
must be compensated on the account of tax payers, that the one who earns something should
share it with those who have not, that an individual should not bear the risk, but the state should
fully insure the citizens from all risks, that each citizen of Serbia has inalienable rights to
various services free of charge, etc..

2
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But, when it is to do with speed of goals achievement, there are differences; so many
people think that it can be done overnight, right away and now. And, at that point, it seems as if
it is being forgotten that great speed may cause demolishing of those bad institutional
mechanisms, which are better anyway than no mechanisms at all. Asymmetry which is present
in these processes — old structures demolishing goes quickly, while new structures are being
built slowly - is burdened with risks of entering into institutional gaps, which may be very bad.
And it may be particularly bad when the existing enterprises are liquidated, leaving a great
number of employees without jobs. It is bad, in the first place because of the fact that, when one
company cease to exist, there emerges the question if there will ever be established some new or
similar company. Secondly, by a company liquidation, many people lose jobs and work on
which their existence depends, because they have no possibility of employment. In that way, it
is not only that a great number of jobs is lost, but also a part of newly created value, that
contributing to decrease of our gross domestic product.’

Anyway, I think that the speed of transition and the speed of Serbian economy and
society restructuring should be adjusted to our abilities to build new institutions and relations in
order not to have the situation where we disintegrate old structure, without starting to build
something new. It would be the worst possible variant, where higher speed may cause
invaluable damages.

1. Up-to-date Problems and Outcomes

When the deputies of the National Assembly of the Republic of Serbia were passing
the new Privatization Law (in July 2001), which replaced the Law of 1997, they had in mind the
efforts of the society to speed up the privatization process of socially-owned and state capital, in
the first place that of medium and big enterprises. It really happened, because for only two years
of its application, there were privatized 1.999 enterprises, of that number 878 in 2003., and
1.121 in 2004.

From the total number of privatized enterprises the greatest number goes to small ones
(1422), while the least number goes to big companies (around 100). The number of employees
in them was 175.625, which makes around 15 % from the total number of employees
(1,196.833) of all 75.885 enterprises at the end of 2004.

The buyers of privatized enterprises capital (stocks and shares) are domestic and
foreign natural and legal persons. In that, foreign companies and natural persons were primarily
buying social capital of big enterprises, in the first place, those solvent and prospective.

It is always spoken about the necessity to attract much more foreign direct
investments, because it would significantly increase the level of economic activity.* And we are
the witnesses that currently there are no such effects, because, generally, the enterprises are
being bought with the existing technology. As a rule, new owners want to get rid of a significant
number of workers, in order to effect in that way the expected increase of the labour
productivity.

It can also be often heard: ,,Let the foreign investors go in, and the export sector of
economy would develop, increasing export significantly in that way*. The question may be
immediately posed at that point, in terms of how the export could be increased when, according

3 .
Ibid.
* See Ekonometar; Cetiri godine tranzicije u Srbiji (Four years of the Transition in Serbia) (1).
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to MMF Report, we have lost a lot in price competitiveness. Namely, in the existing conditions,
productivity should enormously grow in order to provide space for much better sales of our
economy at the world market. In that, it is not doubtful at all, that we need direct foreign
investments, particularly greenfield investments, but currently some essentially significant
inflow implies much better business climate.

Actually, the circumstance that big enterprises (total 667) are most endangered and
with biggest losses, is the main reason for their slow privatization. It is clearly confirmed by
facts that these 667 big enterprises used to employ 543.392 workers by the end of 2004, which
makes 454 % of the total number of employees, that 67.75% of totally cummulated and
55.53% of current losses may be subscribed to these, that their missing long-term capital
amounts to RSD 378.2 billions (dinars), which makes 52.9 % of the missing socially-owned
capital of all 75.885 enterprises, that 1/3 of them lost the entire or prevailing part of their own
capital through various losses.’

Therefore, it is clearly expected that privatization of 500 big enterprises with around
400.000 employees, implies, in the first place, taking over of endangered enterprises, with
recapitalization, the primary goal being rehabilitation, and which is, certainly, not possible to do
with current privatization regulations, as well as the practice of privatization revenues inclusion
in the state budget, which are spent to cover the projected budget expenses, without any impacts
on the financial position of the economy.

2. Credit-Based Privatization

A special privatization problem is the circumstance that buying of socially owned
capital of numerous enterprises has been financed by the money, originating from bank credits,
granted at very strict conditions in terms of interest and principal settlements. Due settlements of
the mentioned credit liabilities means not only operating with relatively high profit, but also the
possibility to use, for that purpose intended, additional capital release through, so-called ,,cash
Sflow* (for the amount of not spent depreciation). Otherwise, the beneficiaries of credits,
intended for liabilities settlement based on social capital buying enter hopeless economic
situation and insolvency.

Through public bidding (auction) and public tender method, Privatization Agency is
in charge of organization and sales of enterprises with state and socially-owned capital, which,
for that purpose defines the initial sales price, based on its estimation and verification.® It is not
rare that the price is set very low, that being achieved by shifting the assessment day even
several years back in time, in which case the price is under strong influence of inflation which
was very high in two consecutive years, 2003 and 2004 (11.1% and 13.7%, respectively), while
in 2005 it was over 17% - the highest in Europe. Import was covered with export in 2004 with
30% and in 2005 with 41%. It explains why 70% of drugs factory ,.Zdravlje Leskovac

> Big internal debts (in relation to gross domestic product) make normal functioning of financial
system difficult. The biggest part of these debts is concentrated in the relation enterprise — state.
The status of such debts has been tried to solve by the Law, regulating receivership and
liquidation matters, but without success. There are proposals for it to be solved by multilateral
system of debts and receivables settlement, and even to have the state its receivables from

] industry converted into temporary (till the end of financial crisis) enterprise deposit.

" Ibid.
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estimated value, in the amount of 2.7 billions dinars was sold in October 2002 for only 3.5
million Euro, which is not an isolated case.

In contracts on socially-owned or state capital buying, the Privatization Agency, as a
rule, was imposing on buyers the obligation of some amount additional investment in facilities
(investments), but in that, the opportunity was missed to impose the obligation of taking the
enterprise back to its financial balance, which is the request of the safety and liquidity of the
enterprise finance principle. Instead of that, new investments conditioned new aggravation of
financial structure, that resulting from the fact that each new investment requires additional
working capital.”

The circumstance that the enterprises sold had, as a rule, disturbed financial structure,
which means that they did not have enough ownership, and particularly, not enough long-term
capital, explains all the more difficult situation in view of capacity to settle the due liabilities
(insolvency). For that reason, much more attention should be paid in future to general goals of
sustainable development conditions creating:® a) economically justified production, oriented to
growth, which ensures opportunities for future generations; b) improvement of employment;
and v) reducing pollution and other pressures to ecosystem.

3. Advancement to Market Economy

According to the achieved transition results, it may be said that we have made a
significant advancement towards the effective market economy, but also that additional
endavours are necessary to make our economy capable and competitive at the European Union
market.'® In the past period, the economy of Serbia continued with powerful economic growth,
however, on the macroeconomic plan, there were turbulences. As a backup of big challenges for
Serbian economy there may be used the data as follows:''

a) Insufficient number of direct foreign investments is the result of instable political

climate;

b) There is a serious standstill in structural reform of the economy;

¢) High unemployment;

" Crucial limiting factor of private sector development in Serbia is weak banking system, which
does not succeeed in accompanying the finance needs. Namely, the old state banking system did
not have that role, so practically, the private enterprises had not been credited. After its
liquidation, still new banking system is in process of formation, which, being small, does not
have necessary financial potential.

§ Munter, K; Counselling report on development of industrial strategy in Serbia and Montenegro in
the context of EU stabilization and accession process, SCEPP, Belgrade, 2003, pages 26. to 28.

? Tbid.

' The initial orientation in transition of Serbian economy was good, because there was a sincere
determination of new leaders for reforms, alleviated by the needs of a political moment or party-
spirited rating. Transition was facilitated to some degree by using experiences gathered in other
transition countries, owing to late transition in Serbia. In that way, for example, better
privatization model was selected, and unnecessary money spending on rehabilitation of banking
system was avoided. However, in every country there are local specificities, on one hand, and
transition has not produced definitive instruction manuals for changes, on the other, so that there
is left a lot of space for innovative approach to Serbian reforms.

1 Group of authors; about our economic reality today, Ekonomika, Ni§, No. 5-6/08.
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d) Increasing inflation pressures;

e) Instability of the exchange rate and prices;

Monetary policy enabled us to achieve the goal in terms of better inflation control in
2007. Similarly, there was achieved some advancement in privatization, and significant
advancement was also noted in non-banking financial sector.

In the same period, negative foreign trade balance got increased, that is, indebtedness
to foreign creditors got increased. Therefore, since in the long-run, there exist all conditions for
relatively fast and sustainable economic growth, it is necessary that its framework be export-
oriented production, no matter if it is to do with industry, agriculture or services. In that, the
greatest role should be played by new private enterprizes and generally, private economy.
Regarding the state, it must completely withdraw from the economy. In that, it must be started
from the fact that our economy cannot rely on cheap labour force, as its competitive advantage
on European or world markets. This is because of the fact that on that basis, there are many
competitive economies. Therefore, it is necessary to make more investments in human
resources and all forms of infrastructure, because it is possible to be competitive only with
quality and lower trading and transportation costs. Nowadays, the financing quality got
worsened on the internal plan, and macroeconomical vulnerability was increased due to global
financial crisis. Tax policy still remained expansionistic, and, as such, it impacts the growth of
external imbalances, which makes inflatory pressures in 2009, as well.

In spite of strong economic growth during the last years, unemployment is still a big
challenge of the society. It is interesting that the economy of our country is, at the same time,
affected by the lack of skilled workforce, which requires from the society to start dealing with
reform of education.

Although in the past period some movements happened in privatization of companies
and banks owned by society or state, there has not been established competitive and dynamic
private sector yet. Exaggerated bureaucratic requirements and complicated legislative procedure
still have bad impacts to the market and market relations. However, there are some
announcements from the Companies Registration Agency that businessmen will soon be able to
register companies in Serbia more easily. In order to have their company registered, the owners
will not be obliged to go to Tax Administration to apply for Tax Identification Number (PIB),
but together with registration application for company foundation, submitted to the Companies
Registration Agency, the procedure will be automatically initiated for PIB obtaining. The
Agency will get that number from the Tax Administration in one day and enter it in the
Decision on Company Foundation, on the occasion of registration, and that will be the end of
the entire foundation procedure.'? The so-called legal predictability and trust in judicial system
are still limited, particularly in view of exercising ownership rights, and the impact of the state
and its bodies to competitiveness is still high.

In sectors and branches analyses, it is necessary to define a development role and
tempo of growing of the second key activity and change in the investment plan. In that regard, it
is necessary to define tasks for sectors, the basic role nof which would be maximization of
export and reduction of trade deficit, and ensuring of quality infrastructure and competitive

12 According to the World Bank Report on business operations in 2008, in order to start business in
Serbia, one will need 23 days and 11 precedures. Registration costs amount to 8.9 % of BDP
value per capito. In comparison to other countries of the world, such conditions are not
stimulant for investors. Anyhow, it is possible to found a company in Slovenia in two to five
days, in Hungaria — in two to thirty days, in Bulgaria - in 14 days, and in Romania in three days.

EKOHOMUKA 69



domestic imputs." Priority in further transition efforts must be given to issues beyond economy,
because the transition is inhibited juste there. The first one is the issue of the state and its
behaviour, the second — democracy stabilization and maturity and the third one — building of
institutions. In parallel with them, there come narrower economic measures: continuation of
privatization, key issue of monetary and financial policies (RSD exchange rate), reduction of tax
and public consumption, public enterprises restructuring, etc."*

Serbian economy restructuring programme realization must, basically, be
accompanied by modernization on bases of legal regulations, standards, work technology,
orgalr;ization and information structure of EU, and the existing and new industrial structures of
EU.

After the drop of entrepreneurial initiative by the end of the last year, in the sense of
reduced number of new business entities, in the beginning of this year the number of new
companies is growing. In Serbia, the new private sector has grown, but it does not represent as
big driving force as it was the case in other countries in transition (e.g.: in Poland), where in a
very short time it became the main bearer of the economic advancement. The causes for that
were, firstly, in the fact that the private sector had existed and was relatively developed even
before the October changes, while in most transition countries it was starting from zero, and for
that reason, it was growing very fast during first phases. Secondly, an important limiting factor
of the private sector development in Serbia, is a weak banking system, which had great
difficulties in accompanying finance needs. So, from the beginning of this year, there were
founded 1.969 new industrial companies and 7.133 firms.

General structure of registered companies in Serbia

Type Number %

Industrial companies 111.874 100,00
- Big and medium 3.373 3,01
- Small 108.501 96,99

Entrepreneurs 217.433 100,00

Source: Daily newspaper Politika, 21 March 2009

Quite a big grey economy sector still exists due to weak economic framework,
inadequate tax policy, weaknesses in the law implementation, including corruption and
organized crime suppression.

Conclusion

From all aforementioned, it is clear that the way of privatization, adjusted to
stipulations of the Law, as of 2001, has the following effects:
1. vanishing of socially-owned capital, to be eaten by its inclusion in the budget;

13 See Guidelines for Doing Business with the EU — Industry, Fond za evropske integracije,
Beograd, 2006.

" Prof. dr Borivoje B. Prokopovi¢; Ibid.

15 Smernice za poslovanje sa EU; Ibid.
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2. capital outflow from the country by transfer of profit, paid on behalf of dividend
and share in the profit, to the foreign companies owners;

3. difficulties in interests payments and repayment of maturity installments of credits,
granted for settlement of committments based on social capital buying in tender procedure;

4. additional disturbance of financial structure, with increase of current and
cummulated losses, by conditioning the inflation increase and reduction of the employees
number;

5. Inability to privatize around 400 to 500 financially broken and solvency endangered
big enterprises with almost 400.000 employees, which may be a decisive reason for the state
decision to solve the respective problem according to the example of Smrederevo company
»sartid*, in which case the biggest price would be paid by all big creditors, and then, viewed in
long-term period, by all citizens.

Due to big difficulties on the way to privatization problems solving, with application
of now valid Law provisions, it is necessary to have expert approach to this problem solving,
where it is, in the first place, indispensable to have wide consideration of the complete situation
in a round table discussion, where experiences and knowledge, necessary to gradually bring the
transition situation of our economy to the end, could be exchanged. Otherwise, even worse
situation should be expected in this field. Currently, priorities of further transition efforts must
also be those beyond the economic domain, because the transition is mainly inhibited just there.
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THE FINANCIAL MARKET IN SERBIA PERFORMING THE
FUNCTION OF FINANCING ECONOMY AND BUSINESS

Abstract

The financial market in Serbia, as the most important element of the
financial system, and its influence on the economy and business financing is
the subject of this work. The growth of the financial system in Serbia, which
is extremely bank-centred, was slowed down in 2008 comparing to the
previous year, due to the credit activity which was also slowed down. Banks,
managing 90% of the total financial resources, are the most important factor
in the growth of the financial system in Serbia. The growth of the financial
market in Serbia, according to the market capitalization indicator from the
beginning of 2003, has significantly expanded. Due to the shallowness of the
capital market, companies, as a significant external factor of financing, used
credits. Certificate of deposit trade of National Bank of Serbia, in the scope
of repo-operation, is dominant on the securities market with 95% of share.
The total value of share trade in 2008 was about 2.5 billion euro, which is
4.5% of all securities trade. Apart from the National Bank of Serbia
securities, market bonds and other debt securities, there is no emission of
corporative bonds.

The privatization market of shares is emptying, and the main reason is the
fact that the market is not actually functioning as a market of shares, but a
business market. A fast concentration of ownership, results from a low
protection of proprietary rights of minority shareholders. Namely,
capitalization, as a part of the transition process, should provide minimal
quality of corporative management. If the level of protection of the investors
is not raised, no improvement of business efficiency will result from the
process of privatization. The process of ownership concentration eliminates
shares from the financial market, in order to avoid a possible loss of control
and strengthen the ownership-supervising structure, causes numerous
negative effects for the corporation itself as well as for the financial market.

If the financial market remains insolvent, it will influence its future and
potentials of an external financing of the companies which still exist as open
corporations. The major influence of the current market condition on the
corporative sector is an increased possibility of decreased value of their
shares, in other words, of their owners’ wealth. Certain changes in the
banking sector are inevitable for the further development of the financial
sector in Serbia, and that is an increase of it capacity (credit offers) and
efficiency (decreased intervention cost).

In order to meet the conditions and make sense, it is necessary for the
financial market in Serbia to develop its basic functions, that is, the strategic
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aim of the financial market development is its qualifying to finance the
business sector. It is necessary to make different kinds of changes, explained
here, as to make the financial market gain the mentioned strategic goal.

Key words: financial system, financial market, securities, financing

OUHAHCHUJCKO TPKUIITE CPBUJE Y ®YHKIIMJU
OUHAHCHUPABA ITIPUBPEJE U TIPEAY3ERA

AncrpakT

Y paoy ce pasmampa ymuyaj ¢unancujckoe mpocuwma y Cpbuju, xao
Haj3HayajHujee  enemenma QUHAHCUjcKoe cucmema, Ha uHancuparbe npuspeoe U
npedyseha. Pacm @unancujckoe cucmema Cpbuje, Koju Kapaxmepuuie uspazuma
banrxoyenmpuunocm, je y 2008. 200unu 6uo ycnopen y 0OHOCY Ha NpeoxooHy 200UHy,
yened yenopasara Kpedumte akmusHocmu. Booehy ynoey y pacmy urnancujckoe
cucmema Cpouje umajy 6anrxe xoje ynpasmwajy ca 90%  yKynHUX QUHAHCUCKUX
cpedcmasa. Paszeoj gurnancujckoe mpocuwia Cpouje, npema uHOUKAmMopy mpoiCuiHe
kanumanusayuje 00 nouemka 2003. 2o00une umao je cHadicHy excnamsujy. Ycneo
AUMKOCMU  MpCUIA  Kanumaia, npedysehia ¢y Kao 3Ha4ajHu eKcmepHu (Gakmop
Qunancuparea kopucmuna kpeoume. Ha mporcuwmy xapmuja 00 epeonocmu ca 95%
yuewhia OOMUHAHIMHO Mecmo 3ay3uma mpeosuna Onaeajuuukum sanucuma Hapoone
banxe Cpouje y oksupy peno onepayuja. Yxynna epeonocm mpeogure axyujama y 2008.
200unU U3Hena je Hezoe oko 2,5 munujapou eepa, wimo usnocu ceeea 4,5% mpeosune
ceum xapmujama 00 epednocmu. Ocum xapmuje Hapoone banxe Cpouje, mporcuuime
066e3HUYaA U OpY2UX OYHCHUYKUX Xapmuja He NOCMOju, a npe céeza He NOCMOju MU jeOHd
eMUCUja KOpnopamueHux 006e3HUYdA.

Honasu 0o npasicreerba npueamu3ayUoHoe MpoCUUma akyuja, a 2iagHu pasioz 06e
nojase je y uurseHuy 0a mpoicuuime y OCHOBU He (YHKYUOHULLE KAO mpacuwme akyuja
He2o Kao mpoicuwime Gupmu. bpza xonyenmpayuja eénacnuwmea je nocieouya, npe
c6eea HUCKe 3quimume  GIACHUYKUX Npaea  MArUHCKUX —akyuomapa. Hauwe,
npueamusayuja Kao Oeo npoyeca mpausuyuje, mpeda Oa 00e30edu  MUHUMYM
Keaumema KopnopamueHoe yYnpaemarbd. YKOMUKO ce He yeéeha Hueo 3auimume
unsecmumopa, npoyec npusamusayuje Helie umamu 3a pe3yumam nooomsuaAsarse
equracrhocmu upmu. Ilpoyec konyenmpayuje 6IACHUMEA eUMUHULLE AKYUje cd
Qunancujckoe mpocuwima, xako 6u ce uzbe2na ONACHOCH 00 €BEHMYAIHOZ 2YOUMKA
KOHmpOJie U 0ja4and GIACHUYKO-KOHMPOIHA CIMPYKIYpd, 00800U 00 HU3 HE2AMUEHUX
HOCIeOUYA KAKO HA CAMY KOPROPAYUJY, MAKO U HA (PUHAHCUJCKO mpoicuuime.

Ykonuxo punancujcko mporcuwme ocmane nenuxeuono, mo he umamu nocieouye u
Ha 1eeogy CyOOUuHy u Ha NnomeHyujale excmepHoe QuHancuparsa npedyseha Koja
HACMAs/bajy 04 e23Uucmupajy Kao omeopere kopnopayuje. 1 nagna nocieouya cadauirse2
CMara  mpaICuma Ha  KOPRopamusHu  cekmop jecme nosehana  eégposammoha
CMARUBAILA  6PEOHOCHIU THUXOBUX AKYUjd, OOHOCHO 002aCmea HUXOBUX GIACHUKA.
Csakaxko, 0a cy, 3a oamu paszeoj urancujckoe cekmopa y Cpouju, HeMuHo8He npoveHe
banxapckoe cekmopa, mo jecm nogefiarbe me2o8oe kanayumema ( nowyoe Kpeouma) u
eguxacrocmu ( cmMaruBarse MpouiKosa NOCPedo8arsa,).
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a 6u ¢unarncujcko mporcuwme y Cpouju oncmano u uMaio cMucid, HeoOXo0Ho je
paseumu  1wezoee  OCHO8He  (DYHKYuje, OOHOCHO, CMPAMeSUjcKU Yub  paseoja
@unancujckoe mpacuuima jecme, 1e2080 0CNOCOOHABARE 3d (PUHAHCUPAIDE CEKMOPA
npedyseha. [Ja ou gunancujcko mpocuuime ocmeapuio HageoeHu Cmpamesujcku Yiisb,
HeOOXO0HO je u3epuumu npomene y suuie npasaya, Koju ce y paody oemasbHuje
objaurbasajy.

Kuwyune reuu: cunancujcku cucmem, QUHAHCUJCKO mpoicuuime, Xxapmuje 00
6pOHOCMU, (PUHAHCUparbe.

1. The analysis of the financial system in Serbia

Financial system is one of the most important parts of an economical system and its
most important elements are: financial markets, financial participants and financial instruments.
The financial system is highly bank oriented. In 2008 its growth was less rapid than the one in
the previous year due to the less rapid credit activity. The relative share of non-banking financial
institutions in the financial system is still the same, and as for the structure of owners, foreign
shareholders are still predominant. The capital market has almost continually shown negative
trends, and the decreased index value was caused by decreased liquidity, political uncertainty as
well as by the reference rate, because of more restrictive monetary policy. Like in most of the
countries in the region, bank interest rates have increased, while interest margin was the highest
in Serbia during the year.

The growth of the banking section was slowed down, firstly because of the restrictive
monetary policy and secondly because of the effect of the financial crisis. High capitalization
and strong domestic deposit basis caused strong resistance of the sector to the demonstration of
the crisis, and on the other hand, caused by decreased liquidity, there is a need for an additional
improvement of the terminal and currency structure of financing sources. Credit expansion is
slowed down, and as the main risk in banking sector there is still indirect credit risk which is,
due to the pressure of depreciation caused by the crisis, additionally increased, as population
and the actual sector are not enough currency protected.

The estimated growth in real terms of the gross national product in Serbia from 7% for
the year of 2008 is mainly based on a successful agricultural year. Caused by decreased
consumption and investment activity, the structure of growth of the gross national product has
changed so, unlike in 2007, the dominant factor of the decreased growth of economical activity
is now the service sector, not material production.

High growth rates are recorded for the basic inflation. Since the beginning of the year
it has been above the upper limit of targeted range (3-6%), and in October it was 10.6%. At the
same time, the overall inflation, measured by retail prices in October was 10.5%.

Balance of payment activities also changed for the worse in 2008. It is estimated that
the deficiency of the current accounts will be 18% of the gross national product, which is almost
the highest rate in the region.

Foreign direct investments inflow and economy and the financial sector debiting
abroad were enough to make up the current deficit. Financing of current payments deficit, under
the conditions of smaller foreign direct and portfolio investments inflow and increased debiting
costs abroad at the same time, will be much harder. So during the first trimester foreign direct
investments decreased to 15% of total net inflow, while during the first and the second trimester
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they were 41% and 59%. As the greatest share of the inflow was provided by financial credits,
the capital inflow structure went for worse, especially because of the significantly increased
share of short term credits.

Banks still have the leading role in growth of the financial system in Serbia. Other
financial institutions supervised by National bank of Serbia, despite the relatively small share in
the financial system, show significant potential for growth and even more contribute financial
intervention extent, as well as their share in the gross national product.

Banks have kept an extremely dominant position in the financial system in Serbia
managing 90% of total financial resources.

The position of the insurance sector remains the same, so insurance companies
manage 4.5% of total properties of the financial sector.

Foreign financial institutions have the share of almost 80% of balance assets of the
bank sector. Foreign banking groups have implemented numerous positive trends in Serbia
since the reforming of the financial system started, first of all rapidly improving the sector
performances and providing firm financial sources from abroad.

Global lack of confidence for financial sector, which has been reflected on our market
through the decreased investment expectations, was the factor that determined the movements
on domestic capital market during this year.

On Belgrade stock exchange, in the first half of the year, the most liquid shares lost
23% of their value measured by Belex 15 index, which was the same as the level in January last
year. Share prices which are under Belex line index decreased relatively less (19.3%) as most of
them are not liquid.

The increased reference rates and other rates of interest on domestic monetary market,
as well as the decreased liquidity, caused the decreased share prices, as investments on
monetary market represent an alternative investment on the capital market.

Similar movements have been recorded on other markets in the region. Belex 15
index movement was mostly correlated with Sofix index on Sofia market and Srobex index on
Zagreb stock exchange (correlation coefficient 0.85 and 0.83), while it was the least correlative
with MBI 10 index on the stock exchange in Skopje and Moste stock exchange index in
Podgorica (correlation coefficient 0.71 and 0.72).

At the same time, numerous factors on the domestic and foreign monetary markets
caused increased banking interest rates. An average pondered active banking interest rate was
increased from 11.3% to 16.61% annually. It was mostly caused by significantly increased
reference rates.

2. Economy financing

The most important sources of economy financing in all countries in the world are
companies’ profits, therefore own sources. In European countries in transition 65% of
investments are financed by profit, while the percentage is lower in Latin America and higher in
Asia.

If capital market development were measured by the indicator of market capitalization
(the amount shares value of all issuers present on the given market), which has had a high
growing rate during the last few years, it could be concluded that Serbian market has had a
significant expansion since the beginning of 2003. In case of Serbian market, the market
capitalization value is very similar to the one recorded from 1998 to 2004 by the countries such
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as: Slovakia, Lithuania, Hungary, Slovenia, Czech Republic and Poland. According to the
amount of market capitalization, Belgrade stock exchange is the most similar to Estonia market.
Also, according to another standardised indicator of market development level (relative level of
capitalization related to gross national product), the share market in Serbia is, comparatively,
small. However, changed relation between the market capitalization and gross national product
in Serbia has been growing since 2003, unlike in most of the countries in East and South-east
Europe. Even the number of shares, as one of the succeeding indicators of capital market
development, indicates the market expansion in Serbia.

The total market capitalization of Belgrade stock exchange companies was about 20
billion euro or 49% of gross national product in Serbia in 2007, and comparing to the previous
year this indicator was doubled. More significant growth of stock exchange value was recorded
only in Ukraine and Bosnia and Herzegovina during the last several years. However, selling
shares does not represent the most important source of company financing. Market
capitalization shows the value of shares of all the quoted companies and all companies are
quoted according to obligatory privatization and most of shares are not for sale. Namely, there
are no companies in Serbia which made their capital for successful business running by primary
shares selling. Therefore, market capitalization, regardless if it is about the absolute or relative
value related to gross national product, is not so significant indicator from the aspect of stock
exchange importance for company financing.

The shallowness of the capital market in Serbia caused companies, which are a
significant external source of financing, to use credits. Companies were also in 2008 the most
important committee of banking sector. In the structure of total credits, the amount of credits
taken by companies reaches 512 billion RSD or 54% of total number of approved credits. The
relation between the total number of credits approved to the private sector and gross national
product in 2008 was over 38% which is the case in some other transitional countries in Europe.
The increase in the number of credits approved to companies, as well as their relative increase
related to credits in other sectors in 2008 is questionable for the fact that there is still a tendency
and continuity in direct debiting abroad. As an alternative to debiting of banks abroad, for what
they have provided statutory reserves, companies debited directly abroad and so one of the
corporative portfolios of banks is directed to connected institutions abroad. According to the
data the state of debiting of companies abroad was over 9.5 billion euro in 2008, almost 30% of
gross national product.

In Serbia there is a possibility for companies to borrow money from different
development government institutions, such as Fund for development, Agency for development
of small and medium-size businesses and entreprencurship, Fund for foreign trade business
insurance and financing, Agency for export insurance and financing, Guarantee fund etc. The
named institutions credit companies, offer guarantee to banks for business crediting, provide
advisory and technical support and help running businesses in many other ways.

Also one of the indicators of underdevelopment of Belgrade stock exchange is the
turnover rate which represents the relation between the value of an annual circulation of shares
and the total market capitalization and amounts to 16% which ranks Serbia among the countries
with the worst performances comparing to the countries in the region. The total value of share
trade in 2008 was about 2.5 billion euro, which is only 4.5% of value bill trade. Apart from the
National Bank of Serbia securities, market bonds and other debt securities, there is no emission
of corporative bonds.
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There has been a significant growth in certificate of deposit trade of National Bank of
Serbia and in the structure of all securities trade on the Serbian market, certificates of deposit of
National Bank of Serbia take part in the value of turnover with about 95%. The value of these
securities turnover was over 70 billion euro in 2008, so the transactions have become the primar
form of security trading.

When it is about external financing sources for companies in Serbia, we could point out
few conclusions: 1) with security market and 95% of share, certificate of deposit trade of National
Bank of Serbia is dominant in the scope of repo-operation; 2) population sector, with the share of
about 40% in total credits, is relatively more present than in other countries, and the economy with
the share of 60% significantly less than in other countries; 3) companies in Serbia tend to debit
abroad rather than to address domestic banks, and 4) the state, through numerous institutions and
funds helps companies, mostly those from the industrial sector, by credits.

3. Formation and functioning of the financial market in Serbia

On the privatization market in Serbia, there are individual investors, foreign
investment funds, domestic investment funds and pension funds appearing on the side of
requesting, while on the side of offer there are individual owners, that is companies that are,
being in the process of privatization, quoted on the stock exchange. On the privatization market,
there is a decreased relative and absolute volume of turnover, despite numerous transactions,
and one of the possible reasons could be that the relative value of shares (the price / book value)
is decreasing on the market. The mechanism of emptying privatization market of shares is
maintained with speeding up the turnover during the period of concentration and the number of
transactions grows, until forming a significant or majority block of shares, after which the
shares turnover is decreased, which is quite normal, that the value of shares decrease along with
the decreased request. Of course, the fact that basically the market does not function like a share
market, but like a market of companies, is the cause. The final result is that, after sufficient
concentration of a company share ownership has been gained (by an individual or a group of
partners), the request, turnover and price decrease. As a new owner does not sell his stock of
shares, they are withdrawn from the stock exchange and this mechanism explains the difference
between the level of capitalization and turnover value in Serbia.

A fast concentration of ownership, results from a low protection of proprietary rights
of minority shareholders. Namely, there is a negative correlation between the concentration of
ownership and the quality of legal protection of the investors. Non-efficient corporative
management causes the increase of capital expenses and slows down the company growth and
national economy. Namely, privatization, as a part of the transition process, should provide
minimal quality of corporative management. If the level of investor protection is not improved,
the process of privatization will not provide efficiency improvement of the companies. The
process of ownership concentration eliminates shares from the financial market in order to
avoid the danger of a possible control misbalance and to strengthen the ownership-controlling
structure, which causes numerous negative consequences for the corporation itself, as well as
for the financial market. In this way, the corporation loses one of the possible financing sources
and has a tendency to use, often, more expensive sources, such as bank credits. The financial
market becomes insolvent and loses its basic functions.

It is obvious that these market characteristics have a significant influence over its
future development, as well as over the national economy. The first consequence is low
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liquidity of the market. Namely, market liquidity and the possibility of a fast withdrawal from
the investment are significant factors of its attractiveness. The level of the present and expected
liquidity will influence the forming of the critical mass of the interested investors on the side of
request. Privatization market has the chances to stop the process of emptying, but this market is
highly sensitive to request performance, and is basically low liquid. If the financial market
remains insolvent, it will influence its future and potentials of an external financing of the
companies which still exist as open corporations. In case that these requests are not complied,
the lack of request will cause decrease of all issuers’ share prices. At the moment, the decrease
of share prices of overtaken companies occurs. In case that the current market configuration
remains the same, the benefits from a company status as an open society are minored. This will
cause closing even those corporations which have an objective interest to do business as open
companies. This form of market will disappear gradually. The number of initial public offers
will be irrelevant, and the market will function while there are resources for reallocation.

The consequences of these circumstances can be seen as impossibility to perform the
basic functions of the financial market: price fixing, allocative functions, transfer function,
liquidity function, informative function and trade costs decrease function. Under the conditions
like these, it is hard to expect any market efficiency, while its imperfection is absolutely
irrelevant. The major influence of the current market condition on the corporative sector is an
increased possibility of decreased value of their shares, in other words, of their owners’ wealth.
This is consistent with the statement that poor corporative management faces greater variability
of request caused by fast loss of investments’ confidence. These problems are especially
noticeable during the period of company performances and overall capital market decrease.
Under the crisis conditions, foreign portfolio investors withdraw themselves from the
corporations in which there is a serious risk that their property and income will be expropriated.

Certain changes in the banking sector are inevitable for the further development of the
financial sector in Serbia, and that is an increase of it capacity (credit offers) and efficiency
(decreased intervention cost). A significant step in further development of the banking sector
was taken, passing a new Deposit insurance law amounting to 50 thousand euro in 2008.

Also a basic strategic goal is increased banking efficiency, namely decreased financial
intervention cost. The fact is that expenses, profit and other banking efficiency parameters in
Serbia are highly adverse. Improvement of banking and financial system security level, that is
its decreased exposure, should provide its easier integrating into European processes and
decrease transfer cost. Supervising banks and other financial institutions should be
institutionally and technically streamlined. It is necessary to activate a new channel of financial
intervention, non-banking financial institutions, provident banks and micro-credit institutions.
Activating this system will certainly contribute its better efficiency and increase competitiveness
on the capital and deposit market. It is possible to develop the sector of non-banking financial
institutions establishing a supervising capacity in the insurance sector and adopting a strategy of
medium-term development of the sector.

4. Further development of the financial market

The basic question of the financial market strategy development is the question of its
subsistence, especially now under the conditions of the world financial crisis. With no doubt,
other countries also had this kind of problem under the conditions of economy transition.
Namely, after the enormous consumption, which is basically normal reaction of owners to the
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level of risk and output of these shares, there was a significant decrease. The number of listed
shares was decreased, the extent of trading decreased, and there were no new issues. In order to
meet the conditions and make sense, it is necessary for the financial market in Serbia to develop
its basic functions, that is, the strategic aim of the financial market development is its qualifying
to finance the business sector. It is necessary to make different kinds of changes as to make the
financial market gain the mentioned strategic goal.

First of all it is necessary to change, that is to reform the legal provisions. Namely, that
is the Law of securities which got its new version in2007, and in 2008 the Draft of its
amendments was prepared. It is necessary to amend the drawbacks of law, but it is also
important to make sure that it is obeyed and apply sanctions in case it is broken. Without the
trust of the public, there will be no interested investors or issuers of the securities.

For the further development of the financial market in our country, it is necessary that
companies with the direct issue of the securities are motivated to get the necessary facilities by
the state. Namely, the state could take part during the preliminary stage of the emission, to
educate, train, and even accept the coverage of expenses for securities emission.

When discussing the further development of the financial market in Serbia, it is

questionable if it is good to quote the shares on stock exchanges abroad instead in the country.
We presume that this kind of objection would be wrong as many successful and competitive
companies would be impeded to gain the facilities in the most rationale way.
A positive influence on the development of the financial market would also have a government
bonds emission in order to finance the public consumption. However, apart from the positive
effect of this emission, there will be some negative ones as well, and they would be even more
serious if it were used to finance non-productive public consumption. Also, government bonds
would have an extremely high rate of interest, so the debiting of companies would be
insignificant. The experience of other countries shows that Serbia should establish an Agency
for qualifying the ranking of bonds issuers, as the evaluation of the agency could facilitate the
investment analysis made by investors.

More numerous closed investment funds present in our country could influence the
further development of the financial market, as these funds search for less attractive companies,
invest them and so raise their value.
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Ip He6ojua Josuh,

Dakyaitieill 3a UHGYCTUPpUJCKU MeHaumeRit, Kpyuesau,
bucepka Josuh,

"Beciu”Kpywesau,

COMPETITIVENESS OF SERBIAN ECONOMY
DURING TRANSITION

Abstract

Modern business surroundings, being present on all national markets in the world,
requires an open “market competition* for all enterprises ready to compete their rivals.
Having in mind the fact that in the last decade of the twentieth century this country had
numerous difficulties (the war,economic and political sanctions, hiperinflation, etc.) and
its economy suffered a lot, there are still tendencies (after a hard period) in the economy
and society for making economical and social progress.

Keywords: business surroundings, market, competitiveness, economical and social
progress

KOHKYPEHTHOCT CPIICKE IPUBPEJE Y
NEPNOAY TPAH3UILINJE

AmncrpakTt

CaspemeHo UOCAOBHO OKpYdHcerbe, Koje Je UPUCYIUHO HA 200060 CBUM
HAUUOHAAHUM — TUpHCULUIUUMA Y CEClllY, 3aXilie6a  OUUBOPEHY  "UUPAICUUIHY
vitlaxmuuy " 3a céa tipedyseha koja cy ciipemHa 0a ce aKkmude ca KOHKYPEHUUJOM.
Yeaxncasajyhiu wurbeHuly 0a cy Hauty 3emsmy, y UOCAeOR0] OeueHUju 08a0eceitioz
eeka, tipaitiune OpojHe ioilewkohe (PAiliHO Cillarbe, eKOHOMCKA U HOAUTUUYKA
b6.a0Kaoa, xuilepurgaayuja, uitio.) Koje cy OOUupuHese aouem Ciliarwy Y Kome ce
HAAa3U Hawa ipuspeoa, uilax, modxce ce pefit 0a cy, HaAKoH WewKoz epuooa Koju
Je 3a Hama, y fipuspedu u Opywitiey upucyitine iieHOeHyUje Koje ce 021edajy Kpo3
CKPOMAH eKOHOMCKU U OPYUUIUBEHU HATIPEOaK.

Kwyune peuu: tiocaosHo okpyicerbe, thpcuLiitie, KOHKYPEHUUJA, EKOHOMCKU U
OpyuitieeHU HalpeOax.

Introduction

Transition is an intradisciplinary and complex phenomenon requiring, besides knowledge,
certain abilities necessary for carrying out changes. In other words, transition means
transversing from a socialism into market oriented system that exists in all developed countries
in the world. As a world process, we can say that transition has started in 1990-s and hasn’t been
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finished yet. It still can be seen in some countries (ex Yugoslav Republics: Serbia, Croatia,
Bosnia and Herzegovina, Macedonia, Montenegro).

It is important to say that all the changes following the very process of transition haven’t
been finished yet. Therefore, the changes as well as their consistent use are the key to successful
transition. As competitiveness of Serbian economy during transition is very important for
improving competitiveness of this country, this survey deals with the above mentioned theme.

1. Competitiveness of Serbian Economy

“An enterprise has a competitive advantage if its profitability is larger than the average

profitability of any other enterprise in that industry during a certain period of time”
Michael E. Porter

The period of transition which is still here for Serbian companies, confirmed the theory
that for efficient market, competitiveness is necessary, that is, competitive economy. In essence,
restructuring of socialist economies meant increasing foreign and internal competitiveness, that
is, foreign market orienting and stimulating new competitors in the country.

One of the biggest problems Serbian enterprises come across is very low competitiveness.
In all books dealing with management, there is a clear difference between:

e macro competitiveness, and

e micro competitiveness

Macro competitiveness deals with competitive ability of a society; the ability to produce
and distribute goods in such a way to increase the living standard of its inhabitants.

Micro competitiveness deals with competitiveness of enterprises; the efficiency of an
enterprise in selling products or rendering services on markets with global competitiveness.

The level of development of a country and its competitiveness directly depend on
productivity-the level of competitiveness of an enterprise on the market. If the products being
sold and the services being rendered by an enterprise are not of good quality, the economy of
that country is not competitive. Because of all these, there is no reason to separate
microeconomic from macroeconomic competitiveness.

Despite different views and definitions of competitiveness in economic theory, most
economists agree that the twenty first century will be the period of global economic
competitiveness due to the process of globalization in the first place.

In today’s open and integrated world economy, competitiveness is something that all
countries focus on, no matter whether they are developed, half developed or in transition.
According to OECD’s definition, competitiveness means the ability of a country to produce
such goods (or render such services), under free and equal market conditions, that can
successfully find a foreign market. At the same time, the country should be capable of long time
increasing its inhabitants’ real income.

First of all, competitiveness means the expenses control. Enterprises should be organized
in such a way that the enterprise value is the main motive of the economic activity. The aim for
a leader in an enterprise should be gaining a maximal profit. However, the fact is that some
enterprises in Serbia are still in social and government property and therefore the
competitiveness of Serbian enterprises is very limited. It is also important to say that enterprises
in social and government property dealt on a monopolized market. The competitiveness law is
necessary but it hasn’t been passed yet.
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Successful enterprises do not just adapt to the existing trends but take part in their creation
and changing “the rules” and thus influencing increased demand for their products and services.
This makes them successful and profitable.

2. Indicators of Competitiveness

The World Economic Forum has been measuring the competitiveness of national
economies using the indicators of competitiveness for the last 25 years. The World
Economic Forum measures competitiveness by:

e GCI-Growth Competitiveness Index, based on the three main factors of
economic growth and competitiveness: macroeconomic stability, public
institutions and technological progress.

e BCI-Business Competitiveness Index enhances the series of variables important
for an enterprise productivity. Factors that decide the level of productivity are
the following: Highly educated staff available, the efficiency of government
administration process, infrastructure and research qualities and the strength of
pressure the competitors put on the enterprises.

Measures the “moment™
Competitiveness

(micro aspect)

Measures the possibility
of Economic growth
(macroaspect)

GCl Growth BCI Business

Competitiveness Competitiveness

Index [ndex
technological macroeconomic Business and The quality
development surroundings Strategy of of business
index index An enterprise surroundings

Quality of public
Insitutions

index

S /

Picture 1: Competitiveness indices

Every year, The World Economic Forum publishes the results of its research
grading national economies according to the growth of competitiveness. As it is shown
in table 1, Serbian economy from 2001-2008. had a low global competitiveness index
although a certain improvement has been made in the last few years (from the rank 96 in
2004. to 85. in 2008.).
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Drzava GCI 2008 GCI 2007

USA 1 1

Switzerland 2 2

Denmark 3 3

Swedwn 4 4

Slovenia 42 39
Croatia 61 57
Montenegro 65 82
Romania 68 74
Bulgaria 76 79
Serbia 85 91
Macedonia 89 94
Bosna and Herzegovina 107 106
Albania 108 109

Table 1: Country ranks according to GCI

(the source: The Global Competitiveness Report 2008-2009.,World Economic Forum)

According to the above mentioned data from the table 1, it is clear that Serbia has made a
positive movement as to the macroeconomical competitiveness. Still, that is not enough to reach
the competitiveness level of other countries like Slovenia, Croatia, Romania or Bulgaria. It is
very important to mention that there is positive business surroundings in Serbia and domestic
enterprises will be present more on the global market.

As it is said in the World Economic Forum, Executive Opinion Survey, the most
important factors (being 60% of all negative factors influencing business in 2008.) are: political
instability, no work ethics on the labour market, inefficiency of birocracy, access to financial
resources and corruption.

From the above mentioned the conclusion is to be made: Enterprises in Serbia are not
competitive because of the following reasons:

L.
2.

5.
6.

macroeconomical policy is not defined goal oriented,

there are weak institutions not based on the rights and respect for the individual
freedom and interests,

insufficient investment in modern equipment that can influence increased
productivity, technology and staff,

business strategy of an enterprise must be changed. Only those enterprises that have
noticed the changes on the market on time and those that have been adapting to the
changes (proactive and flexibile reaction) thereby altering their business strategies, can
survive,

enterprises carry on their business on the non-functional and inefficient markets,

they do not have a good system of corporative management which is partially the
result of non existing and inconsistent regulations as well as the public control.

When we talk about competitiveness we shouldn’t be only global macroeconomic
oriented. We should talk about the very enterprises, products, problems and solutions, with the
aim to be efficient on the market .Under such conditions a customer is the one who can and
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must make requests for enterprises to act on. A customer buys a product or service thus giving
the final evaluation of competitiveness (whether it exists or not).

Therefore, we can say that competitiveness on the market can be reached by:

1. the quality of a product

2. delivery date

3. respect won on the market

4. costs

Nevertheless, there is no doubt that the quality of a product is the most important part of
the competitiveness of an enterprise. It was long time ago when you could find products with no
quality, unfashionable or “ugly” on some markets. Nowadays, we have a different approach:
there is no market for non quality products. Thus, one of the most important and the most
difficult tasks for an entrepreneur is making high quality products to be competitive when put
not only on domestic ,but foreign markets as well.

In other words, everything that influences competitiveness of an enterprise depends on the
system of producing and business; the level of efficiency and productivity; progress, knowledge
and technology investment; motivating people. In fact, competitiveness must be realized in
production lines and technological processes, machines, research centres and laboratories
through advertising and positioning on the market, not through macroeconomical analysis or
statistically processed data in surveys. For an enterprise it is essential that competitive products
are more present on the market and profitable. That can only be reached with efficient
leadership in enterprises.

Analysing the position of Serbian enterprises nowadays, it can be said that they are not
capable of gaining access to world markets. This problem is to be dealt with, not only by the
management of an enterprise, but the society as well. There is a foreign trade deficit in Serbian
economy (larger import than export). We have been insisting on the importance of Serbian
producers and promoting them (“buy domestic products’) while some companies dealing with
computers, cars and construction machines have been rewarded by state institutions. Those
companies have nothing to do with domestic companies or their products.

Conclusion

The last decade of the twentieth century which was very difficult for living and working in
Serbia, influenced our enterprises so that they started the process of transition a bit late.
However, despite all difficulties in the economy, the basic way to increase competitiveness
should be productivity growth and efficiency of economy. Serbian enterprises must be
transformed into efficient, market oriented enterprises with more aggressive role on the market,
thus becoming profitable. That’s why the main goal of the management of an enterprise is not
only reaction to the competitors’ behaviour or presence on the market but more active business
attitude of everybody in that enterprise. Thus, it can obtain a longlasting presence on the market
and efficiency, as well. To improve competitiveness most enterprises use not only cost but some
other non cost elements like: products quality, shelf life, package, warranty period, etc. Our
enterprises should be informed what successful companies do to be successful. Under these
circumstances, the change of strategy is inevitable as well as moving the focus from the cost to
non cost elements of competitiveness.
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ITPEIJIEJAH YJIAHIIN

Hp Cunpana Mnuh
Munopap Cakams,
Mezaiupeng yHusep3uiteiu, beozpag, Paxyaiteiti 3a meHaumeHil 3ajewap

INTERNATIONAL BUSINESS ACTIVITIES, GLOBALISATION AND
TRANSITION

Abstract

Internationally-oriented enterprises have increased their role in the world
economy in the last several years, which has had a positive effect as a growing
number of economies is accepting international orientation — participation in
international business. The processes of integration in the world economy are
visible: numerous political barriers are being removed while those referring to
economy and administration are getting smaller. There are more joint investments,
non-typical arrangements and strategic alliances. There is a greater geographic
distribution of business activities among internationally- oriented enterprises.

Key words: Transition, globalisation, business operations

MEBYHAPOJHA ITOCJITOBHA AKTUBHOCT,
INIOBAIIN3AIINIA N TPAH3ULINIJA

AmncTpakr

Iocaedrux zoouna oouwtno je 00 idoseharwa yaoze mebyHapoOHO
opujeHiiucanux ipeoyseha y ceeilickoj upuspeou, witlo Ho3Uillu6HO yiuye
0a cee @ehu Opoj lUpuspeda upuxeailla mehyHaApoOOHY oOpujeHIiAuU]y -
YKpYUere y MmehyHapoOHo iocaosarse.

IIpoyecu uniuezpucarba ceeiticke Upuspeoe Cy youmUSU: YKAAAy ce
OpojHe tioauiliuuke bapujepe a cmarbyjy ce eKOHOMCKe U AOMUHLUCTPAiiUGHE.
3Hauajan je pacii 3ajeOHUMKUX yAA2atbd, HEKAACUMHUX APAHICMAHA U
ciipaiiezujckux aaujancu. [foaazu 0o eehe zeozpagpcke oOuciupubyyuje
HOCAOBHE AKTHUBHOCIHIU MeBYHAPOOHO OpujeHTiucanux upedysehia.

Kwyune peuu: iupansuyuja, 2aobaausayuja, iocaosarse

Introduction

Every country’s economic model is built in the conditions of fierce struggle for
control over state institutions among the representatives of trans-national and national capital,
the world oligarchy and national elites. All these groups have different, usually conflicting
interersts, share different value systems and use different business tools and methods.

There are two conflicting tendencies in the economic develoment at the global level
today: subjugating the world economy to the interests of the leading world powers and
transnational capital, and the competition between national economic systems. Since these
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tendencies overlap, there is a great number of various combinations of economic systems. Thus,
on one hand, we can talk of powerful national economies where the majority of transnational
companies are situated, and in which national interests and the interests of bigger capital are
overlapping in the greatest part (e.g. the USA), and on the other, there is a colonial dependency
of a large number of economically underdeveloped countries that are dominated by the
transnational capital. The majority of countries in the world today are somewhere in between
these two extremes, such as the countries of the European Union that have denied national
sovereignty in economy on behalf of the European transnational capital.

The world oligarchy refers to a very complex and complicated relationship among the
established transnational corporations, banks, scientific, consultuncy and law institutions that
serve them. Besides these institutions, there are international financial institutions that work in
the interest of the oligarchy as well as various formal and informal organisations that influence
the public opinion.

Regardless of all this, the world oligarchy is very coordinated in practice for the
simple reason that there is a common interest — free movement of transnational capital and
subjugating other countries' economies to its interests with the aim of making the maximal
profit. The activities and acts of the world oligarchy mean the objective economic interest of
bigger capital.

Since the aim of the world oligarcy is achieving its own interests, it tries to weaken the
national systems of security, state institutions and national sovereignty replacing them with
international law and international institutions. The next aim is destroying the national
economic structure by subjugating it to the interests of transnational capital. This is
accomplished in different ways, primarily through debts and loans, discrediting the state’s
authority and its institutions, and influencing the public opinion.

On the other hand, every country's national interest is seen in its need to defend its
independancy, to ensure high living standards and welfare of all citizens, then to protect and
preserve its own culture and the possibilities to realize its own spiritual values. These interests
affect the priorities in international cooperation.

1. International Business Activities

A higher risk present in international business activities is considered to be the basic
difference between the domestic and foreign business environment. There are usually political,
economic and financial risks in the focus of this analysis. The most common case is the
correlation between the risk and the attractiveness of a country — the more attractive the market,
the higher the economic and financial risks and vice versa. The political risks can be high even
in the markets that are less attractive.

If the market is very attractive and the risk low, financial engagement is possible and
ranges from joint investment to direct investment and opening subsidiaries in such markets. If
the market is very attractive and the risk high, the undertaken market activities are those that do
not entail financial obligations — export bisinesses and licencing. If the market activities and the
risks are somewhere in the middle, limited financial obligations are desirable — that is, joint
investment.

There are different ways international activities can be done and these are the following:

- International trade (typical businesses of import and export) encompasses the

activities enterprises can do directly and indirectly. Export is a suitable way of entering the
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international market but it faces serious barriers of both economic and unecomnomic character
in the modern economy of the world.

- A good deal of world trade has been done via bargains — Barter or compensation
business. Compenasation means exporting goods and services which are paid for through
import of other goods and services.Enterprises can deal with breeding business (processing and
finishing); here foreign entrprises give thier goods to the breeding process.

- Production cooperation — Coproduction contracts is a type of cooperation between
enterprises from different countries. Domestic and foreign enterprises make a deal to produce a
product using certain domestic components and technology and the additional parts and
technology of a foreign firm. The country in which the production process is based can thus
inrease employment and produce the product more cheaply than it would have been if it had
been bought directly.

- Installation production abroad is a widespread method of production cooperation,
mainly looked upon with sympathies in the majority of transition countries. It is a way that
helps new economic activities appear and develop in these countries.

- Licence is selling the right to a foreign buyer to use part of the firm’s assets as stated
in the contract, and in the form of the so-called industrial ownership. The assets can be
registered at the state’s institution in the form of patents, designs and trademarks. The
unregistered knowledge is called know-how and it is based on the firm’s business experience.
The licenced (technological) package is the most common and it contains a patent, a design and
the commercial know-how.

- Technology transfer can be commercial and non-commercial. Commercial
transactions include buying tengible assets and intengible know-how. Licence is used as a
transfer mechanism in the situation when a technology user has the ability to absorb the
technology. One way to reach technology in today’s world economy is copying.

- Franchising is a hybrid form of licencing whereby the user (franchisee) is given by
the one who offers (franchiser) a business system and industrial assets (marketing know-how),
employees’ training and sometimes capital.

- Joint investment has a lot in common with licenced agreements but it is a step
ahead compared to a partnership consisting of two or more enterprises from different countries.
Joint investment is a kind of cooperation present in all business functions.

There are two things important here: choosing a suitable partner and the goals planned
to be accomplished through joint investing. As far as the goals are concerned, the first thing to
pay attention to is the goal that is to be accomplished, and to see the potential benefits of both
partners — in capital, technology, equipment, personnel as well as the institutional conditions
(legislative standards and regulations). The share in the ownership ranges from 10-90% but it is
usually between 25% and 50%. In most countries, the share of domestic firms has to be at least
51% in investment, credit, transfer.

- Direct investments abroad mean buying the existing or building new firms. This is a
type of international business activity which requires most the engagement on the part of an
enterprise. This is an activity which offers the greatest potential profit or loss. That means that
the risk is all present (political, economic and financial); therefore, it is of the greatest
importance to select the right country and the right production programme which will guarantee
the success of a company. As with all projects, the construction of new facilities requires market
analyses, necessary sourses availability — finances, raw materials, workforce, tax system,
working conditions and the usual ways of doing business in a country.
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Direct investment is usually considered a suitable way of ensuring the needed reserves
of raw materials, economical production (cheap workforce) and entering an attractive new
market. A number of enterprises prefers buying the existing enterprise to investing in a new one.
In some cases, joint investment develops into a complete control over the enterprise based
abroad.

2. Globalisation and integration of the world economy

The processes of globalisation of busininess lead to the creation of global goods and
services, global branches and global enterprises. The degree of globalisation of enterprises can
be measured in different ways among which the important ones are the following: the volume
of business activities abroad, the volume of direct investment as well as presence in strategic
alliances in the international market.'

A global enterprise widens its business orientation through and by combining its
individual activities with joining other firms and coalitions with others. It is estimated that the
creation of the global consumer market is primarily the consequence of the technological
development. It is necessary to minimise certain irrelevant differences between countries and to
use marketing with the aim of uniting demand at the world level.

Globalisation is a process in which enterprises from different countries can participate.
There is no doubt that the existing transnational enterprises have a significant advantage at the
very start. It is estimated that the process of globalisation will lead to a certain symmetry
meaning that there will be no enterprises solely from one country to occupy a particular branch.
It is obvious that some branches and activities are more susceptible to the process of
globalisation than others.

Globalisation is characteristic of great interdependance between national economies
and the world economy. All countries in the world are interconnected in a multidimensional
network of economic, social and political relations. As these relations become more significant
and complex, some national economies feel more positive, or more negative effects of general
trends in the global economy.

(in percet)  Average 1 Range EBRD Europe IMF United Dun & Global
2 (Nov an (Oct Nations Bradstr Insight,
2008) Union 2008) DESA4 eet Inc.6
(Apr (Oct 2008) (Sep (Jul-Aug
2008) 2008) 2008)
South-eastern Europe
SEE-3
Bulgaria 5,0 2,5 3,8 5,6 4,2 5,4 5,0 4,9
Croatia 43 3,0 2,0 5,0 3,7 42 45 4.4
Romania 5,0 4,5 3,0 5,1 4,8 6,0 4,0 5,6
SEE-5
Albania 5,7 1,3 5,0 na 6,3 5,5 5,6 5,8

! Milisavljevic Momcilo, Strategijski menadzment, Belgrade Faculty of Economics, Belgrade,
2000,p. 247

EKOHOMUKA 89



Bosnia and

Herzegovin 53 1,5 4.5 na 5,0 5,5 5,8 5,8
FYR

Macedonia 5,1 23 47 55 5,0 5,0 5,5 3,7
Montenegr

0 55 1,0 5,0 na 5,0 6,0 na 6,0
Serbia 5,5 33 3,0 na 6,0 6,0 55 6,0
Average 52 2,4 3,9 53 5,0 55 5,1 53
Weighted

averagej 5,0 3,6 3,1 na 4,8 5,6 na 5,4

Table 1: GDP growth forecasts for 2009
Source: EBRD,(2009)

Every country tries to find a kind of balance between its economic independance and
a degree to which it will participate in international economy. It is hard to find an adequate
reciprocity in every situation, especially when it comes to the countries in transition. There is a
growing number of economic problems that a national economy can solve successfully and on
its own, with no contact with the outside world.

An enterprise as a whole is said to be competitive if, in the open market economy, its
profit rate is that which is characteristic of the group of enterprises to which it belongs both in
the domestic and regional (European) economy. The firm's competitiveness depends on a
number of internal and external parametres. The internal parametres are the quality of
combining and using available factors of production — the quality of production management,
the quality of the chosen technology and its application, and especially the quality of the
development strategy.

Enterprise Price Trade & L Banking chrall
Large scale Small scale . . . Competition reform & infrastru
SERBIA privatisation privatisation restructuri ll.bcrallsa Forex Policy interest rate cture

ng tion system liberalisati reform

1989 1,00 3,00 1,00 2,67 2,00 1,00 1,00 1,00
1990 1,00 3,00 1,00 3,67 2,00 1,00 1,00 1,00
1991 1,00 3,00 1,00 3,67 2,00 1,00 1,00 1,00
1992 1,00 3,00 1,00 3,67 2,00 1,00 1,00 1,33
1993 1,00 3,00 1,00 3,67 2,00 1,00 1,00 1,33
1994 1,00 3,00 1,00 2,67 1,00 1,00 1,00 1,33
1995 1,00 3,00 1,00 2,67 1,00 1,00 1,00 1,33
1996 1,00 3,00 1,00 2,67 1,00 1,00 1,00 1,33
1997 1,00 3,00 1,00 2,67 1,00 1,00 1,00 1,67
1998 1,00 3,00 1,00 2,33 1,00 1,00 1,00 1,67
1999 1,00 3,00 1,00 2,33 1,00 1,00 1,00 1,67
2000 1,00 3,00 1,00 2,33 1,00 1,00 1,00 2,00
2001 1,00 3,00 1,00 4,00 2,67 1,00 1,00 2,00
2002 2,00 3,00 2,00 4,00 3,00 1,00 2,33 2,00
2003 2,33 3,00 2,00 4,00 3,00 1,00 2,33 2,00
2004 2,33 3,33 2,00 4,00 3,00 1,00 2,33 2,00
2005 2,67 3,33 2,33 4,00 3,33 1,00 2,67 2,00
2006 2,67 3,67 2,33 4,00 3,33 1,67 2,67 2,00
2007 2,67 3,67 2,33 4,00 3,33 2,00 2,67 2,00
2008 2,67 3,67 2,33 4,00 3,67 2,00 3,00 2,33

Table 2: Transition Indicators
Source: EBRD,(2009)

With regard to enterprises, the external parametres of competitiveness are the
conditions in which business is done and which is shaped by the national economic policy —
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access to credits, interest rate, tax rate and exemptions, support in investments and development,
in export and customs protection.”

It is necessary for an enterprise to have certain potentials if it wants to achieve success
in the global market. These are: knowledge, ability, expertise, motivation, people’s behaviour
and the sources enterprises have. Workers’ motivation is especially emphasized as it is
necessary for workers to adapt to their environment which is determined by the dominant values
within the social standards that create the culture of the enterprise.

Integration between countries is a significant motivator in the process of
globalisation.” There are four phases in the regional economic integration:

The first phase is creating the zones of free trade by which customs and quotas are
eliminated.

The second phase means creating the customs union — the joint system of customs
and quotas between the member countries.

The third phase includes forming the common market between the member countries.

The forth phase is creating the economic union which means harmony and unification
of the economic policies of the member countries. The European Union is a product of
integration and it shows positive economic trends.

Conclusion

The economic goals are opening toward the international economic surrounding
meaning the wise use of one's own camparative advantages, attracting foreign direct capital, the
international coopearation which should be under national control and which should ensure the
protection of the domestic market, the limited volume of foreign investment in those spheres
that are of vital national importance, then giving support to domestic producers along with
stimulating competitiveness at the natioanl level.

There are different, often conflicting, interests between the representatives of
transnational capital and the transition countries. Our country should try to avoid the destiny of a
number of small and economically underdeveloped countries in which the conflicting interests
were solved in such a manner that the national capital was used as inernational corporations
demanded.

According to the report issued by the European Bank for Reconstruction and
Development (EBRD) regarding transition for the year of 2008, Serbia has improved its
avarage mark from 2.7 to 2.85, primarily thanks to the strengthening of the financial sector and
trade liberalisation measures. On the scale from one to four plus, Serbia has good marks
regarding the process of privatisation of small enterprises and trade (4-), mark (4) for price
liberalisation, mark (3) for banks and interest rates. The marks are not so good for
competititiveness (2) or overall reforms in infrastructure (2+).

According to the marks of the EBRD, the privatisation of large companies is very
slow and it is important to ensure that all tenders and auctions in the future are open and public

2 Kovat Oskar, Konkurentnost i ekonomska politika, Proceedings, Jaanje konkurentnosti
preduzeda i privrede, International Scientific Conference, Megatrend, Decembar, Belgrade,
2005, p. 44

3 Petrovic Pero, Medunarodni finansijski sistem — globalizacija odnosa i tokova, Finances no.7-
8/1999, Belgrade, 1999, p. 412

EKOHOMUKA 91



in order to attract the necessary high quality investments.What also awaits Serbia are the
reforms of the energetics, traffic and telecommunications systems. The representatives of the
EBRD also stated that, besides Turkmenistan, Serbia is one of the two leaders in reforms and
that the crucial thing for its future is the continuity of these reforms primarily in the spheres of
education, infrastructure and competitiveness, and also that these spheres should be exempted
from economy measures in this time of crisis. The report further says that Serbia has made
significant steps towards regional and European integrations as well as in negotiations with the
World Trade Organisation (WTO).
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MILK SECTOR OF SERBIA IN TRANSITION PERIOD

MJIEKAPCKU CEKTOP CPBMIJE Y IEPHOY
TPAH3ULUIE

Amncrpakr

THomwotipuspeda, 0OHOCHO aZpApHU CEKWIOP UMA 68€0MA 3HAYAJHY YA0ZY Y
iipuspeonom paseojy Cpbuje Ha witia yKasyjy HOjeOUHU MAKPOEKOHOMCKU
UHOUKATopU. Yuewh fomoiipusgpede y Opyitio domahem dpou3so0y UsHOCU OKO
11%, a axo ce iwiome 0ooa u oko 5% yueuthia azpounoyciupuje (Koja c6oj passoj
basupa Ha cuposuHama UOHOUPUBPEOHOZ [OpeKaa) OHOA Ydeuthe azpapHoz
cexttiopa oocitiuxce oxo 16 %. Yueuithe 0602 cekitiopa y ykyiiHom u3eosy Cpouje
usHocu oko 20% u iiocebno je 3nauajHo oa je Cpouja o0 2005. zZoOuHe Heitio
U3BO3HUK — TOMOUPUBPEOHUX — UPOU3BOOQ,  OOHOCHO — 3HAYAjAH  (PAKIHOP
YPasHouiexcersa CUOLHOMUPZOBUHCKOZ OUAAHCA 3eMbe.

Maexapcru cexiiop CpbOuje kao je0an 00 HAj6aXCHUJUX AZPAPHUX CeKIiopa
UMa  SHa4ajHO  yvewhe Kako |y popmuparey — Opyulitieenoz  Upus3sooa
flomwoiipuspede, WAKO U Y CHOLHOMIPZOBUHCKO] PA3MEHU, OOHOCHO U3603Y.
Ilocebno tipeba uctiiatiu oa je Cpouja 0o 2006. ZoOuHe HOCHIAAA HETHO U3BOSHUK
MACKA U MACHHUX TIPOU3B0OA.

Tlpeomeiti ucitipaxcusarba y 060om pady cy, ipe ceeza, Upobaemi 6e3aHu 3a
OPAHUSAUUOHY CUUPYKULYPY MAEKAPCKOZ CEKIUOPA, UpOMEliHe WOK06e, OUAAHC
MACKA U MACHHUX UPOU3600d, KAO U 3ACULYUWLEHOCHL 08UX upou360()a y
cliopHOUPZ08UHCKO] pasmeru Cpouje y WpaH3UUUOHOM TepUOOY.

Kmwyune pewu: maekapcku cexitiop, OpaHu3ayUOHA CIUPYKIUYPa MAEKAPCKOZ
ceKitiopa, buaanc maexa.

Introduction

Based on some macroeconomic indicators, the Serbian agriculture, i.e. the agricultural
sector, plays the major role in the overall development of its economy. The share of agriculture
in the gross domestic product accounts for approx. 11%. The 5% share of the food industry (raw
materials of agricultural origin) added raises the share of the agricultural sector to about 16%.
The share of the sector in the total Serbian export accounts for approx. 20%. Since 2005 Serbia
has been the net exporter of agricultural products contributing to the foreign trade balance of the
country.

The share of the Serbian dairy sector in the formation of both the social product of
agriculture and the foreign trade exchange, i.e. export, is of major importance. Since 2006
Serbia has been net exporting milk and dairy products.
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The aim of the investigation were issues with regard to the organizational structure of
the dairy sector, trade tendencies, milk and dairy product balance, their presence in the foreign
trade exchange during transition

Serbia family farms as well as commercial farms both private and state-owned are the
major milk producers. Cow milk is the principle milk type produced and its share accounts for
about 99% of the total milk production in Serbia. Cow milk (approx. 92%) but also most of the
sheep and goat milk production predominates in the private sector, i.e. on family farms and
privatised commercial farms. The share of agricultural enterprises and agricultural cooperatives
in the total milk production has been declining (from 11.2% in 1990 to about 8% in 2006).
Currently there are only a few milk producers in Serbia with a prevailing ownership
transformation.

A relatively small portion of the total milk production is delivered to dairy plants for
further processing. According to the data of the Ministry for Agriculture, Forestry and Water
Management (MAFW) more than half of the total milk production is delivered for further
processing. The remaining portion of the milk is used on farms to feed livestock and consumed
by household members. In addition, farms owning milking cows involve in the processing of
milk themselves, producing cheese, cream, etc. meeting own requirements and surpluses are
usually sold on green markets.

Milk processing takes place in about 20 bigger (industrial) dairy plants and in approx.
180 small and medium dairy plants. Milk industry is the first food industry branch in Serbia to
have undergone the process of ownership transformation. Foreign investments predominated in
the process of privatisation.

1. Product flows within the sector

In 2007 total milked milk production amounted to 1.548 million tons, of this about
52% was delivered to dairy plants for further processing (Fig 1.). In the last few years
(according to MAFW), the share rose to about 50% and in 2005 it amounted to 54%. The
quantity of milked milk kept on farms was about 743 million liters, i.e. about 48%. Most of the
quantity was sold on the green market as raw milk or processed on farms (25%) whereas 15%
was consumed by household members. The remaining 8% of the total milk production was
used as livestock feed.

Fresh milk and fresh dairy products such as yoghurt and cream make up 85% of the
industrially processed milk. These are followed by cheese (12%), powder milk and butter,
considered the principle products of the Serbian milk industry.

Milk processing takes place in about 20 bigger (industrial) dairy plants and in approx.
180 small and medium dairy plants. According to the data of MAFW in 2007 about 800 million
liters of milk were purchased, i.e. approx. 52% of the total production. According to the data of
the Business Association for Livestock, i.e. Sector for Milk Production., 25 of its dairy plant
members purchases and processes about 600 liters of milk annually (37% of the total milk
production). Five dairy plants, members of the Danube Food Group, are the processors of most
of the purchased quantities of milk (about 380 million liters), i.e. nearly 23.3 % of the total milk
produced in Serbia.
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Figure 1 Overview of Serbian milk sector and milk flows, 2007

Source: Authors’ estimation based on the data of the Statistical Office of Serbia; Ministry for
Agriculture, Forestry and Water Management and consultations held with experts

2. Structural features of the dairy supply chain

In Serbia total number of cows amounts to about 602 000 heads (2007) (Table

1). A declining trend was noted over the analysed period whereby in 2006 the milking
herd decreased by 157,637 heads (20.8%) in relation to 2000.

Table 1 Number of cows and milk production in Serbia in 2000-2007"

Year milk production

Cows %

% cow milk
Total milk cow milk production of
production production on social (state)
(000.000 lit) family farms farms
2000 759484 1567
2001 733447 1576 92.0 8.0
2002 699415 1580 90.8 9.2
2003 677559 1577 91.0 9.0
2004 680692 1579 91.8 8.2
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2005 672313 1602 913 8.7

2006 622167 1587 91.9 8.1

2007 601847 1548 91.9 8.1
1=2006/00*100 79.2 98.8 - -

*- for the period 2000-2005, situation on 15 January, and from 2006, situation on 1
December

Source : Calculated by authors— based on data taken from documentation of
Agricultural Statistics for cited years, The Serbia Republic Office of Statistics, Belgrade

About 97% of total cow number are on family farms and only a small number (21,667
heads, i.e. 3%, 2007) may be found on large social farms. The process of privatisation has
contributed to the decline of the number of large social farms and today there are only a few left
with about 10,000 milking cows.

The estimated average number of cows is 3 heads per holding which is considerably
lower than in the EU-15 (about 32 heads) and EU-25 (about 14 heads). The number of heads
ranges from 14 in Greece to 79 in the United Kingdom (2003), i.e. 86 heads in Denmark in
2005 (Eurostat, 2008). The number of cows per holding in the new EU member states is low as
well, e.g. Lithuania 2.4 and Romania 1.4 heads.

The production of milk in Serbia has been increasing until 2005. In 2007 the
production declined (1.2%) in relation to 2000 (Table 1). The production stagnated and
amounted to about 1.6 billion litres. About 92% of total milk production in Serbia originates
from family farms and the remaining 8% from social (state) farms (enterprises and
cooperatives). Taking into account the process of privatisation it can be concluded that the share
of social farms in total milk production declined to about 5%.

Table 2 Milk production and intake of processing capacity of dairy plants in Serbia
during 2005-2007

2005 | 2006 | 2007 (2015‘5‘1300)
Milk production (million liters) 1,602 1,587 1,548 97.1
Dairy plant intake (million liters) 813 733 805 99.0
Dairy plant intake (%) 50.7 46.2 52.0 -

Source : Calculated by authors— on the basis of data taken from documentation of
Agricultural Statistics for cited years, The Serbian Republic Office of Statistics (SROS),
Belgrade and Ministry for Agriculture, Forestry and Water Management, draft (2008)

Based on the available data (Table 2), of the milk produced in Serbia, 813 million
liters (50.7%) were delivered in 2005 and 733 million liters (46.2%) in 2006. Of the total
production in 2007, 805 million liters, i.e. 52% were purchased. The decline in the quantities of
milk purchased from part of the dairy plants may be attributed to lower milk premiums in 2006
and 2007.

In the structure of dairy products production nearly 90% accounts for fresh milk and
fresh dairy products (yoghurt, cream). Fresh milk production has been noted to rise (Table 3)
along with some oscillations.
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Table 3. Trends in dairy production (ten most recent years)

Index
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2000
=100
Butter t 1687 | 2339 | 2675 | 2307 | 2215 | 3645 | 2912 | 2970 | 176
Cheese 11700 | B7% | 16696 | 73 | 18781 | 19279 | 19976 | 1826 | 156
products t 2 5 3
Fresh
Consmuﬁf’“o“ 319 | 356 | 347 | 396 401 385 395 | 454 | 142
million L.
Fresh dairy
products 98 116 | 139 | 150 172 189 192 | 201 | 205
million 1.

Powder milk

¢ 2643 | 5226 | 4715 | 3768 3126 6712 4511 | 5773 218

Source: Calculated by authors— on the basis of data taken from documentation of The
Serbian Republic Office of Statistics

In Serbia there are about 200 dairy plants (of which 20 large industrial and the rest
medium and small). Most of the industrial dairy plants in Serbia were taken over by the English
Investment Fund Salford—known as DFG— Danube Food Group and currently owns the three
biggest dairy plants (Imlek, Mlekara-Subotica and Novosadska) and two medium dairy plants
(Zemunska and Zajecarska). The French Firm Bongren is in the ownership of Mlekoprodukt
from Zrenjanin and the Croatin Lura has taken over Somboled from Sombor. The remaining,
mostly smaller dairy plants, were mostly bought by domestic firms.

Foreign investments played an important role in the dairy sector of Serbia, primarily
in the field of specialisation, technical and technological innovations of the sector, and the
application of strict quality standards. Small private dairy plants can hardly compete with large
privatised dairy plants. Foreign competitiveness has had a significant impact on domestic
producers, contributing to their profitability and speciality.

3. Balance sheet on dairy products

The supply and demand balance points to some principle trends in the production,
consumption and trade (Table 4). The balance was made by the authors, their estimation based on
the data of some relevant institutions. In Serbia the production of milked milk has been increasing
since 2000, despite its stagnating 1.6 billion liters. Since 2006 export has been greater than import
and Serbia is known as a net exporter of milk and dairy products. Both production and import,
minus export and changes in the supplies offer sufficient quantities for domestic consumption.
According to the FAO data for both Serbia and Montenegro the consumption of milk was stable
and amounted to about 160 per capita of fresh milk during 2000-2003. Based on the authors’
estimation total milk consumption in Serbia amounts to about 180 liters per capita which is in
accordance with the data of the poll conducted by the Serbian Statistical Office. Self-sufficiency
rate was raised from 98.5% in 2001 to more than 103% over the past years.
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Table 4 Supply/demand balance sheet on dairy products (in 000 tons equivalent of milk)

2001 2002 2003 2004 2005 | 2006 2007
Production | 15764 | 1579.7 | 1576.4 | 1579.0 | 1602.0 | 1586.8 | 1548.5
Tmports 172 24.1 174 265 17.1 144 223
Exports 6.4 6.7 10.8 92 22.8 72.6 72.1

Supply 1587.2 | 1597.1 | 1583.0 | 15963 | 15963 | 1528.6 | 1498.7
available

Human 1382.1 | 13912 | 1377.8 | 1389.9 | 1387.6 | 1322.0 | 1297.2

consumptlon
Av. Cons. 184.2 185.5 184.2 186.3 186.5 178.2 175.3
Per capita
Self-

sufficiency 98.5 98.9 99.6 98.9 100.3 103.8 103.3

rate (%)

Source : Calculated by authors—on the basis of data taken from documentation of Agricultural
Statistics for cited years, The Serbia Republic Office of Statistics (SROS), Belgrade and data of
the Ministry for Agriculture, Forestry and Water Management, Draft (2008).

4. Export and import of milk productions

Since 2005 Serbia has been a net exporter of agricultural commodities. The net export
value of milk and dairy products has significantly increased since 2006 surpassing the net
import value, i.e. Serbia has become a net exporter of these products. This is primarily due to
increased export to Montenegro whose market has become an exporting one for Serbia since
May 2006. The share of milk and dairy products in the structure of total export of agricultural
commodities increased by about 1.6% in 2000 and to more than 3% in 2006 (Table 5).

In addition, the milk and dairy product import value increased in 2007 (2-fold in
relation to the previous year). The share of milk and dairy products in the import value structure
of food commodities was noted to decline (from 2.4% in 2000 to 1.3% in 2006). The same
value increased to 2.1% in 2007.

Table 5 Export and import, major destinations and origins, share of import and share of
export of production (2000-2007)

2000. 2001 2002 2003 2004 2005 2006 2007
Export (mil. USD 1558 1721 2075 2756 3523 4482 6427.9 8824.8
$)
Total Agro-food 295.6 316.7 534.1 584.0 800.1 924.4 1265.6 1685.8
products
Of which Dairy ~ 4.7 4.8 52 8.9 8.6 11.8 423 54.7
Montenegro (%) - - - - 61.8 63.7
Macedonia (%) 43.5 33.8 58.9 61.3 15.5 17.1
Bosnia & 48.8 56.9 31.7 35.8 19.3 17.1
Herzegovina (%)
Other countries 7.7 9.3 9.4 29 3.4 2.1
(%)
Imports (mill. 3330 4261 5614 7477 10753 10461 | 131723 | 18553.6
USD $)
Total Agro-food 286.7 453.1 548,7 654,2 855,6 772,8 905,6 1122,1
products
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Of which Dairy ~ 6.8 6.4 10.7 11.5 18.2 12.4 11.6 24.0

EU (%) 96.3 89.8 74.2 76.5 84.9 77.2

Croatia (%) 1.3 6.4 8.6 12.6 5.9 11.1

Bosnia 2.4 1.7 9.1 6.3 53 10.1

&Herzegovina

(%)

Other countries - 2.1 8.1 4.6 3.9 1.6
(%)

*- refers to export and import value of milk, dairy products and eggs
Source: Calculated by authors— on the basis of data taken from documentation of The
Serbian Republic Office of Statistics

The major export destinations are former Yugoslav republics, CEFTA members:
Macedonia, Bosnia and Herzegovina. Since 2006 Montenegro has become the principle
destination with a 60% share of total dairy exports. However, due to the lacking regulations for
obtaining the certificate on milk and dairy products quality these products are still banned for
export. Milk and dairy products are primarily exported to former Yugoslav Republics and
having signed CEFTA the Serbian export has been left without export stimuli.

Milk and dairy products are primarily imported from EU member countries
(Germany, Italy, France, Hungary, Slovenia) although there has been a decline of EU’s share of
these products in the import structure (from 96.3% in 2002 to 77.2% in 2007). Significant
quantities of dairy products are also imported from Croatia and Bosnia and Herzegovina with an
increasing trend of the share.

Conclusion

In Serbia milk is produced on family farms and commercial farms, both private
and state-owned. The greatest share of cow milk production (about 92%) and almost all
sheep and goat milk production in Serbia is concentrated in the private sector, i.e. family
farms. Almost 50% of the total production is purchased, and the remaining quantities are
used on the farm (natural consumption of household members and animal feed), i.e. sold
on green markets both fresh and processed. Milk processing takes place in about 20
larger (industrial) dairy plants and about 180 small and medium dairy plants.

References

1. Bozi¢ Dragica, Bogdanov Natalija (2006): Agrarna politika Srbije u periodu tranzicije,
poglavlje u monografiji «Poljoprivreda i ruralni razvoj Srbije u tranzicionom periodu,
Drustvo agrarnih ekonomista Srbije, Beograd

2. Bozi¢ Dragica, Mun¢an P., Bogdanov Natalija (2008): Characteristics and economic
importance of milk production in Serbia, Thematic proceedings «Multifunctional
agriculture and rural development (III), Belgrade

3. Ivanovi¢ Sanjin (2008): Ekonomska efektivnost investicija u govedarsku proizvodnju
porodi¢nih gazdinstava, doktorska disertacija, Poljopri-vredni fakultet, Beograd

3. Sevarli¢ M., Markovié¢ D(2005): Dunav hrana grupa: lider ili monopolist u mlekarstvu
Srbije?, http://www.poljoprivreda.info/?o0id=12&id=450

EKOHOMUKA 99



[MPETJIEAHU YIAHIU

p Maja hupuh

Ilpuspegna akagemuja, Hosu Cag, @akxyaitieiti 3a eKkOHOMUJY U
UHMCeHePCKU MEHAUMEHTU

BANKS IN SERBIA NEED TO IMPROVE THEIR CUSTOMER
RELATIONSHIP MANAGEMENT

Abstract

Serbia, as well as all other tramsition economies, are faced with numerous
problems: high trade deficit, too public spending, institutional framework that makes it
difficult further privatization of social and state sector, insufficient foreign direct
investment inflow, low companies competitiveness as well as many other problems. Each
of these problems requires a thorough analysis and a whole range of measures for a
successful resolution. However, in this paper the intention is to focus on banks in Serbia,
as very important factors of economic growth and development, and to point out the way
in which they can improve their business performance and competitiveness. On the
Serbian market, there are thirty-four banks, bearing in mind the number of inhabitants in
the country and the development of the economy, it can be concluded that competition
between banks is extremely sharp, and only banks which are able to attract and retain the
most profitable customers will survive in the future. Therefore, the aim of this paper is to
point out the Customer Relationship Management-CRM, as a strategy that banks may use
in order to increase competitiveness and create long-term relationships with their the
most profitable clients. Also in the paper are presented results of research conducted on a
sample of banks in Serbia. Findings get insight into to the extent that banks in Serbia are
familiar with the Customer Relationship Management, and the level of implementation
Customer Relationship Management processes in their business. On the basis of
professional literature, positive experiences of foreign companies that successfully
implement CRM, as well as the results of the research conducted in the banks in Serbia, it
can be concluded what are the basic weaknesses in CRM in the banks in Serbia, what
they can do to overcome the problems, and which benefits they can achieve.

Key words: Customer Relationship Management, Competitiveness of Banks
in Serbia, Transitoin, New Economy

POTREBA ZA UNAPREDIVANJEM UPRAVLJANJA
ODNOSIMA SA KLIJENTIMA U BANKAMA U SRBIJI

Apstrakt
Srbija, kao i sve ostale tranzicione ekonomije, suocava se sa
mnogobrojnim  problemima:  visokim  spoljnotrgovinskim  deficitom,

prevelikom javmom potrosnjom, institucionalnim okvirom koji koc¢i dalju
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privatizaciju drustvenog i drzavnog sektora, nedovoljnim prilivom stranih
direktnih investicija, nedovoljnom konkurentnoséu kompanija kao i mnogim
drugim problemima. Svaki od navedenih problema zahteva temeljnu analizu i
Citav niz mera za uspesno resavanje. Medutim, u ovom radu namera nam je
da se fokusiramo na banke u Srbiji, kao veoma bitne cinioce privrednog rasta
i razvoja i da ukazemo na nacin na koji one mogu unaprediti svoje
poslovanje i konkurentnost. Naime, na trzistu Srbije posluju trideset i Cetiri
banke, imajuci u vidu broj stanovnika u zemlji i stepen razvijenosti privrede,
moze se zakljuciti da je konkurencija izmedu banaka izuzetno ostra i da ¢e u
perspektivi opstati samo one banke koje budu u stanju da privuku i zadrze
najprofitabilnije klijente. Stoga, je cilj ovog rada da ukaze na upravljanje
odnosima sa klijentima-CRM, kao strategiju koju banke mogu koristiti radi
povecanja konkurentnosti i izgradnje dugorocnih odnosa sa svojim
najprofitabilnijim klijentima. Osim toga u radu se prezentuju rezultati
istrazivanja vrsenih na uzorku banaka u Srbiji, kojima sa dolazi do saznanja
u kojoj meri su banke u Srbiji upoznate sa strategijom upravljanja odnosima
sa klijentima, kao i koje procese upravljanja odnosima sa klijentima i u kojoj
meri primenjuju u svom poslovanju. Na bazi analize strucne literature,
pozitivnih iskustava stranih kompanija koje uspesno primenjuju CRM, kao i
rezultata istrazivanja sprovedenih u bankama u Srbiji dolazi se do odgovora
na pitanja Sta su osnovne slabosti u upravljanju odnosima sa klijentima u
bankama u Srbiji, preporuka za prevazilaZenje uocenih problema i koristi
koje banke mogu ostvariti od adekvatne primene CRM-a.

Kljuéne reci: upravljanje odnosima sa klijentima, konkurentnost banaka u
Srbiji, tranizicija, nova ekonomija

Introduction

All companies in the world are faced with dramatic changes in the environment,
which influence their business. Namely, the new economy in which banks operate today
is characterized by: the global character of the economy, significant competition,
increasing the importance of science and technology, the great importance of intangible
assets which consists of the establishment of long-term relations with customers and
partners, knowledge and skills of employees, image, brand and tradition. In such
circumstances it is very difficult to achieve competitive advantage. If the bank fails to
find a way to be differentiated on the market, by offering customers greater value, it may
face a large problem, so much that its final repercussion can lead to complete disaster
and the termination of the bank. Without customers there is no existence of any
company, no matter how great it is and which the business deals. Therefore, attracting
and retaining customers should be the primary goal of every company on the market, and
so the banks in Serbia.

Information era in which clients today live allows them twenty four hour access
to banks, which causes changes in their behavior. More and more, clients become better
organized, well informed, and more curious. Today it is believed that they are
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independent, individualist, informed and actively involved. Even more, banks encourage
clients to participate in active dialogue with them, because the clients’ knowledge
becomes very relevant as a possible source of new ideas. This knowledge should be
implemented in the bank in order to achieve competitive advantage through optimizing
and customizing customer service and creating new services. In the new economy clients
are the key resource of the bank and therefore, banks must consider all business aspects
from the client’s point of view. It is not enough to wave flags which states that the buyer
is king. Today banks need completely new strategy to make clients loyalty. And when it
seems to meet clients needs become more than ever before a mission impossible, CRM
strategy appears as a solution that can help the bank to find out the way of attracting and
retaining the most profitable clients.

1. The customer relationship management processes

The lack of clarity about Customer Relationship Management-CRM definition
is evident in the literature and practice. Moreover, the definitions and descriptions of
CRM used by different authors and authorities vary greatly. At one extreme, CRM is
defined as a particular technology solution. For example, Khanna' defines CRM as an e-
commerce application. But from the opposite point of view CRM is not simply an IT
solution to the problem of getting the right customer base and growing it. CRM is much
more. It involves a profound synthesis of strategic vision, a corporate understanding of
the nature of customer value within a multi-channel environment, the utilization of the
appropriate information management and CRM applications and high quality operations,
fulfillment and service.> According to Stone’ CRM is a term for methodologies,
technologies and e-commerce capabilities used by companies to manage customer
relationships. According to Wilson* CRM is a concept that enables an organization to
tailor specific products or services to each individual customer according to his or her
need. In the most advanced scenario, CRM may be used to create a personalized,
customized, one-to-one experience that will give the individual customer a sense of
being cared for, thus opening up new marketing opportunities based on the preferences,
previous behavior and history of the customer. Fayerman® said that CRM as a customer-
focused business strategy that aims to increase customer satisfaction and customer
loyalty by offering a more responsive and customized services to each customer.
However there is no universal explanation of what CRM is, since the area is fairly new
and still under development. In our opinion, it is important to know that numerous

'See: Khanna, S., Measuring the CRM ROI: show them benefits, 2001. www.crm-forum.com.

2 See: Payne A., Handbook of CRM: Achieving Excellence in Customer Management, Elsevier,
Oxford, 2005.

3 See: Stone, M., Woodcock, N., Defining CRM and assessing its quality, in Foss, B. and Stone,
M. (eds), Successful Customer Relationship Marketing. London: Kogan Page, pp. 3-20, 2001.

4 See: Wilson, H., Daniel, E., “McDonald, M, Factor for Success in CRM Systems”, Journal of
Marketing Management, (18)1, pp. 139-219, 2002.

> See: Fayerman, M., ,,Customer and their brands”, Journal of Consumer Research, (2)2, pp. 350-
355, 2002.
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attempts to defining CRM exist and the many organizations adapt the definition to their
business and unique needs.

Not only that there are different attitudes about the definition of CRM, but there
are a number of different approaches about CRM processes. In this paper we are point
out the Payne’s CRM framework which is consisted of five related and integrated
processes. Those five processes are®

e  Process 1: the strategy development process
Process 2: the value creation process
Process 3: the multi-channel integration process
Process 4: the information management process
Process 5: the performance assessment process
The strategy development process is the first in a series of processes that the
bank should consider if it wants to successfully implement CRM program. This process
is extremely important because it determines the general goals and parameters of which
depend on all of the following CRM activities. The strategy development process
demands focus on the determination of business strategy and customer strategy and it
ensures that they are integrated. It is very important to understand how business strategy
influences the creation of customer strategy. But it has to be noticed that the first process
of customer relationship management doesn’t mean creating business strategy. It only
represents the need of understanding business strategy, in order to understand the
direction in which the bank wants to go. That in turn, allows CRM to focus on key
activities. If the CRM activities are not in accordance with the business strategy, they
can lead to increased efficiency and effectiveness of operations, but rarely to achieve
competitive advantage.

The value creation process is crucial to transforming the outputs of the strategy
development process in CRM into programmes that both extract and deliver value. Bank
should achieve the ideal equilibrium between giving value to clients and getting value
from clients. It means that bank should provide clients with value that would satisfy and
delighted them on the one hand, but at the other hand bank has to think about profit that
can receive from its clients. Three main determinants of client value perception are:
client’s expectations, service quality perception and banks image.” So bank should try to
manage all of these three determinants. First it is necessary to identify the content and
form of the clients’ expectations, in order to deliver a service that can be relatively
superior in comparison to the competition. Then it is important to provide clients with
those service quality dimensions which they perceive as the most valuable. And in the
continuity bank should try to create a positive corporate image because it reflects
positively on the clients’ value perception. However, as we have already mentioned
CRM doesn’t mean only the value that bank delivers to the clients, but also the value it
receives. Namely, it is very important that bank considers strategies to attract and retain

% See:Payne A., Handbook of CRM: Achieving Excellence in Customer Management, Elsevier,
Oxford, 2005.

7 See: Fornell, C., Johnson, D. M., Anderson, W. E., Jaesung, C., Bryant E., B., ,,The American
Customer Satisfaction Index: Nature, Purpose, and Findings“, Journal of Marketing, 60(4), 7-
18, 1996.
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customers, as well as to determine the profitability of its clients, in order to be able to
focus on those clients who are the most profitable.

The third very important aspect of development and implementation of CRM is
the existence of a large number of contact points between bank and client, which bank
has to manage. Until recently banks serve their clients only through the sales staff. But,
in today's business environment, most banks are facing with their clients through
different channels including service staff, ATMs (cash machines), card, smart card, e-
banking and TV banking. Providing quality services in new as well as traditional
channels is important for banks wishing to meet the expectations of today’s clients.
However, many banks do not seem to recognize the need to maintain equally high
standards of service across all channels. The quality of a bank’s service is only as high as
the weakest link in their channel offer and the bank needs to uphold the same high
standard of service and client experience in all channels. If one of the channels does not
function, the client will be disappointed. Therefore, it is necessary to successfully
integrate several different channels. The multi-channel integration process involves
making decisions about the most appropriate combination of channel participants and
channel options through which to interact with bank’s clients base, how to ensure the
client experiences is highly positive within those channels and, where the client interacts
with more than one channel, how to obtain and present a single unified view of the
client.

The information management process is concerned with two key activities: the
collection and collation of customer information from all customer contact points and the
utilization of this information to construct complete and current customer profiles which
can be used to enhance the quality of the customer experience, thus contributing to the
value creation process. Selecting the appropriate IT hardware, software and systems to
achieve this can be a challenging task, given the constraints of legacy systems, the
enormous range of technology options and the uniqueness of every business situation.
The growing variety of CRM tools and services on offer from IT vendors further
complicates the questions of what constitutes the best CRM solution and whether to
source the IT infrastructure externally or to construct it using internal expertise.
Whatever option, or combination of options, is pursued, the underlying principle is that
the IT infrastructure should create a nerve centre, integrating disparate client data into
client interactions that create superior client experiences.

The last of the five processes that constitute the CRM strategic framework is
the performance assessment process. The performance measurement systems adopted by
organizations in the past have tended to be functionally driven. Thus, financial measures
were mainly the concern of the Board and the finance department, marketing measures
the domain of the marketing department and people measures the responsibility of the
HR department. Such a functional separation of performance measures is inappropriate
for CRM, which involves a cross-functional and holistic management approach.
According to an AMR Research study, many CRM projects fail to provide real,
reportable business ROI due to the lack of measurements. ° The inability to align the
correct metrics across the business enterprise was a critical reason for such failure.

¥ See: Preslan, L., Aligning Customer Investments with ROI, Metrics, and Enterprise
Performance Management. AMR Research Report, August 12, 2003.
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Traditional metrics that drive functional excellence often produce sub-optimizing
performance. Kaplan® introduces the concept of the balanced scorecard that compliments
financial measures with operational measures on customer satisfaction, internal
processes and organizational innovation. Khirallah'® points out that common measures of
CRM today are largely sub-optimal and default quickly to sales and marketing. It further
proposes a CRM balanced scorecard to include multiple variables in measurements.
However, in order to improve the performance of its CRM activities, a company must
develop its own composite set of measures based on its own success maps. Such efforts
to develop individually tailored and relevant performance assessment processes are
critical, given the high incidence of reported CRM failure and the impressive returns for
those who achieve CRM success.

2. The level of implementation of customer relationship management
processes in the banks in Serbia

Research study was conducted on the sample of five banks in Serbia, in order to
find out the extent that banks in Serbia are familiar with the Customer Relationship
Management, and the level of implementation of Customer Relationship Management
processes in their business.'' During the research conducted in the sample of banks in
Serbia, we found that in three of five banks managers clearly understand the meaning of
CRM, while in the two banks they were not completely familiar with the CRM strategy
and the manner of its implementation. Then, three of the five surveyed banks have
clearly defined business and clients strategy, which provide an adequate starting point
for further development of CRM activities. However, in the other two banks business
strategy is well defined, but they don’t have clearly defined clients strategy. Therefore,
the main recommendation for these two banks is to precisely define the clients strategy
as a starting point for further CRM activities.

The value creation process is very well-implemented in the three banks. They
concern about clients expectations and make efforts to deliver services that will meet and
even exceed customer expectations. In the other two banks some of the activities in the
value creation process are well implemented, but some of them don’t. Namely, these
banks also take care about clients expectations and service quality, but their focus is on
the attracting new clients, and they don’t try enough to satisfy their existing clients base.
Different banks put emphasis on different quality dimensions, but the most emphasis
they put on the reliability, speed and empathy. All these dimensions are some of the
most important quality dimensions of banking services. Therefore, we can conclude that
the banks in Serbia, put the emphasis on the appropriate elements of services quality and

? See: Kaplan, R.S., Norton, D.P. ,,The Balanced Scorecard — Measures That Drive Performance”,
Harvard Business Review 70(1), pp. 71-78, 1992.

10 See: Khirallah, K. “Customer Relationship Management: How to Measure Success?” Bank
Accounting & Finance (Euromoney Publications PLC), 13(4), pp. 21-28, 2000.

" See: Ciri¢, M., Upravijanje odnosima sa klijentima u bankama, doktorska disertacija,
Univerzitet Privredna Akademija, Novi Sad, 2009.
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value, but they need to do more on service customization and the retention of the most
profitable clients.

In all five banks in Serbia, there are all channels that we mentioned.
Unfortunately, these channels aren’t integrated in all five banks, because in some of
those banks there is no adequate IT system. In the two banks the channels are completely
integrated, in the one bank they are partly integrated, and in the other two banks there is
no multi-channel integration. However, management is trying to provide maximum
value in all contact points, by well educated sales staff, several different cards that are
well designed and offer different services and e-banking which is an innovation on
Serbian market.

The biggest shortcomings in the implementation of CRM in banks in Serbia are
the lack of appropriate information technology support. Namely, very large investments
are necessary to create well IT structure for successful CRM. So, a unique data
warehouse and analytical tools haven’t been implemented yet in all the banks, and IT
systems and front office and back office applications should be improved. Only one bank
has the appropriate information technology structure, and one plan to modernize it. But,
the other three surveyed banks don’t have the necessary information technology support
that which is required for customer relationship management. So the investments in to
the IT have to be one of the banks priorities in future business.

The results of the research in the banks in Serbia showed that in the all
examined banks there are performance measurement systems that are functionally
driven, and no managers are familiar with new concept as balanced scorecard. Therefore,
it is very important for banks in Serbia to upgrade and update the performance
assessment processes, because it is the only way to get a real data about the degree of
improvement that CRM brings to the bank. Real information about the improvements is
very important since it is the motivation for the continuation of efforts that the bank
should make in order to achieve the benefits from CRM.

3. Expected benefits from customer relationship management

Research conducted in 2006. in the EU has confirmed that companies which
haven’t implemented CRM on average lose 50% of their customers every five years,
about 65% of all lost customers are left because of bad service and communication, costs
of attracting a new customer are five times higher than the costs of retaining the existing
one. While companies that have implemented the concept of CRM have growth almost
60% faster than the competition which haven’t developed CRM, expand the market for
6% per year, charged 10% more for their products, make a return on investment (ROI) of
12%, and increase in customer loyalty of 5% may result in increasing profitability by
25% - 85%.'> According to Swift'"* bank can get a lot of benefits from CRM. He goes on
to say that these benefits could be found in these areas: higher customer retention and
loyalty, increased customer profitability, evaluation of customer profitability, reduced

12 See: Domazet 1., Unapredenje konkurentnosti preduzeéa primenom CRM strategijskog
koncepta. www.ien.bg.ac.yu/snimanje/wp06-3.pdf

13 See: Swift, R. Accelerating Customer Relationships Using CRM and Relationship Technologies,
Prentice Hall PTR, Englewood Clifss, New York, 2001.
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cost of sales, lower cost of recruiting customers, no need to recruit so many customers to
preserve a steady volume of business. Crosby'* argues that, by using customer
information wisely to deliver what customer needs, companies will create long-term,
collaborative relationships with the customers. He further states that, this will bring
many benefits since long-term customers are less costly to serve and smooth-running
relationships are less resource intensive. CRM is a very big tool that contributes so much
to profit indicated by Newell” Further more he stated that if organizations could
transform the customer data into knowledge and then use that knowledge to build
relationships it would then create loyalty and thereby creating profit. Thompson'® argues
that if CRM is a successful business strategy then it should help the organization to grow
profitably and create a competitive advantage. He found in an online CRM Guru study
of more than 1000 CRM projects and initiatives that the top four expected benefits were
increasing customer loyalty, gaining competitive advantage, increasing sales and
increasing profitability. Also increasing productivity and executive decision-making,
cutting costs or expenses were some of the expected benefits from CRM initiatives. The
study concluded that CRM activities and initiatives have a positive impact on a
company’s performance.

The empirical example of the benefits that a bank can achieve by implementing
CRM is the Nordea Bank. Nordea is the largest financial services group in the Nordic
region. Nordea is also one of the world-leading Internet banking and e-commerce
operations. Nordea was formed base on the philosophy of creating new possibilities. The
bank’s focus is to concentrate on creating value for its customers and shareholders.
Nordea began its CRM project in 2001. The benefits it achieved were: increased
customer satisfaction that lead to customer loyalty and therefore higher profitability; cost
saving and reduction; better image; and number of awards, for example the best private
bank in Sweden in 2004. In February 2009 year Global Finance magazine has published
an update of its much respected 'Safest Banks' listing. Nordea was ranked in 22nd place
and number one overall in the Nordic region. Therefore, there are so many arguments
that indicate the benefits can be achieved by well implementation customer relationship
management.

Conclusion

Banks in Serbia are faced with a lot of problems: they have to do their business
in the condition of transition from a socialist to a market-based economy; standard of
living is low; GDP should be higher; there is a lot of banks on the market and the
competition between them is high; world economic crisis has influenced Serbian
economy as well. In such circumstances attracting and retaining every profitable client is
a very demanding task. Customer relationship management is a strategy that has been

4 See: Crosby, L. A., ,,Exploring Some Myths about Customer Relationship Management*,
Managing Service Quality, 12(5), pp.271-277, 2002.

15 See: Newell, F, Loyalty.Com, Customer Relationship Management in the New Era of Internet
Marketing, McGraw-Hill, 2000.

16 See: Thompson, B., Successful CRM: Turning Customer Loyalty into Profitability, 2004
WWW.Crmguru.com
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already successfully implemented in many companies in the world. In this paper we
mentioned the example of the Nordea Bank which improved their business performance,
by implementing CRM. In the paper, we also pointed out a lot of benefits that banks can
achieve if they implement CRM. The most important benefits are client satisfaction and
loyalty, which would in turn increase banks profitability and competitiveness.
According to research conducted on the sample of five banks in Serbia we can conclude
that there are discrepancies between the different banks on the level of CRM
implementation. In some banks, some processes are very well implemented, while in the
other there are certain gaps. However, the key problem in the majority of banks in Serbia
is the lack of suitable IT platform for the successful information management process
and managers don’t use modern methods for the performance assessment process.

Therefore, it is necessary that banks" managers focus on the removal of the mentioned
shortcomings in the near future. If the banks’ managers are more oriented to the
implementation of CRM, and if they well implement all processes explained in this
paper, then they can expect many benefits of a CRM. Managers and employees in the
banks in Serbia have to be aware of the fact that only if they have great base of profitable
clients they can survive on the long-run.
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BOOK-KEEPING EVIDENCE AS POSSIBILITY FOR FAMILY
HUSBANDRY IMPROVEMENT IN THE PERIOD OF TRANSITION

Abstract

In transition of one economy, the state has catalyst role, as through physical
and institutional infrastructure, as well as through public sector, to eliminate
market obstacles, supports development, technological progress and education,
especially in following activities: energetic, agriculture and telecommunications.
Key fault in transition is opinion that drastic changes should be made at once, big
institutional changes have to be done as soon as possible, and reality should be put
into the frame of on that way artificially created institutions.

In transitional countries, foreign direct investments have financial dimension,
but also they are significant for competitiveness and innovations stimulation,
initiation of new technologies, improvement of employees’ skills and knowledge,
primarily managers. Investors strive to find: natural resources, market, strategic
property and to increase their own efficiency and inclusion into the global
economic courses.

Family husbandry represents one of the basic segments of economic and social
activities in agriculture, as one of the important economic activities for the country
in the transition process. Its crucial characteristic, which makes it different from
other subjects, is dual content of its function. Within are concentrated, both family
and husbandry, i.e. in it are realized both, productive and consumptive activities.

In countries with high-developed agriculture, long time ago, had been observed
a need for following and analyzing of the family husbandries business results.
However, in our country is still not determined concept and obligation for
accounting conduction on the husbandry. This paper represents an effort to
analyze necessity of book keeping evidence conduction, as a base for improvement
of family husbandry and possibility for better agriculture's competitiveness.

Key words: transition, agriculture, husbandry, book keeping, competitiveness
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KIbUTOBOACTBEHA EBUJAEHIINJA KAO MOI'YRHOCT
YHAINIPEBEIBA ITIOPOIUYHOT TA3IUHCTBA Y IIEPUOY
TPAH3UILINIJE

Amncrpakr

Y wpan3uyuju  tpuspede, Opxcasa umda KAaAU3ailiopeKy  yaozy, ipexo
usuyKe U UHCIUUIUYUOHAAHE UHpPACIUPYKITIype, Kao U HPEKo jagHOZ ceKitiopda,
0a oitikaarea WpxculHe dapujepe, Ho0pHaséa paseoj, MexHOAOUKU [Hpozpec U
obpazosarbe, a UOCEOHO Y O0eAaIHOCIUUMA: eHepzeiliuKe, Howolpuspede U
itieaekomynurkauuja. Kowoyuna zpewuxa eesana 3a paHauyuju je muiiwerse 0a
00Max iipeba HAUPAsUiil KOAOCAAHe [POMEHe, Willo iipe OOHeiliu 00yXsailiHe
UHCIUULUYUUOHAAHRE UPOMEHe U CUIBAPHOCUL OPAHUMUIUUL Y OK8Upe WAKO
BEUTUAYKU CUUBOPEHUX UHCIUULLYUL]A.

Y semmama y Wpansuyuju, Ccllipame OupeKiliHe UHSecuulje Umajy
¢unancujcky Oumensujy, aau cy ucilio iako Ouiline U 3a UoOciiuyarbe
KOHKypeHL;uje uHosauyuja, ysoherse HOBUX eXHOA0ZUJa, TOOOLULAIbE BEUUTIUHA
U 3Harba 3ai0CcAeHUX, ipe céeza meHauepa. MHeeciiuiiopu Hacitioje Oa iipoHaby:
ipupoone  pecypce, Wipxycuwiitie, CUIPAUEWUKY UMOSUHY, e Oa Uoeehajy
COIICIIBENY eqhUKACHOCIL 1L YKbYHe ce Y 2100aAHe eKOHOMCKe THOKOge.

TIopoduuro 2a30uHcilieo UpeOCiliasma jeOaH 00 OCHOBHU —Ce2ZMeHIld
EKOHOMCKUX U OpYUWIUBEHUX AKIUUBHOCIIU HObOUpUspede, Kao jeoHe 00
BANCHUJUX OeaaiiHoCiuu  fipuspede 3emmwe y ipansuuuju. Fhezosa oOuitina
Kapaxktiepuctiiuka, Koja 2a o0saja 00 Opyzux cyoOjexaitia, je OyaaHu caopicaj
1206802 0e108atba. Y HeMmy ce KOHUEHIpUULY u Hopoouya u 2a30UHCIIBO,
OOHOCHO Y FoeMy ce 008Ujajy U UpouU3soOHe U HOTUPOULHe AKTUUBHOCTILL.

Y 3emsmama passujere iomoupuspede, 00asHo je youeHa iotpeda tipaherba u
aHaause OoCAOBHUX pe3yAtllaitia HopoOUHHUX 2a30uHciiasa. Mebyitium, y Hautof
3eMBU JOUL YBeK HUje YCTAHOB/beH KOHUEHI U 00a8e3a 80hera Krbli20800CHia HA
2a30UHCITIBY. Y 080M paody je yuurbeH HOKYUa] aHaause HeouxoOHOCHIU 80herba
KHUZOBOOCIIBeHe  eBUOCHLlje, KAO OCHO8Aa 34 YHaipeberbe HOPOOUHHOZ
2a30uHCiiBa u mo2yhHOCIU 60./be KOHKYPEHIHOCIIU HOoboupuspeoe.

Kwyune peuu: itipansuyuja, iomoiipuspeod, 2a30UHCIIB0, KHUZOB0OCINBO,
KOHKYPEHUIHOCIU

Introduction

Transition and globalization are connected themes. Globalization is complex
mechanism of interdependent, which gives advantage to certain countries and their elite’s,
pushing in the side, or marginalized others. It brings to new world politically-economic order.
Because of asymmetric possibilities, globalization creates winners and losers. Main winners are
politically the strongest states with theirs economies. In the economy of globalization it is
usually started with liberalization, and than it is prolonged with gradual integration of goods,
capital and labor markets. Foreign capital, which represents foreign savings invested in public
and private active capital of some other economy, has influence on aggregate offer and demand,
prices of products and services, prices of production factors, and of course, on foreign currency
exchange course. On that way liberalization leads to decreasing of heterogeneity of local
markets, so in ideal situation global companies sell their products, there where the prices are the
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highest, take a loans (capital) where it is the cheapest, utilize other production factors where the
costs are the lowest and organize production where exists the best conditions. However, deeper
analyses shows that liberalization creates only the possibilities for development, while from
other factors depend intensity of this possibility usage. Benefits from globalization could have
small economies and countries too, if they have good constellation of geopolitical and
competitiveness factors, and adequate strategy of integration, as for example Slovenia and
Finland.

Serbia is one of the biggest losers of globalization. Reasons for that could be found
partly in misapprehension of geopolitical trends by the local political elite, on the beginning of
transition (1989.), and partly in crucial, one-sided and capricious action of international
community. Strategically observed, Serbia does not have major deposits of natural resources,
which could be basement for its better geopolitical positioning, and/or increment of its
economic activity. Also, offer of labor force is inadequate. Negative effect, caused by
disintegration of Yugoslavia, brings to fall of demographic activism, growth of demographic
risks and appearance of social pathologies, which are devaluated industrial mentality and
tradition of agricultural production. On the Serbian example, once more is shown, that in
reforms somebody who lose time, he lost everything.

Situation in Serbia is so much chaotic, that every transfer of economy under the action
of market legality could cause the state of deep shock. Hitherto growth rhythm does not
guarantee stability, macro economical and political. Level of economic activity is still low,
inflation increased, market of capital is in fall, investments go into the unproductive areas, influx
of foreign direct investments is dropping down, debt is growing, etc. One of the tasks of the
experts is to point out all fatal consequences of the negative transition effects ignoring, and to
give constructive proposals from their fields of competence.

1. Economic determinates of family husbandry

Establishment and development of new private sector into the transitional countries is
done, at first place, under contribution of privatization processes and creation of fresh
companies. Due to these processes and some other factors, during the transition process in the
Central and East European countries, powerful private sector in which dominate small and
medium companies is established. In compare with underlined regions, new private sector in
Serbia started with its intensive development later and today it represents really important, most

efficient and most competitive part of the economy.

In contrast to companies, husbandry, as production unit, are closely connected with
household, as consumption unit. Also, household is major resource of manpower. It distinct
agricultural company from non agricultural, separates husbandry from other actors in
agriculture: land owners, rural entrepreneurs, even from agricultural workers. All of them could
deal with agricultural activities, but it is not obligatory. Access to the land represents essential
characteristic of the family husbandry. Except economical importance, it provides long lasting
safety, social status in rural community, etc. In his aspiration for better use of grew up agro
technological capacities, farmer have to increase his land resource. Family labor force
represents basic characteristic of family husbandry. Their usage explains internal economy
potentials, as: high motivation, better knowledge and experience of some production factors —
own land parcel, own cattle, etc. Achieved profit on invest capital, as control of assets and

112 EKOHOMUKA



accumulation, is also relevant clause of family husbandry, especially in the part of production
which is not dedicated to the consumption by them self, so it is exposed to checking on the
market. How exists integration of production and consumption into the arms of one entity, and
how all production factors could not be reduced on invested capital, it should be pointed on two
groups of problems. At first, how to determine profit on invested capital into the frame of
kinship character of labor force, where is strictly kept on working abilities and individual needs,
which are of course different and depends on age, gender, personal preferences, etc. Second is
how to estimate profit on long term invested capital, which is used in all activities on household.
For example, tractor is bought for the works on the husbandry (tilling, etc.) and for household
consumption (transport of wood for firing, etc.), because of prestige purposes, or to make
agricultural activities easier, etc.

Expenditure represents characteristic of family husbandry which closely determinate it
according to other producers, which also work with family labor force and/or with its personal
labor, with its own production assets — craftsman, shops, etc. Self supply with agricultural
products, which is only present at his estate, enables vitality, traditionalism, but also adaptivity
to changes. Degree of naturality — self supplyment of family husbandry, tells of its partial
integration into market economy and determines its resistency to market changes or government
measures. It is necessary to point that non husbandry is fully natural; each one brings to the
market at least small part of its production, including also inter farms sale. Vice versa applies,
none husbandry produces all necessary products for personal use or nutrition, so in that part of
reproduction, and not only in part of industrial inputs, is turned to market.

2. Principle of book-keeping evidence on family husbandry

Book-keeping is the essential part of accounting, because it represents base for all
parts of accounting as a unit. Through book-keeping evidence, chronologically and
systematically are noted all business changes done by one economy entity. By book-keeping
evidence motion is followed and state of entity’s assets declared, as by its structure, as by
liabilities too. Conditions certain assets’ part and liabilities are, is shown in balance sheet.
However, it is necessary, by book-keeping, to systematically monitor all changes that occurred
in certain period, to record the time they occurred as to show their mutual dependency, beside
showing mere state of assets and liabilities. So beside balance sheet an array of other documents
is used in book keeping. Content and methodology of book keeping is legislated for the most of
economy entities. Book keeping regulations have changed in time and still are, but bottom line
remains — consolidation of business results of entities. A specific of agriculture is that business
results for entity (husbandry, company, etc.) are not consolidated for whole, but also for parts as
for example production lines.

In countries with developed agriculture, tracking and analysis of family husbandries
business results is already well known process. For example in Germany principles of
systematic book keeping in agriculture are established in late XVIII century, and in middle XIX
century book keeping records were mandatory. Costs of book keeping partly were on
husbandry’s hand, and part was financed by state. Nowadays in Germany is used double entry
book keeping. This process was implemented in France and Italy during the thirties of XX
century. In France, as in Switzerland, is mostly used Laur’s methodological practice of simple
book keeping. On agricultural husbandries of Netherlands book keeping was established at
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fifties of previous century, and competent help is given by Agricultural economic institute from
Hague. According to EU concept, book keeping on husbandries should be adjustable to record
all resources and financial effects of husbandry. Though double entry book keeping is more
reliable, because of simplicity, most EU countries have legislated conduction of simple book
keeping on their husbandries.

Economic condition and situation on family husbandries in our country are still
heavily introspected, just because of lack of book keeping evidence. During the period 1961 -
1975., in the project frame, whose carrier was Union of scientifically researching institutions for
agricultural economic, systematically are tracked costs and results of 40 agricultural companies
in former SFRJ. However, because of financial resources absence, it was given up from this
project. Consideration was that this task could be realized through statistical evidence, what was
later shown as wrong and insecure. How our husbandries will be more and more faced with
competition from highly developed countries, book keeping evidence would be needful. That
fact favors not only the improvement of husbandry activities, than upgrade economic power and
competitiveness of agriculture, as important economy branch. By registration of husbandries,
during the transition period, Ministry of agriculture enabled to producers usage of suitable loans
and other financial supports. On that way in specified conditions, some data about number, size
and production orientation of husbandries were become available. But, without book keeping
evidence legislation and obligation, data about husbandries activities and possibility for their
improvement are insufficient. With the support of the Institute for appliance of science in
agriculture and regional units of extension service in the field, team of experts was, during
2003., based on created concept of book keeping evidence, allocated instructions to certain
number of husbandries and traced their activities. By this experiment was shown that exist huge
interest of producers for husbandry business results analysis. According that was gotten some
answers on occurred dilemmas and doubts about further procedure of book keeping evidence as
obligation.

By comparing of agricultural company and husbandry, it should have in mind that in
company exists high rate of work and responsibility distribution, so that book keeper could be
addicted only to this job (he leads more complicated, but more reliable system of double entry
book keeping). How on husbandry, producer by himself, deals with many activities — from
manual production activities, transport activities, material and goods stocking, finance leading,
to sale managing, it should be tried to avoid any negative implication of book keeping as
additional pressure for him. Because of that, in starting phase is recommended establishment of
evidence concept under the principles of simple book keeping. Accounting documents have to
provide with their content detailed analysis, their simplicity have to be adjusted to educative
level of producer, enabling to him rational usage of time. In developed countries occur strategy
of producer’s time respect, so generally, most of activities are happened on his farm holding.
According that, all necessary reproduction material is delivered to his property by arranged
time, delivery dynamic, assortment, quantum, quality, etc. At other side, final products made on
husbandry, buyers usually take from farmyard or from place of production, toward agreed
conditions of selling — quantum, price, quality, etc. This approach of farmer’s obligations
respecting, could be first step in establishment of book keeping evidence on husbandry.

On family husbandry some basic elements have to be arranged, how based on them it

could be realized connection among technical, technological, personnel, organizational,
financial, controlling and other subsystems, as major elements of husbandry. On that way could
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be created possibility for appliance of economy evidence for family farm concept, which
represents suitable combination of simple book keeping and some other parts of operative
evidence. Through this concept fundamental is explanation of form and content of documents
(Table 1. and Table 2.).

Table 1 — Example of form and content of data sheet as formulae for book keeping
evidence of material on family husbandry

Husbandry owner..........cccoeoeeenieiincencnenee, COde et
AAIESS. ..ttt ettt ettt b e

LISTING OF PRODUCTS - MATERIALS

Name of product — material.................... Code....ccoveunnene Unit of measurement...........
Quantum Value
=
g o el 58| ol £ = E
g Code Description é* g_ g é = %
SS9 2| =] S
O
1 2 3 4 5. 6 7 8 9

The model is in form of documents (printed forms), which can be binding or
unbinding, as a card register. These forms are consisted of certain rows and columns within data
are inscribed, i.e. some changes are booked. Content of the document is, in fact, husbandry's
identification card/personal map. In its upper part are data for identification of husbandry —
surname and name of the owner, telephone, fax, e-mail and code of husbandry, under which are
registered underlined data in common base of registered husbandries. In second part of the
document are tabular registered data of arisen change — date of change creation, description,
entry, outcome and status (physical and by value). This content should provide creation of
balance sheet, calculation of husbandry's business results and secondary calculations for all
production lines from producing program. It is necessary to group data in related groups, in
order to ensure their systematization according to the forms. In accordance to proposal and
practical data of experts, who tracked evidence experimentally on several husbandries during
2003., there have been suggested 13 basic forms, consisted of: listing of product — material;
listing of services; listing of utilization of own agricultural mechanization and equipment; labor
list; listing of livestock; listing of business claims and debts; listing of common costs; listing of
investment costs; list of incomes and expenditures; registration of facilities, agricultural
technique and perennial plantations; registration of livestock; registration of stocks (materials,
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products and ongoing production). However, it should be underlined that systematization of
those forms is only proposal, which was done for research needs. If this process is going to be
realized as an obligation, suggested systematization could be corrected, based on practical facts.
Preferable husbandry model in this paper was oriented on livestock breeding production,
therefore were given only specific evidence lists for such a type of husbandry.

Table 2 - Example of form and content of data sheet as formulae for book keeping
evidence of livestock on family husbandry

Husbandry owner..........cccoecvevevienienieieeenen. Code...ceiiiiiiiieee

AAICSS ... et aeeenns

Phone.......cooooovviiiiiieeiieeeee FaX..oooooooieeeee. E-mail........ccc.oooeviiii .
LISTING OF LIVESTOCK

State

(@)
ad |2
=
e}
o

Date

Code Description

Number of
heads
(kg)
S| Value (RSD)
Number of
heads
Number of
days
Number of
feeding days

Mass of he

._.
)
hed
I
w
~
o0

[~
~
MO
o0

—

These forms can fulfill each member of husbandry, after consultations with certain
competent person from agricultural extension service. Because of limited space in paper work,
calculating procedure of some business changes booking were not presented. Process of book
keeping on husbandries could be shortly described through 5 phases. First phase is registration
of assets (active). In firs year of book keeping establishment, on the beginning of business year
registration of whole assets could be done, parallel with estimation of their value. Data are
entered in suitable registration lists. During the year business changes are written in book
keeping forms. At the end of year, registration of assets is done again. Their value is estimated
once more and compared with value from the beginning of the year. If process of book keeping
is continued from year to year, than registration at the end of year is enough. Registered state of
assets on the end of current year, at same time is the state of assets on the beginning of next
year.

Second phase is considered on opening of book keeping documents. This phase is
based partly on data of registered assets, and partly includes appearances which are happened
during the business year. Third phase is data entering into the forms. Data entering talks a lot,
about static and dynamic changes. In static data entry is introspected daily state cut, while
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dynamic data entry shows chronology of changes. Fourth phase include closing of book keeping
documents. Process of some documents closing needs wider clarification by content and
quantum of each form. It is important to notice, that during the document closing, basic rule of
balanced ratio entry = outcome + stocks at the end of year has to be obeyed. It should be
underlined that entry considers stock at the beginning of the year and all state changes during
the observed year, which are accomplished from its own production, than from purchasing, or
by some other changes which contribute to its increment.

Table 3 — List of codes for name of products (first symbol of code)

Code Name Code Name
4. Oat L ] s
.................................................... 93 Cow milk
7. Corn 94 Live weight gain of calf
8. Corn stalks 95 Live weight gain of calf

Fifth phase is consisting of data coding. Each form has column for code
entering. Symbols for code writing are classified in five groups, so every one of them is
separately put in given sub column. First code symbol represents products’ or inputs’
name, which is marked with order number in adequate list (Table 3). Second symbol
talks about product or input purpose (Table 4., e.g., directly for the specified production
line, or for usage of some machine, or for general costs, etc.).

Table 4 — List of codes of products usage (second symbol of code)

Code Name Code Name
79. Milk and calves | i | e
80. Springer cow 143. Soft cheese
87. Cattle breeding 150. Services of rural tourism

Third symbol underlines character of the product (for example, for maize, grain — G,
seed — S, or fodder — F). Fourth symbol relate to year of investment: current — T, or next — N.
Fifth symbol marks place of product, or input, in secondary calculation, or out of it. (Table 5.).
Considering that code entering is done by numbers and alphabetic letters, it is important to
introspect in which sub column some letter or number is written. Review of code symbols
represents procedure in code defining in some above noticed forms. But, for book keeping on
the husbandries as obligation, unique system applicable on all entities in the frame of referent
service, or competent body, should be created. By book keeping record, besides declaration of
state and assets, should be systematically follow all changes arisen in certain period, than to
register time when they arisen, as to declare their mutual dependence.

Based on evidence from the forms and arisen changes, at the end of business year
annual financial statement of husbandry is created, according which will be determined is the
assets value increased or decreased, what is the main question of the owner. Also, towards the
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results estimation, owners can clearly have introspection in ratio of cash in-flow and out-flow
during the business year. Specificity and complication of analyze procedure in agriculture in
compare with other activities is in discordance of production cycles with business year. On
family farm additional complication could be demarcation of inputs-outputs related with
cohesion household-husbandry.

Table 5 — List of codes about product place (fifth symbol of code)

Code | Name Code | Name
a) in secondary calculation b) out calculation
1. Main product 16. Stock at the beginning of year
2. Secondary product 17. Purchased
........... 18. Natural production
7. Usage of own tractor | e | e
....................................................... 29 Stock at the end of year

Besides this specificities, in our practice are found other problems too, especially in
live stock breeding production. For example there are cases that business partner — trader, export
representative, slaughter house, etc., is obligated by the contract to ensure to the producer young
heads for fattening, concentrate food, veterinary services, etc. In that case, it is necessary to
adjust all book keeping documents (forms) to the way of business. Similar problem is appeared
during the natural exchange of husbandry products for the reproduction material which is
purchased on market (case of exchange between inputs which are offered by the state branch
office and redemption of final — raw natural goods). In that case, for the book keeping, natural
parities of input — output products should be exchanged on value term.

Conclusion

Introducing of book keeping on family husbandries, before all, it should be in service
of improvement of husbandries for themselves. However, many data and information, which
would be gotten on the basis of this evidence, would have wider importance during the period
of transition of our agriculture and total economy. That will be contributed to the improvement
of our agrarian policy, rising the quality of scientific and competent work, inspiring a
motivation for better organized extension service, facilitation of rural areas, than stimulate
development of other activities and upgrade agriculture competitiveness.

Process of book keeping establishment should be based on principle of owner
willingness and gradual dissemination on new husbandries. Accounting system should be
simple and acceptable for producers. Parallel with its settlement, education and awareness, that
this is not a tax instrument for husbandries should be developed. In all phases of data using,
producer has to be assured that the data are confidential, and that all analyses will be announced
under code. Objective insight into business results of family farms is good base for creation of
social policy for revitalization and development of Serbian villages. Such like this evidence
should have ecological dimension too, because by it we will have better picture of expenditure
of synthetically-chemical substances in agriculture, so that could initiate some new projects and
ideas connected with environmental protection.
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THE IMPROVEMENT OF SCIENTIFIC-TECHNOLOGICAL

PROGRESS WITHIN CONDITIONS OF TRANSITION IN SERBIA
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Abstract

The position of a country within modern international division of work is determined
on the basis of utilisation of the latest achievements of science and technology at its
economy. This is the time when scientific-technological development, more than ever,
becomes the paradigm of reputation and prestige of some socio-economic community.
The essence of technological progress is optimal use of the production factor.
Competitivness of a company and a country, as a whole, can be attained only in this way.
In order to obtain a corrersponding basis for scientific technological progress, there have
been provided adequate measures for improvement of scientific research basis in our
country. On the basis of experience at utilisation of programmes for financing of
innovation processes at OECD countries, utilisation of the most adequate instruments in
Serbia is recommended and this is: grants for early stage of commertialisation and
entrepreneurship capital for later stage. The possibilities for adjusting of these
instruments are different at conditions characteristic for many countries including the
countries of our region.

Key words: Technological progress, research and development, education, transition
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KacHujy ¢asy. Pasauquitie cy moZyhHocitiu 3a a0ailiiuparbe 08UX UHCIUPYMeHAailla
¥V yCA08UMA KAPAKIUEPUCTUUMHUM 30 MHOZE 3eM/be, UA U 30 3eMbE HAULEZ PEeUOHAL.

Kwyune peuu: itiexHoaouku ipozpec, UCIpaXcusarse U paseoj, 0opazosarse,
wpan3uyuja

1. Introduction

Technological progress is the most dynamic factor of any economic development.
Along with improvement of existing and creation of new technologies, it contributes to
improvement of existing products and creation of new ones and hence leads to improvement of
an organisation as a whole. The level of technological progress of a country influences the level
of social and economic development. The choice of ways and methods of carrying out the aims
of technological development is the question of a company strategy. In this meaning, the
organisation can decide upon independent technological development for purchassing of ready
made technological know- how by means of technology transfer or by combination of
purchased and own technological know-how. Regardless the organisation’s strategical option of
its technological development, research and development present the skelton of their
technological development. The speed of development of scientific-technological progress
depends on the scale of engagement of science, knowledge and skills of people, that indicates
the relation between scientific-technological progress and education system. Besides, there are
also corresponding financial instruments intended for stimulating and supporting of
development and commertialisation of innovations. In this meaning, basic financial instruments
are distinguished and also those intended for ECA region proposed by the World bank. In many
countries of the previous USSR (Russia, Ukraina, Kazagstan) and their satelittes as well as in
the republics of previous Socialist Federal Republic of Yugoslavia (Serbia, Croatia), the
succession of research and human capital provides stimulation for revitalisation of their research
capacities and scientific progress.

2. The scientific-research activity in Serbia

The basic tool of a society development for sure belongs to development and
utilization of science. Today its influence is obviously unavoidable, then it could be considered
to be a scientific-technological progress. The changes in scientific knowledge bring to radical,
revolutionary changes in a way of industrial manufacturing. The scientific-technological
progress includes improvement of existing and creating the new technologies, finalizing the
existing , and creating new products and improvements of organization and leadership.

The most important component of science is research. It represents the utilization of
human intelligence and experience in organized and systemized scientific way of solving
problems. The research usually involves systematical utilization of human common sense on
studying the problems whose solution has not been known so far; planned search or critical
examination in due of finding the new knowledge so that it could be useful. The scientific
research is different from other kinds of research because the problematics of its work is within
limits of the law of reasonable logics and common sense. Without self development in areas of
technical and bio-technical science, but also in areas of mathematical and medical science, the
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country becomes endangered to become completely technically and technologically dependent
of the most developed countries. '

Scientific-research and research-development activity represent very important base
of technological and completely social - economical development of one country. By following
the movement of indicators of development of this area, the development base of an economy
and its economic subjects can be seen.

The position of science in Serbia is still not on a satisfactory level because its still
based on individual enthusiasm. The strategy for technological development of the Republic of
Serbia must anticipate the ways of opening towards the world and values of the worlds science
and technology.

According to the research done by professor Tibor Sabo, the basic quantitative
indicators of development of scientific production in Serbia are shown on figures ( 1,211 3)
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Figure 1. Review of number of published papers in Serbia within the period of time
from 2000 to 2008.

By analyzing figure 1 according to the number of published papers in WOS-Y (World
Organization Students — Young) in Serbia for the period of time from 2000 till august 2008,
increase of number of all published papers can be seen as well as a certain increase of published
scientific works. The number of all published papers increased in the year 2007 by 2.4 times
comparing to the year 2000, while the number of scientific works increased 2.18 times. If we
take a look at the year 2000, the participation of scientific works in all works in Serbia was
84.8%, while in the year 2007 the participation of scientific works related to others was
decreasing to 72.11%, which indicates a lack of investments in knowledge production through
research and development.

" http://www.scribd.com/doc/8320742/Upravljanje-i-Razvoj#
2 http://www.nauka.gov.rs/cir/images/stories/vesti/08-12-26/strategija.pdf
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According to the view of the figure 2, it can be concluded that the number of
published papers in WOS-Y, Serbia has had growing tendency, comparing the countries from
the same region. In the year 2004, Serbia was third, right behind Slovenia and Croatia, in front
of Macedonia, Bosnia and Hercegovinia, and Bulgaria. In the next year and in 2006 as well kept
the same position, so that in the yeat 2007 overtakes the first position comparing the regional
countries. This indicates on stronger activity of Serbia within scientific work publishing area,
and this trend was in progress during the first eight months of the year 2008.

The total number of papers in Wos-y

average2000-2003 2004 2005 2006 2007 unitil 25. 8. 2008.

‘ @ Serbia O Slovenia m Croatia 0 Macedonia oB&H @ Bulgaria ‘

Origin: National Council for scientific and technological development
Figure 2. Review of total number of scientific works published in Serbia and
surrounding countries

3000~

The total number of scientific papers

average2000-2003 2004 2005 2006 2007 unitil 25. 8. 2008.

‘ @ Serbia m Slovenia 0O Croatia O Macedonia mB&H @ Bulgaria ‘
Origin: National Council for scientific and technological development
Figure 3. Review of total number of scientific research works published in Serbia and
surrounding countries
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By analyzing figure 3, it can be concluded that according to the numbers of published
scientific papers, Serbia holds third place in years 2004, 2005 and 2006. From the previous figure
it is obvious that Serbia held the first position in the year 2007 by entire number of published
papers, that is not the case with scientific works. According to the number of published scientific
research works in the year 2007, Serbia is on the third place, that means that the scientific research
was not enough encouraged, and that extra effort should be applied in development of scientific
research work. If first eight months of the year 2008 are considered, it can be concluded that Serbia
is on the second place by the number of published scientific papers, that indicates an improvement
of scientific-research activities. Even with this improvement within the first eight months in 2008,
Serbia is still behind by number of scientific research works, comparing developed countries of the
region.

According to this type of indicators, it can be concluded that the entire situation in Serbia
in the last few years has had dramatical impact on developing and researching capacities in the
country. In such conditions young people stop to be interested in research activities, and turn
themself to service activities. The most wanted activity of their interest is business management.
To improve the situation it is necessarry to find out the reasons for such indicators and to take
adequate measures so that Serbia gets better results within research-development areas.

3. Knowledge as a factor of Serbian development

Modem trends of development at the countries of market economies indicated that the
education and creating human resources, when new technologies asre concerned, are on the top of
national priorities of the social, economic and technological progress.

Faced with constant changes and unpredictable business environment, a large number of
organizations in the world realize that their largest capital is not their facilities or their money in the
bank, but the knowledge that their employees posses. When the leading people of companies
realize and accept this fact, its only natural to change the way of looking at the organization,
management, resources, business models, being tidy, corporative culture or the leadership. The
need for technological knowledge is growing, which, all together with possibilities offered by
modern information technology, (so that knowledge is “stored”, but available at any time) produce
the knowledge management into one of very “hot” topics of the modern business world.’

The educational structure of the population in the Republic of Serbia is very
inconvenient, which directly endangers development of Serbia, considering the fact that more of
one fifth of the population older than 15 , do not have completed elementary education, and almost
half of the population do not have the trade qualification.. The offer of the present educational
system in Serbia is full of disadvantages. A significant part of the population still stays uninvolved
in the educational system, which especially refers to high percent of children from socially delicate
groups, as well as rural population, where exists a strong urge for adult education. Also, the ratio
between general and professional education at secondary schools is very unfavourable for the
general one whose part should be increased from present 26% to at least 40 %. In the system of
academic education in Serbia there is a relative large number of young people that attend
university studies, or they have passed through a stage of academic studies. However there is a
relatively small number of people who complete academic studies in time that is relatively

3 http://www.plark.net
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acceptable and useful for the society (8-10% of all enrolled). The result of this situation is low
education level within the society, high percentage of children leaving schools at all stages of
education, and large number of educated people leaving the country. The Educational politics in
Serbia is not clearly enough directed on creating of human resources, and it dose not reflect the
goals of Lisabone strategy set up for the year 2010. Setting aside funds for educational needs in
Serbia, in the year 2008, amounted only 3.3% of the Gross national product, while in countries of
OECD this amount is recommended to be 6-8%. According to this fact, we can conclude that
education in the Republic of Serbia is not financially supported enough’.

4. Proposal of measures for promoting research-developing activities

According to the given indicators presented in the analysis of research-developing
activities situation in Serbia, it can be concluded that the entire situation in last few years has
influenced the developing and researching capacity in the country. Relatively small amounts set
aside for research and development activities, and the brain drain, made the situation even worse
impoverished material and human resources base of scientific research activities in Serbia.The
consequences of very hard transition process, especially the privatization process, point out the fact
that new management in organizations is oriented to profit increase. This brings closing
development-departments and stops cooperation with researching activities. The utilization of
measures for development of technological progress should be the priority for the Government of
the Republic of Serbia and the Ministry of science and technological development, with the aim to
create knowledge through research and development, diffusion of knowledge by education and
utilization of knowledge through innovations.

Considering the present situation of research-development activities, it can be concluded
that economic and entire development of Serbia is going to be based on organized research and
development that should bring to constant technological development in the form of improving the
existing technologies and creating new products, processes and services. To provide the
competitive and improved modern system of research and development, the Republic of Serbia
must do the following tasks: to provide technological revitalization of research units; equalize
private and public research development units during the use of public funds;improve their
international compettivnes and encourage international links and cooperation with eminent foreign
institutes; reduce leaving of the best researchers abroad by special programmes for the most
talented young scientists; install unique informational systems for all scientific- research
organizations, and to improve possibilities for using the information-communication technologies;
to bring the system of e — management. to encourage spreading of the knowledge and sharing
science information as public goods (scientific gatherings and international sharing of
information); to establish (according to needs of Serbian economy ) scientific- technological parks,
incubators and development innovation centres; making connections with Serbian academic
diaspora for the purpose of returning of our scientists to Serbia as well as to make better mobility
of our researchers within the country and abroad. To accomplish something like this, it is
necessarry to increase allocation of funds for science from the present 0,35% to at least 1% from
GNP, which is recommended by EU as a minimal percent that can deliver positive effects on our

* http://www.cep.edu.rs/?2q=node/50
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economic development. This funds should be invested in fundamental, applied and developmental
research.’

So far the law of scientific-researching activities has had limited funds that are intended
for research and development, by determining that users of such funds may only be scientific
research organizations as university faculties and licensed institutes and research-developed units
in the country’s economy. Also on the individual level, the funds for personal payment can be
used only by acknowledged researchers in institutes and the teachers and assistants at universities,
that is persons with doctoral or master of science degrees, as well as persons who work as trainees
at universities, or the students of graduate studies (researcher trainee or assistant trainee). The law
establishes that financing of scientific research organizations is strictly through projects.®

5. The Proposal for measures for improving the educational
system in Serbia

The new economic system and modern structure of economy flows, count on educated
people who are fast learners, who are creative and innovative and change their personal abilities
according to the technological development and global development trends. In due to accomplish
assumptions for a new system of sustainable education, the existing educational system must be
improved as soon as possible. By considering the fact that the reforming process lasts very long, it
looks like its effects could be improved if some other relatively independent activities were
conducted paralelly instead if they were going on one after another. During the process, all these
activities should be synchronized and adjusted to a common model of a new forming system of
academic education in Serbia. According to this, four main categories of activities have been
identified:

1. Education in the process of reforms of academic education should be encouraged and
observed by some independent institution that should be in between of existing
institutions of academic education and the Ministry of education. Regulations that enable
establishing such an institution of the National council for academic education exist in
the New law of the university. By this law, members of the Council, will be chancellors
and vice chancellors of all recognized universities in Serbia, with ten more members
who are named by the Government of the Republic of Serbia.

2. The teaching plans and curriculums of state universities as well as colleges are still based
on traditional division of areas and disciplines, thus they are not actually following the
needs of the society which is going through changes. It is obvious that there are no
reasons for the delay of changes of these curriculums concerning establishing reformed
academic education. On the contrary, every university, faculty, and college should be
encouraged to investigate the possibilities to reform the existing programmes and to
bring the new ones. At some faculties, that are in the stage of establishing collaboration
with institutions from abroad, such processes are already on the way. The experiences
from this type of collaboration can provide significant impulse to the entire reform
process.

3 http://www.odrzivi-razvoj.sr.gov.yu
% Domazet, D. (2002), Politika nau¢no-tehnoloikog razvoja Srbije — verzija 2.3., Beograd,
Ministarstvo za nauku, tehnologiju i razvoj, str. 2 i str. 14
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3. Even the best institutional frames, together with perfectly figured plans and curriculums
will be completely useless unless there is enough sources provided for their
implementation. That way, the reform process is entirely depending on satisfying basic
needs, such as; work conditions, equipment and payments for the employees.

4. Beside the mentioned processes for recovering the system of academic education,
special attention must be given to teachers’ faculties. Considering the fact that they are
supposed to do a great part in this reform process for elementary schools, their activities
must be observed and sinhronized by adequate reform teams.

Further education development in Serbia should be equalized with other goals of
educational development in Europe until the year 2010: increasing of educational and training
quality along with new social requests, based on knowledge and modernization of teaching
process, and studying process; providing easer access to the systems of education and training for
everybody, along with the principles of “studying while living”, faster employment , career
development and active citizens, with equal chances and social cohesion. By opening of education
and training towards the wide world, in the light of faster work connection with society, by giving
the answer to the challenges which are product of globalization.”

Investment in the sector of knowledge should be the top priority of the Republic of
Serbia. This way, adequate solid base of education can be provided in conditions of transition.

6. Financial instruments for encouraging technological development of transitional
countries

To improve technological process in Serbia , the World bank suggests actions which are
aiming to offer solutions for creating politics in due to increase and keep the productivity and its
growth, by doing this, they are creating good environment for usage of economy knowledge,
maintaining and learning the innovations. The goal of financial instruments recommended in the
Study is to encourage IR in companies, and push-up the cooperation between the companies,
universities and research institutes in implementation of innovated projects. By using the
experience in interventions within OECD countries, the basic models of financial instruments that
were used in OECD countries have been considered , including subventions , lans, encourage tax,
and subvention purchase, and described recommended instruments for ECA region, including the
IR subventions (mini-subventions, adjusted subventions, and the contractors capital) which could
be used in our country as well . Basic models of instruments for encouragement of research and
development are:

Subventions — one form of subventions are grants (non-returnable help), which demand
one part of adequate investments from the grant beneficiary. Grants have two clear advantages
over the loans for improvement of innovation. First, supplying the finances through adequate grant
reduces the contractors risk ,which is the biggest obstacle in securing the encouragement to the
innovators to lean towards commercial use. In the case of technological or commercial failure the
loss for the contractors is limited to their own adequate investment, and they don’t have to return
the grant. Second, IR and innovating activities demand high direct investments that may generate
positive flow of cash on non-predictable level at some point in the future.

Loans —can be important part in the future stages of innovational process, when the risk
for contractor reduces, with greater chances for success and reduces the distance from the market.

7 http://Ban.junis.ni.ac.yu/prilozi_reforma/l Reform_strategy cond.pdf
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Stimulation taxes- are wide spread, especially in Europe, for basic encouragement of IR
investments through wide spectrum of companies. Altogether, stimulation taxes encourage
investors or companies to invest in IR or new companies trough tax credits and lower tax rates.
Stimulation taxes can appear in few forms: (1) direct tax loans for investment, (2) reduction of
profit taxes or tax rate on investments, and (3) tax loans for neutralization of loss from the
investments in small and middle size companies. Stimulation taxes are generally neutral - they are
used in all suitable companies and from the same reason they are supporting one of the main
principles of designing the instruments. Nevertheless, in USA, the study of Hall and Van Reenen,
(1999) indicates that one dollar of tax deduction for IR is stimulating one dollar in extra IR.

Subvention supplies — are variations of direct programme grants which is partly on
government’s budget for research and it is reserved for the small innovative companies. This type
of program is most sufficient in large economies with significant sponsorship from the
government, whose budgets are dedicated for commercial pointed research.Based on the
experiences of developed countries, and having in mind that financial resorts are needed from the
initiative idea to commercialization , as a stimulus for the improvement of technological progress
in the ECE region and Serbia regardless that is in transition , it is essential to use these instruments
in practical work: mini grants; adequate donations; and VC support.

Mini grants represent the first stage of financing and turning to commercialization of
given innovation. The purpose of a mini grants program is double: (1) to stimulate involving of
contractor enterprises, and activities in innovation field by supplying mini grants for help of
potential contractors , by taking their existing ideas, and determining if those ideas can be included
in commercial investments, (2) to help scientists and entrepreneurs who have limited experience in
making successful companies by giving them technical support and consulting services that can
help them to make concept in business function that may be needed to take their products to
market. Mini grants are small grants designed to give support to identified commercially good
ideas and science work.

Matching grants - Program of adequate grants is functioning by encouraging share
risks with companies and orienting selection process toward IR programs which are suitable for
generating of innovations that could be commercialized. Qualified companies or consortiums of
academic institutes, will apply for grants for certain IR projects which are observed by the
independent research department. If granted, the candidates get grant of 50%-70% of state IR
budget for some projects. Successful projects (the ones that lead to sale) will be obliged to return
grant, as a honorary from income, according to the amount of grant in dollars. Sharing the risk
with company represents a relief, regardless negative consecventions® choosing the winner” by the
public sector party.

Support of entrepreneur’s capital Entrepreneur’s capital is directed to projects which
passed the early stagee; this project could be supported but do not have to be supported by the
grant program to reach the stage where they are good enough to be interesting for entrepreneur’s
capital. For reaching the high commercial returns ,which are expected by the investors they are
searching for the companies that successfully developed innovation, proven its technical ability
and founded possible commercial use and market. At this point, entrepreneur’s capital provides
fund for spreading the manufacture , market development, and consumers base, and play main
part in support of next stage of commercialization.®

¥ http://www.worldbank.org/eca

128 EKOHOMUKA



To be able to conduct suggested measures, it is needed for Serbia to make adequate innovation

system. This system should include adequate institutions ( universities, research institutes),
instruments, (state financial support) and encouraging the rights on intellectual possession, and
strong market competition. This is the only way for Serbia to provide secure base for improving the
science —technological progress, and to create opportunity for fast way of getting out of the
transition process.

7. Conclusion

Science — technological progress demands utilization of new knowledge in business
organizing, and technical and technological inovations, new techniques and technologies,
inventing and involving new products, new ways of organization and managing the factories. The
research-developing activities must be maintained. The entire development of the Republic of
Serbia must be based on research and development of innovation activities, this way we must
build in the measures that are used in countries of OECD. On this foundation are developed the
instruments for ECA region like this: mini grants, matching grants and entrepreneur’s capital.

The previous socialist countries, with Serbia among them, have had long tradition of
learning and researching ,but the commercial results were week. Then again this background
creates a hope that basic research and commercial innovations could be reconstructed, refined and
improved enabling the countries in transition to develop the economy based on knowledge, to
create innovations and technologies easier than countries without that kind of foundation.
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ADVANTAGES OF HEALTH TOURISM IN SPAS AND CLIMATIC
LOCALITIES OF KOLUBARA DISTRICT AND ISTRIA COUNTY ON
ASPECT OF POTENTIAL TOURIST DEMAND'S TRANSITIONAL
CHANGES

Abstract

The condition of modern tourist market leads to increased diversification of contents
and services demand, but also to creation of groundwork for certain selective forms of
tourism development on specific areas within a country. Modern trends in tourism show
an aptitude that each indivudual looks for some specific location, with particular contents
and features, subordinated and adjusted to him. Therefore is inevitable to follow the
changes in selective forms of tourism, in order to create adequate modern tourist
surrounding. The selective forms of tourism have a power to turn particular destination
into a centre of tourist supply of some region or country. It is achieved by careful
monitoring and determination of development-tourist contents that are offered. Thus, the
transitional changes in tourist demand and on tourist market require fast changes and
replies to tourists' new requirements. It refers to all forms of tourism and tourist supply of
every country, which aspires, even a little bit, to engage seriously in tourism as an
economic activity.

Key words: natural potentials, spa tourism, climatic sanatoriums, new aspects of
demand, tracking the changes on tourist market.

INPEJHOCTU 3JPABCTBEHOI' TYPU3MA Y BAIbAMA U

KIIMMATCKUM MECTHUMA KOJIYBAPCKOI' OKPYTI'A 1 UCTAPCKE

130

KYITAHUJE CA ACIIEKTA TPAH3ULITMOHUX ITPOMEHA
HNOTEHHUJAJIHE TYPUCTHUYKE TPAXKIHE

AmncrTpakTt

Crame Ha CaBpEMEHOM TYPUCTHUKOM TPXKUIUTY BOOM Yy cMepy cBe Behe
JwMBepcudUKalyje MOHy/e caapkaja W yCiIyra, ajld W CTBapara IMOJUIOre 3a pasBoj
onpelheHnx CeNeKTHBHUX OOJNMKa TypH3Ma Ha IIOjeIMHAM IOApYYjUMa YHyTap jeiHe
nprkaBe. CaBpeMEHH TPEHJIOBH Y Typu3My MOKa3yjy CKJIOHOCT Jia CBAaKH I10je/IHaI]
TPaXH MOCEOHO MECTO, ca MOCCOHMM caapikajuMa U ocoOMHaMa Koju he OUTH HheMy
nprarofene u noxpehere. 300r Tora je BpiIo OMTHO MPATHTH MPOMEHE Y CEICKTUBHIM
o0immupMa TypusMa Kako OM ce MOIVIO CTBOPHTH a/IeKBaTHO CaBPEMEHO TYPHCTHYKO
okpyxkeme. CeNeKTHBHH OONMIM Typu3Ma WMajy CHary nma mperBope oxapeheHy
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JECTUHAIM])y y LEHTap TypUCTHUKe IHOHynae ozapeheHe permje wm 3emsbe. To ce
TIOCTIDKE TTAXKJBIBUM TipahemeM 1 ofjpejiBambeM Pa3BOjHO TYPHCTHUKHX Capikaja Koju
ce Hyne. Jlakie, TpaH3WIMOHE NMPOMEHE Y TYPHUCTUYKO] TPAKEM M HA TYPHCTHIKOM
TPIKHILTY 3aXTeBajy Op3e NPOMEHe U OATOBOPE Ha HOBE 3aXTeBE TypHcTa. To ce 0OqHOCH
Ha CBE BHIOBE U O0JIMKE TypU3Ma U TypUCTHYKE ITOHY/IE CBAKE 3eMJbE KOja U MaJlo TEKH
030MIJPHOM 0aBIbEEGY TYPU3MOM Kao TIPUBPEIHOM JIeJIaTHOMINY.

Kwyune peuu: npupoaHA NOTEHIMjATN, OACKH TYpH3aM, KJIMMaTCcKa
JICUMJINITA, HOBU BU/IOBH TPAXKE-E, Ipahere MPOMEHa Ha TYPUCTHIKOM TPIKHUIITY

Introduction

Serbia and Croatia have great, but unfortunatelly insufficiently used potential in the field
of health-sanatorium tourism. Natural, healing conditions are used modestly, primarily for
therapeutical and rehabilitational purposes, while those promotionally-preventive, essential for
health tourism, stay unused.

The combination of medicine and tourism is relatively new tourism type, which
records high rates of growth. This growing trend is going to continue, while on its slowdown
can only influence the lack of capacities. According to UNWTO data (UN's world tourist
organization), 2,5% of all international travels refer to health tourism, and there is anticipated
that this number will amount more than 40 million travels annually, until 2010. According to
McKinsey & Company Ltd., the assessments of market growth is around 15% annually, and
expected income from health tourism in next two years has been evaluated on more than 100
milliard dollars.

In this segment of tourist supply, Serbia offers around 12000 rooms and over 27000
beds in 13 spa centres, while Croatia offers 6000 beds in 18 sanatoriums. In accordance to
disposable statistical data of RSO, there has been perceptible that on Mionica municipality area,
as well as in Vrujci Spa, the number of tourist keeps increasing. In period 2000-2007, total
number of tourists has been increased even for 58%, where domestic tourists had realized more
visits for 55,2% and foreign visitors for 11,2%. The overnights stay number did not follow this
dynamic, so we had here decrement in total number of tourists for approximately 13%
(domestic tourists for 15%). Only foreign tourists increase number of overnights stay for almost
76%. Such movement dynamic of tourist turnover has influenced also on average number of
overnights stays, like as on average number of stays in this region.

In Croatia, number of tourists and overnight stays keeps growing. In 2007, according
to RSO, the sanatoriums visit 38.904 tourists or 41% more than last year, which means
realization of 278.397 overnight stays, or 32% more than in previous year. From total number
of tourists in 2007, 18.680 (or 48% out of total number of tourists) were foreign tourists, and
realized 120.296 overnight stays or 38% more than in same period last years. In the same time,
number of domestic tourists was 20.224 or 42% more than in last year (158.101 overnight stays
or 28% more than in same period last year).

There is an obvious difference in turnover structure in Vrujci Spa and Istrian Toplice
and significant participation of foreign tourists in both locations. In previous development, as
well as in evaluations of health tourism future development both in Serbia and Croatia, the
main potentials and supporters are diversity of natural wealth, ecological space qualities, healing
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water, sea, beneficial climate and healthy food, which were comparative advantages in
developing new tourist product — wellness tourism.

1. Basic developmental courses of spa tourism in Serbia

World trends on tourist markets indicate further development of health tourism mostly
for changes in life style. Serbia disposes with over 50 health-sanatorium destinations, like as
undeniable quality of thermal waters their supply is based on, which furthermore points out to
great developmental potential of Serbia in the future. Although health tourism product can be
split on two market segments, i.e. health and wellness, following the examples, not only in
countries with developed spa/wellness product, but also usual categorization of international
association for health tourism, Serbian product of health tourism should be divided in next
categories: 1. Destination spa, except classical offer, includes all fitness and wellness
components, where the visitor has a right to choose a program that suits him the most. Along
with classical hotel accomodation, here is present also demand for private accomodation. 2.
Medical spa represents a category which has the most potentials for growth and implies all
services with health and wellness components in ambience which integrates classical and
special treatments and therapies. 3. Mineral spring spa is a segment of health tourism based on
offer of natural, mineral and thermal water, i.e. the offer of various hydrotherapeutical
treatments. This segment in Serbian supply has relatively good status and potential of quick
positioning in world spa supply. 4. Resort /hotel Spa is today one of the most popular form of
demand, but also ambition of companies or individuals to increase own profitability. Health
tourism in Serbia, until now, has not been oriented to quality and therefore is not able to satisfy
high quality standards and requirements of eligible international market. The best development
potential of Serbian health tourism product is in its dominant direction toward healing and
rehabilitation, considering that international demand for specialized health treatments is
increasing. Nevertheless, parallel with this form of demand, increases also the luxury element,
which is limitation factor for Serbian spa supply. For this reason should make selection of
markets on which the existing supply could place. Serbia can, in a short term, to orient to
accelerated development and commercialization of products Medical spa and Mineral spring
spa, starting from comparative prices and high quality services.

Health-sanatorium centres in Serbia, as we already mentioned, are abound with
springs of thermo-mineral water, and hotels, along with traditional programs, more and more
innovate wellness supply and antistress programs, massages, aroma-therapies, fitness trainings
and similar. These programs should be significantly refreshed through financial investments,
especially in qualitative accomodation and equipment for recreation and rehabilitation.

2. The concept and significance of health tourism in Croatia

Organization of stay and methods of program conducting of health tourism in Croatia
are numerous, but two the most common dissociate: stationary form of health tourism,
exclusively conducted in health institutions, and poli-clinical form of health tourism,
characterized by accomodation in catering-tourist objects, with appliance of medical services in
health institutions. Stimulated by supply and demand law, the health tourism has exit the startup
frames and now implicates more and more various services, such as massage centres, health
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centres and clubs, fitness, sea therapies, diet therapies, psycho-therapies, antistress therapies,
beauty treatments, detoxication treatments, sport, recreation, health linked education, relaxation
technics etc. So was created a term of wellness tourism, which represents a set of procedures for
reaching body and spiritual balance, and conducts in specially designed tourist-catering objects.

The modemn way of life is a cause of many diseases and sick conditions of human
organism. A man today keeps running away from nature, by living and working in incompatible
conditions and spaces. He limits the nature's favourable effect on health and eventual disesases
by not staying in it. The vacations are opportunity for staying in nature and adrifting to its
beneficial influence.

In health tourism is used favourable effects of climate, sun radiance, thermomineral
water, lakes, seas, algaes, peloids (sea and fresh-water), sand and naphtalene. The reasons for
connecting the health, diseases and tourism we can find in a fact that the tourists are healthy,
sick, all ages, various professions, occupations and apprehesions. Unfortunately, except in rare
cases, natural healing efficiencies is still used in tourism freely, without any professional
supervision and on the user's own responsibility.

3. Incidence of health tourism in Kolubara District and Istria County

The health tourism offers very diverse supply both in spa and sea (wave-therapeutical)
sanatoriums. The supply of health tourism is based on natural healing factors, which are the
connection of various forms of medical, preventive and wellness programs, adjusted to needs of
specific tourists groups.

3.1. Supply of health tourism in Kolubara District and Istria County

In Vrujei Spa, which commencements are related to settlement Popadi¢ (where are
thermo-mineral spings and healing mineral mud) have been largely built accomodation facilities
in function of new concept of spa centre, which would have a rich non-pension contents, along
with healing function. In Vrujci exists one camping unit, necessary adapted by following
infrastructure, which would improve the quality of tourist service. Among three already opened
pools, in the plan is construction of five luxury hotels with 4 and 5 stars and 1.300 beds. The
wellness centre has been characterized by clear and thermal water without any smell, and will
be designed for diseases of degenerative rheumatism, post-rheumatic conditions, diabetes
patients, patients with hyper-tension, digestive system problems and gynaecological problems.
Except water, there are disposable also baths and mud based on sulphur and carbon-dioxide,
which penetrate directly in skin pores. Natural abilities of water are remarkable and it achieves
a temperature of 28 degrees C. The investors expect that these big and various investments in
contents of stay and supply of this centre will justify soon. The policy of tourist demand must be
a base for construction and adaptation of such objects and, generally, total tourist destination.

Except the most popular spa in this region, Vrujci Spa, there is other springs of healing
water, such as e.g. Lepenica Spa in village Mionica. Here are the springs of healing sulphur
thermal water. However, there is none significant tourist object on this locality, which would
suit to tourism needs. Such spa would surely contribute to opening of new working places,
economy revival, strengthening the catering industry and, generally, whole tertiary sector. It
would significantly contribute to strengthening of Mionica image, as a tourist destination, with
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accentuated health tourism. One of important principles of tourism is that it is as much efficient,

as it is invested in it.

Table 1. Supply of health services in Kolubara District and Istria County

Kolubara District

Istria County

Name: Vrujci Spa

Healing characteristics: Calcium-magnesium water with
temperature of 28°C. Thermal waters carry out from the
depth the most refined mud, rich in mineral and radioactive
matters and place it down in the spring vicinity and by the
river Toplica, which flows through the spa. In this way, for
thousand years, the land has been moistured and the layers
of healing mud, i.e. humus, have been made. The body or
other parts coat with mud. It is used in more or less
dissected condition and as a bath. It is rarely used for
applying on the skin, with simultaneous tanning, which is
the original folk method. Department for Balneo-
climatology in the Institute for Physiology of Medical
Faculty — University of Belgrade, gave the opinion on 9"
May 1994, according to water analysis on main borehole,
that it can be used as additional mean in healing all types of
joint and extra-joint rheumatism, out of exacerbation phase;
rehabilitation condition of post-traumatic and post-surgical
conditions of locomotive system rehabilitation of
sportsmen, with injuries requiring prolonged rehabilitation
period; chronic gynaecological diseases, than various
diseases followed by neurasthenia, anxiety or mild forms
of psychosomatic, or professional neurosis. After water
analysis on tap, the departments gave the opinion that it can
be used for drinking, as additional therapeutical mean in
healing urinary infections, nephro-lythiasis and urethra-
lythiasis, as well as chronic diseases of stomach and
duodenum.

Name: Spring of healing water St.Stjepan, Livade
Healing characteristics: highly-sulphuric, optimally
radioactiv and thermal water, full of minerals (13 types),
for which has been scientifically and practically proved
that hasten healing of chronic rheumatic diseases,
dermatological diseases, diseases of upper respiratory
system, gynaecological diseases and post-operational
rehabilitation.

Name: Climatic location Divcibare: has mild and pleasant
climate, average annual temperature of 18°C, with warmer
autumn than spring. For its good geographic position, air
mass from Mediterranean space reaches Divcibare and
meets the air mass from Carpathians mountains and
Panonian depression, what causes creation of iodine in the
air. Div¢ibare has 289 days without wind, 126 days with
rainfall, and full 4 months of winter under snow. In 1963,
Div¢ibare had been proclaimed for ,,Climatic sanatorium®,
by Balneoclimatological Institute of Serbia, in Belgrade.
There can be healed: bronchial asthma diseases, chronic
bronchitis, diseases with neuro-vegetative disorders,
convalescents, pneumonia...

Name: Climatic-sea sanatorium Rovinj

Healing characteristics: healing the scrofulous and
rachitic children, bone-jointed tuberculosis, and helps in
orthopaedics and rehabilitations of patients.

Sources: The authors

3.2. Supply of health tourism in Istria County

The tourist tradition of Istrian region is old around 150 years. Along with favourable
climate and favourable geographic position, it is pervaded by beautiful coastal area in Istria and
mountain regions of north coats. Istria offers good health capacities, and when summarizes all

134

EKOHOMUKA




those factors, we get excellent combination suitable for healing many categories of diseases.
Supply of health tourism (Sanatorium and Toplice) in Istria County consists of:

- Spring of healing water St.Stjepan in Livade near Buzet,

- Climatic-sea sanatorium in Rovinj.

Istrian Toplice is located in north-west part of Istria peninsula, in the valley of river Mirna.
They are away 35 km from Pore¢, only 40km from Italian border and 10km from Slovenian
border. Above LeciliSte (sanatorium) there is 85 high rock, widely known, under which lies
healing water spring St.Stjepan. Natural healing property of water separates Istria Toplice from
other thermal springs and classifies them on third place in Euope, according to water quality and
healing property.The spring had been used even in ancient times. In its vicinity had been found
inscriptions in rocks, old Roman coins and jewellery. The first written documents originate
from 1650.

The first water analysis was realized in 1858 and testing results had been similar to
current. Toplice had been known than under the name ,,Terme Santo Stefano™ and had been
recommended, in expert and scientific circles, as one of the best waters in Austro-Hungarian
monarchy.

Health tourism of Rovinj started to develop by construction of sea-climatic
sanatorium centre Maria Theresia Seehospitz. The centre was located on Muccia peninsula,
north-west from town centre, on surface of 20 hectars. Rovinj centre is one of the oldest
orthopaedic institutions in Croatia and one of the first climatic-sea sanatoriums in Europe.

4. Supply capacities of health tourism in Kolubara District and Istria
County and their exploitation

Basic accomodation facilities of health tourism supply in Kolubara District and

Istria County are presented in Table 2.

Table 2. Objects and supply capacities of health services in Kolubara District and

Istria County

Kolubara District

Istria County

Name: Settlement Popadi¢ — Vrujci Spa

Disposable objects and facilities: In the spa is hotel
,»Vrujci B category, with full comfort. The hotel, in
its offer, has 16 one-bed, 63 two-bed, 18 three-bed
and 5 two-bed apartments. The rooms are with
balconies, equiped with color TVs (satellite program
provided in the apartements), cabinets for clothes,
night cabinets and lamps, table for work. The
bathrooms have shower-cabins. The hotel has also
banquet and TV hall, aperitiv bar, closed pool with
dimensions 25x12,5m, jacuzzi bathrooms, hair sallon,
gym, billiard room, physio-therapeutical shops and
similar. There are two football fields, 2 tennis fields,
bowling, field for basketball, handball within the
hotel. It disposes with three pools, for children,
olympic one and semi-olympic, and one closed pool
with temperature of 28°C. Parking space with huge
capacity.

Name: Istrian Toplice St.Stjepan, Livade
Disposable objects and facilities:
disposes with object (370 beds).

Within the sanatorium is a restaurant, banquet and
seminar hall, opened and closed pools, rooms for
therapies, chapel ,,Majke Bozje od Zdravlja“, aroma-
therapy, beauty and hair saloon, modern equiped
wellness centre, 25-meters pool, pool for children, 5
various types of sauna, fitness studio, rooms for
massage and relaxing.

Istrian Toplice disposes with conditions for keeping
the seminars and other group meetings in three
different halls — for groups of 50,100 and 150
persons.

Utilization of facilities: in average annualy 182
days, or 50,6%.

Sanatorium
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Private accomodation: 20 households with 150
rooms and 300 beds.

Utilization of facilities: in average annualy around
90 days, or 40%

Name: Climatic sanatorium Div¢ibare disposes with 4
hotels and 800 beds, 5 resting-places with 620 beds
and private accomodation from I to IV category,

Name: Climatic sanatorium for orthopaedics and
rehabilitation "Primarius dr. Martin Horvat" Rovinj
Disposable objects and capacities: 4 pavilions:

mostly with 2-bed and 3-bed rooms. 1. pavilion with 100 beds,
Utilization of facilities: in average annualy 100 days, | 2. pavilion with 90 beds,
or 35,6%. 3. pavilion with 45 beds,
4. pavilion comprehends drive of physical therapy,

which consists of halls for individual and group
exercises, room for realizing the physical
therapy by appliance of magnet-ultrasound and
similar, room for hydro-therapy and pool with
sea water.

Utilization of facilities: to 56% annualy

Source: The authors

Except accomodation capacities, there are important investments in non-pension
contents, like as catering capacities, but also in promotional activities in order to insist on
tradition of rich domestic cuisine and its specialities in both cases. Catering facilities give
special “stamp” to every destination and represent one of its basic specific tourist characteristics.
Besides domestic cuisine and traditional Serbian and Istrian specialities, it is necessary to exist
also objects with increasingly popular and required “healthy food”. Construction of ethno-
restaurant and coffee bars in rural style would definitely make complete offer of the destination.
Dominant architecture of these regions should be an example for future investors. This would
be also an example for other tourist destinations in both republics, due to wealth and diversity of
national architecture and cuisine, before all.

4.1. Additional contents of Vrujci Spa and Istria Toplice

Vrujei Spa and its surrounding belong geographically to the heart of Serbia, and by
atmosphere, climate and ambience they provide peace, relaxing and health, ideal for active
vacation and recreation, which can not be found in urban areas. Except the possibilty for
occupation with sport and recreative possibilities of spa complex, its surrounding provides break
in health oasis. Opened recreative pools in Vrujci spa are unique in Serbia, considering that they
have been on natural thermal springs, and had been filled from deep borehole with big quantity
of water and therefore had been counterflowed (opened). The water renews even seven times
during a day. In the evening, the pools empty, during a night they are filled again. Depending on
wheather, they can be used from the end of April to the beginning of October.

Div¢ibare has excellent footpaths, marked by climbing marks on the threes. During
walk, there should follow these marks in form of red circle with white colored midpoint. At the
start of the paths and on crossroards are wood finger-posts, also in red-white color, and guide to
several the most important, long 962m, over 1036m and 1050m, 1093m, walking duration from
30 minutes to 6 hours.

Istria Toplice offers many additional contents:
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e within Istria Toplice are organized excursions, along with testing of Istria wines,
rakias and tartuf products.

Sport-recreative offer is various: mini golf, football, table tennis, bicycling or walking.
Within Istria Toplice is chapel of Majke Bozje od Zdravlja, interesting for visitors —
believers,

e In surroundings, except the healing water, special convenience provides mild climate
and untouched nature of this region. Numerous paths for walking and mountaineering
are marked, the paths are favourable for long bicycling. On the top of giant-rock are
ruins of old small church of St.Stjepan, which provides view on river Mirna valley
and on Motovun forest.

e Gastronomy — area around Istria Toplice is especially famous for white tartufs,
numerous taverns and agro-tourism, where qualitative domestic Istrian food is offered
along with pleasant atmosphere.

Conclusion

According to comparable indexes, there was stated that Istria County has disposed with
2 kinds of sanatoriums. One is based on thermal water, other on climatic-sea elements and healing
elements. For both sanatoriums is evidently that they used their capacities around 50% annually, in
average. It means that it can receive the tourists from other regions and countries.

At the same time, diversity of natural characteristics of Vrujci Spa and Divcibare in
Kolubara region, gives justified reason that here is much to offer to potencial demand from Croatia
and other countries in surroundings. Comparing sanatorium elements which complement and
utilization of capacities of mentioned destinations on both sides, can be applied, concerning there
is a lot of basis for exchange of interested visitors. That means that spa capacities of Kolubara
District and Istria County can be complementary used in order to improve tourist movements of
these two countries.

As a priority developments of spa tourism should dispart the following: demarcation of
objects, which would be used by patients in healing, from the objects used by tourists, in
rehabilitation purposes. This would contribute to organizational improvement of all services in
spas and suite to modern concept, which promotes wellness and spa centres, than standardization
od medical services and equipment for medical treatments, categorization of accommodation
facilities and fulfillment of all standards on the tourists accommodation, required by law, building
the necessary infrastructure, which would make stay in spas more complete. Non-pension contents
and infrastructure of tourist destination are surely the element to which tourists today pay great
attention to. Some of these contents would surely imply the construction of aqua-park, for
example, in Vrujci. In such object could be controlled which pool is for which tourists group. The
aqua-park is good example of destination's image making and attraction of numerous tourists in
spa.

Main inducement for further development of health tourism in Serbia and Croatia are:
quality of disposable thermal water

long tradition in resources usage

good geographical position

vicinity of emitive markets

ecological preservation of environment
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e  variety of complementary tourist offer.

Health tourism must be valorized more adequate. However, in order to use that precious
potential in the most appropriate way, great changes are necessary, starting from tourism
developmental orientation, which is needed to direct more toward continental tourism, and
therefore to health tourism. Than, more flexibility in health tourism is necessary to transform to
market business. We must mention the problems of managing such institutions, while today
mostly doctors, not economists, manage with objects favourable for development of health
tourism. Additional effort in developing tourist offer segments of complementary capacities in
health tourism is necessary. Furhermore, the adequate law regulatory rules are inevitable to bring
(the question of regulating specific services), whick lacks now, and finally, the most important of
all, to provide favourable sources of investments, necessary in health tourism.

The possibilities offered by natural and human capacities, in both sides, should be used
more qualitative, and basic precondition for improving the situation is more active approach of
government and authorized ministries. Definitely, there is necessary need for higher valorization of
mentioned values and material resources by the republics, because more significant development
of medical tourism is not possible without permanent and target-directed support of authorized
institutions, such as the Ministry of Health and the Ministry of Tourism (there is no such ministry
in Serbia), whose engagement in displacement of numerous normative obstacles is necessary, on
one hand, and facilitation of entering in this type investments for entrepreneurs, on the other hand.
There is definitely space for that, along with natural, material and human resources, rich history of
health-sanatorium tourism of two republics, besides consideration of selective strategy of tourist
supply, but along with necessary own power, knowledge and policy, in order to place values in
adequate way and contribute to bigger competitiveness of Serbian and Croatian tourism on
European and world market.

Faster and more intensive development in the field of health tourism openes finally the
space for increasing the usage of tourist receptive capacities, i.e. bigger overall income of tourism
on some areas in Serbia and Croatia, as well as further development of national tourism and total
economy.
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Abstract

The paper deals with estimation of the socially-owned capital transition of the
Municipality of Leskovac economy in the period from 2000 to 2006. Measurements
of results carried out via national income, economic growth and employment.
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Apstrakt
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Kanumana npuspede onwmure Jleckosay y nepuody 0o 2000. oo 2006.
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npuspeoHoe pacma u 3anoCieHoCmi.

Kuwyune peuu: Tpanzuyuja, eracnuwimeo, npueamHu u OpyulmeeHu
Kanumad, HapooHU 00X0O0dK.

1. Introduction

Transition is considered as transformation from one to another condition of socio-
economic relations. In the most general meaning of the word, it implies transition from one
system, in which the dominant base of the social community was the socially- (state-) owned
property, into a system, with the private property taking this role."

! Prof. Borivoje B. Prokopovi¢; Moderni ekonomski sistemi (Modern Economic Systems) (3™
edition), Proikom, Beograd, 2005, str. 143 — 166.
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The transition period, referred here, formally started with formation of a new
Government of Serbia (in 2001). Anyhow, the initial transition year is considered to be 2002,
because in the previous year there were only legal bases constituted for social relations
transformation. It can also be understood that the transition period lasted from Serbian
Constitution passing (in 1990). However, due to the slow carrying out of transformation
process, this period (up to 2000) was still characterized by dominant socially-owned and state-
owned property, so it would not be included in the analysis. In some particular way, the data
about the basic 2000 will show the degree in which that mixed system has already carried out
transformation of the existing socio-economic system and readiness for upcoming social
changes.”

The paper would not particularly deal with valuation of changes in the socio-
economic system in which the Municipality of Leskovac found itself, both in terms of the goals
set and goals achieved, respectively. Our investigation will also include short-term results of
first transitional changes in the Municipality and possible long-term effects on its entire socio-
economic development. As the criterion of transition results measurement, there will be used
structural and developmental effects, in relation to the achieved basic macroeconomic
aggregates of the Municipality in unstable transitional environment.

As the subject of the analysis, the Municipality was viewed independently from wider
and competitive environments, and because of the analytic precision, from time to time the
comparative method was used, first time, in relation to the wider environment of the Republic
of Serbia, and the second time, in relation to the competitive municipalities of Serbia. The first
direction of view will show if the Municipality transformation goes faster or slower, compared
to the environment average, and the second one should indicate if it works better or worse than
in other Serbian municipalities located in the same environment and the same set external social
constant.

The used statistical data are official ones and they should not be taken with reserve.
Due to some inconsistencies in statistic viewing of smaller communities, like municipalities,
there will appear some irregularities which will be explained in corresponding points. In other
cases, the indicators may be considered absolutely reliable.

2. Basic Macroeconomic Aggregates

The basic macroeconomic aggregate, used for general follow-up of a social
community development status, are national income and social (domestic) product (in
absolute or relative indicators) referred to the number of inhabitants or the number of
employees. These aggregates trend dynamics shows the development status change in
time, measured by economic growth rate.

For municipalities, as local communities, national income is used to indicate the
development status because it reflects economic potential of the environment in the most
realistic way. Anyway, these units are frequently referred to as domestic product
category, which differs from the previous aggregate by having depreciation included.
For this level of viewing, our statistics does not use the category of gross domestic
product (GDP), which also covers the mutual transactions balance of participants in

2 Ibid.
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economic exchange, which is double- and at the same time recorded with many
participants of the exchange. That is the reason why we will most frequently use the
macroeconomic category of national income.

3. National income trends in the Municipality

National income of the Municipality in the transition period is constantly
growing, with some oscillations. In the basic year (2000) it amounted to cca. 74 million
Euro, to reach cca. 150 million in 2006. If the exchange rate factor is eliminated, which
in this period was more significant and much more uneven than prices change, the
national income, measured by constant prices as of 2006, got increased from 12 to 15
billion RSD (dinars).

The first aggregate indicator of the economic status shows that in the period of
observation, the municipality of Leskovac stabilized its developmental base, with some
degree of increase. In RSD amounts, it was not very dynamic, but as measured by
unstable foreign currency units, it is significant anyway. In other words, the national
product, expressed in unstable USD amounts, was cca. $ 200 million in 2006, which is
cca. 30 million less than the level achieved in the most successful year — 1989. However,
if we take that the drop of USD purchasing power, as a measurement unit, was
experienced meanwhile, it cannot be concluded that the economic development of this
environment approached its highest level.

Measured in RSD (dinar) amounts, inflation free, the national income growth
indicators of the Municipality are more modest. The growth between the basic year and
the last year of observation is estimated to cca. 20%, which gives the average annual
growth rate of hardly 3%.

4. Municipality of Leskovac Development Level Indicators

Apart from the mentioned macroeconomic aggregates, there will also be
used other statistical accompanying criteria as development level
indicators. The indicators of development level for the period 2000 —
2004 are given in the following Table, compared to the Serbian average,
that is, in relation to Serbian municipalities (162) development level.

Kind of indicator 2000 | 2001 | 2002 | 2003 | 2004
National income per capito — RS = 100 64.8 69.4 | 63.0 | 61.5 | 54.6
National income per capito — Rank 118 106 113 107 113
Employees number per 1000 inhabitants — RS=100 863 | 86.0 | 863 | 854 | 81.9
Employees number per 1000 inhabitants — Rank 71 75 71 68 69

Retail sales turnover — RS=100 S1.5 | 547 | 469 | 49.2 | 585
Retail sales turnover — Rank 95 103 116 103 68

Number of phone subscribers per 1000 inhab. — RS=100 65.6 | 660 | 66.6 | 682 | 675
Number of phone subscribers per 1000 inhab. — Rank 124 126 134 131 134
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The indicator national income per capito shows significant drop of the
Municipality development level in the transition period. It shows that the achieved
stability of the economic base is not verified in the environment. Namely, the transition
dynamics in Serbia, as a whole, was much more significant than in the Municipality of
Leskovac, because its most important development level indicator for 5 years
considered, dropped for 10 index points. Compared to the total number of municipalities
in Serbia, the position of the municipality of Leskovac was not worsened, it remained on
the level it occupied before the beginning of the transition period. It means that the
transition period favourable opportunities were used by the same municipalities, being
already more developed than the Municipality of Leskovac, i.e., it is still the case that
only 50 municipalities in Serbia (1/3) are less developed. In an indirect way, it shows
that in the period observed, there was no good policy of even development of Serbia and
that less developed municipalities, in such conditions, could not make up for that lag at
the start.

The number of employees per 1000 inhabitants, as well, shows the same trend
as the previous development criterion. What differs, is just the Municipality lagging,
compared to the Serbian average and to other Serbian municipalities, being somewhat
less. We consider that to be the effect of the municipality size, so the lagging is made
relative in some way.

The retail sales turnover values reflect the Municipality development level
status, and according to it, as well, there is a lag compared to the Serbian average (more
than 60%). This activity intensity, the most dynamic in the transition period, shows the
purchasing power rate of inhabitants and that the Municipality may not be further
developed if it is not oriented to external markets (domestic and foreign).

Eventually, one of the most important development criteria indicators — the
number of telephone subscribers — turns attention to endangered economic development
and citizens’ standard of the Municipality, because only about 30 municipalities in
Serbia have the lower level of furnished telephone infrastructure.

Since the information technology is the foundation of a community
development, long-term consequences may be significant if the Municipality economic
policy resources and instruments would not be oriented to that direction, particularly in
terms of indicators, showing bad inherited condition, which got worsened in the
transition period.

5. National Income Sectoral Structure

The more important indicator of the transition period is the national income
sectoral structure. Namely, it is to do with total national income contributed by all
sectors: social, private, cooperative, mixed and state. Since the capital privatization
process is dominant in the transition period, the change of sectoral structure shows
carrying out of that process, but also the way of development of each of them within it.
Absolute indicators of certain sectors contributions to the national income are given in
the following tables. In the first table, the data are given in absolute amounts (in millions
of RSD) and in the second one — in percentages.
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-in RSD -

Sectors 2000 2001 2002 2003 2004
National income - Total 3.773 6.144 7.624 8.504 10.035
Socially-owned property 1.435 1.934 2.231 2.054 1.725
Private property 1.474 2.553 3.326 3.801 5.013
Cooperatives property 32 38 71 102 110
Mixed property 759 1.443 1.861 2.235 2.870
State-owned property 75 176 135 312 319
-in % -

National income - Total 2000 2001 2002 2003 2004
Socially-owned property 38.00 31.05 29.2 24.1 17.2
Private property 39.1 41.6 43.6 44.7 49.9
Cooperatives property 0.8 0.6 0.9 1.2 1.1
Mixed property 20.1 23.5 24.4 26.3 28.6
State-owned property 2.0 2.9 1.8 3.7 3.2

The data from the first Table show that already in the beginning of the
transition period, the contribution of the private sector is significant, i.e., it is almost
identical to the one in the social sector. Here, one should be careful in conclusions
making, particularly because of the fact that it is not to do with the indicator of socially-
owned capital privatization degree, for two reasons, at least: 1) private sector, apart from
enterprises, includes firms and agricultural farms and 2) mixed property sector is
dominantly within the socially-owned property, and it consists of enterprises, which
started this procedure according to previous privatization laws, but shareholding
participation of employees is expressed in marginal one-number percentages. That is the
reason why in the beginning of the transition period the national income was dominantly
being generated in the socially-owned sector (with almost 60%).

In the following years of the transition period, there is a significant drop of
social sector in producing national income (lower than 20%). It is due to the beginning
of privatization, but also because of extremely bad production and market position of
non-privatized companies which remained without support of banks. Increased
significance of the mixed sector is an indicator that the transition period turbulences,
within which there have also been included privatized enterprises with terminated
privatization contracts so, in their ownership structure, there is majority share of the state
capital now, with the share of employees (of 30%).

By the end of the period under observation, the contribution of the private
sector to the national income of the Municipality, reached the majority share borderline,
so it may be said that from 2005 the economic structure of the Municipality has been
dominantly privatized. To be true, this only applies to privatization results, which is not
the case when it is to do with privatized capital of socially-owned enterprises.

The changes of sectoral structure in qualitative terms, may be best observed by
their comparison to changes in Serbia, seen from the National Income Table data, given
for all sectoral structures in Serbia, i.e., as follows:
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Sectors 2000 2001 2002 2003 2004
National income - Total 1.37 1.38 1.33 1.28 1.13
Socially-owned property 2.55 2.03 2.08 1.85 1.49
Private property 1.12 1.18 1.21 1.13 1.06
Cooperatives property 0.76 0.57 0.87 1.22 1.27
Mixed property 1.08 1.21 1.20 1.40 1.43
State-owned property 0.61 1.89 0.49 0.62 0.35

The data about the dynamic lagging of the Municipality of Leskovac, in relation
to the development of the Republic of Serbia, are obvious. In the beginning of the
transition period, the share of the Municipality of Leskovac in the national income of
Serbia is almost 1.4% and it has permanently been reduced with the rate of 1.1% (18%).
Such status was mostly impacted by social, but private sectors, as well, although the
number of private firms in the same period was increased from 2.700 to 4.300 (57%).
However, in that period, the increased share were only achieved by mixed and
cooperative sectors.

Data show that the Municipality has not been well adjusted to the transition
process and it is most probable that after its completion, the Municipality would be on
much lower development level, compared to the average in Serbia. It tells about serious
decrease of its competitiveness, which brings uncertainty in terms of further
development and signalizes changes in its economic structure, because the inherited one
was not capable of producing competitive advantages, but also that transition period
does not produce better structure.

6. Enterprises capital privatization

Privatization of socially-owned capital is best measured by analysis of private
companies share in total business result of all enterprises. Since the private capital share
in the mixed sector is minor, it would not be taken as a common contribution to achieved
business results. The years to be used for comparison, will be the basic transition year
(2000) and the last (2005), for which annual accounts data have been provided. What
follows are the indicators of private enterprises business operations given in the Table:

Business operations indicator 2001 2005
Number of legal persons 80.0 86.3
Total incomes 27.6 66.4
Total expenses 26.0 65.7
Net profit - 31.9
Net loss - 26.6
Total loss - cumulative - 22.4
Number of employees 11.1 324
Average wage 70.9 -

Total capital - 23.7
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The conclusion that may be drawn in relation with privatization is that it is still
in process and that the share of private capital within the available capital is only 1/4.
The economy of the Municipality is in the middle of the transition process and according
to the existing dynamics it is not likely that it would be finished successfully. Namely, it
is almost certain that the greatest number of enterprises will end in receivership, or with
majority share of the state.

Regardless of relatively lesser share of private ownership in the total capital, its
contribution to overall business results of the economy is dominant (two-thirds), which
tells us that it is necessary to speed up the privatization in order to improve the overall
business (operating) results.

How far we have gone in the socially-owned enterprises privatization process
and what up-to-date results look like, compared to the environment, may be seen from
the Table, which was made, structurally (in%) for the Municipality and the Republic of
Serbia (end of 2005).

Serbia Total income Capital Employment
Leskovac Serbia | Leskovac Serbia Leskovac Serbia
Socially-owned 17.0 4.1 44.4 7.3 44.6 13.1
Private 66.4 65.8 23.7 324 324 54.1
Cooperative 1.2 1.0 0.7 0.8 0.9 1.2
Mixed 12.9 9.5 22.9 11.0 15.1 15.1
State 2.5 19.5 8.3 48.3 7.0 16.5

The given property structure of the Municipality economy clearly indicates that the
social sector is relatively highly significant, compared to the Republic average, both in
employment and the capital, respectively. It tells about quite slower transition process of
Leskovac economy in relation to the Republic trends. Except in terms of employment, the
Municipality has not passed the halfvay of privatization threshold. The indicator of structural
share in the total income tells us that the privatized sector in the Municipality achieves the above
average results, compared to Serbia and in that way it significantly contributes to alleviation of
the socially-owned capital transition effects.

In the period from 2002 to 2006, there were privatized 39 enterprises in the municipality (apart
from previously privatized 4 enterprises).

In relation to the number of employees in economic sector, as an indicator of the
privatization completion level, in auction-privatized enterprises (2.033 at the moment of
auction-based privatization of 23 enterprises), there were only 10% employees restructured in
the period observed. At the same time, in the Republic of Serbia, that indicator is quite higher
(25%), confirming once more, that (from the social point of view) 2007, as the last year of
privatization, was entered with a big number of workers not covered by privatization, which
may be a latent social balloon of discontent. On the other hand, what is positive in up-to-date
privatization process, is that in auction-based privatization of enterprises only 393 work
positions (jobs) were lost.

The year 2007 privatization process was entered with 32 enterprises of which,
according to estimations of NBS (National Bank of Serbia) Registries Sector, 20 did not
announce any privatization prospects till the prescribed deadline. It means that by the end of
2007, i.e., in 2008 (privatization completion deadline), the property status of more than 50
enterprises should be resolved, that number being bigger than the privatized enterprises number
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from all five previous years (39). The problem is even bigger, because most of these enterprises,
after expiration of the set deadline and unsuccessful privatization will go for sales through Share
Fund, or they will be liquidated, with negative capital. The issue which concerns us is a number
of around 12.300 employees, the work position of whom are endangered due to not undertaken
privatization procedure.

7. Transition results

The analysis of the transition effects in socio-economic structure of the
Municipality will be made based on several statistical data available, such as:
demographic, /un/employed persons number and average monthly net wage of
employees. We will use these indicators in our analysis, because they reflect the
structural disproportions in the best way, and some of them, the levels of citizens’
standard achieved.

According to its size (1.025km?) and inhabitants number (156.252, as of 2002
Census), the Municipality of Leskovac is one of the biggest in Serbia. Most of its area
comprises agricultural land (57%) and forest land (32%) and the base of its development
should be agriculture and food processing industry. In the transition period, the area
covering farm land has been insignificantly reduced (for cca. 200 ha). From the total
number of labour-capable (103.000), there are only 72.000 active population, of that
number, 53.600 dealing with their own professions. In the agricultural production there
are 22.200 inhabitants directly engaged.

In the beginning of the transition period (2000), the number of employees in the
economic industrial sector (excluding private firms); unemployed persons, pensioners;
and farmers was almost identical (almost 22.000 each). After 7 years of transition it
changed and it looks, as follows:

-"  the number of farmers remained on the same level
pensioners — 23.400

employed in enterprises (excluding private firms) — 15000, and
=" unemployed — 23.300.

This population structure of the Municipality demonstrates in the most general way
that the bad effects of transition changes are of structural nature and that they have not
been stopped yet. In the same way, there will be observed some tendencies within certain
categories, in order to probably observe the possible directions of the Municipality
development and the need for taking corresponding measures.

8. Municipality demographic structure change

Consensus data, as of 2002, in terms of the Municipality population number,
compared to the previous one, as of 1991, show that it has been reduced for almost 4000.
However, between the two censuses, the statistic methodology was changed in view of
domestic population coverage; the last census registered as domestic population those
which resided abroad for less than a year. That criterion did not exist on the occasion of
previous Census, so it is not possible to compare these two censuses. Anyway, it is
estimated that the latest Census did not cover around 5000 inhabitants of the
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Municipality, who resided abroad more than a year. For that reason, it turns out that the
total number of the Municipality inhabitants, according to the latest data, has been
insignificantly increased, which means that depopulation process has not affected the
Municipality. Quite high number of the Municipality inhabitants is from rural areas, and
only 44% is of urban character (Leskovac, Grdelica, Predejane and Vucje).

Birth rate is one of the most important characteristics of the population vitality
and it is statistically followed up. The Municipality of Leskovac, as a dominant socio-
economic gravitational center of Jablanicki District, has always attracted population of
immediate environment. The first big saturation of inhabitants inflow happened during
90s of the last century, due to which there was minor increase registered between the two
censuses of 90s. It was the first time in these 90s when one more vital event occurred
and negative birth rate recorded in 1997. In the transition period, this negative process
has not been stopped and there was recorded a negative birth rate of even 18 per mill,
although it is positive within the city area (3.6 per mill).

The inherited negative effects have not been stopped even in unstable transition
years, either in economic or living terms, which made the basic age structure of the
Municipality worse, and which is, according to the latest Census outcomes (average 40
years), more favourable than the Serbian average for three index points, and that, on its
part, again, worsens the long-term economic base of the Municipality development.
However, the problem may be alleviated for medium term by means of the existing
significant portion of spare labour force (dominantly young), which may be potentially
activated in case of more favourable economic policy, as compared to the afore-
identified, as limiting in terms of development.

9. (Un)employment and Wages in Transition

The number of employees in the Municipality is the indicator which, in the
most direct way, reflects the first transition effects in the period 2000 - 2006.
Employment in the Municipality for the period 2000 — 2006 is represented in the Table,
as follows:

Description 2000 2001 2002 2003 2004 2005 2006
Total number of 38.947 28.902 32.909 32.061 | 31.661 | 34.256 32.276
employees
Sector of economy 22.307 | 21.820 19.729 | 18.037 | 16.328 | 17.650 | 14.357
Private firms 6.645 7.497 8.091 9.019 10.587

Non-industrial sector 6.640 6.472 6.535 6.527 7.242 7.587 7.332

Total number of 20.319 23.160 24.114 25.084 | 22.250 | 20.972 23.294
unemployed

Uneven registration of total employment in the period under observation,
disables more precise follow-up of employment transition effects. If it is realistically
presumed that the number of employees in the private firms was around 5.000 (in the
basic 2000), we have got that the negative transition balance of total employment is
about 1.700 employees, or 5.8% of start employment. According to this, the negative
transition effect on total employment was not high.
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In the sector of economy, however, the most significant effect occurred, and it is logical,

having in mind the direct orientation of privatization activities to it. The negative balance

refers to almost 8.000 jobs lost, or more thanl/3 from the number of employees in the

Sector of Economy (2000) and it is mostly absorbed by other sectors of employees, as

follows:
=" 50% (almost 4.000 employees) was absorbed by newly created dynamic sector

of private entrepreneurship (so-called private firms),

=" 8.7% (around 700 employees) was absorbed by non-industrial sector,

=" 37.4% surplus jobs registered at the labour market and

-" 4.3% remained non-absorbed — probably in the zone of “grey” economy.

The additional negative effect in relation to the level found in 2000, is entirely referred to
the sector of economy, because it has been most directly hit with transition strokes and the
transition changes have not dramatically changed the situation in the employment sector.

Small and medium enterprises (SME) sector with the employment growth rate of
cumulative 60% in 4 years, contributed to amortization of transition strokes in the most
significant way. It shows the direction of Municipality economic policy movement, with true
recognition of the structural fact that this sector cannot reach its optimum functioning alone.
However, even 5 years after the beginning of transition, it does not show the signs of
consolidation, so further reduction of its share in the total employment and its equalization with
entrepreneurial sector may be expected. If more serious privatizations of some big enterprises
do not take place, or if new big external investments are not provided, there is a risk for the
Municipality to become a service of other economic centers in Serbia. Anyhow, the given
structure endangers the economic base of the Municipality of Leskovac further development in
the long run.

In terms of unemployment, the Municipality is among the most endangered municipalities
in Serbia. Only the cities of Nis and Novi Sad have higher unemployment. In relative indicators,
with unemployment of 17.1 % the Leskovac Municipality is in the group of 20 municipalities in
Serbia. But it is to do with a group of relatively small municipalities, such as: Indjija, Tutin,
Novi Pazar, Priboj, Prijepolje, Sjenica, Bojnik, which have absolutely small number of
unemployment. It is only the City of Nis which has relatively higher unemployment rate
(17.4%) and these two big regions are considered, in this domain, as the most endangered in
Serbia. In case the unemployment rate is measured according to European accepted
methodology, also applied by our National Employment Service, the Municipality of Leskovac
(with 42%) has the highest unemployment rate, even higher than Nis (36%), that being mostly
contributed by the low absolute employment level.

From 2000 to 2004, the unemployment rate in the Municipality, according to the total
number of inhabitants, was reduced from 24 to 17%, and in Serbia, it was increased from 9.4 to
30%. It tells us that the unemployment problem was inherited from the previous period and that
it has not been worsened meanwhile, because the biggest portion of unemployed people was
absorbed by the private, entrepreneurial sector.

It is possible to follow transition changes through the trends of effected average monthly
net wage per employee. We will observe the absolute level of wage and its actual rise in the
transition period, but also in relation to the effected average wage in Serbia. In the transition
period observed, net wages in the Municipality had a continuous actual rise (above the rise of
costs of living). Due to low basic 2000, wages were actually increased 2.5 times, even if they

148 EKOHOMUKA



are compared to relatively stable transition years (2003 - 2006), which tells us about the
beneficial effect of transition changes in the employment sector.

Speaking in foreign currency terms, that rise is even more visible, in that it should be taken
into account that in this period, the rise of the costs of living was higher than the increase of
dominant foreign currencies exchange rate at the home market.

Therefore, from 2000 to 2006, the average monthly net wage in the Municipality got
increased from 35 to 175 EUR, and in Serbia that ratio was from 47 to 257 EUR. However, the
problem with employees wages in the Municipality is visible only when compared to average
wages effected in the immediate environment. From the wages foreign currency ratio, it may be
seen that they are increased faster in Serbia than in the Municipality and the lag of 2000 in the
Municipality compared to Serbia was 25%, and in the last year observed it increased for 7 index
points and in 2006 it amounted to 32%. Similar lagging of the Municipality development level
in the same period, is also in terms of national income per capito.

The structural problems of lagging are more serious because they are located in other
segments of national income generation and allocation. The greatest problems are in investment
segment, because the investment rate (referred to the national income effected) in the first 4 year
of the transition period in Serbia was permanently lower — 2 times and in Serbia, in 2004 it was
17.2% while in the Municipality of Leskovac it was 7.6%. In the beginning of the transition
period (2000), it was 14.5 in Serbia and 6.3% in the Municipality. Eventually, structural
changes of the most important development indicators will not be possible to realize and the
status of the development level of the Municipality, either.

Conclusion

The estimation of the transition presented here, covers the period from 2000 to 2006 and it
may read, as follows:

" In the period observed, the national income of the Municipality of Leskovac had a
rising trend in USD currency (from 75 to 200 million), but also in RSD as of 2006
(from 12 to 15 billion RSD. For this period, there was achieved a relatively modest
economic growth (of 20%), around 3% a year;

=" In the observed period, there was relative lagging in the Municipality development for
about 10 index points, so it reached 54% of the development level of Serbia and it is
in the group of 50 least developed Serbian municipalities.

-" The contribution of the private sector in the national income of the Municipality (in

the basic 2000) was 40%. The share of the socially-owned sector was also getting

reduced with mixed capital, dominantly comprising the capital of socially-owned

enterprises, and the privatization threshold of 50% was passed only in 2004.

All data undoubtedly show that the change of Municipality economic structure is

indispensable, that the inherited structure has not produced any competitive

advantages, and that the transition period does not either.

<" In the observed transition period, the privatization procedure has not covered
sufficient number of enterprises and huge part of their capital will remain not
privatized, which will be a permanently lost resource for the Municipality. Currently,
it binds around 12.300 jobs.
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Total privatization results, as a first segment of the Municipality transition show that
the entire 2006 was just the half-way of the road travelled in terms of transitional
adjustment to new socio-economic conditions.

The number of agricultural, retired and unemployed population got increased, while
the number of employees in the economy sector significantly dropped.

The good sides of transitional adjustment are that no significant increase in the
number of the unemployed occurred and that the actual wages of full-time employees
have risen from 35 to 175 EUR.

Finally, it could be said that the transition effects on the entire position of the Municipality
were positive and that the inherited structural disproportions were interfering with improvement
of the Municipality position in relation to the environment, and that the conditions created in the

transition period are less favourable, compared to the start position.
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THE CAUSES, FEATURES AND GOALS OF
TRANSITION PROCESS IN SERBIA

Abstract

Socialism as economic and social model turned out to be unsustainable in a
long term period, so by the end of 20th century socialism as a system was unable to
remain alternative to a market oriented economic model. Many countries for those
reasons entered the process of transition, which represents transformation of
former socialistic economies into Market economies. In front of us is also an
imperative of change of economic model and prevailing property relations.
Transition represents transformation of national, economic and psychological
structure of society. In the focus is private property which represents the symbol of
individualism and efficiacy which implies that employees in our companies would
have a motivation to work more efficiently and effectivly, for it is the system
which motivates people who know to work and accept the risk.

Key words: transition, competition, reconstruction, menagement.

¥Y3PO1LIU, KAPAKTEPUCTUKE N IIN/BbEBAN
TPAH3UILIMIE Y CPBUJA

AmncrpakTt

CouyjanusaM Kao NPUBPENHU U JPYLITBEHU MOJE OUO je HEOIpKUB
Ha JIyTU POK, T€ je KpajeM ABajieceTor BeKa IpecTao fia Oyhe ajJTepHaTHBa
TPXKUIITHOM MIPUBPEHOM MOfIeNy. MHOre 3eMibe cy 300T TOra yIuie y mpouec
TpaH3mIKje, KOju O3HaYaBa MPEBOheme OUBIIMX COLMjATMCTHIKIX IPUBPENa
y TpkumHe npuBpeae. VM mpep HaMa je mMIepaTHB IIPOMEHE IPUBPETHOT
Mofiesla U mIpeoBinabyjyher cBojuHkor opgHoca. Tpan3unuja npejcraBajba
IPOMEHY JIPXKaBHE, €KOHOMCKE M TCHXOJIOIIKE CTPYKTYpe JApymTBa. Y
¢okycy TpaH3WIHWje je TpPHBATHO BIIACHUWINTBO, KOje je cuMOOT 3a
UHAMBHAlyanu3aM U ecdukacHocT. To noppasymesa ja he 3anocnenu y Halmm
[IpUBaTU30BaHUM Ipefly3ehuma nmaTu MOTHUB Jla epuKkacHuje U e(DeKTUBHU]E
pane, jep je TO cHucTeM KOju MOTHBHIIIE OHE Jby/Ie KOjU 3HAjy Aa paje u Koju
IpHUXBATA]y PU3UK.

Kwyune pewu: iupan3uyuja, KOHKYPEHUIHOCU, DeCclUpyKulypuparse,
MEHAUCMEHILL.
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Introduction

At the end of 20th century, socialism as social structure and economic model
was unable to remain an alternative to capitalism. The main cause of its fall was
unefficiacy of system and absence of motivation of employeed. Although official
statistic reports portrayed growth of economic activities which in some period of time
surpassed growth rates of developed market economies, naturally did not expressed the
real growth. It was not the growth of creation, but growth that destroyes the value of
companies. The same situation was in our country. Direct state administration, hence
self-menagement, determined our economic history after the Second World War.

In such ecconomic system, direct and apparent relation between the results and
work valuation did not exist. Consenquently, wages aliented apart from generated values
and effectuated results. Such condition lead to low rate of motivation and therefore low
produtctivity. The realistic situation has not been recongnized, so process of ‘’losses
socialization’’ has begun. Such premise and attitude towards companies of poor financial
health has domino effect on strong companies. Summary effect of previos process
brought up to breakage of socialism and abandoment of so called ’socialist paradigm’”’.

In initial period of the 90s of XX century, Serbia has like other socialist
countries, entered the transition period. As it is, compiling of ex-socialist countries into
market economies represents the transition proces, which creates new business ambient
and new institutional infrastructure.

1. New transition economic indicators in Serbia

Serbia has improved its rating, climbing up for 24 positions on position number
68 out of 175 countries rated according to business environment worldwide, discursively
to World bank and IFC survey in “’Doing business 2007’ report.

Serbia overtook all republics of ex-SFRJ, excluding Slovenia. Although Serbia
implemented numerious changes, Serbia lost its leading position in reforms which was
Sesrbia qualified by in last year’s report.

World bank cite that regarding fundamental changes Serbia has imported
electronic preservation of data in customs affairs, which provided electronic distribution
of declarations and reduced the import process from 44 to 12 days and export process
from 21 to 11 days. Implemented reforms reduced Serbian credit risk and enabled
entrepreneurs to take loans more easier than previos period. As far as investors security
is concerned Serbia is at position number 60, Bosnia and Herzegovina at 83, Croatia at
156 and Albania at 162".

However Serbian economic system is qualified with structural flaws which
could be noticed above all in significant gap between production and aggregate demand.
Particularly as it is represented in table 1, the growth of average net income in
Serbia in a period berween 2004 and 2007. is 3 to 4 times bigger than the growth of
GDP.
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Such movents, simultaneously provoke demand-push inflation growth due to
increasment of financial solvency of population and growth of cost-push inflation,
whereas expanded salary costs reflect on growth of prices of final products. In such
conditions it is necessary to adjust the salary growth with GDP movements, which
means that productivity progress in companies should be basic measure of personal
income growth.

According to International monetary fund data, nominal value of GDP in Serbia
in 2007 equals 30.969 mird USD § or 3.699 USD per capita. During analized period
from 2005 to 2007. the positive growth trend is inherent (Table 1). Although, the
problem of sustainable growth still remains.

Table 1: Gross domectic product in Serbia in period of 2005-2007

2005 2006 " 2007
GDP nominal mlrd. USD 24.058 27.544 30.969
GDP per capita USD 2.880 3.294 3.699
GDP PPP mlrd. internacionalnih dollars 44.665 47.770 51.162
GDP per capita PPP (international dollars) 5.348 5.713 6.112
GDP per capita nominal USD author’s estimation " 3.229 3.697 4.157
GDP per capita PPP (international dollar) author’s 5.995 6.412 6.867
estimations '*
I Estimation of IMF;
” Projection of IMF;

¥ GDP per capita is evaluated on the basis of population od 8,3 mil.;

" author’s estimations on the basis of population of 7,45 mil.;

Source: www.imf.org; International Monetary Fund, World Economic Outlook
Database, September 2006.

According to study of competition of Serbian economy4, as per technology
index, among transition countries Serbia rated at the last position, and current growth of
its GDP is larger than supervened from the level of technical accomplishment of our
economy.

Consequently, former growth is not sustainable without substantial growth of
investments. Insufficient investments in new production programmes represents limited
factor of export growth, due to absence of qualitative factors of competition (design,
european labels of quality, standards, etc). Besides that, investment in modern
technology is lacking, which brought to oldfashioned production structure and
impairment of capacities.

In order to gain more objective perspective, model of countries has been formed
of transition countries of the region5. In table 2, data of level activity have been
presented from the period of year of 2005. compared to pre-transitional year 1989.
Serbia (with Montenegro) in year 2005 reached 56% of activity from pre-transitional
year of 1989, Croatia has reached nearly level of pretransition (97%), while other
countries from model surpassed pre-transitional level of GDP (Slovenia 130%, Hungary
125%, Romania 120%). It is noticable that Serbia compared to countries from
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surrounding enviroment has the lowest level of economic activity and is also far from
level from 1989.

Table 2: Level of activity for selected model of countries

GDPO1/ | GDP02/ | GDP03/ | GDP04/ | GDPO0S/
GDP89 GDP89 GDPg&9 GDP89 BDP89
SErbia 0,47 0,50 0,51 0,54 0,56
(and
Montenegro)
Hungary 1,09 1,12 1,15 1,20 1,25
Slovenia 1,14 1,19 1,20 1,25 1,30
Croatia 0,85 0,88 0,91 0,93 0,97
Romunia 0,83 0,88 0,91 1,00 1,05

Source: Djuri¢in, D. (2006): "Tranzicija, stabilizacija, odrzivi razvoj: perspektiva
Srbije", Kopaonik business forum 2006, pg. 5.

2. Transition: causes and goals

For succesfull transition process it is necessary to provide certain macroeconomic
preconditions and processes associated with the level of companies. Privatization of companies
stipulates development of financial markets, which represents the “’brain’> of market
economies. Our country is one of a few Central and Eastern Europe where movement of basic
economic indicators registered negative trends. At the beggining of the 90s we have more
favourable infrastructural terms comparing to other ex-socialist countries. Meanwhile, at this
moment Serbia records a lag behind similar countries.

Briefly, we are situated in the state of economic chaos. The state of economic chaos is
actually the condition in social and economic structure which is the result of disintegration of
socialist system.

Occurences in socialistic countries are one of the rare periods in history which could
be served as the confirmation of Chaos theory6. The essence of transition is transfering of
economy from the zone of ineffectiveness into the zone of market business activity.

Efficiency growth is occured due to the fact that proprietary management is more
efficient than non-proprietary. Aslo, private entrepreneurship is more effective than mediated
entrepreneurship. Transition is necessary to reach compatibility with relevant market
economies. Basic process of building integral market economy is privatization.

However it is required but not enough condition. Development of financial markets as
well as incremental deregulation is nevertheless essential.

Initiating of transition process is linked with variety of negative effects such as
downsizing of employment and production along with price growth (transition stagflation).
Experiences shows that transition stagflation has been overcame a long before come competent
evaluations predicted7. Furthermore post-transitional boom is expected as the consequence of
the downfall of tax burden (Czech republic), influx of foreign capital (Hungary) or balance of
payment (Poland). It is interesting that in leading transition countries (as Hungary and Poland)
did not reached the revision of accomplished results of privatization. In our countrie besides the
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announced privatization revision, there is no general consensus about fundamental questions
about regulations of economy and society, which complicates already difficult reformation road.

After ten years of reforms, countries of Central and Eastern Europe, in period from
year of 2001 to 2003, reached positive growth rates of real Gross domestic product (average
growth rate of BDP is 4,4%) along with price stability8. As for Republic of Serbia is concerned
we can emphasize that transition started abreast a lot of limitating factors inflicted from the
outside. First of all economic sanctions with all its negative effects and culmination in the form
of bombing of Serbia during year 1999. Such circumstances effected begging of transition, so
those processes has been stopped, and again initiated in several occasions9.

Researches of IMF consultatns10, drew attention to the fact that countries that
combined macroeconomic stabilization with comprehensive structural reforms were more
succesfull in prevailing of production downfall in initial phases of transition as reaching out
significant production growth in following period. Also according to the same source, those two
components of strategy are equally important for transition success. Measures of
macroeconomic stabilization should be assured before reforms on microeconomic level
(companies) and financial sector reforms. Macroeconomic stability in Serbian economy
alongside the animation of economic growth is still impregnable goal, and development of
market economy as basic transition "product” reduced itself on the narrow market of goods and
services. According to statistical data, unemployment rate is about 30%, and external trade
deficit is close to half of the real GDP, so it is clear that we are far behind the countries of
Central and Eastern Europe.

3. Professional services as a back-up for reconstruction of transition companies

Necessity for full scale transformation demands complex consulting intervention.
Domestic companies have to perform important changes due to emerge from economic crisis.
There is a large number of individual changes and interventions which could be implmented in
each company in order to upgrade its commercial results11. In a situations where performances
of companies could not be evaluated as satisfactory, changes are needed in the section of
organization, composition of transactions, company assets and their financial structure, etc.

Reconstruction could be defined as activity which is implmented in a company with
downturn performances, for company to survive, and reach turning point towards profitable
business activities. Reconstruction in our enviroments has to include all the areas of company
functioning, implying that it has to be realised as proprietory, market, organizational, business
and financial transformation. Each dimension of company reconstruction is specific and
requires professional expertise and experience.

Proprietory reconstruction represents privatization od domestic companies wich
results with transformation of social and public capital into capital stock. In this dimension of
reconstruction, consultants has been engaged on activites before and after privatization. In
activities before privatization process focus is on preparation of company for entering in a
procedure of privatization in order to sell itself successfully. Activities that accompany period
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after privatization, are measures of protection of private companies as well as implementation of
appropriate concepts for managing in a shareholders form of organization.

Market reconstruction represents redefining of market where company appears with
a goal to improve trade and business activity. For successfull market reconstruction it is
necessary to have at disposal proper information about changes in enviroment, first of all
Market, in order to reduce the risk and uncertainty. Numerios Serbian companies market
research projects treat as big and unnecessary expense, whereas they consider themselfs experts
of demands of their customers, i.e. their markets. Nevertheless the majority of companies
perceive the importance of market research and accede to scientific methods in implementing
of this activity or involve specialized institutions (consultant firms, advertising agencies,
institutes). Market research enables companies to solve problems about their business more
efficiently. The role of consultants is to imply to alternative directions for exceeding existing
problems, as well as the possibility for success of each suggested solutions. Although it should
be pointed out that marketing managers became carriers of final marketing decisions , not
consultants.

Organizational reconstruction represents change of organizational company model
and concept of functioning. The role of consulting is to analyse organization of clients,
development of intervention strategy, then forming the reports, managing meetings, etc. Special
teams of consultants are being engaged to accomplish diagnosis of company situation.
Organizational reconstruction is interdisciplinary area. Consequently, agents of changes, leaders
of organization and first of all consultants must have knowledge from different fields particulary
from the human behavior domain. Interventions which are implmented, imply that consultatns
shoud enter into personal interactions in organization. Also it is necessary to implement control
straightway after the changes. Afterwards controls are with less intesity and less effective,
considering the fact that the process is stabilizing in new conditions and on the new levels12.

Business reconstruction results as important changes in areas in which company
operates. Consultants are focused on giving advises in following domains: abolishing of certain
job position and opening of others; merging and affiliation of companies; making of business
plans; consulting intervention in production area and technology. The goal of all intervention is
increasment of economic value of the company and improving its negotiating strength on the
market. For successfull business reconstruction it is necessary to analyse different ways of
combining market and products as basic potentials for company growth. Along with that,
market reconstruction is starting presumtion for business reconstruction of company.

Financial reconstruction imply changes in a capital structure, which changes the
relation between ownership and liability. Domestic companies have unsettled financial balance,
unsuitable structure of assets resources and high indebtedness. Non-private companies most
commonly practise alignment and debt restructure. As for private-companies, financial
reconstruction is referred to stock operations. In nowadays practise, main subjects in this
activities are issuing candidates, The Securities Commission, guarantee (or investment bank),
authorized audit and different types of consultants.

Reconstruction of our companies is the consequence of late reaction and adjustment to
changes. Though in developed market economies, some companies are also facing the process
of reconstruction. The difference is in fact that their experience in market terms make them
capable to simultaniosly adjust themselves and practise modifications in doing business,
organization, methods of financing etc. It could be expected that domestic companies, after
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reconstruction as the result of economic crisis, will enter the period of effective trading, and at
that time will be qualified for readjusting to modern trends.

Conclusion

Former experience shows that the best results have been accomplished by economies that in
selection of privatization model lean out to models of takeover on the part of employees as well
as models of selling to strategic parners. Implementation of afore-mentioned models leads
towards entrepreneurial and liberal capitalism.

At the end, it could be mentioned that transition has to result in following effects: dominant
participation of private property in economic structure; developed and active financial markets,
which represents “’the brain’” of market economies; exceeding *’transitional shock”, which is
the inevitable tracker of reforms; growth of savings and investments; restoration of firm
budgetary limitations on national level and on the level of banks and companies; price stabilty
and exchange rate stability; explicite and modified tax system;
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THE IMPORTANCE AND CHALLENGES OF THE LISBON
STRATEGY FOR ECONOMY REFORMS IN SERBIA

Abstract

The lisbon process refers to the joint movement of member states to follow
explicitly defined goals through implementing a number of measures. deviations
from the set goals, have led to the audit lisbon strategy and introduction of new
instruments of its implementation. the tendency to a greater extent, or more fully
achieve the goals lisbon strategy, for countries whose strategic commitment to
become a member of the eu, like serbia, means effective of economic reform and
faster implementation of the criteria for membership in the eu. implementation of
the lisbon strategy goals for serbia is complementary to meet the economic criteria
for membership in the eu in copenhagen. lisabonskih reaching goals and fulfilling
the economic criteria of copenhagen, the economy becomes more willing to serbia
may face competition and market forces and the most competitive economy in the
world.

Key words: the lisbon strategy, the copenhagen criteria, serbia.

3HAYAJ N1 U3A30BU INJbEBA INCABOHCKE
CTPATEI'NJE 3A NIPUBPEJHE PE®@OPME Y CPBUIA

Ancrpakr

JlucaGoHCKM TIpOIleC OFHOCH Ce Ha 3ajeJHUYKO KpeTame ap>KaBa
WIAHWNA TpeMa W3PUYATO Ne(pUHUCAHUM [IJbeBHMa MyTeM HH3a Mepa.
Opcrynama Off IOCTaB/bEHNX IUIBEBA, MOBena ¢y no pesusnje JlucaboHcke
cTpaTeruje u yBobema HOBHX MHCTpPyMeHaTa H-eHOr cpoBobema. Texmmba fa
y wTo Beho] Mepu uWiM y TOTOYHOCTH OCTBape LuibeBe JlucaGoHcke
cTpaTermje, 3a 3eMJbe UHje je CTPATEeIIKO ONpefesbehe 1a MOCTaHy WIAHMIEe
EY, nonyr CpOuje, 3Haum ecukacHuje OpuBpegHe pecdopMme u Opike
ucnymeme KpuTepujyma 3a uimadnctBo y EY. Peammsammja uumeBa
JTucaboucke crpateruje 3a CpOHjy KOMIJIEMEHTapHA je ca HMCHyHhaBambeM
eKOHOMCKUX KpHuTepujyma 3a unaHcTBo y EY n3 Konenxarena. [loctuzamem
JlucaGoHCKMX IMJbeBa M WCIyHaBalkeM EKOHOMCKUX KpUTepujyma U3
Komnenxarena, npuspepia CpOuje mocraje cpeMHHUja 1a ce MOXKe CYOUHTH C
KOHKYPEHLIMjOM U TPKUIIHAM CHarama HajKOHKYPEHTHHUje U HajAMHAMUYHH]je
IpUBpefie Ha CBETY.

Kibyane peunm: JlncaGoncka crpareruja, Kpurepujymmn n3z Konenxa-
reHa, Cpouja.
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Introduction

Lisbon strategy was adopted on European Council in Lisbon in 2000, with the
aim that European Union (EU) becomes the most competitive and the most dynamic
economy, what can be accomplished only if all the participating countries are joined in
the same path. Except for the positive results, the progress in achieving Lisbon goals was
slow and insufficient, so the wider spectrum of reforms was engaged between 2000. and
2004™ . In order to increase the potential of fulfilling defined goals in Lisbon, EU
adopted “Revised Lisbon strategy” or “Renewed strategy for employment and growth”
and new instruments in its implementation.

Since 2000™, Serbia from one year to another accomplishes advancement in
numerous areas of economic and social development, but it is insufficient. It greatly
lagging behind EU, neighborhood countries and belongs to the European countries with
the lowest level of development. Such situation demands the advancement of structural
and institutional reforms and improvement of macroeconomic performances in the
economy. The realization of important social and economic goals coincides with the
realization of strategic decision of Serbia to become a member of EU. Lisbon goals are
relevant, but not as additional criteria of EU membership, but as goals that had to be
included into policies, reform programs and action plans. Inclination of Serbia to fulfill
them is especially complementary with achieving economic criteria for membership
from Copenhagen. Increasing the consciousness on the importance of Lisbon goals,
challenges that they impose and understanding the instruments for performing Lisbon
program, is extremely important for successful process of conducting reforms and
economic development of Serbia.

1. Lisbon strategy — Revision of Lisbon strategy and instruments for
implementation

In Lisbon in 2000, EU defined strategic goal that until 2010. becomes the most
competitive and the most dynamic economy in the world, based on knowledge and
capable to achieve sustainable economic development, greater employment and social
cohesion. In order to achieve such goal it was adopted overall reform agenda titled
“Employment, economic reforms and social cohesion — the path towards Europe based
on information and knowledge”, better known as “Lisbon strategy” (LS)".

Analysis of causes for EU lagging comparing to USA and Japan preceded LS,
where it was stated that these countries thanks to new technologies and implementation
of science and research works, have the higher level of productivity. The task was
imposed on EU economy to achieve high competitiveness, that is, the ability to provide
for EU citizens increase of standards of living, with the high employment rates in long
term, as the supporting pillow for sustainable development strategy of EU.

In Gothenburg, in 2001, EU added to LS problems of environmental protection.
Beyond, LS stressed the importance and the need of better integration of research
programs and institutions on EU level. In order to decrease gap between EU and its

! Presidency Conclusions, (2000), European Council, Lisbon, http://ec.europa.eu, p. 1.
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major competitors, regarding the research and innovation, EU adopted in Barcelona in
2002 “Action plan of investments into researches”, and proposed the creation of
European research area’.

LS covered wide program of goals and reforms. Concretization of the goals of
LS means that EU until 2010. must accomplish: (1) increase of the employment rate on
70%; (2) increase of the yearly growth rate of GDP on 3% and (3) growth of investments
in R&D on 3% of GDP.

Three key areas for accomplishment of LS goals are identified as: 1. research
and innovations, 2. IT and communication technologies and 3. education and training.
Basic instruments for achieving LS became opened method of coordination, based on
general evaluation (benchmarking) and expansion of the best practice among members.

In order to achieve ambitious goals of LS, EU published in 2002. report on
“Industrial policy in an enlarged Europe”, where it opposed the wrong opinion that
industry would not play key role in IT society and society of service industries, and that
the only template for development is the third sector development’. Also Agenda
acknowledged the importance of creation favorable business environment for SMEs,
creation of efficient financial markets, development of society of knowledge and concept
of flexible education system and life long learning.

Integration of new state members in LS started in Gothenburg in 2001.
Regarding Lisbon goals these countries adopted “Strategy of Europe Plus”. They have
equally been involved into research programs and active construction of “European
research area” since 2002. Yet, although the EU expansion on 27 members is described
as welcomed, it made harder accomplishment of the LS goals, that were far from
projected already in 2004.

Before 2004, in order that EU becomes the most competitive economy in the
world that is based on knowledge, significant lag appeared in the plan of implementation
of LS goals. It became obvious that to many general objectives are hard to be
accomplished, so the smaller number of goals were proposed as well as expanding the
deadline for their realization. These alternatives were rejected.

“Cocua’s report” on implementation of LS was based on 14 indicators, which
showed dark picture and different advancement between 2000. and 2004. Therefore, it
stresses that it is necessary to conduct concrete and large reforms of LS in order not to
become synonym for failure goals and unfulfilled promises*.

Disappointing results are the consequence of overburdened plan, economic
conditions, low coordination and controversial priorities due to the lack of political will
in the member counties, limitations like institutional inertness, international uncertainty
and the lack of support of wider public. Namely, LS covers also the areas for which EU
is not authorized, that is why voluntary cooperation within “opened method of

2 Com (2002) 565 Final, “The European Research Area”, (2002), Commission of the European
Communities, Brussels, http://www.bologna-bergen2005.no/docs/02/era newmomentum_en.pdf,
p. 7.

3 Com (2002) 714, Final, “Industrial Policy in an Enlarged Europe”, (2002), Commission of the
European Communities, Brussels, http://ec. europa.eu/invest-in-research /pdf /download en
/industrial policy _enlarged europe.pdf.p.5

* Cocua’s report, http://www.entereurope.hr/news.aspx?newsID=141, p. 1,2.
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coordination” gave inadequate results’. Therefore it was requested coordinated, focused
and fast action on five priority areas: 1. society of knowledge, 2. unique market, 3.
improvement of entrepreneurial climate, 4. construction of flexible labor market and
strengthening social cohesion and 5. ecologically sustainable future.

Without dropping of the basic goal, EU redefined widely defined goals from
Lisbon and focused priorities on growth and employment in 2005. EU adopted “Revised
(New) Lisbon strategy” (RLS) or “Reconstructed strategy for growth and employment”,
that kept the accent on goals of significant importance for developing and strategic
position. Realization of RLS was predicted to be conducted through two three year
period of application. The first period is between 2005. and 2008, and second from 2008.
until 2011. The responsibilities in conducting were divided between institutions of EU
and members. RLS covers new instruments and plans of implementation. The basic
instruments in RLS implementation became:

a) “The community Lisbon program” (CLP) is reform program on European
level, that demands to: 1) EU makes attractive place for investments and work, 2)
increase investments into knowledge and innovations for growth, and 3) create greater
number of new and better jobs™®.

b) “National reform programs”(NRP) are main instrument of RLS that member
countries create each year. Members adapted national programs for the period 2005-
2008. according to 24 integrated guidelines (macroeconomic, microeconomic and
guidelines for employment)’.

c¢) “Strategic yearly report of the Commission on progress” is created with the
simplification of the reports of member countries, that European Commission uses as the
instrument for reporting on conducted economic and other measures, during the
estimation of progress of countries members in conducting reforms, as well as in order to
simplify mechanism of the opened coordination method.

d) Benchmarking method remained in RLS important instrument and method of
connecting and conducting Lisbon process that means application of experiences of
other countries members and their adaptation to the specific conditions in each member.

The following results were achieved in the realization of LS goals until the end
of 2007: 1. Rate of employment of approximately 66%; 2. GDP has the average growth
rate of 2,9% and 3. Investments in R&D were 1,9% of GDP.

Since 2008, it has begun the second three years period of the application of
“Revised LS”. EU confirmed the importance of integrated guidelines, and as priorities in
“Lisbon program of the union 2008-2010” stressed®: a) stronger investment in
knowledge and innovations, b) release and strengthening of business potential, especially

> SEC (2005) 385, “The economic costs of non-Lisbon — A survey of the literature on the
economic impact of Lisbon type reforms”, (2005), European Commission Brussels, http: /
europa. eu. int / growthandjobs / pdf/SEC2005 385 en.pdf, p. 14.

 COM (2005) 141 final, “Integrated guidelines for growth and jobs 2005-2008”, (2005) European

, Commission, Brussels, (http://europa.cu/growthandjobs/pdf/COM2005 141 en.pdf, p.1,3)
Ibid, p. 6.

§ COM (2007) 804 final, “Proposals for a Community Lisbon Programme 2008 — 2010, (2007),
European Commission, Brussels, http://ec.europa.eu/growthandjobs/pdf/european-dimension-
200712-annual-progress-report/200712-annual-report-community-programme_en.pdf, p. 1.
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of those in SMEs, c) higher level of adaptation of labor market, based on the concept of
flexibility, and d) significance of energy and changes of climate.

2. Significance of the Lisbon strategy goals for Serbia

Joining EU, as the most important European integration represents strategic
priority of Serbia. Serbia signed “Agreement on stabilization and pre-accession “with
EU in 2008. The two most important obligations that must be taken with signing the
Agreement are gradual liberalization of trade with industrial and agricultural products
that is creating of free trade zone in stages, and the obligation of harmonization of the
legislative with communitarian law in EU.

EU in Copenhagen in 1993 decided that it will accept in it’s membership joined
countries from Central and Eastern Europe that express that wish and fulfill “Criteria
from Copenhagen”. The accession process and membership of Serbia in EU will depend
upon EU judgment weather and to what extent Serbia fulfills proscribed criteria for full
rights membership in EU that is to what extent accepts it’s basic goals.

Without denying political and legal criteria for membership in EU, fulfillment
of economic criteria and goals for Serbia is of far more priority, in order to achieve
functional market economy, which is capable to sustain the pressure of competition and
market strengths within EU. Due to that fact, LS that is more focused on economic and
social questions, and less on political aspects, must occupy adequate position in
transitional period in the economy in Serbia.

The tendency that in larger extent and totally fulfill the goals of LS would mean
the continuance of the economic reform program in order to remove the existing
weaknesses and accomplish economic prosperity. Therefore the realization of the LS
goals for Serbia becomes complementary with fulfillment of the economic criteria for
the EU membership from Copenhagen. With the realization of Lisbon goals and
fulfillment of economic criteria from Copenhagen, the economy of Serbia would become
more prepared to confront the competition and market strengths in EU.

Additional values of LS are not new goals, but precisely defined indicators and
measures, timelines and mechanisms of implementation. Also, goals from Lisbon do not
mean additional criteria for membership in EU, but the goals of LS must be reflected in
EU policies towards candidate countries. EU induces that these goals are considered and
included in reforms that is action plans’. That means, Serbia must gradually adopt goals
of LS and develop such combination of policies that would enable keeping up step with
EU. Such approach would contribute to more efficient use of financial resources from
pre-accession funds for support — IPA.

In document EU from 2008, “Western Balkans: Enhancing the European
perspective”, among other, is stressed that increasing the competitiveness, decrease of
unemployment, improvement of human potential and greater participation on labor
market, development of infrastructure and provision of social cohesion (which are the

? COM (2005) 141 final, “Integrated guidelines for growth and jobs 2005-2008", (2005) European
Commission, Brussels, (http://ec.europa.eu/growthandjobs/pdf/com2055_ 141 en.pdf, p. 3,6.
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foundations of LS) are main challenges for the whole Western Balkans region, Serbia as
well, and that EU would support the promotion of LS goals'’.

3. Starting point of Serbia regarding Lisbon goals

Advancement of member countries towards Lisbon goals of EU is followed
through selected structural and sectored measures and indicators (130 indicators grouped
into sex categories: general economic data, employment, innovation and research,
economic reforms, social cohesion and environment). Some of those indicators can be
expressed also for Serbia, where we should keep in mind the fact that in some of the
areas starting point is hard to identify or monitor the progress towards all the goals due
to the shortage of statistical data.

In our country monitoring the progress in achieving LS goals can be expressed
in the best manner through structural indicators of economic development. They show
the extent of fulfillment of economic “criterion from Copenhagen’. Except for economic,
we could see aspect of social, regional and environmental development. Comparative
analysis can be based on indicators of development that are monitored by European
Commission in EU and Serbia neighborhood countries (tables 1. and 2.).

Table 1. Position of Serbia towards European Commission structural indicators (2006)

Lisbon structural indicators Serbia EU-27 Level index
EU-27=100

General economic conditions
GDP related to purchasing power — thousand of PPS'! 7,9 23,4 33,8
Productivity per employee GDP PPS 54,3 100 100
Employment
Employment rate in % 499 64,4 77,5
men 59,2 71,6 82,7
women 40,6 57,2 71,0
Employment rate of elderly workers in % 32,6 43,5 74,9
men 47,1 52,7 89.4
women 19,6 34,9 56,2
Innovations and research
Costs of R&D - % in GDP 0,48 1,84 26,1
Economic reforms
Comparative level of price index 42,4 - 100
Social cohesion
Long term unemployment rate in % 16,8 3,6 466,7

1 COM (2008) 127 final, “Western Balkans: Enhancing the European perspective”, European
Commission, Brussels, http://ec.europa.cu/enlargement/western_balkans communication.pdf.

"' PPS euro unit — Purchasing Power Standard — reduced calculating unit that shows the value of
one the same basket of goods in all EU countries.
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men 13,7 3,3 4152
women 20,8 4.0 520,0

Environmental protection

The extent of cargo transportation related to GDP
(1995=100) - index 98,9 106,7 92,7

Source: Statistical Yearbook of Serbia 2008, and Eurostat, 2006.

For the period 2001-2007, our economy was characterized by dynamic growth
of GDP in average rate of 5,6% per year. This is one of the rare indicators where our
economy is better then EU — 27 average as well as the neighboring countries

Results of the comparative analysis, according to the indicators of development
monitored by European commission, show that Serbia makes the progress in numerous
areas of economic development, but yet it significantly lags behind EU countries,
leading countries in transition and surrounding, and belongs to the group of European
countries with the lowest level of growth (table 1. and 2.).

Table 2. Position of Serbia according to the structural indicators of European
Commission compared to Croatia, Slovenia, Romania and Bulgaria (2006)

Lisbon structural indicators Serbia Cro. Slo. Rom. Bul.
General economic conditions
GDP per purchasing power, 2000,
thousand PPS 7,9 11,7 20,4 8,8 8,7
Productivity per employee GDP PPS 54,3 64 84 39 35
Employment
Employment rate in % 49,9 55,6 66,6 58,8 58,6
men 59,2 62,0 71,1 64,6 62,8
women 40,6 49,4 61,8 53,0 54,6
Employment rate of elderly workers in % 32,6 33,1 32,5 41,1 40,0
men 47,1 50,0 453 50,2 49,2
women 19,6 27,3 21,0 33,1 31,1
Innovations and research
Costs of R&D - % in GDP 0,48 - 1,59 0,46 0,48
Economic reforms
Comparative level of price index 42,4 71,4 75,8 58,5 44,1
Social cohesion
Long term unemployment rate (%) 16,8 - - - -
men 13,7 - - - -
women 20,8 - - - -
Environmental protection
Level of cargo transportation compared
to GDP (1995=100) - index 98,9 ) 12,8 129.3 137.1

Source: Statistical Yearbook of Serbia 2008, and Eurostat, 2006.

4. Challenges and future steps of Serbia in accomplishment
of Lisbon goals

Serbia does not have adopted unique strategy, plan of activities or document for
implementation of Lisbon strategic goals that would be comparable to the documents
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applied by the countries members or countries candidates in the process of joining EU.
Nevertheless, some goals and activities related to LS partially not coordinated and not
planned are involved into some of the documents. Since 2000, over 30 strategic
documents were adopted, that is strategies and action plans, that are focused on various
areas of economy and society.

With entering into negotiation for membership in EU, Serbia would be obliged
to accept not only legal heritage of EU, but also all the strategic documents of EU, as
well as LS and instruments of its implementation. Due to the fact that Serbia belongs to
the group of European countries with the lowest level of development, in order to have
faster economic growth, it should not wait to gain the status of candidate. It would be
good, without waiting the initiative from EU, to study LS, include goals from Lisbon
into wider strategic framework for development of Serbia. It should be worked more on
promoting the significance of LS goals for modernization and conducting the reforms in
Serbia, as well as for faster joining EU.

It is important to estimate the relevance of each of the 24 integrated guidelines
for Serbia, accept and include those that are in this stage of reforms for us more relevant.
It is necessary to bring and apply action plans and other instruments for implementation,
with clear obligations, authorities, deadlines, define short term and long term priorities
and follow the indicators in order to faster come closer to the Lisbon goals.

Main challenges that suite to Lisbon goals, as well as to the priorities and goals
of economic development of Serbia are: higher investment into innovations and
technologic development, relations between institutions of R&D and business circles,
development of ICT and society of knowledge, education, creation of flexible labor
market and strengthening social cohesion, improvement of sustainable development etc.

The need to continue with faster structural reforms, accomplish higher economic
growth and solve the problem of unemployment to a greater extent, in 2006. caused the
need to adopt “National strategy of economic development of Republic of Serbia
between 2006-2012” (NSEDS). That is why in NSEDS the greatest importance is given
to the society based on knowledge, as the framework for development of efficient
economic structure. Beyond, the attention is given also to the goals of increasing the
level of competitiveness, together with strengthening of social cohesion and
development of human potential as the main source of competitiveness.'> The goals of
this NSEDS show that it to the greater extent follows the key goals from Lisbon,
although they do not cover all the areas of RLS.

The area where we should start with the realization of Lisbon strategic goals is
creation of “Action plan for increase of reimbursement for R&D” on 3% from GDP. In
this plan must be included concrete measures and actions, as well as priorities and
mechanisms for monitoring of the realization of this goal. It should consider model of
Action plan of EU, where 2/3 of the investments would come from private sector.
Special attention should be given to the creation of strong scientific and research basis,
cooperation between science and industry, renewing industrial R&D and application and
commercialization of the results of research in industry.

Another example of challenge is improvement and higher investments into the
area of education and training. Comparative data on the progress in education show that

12 National strategy of economic development from 2006- 2012, Belgrade, p. 1,5.
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Serbia has relatively low average education level among grown up population. Also,
compared to EU and surrounding countries, Serbia has the lowest participation of pupils
and students in the total population of 15,3% in 2005." Because of that we must increase
the funds for education and continue with initiated reforms of education systems towards
increase of the quality and efficiency of education, according to the principles of life
long learning and coordination of education systems with the principles of development
of education in EU and “Bologna declaration”. Development of the economy based on
knowledge is the concept of development of the most developed countries. This
development is mainly based on ICT development and its full application in all the
economic and society areas. The most significant indicator of growth of IT society is
usage of Internet, whose usage and accessibility should be further initiated in our
country.

Sustainable development model of LS had to be used as the basis for creation of
our sustainable development strategy. Challenges for this strategy are in the
improvement of priority areas that are related to the society of knowledge, internal
market, business climate, and labor market, fulfillment of social cohesion and
sustainability of environment (energy and climate changes). In “National strategy of
sustainable development of Serbia” that is brought up such decisions is few.

Opened method of coordination as an instrument of implementation of LS, must
be applied in the group of measures, because they provide comparativeness and
positioning with the countries members and candidates in various areas and achieved
results. Therefore it is necessary to develop statistical system of gathering and
monitoring of data in our country. That system should be related to EU system for
monitoring of structural and indicators of development and measures, and therefore
provide their comparability on the same basis.

With this the list of challenges and future necessary steps that are related to
Lisbon goals is not finished. Very important areas and sectors are related also to:
increase of the competitiveness, strengthening of business potential, improvement of
entrepreneurial climate of SMEs and entrepreneurship, foreign investments attraction,
long term solution of energy problems, climate changes, efficient legislative etc.

Conclusion

Lisbon agenda is in the essence confirmed in the past through tendency to be
conducted and through the revision and addition to it’s content and goals. Revision of LS
it is kept the determination of EU to continue with reforms towards achieving
competitiveness in global economy and towards main foreign trade partners. Although it
is hard to expect that the goals of LS would be accomplished until 2010, especially in the
conditions of global economic and financial crisis that is more intense in the end of
2008, they would most probably even after 2010, be the major reform directions in EU,
which means that in the longer terms they would be relevant for Serbia.

5 The development report for Serbia 2007., (2008), Republic Development Bureau of the
Republic of Serbia, Belgrade, p. 114, 115, and Statistical Yearbook of Serbia 2008, (2008),
Statistical office of Republic of Serbia, Beograd, p. 345, 350.
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LS goals are relevant for Serbia, but not as additional criteria for membership in

EU, they are goals that should be incorporated into our policies, reform programs and
creation of action plans, because EU incorporated them into policies towards South East
Europe. Approaching Lisbon goals is extremely important also in order to achieve the
criteria from Copenhagen and conducting of the overall economic reforms in transitional
conditions. Raising awareness on the importance of Lisbon goals, challenges that they
impose is extremely important due to the success in conducting institutional and
structural reforms, improvement of macroeconomic performances of the economy and
decrease of economic lagging and disproportions of Serbia compared to EU members.
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STRATEGIC DECISIONS FOR THE DEVELOPMENT OF TOURISM
DURING THE TRANSITION PERIOD IN SERBIA'

Abstract

Tourism represents a very perspective and significant economic activity for the
Republic of Serbia, being one of the basic branches of economy, creator of GDP and
supporter of the development of different environments. Unfortunately, since the
beginning of the 1990s of the twentieth-century conditions for the development of
activities in the field of tourism have been very negative, because of many reasons.
Reasons that certainly belong among others are: the shortage of capital, reduced
turnover scope in tourism, very small investment, but the basic reason is the deep
economic crises that have taken hold of our society.

Under the influence of the arisen changes, present level in the development of the
domestic tourism is under the actual possibilities that are enabled by natural, as well as
social respectable resources. The politics of undifferentiated marketing was immanent
during the whole period of the post-war development in tourism afier the W.W.II up until
today and has not been giving results that were real according to the available resources.
During the period of transition it is often heard of tourism being one of the bases for the
future economic development of the Republic of Serbia. However, it hasn't been done
much to actually take steps in practice.

The aim of this work is to point out the state of tourism in the current economic
situation in the country with the special stress on the possible strategic moves in the
further development in tourism.

Key words: tourism, transition, politics, economy, marketing

' This paper work is a part of research in project given by Ministry of Science and Tehnological
Development, Republic of Serbia with title: ,,Multifunctional agriculture and rural development in function
of including Republic of Serbia to European Union - 149007 and also project TR 20111 “Standardization
of technological procedure in traditional producing golija cheese with application original bacteria of milk
acid in aim to protect geographical mark of origin.
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CTPATELIKA OINNIPEAE/BEIbA PAZBOJA TYPU3MA
Y IIPOLIECY TPAH3UIIUJE Y CPBUJI®

AdcTpakT

Kao jeona 00 6asnux epana nayuonanmne exonomuje, cmeapanay GDP-a u ocionay
Paseoja pasnuuumux cpeouna, mypusam npeocmasmwa 3a Cpoujy eeoma nepcnekmueHy u
3HauajHy exoHomcky akmusnocm. Haocanocm, 00 nowemra 90-mux eoouna XX eexa
yenosu 3a - 008ujarbe  akmusHOCHU Y 00Iacmu  mypusma NOKA3AaIu ¢y ce 6eomd
HENoGo/bHUM, U3 6eluKo2 Opoja paszioea, mely Koje céakaxko cnaoajy u HedoCmamax
Kanumana, CmareeH O0OuM Mypucmu4Koz HpoMema, 6eoma Mane uHeecmuyuje u
OCHOBHO2 Y3pOKA 0YOOKe eKOHOMCKe U NOIUmuuKe Kpuze y KOjoj ce Hauwio Haule
Opyuimeo.

oo ymuyajem Hacmanux npomena, cadauirsu HUBO paseoja Oomakliee mypuszma
Hanasu ce ucnoo peannux mocyhiHocmu Koje npyscajy OpojHu pecneKmabuiHu pecypcu
KaKo npupoOuu, maxo u Opywmeenu. Takohe nomumuxa Heoupepenyuparoz
MapKemuHaa Koja je, 3a 4umas nepuoo paseoja mypusma HakoH /[pyeoe ceemckoe pama
na 0o oauac, Ouna UMAHeHMHA, Huje 0asana pe3yimame Koju cy Ha OCHO8Y NPUCYIIHUX
pecypca bunu peannu. Y 200unama mpanzuyuje uecmo ce uyje 0a je mypusam jedarn 0o
ocnonaya Oyoyhee npuepeonoe passoja Cpouje. Melymum, y npaxcu ce mMano ypaouio u
yuHu da ce npehe ,,ca peuu Ha dena .

Lumw pada je da yradice Ha Mecmo mypuzma y mpeHymHoj eKOHOMCKO] CUMYyayuju y
3eM/blU ca NOCEOHUM AKYEHMOM Ha Mozyhe cmpameuike npasye me20602 0ame2 pa3eojd.

Kawyune peuu: mypusam, mpanzuyuja, noIumuKa, npuspeod, Mapkemune

Introduction

In spite of the great number of attitudes stated in public about the changes that would
appear after 2000. in all spheres of economic and social life, we conclude that new government
preserved to a great extent the old model of rule and accumulation of wealth which caused
increase of social inequality and rapid decrease of democratic potential in the society. Harmful
consequences of the struggle for power within the ruling political elite are felt mostly by
citizens, those who actually at the most expected from the promised democratic and economic
reforms.

However, the period of transition started in some important economic branches from
which results are expected. Appropriate documentation was gathered (legal and sub-legal acts,
strategies and plans of action for the future development).

? Paj je 1e0 HCTpakiBarba Ha pojekty 149007 ,, MymmudhyHkyuonana nosonpuepeda u pypaiku paseo)
v @yuryuju yrwyuerwa Penyonuxe Cpbuje y Eeponcky yuujy*, MUHICTapCTBA HAyKe W TEXHOJOIIKOT
pasBoja Perny6mike Cpouje u npojexra XXX
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1. Position of tourism in the former politics
of economic development

During the former economic development, primary and secondary sector had
the priority. After the W.W.II through the rapid flow of industrialization, our country
was trying to overcome the inherited, evidently big economic regional inequalities. An
attitude and determination to pay equal attention to the development of all economic
sectors was present, with the special stress on the rapid industrial development whose
aim was to enable creation of the material base for economic development of
underdeveloped republics and regions within. Former strategy of economic development
was the rapid flow of industrialization. Rapid development of tertiary sector began in
1970s of the twentieth-century.

Declarative support has been given to the whole economic development of the
Republic of Serbia, but without real and serious action in order to improve it. Events that
happened during the last decade of the twentieth-century caused spoiling the image of
tourism and lost of interest in all segments of foreign countries” touristic demand for our
country. These conditions are pictured in the best way through the reduction of statistical
indicator values related to the field of tourism (number of arrivals, number of overnight
stays, income in foreign currency of tourism etc.). Because of impoverished economy it
hadn’t been invested into the development of tourism during the 1990s.

A lot of factors influenced bad inheritance considering the development of
tourism in the Republic of Serbia. It is good to mention that during the same period a
great progress in the world regarding information technology took place (its
modernization), that has opened opportunities for new forms of application in tourism. It
could be stated that regarding modernized information technology our country has been
outstanding as well, in other words, the gap has become even more deepened.

2. Politics of development in tourism

In order to revitalize and restore the position that tourism had in the past it is necessary
to improve the image of the Republic of Serbia and to approach all marketing segments with
maximum appreciation of all the factors that determine the demand which would enable a
successful placement of our tourism product. Strategic elements for the development of tourism
should be based on the selective determination of aiming markets and segments. A condition to
achieve more significant effects in tourism is complementary to the development of domestic
and foreign tourism. Consequently, to access international markets has become a must!

Certain destinations in the Republic of Serbia would be treated as small destinations
on international tourism market. A chance lies in focusing on the specific segments of tourism
demand, in other words in the target marketing, in the development of special interest tourism
and in rural and transit tourism.

Regarding the tendency of a large number of international companies to manage
global affairs, as well as the fact that former development of tourism (domestic and foreign) was
elemental, theoretically it is important to present what is meant by managing affairs on the
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international tourism market and what the segmentation on this kind of market represents. This
is a condition for making the right choice of strategy and its successful implementation.

Starting with an assumption that segmentation is based on the difference of final
consumers’ - tourists” needs (motives and requests), that are represented within different
demand for products and service on the market, it is necessary to adapt given tourist destination
and its tourism product to specific tourism requests and motives ( its segments ), in order to
place the product on the market successfully.

Considering necessity to access the international market, phases in the business
politics of the firms, as well as of destinations could be:

The first phase-development-Large number of destinations (except Belgrade) have not
yet been defined on the domestic market. Therefore, the possibilities for animation and
attraction in certain segments of domestic demand are higher. At the starting phase of
destination, all economic subjects (their business orientation ) must pay attention to the aiming
groups within certain segments of domestic demands. At the moment of reaching saturation
point, diversification with new elements to enrich tourism offer and differ from eventual
competitive destinations could be realized.

The second phase, internationalization — these two phases should be developed
complementarily, considering that foreign tourism developing effects are also expected, by
which, as I already mentioned, development of tourism and achieving more important effects
are conditioned. This phase would include: engagement of intermediaries, opening local
departments for offering travel arrangements by which higher level on the international market,
in other words, larger economy scope would be achieved and tourist destinations (elements
included in the offer) must be based on export.

The third phase would include activities on the international market. The activities
would be: strategy formulation for acting on any market where tourism product is being placed,
afterwards all the forms of marketing and organization, and in the later part research activities
related to certain international market and all its segments.

The fourth phase in theory has been related to Global Affairs Management. The world
will be seen as a unique market, which, in the case of certain destinations in the Republic of
Serbia, considering potential ( resources ) that are in their possession and aims that could be
achieved, because they are small destinations is unreal.

3. Strategic decisions for creating marketing attitude

Regarding marketing of tourist destinations management, especially when discussing
about planning of marketing activities and choosing right strategy, tourist destination has three
general applications:

1. application of the so-called undifferentiated marketing — tourist destination is
placed on the market frontally, offering the product, disregarding the existence of

numerous differences that appear in tourist demand

2. application of differentiated marketing — includes consideration of the fact that
a market could be divided into smaller and more homogeneous (compact)
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consumer groups and therefore adapting the politics of tourism offer to the
circumstances

3. application of concentrated marketing — includes the choice of only several
target markets, or even only one on which product would be placed. The last one
represents the strategy of concentrated marketing or focus marketing.

It could be concluded that, during the former development of tourism in the Republic
of Serbia, in spite of the development support voiced in public, the concept of undifferentiated
marketing has been unrestrainedly applied, where the existing atractions have been offered
frontally, without a clear politics of marketing and demand, in other words without answering
the needs of certain marketing segments (target groups).

In literature which deals with the questions of marketing approach to consumers, the
priority is given to the focus strategy which enables series of advantages:

1. It enables more precise market definition and better understanding of consumers”

needs;

2. Once the consumers” needs are understood, it is easier to determine marketing

mix;
3. Continuous program of market segmentation strengthens firm capabilities
(destinations) by satisfying the changeable market needs;

4. Enables the management to make better evaluation of the competitors” weak and

strong sides;

5. Segmentation leads to a better directing of the marketing effort;

6. Enables more precise definition of market segments.

Pointing out that there are large number of bases for market segmentation, P.Green
reminds that in the basis, two analytical approaches have been traditionally used and those are:
a) ‘a priori’ segmentation which is based on the characteristics of consumers that had been
established beforehand and b) ‘post hoc” segmentation which is based on the appreciation of
consumers’ similarities regarding the defined set of variables. Combination of these two
approaches is so-called “hybrid approach’.

Considering numerous specific characteristics of tourism demand, world trends
according to which the priority should be given to the focus strategy, it is necessary to state
"target markets” precisely and to invest in that regard and expect effects by reason of that kind of
investment. It should be complementarily paid attention to the domestic, as well as to the
foreign tourism demand, particularly if the effects of tourism development are expected
(financially in the first place).

4. Possible directions in market segmentation
of tourism

According to the inspection of resources (natural and social) and, on the other
side, domestic and international tourism demand, we had been trying to predict demand
(actual and potential) and propose market segmentation based on it, on which it would
be good to direct appropriate marketing and management activities, so that the effects of
tourism would be higher.
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Markets could be divided into two basic groups: domestic and international.

International could be divided into three segments within which target markets should be stated
precisely (focus strategy). The division would be the following:

I

Domestic market - focus strategy could be clearly performed and target groups

underlined. Those would be:

I

Excursionists: pupils” excursions and organized groups for visiting monuments
pertaining to the history of culture and cultural institutions, numerous historical sights,
various manifestations, gatherings etc.

Fair tourists: fair manifestation program lasts during the whole year. Fair spaces in
Belgrade and in Novi Sad are bases for planning and expecting in regard to this.
Conference tourism: Belgrade has the biggest possibilities for this type of tourism
development. The existing built infrastructure for conferences (Sava centre, etc.)
should be mentioned, being one of the most important facts, as well as the vicinity of
an airport. It is good to mention that other centres in the Republic of Serbia do not
possess these possibilities, therefore tourism based on workshops and small gatherings
should be developed. This attitude is based on the fact that modern businessmen of
today do not wish to lose their time travelling to destinations that are more than 100
km away from the airport, because basic moto of businessmen is 'time is money’.
Vacation tourism: organized visits (group or individual) to natural attractions the
Republic of Serbia is rich in with clear investment activities in building appropriate
infrastructure in localities could bring long-term effects.

Sport: organization of various sport manifestations could attract suitable number of
tourists from the country.

Special interest tourism:

a) Hunting and fishing - Organized visits (group or individual) to various
domestic hunting associations and to their members;

b) Rural tourism - Interest of the people from our bigger city centres
(Belgrade first of all) in visiting decorated rural houses has been increasing
recently;

c) Visits to monasteries and castles - It could be closely connected to
excursionists and appropriate programs of pupils” stay during excursions,
organized groups could be formed, etc.

d) Photo Safari — It hasn’t still been popular and developed sufficiently, the
fact that should be changed.

International market
International market could be divided into three market groups, within which smaller

homogeneous groups could be formed, by which certain programs of stay could be offered. The
three market groups would be:
1) International markets where rapid access is possible. Starting income in foreign

currency could be enabled by these markets. East European Markets could be the
example. But, those should be the countries whose image hasn” t been ruined to a
great extent. There is least prejudice in these countries and there are good traditional
bonds (economic, cultural, and historical). Those countries are: the Russian
Federation, Ukraine, Czechoslovakia, Slovakia, Hungary, Romania, Bulgaria, Greece
and Macedonia.
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2) Perspective markets — require bigger investments for regaining their position and for
answering the increasing requests of the tourists. By this I primarily speak about the
quality of services that many people name as being crucial factor when they rate their
stay at a particular destination. Certain tourism products had already been present on
these markets before the 1990s (for example: visits of numerous hunting grounds,
etc.). The following countries belong to this group: Great Britain, France, Germany,
the Netherlands, Sweden, Austria, Italy.

3) Distant markets — are the markets that need long-term investments. Those markets
are: the USA, Canada, Japan and China and they require high marketing activity and
long-term investments, in the first place in:

a) promotion — so that the certain homogeneous groups within these markets
could be animated and potential (resources) could be represented to them in
order to attract them for staying on these destinations, and afterwards

b) investments in the quality plans and programs for arrivals and stays on
destinations.

The more prior aspects of tourism that I already mentioned as being the big chances of
a destination will be developing on one side, and division of international tourism market will
be performing on the other side, in other words segments will be formed and within them "target
groups” will be focused, and it will be more possible to carry out plans and programs of stays on
destinations for every segment, or target group. Creativity in making plans and programs of
stays on destinations means guaranteed success. The following table shows an attempt to
predict foreign tourism demand according to the prior aspects of tourism basis of development.

Table 1. Perspective aspects of tourism in the Republic of Serbia and
potential demand on the international tourism market

Aspect of tourism Potential demand

Tourists from all European countries interested in
City tourism familiarization with destinations with the human
inheritance

Tourists from Western and Central Europe while
Transit tourism travelling towards the Mediterranean, or towards
Near or Middle East

Kopaonik, Zlatibor, Tara etc. If they are presented
Mountain vacation in quality and promotional way, they can attract
large number of tourists that are in love with nature
Construction of ports, of all the necessary port
capacities, hotels and restaurants could attract large
number of tourists that are travelling towards the
Red sea. The tourists are from Europe, as well as
from distant markets (the USA, Canada, Japan).
Considering the large number of spas and
sanatoriums across Europe, the effects could be
expected if continuous investments in quality of
Health tourism service, of accommodation, etc. should be
performed. In this way positive long-term results
could be expected.

Tourism related to the
Danube
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Special interest tourism:

Demand existed during economic sanctions, as
well as during the whole period of the 1990s. That

a) Hunting and fishing demand comes from the following countries: Italy,
Germany, Austria, France.
Large number of men in love with nature that come
b) Photo Safari from Europe, Japan, the USA, Canada could bring

significant income

Tourists from highly urbanized industrial countries
in Europe, the USA, Canada, Japan.

Tourists from the so-called “orthodox countries’,
afterwards from Japan and the USA, as well as all
of those who are interested in our cultural and
historical inheritance.

Considering large number of castles across Europe,
as well as the offer, visit could be an integral part of
certain programs for stays.

¢) Rural tourism

d) Visiting monasteries

e) Castle visiting

Wine lovers from the entire world. This specific
aspect of tourism brings significant income to a

f) Wine tourism large number of countries and has the tendency of
growth and development, to which the attention
should be paid.

5. The role of firms in the tourism economy
during the period of transition

Considering the variety of aspects in tourism, it is possible to expect real
effects, based on clear determination of all the represent of the tourism offer and the
investment in this field, in short-term, as well as in long-term period. Therefore, the
development of tourism and its success are based on development and investments in
tourism product and in its width and depth with a clear focus on target markets and
creativity in making plans and programs of stays. In that sense, privatization with the
property owner stated precisely would enable tourism to become effective as a part of
the whole economic system.

The changes that were started through the process of privatization have been
brought to an end. According to the data of the Privatisation Agency of the Republic of
Serbia in the branch tourism and hotel management, by auctions, to the 25th of March,
2009. inclusive, 105. tourism and hotel management firms were privatized, while 38. of
them are still under procedure of privatization. Almost the whole tourism economy
practically got its titular.

This is, certainly, an encouraging data, however in order to make it effective, it
is necessary to give vigour to strategic determination. In that sense an integral part of the
access that was mentioned above must play the crucial role, or in contrary, without clear
vision of tourism, many times voiced attitude about tourism as being "Serbian chance for
development” would remain a dead letter.
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Tourism Organization of the Republic of Serbia and numerous officials as well
must contribute so that it really something would be done. Wishes and plans would
become real that way, and tourism would have marked its own route by coordinated
action. Difficulties that our society has been facing with should not be an excuse, but
they should be a motive.

Conclusion

Transition entered deeply into all pores of our economy and society. Being very
important economical branch tourism hasn’t been immune to all these processes.
However, ‘process” shouldn’t be left to the element development, and it wasn’t the case
up until today. Politics of clear marketing and management with precise focusing on
appropriate target markets with the economic interest of tourism economic objects’
owners would give long-term results. Therefore, natural and human resources that are in
possession of the Republic of Serbia must serve to the further development of tourism.
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ITPEIJIEJAH YJIAHIIN

WBan Hyjuh
Hncinuinyiu 3a Mebynapoghy NONATHUKY U lipuspegy, beozpag

THE INFLUENCE OF CORRIDOR VII AND CORRIDOR X ON
THE TRANSITIONAL ECONOMY OF SERBIA

Abstract

The beginning of the 21" Century is posing a challenge to Serbia’s transition econonry
to take a step towards connecting to the world through the Corridor VII and Corridor X.
Such a step, irrespective of the high cost it entails and the prevailing global financial
crisis, would bring to Serbia manifold benefits by involving its national capital. Serbia’s
national capital, otherwise imprisoned within the state boundaries, should help Serbia in
creating an ambient for brain circulation at a global level. Using the language of
diplomacy, brain circulation at a global level implies Serbia’s tame behaviour towards
great powers, a sense for global dynamism, full respect for an individual without military
skills as well as the ever-present proselytism in decision-making. It presupposes that
through the use of national capital Serbia should become a country where great-powers
influence are bypassing. According to the author, the transition period will be
successfully completed if the contemporary Serbian diplomacy turns to the Corridor VII
and Corridor X like Latin American countries which adapted their public diplomacy to
the needs of mutual integration into individual entities thanks to looking after the Amazon
River in a joint manner. The subject of this paper is Serbia with a potential to become a
respected country in the world due to brain circulation at a global level and bypassing
the great powers’ influence through the Corridor VII and Corridor X.

Key words: world financial crisis, world order, international relations rings, South
America, integration, diplomacy, national and international capital, period of Serbian
economic transition

YTHULHAJ KOPUIOPA VII U KOPUJIOPA X HA TPAH3UIIUOHY
EKOHOMMUWJY CPBUJE

Apstrakt

Touemax XXI cmoneha je obenesicen uzazosom oa Cpbuja, ca exoHomujom y
MpaH3UYUju, Y4UHU KOpak y npasyy nogesusaroa ca céemom nomohy Kopudopa VII u
Kopuoopa X. Taj kopax, 6e3 063upa na ckyne uzoamke rbe206e peanusayuje u céemcky
Qunancujcky xpuzy, oomeo ou CpOuju GueCmPYKY KOPUCT YKBYUUBATLEM TbeHO2
HayuoHanHoe kanumana. Hayuonannu xanuman Cpbuje, unave 3ameopeH y OpoicagHe
epanuye, mpeda oa nomocne Cpouju y yumy cmeaparbd amoOujeHma 3a yupkyiayujy
ymoea Ha ceemckom Hugoy. I oeopefiu jesukom ouniomamuje, yupKylayuja ymosa Ha
C8eMCKOM HUB0Y Noopazymesa Kpomko nonauwiarse Cpbuje npema 6eiukum cuiamd,
CMUCAO 3a 2NI0OATHU OUHAMUZAM, IYHO YBAJICABAILE NOJeOUuHYA 6e3 GOJHUYKUX 6eumuna,
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U CIMAHO RPUCYCMBO NPO3CTIUMU3MA Y OOHOWErbY 00nyKa. To noopasymesa cnocobnocm
da ce, nomohy Hayuonannoe xanumana, Cpouja yuuHu OpiHcasom 3a MUMOUTANHCEFE
ymuyaja 8eiukux cuid y yumy 081a0a8ared NPCMeHo8UMA MelyHapoOHUx OO0HocdA.
Venewmo oxonuarwe nepuooa mpanzuyuje y exonomuju Cpbuje he, no muuiversy
aymopa, bumu ocmeapero axko ouniomamuja caspemerne Cpouje Oyoe okperyma npema
Kopuoopy VII u Kopuoopy X, kao wimo cy opacase Jysicne Amepuxe npunazooune cojy
ounnomamujy nompebama meljycoone unmezpayuje y nocebne enmumeme 3axeasnyjyhu
3ajeOHuKoM cmapamencmsy Haod pekom Amason. [lpedmem oeoe paoa je Cpouja ca
nomenyujanom oa Oyde Opoicasea ca yenedom y ceemy 3002 yupKyiayuje ymoea Ha
CBEMCKOM HUBOY, KAO U 3002 MUMOUWIAICERbA Ymuyaja eeuxux cuia nomoly Kopudopa
VII u Kopuoopa X, easxicnux 3a nepuoo mpansuyuje y exonomuju Cpouje.

Kuyune peuu: ceemcka uHancujcka Kpusa, céemcku nopeoax, NpCmeHosu y
mehyHapoorum oonocuma, JyscHa Amepuxa, unmezpayuja, Kopuoop VII, Kopudop X,
OUNTIOMAMUJA, HAYUOHATHU U CEEeMCKU KANUmai, nepuod mpausuyuje y eKOHOMuju
Cpouje

Introduction

Winds of the global financial crisis make many states of world fully responsible to
protect their economies in the same way as they decide to prevent any form of aggression
between them. Precisely, the danger from final results of downturn in global economy presumes
a collective action among economic entities in favour of avoiding an episode comparable to that
of the Great Depression from 1929 to 1933.

Member states of the former League of Nations, and now the United Nations (UN), in
many ways experienced a financial turmoil in the 20™ century. As we know, it all started in
Wall Street with Stock Market Crash which produced negative effect on many countries of the
world. In the context of the Stock Market Crash, the first phase of the new world order has
begun at the time when it has not been globalising in the form of numerous associations,
international organisations and trade blocs as in the case of the modern era. Also, at the time of
the Stock Market Crash there is no institutional interlinking between world actors which should
be responsible enough to prevent their economies from suffering loses in the field of company
profits and individual salaries.

The interlinking between world actors has an importance for Serbia and its economy
due to its ties with Europe and the world. A particular dimension of Serbia’s ties with
international key players is the project of the Pan-European Corridors VII and X (referred to as:
Corridors VII and X) which includes the river canal Rhine-Main-Danube and the river system
Danube-Morava-Vardar-Thessalonica’s bay.

1." Corridor vii and corridor x as the backbone of serbia’s
transitional economy and diplomacy

The beginning of this century has been marked by specific integration processes in some

regions and subregions of the world. The vast area of Eurasia became divided in three main
integrated subregions. The European Union (EU), the Commonwealth of Independent States
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(CIS) and the Association of South-East Asian Nations (ASEAN) are the main international
poles of Eurasian subregional order. On the other hand, national states in Asia, the Russian
Federation (Russia), China and India are strongly tied to Brazil within the BRIC Association.'

However, Brazil is one of the founder states of the Common Market of South (Mercado
Comutn del Sur — MERCOSUR). Together with Argentina, the Bolivarian Republic of
Venezuela, Paraguay and Uruguay, Brazil is a part of the territory which covers an area of 12.78
million square kilometres. It may be noted that MERCOSUR was founded owing to the said
countries’ common will to unify national resources for the purpose of responsible management
of the Amazon River.”

On the other hand, as a one of the member states of the Andean Community of Nations
(Comunidad Andina de Naciones — CAN), Peru occupies the source of the Amazon River. In
an attempt to free themselves from the Brazilian and Argentinean predominant influence,
Bolivia, Columbia, Ecuador and Peru have founded a specific trade bloc - CAN. As a result,
member states of CAN have more balanced economies in export and import sector due to
develog)ed interregional foreign trade, especially with member states of ASEAN, India and
China.

One need to pay special attention to the fact that Bolivia and Paraguay, as member states of
CAN i.e. MERCOSUR, are landlocked countries in South America. They succeeded in making
a last step towards establishing a supranational organisation like the EU, the Union of South
American Nations (Unién de Naciones Suramericanas — UNASUR).* On 23" May 2008,
twelve South American states signed a multilateral treaty — the Constitutional Agreement of the
UNASUR

A particular advantage of the UNASUR lies in the ability of this supranational organisation
to unite Bolivia and Paraguay by letting them share the exploitation of the river course and its
tributaries. The Amazon River presents the Arbor Mundis of signatory states of the UNASUR.®
In the case of Serbia, the Danube River seeks a mutual cooperation among the countries it
passes through. Germany, Austria, Slovakia, Hungary, Croatia, Serbia, Romania and Bulgaria
are the countries crossed by the Danube River. All of them, together with the Netherlands, have
responsibility for common use of the Rhine-Main-Danube canal.”

The river system Danube-Morava-Vardar-Thessalonica’s bay may have an important role
in survival of Serbia, particularly in its economic and diplomatic life. Serbia’s economy is one
of the transitional economies which includes a specific diplomatic effort in the form of seeking
greater tactical and strategic opening-up to the Mediterranean Sea and the Suez Canal thanks to
Corridor X. Corridor VII connects Serbia with the North Sea, the Atlantic Ocean, the Caribbean

1 Vladimir Rukavishnikov (Bmagumup O. PykaBumnukoB), ‘“Russia’s power and
competitiveness”, (ed.), International Problems, Vol.4, Institute of International Politics and
Economics, 2007, pp. 487-513

2 Slobodan S. Pajovi¢, “Latin America in XIX and XX century”, (ed.), Megatrend University,
2006, pp. 271-356, Ivan Duji¢, “Importance of the MERCOSUR in relation to the Americas
and the world”, (ed.), Institute of International Politics and Economics, 2008, pp. 7-8

3 Ivan Duji¢, op.cit, pp. 4-12

4 op.cit, pp. 4-7, Wikipedia, the free encyclopedia, “Union of South American Nations”,

Internet: http://en.wikipedia.org/wiki/UNASUR, of 07/12/2008

5 Ivan Duji¢, op.cit, pp. 16-19

6 Slobodan S. Pajovi¢, op.cit, pp. 324-357

7 Ivan Duji¢, op.cit, pp. 7-9
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Sea and, finally, with the Panama Canal. Actual social and, in particular, political elite in Serbia
do not have the necessary skills to manage four rings of international relations. National power
in Serbia depends on the political parties which have scattered the domestic power of Serbia.

Instead, in the opinion of the author of this paper, Serbia requires a concerted accumulation
of its national power in a solidarity action of overcoming the old prejudice that Serbia needs to
be a field for establishing of international economic servitudes.® It will only be possible under
one condition: that Serbia becomes a country with the ability to convert its national capital into
the European, regional or world capital.”

Member states of the CAN and the MERCOSUR have increased their national capital on a
regional and global scale thanks to the political awareness of many leaders of South American
countries. A result of such capital increase, national power of member states of the CAN and
MERCOSUR has become accessible for the bypassing influence of the great powers by
openness the national capital of South American countries.

Transforming the national capital in Serbia into the European, regional and world capital
presumes a change of Serbia’s economic climate in favour of that able to sustain its economic
growth due to Serbia’s connections with the North Sea through the Corridor VII and the
Mediterranean Sea via the Corridor X. A success in transforming the national capital has been
best illustrated in Greece. A good evidence of this fact is an interview given by the Greek
deputy minister of foreign affairs.

Namely, the deputy of Greece’s minister of foreign affairs, Mr Petros Doukas, said
“Corridor X is on the top of priorities for Greece”, “it is not only a road for Serbia and Central
Europe, but, it is a path toward markets of the Middle East, the Persian Gulf, the Arabian
Peninsula, the North Africa...”, indirectly thinking of the advantages of the Suez Canal.'’
Strategically, the Suez Canal must be incorporated in the economic and diplomatic life of
modern Serbia for the sake of facilitating a period of transitional economy in Serbia.

Precisely, the life of modern Serbia has begun since Serbia’s declaration of independence.
The year of 2006 represents a milestone for the economic strategy of interconnecting Serbia at
the global level for the purpose of facilitating the transitional period its economy. To make
successful, it needs to think and act in favour of exploiting the global financial crisis for the sake
of purchasing state of the art technology for Serbian industries.

The impact of the foreign direct investment (FDI) in Serbia must be fruitfully used for
purchasing the most advanced equipment and for participating on an equal footing in the world
production chains. Unfortunately, many enterprises and industries suffer from the absence of
productive innovations. According to Radovan Kovacevi¢ “Serbian enterprises are
characterised by a distinct slowness in introducing of new products due to insufficient
innovative activities and a relatively low level of FDI”."!

Corridor VII and Corridor X presume that there is a sense of how to conduct Serbia’s
diplomacy in favour of strengthening its position and prestige in the international arena.

8 Ivan Duji¢, “Corridor X — the challenge for Serbia’s strategy toward the Mediterranean Sea and
Suez Canal”, Research Work has prepared for the Magazine: “International Problems”, Vol.1,
(ed.), Institute of International Politics and Economics, 2009, pp. 7-11

9 op.cit, pp. 11-15

10 op.cit, pp. 5-6

11 Radovan Kovacevi¢, “Possibility and Limitations of Export as a Factor of Balance of Payments
of Serbia”, (ed.), International Problems, Vol.4, Institute of International Politics and
Economics, 2006, p. 498
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According to the author, the brain circulation at the global level seeks the openness of Serbia’s
national market toward the world market because it is a request of Corridor VII and Corridor
X."? Both corridors need to become the backbone of Serbia’s modern economic and diplomatic
life.

The latest data of the European Investment Bank (EIB), indicate that the investment flows
into Serbia amounts to 375 million US dollars (USD)."* During 2008, loans from the World
Bank Group and International Monetary Fund (IMF) reached the amount of 2.02 billion USD
(1.5 billion Euros) for the purpose of implementing infrastructural projects in Serbia, mainly for
better quality of the road and rail infrastructure."*

Discussions on a need to have better road and rail infrastructure in Serbia had begun at the
time when the Government of the former Yugoslavia signed the European Agreement on Main
Railway Lines - AGC and the European Agreement on Important International Combined
Transport Lines and Related Installations — AGTC, as well."” The implementation of both
agreements in Serbia has for implication possible transformation the national capital of Serbia
into small, fragmented and integrated part of the world capital. In 2005, in hope to get the full
membership of the EU, Serbia ratified both agreements. '®

The position of Serbia in the aftermath of conflicts on the West Balkans is very favourable
thanks to Corridor VII and Corridor X. The value of both corridors will depend on how the
social elite of Serbia understand a need to integrate Serbia in the flows and rules of the
international trade at the global level. In the opinion the author, Corridor VII and Corridor X
require a proper sense for global dynamism because both corridors must be incorporated into
the world capital.

The first ring of international relations dictates an obligation of keeping the national capital
of Serbia within the state borders for the sake of strengthening competition in the domestic
arena. The problem facing a transitional economy lies in the lack of ability to establish
economic rules without state intervention and with free setting of prices, taking into account
rules of supply and demand as well. Also, the problem of transitional economy is associated
with the act of freeing national economy from state monopoly.

The author of this paper has a standing that Corridor VII and Corridor X may help in the
final process of overcoming the old definition of national capital which has to be understood as
state capital. It would be a regular process if it were not for sharp political and ideological
differences in Serbia. Motivation of the social elite in Serbia must be aroused by way of drafting
anew social agreement in favour of both corridors and Serbian transitional economy.

The quality of river shipping services needs to be raised to the highest level due to Corridor
VII and Corridor X and the highest quality standards should be applied to the river shipping
companies in Serbia. This is an important issue that needs to be elaborated in the context of

12 Ivan Duji¢, “Corridor X — the challenge for Serbia’s strategy toward the Mediterranean Sea and
Suez Canal”, p.3

13 op.cit, p. 14

14 B92 — Vesti, Mrkonji¢: This year 60 kilometres of the motorway,

Internet:

http://www.b92.net/biz/vesti/srbija.php?yyyy=2009&mm=02&dd=..., of 01/03/2009

15 Ivan Duji¢, op.cit, pp. 2-4

16 op.cit, p. 3
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Corridor VII and Corridor X.", in view of the world tendencies to make river shipping a
successful and profit-making business.

The second ring of international relations has its encouragement in the standpoint that
national capital serves the purpose of integration into the regional and the world capital.
Establishing of international economic servitudes within a state does not mean that the national
capital will be incorporated into the world capital. In fact, by interlinking national capital of two
or more states the fusion process is achieved owing to natural and geographic ties. In the case of
Serbia, Corridor VII and Corridor X represent natural and geographic ties with Europe and the
world. Both corridors constitute links between the fragmented national capital of some of the
European states.

Serbia’s economic growth that was achieved in 2005 and 2006 may be successfully
continued by having an export strategy toward similar subregional markets of the world.
Corridor VII and Corridor X offer opportunities for export of many products from Serbia,
especially agricultural and food products. ** We should also bear in mind that the countries of
Central America have been integrated into the Central America Common Market (CACM)
which presents a market similar to that of Serbia and the West Balkans’ countries."’

Among the Central American countries Panama occupies a central position in the world
trade circulation mostly due to a fact that it has been in control of the Panama Canal since the
end of 1999. Two ports in Panama — Colon and Ciudad de Panama may be synonyms for
Corridor VII and Corridor X whose sections run through Serbia. It means that global trade
circulation could be directed through Serbia’s territory. It is possible thanks to the healthy
national banking system in Serbia.

Vulnerability of the world banking system to the global financial crisis shows the highest
level of the interdependence. Like a giant octopus with his tentacles, many world banks with
their affiliates contribute to money flow for the purpose of establishing and securing the world
banking system. Not long ago, bankruptcy of some US banks resulted in the disorder of the
global financial system.

Namely, the prestige of the US banking system has been seriously shaken by crash of
insurance companies on the issue of mortgages in the field of housing. The impact of the
collapse of the US insurance companies has been transmitted as a plague through the world
banking system. In fact, the US insurance companies such as Funny Mae, Freddic Mac, Bear
Sterns and Leman Brothers have resulted in creating an ambient of global financial insecurity.
A domino effect of this ambient is alarming for the world financial organisations, especially the
Organisation for Economic Cooperation and Development (OECD).”’

The OECD has pointed out that the EU succeeded in going through the first phase of the
global financial crisis owing to integrated economic systems of its member states. > Precisely,

17 op.cit, p. 10

18 Ivan Duji¢, “Multifunctional Agriculture in Latin America and World Trade in favour of
Serbia”, Research Work has published in “Multifunctional Agriculture and Rural Development
III” (ed.), Institute for Economical Agriculture (IEA) in Belgrade, Belgrade, 2008, pp. 44-50

19 Ivan Duji¢, “Importance of the MERCOSUR in relation to the Americas and the world”, op.cit,
pp. 11-14

20 Organisation for Economic Cooperation and Development (OECD), “Economic Survey of the
Euro Area, 2009”, (ed.), Organisation for Economic Cooperation and Development (OECD),
2009, pp. 3-4

21 op.cit, pp. 5-8
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the EU member states managed to neutralize vibration effects of the global financial crisis
owing to their harmonised monetary and fiscal policy. Serbia and the West Balkan countries are
embraced by the EU member states and it is no wonder Serbia has a healthy national financial
system.

The author’s attitude is that Serbia is under predominant influence of the EU and because
of that, it has stabilised its national finacial system. Unfortunately, thanks to such predominant
influence of the EU, Serbia has short legs in the export sector and long arms in the import area.
Due to such export-import imbalance Serbia has a big foreign trade deficit which amounts to
many dozens of billions of USD.*

Lessons which Serbia needs to learn are: lamb’s behaviour in relation to great powers, a
sense for global dynamism, full respect of man without military skills and permanent presence
of proselytism in decision making processes. These are imperatives for the social elite in Serbia,
Corridor VII and Corridor X, Serbia’s transitional economy and future recomposition of the
world order. To this end, it is necessary to mention that, thanks to the survival awareness of
many Latin American leaders; all South American countries are equal participants in process of
reordering the global arena.

The third ring of international relations is based on the national capital as a free playground
for the circulation of the holders of experience, knowledge, ideas and individual capital. Instead
of the enclosed national capital within the state borders, we have a broader concept of the
national capital as an integral part of the circulation of the mentioned holders at the global level.
The importance of the national capital lies in raising its value to the level of the bypassing
influence of the great powers through Serbia.”?

Corridor VII and Corridor X seek for modernisation of river ports with permanent care for
the national ecosystem of Serbia because it may contribute to the future phased economic
growth of Serbia. Serbia’s scattered domestic power should be united and focused on river ports
connected to maritime ports — the port of Amsterdam and the port of Thessalonica. Precisely,
the port of Amsterdam links Serbia with the North Sea through the river canal Rhine-Main-
Danube and Corridor VIL

Unlike the port of Amsterdam, the river system Danube-Morava-Vardar-Thessalonica’s
bay gives an opportunity of Serbia to establish its trade and trade relations over the port of
Thessalonica with the Mediterranean Sea and the Suez Canal owing to Corridor X.** It is only
possible by mobilising the social elite in Serbia and by engaging Serbia’s diplomatic efforts to
facilitate the transitional period of Serbia’s economy.

When compared with South American countries, Serbia seriously suffers from the lack of an
interlinking concept of its survival. Sleepy constructive brains of the Serbia’s social elite are
missing a strategy on how to stop the fast growing brain drain phenomenon. Think-tanks are
considered to be an important part of the constructive energy for gaining the last, the fourth ring
of international relations — the ring of all rings.

The survival of a nation depends on the inclusion of three elements — vision, mission
and value. In the case of Serbia, the national survival presumes that national capital serves the

22 Ivan Duji¢, “Corridor X — the challenge for Serbia’s strategy toward the Mediterranean Sea and
Suez Canal”, op.cit, pp. 11-12

23 Ivan Duji¢, “Corridor X — the challenge for Serbia’s strategy toward the Mediterranean Sea and
Suez Canal”, pp. 6-12

24 op.cit, pp. 10-13
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brain gain, the brain circulation and the brain exchanging. The fourth ring of international
relations has to be understood as a belief that every nation, including Serbia, may participate in
creating the world order only if it is capable to be a field for the bypassing influence of the great
powers.

Conclusion

The transitional period in Serbia’s economy could be overcome by optimal common
use of Corridor VII and Corridor X with a view to strengthening the export sector. It is very
important because Serbia needs to gain an internationally recognized prestige throughout the
world due to brain circulation at the global level. Problem of “filling” the financial hole which
has emerged thanks to the winds of the global financial crisis may be successfully solved by
mutual solidarity among all nations in the world.

Corridor VII and Corridor X are two pillars for Serbia’s survival. They bring a new
modus vivendi to the Serbian social elite with the possibility of showing a new image to the
world. It means that four rings of international relations help Serbia to become tied to the world
owing to brain circulation and transformation of Serbia’s national capital into regional i.e.
global capital. To have three elements of national survival — mission, vision and values means to
have carte blanche for overcoming the problems of economic transition in Serbia successfully.
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CTPYYHU YJIIAHIIA

Mp Kusojun b. IIpokonosuh,
Mp Kapomnuna C. ITpokonosuh,
Exonomcka itocnosna wikoaa — Huw

CONTENT AND THEORETICAL INVESTIGATION / DEFINITION OF
TRANSITION AND RESTRUCTURING OF ECONOMY AND
ENTERPRISES

Abstract

The Transition of the economic and overall environment and restructuring of
the enterprises are recurrent processes. The transition of the environment means
establishing the market economy which may exists only if the enterprise’s
ownership is defined and if it is financially stable and well structured. The
restructuring is needed because even the enterprises in difficult situation may be
recovered in a way to a certain degree.

Key words: transition, mechanism of transition, economy, enterprise,
structuring, industrial complexes.

CAJPKMHA 1 TEOPNJCKO OJPEBEILE TPAH3UIINJIE N
NPECTPYKTYPUPAILA ITIPUBPEJE U TIPEAY3ERhA

Amncrpakr

Tpau3uyuja eKoOHOMCKOZ U YKYUHOZ OKpYXcerbad U UPeCiupYKULypUParse
tipedysehia wlospaitino cy Hosesanu Upouecu. Tpauauuuja oxpyxcerba 3HauU
U32PAOKY HUPHUULHOZ amOUjeHilla ipuspebusarsa, Koju HOCHIoju camo Kaoa uma
BAACHUYKU OePUHUCAHUX, (DUHAHCUJCKU CIHAOUAHUX U 00OPO CIUPYKILYUPAHUX
iipedyseha. Ilpeciupykitiypuparse je ioitipeOHo, jep ce uax u ipedyseha ca
BEAUKUM THeUKORama MOZy OTlopasuitiu Ha 00peheHu HawuH 1y 00peheHO] Mepu.

Kwyune pewu: ttipansuyuja, mexanusmu tapansuyuje, upuspeoa, ipeoyseke,
HpeciupyKilypuparbe, UHOYCIUPUJCKU KOMILAEKCU.

Introduction

In this paper the transition is defined in three ways. Firstly, by a general definition,
secondly by description of the key mechanisms distinguishing it and finally by the broad
specification of the activities defining it as a phenomenon.

In the transitional countries with systemic crisis, including our own, it is likely to
assume that the revival of economy is not probable without the overall action - restructuring of
the enterprises. The restructuring and the success in this process require the support of the
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authorities and international financial institutions, besides the effort of the enterprise’s
management.

1. Transitional strategy in the market economy
1.1. General

General definition of the process of transition is that it presents the transformation of
non-market to market economics and it does not raise any disputes. However at the moment it
comes to its practical applications numerous doubts arise, such as: how to transform from one
stage to the other, how to distribute the costs induced by the changes and how to synchronize
the changes. It is quite reasonable due to the fact that the dilemmas reflect interests of many
stakeholders.

It should be pointed out that the term transition does not mean just transformation of
the centrally planned economy and/or self-management economies to market economy. It also
includes the process of improving the market role in the existing market economies. From a
historical point of view, the term transition was used for the first time to describe the two
important events: the first one is transition from feudalism to capitalism and the other one is
transition from the war economy after the World War II to post-war economy. The common
feature of the both is establishing of the market economy.'

Transition is an economic term denoting the transformation from non-efficient and
underdeveloped economies to market-oriented and developed economies. The process of
establishing the market economy includes the replacement of the elements of non-market
economy with those of the market economy. The process develops in two ways:
macroeconomic transition (structural adjustment of economy) and microeconomic transition
(restructuration and transformation of enterprises).

1.2. Key transition mechanisms

Transition is distinguished by key economic mechanisms defining it. This definition is
noted by O. Blanchard,” who defines two key mechanisms.

Reallocation, as a key process denoting the redirection of resources (labour,
capital...) from one sector to the other, that is from the sector where the inferior products were
produced (system where such a production was subvented) into sector producing the superior
products. The consequence is that some sectors (some industrial branches) lose while the others
(trade and services) gain importance.

Restructuring is the other mechanism and is connected to enterprises. In order to
survive under new circumstances, the enterprises have to be transformed in the sense of
ownership, structure and organization. In other words, due to the stimulus induced by the non-
market mechanisms, the enterprises were too large and a few. They also were extremely

! See: Cerovi¢ B: Ekonomika tranzicije, Ekonomski fakultet Beograd, 2003.
2 Blanchard O: The Economics of Post-Communist Transition, Clarendon Press, Oxford, 1997, p-
63.
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vertically integrated (in charge for supplying) unlike the mechanism of horizontal integration
encouraged by the market, thus generated the low quality products. The capital intensity was
high while the technology embodied in capital inferior.

Under new circumstances those enterprises have to be restructured: redefine the
production programme, close down some of the plants and open others, solve redundancy,
redefine the management not capable to manage the business under new circumstances, change
the capital share, especially equipment and so on.

From macroeconomic view, restructuring has two implications: on one hand it
increases productivity and on the other it reduces manpower that is to say increases
unemployment.

Accompanying manifestation of both mechanisms is disorganisation because the
economies entering the process of transition are organised differently from those relying on
market. The central planning was the key mechanism of allocation, not the market. The
transitional process destroyed this organisation and connections among subjects formed within
the plan thus inducing huge system changes that can be described as a specific institutional
vacuum. The establishing of the new connections induced the disorganisation as a separate
process which explains the extinguishing of multitude of the activities as the most prominent
manifestation of transition.” Disorganisation essentially differs from reorganisation which also
explains the decrease of productivity. This phenomenon is based on the idea that the systemic
change makes a good deal of information and knowledge stock out of date. And until the new
stock regenerates (which is time-consuming process), the production has to decrease. This
mechanism is not identical to reallocation. Stately-owned enterprises disappear not for the
reason they are looking for new knowledge but on contrary — they are being pushed aside for
not doing it.

The above explanation of transition understood as the unity of the two simultaneous
processes: reallocation of the resources from the state/public sector into mo efficient private one
as well as a process which assumes the reorganisation of the typical public sector. The common
denominator of the both processes is privatisation although between restructuring and
privatisation the equal sign cannot be used. In this contest the extent of the privatisation process
can be taken as a key issue and reliable measure of the progress of the transitional process.

1.3. Transition activities

Many well-known international economists deal with the transitional economics
issues analysing the dilemmas emerging in front of the explorers as well as the results obtained
in practice. The issue arising is whether the economics in transition should rely on the advice of
experts or to build its own model of transition in the given economic circumstances. In the
answer to this question it is pointed out that all the economies in transition use the clear
viewpoints of the developed economies (which overcame that period) using at the same time
the specific qualities of their own economy. We consider it necessary to organize the revision of
the existing viewpoints and knowledge of the transition so far in the economies of the certain
countries.

3 See Blanchard O; Ibid, p. 38.
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The broader and overall view can be given to the transition through the key elements
of the very process. Those include the following: privatisation of the state / public enterprises,
restructuring of the big public enterprises, establishing the market of goods/services and
production factors, reform of public institutions and reform of social security.* Notwithstanding,
each element need additional comment.

Privatization includes turning of the public ownership into private one. In the wider
sense of the term, privatization treats the process of external sourcing of some activities that is to
say the opportunity to entrust some activities being exclusively performed by public sector, to
the private sector. The first category may include the selling of the building fund and selling of
all or part of the stately-owned assets. The second category includes the external outsourcing of
some services being performed exclusively by public sector (waste management, public
transport and other). The key argument in favour of the privatization is enhanced efficacy.

Restructuring of public services as a new issue in the doctrine of regulation (in the
last twenty years) when it has been proved that the public sector being treated as natural
monopoly is not monolithic. It consists of several parts most of which can and should be
exposed to competition.

Public services exist on two levels: one is national/regional and the other is local. The
services of the first level include, among others electric power industry, railway transport, air
transport, telecommunications and oil/gas industry. The public monopoly on the local level
includes water supply, sewage system, distant heating and others. In this paper the essential
difference among them is not made for very simple reason — network as the base of the natural
monopoly is their common feature. Restructuring of these monopolies assumes the special
status only for those parts presenting the natural monopolies while the competition is assumed
for the other activities.

Establishing the market of goods/services and production factors were developed
before the transition but the price mechanism did not play the key role in allocation of the
resources, while the transitional changes include the essential liberalization of prices and
removal of foreign trade barriers. However, liberalisation of market requires the accompanying
institutional frame which means stabile legal system to provide the protection of contract and
property.

Establishing of market of production factors is more subtle process. It involves, above
all, capital and labour market. While the labour market is more delicate because it is the first to
reflect the effects of reform (salaries and unemployment), establishing the capital market relies
to a degree on existing institutions. It is about the process of re-establishing of banks and
constituting new financial institutions since the role of collecting savings and their redirection
under new circumstances is taken by the wide network of money and capital market institutions
which require regulations and permanent supervision of safety as the key factor for this sector.

Reform of public institutions is most urgent in education and health systems. The aim
of reforms of these institutions is not only their rationalisation and enhanced efficacy but also
includes their redirection towards actual educational and health necessities of the population.

Reform of social security system is important because it means providing the social
safety of the population. Since it includes the invalid, pension, health and unemployment
insurance, transition imposes, above all, rationality and institution which means better
organisation on the solidarity base.

4P, Gummett, Edvard Elgar: “Globalisation and Public Policy”, Cheltenham, 1997, p. 33.
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The process of transition implies comprehensiveness that is to say it requires reform of
almost every institution based on interdependence. Its interdependence is evident since one
institution always represents the prerequisite to the other or the key term of reference of it. From
experience it is evident that the process of transition involves the timely synchronized activities
that can be successfully programmed provided that all their implications are recognized. In
other words it is about the action which implies initiation, management and control of several
processes that need to be developed simultaneously or in specific reciprocally conditioned
sequences. However synchronizing of the activities in time does not imply graduality often
identified as partial initiation of the process. The consequences of such an interpretation of
graudality are black market, parallel currencies, hyperinflation, spontaneous privatization and
other so it should be taken into consideration.

The key role in the process of transition should be taken by privatization which is the
prerequisite and key feature of constituting the overall market — goods, services and production
factors. The solutions so far as a model of the ownership transformation proved not only their
inadequacy typical for such a complex process but conceptual weaknesses as well, both
accompanied with slowness of privatisation process and disfunction of newly established
ownership structures.

Privatization is a condition for establishing the private economy through which all the
essential aspects of market-oriented economy are reflected; thus privatization induces the chain
reaction of changes through which the institutions and economic mechanisms are crystallized.
The range of changes covers the wide variety of opportunities: from management
transformation, establishing the strict financial control, new organizational structure and
strengthening of management decentralisation, through reorientation of products and market,
cost reduction and reprogramming of debts.

2. Restructuring enterprises — the basics of transition
2.1. International restructuring

Completed privatization in the countries with developed market economy has not
substantially changed relationship between private and public property and have not disturbed
financial markets. It has been done in such a way due to well coordinated functions which are
very important characteristics of economic systems in these countries. It is considered that in
some areas privatization and the participation of state property have increased competition and
economic efficiency. Developed countries are aware of the fact that reducing state control over
economic trends includes the risk that the foreign capital could get a large influence or take
control over some strategically important enterprises, so they control this risk by means of
appropriate legal and other solutions. Furthermore, it is thought that some radical changes have
not been made in enterprises in the process of privatization, because their owners stayed outside,
with limited impact on the enterprise business policy.

International restructuring is carried out in the conditions of the gradual
disintegration of international economic order, collapse of Bretonwood monetary and economic
system and growing instability of the produce trademarks and monetary markets. In the middle
of international economic restructuring, there are industrial complexes, although national states
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remain important subjects in international economy. They are the bearers of competitive race
and they compete with each other in a battle for leadership. Control becomes the basis for
international relationships, which are becoming more complex, from dependence, to the
hegemony and reciprocity.

There is not just one general model of international restructuring, because it is the
outcome of complex economic, political and social interactions, whose bearers are, as we have
already mentioned, industrial complexes, as their gravitational points. They can be, according to
the rule’: central firms, which like spiders, weave webs of relations of industrial complex
control; firms which are suppliers for the central firms; salesmen; workers; financiers and the
state.

Instead of short-term competition, industrial complexes create networks characterized
by stability of relationships between all participants whose interests are long-term. This is
described in Porter’s model of five forces of competitiveness’: rivalry of current competitors;
negotiating power of suppliers; negotiating power of buyers; threat of newcomers’ entrance;
and possible substitution of product/services.

The spider who weaves the web of industrial complex is a central firm characterized
by: size (at least one billion dollars of turnover); high level of interdependent relations with
other participants; direct market approach; reliance on financial and/or technological strength;
emphasis on valuable components in relationship with workers and surrounding; closing the
circle of production-consumption, etc. The central firm of industrial complex establishes five
types of relations with: suppliers, workers, salesmen, financiers and the state (see the picture).

Competitiveness today is considered as: a key support for maintaining position
in the world economy; stressed emphasis on human capital; and introduction of new
technologies, local initiatives and techniques for comparison with the best practice and

> G.Grabher and D.Stark: “Restructuring the Networks in Post-Socialism”, Oxford University
Press, 1997, p. 63.
% Ibid; p. 65.
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the main competitors’ procedures. Competitiveness is, as a support for global
restructuring, defined as: a degree in which a country under free and fair market
conditions can produce goods and services which could be sold on the international
market providing, at the same time, growth of the citizens’ real income. This concept of
competitiveness implies: not classic competitive management — but cooperative macro-
management; not relations of harsh competitiveness — but that of an alliance, network
and partnership, not short — but long term, not exclusion — but cooperation. There are
three important elements of this concept of competitiveness: element of offer,
international dimension and social cohesion.

Taking into consideration that western economies are continually developing
through adaptation of the existing relations with the market as a central role, they accept
restructuring as a challenge in adapting conditions to new developmental tendencies.
There are all institutional conditions and motivation of all participants for restructuring,
in order to make the most of the real actions. The essence of that restructuring is not
changing the system basics, but confirming basic market economy premises (private
property and market) as long-term values. In recent years, implementing deregulation
has been focused on creating more space for market activity and represents a stimulus
for those who can provide more and better, and the threat is to those who believe they
can live from the position already taken. Both privatization and deregulation have
common goals of expanding the influence of the market, because their influence has
effect on the efficiency of doing profitable business.

Many factors provide incentives for restructuring in developed market
economies, and it like that on the real economic scene. Such factors are: changes in the
market, competition, uncertainty in the relations of national currencies, interest rates
variability, the acceleration of technological development and the like. In that area, there
were some serious changes in the capital market and the information revolution
happened, which started changing the terms of successfulness. The fact is that today
small enterprises can find their way easily in many activities and they have many
advantages in relation to large enterprises. As a consequence of the fact that many
enterprises do not try to draw maximum from their conditions, the wave of constant
restructuring is currently under way, and the reasons for this phenomenon are in the
system itself and make its regularity in the developing stage of the company.

This phenomenon is characteristic of the capital market, which is developed in
a way that takes harsher control over enterprises. Huge sums of capital which provide
support to those who take part in restructuring flow to it. Bankers are interested in
restructuring, because they can draw some financial benefits from it. While restructuring
is being carried out, at the same time the owner is also transformed, from the role of
passive observer to the one of active owner. Significant change is that investors have
become institutional investors, who are specialized in having influence on the
management team and put strong pressure on them to make the results as good as
possible. In the process of restructuring there is weakness of the management to resist
these changes. In the USA practice the attempts to resist had no effects, although they
had some effects of slowing down. Company managers are obliged to follow the
procedure which provides the best conditions of sale.
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Restructuring of the developed economies is going in the direction of further
intensive directing of actions for raising level of economy in the framework of the
existing system.

Completely different options take into consideration post-socialist economies,
such as ours. They are about building a new society on the ruins of failed experiments
and the problem of restructuring includes the state, institutions of society and all
individuals. So, the whole society is transformed within itself to take on a new identity,
and a greater number of institutions are directed to the program to help in this process.
The meaning of all these efforts is to minimize costs of transformation with as few
victims as possible.

2.2. Program for restructuring enterprises

Competitive ability of industries, economies and the state is actually based on
competitive ability of enterprises. This ability is not a product of circumstances, but a
result of carefully conducted long term policy, which is continuously created in an
enterprise, while the state can support or hinder this process by its policy.

All the countries in transition, including ours, used to be, or still are in the
system crisis. By system crisis’ (in some countries) we consider the situation when a
large number of banks or big enterprises are in financial difficulties, which crucially
affects the country economy. This situation is not the problem of banks or enterprises
individually, but the country as a whole and it requires a comprehensive intervention on
restoring it financially, and if it is already late, at least on reducing damages and limit
losses.

Market restructuring of enterprises can be described as determining the target
markets, reorganizing offer structure in order to achieve and maintain competitive
advantage and market attractiveness, which improves the market position of enterprises.
Current state of our economy is such that contains a large number of limitations:*®

- the domination of politics over the economy and a high percentage of state

ownership in the capital structure

- inability of the state itself to live life to the fullest, because of the

unfinished reform of jurisdiction

- delay and long duration of some aspects of transition (restitution ,

privatization),

- lack of functioning of the unique economic space, as the basic prerequisite

for entry to the EU internal market,

- economic structure organized to be the raw materials and energy base of

former Yugoslavia, which makes the country dependent on import,

- banking system which is not able to monitor large projects ( procurement

of crude oil, construction of large infrastructure projects), and in particular
to support and ensure large export projects

7 Mikerevi¢, dr Dragan: , Restrukturiranje u funkeiji jaganja konkurentske sposobnosti preduzeéa®,
(,,Restructuring in the Function of Strengthening Competitive Ability of Enterprises), Collection
of papers from XXXVI simposium on Zlatibor, SRRS, Belgrade, 2005., p.217.

¥ Ibid, p. 218.
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- lack of foreign investors to invest in the form of direct investments, or
through joint ventures, due to high political risk, absence of the rule of law
and insignificant market and

- ahigh level of debt of large enterprises in the country.

Furthermore, the process of restructuring is influenced by restrictions specific
for each economy individually. What is characteristic of all economies in transition is the
lack of real capital for the enterprise transformation and implementation of the
restructuring process. In searching for possible solutions for the implementation of
economic reforms, one of them is a credit. Additionally, unfavorable economic structure,
with the exhausted enterprises, is a limiting factor in the implementation. Insufficient
business environment, without which successful economy could not develop, is also a
limiting factor.

Key prerequisite for successful implementation of stabilization programs in our
country is the existence of political consensus, as well as securing external financial
support. The main economic goals are to: provide internal and external stabilization of
macroeconomic flows, complete started privatization and restructuring of the economy
and certain key sectors, and large companies. What is needed is a comprehensive
restructuring program for the economy and enterprises, which will start from open
economy strategy, export-oriented industry, and enable greater integration into European
and world economic trends, along with a stronger pace of privatization and restructuring
of large enterprises.’” Activities in large enterprise restructuring are: adaptation and
switching to more demanding and more competitive markets, winning over new markets,
and especially in conditions when the south-east Europe seeks to create a wider market
without special customs and other barriers, through bilateral agreements on free trade
and avoidance of double taxation and protection of investments. Technical and
technological restructuring implies improvement of the existing, and introduction of new
products that are in line with European standards of quality and product safety. Within
the organizational restructuring, changes should affect greater efficiency of certain legal
forms of enterprises, keeping in mind changes of the environment, and especially the
financial system and introduction of the value added tax. Staff restructuring would
enable human resources to apply new technical and technological innovations and also to
apply European standards in specific production.

In order to achieve new target function of enterprises — profit in the long term, it
is necessary to do the following on the level of enterprises and economy as a whole: to
establish adequate market mechanisms; to balance economic structure; to create business
and institutional environment; to develop economy based on priorities selectively; to
create assumptions that foreign capital will start development processes in the right way;
to preserve economical independence. Economical objectives of one country can be
achieved only if the state provides development of entrepreneurial function by forcing
the development of smaller firms — corporations capable of merging processes and
internalization of business. A strong public sector is also needed for: operation of
important activities and sectors; development of integral market and establishment of
financial institutions, which will be the main investors of equity capital. In the

’ Madzar, dr Ljubomir: ,Suton socijalistickih privreda®, (,,Twilight of Socialist
Economies®), Economics and the Institute for Economic Sciences, Belgrade, 1990, p. 11.
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restructuring process, it is possible to use different methods of enterprise recovery,
which are usually combined in practice, such as: changing of management, stronger
financial control, organizational changes, switching product- market orientation,
reducing costs and the like. It can be concluded with reason that “restructuring is ... a

spacious umbrella which covers many things”."

2.3. Content and sorts of restructuring

Before starting a process of restructuring, an enterprise should be analyzed in order to
consolidate systemic crisis of the current enterprise. They should be classified as:"'

e profitable, financially unburdened enterprises

e profitable, financially burdened enterprises

e enterprises that are not profitable

Restructuring is a process that is not carried out from case to case, and the privately
owned capital is significantly limited. Implementation process requires appropriate stimulating
frame work that would enable and encourage market based, corporate restructuring. Conducting
process as well requires from the Government to create appropriate economic environment.

Concerning the character and the depth of systemic crisis as well as the achievement
of the optimal effects both for the country economy and microeconomic entity-level, it is
possible to apply two types of restructuring;:'?

e  Strategic restructuring

e  Defensive restructuring

Defensive restructuring takes measures and activities with the aim of reducing costs
that implies the need to remove outdated production lines, reducing the number of employees,
rejecting unproductive property and etc. In other words, it is a restructuring with the goal of
observed enterprise survival. Restructuring doesn’t necessarily have to imply strategic presence
regarding to changing the activities of the enterprise under newly established economic
conditions.

Success of defensive restructuring must not necessarily mean that the company can
successfully change business activities. It may in the end lead towards stopping all activities or
even to closing down. Many decisions concerning restructuring require overcoming of all sorts
of obstacles. These decisions can be made only by qualified management capable to act
strategically.

On the other hand, strategic restructuring is based on business strategy that matches
the need for thorough reallocation of resources inside the enterprise. This includes the
introduction of new production lines and processes, new technology and investment. This sort
of restructuring is much more demanding because it requires large entreprencurial skills,
imagination, judging related to investment possibilities and adequate sources of funding new
projects. New investments can be financed from accumulative profits, over financial markets,

' Van Horne, C. James: ,Finansijsko upravljanje i politika, (,,Financial Management
and Politics*), MATE, Zagreb, 1997, p. 700.

a Mikerevi¢, dr Dragan; Ibid, p.221.

2 Irena Grosfeld and Gerard Roland: Defensive and Strategic Restructuring in the Central
European Enterprises, Emergo, Journal of Tranforming Economies and Societies, 3(4), 1996.
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loans or issue of shares. This restructuring is determined by a certain development degree of
financial sector and by corporate governance changes.

Success of strategic restructuring requires appropriate institutions, investors and
capable managers. Investors must have certain interest for the project investment. Also they
must have confidence in the system. Reliable information are essential. Managers with good
investment projects should express their ability in conducting the process itself. They should
also have to be inventive, creative, and brave to take on risk in business and motivated as well.
(This is provided by signing an agreement concerning their rights and obligations).

Restructuring is a complex process. Realization of the process requires additional
work on standard procedures. Content of its implementation could have activities that would be
performed as:"?

e Diagnostic analysis — dealing with the causes of the current bad situation and
creating conditions for the improvement. (market, program, technology,
organization, finance and personnel).

e Bankruptcy and/or liquidation — dealing with procedures that are conducted over
the debtor because of its insolvency and that are in accordance with law.

o  Restructuring — dealing with changes of current situation towards improvement.

o FEnterprise evaluation — dealing with determining objective value of an enterprise

e  Privatization — dealing with determination of the right model of ownership,
organizational and managerial transformation, in order to improve performances
of an enterprise.

Different models that represent a combination of possible recovery strategies are

available to this restructuring content. But one of them always has a dominant role.

Conclusion

Enterprise restructuring as well as economic and total environment transition are
interactive processes. Environment transition means building a market that exists only when
enterprises are proprietary defined, financially stable and well structured. Restructuring is
necessary, because even enterprises with serious problems may recover in a certain way and in
a certain extent.

Creation of world-competitive economy requires well prepared strategy related to
transition and to restructuring of enterprises and the system of possible solution regarding
financial resources and the usage of those resources, market infrastructure in order to fit in the
world economic environment, as well.

Missing funds for the creation of macroeconomic policy are limiting factor of the
transition processes, especially in situation when economic policy is still unchangeable and
when it doesn’t make radical moves in all the spheres of economic system.

Our country, small in economic sense should follow world trends. However, to get
started it is necessary to carry out a complete reorganization of institutional structures. Since
these changes are current, we can expect to be part of this globalization very soon.

3 Mikerevié, dr Dragan: Ibid, p. 224.
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