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Editorial

This is the thematic issue of the academic journal Economic Themes.
The papers included in this issue have been selected from the large number
of submissions presented at the International Scientific Conferéhee
Global Economic Crisis and the Future of European Integration, held in
Ni$ on 18" October 2013. The conference is organized by the Faculty of
Economics, University of Ni§ and sponsored by the Republic of Serbia
Ministry of Education, Science and Technological Development.

The papers in this issue cover a number of topics related to the global
economic crisis and the process of economic and political integration across
Europe. The content may look non-homogeneous, but it is because the main
theme of the conference need to be addressed from different angles. Under
the umbrella theme of the conference authors managed to find their research
niche. The content of the proceedings fully portrays diversity of research
interests of our contributors.

Editor-in-Chief

Prof. dr Srdan Marinkovié
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THE ROLE OF FINANCIAL REGULATORS
IN THE CONTEXT OF THE GLOBAL FINANCIAL CRISIS

Zoran Cirovié

Securities Commission, Republic of Serbia
X zoran.cirovic@sec.gov.rs

Lana Jankovié
Securities Commission, Republic of Serbia
X lana.jankovic@sec.gov.rs

UDC Abstract: The financial sector is one of the main driving forces of
336:338.124.4 a country’s economic development and essentially important
Original factor of its overall economic stability. However, when exposed to
scientific inadequate regulation, unstable market and underdeveloped
paper institutions, the financial sector might become a root cause of

financial crises and one of the main factors that contribute to
destabilization of a national economy as a whole. As the global
financial crisis set in, it became evident that a stronger role of the
state and its institutions became necessity in order to restrain
more efficiently the observed internal deficiencies in the market
itself. In the aftermath of first wave of the financial crisis, many
countries initiated legislative reforms, abandoning the then
prevailing principle of financial deregulation. One of the main
directions the reforms took was the establishment of new
regulatory authorities and delegation of enhanced supervisory
powers to existing market regulators.

Received:

18.10.2013.

Accepted: Keywords: financial crisis, financial markets, capital market
26.12.2013. regulators, regulation, post-crisis reforms

Without any doubt, the financial sector of everyiorzal economy is one of
the main driving forces of a country’s economic élepment and an essential
factor of its economic stability. However, when egpd to inappropriate
regulations, unstable market and underdevelopetitutisns, the financial
sector, instead of being one of the main pillarstability, might even become
the root cause of financial crises and one of tlanrfactors undermining the
national economy.
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Maintaining stability and reinforcing performancktbe financial system,
i.e. financial markets as one of its most significand at the same time most
vulnerable parts, depend on a number of institafioiactors and market
participants. The legislator, regulators, licenfiesis and investors — all have
an important role to play in developing the finahcmarket. Still, it is
noteworthy that here the state has the essentiatitun and role.

Ten years ago, the opinion of the economic expeats rather unanimous
considering what the role of the state should b¢ha financial sector. The
common belief was that the state and often itslatégrs posed a hindrance to
the economic development, and that the direct gowent interference,
primarily through state ownership of financial ingions and direct subsidies
were the complete opposite of the idea of a freekebaconomy. The general
standpoint was that a market should rest on its @gnolarities and that in such
conditions capital and risks are the most effidiedistributed. The proponents
of the free market theory believe that any kindstdte interference in the
market is not only unnecessary, but, what is moo&jd have damaging and
numerous adverse effects. When it comes to madeogtogny it is on the state to
ensure that the laissez-fair principle is applikdshould merely establish the
general rules for economic activities and ensufieieft enforcement of laws.
It would be impossible to dwell on the championstlois theory, without
mentioning the originator of the free market thedviilton Friedman. When
assessing the optimal role of state in nationahest, he was far blunter than
his followers, later on. In the middle of the lasintury, he argued that any
interference of the state and any attempt at cbofrthe free market violated
not only the natural, free development of capitali®ut resulted in restricting
the freedom of citizens as well. The following gudtom Friedman is a great
example illustrating this standpoint: “If you puhet federal government in
charge of the Sahara desert, in five years thdve’é shortage of sand.” He
identified the cause of the gravest economic cmsighe time as excessive
government intervention in economy: “The Great [@spion, like most other
periods of severe unemployment, was produced bgrgovent mismanagement
rather than by any inherent instability of privatmnomy.”

However, the new century faced the economic thowght new challenges.
To be more precise, at the beginning of the lasturg, a new financial crisis
arose, showing all the weaknesses of financial etarkAs a consequence, the
then generally accepted principles and the prexpiitandpoints of economic
experts that a market should rest on its own reijigis were to be re-examined.
As the crisis set in, in addition to the climatenaitrust in the state which had
generally stayed the same as before the crisislattie of confidence in the
market itself appeared. The repercussions of sah df confidence primarily
among investors in the capital market brought alsoate acute problems seen
foremost in the undermined market stability andgstet development,
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especially bearing in mind that the mistrust washia very foundations of the
financial system. It became clear in such a siwatihat the former arrangement
no longer provided a satisfactory framework thatldcefficiently respond to
new challenges. A stronger role of the state amdiristitutions became a
necessity in order to restrain more efficiently tieserved deficiencies in the
market. At the same time, it was of utmost imparéaio achieve the right
balance between the need for creation of a stadadial system and the risks
of simultaneously smothering the competitiveness suboptimal allocation of
capital, all of which are prerequisites for furtlggowth of the market.

In this sense, it is of importance for the statecdatinuously and through
various mechanisms promote and advance the deveidpof its financial
market, to build its financial infrastructure, edte market participants and to
constantly follow, monitor and analyze impulsesactmns and practical
experience feedback from the market, in orderaotrémely and reduce systemic
risks, but also to simplify procedures, or at leaduce administrative obstacles.

When determining the scope and direction of govemnmtervention, we
should take into consideration the experiencewahow have from seeing the
consequences of different reactions of some statésh responded to the
challenges posed by the crisis of financial insbns and the crisis of global
excessive indebtedness. They indicate that healtmgpetition, but only if
paired with strong supervision by competent autless;i could boost efficiency
and enhance access to financial services withoderamning total stability, at
the same time.

Still, it is important to distinguish between diféat functions of a state in
the financial system and emphasize that when dineztference is not the case,
new evidence keeps arising of how state partigpafe.g. state banks) can
really, at certain points, help mitigate the adeezfects of crises. However, in
the long run, too much of state interference is thay might have significant
negative effects on the financial sector and mephlocation of resources. On
the other hand, the role of a state as a reguthttr lays down rules and
enforces them efficiently is of equal importancetimes of a financial crisis
when investor confidence needs to be restored antime of economic
prosperity, when it should prevent any potentiad#ts to financial stability.

Speaking about the role of the state in settingegdrbusiness rules and
conditions through a legislative framework that iddoprovide the optimum
conditions for further development, it is importaot bear in mind that the
financial sector is specific, due to its dynamiasd avarying conditions.
Therefore, it is extremely important to balancewssn the state interference
and deregulation, and also be quick in reactingnathe measures applied start
showing their weaknesses or deficiencies.
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Once the legislation, governing behaviour of firahmarket participants is
in force, it is necessary that the state carry ittsupervisory function by
establishing independent regulatory authoritieg thil apply capital market
regulations with integrity and independently frorhet executive arm of
government, in a consistent way.

Therefore, let us remind of the inception periodhd# first Commission —
capital market regulator, and the then situatioth@xmarket, which was ripe for
reforms. Before the Wall Street Crasim 1929, the financial market state
regulations practically did not even exist. In theriod immediately following
the First World War, at the time when the secusitielated activities were on
the rise, all the attempts at introducing finandi#closure and preventing
frauds involving securities were not taken seripuglfter the Stock Market
Crash of 1929, public confidence in the market $akrply, with a far-reaching
effect. One of the ramifications of the Great Depierf was that retail and
institutional investors, including banks, lost largums of money. In this
situation, in order for the economy to recoverw#s necessary to restore
confidence in the capital market. Thus, the firstwsities commission was
formed in the USA in 1934, with an aim to regaimfidence in the capital
market, providing investors and the market itsethunore reliable information
and straightforward rules. The main task of sucwlydounded commission
was to enforce the newly adopted regulations on fih@ncial market, to
promote stability and foremost — to safeguard itorss Moreover, the Glass-
Steagall Act (The Banking Act, Pub. L. 73-66, 48tS162, enacted June 16,
1933) was adopted, introducing legislative reforinsthe wake of the Wall
Street Crash of 1929. This act primarily separatieel commercial from
investment banking activities, and also establithed~ederal Deposit Insurance
Corporation (FDIC). FDIC covers bank deposits, deposit insurance coverage
amount is set by the Act, requiring all banks iesuby FDIC to be members of
the Federal Reserve System. The introduction sfdbiporation was not only an
attempt at restoring public confidence in bankg, dso to facilitate the much
needed flow of capital to banks, which were seyehél by the crisis and placed
on the verge of bankruptcy. This is illustratedtiy fact that only 6 months after
the establishment of FDIC, in January 1934, thekfallures — characteristic of
the early years of the Great Depression — camehitaMoreover, this piece of
legislation contains a set of provisions governimgvention of speculative
behaviour, especially speculative use of loans.

A similar conclusion was reached after the lasbgla@conomic crisis that
once more underscored the importance of the stateegulation in prevention
of consequences and primarily averting new crigss,enacting laws and

! The Wall Street Crash of 1929 is also known aslBlaiesday and the Stock Market Crash of 1929.
2The Great Depression is the name used for thegefisevere economic depression following
the US Stock Market Crash of 1929.
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stronger supervisory powers. In this respect, ttees hit by the crisis
introduced sweeping reforms.

One of the main directions the reforms took wasetiefine the role of the
state in the financial industry, abandoning thengigle of deregulation,
establishment of new regulatory authorities anddekegation of supervisory
activities to the existing market regulators. Saohcepts are to be found in all
the countries that faced the great financial gribis end of which seems yet not
to be seen. However, there is no general formula¥ercoming or averting a
crisis, especially bearing in mind the specifictéigas of the financial system
and the fact that different states have — in aghlitio differing degrees of
development — different tradition of developmenfio&ncial markets.

The key issue in adopting the new regulatory nasrdetermining the level
at which the relations on the financial market $tiobe governed by state
regulations or left to the market competition amel principle of autonomy of the
will of market participants. Obviously, the solutidies in finding the proper
balance between the state regulation and the madket-regulation, of course,
should be avoided because it slows down financiabvation and thereby
undermines economic growth in the wider economyp@iReof the High-Level
Group on Financial Supervision in the EU chaired Jagques de Larosiére,
Brussels, 25 February 2009). However, caution shbeltaken not to overburden
market participants with regulations. Still, ingcint regulation also warrants
caution, bearing in mind the example of the latiis — largely fuelled by
insufficient regulation of the American financialssem. It is of key importance
that the enforcement of existing regulation, wheleqaate (or improving it,
where necessary), and better supervision, can be@stant as creating new
regulation (Report of the High-Level Group on Ficah Supervision in the EU
chaired by Jacques de Larosiére, Brussels, 25 &stiz009).

The purpose of regulation of financial markets s the creation of
assumptions for safety and adherence to adequatelestls, legal safety,
transparency, fair competition, liquidity and lowsts of transactions carried
out in the financial market. In achieving theselgpi is necessary to balance
them (for example, between the maximum transparesgyirements and costs
related to it), the understanding of the inheritetl the existing degree of
development of financial markets, with the simudtams projecting and
implementation of measures essential for attaitimgstandards of the World
Trade Organization (WTO), European Union (EU), in&tional Organization
of Securities Commissions (I0OSCO) and other releirastitutions in the area.

In the aftermath of the first wave of the finanaigkis, many of the countries
initiated legislative reforms aimed at abandonimg then prevailing principle of
deregulation. The standpoint that a market shadton its own regularities was
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abandoned and general legal reforms were initidea result, it is evident even
today that the degree of regulation has been ggnify increased.

In addition, one of the main directions the reformmk was the
establishment of new regulatory authorities anddbkegation of supervisory
activities to the existing market regulators. Namedn efficient system of
functioning of a capital market is based primardg complying with the
prescribed rules and procedures by the capital ebarkd its participants, laying
the foundations for building confidence in the talpinarket. In order to create
such an environment, an independent capital madgailator is required to
safeguard the integrity of the market itself. His tvery reason, one of the key
goals of capital market regulation is maintainingeépendence of the market
regulator to ensure a fair, efficient and transpicapital market.

To create the foundations for the regulators tofgper their primary
function, it is necessary for them to hold a highell of political independence.
This is primarily because of the specific and urigusition regulators have on
the capital market. Regulators oversee a sectochnsi the center of capital
allocation in any society, and therefore attradt anterest of political centers
of power and the industry itself as active or pogparticipants on the market.

The adequate level of independence of a regulatoecessary in order to
deter any external pressures and lobbying. On tther dnand, bearing in mind
the competencies of a regulator, acquiring anagthening independence will
enable the regulator to perform all the activitigthin its remit.

The Dodd-Frank Act and the US Securities Commission

Maybe one of the most explicit examples of a stagponding to the crisis
with overregulation is the United States of Amenwigh the Dodd—Frank Act
adopted on 21 July 2010 (The Dodd—Frank Wall StrReform and Consumer
Protection Act, Pub.L. 111-203, H.R. 4173). Thist Aatroduced the most
comprehensive changes in the US financial regulasimce the regulatory
reform that followed the Great DepressioRour years after the great crash of
the US stock exchange, the Banking Act, known as@lass-Steagall Act was
adopted. By comparison, it is 23 times shorter tthenDodd-Frank Act. The
Dodd-Frank Act contains 1601 sections categorized@ titles, and requires
that regulators create 243 rules, conduct 67 sfudied issue 22 periodic
reports. Only one section know as the Volcker Rislétended to restrict banks
from making risky speculative investments, to rediianks' ability to take
excessive risks by restricting proprietary tradimgl investments in hedge funds
and private equity, containing 383 questions amtQ,sub-questions (The
Economist, February 18-24, 2012, p. 8.). One of rie@n reasons for the

3 The worldwide economic crisis that began 29 Octdl989 with the US stock market crash.
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adoption of this act was to ensure the stabilitythaf financial market in its
broad sense. With it, the American legislator triedadvance the regulatory
process, enhance supervision over specific ingfitst and promote
transparency in operations of financial intermeadmr The Dodd-Frank Act
ended the "too big to fail"* principle, also protagtthe American taxpayer by
ending bailouts. The provisions of this Act preveahks from taking excessive
risk, proprietary trading of banks is very limitatkrivatives must be traded on
stock exchanges and clearing and settlement itelintd clearing houses. These
are only a few of the provisions of the Dodd-Fra&h reflecting its main goal
— prevention of a new financial crisis.

The Act changes the regulatory infrastructure neddy introducing a large
number of regulatory bodies, and by assigning addit competencies to the
existing regulatory agencies.

The Dodd-Frank Act introduced, among others, thieidng new agencies:

* The Financial Stability Oversight Council (FSOChas broad authorities to
identify and monitor excessive risks to the USficial system, to supervise
the financial services market and issue generamesendations, to study
bills and advise the Congress. FSOC has the atythoribring within the
perimeter of prudential regulation any non-bankaficial firm whose
failure could be the source of systemic problems.

» The Office of Financial Research — provides adrraiive and technical
support to FSOC.

The changes in powers and competencies affectedstalmll of the
authorities that take part in the supervision af flnancial system: Federal
Deposit Insurance Corporation (FDIC), Securitied &xchange Commission
(SEC), Office of the Comptroller of the CurrencyGO), Federal Reserve (the
"Fed"), the Securities Investor Protection Corgora{SIPC), etc.

It is worth mentioning that in order to ensure thatfirm is too big to fail,
was the creation by Dodd-Frank of orderly liquidatiauthority. Under this
authority, the FDIC can impose losses on a faitetitution's shareholders and
creditors and replace its management, while avgidians by short-term
counterparties and preserving, to the degree fieashe operations of sound,
functioning parts of the firm.

When it comes to the SEC, the Dodd-Frank Act costanore than 90
provisions that require SEC rulemaking, and dozainsther provisions that
give the SEC discretionary rulemaking authority. dede, the Commission has
put in place a foundation for a framework that vgillpport an entirely new
regulatory regime designed to bring greater tramsmy and access to the
securities-based swaps market, adopted rules thilatregult in increased
oversight and transparency around hedge fund aret grivate fund advisers,
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gave investors a say-on-pay regarding executivepeosation and established a
whistleblower program which offers incentives fodividuals with information
regarding securities law violations to come forwdrde SEC also has proposed
a series of rules designed to improve the practidesredit rating agencies,
including rules to limit the conflicts that may sgiwhen NRSROs rely on client
payments to drive profits and rules to monitormgtagency employees who
move to new positions with rated entities.

The Dodd-Frank Act significantly reinforced and erded the SEC
powers, especially concerning its jurisdiction ovedge funds, credit rating
agencies and governance of public companies. lerdodenforce these powers
in practice, the Act stipulates a comprehensivetateasures and options to be
added to the already substantial range of SEC mower

Law firm Gibson Dunn (http://www.gibsondunn.com/fiaations/pages/
DoddFrankActReinforcesAndExpandsSECEnforcementPaagpx) points to
the following changes and enhanced powers of th€, Sistablished by the
Dodd-Frank Act:

1. New Rewards and Expanded Protection of Whistleblowers*

Whistleblowers who voluntarily provide informatida the SEC that leads
to a successful enforcement action resulting inr $4&000,000 of monetary
sanctions may be awarded by the SEC an amounteastthan 10% and not
more than 30% of the monetary sanctions colledibd. Act states that
determination of the amount of the award shallrbthe discretion of the SEC,
taking into consideration the significance of thdormation provided, the
degree of assistance provided, and the programrirdgecest of the SEC in
deterring violations of the securities laws by reduag whistleblowers and
other factors the SEC may establish (Sec. 922(a)).

2. Authority to Impose Administrative Fines on all Persons,
not Merely Brokers, Investment Advisers etc.

The SEC first received broad authority to seek ropdse civil money
penalties in enforcement actions as a part of #wei@ies Remedies and Penny
Stock Reform Act of 1990, perceiving that such gaeminal remedies should
not be imposed on persons who did not voluntathiyose to subject themselves
to the SEC's jurisdiction. The SEC's own authagtympose such remedies in
administrative actions was limited to persons wlesenassociated with regulated

4 A "whistleblower" — any individual who provides, two or more individuals acting jointly who
provide, information relating to a violation of tkecurities laws to the Commission, in a manner
established, by rule or regulation, by the Commiss&ec 21F (a)(6).
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enterprises - brokerage firms, investment advisersgstment companies and
other registered entities. For all other persdms,SEC was required to seek an
order from a federal district court in a civil agtj triable by jury.

Dodd-Frank washes away this distinction and adibygtshree-tiered penalty
grid already contained in the Securities Exchangg But raises the penalty
amounts by fifty percent.

In part, the new authority codifies existing reqatg practice and it could
facilitate negotiated resolutions of SEC enforceramstions. Historically, the
SEC has sought civil money penalties in most oémtrcement actions. With
regard to settlements of matters regarding norsteigid persons, it has
frequently bifurcated its settled proceedings itwo different proceedings —
one an administrative action imposing prospectease and desist orders and
ancillary relief; the other a civil, district couraction seeking only the
imposition of a civil money penalty. Because maagulatory provisions of the
securities laws, such as the reporting and interoalrol requirements imposed
on public companies, are directly applicable omdyigsuers, the Commission
had pursued its claims for civil penalties on aotlgethat an individual had
"aided and abetted" the violation by the public pamy, a theory of violation
that required allegations of scienter — eithernttmal or reckless misconduct.
Now, persons seeking to settle actions can do sménproceeding, and, if the
settlement does not involve a claim of fraud, maysd in an administrative
action asserting that the settling party was a seawf the violation, a claim
which may be premised on negligence, rather thaeniional or reckless
misconduct.

On the other hand, this new authority also givesSEC and its Enforcement
Division a powerful incentive to bring more casesdministrative actions.

3. Broaden Standards for the Imposition of Secondary Liability

The SEC has long relied on theories of secondabiliy to enforce the
federal securities laws, particularly those prawisi, such as the reporting and
internal controls requirements applicable to pulgiienpanies, and the rules
governing brokerage firms and investment advisket twere not directly
applicable to individuals. To apply these provisioto individuals, the
Commission commonly filed complaints alleging thatindividual "aided and
abetted" the violation by a company.

The Dodd-Frank Act terminated such practice byusdifing that “aiding
and abetting” which is "knowing or reckless" wi# la basis for an action.
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4. Extraterritorial Authorities

Bearing in mind that securities markets are indngghg global with
multinational companies, Act conferred some extratgial authorities to the
SEC and to the Public Company Accounting Overdgygidrd (PCAOB).

The Dodd-Frank Act which restored the authoritytttd SEC and of the
Department of Justice and confer U.S. court jucisal over violations of the
three anti-fraud provisions involving (i) conducttiin the United States that
constitutes significant steps in furtherance ofwindation, even if the securities
transaction occurs outside the United States arahies only foreign investors,
or (ii) conduct occurring outside the United Stateat has a foreseeable
substantial effect within the United States.

Also, the Act increased the authority of the Consiois and the PCAOB to
compel the production to them of audit work papefsforeign private
accounting firms by making such firms subject te jilrisdiction of U.S. courts
for purposes of enforcing such a request; requilis§ registered public
accounting firms to secure the agreement of angidaraccounting firm upon
which it relies in its audit to produce the worlppes of that firm, and making a
failure to comply a violation of law. The Act pemsia foreign public
accounting firm to produce work papers throughradite means, such as
through foreign securities regulators.

The Act adds confidentiality provisions that ardemded to overcome
objections by foreign authorities to inspectionsthg PCAOB and other US
government data requests and permit the Commissishare documents with
the PCAOB and other federal and state agencieouiittosing the protection
from disclosure, to refuse to disclose privilegedoimation obtained from
foreign securities or law enforcement authoritas] also permits the PCAOB
to share its data with foreign government regutatar authorities empowered
by governments to regulate auditors.

5. Increase Collateral Consequences of Securities Law Violations

Historically, bars or limitations on associationpiosed under one provision
of the securities laws, have not extended to asBoniwith another regulated
entity registered under a different provision, sashinvestment advisers. The
Dodd-Frank Act gives the SEC the authority to It tperson found to have
violated one of the securities acts from assodatiith a range of SEC-
regulated entities, and not just entities reguldigdhe specific title that was
violated. Specifically, the Act permits the SEC bar a violator from
association with a "broker, dealer, investment selvi municipal securities
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dealer, transfer agent, municipal adviser, or mally recognized statistical
rating organization” in each case.

6. Deadline for Completing Examinations, Inspections and
Enforcement Actions

One recurring criticism of the SEC has been detayhe completion of
enforcement investigations. The Act require the SIS to, within 180 days
of providing a written Wells notification to any ngen, either file an action
against such person or notify the Director of theidlon of Enforcement of its
intent not to file an action. This deadline carelstended for additional 180 day
periods if the Director of the Division of Enforcent or a designee of the
Director decides that it is necessary becauseettmplexity of the case and
so notifies the Chairman of the SEC.

De Larosiére Report

After the crisis spread in Europe, in November 2008 European
Commission mandated a High-Level Group chaireddnydes de Larosiére to
make recommendations on how to strengthen Europsapervisory
arrangements with a view to better protecting ttigen and rebuilding trust in
the financial system. In its final report presented25 February 2009 (the ‘de
Larosiere Report’ - Report of the High-Level GraupFinancial Supervision in
the EU chaired by Jacques de Larosiére, Brussglsi-ébruary 2009), which
contains 31 recommendations, the High-Level Groegommended that the
supervisory framework should be strengthened toaedhe risk and severity of
future financial crises. It recommended reformghi® structure of supervision
of the financial sector in the Union. The groupoatencluded that a European
System of Financial Supervisors should be createahprising three European
Supervisory Authorities, one for the banking se¢EBA - European Banking
Authority), one for the securities sector (ESMA dr@&pean Securities and
Markets Authority) and one for the insurance andupational pensions sector
(EIOPA - European Insurance and Occupational Peadaithority).

Even the “de Larosiere Report” has pointed to thgdrtance of supervision
and sanctions imposed by supervisory authoritieds lemphasized in the
introduction to the Report that , The Group belietlest the world’s monetary
authorities and its regulatory and supervisoryrfgial authorities can and must
do much better in the future to reduce the chantesents like this happening
again.”

One of the causes of the crisis is found to beh@& tnregulated, or
insufficiently regulated, mortgage lending and cterpsecuritization financing
techniques. Insufficient oversight over US governtnsponsored entities
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(GSEs) like Fannie Mae and Freddie Mac and stratigigal pressure on these
GSEs to promote home ownership for low-income holsis aggravated the
situation. The whole Report points to the significa of regulation and
especially supervision and primarily the strongeuisory and sanctioning
regimes. A special chapter is dedicated to theciPadnd Regulatory Repair
(Chapter 11'), and the EU Supervisory Repair (Caapt ).

One of the recommendations in the report is thatpeient authorities in all
Member States must have sufficient supervisory pswecluding sanctions, to
ensure the compliance of financial institutionshwihie applicable rules and that
competent authorities should also be equipped witbng, equivalent and
deterrent sanction regimes to counter all typdgahcial crime.

ESMA*

Based on the “de Larosiére Report”, and in respémske financial crisis,
on 1 January 2011 ESMA replaced CESRs establishment forms part of a
wider initiative to overhaul the European financiggulatory system and
establish the European System of Financial Supervis

ESMA is an independent EU Authority that contrilsute safeguarding the
stability of the European Union's financial systés ensuring the integrity,
transparency, efficiency and orderly functioningsefurities markets, as well
as enhancing investor protection. In particular, MBS fosters supervisory
convergence both amongst securities regulatorsaarabs financial sectors by
working closely with the other European Supervisduaghorities.

As well as continuing the work that was formerlyread out by CESR
(including, for example, monitoring market develagits and issuing
guidelines and recommendations on securities |aues), ESMA has new
additional powers including enhanced enforcementeps and the power to
draft new technical standards.

ESMA's work on securities legislation contributesthie development of a
single rulebook in Europe. This serves two purpos$estly, it ensures the
consistent treatment of investors across the Udpnabling an adequate level of
protection of investors through effective regulatand supervision; secondly, it
promotes equal conditions of competition for finahcservice providers, as
well as ensuring the effectiveness and cost effagieof supervision for
supervised companies. As part of its role in steshd#tting and reducing the
scope of regulatory arbitrage, ESMA strengthensrimational supervisory co-
operation. Where requested in European law, ESMierakes the supervision
of certain entities with pan-European reach.

5 The European Securities Markets Agency
® The Committee of European Securities Regulators
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Finally, ESMA also contributes to the financial lidy of the European
Union, in the short, medium and long-term, throttgrcontribution to the work
of the European Systemic Risk Board, which idesgifpotential risks to the
financial system and provides advice to diminishsgildle threats to the
financial stability of the Union. ESMA is also ressible for coordinating
actions of securities supervisors or adopting eererg measures when a crisis
arises.

I0S8CoO7

In response to the crisis, IOSCO revised its Ohbjest and Principles,
namely they added eight new principles.

IOSCO’s Objectives and Principles were adoptecesponse to the Asian
financial crisis in 1998, with an aim to establslramework for regulation of
securities markets, market intermediaries, isswrg investment schemes.
IOSCO Principles deal with investor protection, iding conditions for fair,
efficient and transparent markets and the reduabiosystemic risk. Thirty-
eight 10SCO principles are grouped into nine catego regulators, self-
regulation, securities regulation enforcement, evafion in regulation, issuers,
auditors, credit rating agencies and other infoiomafproviders, collective
investment schemes, market intermediaries and dacpmarkets. More than
ten years after adoption, in June 2010, IOSCO addatt new principles as a
response to the new, but this time global finanmiisis:

Principle 6 — The regulator should have or contglio a process to monitor,
mitigate and manage systemic risk, appropriatentmadate;

Principle 7 - The regulator should have or contebio a process to review
the perimeter of regulation regularly;

Principle 27 — Regulation should ensure that tlige proper and disclosed
basis for asset valuation and the pricing and duzmption of units in a
collective investment scheme;

Principle 28 - Regulation should ensure that hédges and/or hedge fund
managers/advisers are subject to appropriate gheysi

Principle 30 — There should be initial and ongoicapital and other
prudential requirements for market intermediariest treflect the risk that
the intermediaries undertake;

Principle 32 — There should be procedures for dgalith failure of a
market intermediary in order to minimize damage 3 to investors and
to contain systemic risk;

Principle 37 — Regulation should aim to ensurepiaer management of
large exposures, default risk and market disruption

" International Organization of Securities Regulators
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Principle 38 — Securities settlement systems amutrale counterparties
should be subject to regulatory and supervisoryuirements that are
designed to ensure that they are fair, effective efficient and that they
reduce systemic risk.

In addition to the revised Objectives and Pringplen February 2011,
IOSCO also published a document entitled: MitigatBystemic Risk: A Role
for Securities Regulators. This document warnstti@securities regulation has
traditionally focused on disclosure and businessdaot oversight instead of
systemic risk. The I0SCO paper analyzed the souarek transmission of
systemic risks as coming from size, interconneassgnlack of substitutes and
concentration, lack of transparency, leverage, pigukrticipant behaviour, and
information asymmetry and moral hazard. The TedinCommittee urged
regulators to be mindful of regulatory gaps andl@xred how these gaps can
contribute to the build-up of systemic risk. Mostably, exemptions for
particular market elements from regulatory oversigind the policy
considerations underlying these exemptions shoelddmsidered and evaluated
on an ongoing basis. Similarly, regulators shouldrass gaps that arise from
activities that are currently lightly regulated,vesll as new market activities for
which there are not yet regulatory responses. Toesd regulatory gaps arising
outside of its jurisdiction, a securities regulasbiould conduct regular reviews
of the perimeter of its regulation, coordinate wather regulators who do have
the supervisory authority, and cooperate with mag&onal regulators. This
analysis might seem very general, but it pinposasgeral of the causes of the
financial meltdown: the failure to regulate swapsl aredit derivatives; the
failure to regulate mortgage brokers; the failureggulate hedge funds or credit
rating agencies; the inadequate regulation of #emat products; and U.S.
Securities and Exchange Commission exemptionsofahisticated investors.

The I0SCO paper on mitigating systemic risk ex@dhre tools available to
securities regulators that can reinforce the stgbdf the financial system.
These tools are “transparency and disclosure; bssirconduct oversight;
organizational, prudential and governance requirgspeprevention of risk
transmission” through rules regarding trading isfiracture; and “emergency
powers.” In addition, IOSCO, as an internationathpof regulators, stressed
“intra-jurisdictional communication and exchange wfformation among
regulators about systemic risk to help prevent émeergence of gaps in
oversight and identify possible transfers of risk @oss-sectoral risks.”
Regulators were asked to leverage the work of atbgarlators and call on self-
regulatory organizations to help, when applicae. the international level,
securities regulators were encouraged to contiheg tollaboration “through
IOSCO to improve transparency and disclosure iniouvar international
securities markets” and “be active participantsiriternational supervisory
colleges” (Mitigating Systemic Risk: A Role for $gities Regulators).
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The first IOSCO general meeting after the financiéis entered its second
phase in September 2008 was held in Tel Aviv, mJ2009. Ms Jane Diplock,
the then Chairman of the Executive Committee shideameeting:

“Now more than ever, IOSCO must work towards reatfiilg and building
confidence in the world’s financial markets, anghlexe new mechanisms for
doing that. Some constants remain of course: raeduaystemic risk;
encouraging efficient, well-functioning markets; dawontinuing to protect
investors. There essentials are the heart of ossian and always will be.

We need to understand what direction to take irmwota reaffirm I0SCO's
pivotal role in the international financial architere. To do that, we must take
account of the lessons every country representeel has learned from the
crisis. We need to focus more on identifying risksfinancial markets and
addressing stability issues within the purview e€wities regulators. Recent
work on credit rating agencies and hedge fundgiaoel examples of this focus.

While recovery now seems inevitable, challengesaremThe ongoing
crisis highlights the importance of addressing iitplconcerns and reducing
systemic risk while continuing to protect investarsd promote the fairness,
efficiency and transparency of markets.”

Serbia

When it comes to Serbia, it can be said that sorespto the crisis came not
earlier than 2011, when a package of new laws wiaptad to govern the
financial market: A new Law on the Capital Markéffjcial Gazette of RS, No
31/2011 ) was adopted, Law on Takeovers (The Lawnaing the Law on
Takeovers of Joint Stock Companies, Official Gazeft RS, No 99/2011) and
the Law on Investment Funds (The Law amending the lon Investment
Funds, Official Gazette of RS, No 31/2011) were adeel. However, it should
be noted that the laws were adopted also becausenablying with Serbia's
obligation to harmonize the national legislatiorthathe acquis communautaire
in the process of EU integration.

The fundamental goal of the Law on the Capital Marfthe Law) is to
ensure protection of investors and a fair, effitiamd transparent capital
market. These are the objectives which are enfottedugh a series of
provisions, among which there are increased capatglirements for licensed
participants and significantly wider content of gpectuses. Moreover, the Law
has also introduced a new institution on the chpil@rket of the Republic of
Serbia - the Investor Protection Fund. By estabimfmt of the Investor
Protection Fund the client cash claims and findniriatrument claims are
protected to the maximum amount of EUR 20,000 fientc The introduction
of the Investor Protection Fund represents, intamdto the harmonization with
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the European acquis, undoubtedly a leap forwardatdsv greater investor
protection and decreasing the systemic risks in rtizgket. Also, with the
introduction of mandatory membership for licensadipipants in the financial
market, the Law has created legal prerequisitesnfune responsible and sound
operations of all participants. These provisiomsadly show that the legislator is
trying to restore confidence in the capital maked create conditions for safer
conduct of business on our market.

There is no safety in the capital market withowipag special attention to
supervision. The efficient system of functioningtbé capital market is based
on complying with the prescribed rules and procesduln this respect, the Law
on the Capital Market significantly reinforced tpewers of the Securities
Commission, expanding the list of supervised editand procedures and
introducing risk based supervision. Moreover, thw Isignificantly expands
measures the Commission imposes in supervisoryeguwes, ensuring better
and more efficient implementation of the necessanyities and contributing
to the preservation of the Commission integrityaasupervisory authority. In
this respect, the Commission may, independentlptbér imposed measures
declare, a fine to a supervised entity, as wellcaa member of the board of
directors. A relatively wide range for levying andi was prescribed, the
Commission imposes a fine on the supervised ewtiigh cannot be less than
1% or higher than 5% of the minimum capital, thpeswised entity’s capital,
according to the last financial statement, andiitnot be lower than one salary
nor higher than the total of twelve salaries theaegal manager or a director
received in the period of twelve months precedimg day of adopting such
decision. Bearing in mind that the Law prescrildes minimum capital of the
investment firm amounting to EUR 125,000, the fta@not be lower than EUR
1,250. In this way, in some situations, sanctiaeskeing more adapted to their
purpose and to the effects intended to be achibye¢hbe sanction.

The Law introduces three new criminal offenses:keiamanipulation, the
use, disclosure and recommendation of inside intion and unauthorized
provision of investment services. Very strict prissentences and fines are
stipulated for the violators. These are the prettmmms for introducing orderly
functioning of the capital market in Serbia, ascé@ms have a strong deterrent
effect.

The Securities Commission of the Republic of Sewma established on 16
February 1990. From the inception of the Securi@emmission to the day, the
state of the financial market has changed conditieras well as the importance
and the role of the regulator. It is noteworthyattthe Securities Commission
became an ordinary member of the International @rgdon of Securities
Commissions (I0SCO) in May 2002, and a full signatto the IOSCO
Multilateral Memorandum of Understanding (MMoU), & October 2009.
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In this way, the Securities Commission has beeiaid as the regulator
of the Serbian capital market that adheres to tiesrand principles of the
highest standard. To sum up the previous considastabout the Serbian
market, it can be said that, maybe a little belgtatle have obtained a modern
law of good quality which not just declares fort lmssentially contributes to
better investor protection, providing conditionsr fa fair, efficient and
transparent capital market and reducing systersicin the market. It certainly
is necessary, but not the only precondition for degelopment of the Serbian
financial market and tackling the current econoanisis.

Conclusion

Clearly, there are sound economic reasons thate stould play an active
role in its financial system, but there are somgy yeactical indicators showing
that the state often does not interfere succegsfalid that its capacities to
balance the right measure and form of interferevs@llate with time. Such
insights tell us how complex it is to operate acessful financial policy. When
determining the scope and direction of such policig extremely important to
take into consideration the experience obtaineh §eeing the consequences of
different reactions of states to the challenges@dsy the crisis of financial
markets. They indicate that promoting healthy cditipa, but only paired with
strong supervision by independent competent adibsrtould boost efficiency
and provide grounds for the creation of sustainazenomic development,
without undermining stability at the same time.

The global economic crisis has given the best elaw@ipimportance of the
strong and comprehensive supervision over partit§paprocedures and
institutions on the capital market. Many of theestists studying the global
economic crisis deducted that tightened supervisioght be of the same
importance as creation of the new regulationsfitsel

As a result, in the subsequent period, Serbia #mer countries affected by
the economic crisis as well are to restore confidan the financial system, so
that the capital could start returning to the ficlahmarket, and this takes much
more than a sound piece of legislation which cédy be a good start point.

John D. Rockefeller said that “these are days whany are discouraged.
In the 93 years of my life, depressions have cong gone. Prosperity has
always returned and will again.”
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ULOGA REGULATORA TRZISTA KAPITALA
U KONTEKSTU GLOBALNE FINANSIJSKE KRIZE

Rezime: Finansijski sektor nacionalne ekonomije je jedan od glavnih
zamajaca ekonomskog razvoja zemlje i sustinski vazan faktor njene ukupne
ekonomske stabilnosti. Medutim, kada je izloZen neodgovarajucoj regulativi,
nestabilnom trzistu i nedovoljno razvijenim institucijama, finansijski sektor,
mozZe postati glavni uzrok finansijskih kriza i jedan od bitnih faktora
destabilizacije nacionalnih ekonomija u celini. Sa nastupanjem globalne
finansijske krize, postalo je jasno da je neophodna jac¢a uloga drzave i njenih
institucija kako bi se na efikasniji nacin kontrolisali uoceni unutrasnji
nedostaci samog trzista. Nakon pocetnog talasa krize, mnoge drZave su
zapocele zakonodavne reforme, usmerene pre svega u pravcu napustanja do
tada gotovo opSteusvojenog principa finansijske deregulacije. Jedan od
glavnih pravaca u tim reformama bilo je formiranje novih nezavisnih
regulatornih tela, kao i davanje pojac¢anih nadzornih ovlaséenja postojecim
trzisnim regulatorima.

Kljuéne reéi: finansijska kriza, finansijska trZista, regulatori na trZistu
kapitala, regulacija, post krizne reforme
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1. Introduction

The first reference of Corporate Social Resporigib{CSR) in Europe
could be considered that it was mentioned in 1993he President of the
European Commission, Jacques Delors, who appeal&tdiropean companies
to participate in the fight against social exclusidhis appeal resulted in an
increased mobilization and development of Eurofmasiness networks. A few
years later, in March 2000, the Lisbon Europeanncibumade a call for the
implementation of best practices in terms of lifgJolearning, the work
management, equal opportunities in the workplacegiak inclusion of
vulnerable groups and sustainable development.ak haer, in July 2001, the
European Commission adopted the Green Paper onofimgna European
framework for CSR. This is the first organized effthat recognizes that CSR
can contribute positively to the strategic goaleagrin Lisbon, which aims to
make the EU the most competitive and dynamic kndgdebased economy in
the world, capable of sustainable economic growithh wiore and better jobs
and greater social cohesion. In March 2006, thegaan Commission (COM,
2006, 136 final, p.7) supported the creation ofumogean alliance calling it
CSR. This alliance is general in nature and calisEmropean businesses,
regardless of size and scope of their businesgxpoess their support on a
voluntary basis. The Commission also expressedviber that CSR can
contribute to sustainable development, while enimgnEurope's capacity and
European companies for innovation and competitiseneesults may therefore
contribute to employability and job creation (Carb99).

In this paper, we indicate CSR policies in the laglsector in Greece and
we study the banks’ customers’ perceptions reggrdimeir banks’ CSR
policies. We present the biggest banks in Greedengnindicate the charitable
programs and sponsoring that they offer in gendraing the last years in
Greece. The present study empirically investigéitescustomers’ perception
regarding CSR policies of banks; we study if theyéreally understood the
meaning of CSR. Specifically, it is estimated wietbustomers believe that
banks really wish to help society and the envirommar they just wish to
improve their sales and increase their profits.

2. CSR and Banks in Greece

Because of the globalized environment and rapichgbs, economic crisis
helped to establish the social responsibility measily and in the banking
sector; most banks perceive the environmental amelals issues as an
opportunity that will allow them to reap econominiefits and deter them from
future risks as well. The value of CSR is recogiby the Greek banking
industry increasingly; banks that function in Greentegrate the concept of
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social responsibility in their strategic choices,raported in a recent study of
Greek Banks Association. CSR is not a single progfaat implements a bank
but is connected to the management style, valugpanciples that govern the
overall operation of the bank, like any businessthiis direction, banks have
extensive social contribution programs supportimgpartant educational,
cultural, sporting, environmental initiatives andmplementing many
sponsorship activities for vulnerable groups andaritéble nonprofit
organizations. The effects of CSR are divided iwto major categories. In
actions in the house, i.e. staff and those thatedb the external environment,
i.e. the society in which they operate. The actiohshe staff, related to the
actions that need to make a business - bank, tmiraghe working conditions
of workers (education programs offered by companegheir employees,
extras health care programs, etc.). Actions redatm the external business
environment are divided into four major categor@s;ial, cultural, sports and
environmental. These actions are the programs eckldb awareness of
employees to the community, donations in cash amd|, kolunteer programs,
recycling, establishment of cultural institutionmrticipation in programs to
strengthen the Greek language, scholarships, messs in renewable energy,
promotion of electronic banking with obvious copesding environmental
benefits and more.

Despite the perceived weaknesses and problemseopdht, the banking
sector implements CSR policies that can becomepth&er to encourage
integration and implementation of responsible sgis in all aspects of Greek
economy. This must be used as a vehicle for ecanampiift through
sustainable investment and development opportgnfie investment in new
lucrative sectors of the economy. The charitabegams and sponsoring that
the biggest Greek banks offer are indicated.

Piraeus Bank (Piraeus Bank, 2013)in the last year, as part of the
restructuring of the Greek banking system, PiraBask made four major
business acts, significantly upgrading the posiaod presence of the Group's
banking operations in Greece: In July 2012, theklzguired the 'healthy' part
of the Agricultural Bank, while in December it aoga General Bank. In
March 2013, Piraeus Bank acquired the banking oipesain Greece of Cyprus
Bank, Cyprus Popular Bank and the Greek Bank. Kinial April 2013, Piraeus
Bank has agreed to acquire Millennium Bank of Geedhe transaction was
completed in June 2013. Due to the relatively recerture of these business
initiatives of the bank, the issues related to Q&Re not yet fully settled.
Presently, valid programs and actions implementethb bank in advance of
mergers with the above mentioned banks. The bankleieloping CSR
activities focusing on the environment, culture asatiety. Environment:
Piraeus bank is a pioneer in managing operationgiranmental impact in
creating and promoting green banking products asttemphasis on renewable
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energy and bioclimatic buildings. The bank runs fingt green store Green
Banking in the Balkans. More specifically, Piradsnk supports investments
in renewable energy sources, saving energy anad dmeiding, farming, green
chemistry products, green transport, waste managemevaste — water.
Society: Working with charities driven by the tgph “Child, Family, Health”
which is a strategic choice for targeted socialistessce (assist families in
Thrace; support young drug-addicts educating themd #&elping them
reintegrate into society, supporting organizatitimst support the elders) etc.
Culture: The Piraeus Bank Group Cultural Foundatiggzanizes and manages a
network of thematic museums studies, preserves @odhotes the Greek
heritage and cultural identity of our country.

National Bank (National Bank, 2013)Values governing the operation of
the National Bank are as follows: respect for humaghts, respect for the
environment, social contribution and contributiom the arts, culture and
education, independence (from the individual irgeye of customers,
shareholders and third parties). Within the framdwof CSR, the National
Bank has developed activities in the field of attigpeople, culture and
environment. More specifically: Man: The main oltjee of the sponsorship
program of the National Bank is the social contiifiu Further, indicative
actions, donations and sponsorships in hospitalgpast centers and
associations concerning the child. Sports: Spohgorsontribution in
organizing the World Games “Special Olympics Athe2@11”. That is,
continuation of co-sponsorship as an exclusive rSpd - the Greek
Gymnastics Federation; continuation of the multisinprogram for support,
preparation and participation of individual athtet@ the London Olympics
(2012). Science - Research - Education: Funding dponsored prizes,
scholarships and research programs with Greek ameigh universities;
supporting scientific work, especially conferenttest cover the entire spectrum
of science. Responsibility for the Environment: Toenk offers every year a
significant amount to support actions, stakeholdersd environmental
organizations in a structured program. Respectiojuéz: Among the major
sponsorships that began to be implemented in prewears, and those who
started in 2011 and will be completed in the ydargome, mainly include
grants for archaeological excavations, with the idfati Museum of
Contemporary Art for presentation of Fairs.

Alpha bank (ALPHABANK, 2013): The bank, as part of CSR, acts in the
following sectors: Environmental Protection: Empdey information and
enhance their ecological consciousness, the smdkamy saving energy and
reducing pollutant emissions, water conservati@gyceling paper. Care to
enhance the ecological and social conscience df #teough voluntary
participation in related programs. The bank codgsravith the Greek Society
for the Protection of Nature and maintains the @sigk sponsor international
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program to protect the Greeks coasts ‘Blue Flaghtgbution to society and
culture. Since 2009, the last Sunday of May evegryhas established itself as
“Employee Volunteer Day Alpha Bank”. On that date,Greece and abroad
(e.g., Serbia, 200 volunteers Alpha Bank Srbijdéith in the voluntary offer,
they spent an afternoon with children without p#aknare), voluntary groups
in all countries in which the bank operates, comdacial or environmental acts
in collaboration with relevant agencies, promotiegmwork and cooperation,
i.e. collection of food and other essential sugplimedicines. Also carries
sponsorship programs through which it supports ousri entities for the
organization and execution of cultural events myaiRlarticularly important is
the contribution to the sport, which continues raftee Olympic Games in
Athens, the presence of the “Sports Panorama AHakB sponsoring the
Classic Marathon Athletics Federation and the Natid\thletic Teams.

EFG Eurobank Ergasias (Eurobank EFG, 2013)Supports programs
relating to education is a priority for all Eurol&ngroups. Already, in three
countries, where the group has a presence, maiatives in the field of
education have been developed in the recent yearder this program, the
Group awards every year high-school graduates whi@ee the highest grades
in national exams. Each award is accompanied bgnaount of 1000 euro. In
Greece, the “Great Moment for Education”, a progthat began in 2003 and
continues to run, has awarded a total of 10,663gauen and women so far.
The “Great time for Culture”, the involvement oktEurobank in the support
and promotion of culture is a tradition since itrdding in 1994. Sunday
morning in Concert: On Sunday mornings in room ‘i{€ias Lambrakis”
concerts with popular projects to familiarize chéid and young people with the
wonderful world of music. It offers free ticketsrfall performances in schools
of the province. Actions culture abroad: In Serltiae bank continued to
support the Atelige 212 in 2011, one of the majmaters of the country.
Sports: renewing their collaboration until 2014, r&hank announced the
continuation of a highly successful sponsorship tbé Greek National
Basketball Team. Solidarity: The Group contribubegh year with donations
and volunteer work, the work of a significant numbef non-profit
organizations and foundations, which are activaethly on issues related to
children and health (e.g., concentration and offelnool supplies to needy
children in large families region of Attica). Stgthened in 2011 the form of
corporate volunteering, programs and organizatossen by the employees
themselves was introduced (e.g., the strengtheninghe Center for the
Homeless of Athens, offering drugs to “Medecins dlonde” etc.).
Environment: Eurobank has remained since 2004 fiteeand only banking
group in Greece and one of the few in Europe tlast een certified by the
International Standard 1ISO 14001 for EnvironmeMahagement System. The
Bank won the National Award in the section entitt&teen Procurement” in
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2009 and the National Award in the section entitiRésource Efficiency” in
2010. Greater recognition of the Bank, however, eanith the European
Environmental Management Award which was awarded0ihl in the section
entitted “Participation of stakeholders in improgintheir environmental
performance” where stood first among all the magjovate sector companies
that participated in the contest. The action “1@0dkp and cultural venues”
protects the four green islands of the countnBuitgaria, Postbank since 2008,
has implemented a program for the maintenance ef ldke Pancharevo
outskirts of Sofia, titled “Crystal Purity of Pararievo Lake”.

Post Bank (Post Bank, 2013):Once established, the Postal Savings Bank,
helped significantly to development and realizatioih the idea. Loans to
utilities such as water supply, road constructiet;. are recorded to its
activities. The bank continues the charitable #@gtito finance NPDD, KA,
PPC, OA, OAS and OTE. In the above, loans to growjts major social
problems, such as earthquake victims can be adbeday, the bank has
become S.A. and according to the law, up to 3%tsoainnual profits will be
available for charitable, educational and develaprperposes. For this reason,
they have allocated funds to Foundation of the diédl World in hospitals to
purchase medical equipment and tools to Municipalienhancing programs
like Help Elderly at Home, sports clubs, culturakaciations and churches in
Greece (soup kitchen for needy, charitable bazeta), It supported many
athletes on their way to the Olympic Games in Lamdamostly of cycling,
rowing and athletics. It must be noted that on 3@013, the Boards of
Directors of Eurobank and New Postbank, decideletgin the process of a
merger between the two banks.

Attiki Bank (Attiki Bank, 2013): It has developed programs and
sponsorships in order to assist in the developraedt progress of society-
sports, culture, education, charitable initiativeayironmental protection and
sponsorship conferences. The Attica Bank, stremgthmstitutions with
activities, humanitarian, aimed primarily at prateg children. Sports: Attica
Bank, supports various sporting clubs, mountaimgedtc. Education: It has
held grants to universities and institutions torgaut conferences and events,
scholarships in university students as well as Ischoips for graduate
programs, strengthened all public and municipahliles in Greece. Charitable
Initiatives and Environmental Protection: Showettliest in the victims of the
guake regions, prefectures of Achaia and llia,raftee disasters and fires.
Specifically, opened accounts for the familiesiadffghters who lost their lives
in the fires, and it took special measures to itatd transactions with the bank
by extending their debts and reduce interest rdte2011, activities of the
Foundation for Mediterranean Studies Culture: Givasous cultural events,
published in History - Pictorial entitled “lllusted History of the Greek
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Nation”. Sponsorship Conference: Attica Bank suizsisl annually conferences
organized by various sectors of business activity.

Panhellenic Bank (Panhellenic Bank, 2013Y.he bank acts as a custodian
and coordinator of a network of 16 cooperative 3ankd one commercial
bank. Most of these banks focus on the triptychepe Culture -Environment.
Society: Offer food to needy families, strength@ni@reek police providing
special equipment, annual awards honors, donationspecial schools,
provision and/or personal computers in schoolseatote areas, support to
unemployed partners, organizing educational semiaad continuous updating
their workforce. Culture - Sports: General measwfesultural content mainly
at local level sponsor in national exhibitions, rgeto support institutions of
society, collective exhibitions of paintings of lclen, newspaper edition club
donor aid sports clubs. Environment: Grant prodptistovoltaic systems and
buying green appliances (green loans), plant magest strengthening local
associations and club sponsorships.

3. Empirical Research

The study was conducted in Greece from June to #ug013 by the
Department of Accountancy and Finance of the BEad#acedonia and Thrace
Institute of Technology. The aim of the study iscapture the opinion of bank
clients regarding CSR; whether banks really wislhéfp and improve society
and the environment or they just wish to incredsr tsales and profits. The
data were collected using a structured questioanzontaining 34 questions.
The questionnaires were distributed randomly topfgeavho were asked to
complete them anonymously and return them baakulit be noted that at the
begging of the questionnaire the definition of B8R was given, as well as
examples of it in the banking sector, in ordertfa respondents to understand
the meaning of it. The 34 questions were dividetbitwo sections. Section 1
consisted of six questions related to demograpéta.dSection 2 consisted of
twenty eight questions regarding the perceptiobarfks’ clients of the CSR.
The questions were of closed type, meaning theorefgmts had to choose
specific answers. The collected data were analysety descriptive statistics
and the program SPSS v17.1

The number of respondents was 67 from Kavala regkfh of the
respondents were women and 29 men. Furthermoref tt@ sample are 18 to
25, 18 are 26 to 35 years old, 16 are 36 to 45r&246 to 55 and 11 are more
than 56 years old. The majority of our sample haseedemic education (52.2%)
and 37.3% have secondary education. Regardingcitigation of our sample,
38 are employees, 12 are freelances, 9 are uneetjldyare retired, 1 is farmer
and 3 do domestic tasks. Regarding the monthlynirecof our sample, the
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majority of them have monthly incor 501-1000€ (54%)Jess than 5(€
(19%), 126 have income 10(-1500€, 8% have income 1501-2@0and7%
have income more than 2(€ per math. Figure 1 presents the primary ban!
our sample, since most of them are clients of ntlka® one ban So, 16 are

clients of Agricultural bank, 15 cthe National Bank and 15 of Piraeus be
which represents the reali

Figure 1: Primary Bank

T Attica bank Agricultural
Alpha bank 30, 5% bank
General bank, 10% 24%
Panhzdtenic
bank

5%
Eurobank
7%

National
Piraeus bank bank

The respondentgl8 of them)admitted that they did not knoar knew a
little about he meaning of CSR before replying the questionnHowever,16

knew enough ofthe meaning of CSR ar22 knew itvery well, as it is shown i
Figure 2.

Figure 2: Did you Know the Meaning of CSR?

Not at all
Very much 16%

33%

A little
11%

It is remarkable that 30 did not know the Cprogram of their bank ar
only 12 knew it very and very mu (Figure 3).
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Figure 3: Knowledge of the Bank's CSR Program

9%

9% ONot at all
‘ BA little
@ OMediate
OVery
@Very much

There is a balance at the interest of the courdbefCSR program of
the respondents’ primary bank, since 22 didn’t kradvall or a little, 22 knew it
mediate and 23 very and very much. The majorityehgesitive opinion
regarding CSR, since 48 have responded very and mech at the relative

question. Almost all, 50 respondents, believe @&R programs are important.
More than half believe that CSR programs are reaidek (43 respondents),
useful (46 respondents) and necessary (45 respdédmost half believe
that they have nothing to gain from the CSR, si@@aespond not at all or a
little, 21 mediate and 17 very and very much. Tregamity believes that they
contribute to society via CSR (35.8% mediate an8%lvery and very much),
but quite enough (22.4%) are not convinced. Theoritgjbelieves that banks
use CSR for their reputation and image (76.1% nedgots) and to attract
customers (79.1% respondents). It is notable #sdandents are not convinced
about the interest of the banks for the societythedenvironment as it is shown

in Table 1.

Table 1 Perception of Bank Clients for the Bank’s hterest in Society/Environment

Do you believe Do you believe
that banks use that banks use
CSR out of CSR out of interes
interest for the for the
society? environment?
Not at all 14 14
A little 12 13
Mediate 24 22
Very 10 10
Very much 7 8
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Bank clients are not very satisfied with the CSBgoam of their bank and
they believe that it is not ideal (see, Table 2widver, they are satisfied with
the services of their bank regardless of CSR (68&§pondents). Most of them
believe that they did not choose the bank withlihst CSR program (73.1%
respondents), but they would not change their bbekause of the CSR
program. They stress this out since they reply they would continue to be
clients of their bank even without a CSR prograee($able 3).

Table 2 Satisfaction with the CSR Program

Are you satisfied | Do you believe
with the CSR that the CSR
program of your | program of your
bank? bank is ideal?
Not at all 14 13
A little 9 11
Mediate 27 32
Very 12 5
Very much 5 6

Table 3: Satisfaction with the CSR program

Would you Would you
change your continue to be a
bank because of | client of your bank
the CSR even if it abolishes
program? the CSR?

Not at all 18 5

A little 13 10

Mediate 20 16

Very 12 22

Very much 4 14

4. Conclusions

From the analysis of the results, some importanticsions are raised. Age
groups between 18 and 45 knew the meaning of C8Rslamwed more interest
for the program of their bank. Most of the respariddearnt the meaning of
CSR through the questionnaire. The majority bebetieat the CSR programs
are important, useful and necessary for the soaietiithe environment. Banks
are interested in their profitability, so they u€SR fir their image and
reputation. Most of the clients are not quite $igiiswith the CSR program or
are not quite familiar with it, but they are sdégf with the services of their
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bank. So, they would not change their bank easipecially because of the
CSR program. The responsibility for healthy devetept of society and

protection of the environment concerns everybodiye Theans to be used
depend on the CSR policy of a company. Thus, thekiang of the CSR of all

companies irrespective of their economic status taedcontinuous action for
the benefit of society and the planet is necessary.

In the future this research study could be expanded regions of Greece
and in the area of Balkan countries as well.
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EMPIRIJSKA ISTRAZIVAI\IJA PRISTUPA I SHVATANJA
KORPORATIVNE DRUSTVENE ODGOVORNOSTI
U GRCKOM BANKARSKOM SEKTORU

Rezime: Korporativna drustvena odgovornost podrazmueva koncept za koji
se kompanije dobrovoljno opredeljuju, kao deo svog poslovanja, aktivnosti
socijalne 1 ekoloske prirode, 1zvan obavezju¢ih pravnih aktivnosti. Oni se ti¢cu
kako unutrasnjeg okruzenja kompanije (zaposlenih) tako 1 spoljasnjeg
ambijenta (akcionari, dobavljaci, partneri, potrosaci, lokalna vlast, zajednica
u kojoj kompanija posluje, itd). Ovaj rad ima za cilj da istrazi misljenje
klijjenata banaka vezano za programe korporativne drustvene odgovornosti.
Da bi se ovo postiglo sproveli smo empirijsko istrazivanje u gradu Kavala,
Grcka. Predstavljeni su rezultati i istaknuti zakljucci.

Kljucne reci: Korporativna drustvena odgovornost, bankarski sektor,
percepcije klijjenata.
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UDC Abstract: The intensive development of technology and the trend of
657.412.1:339. financial globalization contributed to the fact that the volume of
1:338.124.4 transactions in the financial market surpasses by several times over
Original the volume of transactions in the real sector, which has identified a
scientific growing trend of separating financial from the real economy. In the
paper race for ever-increasing profit, financial institutions have succeeded

to, due to the so-called informal deregulation, acquire through a
variety of financial innovation greater de facto freedom of action in
the financial markets. Securitization is seen as the biggest financial
innovation of the 20th century, which, based on the contractual
assignment of receivables, transformed the less liquid claims (based
on loans, credit cards, etc.) into more liquid forms, the so-called
mortgage-backed securities. Thereby, issuers of securities are
coming to liquidity at a lower cost and the risk of holding long-term
bank loans (mainly mortgage) passes to the buyers of mortgage
securities. Despite the indisputable benefits of this financial
innovation, the need for performing a number of iterative actions
and involvement of a number of institutions makes this a very
complex mechanism. The crisis that hit US mortgage market in
2007 was initiated just by securitization of “bad mortgages”.
Therefore, the securitization of loans has been distinguished as a
mechanism for the formation of “speculative bubble”, thus causing
the financial crisis of global proportions. In this sense, the question
is whether the solution should be sought in the re-regulation of
securitization of loans or it will only delay solving the problem?
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Introduction

The intensive development of technology and thendredf financial
globalization contributed to the volume of trangats in the financial market to
exceed the volume of transactions in the real sdwtoseveral times, which
identified the growing trend of separating finahdram the real economy. In
the race for ever-increasing profit, financial ihgtons have managed to
provide greater de facto freedom of action in timarfcial markets by the so-
called informal deregulation, through a varietyfiohncial innovation.

Securitization is seen as the biggest financiabwation of the 20th century.
Although it was developed during the seventieseaigHties of the 20th century
in the US, its intensive development took plac¢him nineties, when it spread
so much that most of the real estate financing acigsally performed through
mortgage-backed securities.

Securitization of loans enables the bank to obtdiarnative sources of
funding through the transformation of previously pegved loans into
marketable securities. Owing to the securitizatafnloans, bank balances
become more liquid. In the process of securitizatithe risk of financing
mortgages is transferred from the original insiitutto specialized agents and
the owners of mortgage securities. Transferring fism the institution that
provides the loan makes sense, because the mdskeinaludes many other
participants that are able to withstand the riskteoe(they have longer
investment horizons and are not sensitive to isterate risk and similar).
Moreover, securitization enables diversificationtloé risk of mortgage loans
payment (Hellwig, 2009).

However, despite its indisputable advantages, gemation is increasingly
identified as the crucial cause of the currentrimial crisis. Securitization was
performed without a clear regulatory framework, luiing the lack of
transparency and the over-reliance on reviews tifigaagencies that have
proved unreliable. Real estate market “overheatinghe US, encouraged by
low interest rates and new financial instrumerdd,tb the formation of a price
“bubble”. When artificially constructed foundationd the pyramid of risky
mortgage loans began to crumble, there was a bfirgte “bubble” and the
collapse of the loan securitization system. A maghy crisis emerged, which
has shaken the whole world since the middle of 2007

I Regulatory and De-Regulatory Processes in a Globalized
Financial Sector

Late seventies and early eighties of the last cgntere marked by a wave
of the financial sector deregulation stimulated bymerous financial
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innovations. In fact, in an environment of strictaincial regulations, when the
ability of financial intermediaries to mobilize dtidnal resources through
traditional financial instruments is significantigduced, the need for financial
innovation in the function of mobilizing additione#sources increases (K&sti
2003). In this context, financial institutions s&d, through the so-called
informal deregulation, to ensure greater actuabdoen of operation in the
financial market than allowed by the existing reguns. Thereby, the informal
deregulation occurred as an introduction to thessgbent formal deregulation
of the financial sector.

Formal deregulation in the globalized financialteetas been achieved by
adopting a set of laws in the US banking:

» Depository Institutions Deregulation and Monetargn@ol Act of 1980 -
DIDMCA), which allowed performance of mergers betwebanks and a
higher degree of freedom in the conduct of busingssarily interest rate
policy of banks;

» Garn-St Germain Depository Institutions Act, enacted twargdater, whose
main purpose was to revitalize residential develspniy strengthening the
financial stability of the savings and credit agstiens for housing and by
securing loans for housing construction (GSGDIAB2)9

* Community Reinvestment ACT - CRA, adopted in 198imed to resolve
housing problems of customers with medium and logoime by departing
from standard credit-standing assessment critemiathie process of
approving mortgage loans;

» Further deregulation of the US banking was caroetin November 1999,
by adopting the Gramm-Leach-Bliley Act, which releelathe Glass-
Steagall Act of 1933, thus officially terminatingparation of American
investment and commercial banking, as well asntiftthe ban on non-
banking activities for bank holding companies.

In such an environment, securitization has fouacpiace as a mechanism
by which indirect credit relationship gets increagy replaced by direct credit
relationship. With this, through the securitizatioinloans, primarily mortgage
securitization, banks attempted to prevent a waveligsintermediation that
proceeded simultaneously with deregulation and swrkhe reduced
participation of banks in financial intermediatidirsti¢, 2003, p. 493).
Although it has brought considerable benefits tonyngarticipants in the
process, securitization of loans in a deregulatedrenment was the subject of
much abuse, which eventually resulted in the méass@paid mortgage loans,
worthless mortgages and huge losses suffered bydial institutions and the
economy as a whole.

The global financial crisis revealed fundamentalakvesses in risk
management, inadequate regulations and low quafitgupervision of the
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financial systems, particularly in the USA, EU, andother countries around
the world, as well. In this regard, the financialsis is accompanied by
increased regulatory activity. At the global levbkre is the ongoing process of
regulatory reform that aims to set a new frameworkwhich financial
institutions and financial markets can functionefyeand thereby reduce the
likelihood of a new financial crisis.

II Securitization of Loans and Formation of a “Speculative
Bubble”

Securitization is the process of converting debiss¢d on loans, credit
cards, leasing, etc.) as less liquid forms of asg®b securities, by which
intermediary relationship is replaced by directdireelationship between the
owners and users of financial surpluses. Secuitizaof bank loans is a
narrower term, given that it involves the transfation of bank loans, most
often mortgage loans, to bonds issued on the hafsipooled mortgages
(Lowell, 1991, quoted from Juhas, 2011, p. 13}this regard, securitization of
loans offers the bank a possibility to obtain aédive sources of funding
through the transformation of previously approvexns into marketable
securities. However, despite the rather simple @gur to define securitization
of loans, the necessity for performing a numberitefative actions and
involving a number of institutions, makes this ayveomplex mechanism.

The mechanism of securitization involves severalugs of activities:
approval of loans in the primary mortgage market tneir sale; repackaging of
cash flows; issue risk reduction; issuing seclgitiad selling them to investors;
and service. The process begins in the primary gage market through the
approval of mortgage loans. Since this is a lomgxtdoan which is
characterized by a long payback period and, finaly high degree of
uncertainty regarding the collection of the loanful, its sale is carried out.
Thus, getting clear of the illiquid form of assetee bank replenishes its
previously cut credit potential and places it, @igr increasing the turnover
ratio, and ultimately the bank's profit. On the ibasf a pool of mortgages,
securities are issued with which the bank obtaiesessary funds and the
investor realizes certain return. This is a cas¢hefsecurities of high credit
rating, close to that of the government bonds, \ityield slightly higher than
the government bond yields. In addition, liabiltiéor issued securities are
serviced from mortgage loan installments.

Key institutions in the securitization process dhe: issuer of the loan (loan
originator), special purpose legal entity (Spedtalrpose Vehicle or Special
Purpose Trust, or SPV), rating agencies, investinanks and investors.
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The issuer of the loan or the creditor is in m@ses also the loan servicer
who, in addition to the initial approval of the todhat is the subject of
securitization, takes the obligation to receivempagts of debtors as the loan
repayment and forward them to the investors.

SPV is a special purpose legal entity which, basedsecuritized assets,
issues securities, controls the pledged assetsngsps or performs the
collection of payments of interest and principalthg debtor and transfers these
cash flows to investors (SogkZivkovié, 2007, p. 292).

Rating agencies play a key role in assessing cratiitg of the issued
securities, so that the measures can be takerdtweethe emission risk in a
situation of excessive risk, thereby adjusting sées to the special
requirements of potential investors.

Risk reduction can be achieved in several waysintgrnal warranty, i.e.
guarantee of the original creditor, and by thel@isament of a special reserve
fund based on the difference between the interdtgn the basis of collateral
group of loans and the interest paid on dividendravas; by external
guarantee, i.e. guarantee of another person, baskyance company or
specialized state and para-state organizationsgh®s by a specific technique
by which the credit risk of the pledged portfolerelocated from the priority
tranches and transferred to a subordinate, thatsigyservient tranche
(Marinkovi¢, 2011, pp. 138-140).

In addition to its role of a distributor of issuedcurities, the investment
bank often takes the role of an underwriter of tbsue, guaranteeing the
purchase of securities that, possibly, remain whsdfurthermore, the
investment bank regularly performs an advisory fiam; thus informing the
issuer of the price, type and structure of the istes that are issued. In this
sense, the investment bank is a key institutidihénsecuritization process, from
the formation of pools of mortgage loans, over gage securities issuance, up
to their primary sales to interested investors 43u2011, p. 16). Naturally, the
investment bank earning will be the largest intaagion where it assumes the
greatest risk, i.e. when it acts as the underwotdine issue.

Finally, investors, by their preferences in relatido the essential
characteristics of issued securities (financidhbglity, maturity date, cash flow
structure, denomination, etc.), substantially deiee the success of the process
of securitization. High financial reliability of seritized bonds has contributed
to the fact that the most frequent buyers of theseurities are institutional
investors, such as investment funds and contrastahgs institutions, due to
their conservative investment policy (Sa$kivkovi¢, 2007, p. 294).

The roots of securitization may be found in the W8ere it started with the
securitization of mortgage loans during the 1970he 20th century. In fact, it
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is a so-called straight or off-balance sheet seeation, in which the
securitized assets are derecognized from the balande sheet, allowing the
bank to release claims relating to capital adequagy to provision for risky
placements, and only up to the amount of the IGu$KE, Zivkovié¢, 2007, p.
292). This way the entire credit risk is transfdrte investors, while credit
rating of asset-backed securities is determinedhbyrating of the underlying
assets (Juhas, 2011). Although, historically, fitst be securitized were
residential mortgage loans, everything is secwdtitroday: from current and
future inflows from tolls, to the government loalts Europe, on the other hand,
there is the so-called on balance sheet securtizain which the loans
representing security of mortgage bonds are naocdgnized from the balance
sheet of the bank that is issuing mortgage bondschwoffers potential
investors a safer form of investment.

Traditionally, banks have funded long term placet®en mortgage loans
from long-term deposits. This, of course, highlgtrieted the scope of these
loans, since resources were limited and placemeats fixed on many years.
The limitation of traditional sources of financingprtgage loans forced banks
to take an active role in the financial market idey to provide greater financial
potentials. Banks have adopted a new model of imgn(more precisely,
refinancing) mortgage loans, in which they contitoehave primary contact
with the customer (at the conclusion of the corttead in most cases in loan
servicing), but their funds are not the primary reeuof financing for these
loans. This qualifies the bank as just one of thediators in the process of
securitization, in which it does not have availatieds prior to granting loans,
but it specifically mobilize them in order to appecthe loan (Vujod, 2008).

An important change has also occurred in the asmsdsof the credit
standing of a real estate value buyer and theofisiends in real estate market.
The transfer of credit risk from the creditor tehard party changes the profiles
of risk and return. If the creditor transferred geetial or total risk, it can cause
weakening of the supervisory measures of credk. riBhe existence of
institutions to which banks can transfer crediksitias induced that the banks,
in a race for new potential clients, disregard dasinciples of credit analysis.
As a result, most borrowers were clients of dubireslit rating.

The essence of the idea was to approve, on the baslatively lower-cost
funding sources, mortgage loans that will enablecipase of houses and
apartments to the so-called middle class. This Wwapnks and other financial
intermediaries can quickly and easily earn commissi while transferring

! Bank clients have become the following: borroweithiinsufficient documentation (low doc
loans), without the necessary documentation (Noldaus), those who lied about their income
and assets (Liar loans) and finally the borroweits wo income, no job and no assets (NINJA
loans).
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substantial risks to new niche markets of secaritiased on real assets (asset-
backed securities). It was necessary to procesappkcation for loan as soon
as possible, to approve a mortgage loan and tadeaefinancing in order to
repeat the process with the next client.

However, numerous potential real estate buyers weable to provide the
participation and were not financially reliable ¢btain classical mortgage
loans. To overcome this problem, it was necessamglax the restrictions on
debt and participation amounts and to lower the obsservicing mortgage
loans. The so-called subprime mortgages appeareldet@ solution. Such
mortgage loans allowed for clients to borrow maasily and in bigger sizes in
relation to their income. They are characterized lwery low fixed interest rate
in the first couple of years, after which the ietdrrate forms freely, according
to market conditions. At the beginning of 2007,sthdoans already accounted
for one-fifth of all active mortgage loans (VujéyR2008).

Banks were selling mortgage loans to investmentkdanvhich then
“packaged” and forwarded them to rating agenciasdhalyzed their risk level.
These packages (which included: asset-backed #esuri ABS, residential
mortgage-backed securities - RMBS, commercial nagregbacked securities -
CMBS, collateralized-debt obligations - CDOs andlateralized mortgage
obligations - CMOs) were attributed AAA rating bgting agencies, although
their complexity was not very clear to them (O'Qui2008). In addition, the
rating agencies were in a conflict of interest lseathey were paid by the
issuers to whom, besides the rating evaluatioly, &g gave advice. The issuer
was able to address the rating agency to moddiifather the assets that would
later receive the best rating of the same agerayymBnt to rating agencies, made
by those investment banks to whose instrumentsdhsign ratings, enabled the
so-called “rating shopping”. Issuers could opttfee rating agency which offers
them the most favorable rating conditions, thatvsich will provide the highest
rating. On the other hand, the profits of ratingragies depend on whether
investment banks are satisfied with their operatior example, in 2005 more
than 40% of the Moody's Agency revenue was gergerdimugh assigning
ratings to securitized bonds (Spasaje2011, p. 100).

The three leading rating agencies in the areatefrohining the credit rating
of issuers worldwide, Moody's Investors Servicgn8ard & Poor's and Fitch
Ratings, gave the highest rating estimates toitta€ial instruments created in
the process of securitization of low-quality moggdoans. High rating of risky
securities created conditions for investment in eclrities by major financial
institutions.

Despite the obvious risks, securitization of loaas been experiencing rise.
Apart from the benefits for financial intermediarjiesecuritization led to an
increase in private saving, a boom in housing agbath of employment.
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The multiannual boom in residential constructiod aeal estate market was
fueled by the interest rate policy in the Unitedt&s in that period. Interest rates
were kept at very low level in order to overcome ticession of 2001-2002. Low
interest rates raised the demand for real estéiehvinad dual effects in the sense
of growing prices of real estate and of constructibnew apartments and houses.
Artificially increased demand led to an unsustai@aise in real estate prices, that
is, to the creation of price "bubble" in the moggamnarket (Vujo\d, 2008). The
average price growth in this market, which was @87% until 1998, went up to
10.4% in the period from 1998 to 2006 (O'Quinn, &00rhe price growth
overrates the expectation of return, which in stimulates further growth of real
estate prices, until the "speculative bubble" lsufideliwig, 2009).

The pyramid of risky mortgage placements was grgwimtil investors
realized that in their portfolios they possess muglkier securities than they first
thought, and then they started with their massakess In such an environment,
the Fed began since 2004 with a more restrictivaatawy policy, through the
progressive increase in the interest rate (fromii%004 to over 5% in early
2007). In June 2006, real estate prices startei@dtine, at first slowly, and then,
in the period from 2007 to 2008, quite dramaticdily over 15% (Hellwig, 2009,
p. 156). With the rise in interest rates and aidedn real estate prices, the
number of clients unable to fulfill the obligatiotzsbanks increased.

In mid 2007, rating agencies cut the ratings of ynaiortgage securities,
where the majority of shares received a rating towet by one, but by three or
more notches. It turned out that the risk modelgvbith the rating is based were
too optimistic about the risk of mortgage repaymemd about the correlations
between the different mortgages and various moetdgegked securities.

With the burst of price “bubble”, investors wergimig, by assuming the
“short sale” position, to free themselves of watd securities held in their
portfolios, having thereby additionally accelerated depreciation trend. The
problem of liquidity in the markets of securitizewortgage portfolios also
pointed to certain shortcomings in the valuationseturities at fair value
accounting. If the market value of the securitiestlee fair value below its
fundamental value (below the expected present vallits future cash flow),
the system causes a write-off, which is a favorabknario for the bank only in
a situation where it wants to liquidate the bondt bot in the situation of
holding it until maturity. In times of crisis, ralnce on fair value accounting has
not appeared as an optimal concept because itsfdicancial institutions to
quickly admit negative trends and take correctiveasures without undue
delay. These actions have created additional pmesen the market and
contributed to reducing the price of the assetl{iig] 2009).

2 Instead in verified AAA securities, investmentsrevenade in contaminated, high-risk securities
(junk bonds).
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Due to the rapid decline in the value of mortgageusties, banks
registered huge losses on securities that theyepsed. Although, it was
believed that securitization does not expose bdokdsk because they are
selling their loans in this process, the situatwas somewhat different.
Namely, banks have often retained the riskiest (blaet so-called toxic assets) in
order to convince potential investors that thessurgées are safe. Also, the
flow rate of these securities in banks was high tedtime from the receipt of
the mortgage to the sale of these securities wag émough, so that the banks
hold significant amounts of these securities at moynent. With the decline in
demand for mortgage securities, banks had enoramosints of bonds secured
by real estate, which they could not sell (Spaséj&011).

When the market prices of securities began to ifallmid 2007, the
application of fair value accounting required thisbe admitted in the bank
business ledgers. In a situation where bank capitadt sufficient to absorb the
shock, the price decline is converted into a woifeand sale of assets. The
amounts of own capital in many banks did not pre\ash adequate response to
the problems created, which could be proved byahewing facts:

» relative decline in capital adequacy rate in threeties, partly because of the
option provided by the amendment of the Basel Adsamf 1996, which
relates to the determination of regulatory cagibalmarket risks based on
their own quantitative models of risk assessment;

* Small size of the equity capital buffer in excetsegulatory requirements,
allowing banks to increase the level of financ&ldrage in an attempt to
ensure the highest possible rate of return on tveir capital;

» According to Basel Il, an investment in securitigth AAA rating may be
supported by a moderate level of capital. Namelpjgh rating of these
securities allows for a lower level of regulatogpital and a higher level of
financial leverage.

The problem was further illuminated by multiple éntentions of the
monetary authorities which, even after repeatedpmognof liquidity, failed to
establish stability of the financial system. Afteese failed interventions of the
central bank, it became crystal clear that the madblem of this crisis was not
a short-term disproportion of cash inflows and lows, but the solvency of
financial institutions.

In early 2008, the crisis shifted from the mortgagarket to the stock and
bond market, which already in September 2008 caase@scalation of the
financial crisis and the collapse of American gsarferom the US market,
against the domino effect principle, the crisisesygr not only to countries that
had a similar mechanism of mortgage lending but &dsall the world's stock
markets. In this respect, the securitization of tgege loans was designated as
a factor of international credit risk. Stock markanic was replaced by banking
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panic, followed by accelerated withdrawal of defmand a growth of interest
rates, which ultimately led to the freezing of ther-bank market. The rise in
cash prices has further destabilized the investraetitities in the real sector
and thus resulted in a global economic crisis.

IIT Re-regulation of the Securitization of Loans

Many believe that the key focus of the currentisris in the weak
institutional and regulatory framework of the USdncial sector that has
created a favorable environment for banks and dihancial institutions to
access numerous financial innovations. In an effofind alternative ways to
refinance long-term mortgage loans, securitizatainmortgage loans was
singled out as a suitable mechanism. The lack ofppropriate system of
prevention and intervention, as well as the faat thsignificant segment of the
participants in this process has remained outs$iderégulations, the so-called
shadow banking, became an international creditfastor that has contributed
to the spread of the crisis to other economies. drfsés thus assumed global
dimensions (Vujo\d, 2008, pp. 8-12).

Regulatory weaknesses played a major role in thergence and spread of
the crisis because they encouraged market playeake excessive risks. These
problems have forced various regulatory initiatiresnany countries, of which
the most important ones occurred in the UnitedeStahd the European Union.

Regulatory initiatives are aimed at preventing exyst risk and ensuring
the stability of both the national and the globabhcial system. In support of
this primary purpose, a repeated regulation, ieeregulation is undertaken,
directed to the following segments:

» Development of regulatory and supervisory framewthr&t will provide
information that gives insight to the overall riskposure of the financial
system;

* Regulation and supervision of various types of itusons should be
adapted to their specific positions in the finahsiestem;

* A systematic approach to assess the risk exposumdividual institutions.

Regulatory rules are revised towards better camatidn of banks and
alleviation of the pro-cyclicality of the bankingiginess (Basel Ill), creation of
safe and stable systems of deposit insurance, lisktaent of adequate
regulation of systemically important institutionsida the like. Since the
beginning of the crisis is associated with the pribre mortgage market in the
USA, the redefinition of the rules is also relatebcisely to the area of
securitization of loans.
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In the United States all regulatory changes arected toward a higher
level of consumer protection from hidden fees, abasd possible deception
with which they are faced in the process of tradiay this purpose, the Dodd-
Frank Wall Street Reform and Consumer Protectioh was enacted in mid
2010, which provides for the establishment of acigpendependent authority
for consumer protection in order for them to reeetimely and accurate
information in the process of application for magg loans, credit cards and
other financial products. New solutions are tryilmgrepeal the practice of
rescuing institutions designated in the systemtas big to fail”, so that the
taxpayers’ money would not end up in financing thesses. Such institutions
are anticipated for liquidation, and during theuslmess operations they are
obliged to honor strict capital requirements, thgreontrolling the level of
financial leverage.

In addition, the so-called Volcker Rule was enactegdich requires from
the regulator to secure that banks, their afftiasi and holding companies may
not trade for their own account (proprietary tragjror enter into any form of
partnership with hedge funds and venture capitati$u The adoption of this
rule was the result of the discussion, conductethenUSA about a possible
separation of low-risk business practices (suctiegp®sit and credit operations)
from high-risk activities (such as investment bagki The discussion was
prompted by the opinion of some regulators thatdlubal crisis would not
have assumed such proportions if the Glass-Staggdiad not been abolished
in the USA (the law which, after the Great Depres%f the 1930s of the 20th
century, introduced the prohibition of businesscpcas of investment and
commercial banking within the same financial ingian). The Dodd-Frank Act
on financial reform from 2010 still did not restdre separation of commercial
and investment banking, but the Volcker Rule wasught to limit the
possibility for the banks that receive depositshveitate guaranty to be engaged
in high-risk investments.

The global financial crisis has highlighted the kpeon of inadequate
regulation of the activities of rating agenciestifitg agencies have played an
important role in the promotion of new financialogucts globally, while
unrealistic evaluation of issued securities conted to the development of the
global financial crisis (McVea, H., 2010). In ord&r protect investors, new
stricter rules are introduced to increase transggr@nd responsibility of the
operations of credit rating agencies. New rulesralaed to the licensing and
enhanced regulation and supervision of rating agen¢o reduce the conflict of
interests of rating agencies, the regulatory ag&teg (Securities and Exchange
Commission) shall have the authority, accordingthte Dodd-Frank Act, to
determine the eligibility of a rating agency toesssthe standing of an issue. This
potentially reduces the possibility of the issuerselect an agency that suits them
best, i.e. that is most permissive and that wikiothe highest rating.



668 Krstié et al./Ekonomske teme, 51 (4): 657-670

The European Commission has adopted a set of nesagcused on the
work of rating agencies. These measures make dae the services of
establishing a credit rating stay incompatible wittivisory services. Also,
rating agencies are obliged to publicly announcelet®wand prerequisites for
determining credit ratings, annual reports on fransncy and the like.
(Pavkovt, Vedris, 2011).

To solve the problem of “buying” a rating, whichaspecially apparent in
the securitization instruments, the following isgposed: greater involvement of
investors when paying fees to rating agencies,tditioin of the number of
ratings assigned per issuer, introduction of supon payment by the user of
services, restriction of the number of years oWiser delivery and the like.
(Pavkovt, Vedris, 2011).

The introduction of greater transparency in theuggzation process is
amended by the requirement for the initiators afusé&zation to retain risky
exposure to the tranche that bears the greatksRigulatory changes involved
also the change of the principles of preliminamgditrr analysis in terms of their
aggravation, especially when it comes to approwmogtgage loans.

In addition, it should be noted that the introdomstof fair value accounting
for loans and mortgages increased the scope oémigstrisk. Due to the
weaknesses discovered in accounting methods ofi@wah of financial assets
at fair value, there has been a change in the aptamternational accounting
standards and in financial reporting on financiastiuments (Kikanovi
MiloSevi¢, 2012). Changes opened up the possibility thanfifal institutions
do not recognize the decline in market value ddirficial assets as a real loss in
the conditions of crisis, given that this declinayrbe caused by temporary
panic of market participants.

Conclusion

The global economic crisis began in 2007 in ther&kd estate market. From
the mortgage market, in early 2008 crisis shiftethe stock and bond market,
which already in September 2008 caused an escalafithe financial crisis
and the collapse of American giants. From the U$kataby the principle of
domino effect, the crisis spread not only to caestrthat had a similar
mechanism of mortgage lending but also to all theksmarkets in the world.
In this respect, the securitization of mortgagentowas designated as a factor
of international credit risk. Stock market panicswaplaced by banking panic,
followed by accelerated withdrawal of deposits angrowth of interest rates,
which finally led to the freezing of the inter-bamarket. The rise in cash prices
further destabilized the investment activitieshe teal sector and thus induced
a global economic crisis.
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Securitization of loans, as one of the biggestrama innovations of the
20th century, apart from its undisputed benef#gsalso identified as the main
cause of the current financial crisis. In fact, s#ization, increased use of
complex financial products and financing throughkdéd global financial
markets constituting the major channel for the agref the crisis.

The financial crisis emerged as a consequence adssive deregulation of
business operations of financial institutions amfdalousing the securitization
mechanism in the absence of clearly defined rideegulate this area in the
American mortgage market. In this regard, the nmexse for redefining the
existing concepts underlying the process of sazatibn of mortgage loans, so
that it would not become the cause of future fimararises.

Regulators have recognized the problem and focesgedcially on the
protection of consumers in terms of their bettéorimation, on the process of
securitization in terms of its greater transpareras/ well as on the work of
rating agencies. Particular need arose for a strantd more precise regulation
of rating agencies because, by assigning extremf@iyh ratings to
nontransparent and structured financial instrumertisese institutions
contributed significantly to the emergence and typment of the financial
crisis.

Appropriate regulation should allow the introduatiof greater transparency
in the securitization mechanism and prevent exeesssk-taking in financial
markets. On the other hand, the tendency of thelatag to limit as much as
possible the likelihood of a repeated “abuse” afusitization of loans would
lead to maybe excessive “bureaucratization” in sahedts segments, thus
raising the question of the quality of these refquiachanges that could only be
answered in time to come.
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HIPOTEKARNO TRZISTE, SPEKULATIVNI MEHUROVI
I GLOBALNA FINANSIJSKA KRIZA

Apstrakt: Intenzivan razvoj tehnologije i trend finansijske globalizacije
doprineli su da volumen transakcija na finansijskom trZistu visestruko prevazide
volumen transakcija u realnom sektoru, ¢ime je identifikovan rastuéi trend
odvajanja finansijske od realne ekonomije. U trci za sve veéim profitom
finansijske institucije su uspele da tzv. neformalnom deregulacijom, kroz razne
finansijske inovacije, osiguraju veéu fakticku slobodu delovanja na finansijskom
trzistu. Sekjuritizacija se ocenjuje kao najveéa finansijska inovacija 20. veka
koja, zasnovana na ugovornom ustupanju potraZivanja, doprinosi pretvaranju
manje likvidnih potraZivanja (po osnovu kredita, kreditnih kartica, i dr.) u
likvidnije oblike, tzv. hipotekarne hartije od vrednosti. Ovim putem izdavaoci
hartija od vrednosti dolaze do likvidnih sredstava po niZim troskovima a rizik
drzanja dugoroénih bankarskih kredita (najcéesée hipotekarnih) prelazi na kupce
hipotekarnih hartija od vrednosti. Uprkos nespornim prednostima ove
finansijske inovacije, potreba za obavljanjem brojnih iterativnih radnji i
ukljucenjem niza institucija, ¢ini ovaj mehanizam izuzetno kompleksnim. Kriza,
koja je 2007. godine pogodila americko hipotekarno trZiste, inicirana je upravo
sekjuritizacijom ,losth hipotekarnih kredita®. Time se sekjuritizacija kredita
izdvojila kao mehanizam formiranja ,spekulativnog mehura® i pokretanja
finansijske krize globalnih razmera. U tom smislu postavlja se pitanje da li
reSenje treba traziti u re-regulaciji sekjuritizacije kredita ili ¢e se ovim putem
resavanje problema samo odloZiti.

Kljucéne redi: sekjuritizacija, spekulativni mehur, finansijska kriza, re-regulacija
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Introduction

Investing in any kind of financial assets is motiachby the expectation of
investors to get some return. However, the retarmat always certain and
every investor faces a certain risk related tortimeiestment. Therefore, the task
of the investors is to quantify the extent of theperted return and risk
associated with the investment. Various statistmablels and risk evaluation
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models attempt to specify the level of risk facgdHe investors. With the help
of the expected return and risk which such retwarg, different options can be
compared in terms of financial assets portfoliarfation managed by the risk-
return relation.

Causality of risk and return in the investment psxcis expressed through
the ability of the investor to assess the levehafeptable risk in the expected
return. His/her goal is to construct a portfolicatttwill bring him/her the
maximum return with an acceptable risk level. Imeot assessment of risk can
lead to the absence of expected returns or evargltse invested capital.

Rarely are found investors who invest their whadgital in one type of
securities. Instead, they invest in diversified tfmtios. One of the main
decisions is how much money to invest in risk-fraed how much in risk-
bearing assets. In contrast to the risk-free agedajs short-term Treasury bills)
where the yield can be determined with high cetyaitme return on risky assets
(equities) bears a much higher risk in terms ofeutainty of return.

Portfolio theory provides an investor with the ogpoity to decide which
combination of financial instruments provides thghlest return for a given
risk. In this context, capital allocation line (CAls significant which shows all
possible combinations of risk and return as a tesfuthe distribution of the
entire portfolio of the risk-bearing and risk-fressets. Based on CAL, the
investor has to choose the optimal combination mfimber of possible choices.
This decision is related to the degree of rejectipinstitutional constraints of
the investors towards risk. Investors who are ieskned to risk will choose a
smaller portion of risky assets, and a higher priopo of risk-free instruments.
There is no doubt that investors will hold effidigrortfolio, that is, a portfolio
that brings the highest return under the given. i8kce the effective portfolio
is a personal choice of the investor, the numbesfiadient portfolios depends
on the number of investors.

In order to understand the importance of portfalieory, the paper will
discuss the general settings of modern portfolaoith and its contribution to
practical use in the modern world of finance. Stais makes an important
element in the portfolio theory by which we trygoantify the level of risk and
expected returns of the very investments. Resgaachof the paper refers to
the construction of an internationally diversifipdrtfolio on the capital market
in Serbia.

Modern Portfolio Theory — Theoretical Basis

The portfolio is a collection of various types afidncial instruments and
characteristics, i.e. a set of investments in chffié types of financial assets,
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mostly in various securities held by an individual institutional investor
(Mirjani¢, 2009).

Before the foundation of portfolio theory, investomade portfolios by
selecting stocks with the best performance, consigethat this technique
maximizes the expected return of portfolios. Altgbuaware of the risk,
investors evaluated portfolio performance on thaisbaf the rate of return. Risk
measures have not been developed, and the contepkohas not been
explicitly considered. However, the goal of the @stors is not only to
maximize the expected return. If it were the onbalg investors would allocate
total assets in securities that carry the higretsirns regardless of the risk.

The emergence of the modern financial economicssociated with the
name of Harry Markowitz who presented his artiake‘®Bortfolio Selection’ in
the Journal of Financein 1952 and in the book titled “Portfolio Selectio
Efficient Diversification of Investment” in 1959. ddern portfolio theory helps
investors to select the package of securities, lwigiwes higher return along
with the desired level of risk (Markowitz, 199TDevelopment of portfolio
theory in the early 1960s suggested a way of mewpuisk as the observed
variability of return. At that time, neither measutombined both return and
risk, but these factors were observed individualgsearchers would group
portfolios based on the measure of risk (e.g, waga of return) into classes
with similar risk, in order to compare the rates return of portfolios of
different risk classes.

When selecting a portfolio, a rational investogading to Markowitz uses
two basic parameters: the profit and risk. Prafitneasured by the average rate
of return and risk as the deviation from the meaie 1of return. The greater
deviation is, the riskier portfolio would be. Whéehey decide to make a
portfolio, investors are trying to reduce this @gwn by diversification of
investments-investments in financial assets whadarm rates fluctuate in
different directions.

The investor is interested in the risk of an indihal investment. However,
the investor is not only interested in the variant¢he investment, but rather
for the covariance with other financial instrumeirtsthe composition of the
portfolio.

Markowitz’'s model is used by the portfolio investoto construct the
efficient borders respecting the trade-off of teéurn and risk. For a rational
investor who maximizes the expected benefits, éhected portfolio is optimal
taking into account the expected return as a witeof profitability of the
portfolio and variance of return as a measure sK. 'The model assumes that
the investor is risk-averse, and when decidinghenselection of the portfolio,
pays attention to the expected return and variafceeturn in a period of
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investment. Portfolio with the highest expectedimetfor a given level of risk
or the one bearing the lowest risk is an efficigmtfolio.

Contribution of Modern Portfolio Theory to
Financial - Economic Theory and Investment Practice

Modern portfolio theory can be observed througle¢hpostulates. The first
postulate which was set by Markovitz refers tordationship and the balance
of the assumed risk and the expected return, wikégiends on diversification.
The second one is attributed to William Sharp idelia simplified model of
portfolio analysis in relation to the Markowitz’'soatel, i.e. CAPM — Capital
Asset Pricing Model and beta coefficient. Finalllge third postulate is the
hypothesis on efficient market (EMH) by Eugene FéAlénodZi¢, 2010).

Prior to the development of Markowitz’s model, tli@ancial risk was
considered corrective factor of the expected retMtarkowitz’'s model of the
mean value and variance was the first attempt tantify risk, and the
measurement of the interdependence of the strucfureturn by calculating
the correlation was undoubtedly something new. Thucture of
interdependence is represented by the varianceiaoea matrix, which
measures the impact of the selection of portfofi@@ch asset in comparison
with the others, which explains the importance ofecsification. In other
words, the most significant contribution of the Mawitz theory is the
distinction of the variability of return of indivichl securities and risk-bearing
portfolio.

Long before Markowitz it was clear that individuasek to increase their
wealth and minimize the risk of potential returrowéver, Markowitz rejected
the idea of the existence of the portfolio whichwigb bring the investor the
maximum expected return and minimum risk, by shgwtirat a portfolio which
has the maximum expected return does not needvi daninimum amount of
variance.

Modern portfolio theory has eliminated the drawlsacdk diversification,
which is manifested in a decrease of efficiencyhwitcreasing number of
elements of the portfolio. Markowitz pointed ouatlif we wanted to reduce the
variance, it was not enough just to invest in mdifferent securities, it was
necessary to avoid investing in securities thatdnadyh covariance. The model
suggests not only the importance of diversificatadninvestments to reduce
overall portfolio risk, but also an effective walyaarrying out diversification. It
is also shown that, instead of random selection random outcomes in the
process of forming the portfolio, there is an optirohoice and the outcome -
the optimal portfolio. It is possible to establiahset of portfolios that provide
the highest possible expected return for a giveallef risk or the lowest risk
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for any given level of expected return. Such ao$@ortfolios creats an efficient
limit and each portfolio that is on that line isoaomically efficient trade-off
between return and risk.

Reviews of Modern Portfolio Theory

The most serious problems the investors face wiflractical application of
Markowitz’'s portfolio optimization can be summauizia the following points.

(1) Estimation errors of the input optimization gr@eters

Empirical studies have shown that the procedureéotfolio optimization
proposed by Markowitz leads to financial irrelevanteven wrong “optimal”
portfolios, and poor allocation of resources. Miathg(1989) found that the
main problem of Markowitz’'s optimization is its @#ncy to maximize the
effects of input parameters estimation errors sd the portfolio with equal
ponder values was often superior to the portfobostituted by application of
Markowitz’s optimization procedure.

The most important limitation of the model arisesduse of the assumption
that all input data in the process of optimizatame 100% accurate, which is
never the case in practice. The basic problem & ghlection of input
parameters, particularily in terms of risk assesgrmend expected returns
containing prediction errors. The selection of atiroal portfolio for the input
parameters requires information about the expeotéain of each security,
variance and covariance with the returns of othegusties. However, in
practice, the expected returns, variance and camvegiare unknown and have to
be estimated from the available historical dataulrjective judgments.

(2) Neglecting factors of liquidity and volatilityf the portfolio

Markowitz’s optimization ignores factors that aranflamental in the
investment management such as as the liquiditpifact the percentage of the
market capitalization of company represented inpgbssessed portfolios. The
impact of liquidity on the set of efficient portios indicates that compared with
the classical efficient border, imposing liquiditgnstraints, results in a small
increase of return and/or lower risk reduction.

In some cases, in portfolio optimization the prablef portfolio instability
arises, when the shares of individual securities extremely sensitive to
variations in the expected return. The problemstability occurs when small
changes in the estimate of input parameters leatarge changes in the
resulting ponders (Jorion, 1986). One of the maasons for the described
behavior is the existence of errors in the covaeamatrix. Markowitz's
optimization involves the inversion of covarianceatrix and errors in
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covariance matrix lead to instability of ponderfieTinput parameters that do
not reflect financially significant forecasts oreusstimates of the parameters
based on insufficient historical data often leadn&tability (Latkovt, Barac,
1999).

(3) The lack of normal distribution of return

Using Markowitz's analysis is based on the assumnptdf normal
distribution of return, that is the assumption thia¢ utility function is the
function of the first two moments. In the case ofmal distribution, there is the
central tendency of the data (the farthest, extratata have the lowest
probability of occurrence) and there is a symmatriispersion of data around
the mean value. Contrary to that, most financi&irmress do not have normal
distribution, which is particularly evident in ergérg capital markets. Classical
portfolio selection does not take into account thigher-order moments
(asymmetry and roundness). Asymmetry of the retwmve is a kind of risk
measure or probability of occurrence of high resurivhether positive or
negative, while the roundness indicates a protghifi unexpected positive or
negative big movements in terms of return.

Instead of random values, which move independenttigach other, the
prices and returns show a strong tendency of deyresed Historical data on the
movement of prices and returns show that the emgrgnarkets have the
statistical property of autocorrelation (movemehtpdces and returns in one
period is best described by movement of prices atdrns earlier). Great
autocorrelation of financial time series indicajgsriods of high and low
volatility known as clustering. Clustering impligsat big changes in the price
of financial assets are followed by periods of grehanges, while small
changes in the price of financial assets are fabyy periods of small changes
(Knight, Satchell, 2007), which suggests that thange in the price of financial
assets in the following period are associated aithange in current prices.

(4) Limitations on markets in transition

The main limitations of emerging markets, includithgg Serbian market,
are primarily reflected in low liquidity, shalow mk&t, the problem of
reliability of information and financial reportsyrictioning of the rule of law,
transparency of markets, unanticipated oscilatibnreturns, currency and
interest rate risks and, above all, political rigksit significantly affect the
downgrade of the country and withdrawal of foreimvestors and their
hesitation to invest ( JerefiTerzic, 2010).
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Application of Modern Portfolio Theory
on the Capital Market in Serbia

Previously in the paper theoretical concepts hasedbpresented in the
process of securities portfolio formation. In tisisction, we will try to apply
these concepts to the Serbian capital market. Ty £overs a period of 90
days from the July 9, 2012 till October 5, 2012e Hurvey was followed by a
lot of obstacles in the direct application of madeortfolio theory. If we take
into account the situation in the Serbian capitatkat, in forming portfolios it
is recommended to involve in it only securitiesttireet certain criteria. The
criteria are as follows:

1. There must be liquid securities whose market chgati#on is above the
medianl (according to liquidity ratio, average aanwirnover relative to
market capitalization)

2. There must be securities which are traded on dmanis basis in order to
avoid interruption caused by irregular trading

3. There must be securities which have been listetherstock exchange for
more than 3 years.

Of course, due to pre-defined criteria for the at@de of securities, slightly
modified modern portfolio theory would be preseritethis paper.

In accordance with the criteria, the following setoes have been selected

Table 1 Issuersand Their Market Capitalization

| ssuer Symbol Capitalization
Nikola Tesla Airport joint stock company Belgrade ERO 14.367.237.650
NIS joint stock company. Novi Sad NIIS 102.564.690.
AIK banka joint stock company Nis AIKB 12.051.64803
Komercijalna banka joint stock company Belgrade =~ KWB | 8.273.844.500
Tigar joint stock company Pirot TIGR 376.342.740
Metalac joint stock company Gornji Milanovac MTLC | .628.300.000
Soja protein joint stock company & SJIPT 6.837.045.516
Galenika Fitofarmacija joint stock company Zemun T®| 2.904.000.000
Alfa plam joint stock company Vranje ALFA 935.5928
Philip Morris Operations joint stock company Ni§f NMNBP | 2.647.014.400

Source:Belgrade stock Exchange

! Median — the number that divides the upper hathefsample from the lower half
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During the formation of the portfolio, we considerg0 securities because
numerous studies, primarily by Evans and Archer68)9 questioned the
economic feasibility of constructing a portfoliomibre than 10 securities. Also,
Elton and Gruber (1977) have investigated the icglabetween risk and the
number of shares in the portfolio and came to thlewing conclusions: 51%
of the standard deviation is eliminated by incnegsiumber of stocks from 1 to
10; adding 10 more shares eliminates only additi&dé; increasing to 30
shares eliminates only additional 2%.

In order to create a portfolio, it is necessarphawe longer continuous time
series of daily rates of return. Here the probleisea because some stocks are
not traded every day. Although we took into consatien the most liquid
securities in the market, the problem still occufer the purpose of this
research the problem is solved by using the assomphat there was no
change in the price and the last known closingepioc the day was taken. It is
important to mention that such filling of data mgiye a distorted picture of
reality. It is because of this phenomenon that mteoduced the criteria for
selecting shares to reduce the level of errorerésearch.

On the basis of the daily price changes standavéhiilens are calculated
along with average returns of shares includedeérptbrtfolio:

Table 2 Average Returnson Sharesand Their Standard Deviations
in the Observed Period

ISSUER Averagereturn St:vr:gﬁgﬂ
AERO -0,18% 1,43%
NIIS 0,00% 0,82%
AIKB 0,13% 5,41%
KMBN 0,70% 3,57%
TIGR -0,37% 1,42%
MTLC 0,05% 1,16%
SJIPT 0,16% 2,47%
FITO -0,01% 2,19%
ALFA 0,20% 2,07%
DINNBP 0,25% 3,45%

Source:Calculations by authors
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Based on these data, a matrix of correlation ameffts has been made as
follows:

Table 3 Matrix of Correlation Coefficients of SharesIncluded in the Optimal
Portfolio in the Observed Period

AERO | NIIS AIKB KMBN [ TIGR MTLC SJPT FITO ALFA DINNBP
AERO 100,00% | -13,61% 1,20% 3,15% -2,90% -3,32% | -29,98% | -17,54% 26,58% -0,33%
NIIS 100,00% -3,70% -4,72% 3,20% 13,96% 8,73% -4,44% 0,86% 12,35%
AIKB 100,00% -3,69% -5,07% | -20,51% 9,52% -2,09% 3,23% -3,24%
KMBN 100,00% 1,16% 1,24% | -17,54% 0,96% 17,59% 1,80%
TIGR 100,00% | -19,86% 11,94% 3,81% -5,46% 30,77%
MTLC 100,00% -0,61% 2,29% -0,19% -9,30%
SIPT 100,00% | -14,78% | -18,50% -0,12%
FITO 100,00% | -20,50% 8,24%
ALFA 100,00% -2,94%
DINNBP 100,00%

Source:Calculations by authors
Note: Analysis used software “Softonic”

From the matrix we can see that there is a sufficimber of shares which
are negatively correlated which provides a goodisba®r portfolio
diversification. During the observed period thehdgt positive correlation was
between Philip Morris Operations joint stock compéls and Tigar joint stock
company Pirot, while the highest negative corretatvas between Soja protein
joint stock company B&j and Nikola Tesla Airport joint stock company
Belgrade.

The aim of the research is to form a portfolio frtma offered shares which
has the best ratio of risk and return. Based ordttie from Table 3, we got the
optimal portfolio in which the portion of sharesaiéocated as follows:

Table 4 Securitiesand Their Stakesin Portfolio

Issuer | AERO NIIS AIKB KMBN TIGR MTLC SIPT FITO ALFA DINNBP

Stake 2,07% 1,76% 5,15% 23,36%0 0,28% 23,16% 23,3590,38% 3,69% 16,60%

Source:Calculations by authors
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Figure 1 Portfolio Structure
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Of course the optimal portfolio return has to bempared with the
benchmark index which is represented on the Bedgratbck Exchange by
BELEXLINE. Optimal portfolio rate of return has toe higher than the
Belexline rate of return.

Figure 2 BELEXIine Fluctuation
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In the observed period, the BELEXIline had returnO&d which is much
lower than the optimal portfolio which had returater of 22.5%. However,
return is not the only measure which shows whichestment was more
successful. The goal of portfolio optimization @ dptimize the relationship
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between expected return and its risk. For thatgaepSharpe index or ratio will
be used in this papér.

Sharpe ratio is taken, because it is not necessamalculate the beta
coefficient for it, which in our conditions wouldebxtremely difficult and
invalid.

The article by Nikola Radivoje#i(2009), states the following limitations in
calculating the beta coefficient: a large numbeexifeme values which create
the illusion of high variability of the rate of teh, the choice of the referential
index and the impact of non-synchronized tradingd Awhat is specific in
terms of this paper, a short period of time ofrémearch (90 days). Sharpe ratio
formula is as follows:

Er—rf

a

5=

We see that for the calculation of this indexsihecesarry to determine the
risk-free rate of return. On the Serbian capitalrkea Treasury bills are
available. The average rate of return from the tast issuings will be taken
into consideration, which amounts to 0.031% onily deasis. The period of 90
days has beed taken for the purpose of this papethat the rate of return
amounts to 2.79% on Treasury bills.

Sharpe ratio for the optimal portfolio is 17.28,ileHor the BELEXIine it
amounts -4.39. The higher amount of Sharpe ratmwshthat the optimal
portfolio achieved a much higher return per unitisk than the Belexline. By
obtaining such result, modern portfolio theory vgascessfully applied in the
Serbian capital market

Jeremic and Terzic (2010) presented the moderrofiortheory applied to
the Belgrade Stock Exchange in the period Januddecember 2007. The
portfolio also included 10 securities listed on #elgrade Stock Exchange,
with a difference in that the return of the poitfolvas compared with the
Belex15. It is interesting to note that the optinpairtfolio in 2007 and our
optimal portfolio in 2012 has 5 out of 10 listeccgdties in common, which
confirms the attitude that the market is shallow.

Conclusion

The paper illustrates that the modern portfolicotigecan be applied in the
Serbian capital market, but its implementationdscanpanied with numerous

2 Sharpe ratio is the measure of the additionalofiteturn (Risk Premium) of some means (or
portfolio) above the non-risk rate in relation t® fiisk.
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limitations. It can be concluded that the applmatof this theory in the shallow
and underdeveloped markets, such as the Serbidemerquires a selection of
a narrow group of securities that comply with théecia of liquidity and
frequent trading in the stock market. Because efehdifficulties, the paper
presents a slightly modified modern portfolio thean the sense that only
previously determined shares have been used jprtloess of optimization.

Using Excell the optimal portfolio has been obtdiménich is more efficient
than a comparable BELEXIline, which was indeed thigiext of this research.
However, some empirical studies have shown thatstors in the Serbian
capital market have suffered significantly gredtesses in the case of the
declining market from those expected using thesatas portfolio theory.
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MODERNA PORTFOLIO TEORIJA
NA TRZISTU KAPITALA U SRBIJI

Apstrakt: Savremena portfolio teorija predstavlja jednu od najznacajnijih
inovacija na podrucju investiranja 1 upravljanja portfoliom hartija od
vrednosti. Rad se bavi ispitivanjem moguénosti koris¢enja metoda portfolio
analize na trzistu akcija kojima se trguje na Beogradskoj berzi. Cilj rada je
da se izaberu akcije sa Beogradske berze koje su u analiziranom periodu
imale najbolje performanse, te da se primenom portfolio analize dode do
optimalnog portfolia koji ¢e imati bolje performanse od berzanskog indeksa
BELEXIline uz manju stopu rizika. Treba napomenuti da na trzistu akcija
kakvo je trziste akcija u Srbiji, postoje brojna ogranicenja primene ovog
metoda, ali je uprkos tome dobijen portfolio koji je dao bolje performanse od
berzanskog indeksa BELEXline.

Kljuéne reci: portfolio analiza, optimalni portfolio
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Abstract: Although founded as an experiment of the twentieth
century, without a political union and non-compliance with the
agreed basic principles of integration, the European Monetary
Union will definitely mark the new millennium. Divided
politically and monetarily integrated Europe withstood many
challenges and pressures, but the problems that existed from the
very beginning not only did not solve, but there are created and
new. Despite the efforts of the EU member states to join the
EMU, it is necessary to analyze the level of development of the
EMU countries' ex ante and ex post accession to the EMU. This
paper is devoted to the analysis of problems and changes in key
economic parameters of the Member States, 12 years after joining
the EMU.

Keywords: EMU, monetary integration, convergence criteria,
problems in the EMU

1. Problems in the EMU

The need to create some form of universal payngatiag back to ancient

times, and usually various political and economgé@asons make countries

joining together to some form of monetary unionvedi that the monetary

union cannot avoid a heterogeneous impact of @iffeMember States, State

governed by the logic of the economic benefits affication, which are
numerous, but they are not easy to measure anigudliffo understand their
nature and importance.



686 Markovié, Furtula/Ekonomske teme, 51 (4): 685-694

European Economic and Monetary Union was an exgatinof the
twentieth century, as established without a pdlitienion. This is particularly
important due to the fact that countries in the EMfier in size, commissioned
by power, the geopolitical situation, different romic and political structures,
history, social heritage, political ideology, and sn. Because of the large
differences between EU member states, Mundell’smaptcurrency area
criteria (Mundell 1961, 509-517) is not met, itlierefore necessary to create a
viable currency area, which in addition to the ntangunion requires political
union (Kenen, Meade 2008, 14).

If we look at the level of political integratior,is necessary to analyze the
institutional and functional structure of politicahification. Despite the large
number of common institutions, the problem arigesnfa functional point of
view, because the EU in some areas is over theresigmy of national
governments (agricultural and trade) in the ardataxation, social security,
incomes policy, defense and foreign policy of tlianal government retained
the right to making. Disparities also occur becaabehe structural reform
process, which has remained in national jurisdigtioPolitical integration is
essential to national budgets to centralize andstrézliting income countries
provided by asymmetric shocks. Also, the politicahion can reduce
asymmetric shocks, because the separation of gmeratid taxation by the
national government creates asymmetry. Non-harrednizage policies lead
divergent trends, leading to a domino effect whereh country tries to ensure
competitiveness folding rigid wages. In the caseagfolitical union, France
could not arbitrarily reduce the workweek to 35 tsuvhich created a negative
supply shock in France and EMU GDP decline. Indkent that there was a
harmonized incomes policy, Germany would not bee @bl adapt their tight
wage policy to reduce wages by 10% and thus inertas competitiveness of
their products. This has had negative consequdocdise entire EMU, because
all the other members were forced to modify themge policies, create
recessionary tendencies with a reduction in empéoynand low growth in
consumption and investment (Talani 2009, 50-89).

The lack of political integration is just one of myaflaws of EMU, in which
errors were made by the foundation. Although theadfiacht Treaty, which
created the European Monetary Union, stipulates tha move towards
monetary union, in addition to the principle of gergence is based on the
principle of gradualism, EU leaders have signiftbaaccelerated the start of
the third stage (start functioning EMU) and sonaest have made a number of
concessions and exemptions (Furtula 2011, 202)esStaave had the biggest
problem with the fiscal convergence criteria, imjomction with the budget
deficit and public debt. Gradualism that is reqdireeplaces the urgency, and
the mistakes that were made can be seen in theofaSeeece. Greece was
admitted to the EMU 2001 without the actual coneaiae criteria, and then the
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problem of public debt and deficit escalated in @0dnd threatened to
jeopardize the entire EMU project. In December @97, only Finland,
Luxembourg and Portugal have fully met the convecgecriteria, and in 1999
it was decided that all EU member states beconteopéne EMU.

Accelerated creation of the European Monetary Unieith a number of
concessions and under-defined rules, cannot bensadly explained, but
presumably the result of an effort to create a zohenonetary stability in
Europe, as a counterpart to the United States, tanannul the effects of
turbulence on the dollar in Europe economy. In,faotme European countries
(Germany, Austria, Belgium, Netherlands, Luxembourd feared that a
devaluation of the dollar affect the dollar will beplaced by their currencies,
which will lead to an appreciation of their curreseand make it difficult to
export. Joining the EMU and euro adoption doesambdmatically mean better
economic performance. To make progress in the sone, the state should
implement appropriate policies. By joining EMU, yhéose their national
instrument of adjustment of nominal exchange rdteis provides greater
flexibility to the domestic economy and increasessponsibility for the
harmonization of national economic policies of tdember States, because
they have to compensate for the loss of this cHasfreejustment. Because of a
common monetary policy and exchange rate policg, states in the fight
against asymmetric shocks are available fiscakpplabor mobility and price
flexibility. With regard to fiscal policy have restributive and stabilizing role
that economic analysis suggests little correlabetween labor migration and
asymmetric shocks, as the only response to asynensetocks, the state is the
flexibility of prices. The problem of the inabilitto respond to asymmetric
shocks is reduced because of the dynamics of fumnot of EMU, as the ten-
functioning state largely harmonized business cyaled growth rates.

Due to the dominant influence of the German Bunaekband the
constitution of the ECB as an explicit objectivetbé monetary policy of the
European Central Bank was established price gigbilihich was the primary
goal of the Bundesbank. But unlike the primary otiye of the Bundesbank,
which is supported by the German government, thB BE& met with opposition
from many governments, especially France. Inflaiaa been a problem in 1980
of the last century, and many state officials axpeeted to target the single
central bank is focused on production and employn#siso, in addition to the
dominant objective of price stability, the problésrfar too low a certain limit to
the growth rate of 2% per year, especially if wasider the fact that 11 of the 17
EMU countries never achieved the required rateftdtion.

The insistence on the sole purpose of price stabiinemployment is put
into the background, leaving its implementatiom&ional governments. In the
case of low employment, national officials will lgismissed, even though
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monetary instruments as a key to solving this moblis not in their

jurisdiction. Also, the anti-inflation Maastrichtovergence criteria and the
Stability and Growth Pact, created a hysteresisumemployment. It is a
phenomenon in which the temporary shock of unermméoyt, such as during
recession, transformed into a permanent shock.eSihe ECB acting as a
conservative bank with a focus solely on price istgbhysteresis problem has
become more difficult, as in the case of not sgvithe problem of

unemployment, temporary rise in unemployment wdddome too large and
led to persistent unemployment, i.e. it would iags®e the natural rate of
unemployment.

Monetary policy is an instrument of economic polaryd the objectives of
monetary and economic policies must be identicalt the EMU versus
independent European Central Bank and a single tagneolicy, there is a
lack of policy integration and harmonization of Bomic policies. The Member
States in addition to the loss of monetary sovetgigetained the right to
manage fiscal policy, which is the problem of latkcoordination of economic
policies even more pressing importance.

In order to eliminate these shortcomings the Stgtdhd Growth Pact, was
passed which with its controversial name (it is asgible to simultaneously
achieve price stability and economic growth, asrtaén intention of the Pact,
the agreement with the primary objective of the E@Bich automatically
implies inability to increase economic growth) due the numerous
concessions, modifications and sanctions ceasedist Stability and Growth
Pact is built on a weak institutional base, andipgitgovernment spending and
taxation in the domain of national government®rily an advisory role and not
the regulator. Also, the lack of Stability and GtbwWact is the emphasis on the
budget deficit rather than on a problem of pub&btlwhich has a much greater
impact in the long term. If we observe the attitoflithe Member States relating
to the Stability and Growth Pact, it can be conetlithat small and open states
correspond to the rules, and the rules and largmsgd the primacy given
discretion in decision-making. Fiscal stimulus irsraall and open country in
the absence of rules is being poured into greaxgores and developed
countries, while developed countries are less @mehfiscal stimulus remains
within national borders.

policy could jeopardize and limit the effects of matary policy. In the case of
large deficits and public debt EMU countries, thedpean Central Bank will
be under pressure from financial debts of membatest In the EMU, it is
impossible for a single monetary policy of the E@Beliminate the negative
effects of fiscal policy in each country individlyalbecause in some countries
expansionary fiscal and other restrictive policee pursued. In case that one
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country enters the budget deficit by increasingegoment spending, monetary
policy has to respond by raising interest rates Tirtrease in interest rates
affects the reduction of economic growth in all Memn States, which will
cause the individual states still have budget dsfiand the ECB will be forced
to raise interest rates again (Goodfriend, McCalll@87, 1480-1057).

Single monetary policy, prevents the response jonagetric shocks in
demand because it is impossible that all were etsdime stage of economic
growth. In some countries it is necessary to irmgeand the other to reduce the
interest rate. The problem arises because in alyaes that consider EMU
monitors the performance only EMU, which is logjchut it does not pay
attention to the particular country in which theme significant discrepancies.
EMU members differ sharply on inflation rates, gtbwates, the debt, deficit
and surplus, relative to GDP, unemployment ratég dnly thing is present at
the level of harmonization of the EMU are intereates, which recorded
average reduction of 20% compared to the levehef2000 (except Greece,
Portugal and Ireland). However, we should distisgubetween the nominal
interest rate that does not affect the economytlamdeal interest rate, which is
the difference between nominal interest rates affation. Due to differences in
the rates of inflation and real interest ratessigaificantly different, which is a
definite asymmetry was confirmed as the main featfithe EMU.

Despite all the problems, it is evident that the WEMvithstood many
pressures and relatively successfully functionedhia past decade, and its
influence has changed and the economic environmefarope. The EMU not
only affects the 17 Member States, but also allahentries of Europe. Even
countries that have not adopted the single currditty United Kingdom,
Sweden, Denmark), will not escape the impact of EMU, because most of
their trading partners and neighbors are in thegs® of or within the EMU. In
an effort to become members as soon as the EMWtes often do not
perform a cost-benefit analysis of entry, so ihécessary to analyze whether
the member states gain or lose by joining the EMU.

2. EMU Founding States
- In the Period before and after the Joining EMU

Accelerated creation of the EMU had another opposftect. The cost-
benefit analysis is not performed in the long-rimthe all theoretical analysis,
impact of the global financial crisis is not incadd(Blanchard, Faruquee, Das
2010, 33). Therefore, in order to determine thealfieffects of monetary
integration, it is necessary to analyze the basanemic parameters (Taylor
2009, 16) in the EMU founding states (convergenceer@a, GDP and
unemployment), including the states in regime oéregtions, in the period
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before and after the joining EMU. Review of basioromic parameters before
and after the joining EMU is given in Table 1

Table 1 Percentage Changing in Basic Economic Parametersin 2011 (twelve years
after joining the EM U), Compared to 1999 (befor e joining the EM U)

GDP | Budget/GDP | Debt/GDP | Inflation ! nrtz::st Unemployment
Euro zone 46 -2.83 72.65 125 -19 14
Belgium 54 -1.35 96.11 219 -24 -15
Germany 29 -2.26 68.16 317 -50 -31
Ireland 71 -4.5 45.73 -52 74 157
Greece 59 -7.36 114.25 48 158 47
Spain 85 -2.5 50.48 41 -2 64
France 46 -3.73 67.55 283 -38 -8
Italy 39 -3.34 108.68 70 -3 64
Luxembourg | 115 1.62 9.71 270 -47 104
Netherlands 56 -1.63 54.28 25 -45 26
Austria 51 -2.04 66.11 620 -40 8
Portugal 44 -5.1 70.23 64 83 158
Finland 57 2.68 42.3 154 -45 -24
GreatBritain | 47 -4.06 51.34 246 -46 36
Denmark a7 1.48 42 28 -52 46
Sweden 62 1.13 46.49 180 -51 12

Source: http://epp.eurostat.ec.europa.eu

Remark: GDP column represents the percentage of incieamssminal amount
of the GDP, in 2011 compared to 1999. Budget/GD&nao refers to the average
budget surplus or deficit as the percentage of &b 2000-2011. Debt/ GDP
column refers to the average value of debt as@ptage of the GDP from 2000-
2011. Inflation column representing the percentag@easing/decreasing of
inflation rate in 2011 compared to 1999. Interede rcolumn representing the
percentage increasing/decreasing of long termestante in 2011 compared to
2000. Unemployment rate column representing the cepésge
increasing/decreasing of unemployment rate in 26drhpared to 1999.

1. If we observe the average percentage increase i, Gs evident that the
EMU Member States got different benefits from jogpithe EMU, during
the time period 1999-2011. Luxembourg (115%), Sp@b%), Greece
(71%) and Ireland (59%) recorded the highest ireda this parameter.
From the other hand, Germany (29%), ltaly (39%) #&mdnce (46%)
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recorded the lowest increase. Great Britain andnizek, which are in the
regime of exceptions, recorded similar level ofr@ase as the average of
Euro zone (approximately 50%). Sweden recordeckass by 62%.

2. The data also illustrate the average value of sarphd budget deficit as a
percentage of GDP during the period from 2000-2@1dan be concluded
that all EMU Member States except Luxembourg amdaRd realized an
average budget deficit, while Greece, Portugalah@ France and Italy
exceeded permitted level of this ratio determingdtiee Stability and
Growth Pact of by 145%, 70%, 50%, 24% and 11%, eetbely. Great
Britain has exceeded level of this ratio requirgdte Stability and Growth
Pact by 35%, while Sweden and Denmark recordedvanage budget
surplus during this period.

3. If we consider the ratio debt/GDP, we can see that Eurozone has
exceeded permitted level (60%) of this ratio by 20@&mely, the Eurozone
recorded an average of this ratio at 72.65%. Ickl&pain, the Netherlands
and Luxembourg are the countries which did not eded permitted level
of this ratio. From point of view of this parametéBreece and Italy
recorded the most alarming average, and they hageeded permitted
level of this ratio by approximately 100%. Greatit&®n, Denmark and
Sweden are within the permissible limits.

4. If we consider an average change of inflation dieng the time period
1999-2011, we observe three very important fadtstly, 8 of 15 countries
which are analyzed, they recorded three digit imeeeof the inflation rate.
Secondly, only Ireland of the Eurozone Member Sta¢eorded decrease in
the inflation rate. And thirdly, the Eurozone reall an average increase in
inflation rate by 125%. Finland recorded increageober 150%, Belgium,
Germany, France and Luxembourg recorded increaggflation rate in
range of 220-320%, while Austria is “recorder” wigmazing 620% of
increase. Great Britain and Sweden, which did ait fhe EMU, realized
increase of 246% and 180%.

5. The percentage change in the level of the long-ieterest rates during the
time period 2000-2011 had following features: Gegdtortugal and Ireland
recorded increase of interest rate by 158%, 83%, té%pectively. Other
Eurozone Member States realized decrease of ihteatss. They can be
divided into 3 groups. The first group consistxofintries which recorded
decrease to 20% (Spain), the second group comghsesountries which
recorded decrease in range of 20-40% (Belgium, deraamd Austria) and
the third group consists countries which recordedrehse in the level of
the interest rate in range of 40-50% (remainingntoes in table). Great
Britain, Sweden and Denmark, which did not paratgin the third phase
of the Maastricht Treaty, recorded decrease of régte rate by
approximately 50%.
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6. Percentage change of the unemployment rate in W& Ehows large
disparities between countries during the time pki899-2011. Negative
unemployment rate, namely the increase in employmaga was recorded
in Belgium, Germany and France, while the incredsenemployment rate
by more than 50% was recorded in Spain, Italy (lobtthem 64%), Ireland,
Luxembourg and Portugal (third of them over the %P0 Denmark
recorded increasing by 50% compared to non-Eure Member States in
the EU.

7. Conclusion

Unlike various positions, considering absence ogsence asymmetric
shocks in the EMU, most economists agree that unéval of the EMU just
depends on the possibility of eliminating the idé can be concluded that the
problems and solutions for asymmetric shocks arfeeelehed into the idea of the
EMU, while the financial crisis are exceptional ccimstances, outside of
European asymmetries, and EMU leaders did not dgsiedefined solutions.

The first serious challenge for the EMU was prdgisiee global financial
crisis, which imposed the issue of the possibiliy the EMU’s survival.
Although started in the U.S. unexpectedly, theicripread to the European
continent soon, and seriously damaged the EMU.érhergence of the global
financial crisis in the U.S. in August 2007, nobamuld predict, and definitely
no economist could determine the speed of diffu@brthe global financial
crisis on the whole world economy. Another impottproblem related to the
global financial crisis is the fact that everybaalyalyzed the reasons of crisis,
and no negative effects caused by the financialscand how to prevent these
negative effects, and thus the crisis was rapighgading through the global
financial system.

The growing differences between the member statedributed to the
unexpected negative impact of the global financradis (Feldstein 1997, 61-
62). The gap between developed and lower developadtries of the EMU,
escalated ahead of the global financial crisis,tiplying the differences in
borrowing capacity. For example, the interest at¢he long-term government
securities in Greece was five times higher thannterest rates on the German
government securities. Borrowing costs increasemimtries outside the EMU,
as well, but that countries had monetary sovergignt operational capacity of
national monetary policy, which could, ultimatelyint national money and
eliminate differences.

The global financial crisis has raised another fgnobin the EMU. Solving
the crisis situation is usually at the level of tmenetary union, while at the
national level, there was no over activity of thehdem. The absence of a
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unified European response is the result of heterages national plans and
fiscal policies, which in turn implies the conclasithat EMU is a unique
creation. It is notable that in the EMU, there i@k of crisis management and
a higher level of coordination and cooperation leetwnational governments,
national central banks and the European CentrakBan

As a final conclusion regarding euro winners angdosers, we must point
out that there is no harmonized action of certagidrs and criteria in the EMU.
Although the EMU is defined as a harmonized entitgly the interest rate
shows a correlation between the Member States,fbwe look at the real
interest rates correlations is negative. This can dxplained by large
asymmetries and differences between countriesandelGreece and Spain, on
the one hand, and Germany, Portugal, LuxemburgtlzmdNetherlands, on the
other, have diametrically opposed economic cyclee Tables above could
rather represent the states from different cont;éran the EMU states with a
single monetary policy.

Analyzing the time period before and after 2008d at? years of
functioning of the EMU, it can be pointed out tleairo winner is Finland, and
followed by the Netherlands, Belgium and Germabjale to be concluded, if
we observe inflation rate which is the primary amECB, that all countries
have lost after the joining the EMU. The biggestsler is definitely Greece, and
behind Greece is Portugal. In addition to the Wistdinancial markets and
fiscal challenges, the recovery of the EU economyfaced with another
challenge: the uneven nature of economic recovBiiferent countries are
facing different challenges to establish and maintsustainable economic
growth.

Surely the most important question of all Europeanntries is whether the
European monetary union can create a supranatfumrapbean monetary union
or to collapse and thereby bring down the entireopean project. Is the EMU
“steel” or “glass” design? The future is diffictitt predict, even when things are
certain, than it can be concluded that the exigtemd successful functioning of
the EMU in the long term it will lead to the fornat of European Republic or
the United States of Europe (after the United Sjatenaginary such terms and
conditions cause imaginary EMU, which will defitjtdoe at the crossroads in
the next downward phase of the cycle and in the wexid crisis. Meanwhile,
the EMU will survive in a given form, with the newember states, only if there
is no abandonment of certain states.



694 Markovié, Furtula/Ekonomske teme, 51 (4): 685-694

References

Blanchard, Olivier, Hamid Farugee, and Mitali D&010) The Initial Impact of the
Crisis on Emerging Market Countries, Brookings Institution Press,
Massachusetts.

Eurostat (2009) European economic statistics, EBaogommission

Eurostat (2011) European economic statistics, EBangommission

FeldsteinM. (1997) ‘EMU and International ConflictForeign Affairs, 76(6): 61-2.

Furtula, S. (2011) Fiskalni kriterijumi konvergejecikao potencijalni katalizator
neuspeha EMUTeme, pp. 210-225.

Goodfriend, M., and McCallum B.T. (2007) Bankingdaimterest rates in monetary
policy analysis: a quantitative exploratiodgurnal of Monetary Economics,
54(5).

http://epp.eurostat.ec.europa.eu, 21.05.2013

Kenen, P., Meade, E. (200&egional monetary integration, Cambridge University
Press, New Yorlp. 14.

Mundell, R. (1961) A Theory of Optimum Currency Ase The American Economic
Review, LI (4): 657-65.

Talani, L.S. (2009Yhe Future of EMU, Palgrave Macmillan, New York

Taylor, J. B. (2009) The financial crises and tbéqy responses: An empirical analysis
of what went wrong, NBER working paper 14631, Japua

EFEKTI EVROPSKE MONETARNE UNIJE
NA DRZAVE CLANICE

Apstrakt: Fomirana kao svojevrsni eksperiment XX veka, bez prethodnog
politickog ujedinjenja 1 nepostovanja osnovnih dogovorenih principa
integracije, Evropska monetarna unija definitivho ¢ée obeleziti 1 novi
milenijum. Politicki podeljena a monetarno integrisana Evropa, odolela je
brojnim izazovima 1 pritiscima, ali problemi koji su postojali od samog
osnivanja ne samo da nisu reseni, ve¢ su Kkreirani 1 novi. Pored nastojanja
drzava clanica EU da pristupe EMU, interesantnim se namece analiza nivoa
razvijenosti drzava ¢lanica EMU ex ante 1 ex post pristupanja EMU. Ovaj
rad posveéen je analizi problema 1 promena Kkljuénih ekonomskih
parametara drzava ¢lanica, 12 godina nakon pristupanja EMU.

Kljuéne rec¢i: EMU, monetarna integracija, kriterijumi konvergencije,
problemi u EMU
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Abstract: Competitive economy is the economy that is able to
create a high and sustainable level of living standards, enabling
all the members of society to contribute and to benefit from the
level reached in prosperity. In the context of competitiveness
analysis on a global level, The World Economic Forum has been
studying Europe’s competitiveness for more than three decades.
Over the years, the WEF has carried out a number of Europe-
specific competitiveness reports covering Member States and
enlargement countries that assess overall Europe’s progress in
accomplishing its competitiveness agenda. The recent WEF
publication: “The Europe 2020 Competitiveness Report: Building
a More Competitive Europe”(2012) has focused attention upon
creation of The Europe 2020 Competitiveness index following
proposed development goals from new European competitiveness
agenda adopted in 2010. This paper provides an analysis and
evaluation of the approach taken by the WEF in measuring level
of competitiveness of the EU, its Member States and selected
enlargement countries. All countries of the region, including
Montenegro, by fulfilling the overall institutional conditions for
EU accession, especially economic criteria of readiness for
membership, i.e. dealing with competition coming from the large
market - are required to define the vision of socio-economic
development, its development directions through which they
would harmonize with the framework Europe 2020 strategy.

Keywords: Europe 2020, Competition Index Europe 2020, the
European Union, Candidate countries, Montenegro development
directions
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1. Introduction

High level of the EU economic prosperity cannotshistained without high
level of competitiveness. Therefore, defining a poshensive reform agenda
that identifies key measures to address the manpettiveness weaknesses of
the EU is needed. The recent World Economic Forubiigation: “The Europe
2020 Competitiveness Report: Building a More CoritipetEurope”(2013) has
focused on creation of The Europe 2020 Competigssnindex following
proposed development goals from ten-year growttexyy — The Europe 2020
adopted in 2010. Following the well-establishedhodblogy the Forum uses to
analyse and measure competitiveness, this Repggturehes and monitors to
what extent the EU is making progress to achieeectimpetitiveness goals set
in its “Europe 2020” Strategy to achieve “smartstainable and inclusive
growth”. Therefore, this paper provides an analymmsl evaluation of the
approach taken by the WEF in measuring level ofpitiveness of the EU, its
Member States and selected enlargement countiiesaim of this paper is to
look more closely to the Europe 2020 strategic ggaiiorities and initiatives in
Section 2, the WEF report on the Europe 2020 caithetess index in Section
3 and Montenegro development direction 2013 — 201%ection 4 as case of a
national development strategy. Section 5 provideglciding comments.

2. Europe 2020 as Development Strategy for the EU Member
States and Countries of Enlargement

The European Commission in March 2010 preparedfa€ouncil in June
2010 adopted the European Union’s ten-year growétes)y — Europe 2020. It
is a development vision of the EU, which also stidag a strategic framework
for the next decade development of a potential icamtel and candidate
countries for the EU membership. Therefore, theetiggment framework of the
EU and its Member States at the same time is alaj@vent framework of
Montenegro and other Western Balkans countiesdvi¢ 2012, 277).

st

Europe 2020 sets out a vision of Europe's sociakebha@conomy for the 21
century that will deliver high levels of employmemiroductivity and social
cohesion. Europe 2020 defined three prioritiess fjpals and seven initiatives
for the next decade focused on long-term growth tbé Union's
competitiveness. Three mutually reinforcing priestto deliver comprehensive
growth are the following: a) smart growth as depatent of an economy based
on knowledge and innovation (more effective invesita in education,
research and innovation); b) sustainable growthpesmotion of a more
resource efficient, greener and more competitivenemy (towards so-called
low carbon economy); and c) inclusive growth asteibsg of a high
employment economy delivering economic, social gmdtorial cohesion (job
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creation and poverty reduction). In order to meagarogress in meeting the
Europe 2020 goals, the document is focused orefiniitiousheadline targets
agreed for the whole EU and each Member Statearatkas of employment,
innovation, education, poverty reduction and clieenergy:

1. The employment rate of the population aged 20-@ulshincrease from
the current 69% to at least 75%, including the tgre&volvement of
women, older workers and the better integratiomajrants in the work
force (this indicator for US and Japan is over 70%)

2. 3% of the EU's GDP should be invested in R&D withcus on
improvement of conditions for private R&D investnhemd development
of an indicator which would reflect R&D and innoiat intensity (R&D
spending in Europe is below 2%, compared to 2.6%enUS and 3.4% in
Japan, mainly as a result of lower levels of pavatestment);

3. Reduce greenhouse gas emissions by at least 20@@aoedto 1990 levels
or by 30%, if the conditions are right; increase #hare of renewable
energy sources in our final energy consumption @62and a 20%
increase in energy efficiency (so-called "20/20/2hate/energy targets);

4. A target on educational attainment which tackles gmoblem of early
school leavers by reducing the drop out rate to 1@ the current 15%,
whilst increasing the share of the population ag@®4 having completed
tertiary education from 31% to at least 40% in 2QB@ indicator in US is
40% and over 50% in Japan);

5. The number of Europeans living below the natiormgpty lines should be
reduced by 25%, lifting over 20 million people aftpoverty (80 million
people were at risk of poverty prior to the crisi®, million of them are
children; 8% of people in work do not earn enoughmake it above the
poverty threshold); related to this indicator, upéwged people are
particularly exposed including problems with fasiging youth
unemployment (Europe 2020, 2010, pp. 8-10);

Above-mentioned set of the EU-level targets is dfaed intonational
targets in each EU country, reflecting different situaioand circumstances.
Despite disparities in levels of development andndards of living, the
Commission considers that the proposed targetsede@ant to all Member
States, old and newer alike, so that each Membate Stan check its own
progress towards these goals. Achieving the EUHergets through proposed
national targets is the common goal, which hasetplrsued through a mix of
national and EU action. Finally, the strategy inles seven flagship
initiatives” providing a framework through which the EU andtiomal
authorities mutually reinforce their efforts in asesupporting the Europe 2020
priorities such as innovation, the digital econonmgmployment, youth,
industrial policy, poverty, and resource efficiency
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Table 1 Europe 2020: An Overview of Priorities andnitiatives

SMART SUSTAINABLE INCLUSIVE
GROWTH GROWTH GROWTH
INNOVATION CLIMATE, ENERGY EMPLOYMENT AND
EU flagship initiative AND MOBILITY SKILLS
"Innovation Union" to EU flagship initiative EU flagship initiative An
improve framework "Resource efficient agenda for new skills

conditions and access to Europe" to help decouple | and jobs' to modernise
finance for research and economic growth from the| labour markets by

!nnovat?on to sFrengthen the yse of resources, by facilitating labour maobility
innovation chain and boost| yecarhonising our and the development of
levels of investment economy, increasing the | skills throughout the
throughout the Union use of renewable sources, lifecycle with a view to
EDUCATION modernizing our transport| increase labour participatiop
EU flagship initiative sector and promoting and better match

"Youth on the move to energy efficiency. labour supply and demand.
enhance the performance of FIGHTING POVERTY

education systems and to | COMPETITIVENESS
reinforce the international

attractiveness of Europe's

EU flagship initiative
EU ﬂagShlp initiative An "European p|atf0rm

: : industrial policy for against poverty' to ensure
higher education the globalization erd' to social and territorial
DIGITAL SOCIETY improve the business cohesion such that the
EU flagship initiative A environment, especially for benefits of growth and jobs
digital agenda for Europe’ | SMESs, and to support are widely shared and
to speed up the roll-out of | the development of a people experiencing poverty
high-speed internet and reapstrong and sustainable and social exclusion are
the benefits of a digital industrial base able to enabled to live in dignity
single market for householdscompete globally. and take an active part in
and firms. society.

Source Europe 2020, EC, 2010, p. 30.

3. WEF’s Europe 2020 Competitiveness Report

Further analysis related to the Europe 2020 stydtaglementation leads us
to the analysis of the EU competitiveness, i.e. metitiveness of the EU
member states including candidate countries fromumgrof the so-called
enlargement countries (Mila¥i2012, 237). Recently published analysis of the
World Economic Forum: “The Europe 2020 Competite®h Report: Building
a More Competitive Europe” (hereinafter WEF Contpetness report) is the
first in a series that will assess Europe’s coitipehess progress based on the
Europe 2020 Strategy every two years until the efithe present decade. The
goal of this Report is to provide a platform forgoing dialogue between
business, civil society, governments and Europeestitutions in the areas
requiring attention in order to improve Europe’smetitiveness. The aim is to
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encourage positive policy reform and the necessargstments required to
further Europe’s economic and social progress.hm following part of this
paper, we will present main findings and recommé&odarom this analysis,
including estimation of Europe 2020 Competitiveneskex.

According to WEF Competitiveness report, the seke@ndimensions of the
Europe 2020 Strategy, described above as flaggftmtives, with some
adjustments for presentational purposes, can bsepied in a seven-pillar
framework, as follows in the figure below.

Figure 1 “Europe 2020" Competitiveness Report Frameork

_|Pi]lar 1: Enterpries environment

|

SMART —|Pi]131‘ 2: Digital agenda |

_|Pillar 3: Innovative Europe |

—|Pi]lar 4: Education and tramng |

—|Pillar 5: Labour market and elnploymeutl

INCLUSIVE —|Pillar 6: Social inclusion |
L Pillar 7: Environmental sustamability

Source WEF Competitiveness report 2012

Each pillar is populated by a number of variableat thelps measure
Europe’s progress along this key dimension. Conthirikese seven pillars
create the Europe 2020 Competitiveness Index. mtlexlis organized around
three sub-indexes that monitor Europe’s progressartds becoming an
increasingly (1) smart, (2) inclusive, and (3) ausble economy. Each of these
sub-indexes is composed of a number of pillars th#ect the spirit of the
seven flagship initiatives (WEF Competitivenesore2012, p. 9).

Smart Europe

The Smart Europe sub-index aims to measure thatextevhich European
countries are developing economies based on kng&ledd innovation. It is
made up of four pillars that capture various aspexft Europe’s ability to
develop smart economies: the enterprise environmeigital agenda,
innovative Europe and education and training. Bsade®scribed below.
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Pillar 1. Enterprise environment - A prerequisite for improving the
prospects of growth and employment in the EU isroumg the overall
enterprise environment. Critical to achieving @&l is enhancing competition
through channels such as effective antitrust paddicg appropriate regulation.
Another key objective is to stimulate entreprenkiyrsaand facilitate business
creation by improving the business start-up envirent. This can be achieved
by reducing the administrative impediments to ddnginess in the EU and
reducing burdensome taxes, as well as by makiclgeiaper and easier to start a
business and ensuring access to capital for newgeowling businesses. The
EU has taken an important step in this area by mgaki possible to start a
business within a week in most EU countries, andlifating the process
through a one-stop shop. Yet, the enterprise emwviemts vary greatly across
member countries and much remains to be achievetsiarea.

Pillar 2: Digital agenda - This dimension measures the extent to which an
economy has harnessed information and communicétitimologies (ICT) to
share knowledge, and enhance the productivity ®findustries. ICT has
evolved into the “general purpose technology” of time, given the critical
spill-over to other economic sectors, their capgadd transform business
practices and economic activities, and their ra@eeticient infrastructure for
commercial transactions. Countries with comparties aggressively integrate
these new technologies into their production preesstend to see better
productivity improvements than others. Further, ntaas with governments
that strongly prioritize the adoption of ICTs haglten leapfrogged in this
direction. To create a true information society ttrensures maximum
productivity gains from ICT adoption, all stakeheid in the economy
(individuals, businesses and governments) musthese tools. This dimension
of the Europe 2020 Strategy offers an excellentodppity for exchange in
information and experience between the strong azaker performers.

Pillar 3: Innovative Europe - Innovation is critical, especially for those
countries that have moved very close to the teclgydrontier, as is the case of
most EU economies. As well as making maximum usexisting technologies,
as discussed in the pillar above, these countriast rhave the necessary
framework to ensure that they are at the forefafnhnovation. Firms in these
countries must design and develop cutting-edge ymtsdand processes to
maintain a competitive edge. This progression reguan environment that is
conducive to innovative activity, supported by bdtle public and the private
sectors. In particular, it entails sufficient intreent in research and
development (R&D), especially by the private sectbe presence of high-
quality scientific research institutions; extensigellaboration in research
between universities and industry; and sophistithtesiness practices. In light
of the recent sluggish recovery and rising fisaaspures faced by advanced
economies, it is important that public and priveg¢etors resist pressures to cut
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back on the R&D spending and other innovation-drigetivities that will be so
critical for sustainable growth going into the figu

Pillar 4: Education and training - Quality higher education and training is
crucial for economies that want to move up the eathain beyond simple
production processes and products. In particutatayt’'s globalizing economy
requires countries to nurture pools of well-edudatmrkers who are able to
adapt rapidly to their changing environment and évelving needs of the
production system. This pillar measures secondadytartiary enrolment rates
as well as the quality of education provided. Theemt of staff training is also
taken into consideration because of the importafie@cational and continuous
on-the-job training—which is neglected in many emoies—to ensuring a
constant upgrading of worker skills.

While the Report portrays the results for these ftimensions separately
for presentational purposes, it has to be noted thay are closely
interconnected. The capacity of an economy to $bwtards more knowledge
intensive, higher value added activities, will deg@n its capacity to generate
new knowledge through better performing innovatma educational systems
and the effective use of technologies, including,l@s much as on the business
conditions that facilitate or hinder the ability boing this new knowledge into
the market in a timely and effective manner.

Inclusive Europe

The Inclusive Europe sub-index captures the extewhich every member of
society can contribute to and benefit from Eurogevth and development. This
is captured through two pillars, one measuringdabeur market and employment
conditions, and the second measuring social ir@tusiore generally.

Pillar 5: Labour market and employment - This pillar gauges the capacity
of an economy to mobilize all human resources tutrdmute to the economic
growth of a society. The efficiency and flexibiligf the labour market are
critical to ensuring that workers are allocatedheir most efficient use in the
economy and provided with incentives to give thmast effort in their jobs.
Labour markets must therefore have the flexibitayshift workers from one
economic activity to another rapidly and at low tca@nd to allow for wage
fluctuations without much social disruption. Thepiontance of the latter has
been dramatically highlighted by the recent evémtsome southern European
countries, where rigid labour markets are an ingrartause of high youth and
long-term unemployment, the root cause of the reaarest. Efficient labour
markets must also ensure a clear relationship leetweorker incentives and
their efforts to promote meritocracy in the worlgdaand they must provide
gender equality in the business environment.
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Pillar 6: Social inclusion - This pillar aims to capture the extent to which
all members of society have the opportunity to iefrem economic growth in
their country. This is critical because higher naeddisposable incomes create
demand and savings pools for investment, and iivelusocieties, which allow
opportunities for all, will tend to be more stalaled thus more conducive to
economic activity and prosperity. It is measurereh®y the extent of inequality
in the economy as reflected by the Gini coeffici¢ené government’s efforts to
reduce poverty and inequality, including the existeof effective social safety
net protection, as well as access to healthcaracesr within the country.
Largely, this sub-index reflects the capacity ofemonomy to provide security
of employment rather than security of jobs andlisaly associated with the
concept of “flexicurity” that several Nordic coums have been successfully
promoting in the past years.

Sustainable Europe

The sustainable Europe sub-index is made up ofgustpillar, measuring
the extent to which the natural environment is gbating to overall national
competitiveness and the preservation of a polldfiea environment.

Pillar 7: Environmental sustainability - A high quality and well-managed
physical environment, through a variety of channel important for
competitiveness. The efficient use of energy arrotesources lowers costs
and directly boosts productivity by virtue of madgirbetter use of inputs.
Further, a high-quality natural environment suppoat healthy workforce,
avoiding the illness and lower human capital proiditg that can be brought
about by pollution and other environmental degradat~inally, related to the
last point, environmental degradation can alsoctliraeduce the productivity
of sectors such as agriculture, which in turn Ieventput and potentially the
ability for a country to meet the food needs of plopulation. In the index this
dimension is assessed by taking into account theesbf renewable energy
consumption, the enforcement of environmental latiam, the ratification of
international environmental treaties and the qualitthe natural environment,
including through the level of air pollution as maeed through CO2 intensity
and PM25 emissions (WEF Competitiveness report2 20(. 7-9).

3.1. Europe 2020 Competitiveness index: Member States and
Comparator Countries

The assessment of Europe’s competitiveness is las@dblicly available
hard data from respected institutions (The WorldiB&N, ITU, ILO, etc.) and
data ranged from 1 to 7 from the World EconomiculR@s Executive Opinion
Survey, EOS (survey of business leaders, conduatedially in over 140
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countries, that provides data for a variety of date issues). The overall
scores for each country are calculated as non-wesighverage of the individual
scores in the seven pillars (65 individual compasedivided in 7 pillars).
Each pillar has the same weight (1/7). The sorescafculated for 2010 and
2012. Considering the fact that the Europe 2020deé$ined as a new
competitiveness strategy, calculation of the Eur2@20 competitiveness index
represents continuation of measuring competitiveradter the Lisbon strategy
(Lisbon Review series). Therefore, this index ha&tdme very important
analytical instrument for measuring of competitiess and defining economic
policy measures at the EU and national level.

Performances of EU 27 according to the Europe 208fhpetitiveness
Index are compared among each other to assess witttries are leading in
achieving the goals, and which are trailing behEld.27 is also compared with
other advanced economies such as US, Japan and&Camal large emerging
economics, i.e. Brazil, The Russian Federationjalrahd China (BRICS). In
addition, Croatia as candidate country in 2012gyo2i8th EU member), such as
Montenegro, FYROM, Iceland, Turkey and Serbia amlved in analysis and
calculation of the Europe 2020 Competitivenessndteis important for these
countries to measure and compare their level ofpetitiveness as they may
become full members at some point (by the end isf decade in optimistic
scenario) and must then abide to the EU’s overallgy

Calculation of the Europe 2020 Competitivenessrfde 2010 and 2012 is
presented bellow. All the scores are presented soaée from one to seven,
where higher values indicate stronger performadaezording to calculated
scores, the EU is not a homogeneous entity in terfr@ompetitiveness. The
fact is that while some European economies are grii@most competitive in
the world, the weaker performance of others is tieglgt affecting the bloc as a
whole. If global market confidence in Europe igeturn, then top priority must
be given to supporting the weaker performers thnodlgeir reform and
investment programmes.

Calculated differences in competitiveness perforeamcross Member
states divide them in four groups: a) Nordic Eur¢pE, FI, DK), b) Western
Europe and Estonia (NL, AT, DE, UK, LU, BE, FR, HE), c) Southern and
Eastern Europe (SI, PT, ES, CZ, ZY, MT, LV, LT, I$K, PL, HU), and d)
Southeast Europe (EL, RO, BG). The Nordic counthniglsl the top three place
in the index, with Sweden market first, maintainthg lead also held in 2010.
Score of five countries is slightly improved in 200AT, EE, PT, ES, and LV).

With an average value of 4, 94 on the Competitiseriadex (also slightly
improved in 2012), the EU fares better than BRIE96), almost the same as US
(4, 95), although it performs not that well as Jafia 04) and especially Canada
(5, 22). At the same time, Sweden holds the fitate in total calculation, in
comparison with mentioned advanced economies (GA,JB) and BRICs.
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Table 2 Europe 2020 Competitiveness Index: Rankingnd Scores
of the EU Member States 2010-2012

2012 2010
Country Code Rank Score Rank Score Change
2010 2010

Sweden SE 1 5.77 1 5.77 -
Finland FI 2 5.71 2 5.61 -
Denmark DK 3 5.60 3 5.52 -
Nederland| NL 4 5.46 4 5.34 -
Austria | AT 5 5.33 6 5.25 1
Germany| DE 6 5.28 5 5.25 !
Great Britain| GB 7 5.23 7 5.10 -
Luxembourg| LU 8 5.13 8 5.05 -
Belgium | BE 9 5.04 9 5.02 -
France| FR 10 4.98 10 5.00 -
Estonia| EE 11 4.74 13 4.67 1
Ireland | IE 12 4.66 11 471 !
Slovenia| SlI 13 4.59 12 4.69 !
Portugal| PT 14 459 15 452 1
Spain| ES 15 4,52 16 4.50 1
Czech Republic] CZz 16 4.49 14 4.54 !
Cyprus CY 17 4.40 17 4.47 N
Malta MT 18 4.39 18 4.38 N
Latvia LV 19 4.36 21 4.20 1
Lithuania LT 20 4.31 20 4.22 N
Italy IT 21 4.30 19 4.23 !
Slovakia SK 22 4.13 22 4.17 N
Poland PL 23 4.08 23 4.06 >
Hungary HU 24 4.06 24 4.04 N
Greece| EL 25 3.95 25 3.92 -
Romania| RO 26 3.79 26 3.84 -
Bulgaria| BG 27 3.76 27 3.79 -
EU 4.94 4.88 1

Source WEF Competitiveness report 2012, p. 12.

3.2. Europe 2020 Competitiveness Index: Acceding Country
Croatia and Candidate Countries (IS, ME, MK, RS, TR)

Are the acceding country Croatia (member sinceuly 2013) and other
candidate countries getting ready to join the Uriioterms of competitiveness?
Answer on this question is presented in the folimpanalysis and table below.
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Table 3 Europe 2020 Competitiveness Index: Rankingf Croatia
and Other Candidate Countries 2010-2012

2012 2010
Country Code Score Score Change

Iceland IS 5.34 5.38 1
Montenegro ME 4.39 4.24 1
Croatia HR 4.01 4.01 N
Turkey TR 3,75 3.63 1
Macedonia, MK 3.60 3.67 1
FYR

Serbia RS 3.53 3.48 1
EU 27 EU 4,94 4.88 1

Source WEF Competitiveness report 2012, p. 12.

According to WEF Europe 2020 Competitiveness ind€xpatia and
mentioned candidate countries, with the exceptiéniceland (above EU
average level of competitiveness), mostly depicbmpetitiveness profile that
is similar to that of the least competitive cousdrin Europe. However, the
competitiveness profile of each of these countgeguite different. Excluding
Iceland, we can notice a significant leg in all@ted areas, i.e. seven pillars of
competitiveness as it is presented in the followaige.

Table 4 The Europe 2020 Competitiveness Index:
Seven Pillars of Competitiveness in 2012

" o |2 |8 2l & | T2
o X O c =
comy! | 821 5% | 58| 5E |85 2 | 22
score per sE| 28| 35| 55 = 58] = ==
pillars cec| O< c W S |3 g = 28
(0 L £ == S G| 8 Z 3
L 1 %)) wo
Croatia 3.30| 4.72 3.14 4.27 3.5 4.24 4.8B
Iceland 3.82 5.31 5.43 5.56 5.5¢4 5.95 6.16
FYRoM 3.70 | 4.17 2.72 3.84 3.98 3.36 3.4y
Montenegro | 3.95( 4.74 3.62 4.37 4.67 4.79 04.6
Serbia 3.12| 4.10 2.79 3.81 3.58 3.85 3.49
Turkey 3.90( 4.27 3.29 4.01 3.4p 4.01 3.3p
EU-27 426 | 5.44 4.90 5.30 4.33 5.43 4.90

Source WEF Competitiveness report 2012, pp. 13-15.

The competitiveness profile of each of these coemiis shortly described
below.
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An official candidate country since 2016eland distinguishes itself from the
other candidate countries through its membershiphé European Economic
Area, through which the country has been partizigain the European single
market since 1994. As a result, a large humbeoofrounity laws have already
been incorporated into the country’s legislatione Bcore of Iceland for 2012 is
5.34 Since the official start of the negotiation megs in June 2011, 27 chapters
of the EU Acquis have been opened, out of which 11 are officiallgset
(Iceland, EC, 2012). In spite of excellent Eurapgdegration dynamic, Iceland
decided in June 2013 to slow down accession neigotievith the EU. The new
euro-sceptic government in Iceland has announchdltato the country’'s EU
accession talks, until Icelanders vote in a refdwen within the next four years
on whether they want membership negotiations ttirue® (Iceland, 2013).

In a customs union with the EU since 19%&rkey holds strong trade ties
with the EU: half of its trade takes place with t8d and there is already some
alignment with EU policies, especially in areascompetition and intellectual
property law. Since the beginning of the accessmyotiations in October 2005,
12 chapters have been opened, including those mparoy law, enterprise and
industry, and one — Science and Research has luseal.cln terms of the Europe
2020 strategy, the score for Turkey in 2013.i& Turkey performs close to the
EU average in the area of enterprise environmeriter by intense local
competition and low barriers to the creation of rmuginesses, as evidenced by a
low number of procedures and limited amount of tittekes to start a business.
The country has also experienced a notable imprememn its digital agenda
since 2010, driven by increased government piatibn of ICT as further
reflected in its progress in the use of governnwiline services since 2010.
However, important steps remain to be taken tohcaft with the EU average.
Turkey needs to build its human resource base kgraihg its education and
training system as well as improving its labour kearefficiency and raising
opportunities for its citizens to participate irettabour market, particularly for
women and youth. In parallel, additional effortghmegard to environmental
sustainability are critical, particularly the ratédtion of environmental treaties as
well as lowering its CO2 emissions and improving dir quality in order to
converge to the EU average (WEF Competitivenesst,e2012, p. 28).

Croatia is the 28th member state since 1 July 2013 afterysars of
negotiations. The score of Croatia in 2012.i31 (the same as in 2010). While
the country’s performance is close to the EU aweiagerms of environmental
sustainability, it faces many challenges to stiemgtits competitive environment
and to converge towards the EU along all otheansill This holds particularly
true for the smart Europe sub-index. Increased etitign is particularly
hampered by a weak enterprise environment thdiasacterized by difficulties in
obtaining finance and weak competition in the latarket. The private sector
considers cumbersome government regulation andefficient tax system and
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labour market as among the many impediments, itidéicaf the myriad reform
efforts that will be needed to increase Croati@spetitiveness. The education
and training system will also require reforms inlerto develop the country’s
human resources base. As well as addressing ireffies in the labour market,
as evidenced by the high level of youth unemploymand low overall
participation rate, Croatia must work towards inyimg its overall accessibility
to healthcare services and ramp up its socialysatet in order to achieve not
only smart, but also inclusive growth (WEF Comppegitess report, 2012, p. 29).

Montenegro has been a candidate country since December 3Zdi€e the
negotiations were open in June 2012, two chaptetiseoEU Acquis, related to
science and research, and education and culture begn opened and temporarily
closed (Montenegro, EC, 2013). In terms of its guenince along the Europe
2020 Competitiveness Index, Montenegro performpasrwith Malta and Cyprus
and ahead of most members of the EU12 with scofe38fin 2012. Its economy
is characterized by an enterprise environment dliaiogar with the EU average
and well ahead of other candidate countries, fedtdyy few administrative
procedures and little time required to start a rfess. The country has also
advanced its digital agenda, along all sub-dimessmmpared with 2010, and
has performed slightly above the EU average in Wimur market and
employment pillar. Going forward, further steps #otls building its knowledge-
base economy would be needed, including improvesneaptured by the
“‘innovative Europe” pillar, where it registers thergest difference to the EU
average, as well as the education and trainingr glWWEF Competitiveness report,
2012, p. 29). EU financial assistance achievedd ol GDP at annual level and
focused mostly on institutional capacity and caficing of some infrastructural
projects in environment and transpdu(ovic, Ja&imovi¢, 2012, pp. 122-123).

Serbia is the most recent candidate country as of Maf@i020n 28 June
2013, the European Council endorsed the Councitsclusions and
recommendations of 25 June 2013 and decided to apegssion negotiations
with Serbia. The first intergovernmental conferemdgd be held in January
2014, at the very latest. Prior to this, the negimth framework will be adopted
by the Council, and confirmed by the European Cowidts usual session on
enlargement (The European Council conclusions, 2@l312). Related to
increase its competitiveness, significant effottsg all pillars of the Europe
2020 Competitiveness Index will be needed. Serlgiares lower than its
neighbouring peers3(53, including the member states of Bulgaria and
Romania, in all areas captured by the index. Wihike country made notable
improvements in its digital agenda compared to 2@diBing its performance to
a level comparable to those of Bulgaria and Romasvanprehensive reform
efforts are required to improve the enterprise mmwnent and education and
training as a basis for smarter growth. Nonethelasfirst priority will be to
build the institutional capacity in the country, area to which the largest part



708 Purovié, Milovié¢/Ekonomske teme, 51 (4): 695-712

of EU financial aid is being allocated. Consideeatlom for improvement also
remains along the “inclusive Europe” dimension iew of severe rigidities in
the labour market (characterized by a mismatch éetwproductivity and pay,
weak labour-employer relations and a high youthmyieyment rate) as well as
within the environmental sustainability pillar.

For Macedonia, FYR, a candidate country since 2005, accession
negotiations have yet to be opened. Similar tonggghbouring peers, the
country’s most imminent challenge will be to adwauits institutional capacity
as a basis towards a knowledge-based economy. durerg achieves scores
similar to its candidate peers for its enterprisgimnment, where the private
sector has seen slight improvements in obtainimanitial resources since 2010.
Improvements in ICT infrastructure, such as molpleones and Internet
bandwidth and use, have helped the country advatscaligital agenda.
However, Macedonia faces multiple challenges inateas of education and
training, innovation and environmental sustaingbilit is also notable that
Macedonia registered deterioration along the imebuEurope sub-index, driven
by a dramatic rise in youth unemployment and th&inmss sector perceiving a
worsening in labour-employer relations and pay @noductivity alignment
since 2010 (WEF Competitiveness report, 2012, p. 29

4. Montenegro Development Direction 2013-2016 as a Response
to the Europe 2020 Strategy

Montenegrin government prepared, in March 2013, &itbwing the
Europe 2020 Strategy, Montenegro Development Daest(MDD). As an EU
membership candidate country, Montenegro is tobéstaa vision of socio-
economic development, including specific requiredvestments and
development measures for their implementation. Degelopment directions
together with specific projects and financial stmwe will be the base for
programme budgeting and establishing of a diresheotion between the funds
and development priorities. It will enable efficiemse of IPA funds in the
mentioned period. An overview of main goals, pties and directions of MDD
is given in the following table.

In view of increasing employment and competitivenedg a national
economy, it is necessary to resort to structurdbrnes, observe fiscal
responsibility principles and enhance business renmient. Only this can
create the assumptions for increase of potent@lviyr rates and ensure good
life quality for all its citizens. Following the ocept of the Europe 2020
Strategy, the MDD is structured in three directiosrmart growth, sustainable
growth and inclusive growth. The principles of tineee growth directions in
the Europe 2020 Strategy were the guidelines féecgen of development
investments and measures of Montenegro in the apfour-year period.
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Table 5 Montenegro Development Directions 2013-2018n Overview

MDD
Objectives

1. Detailed assessment of the existing economic, lsacthenvironmenta

. Formulation of strategic and operational developnoéjectives;
. Identification of key policy areas for accomplishmheof strategic

. Creation of a consistent matrix of measures anasiments within

situation in Montenegro in the context of the stgygt of EU
development and specificity of Montenegro;
objectives;

financial possibilities harmonized with macroecoimmand fiscal
scenarios.

MDD

Contribution
to Economic
Performance

. Recovery of economic growth above the potential gnorate, i.e. the
. Decrease in public finance deficit and achievemériiatanced budge

. Decrease in the share of informal economy.

real growth of GDP by 3-4%;

by 2016; and

—r

MDD are
Basically
Grounded on

The concept of “green economy*

Four development priorities (priority developmeett®rs) with relevan
sectoral strategies, and

Macroeconomic and fiscal framework 2013-2016

PRIORITY DEVELOPMENT SECTORS

=]

1. Tourism 2. Energy 3. Agriculture and | 4. Industry
Rural Development
DEVELOPMENT DIRECTIONS
Smart Growth Sustainable Growth Inclusive Growth
Policy Areas Policy Areas Policy Areas
1. Business Environment 8. Agriculture, rural depehent | 14. Labour Market
2. SMEs 9. Forestry 15. Education
3. Competitiveness 10. Energy 16. Sports
4. Science 11. Environment 17. Social Protectio
5. Higher Education 12. Transport 18. Healthcare
6. Information Technologies 13. Housing and Cortsin
7. Tourism

Three development directions, 18 policy areas of MDth W2 specific and necessary

investments/development measures

Within this framework, the MDD identif{t8 policy areasfor investments
and public sector reform. Within these policy arghgre were identified2
specific and necessary investments/developmenturesasThose measures are
connected to policy fields of smart, sustainabld arclusive growth in line
with the Europe 2020 Strategy.

The objective of MDD is to establish a consolidateiditerm investment
and development plan, and thus launch the implemtient of development
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priorities, which would stimulate economic growth the country. MDD
financial plan is presented in the table 6.

Table 6 Sources of Funding of Required InvestmentSgevelopment Measures
in the Period 2013 — 2016 (in million €)

Economic Growth Total Shareg State .

Area mil. € in % Budgei Donation| Loans | EU/IPA
Smart Growth 27,993 2,4 14,39 2,61 8,70 2,28
Sustainable growth 1085,49 93,2 272,0 24,18 751, 38,38
Inclusive Growth 51,09 44 36,60 1,14 10,0( 3,3b
'\TAOta' Investment/ | 1164,71 323,02 27,93 769,80| 43,96
Share in % 100,00 27,70 2,40 66,10 3,80

Source Montenegro Development Directions, 2013, pp. 6-7.

Table 6 shows that nearly 93% of all required itwents/development
measures are identified in the area of sustairddtelopment. Out of this, 80%
of the amount of all required investments/developinmeeasures of the country
is related only to two infrastructure sectors -n$gort and environment in the
period 2013 — 2016. In the area of smart developmemth the share of 2.4%
of all required investments/development measurespstm required
investments/development measures are identifiedth@ science sector.
Identified required investments/development measurehe area of inclusive
growth make 4.4% of all required investments/dgulent measures.

The total available public funds of Montenegro fioencing 1164.71million
€ of investments/development measures proposeddb M the period 2013 —
2016 are estimated to 599.33 million €. Finangap between the required
investments in MDD and available public furidsthe entire period 2013 — 2016
is estimated to 565.38 million €, which on averageual level amounts to
141.34 million € or 3.7% of average projected GDRis means that required
investments/development measures identified irDéeelopment Directions are
on the level that is more than two times highenteavisaged scope of available
public funds of Montenegro in the following fourareperiod. In other words,
financial gap actually indicates the difference wesin the wishes for
investments/development measures and actual fedarpotential, and the
requirement to adjust to the same. We can conchatefinancial gap could be
the key limiting factor for implementation of regeil investments/development
measures in the area of sustainable growth.

5. Concluding Remarks

The European Union (EU) is going through one ofrtteest difficult periods
since its establishment, with multiple challengasirig the Union’s policy-
makers in order to make European economies moreetiive on a global
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scene. Fobetter economic governancethe EU adopted a new development
strategy (Europe 2020) for smart, sustainable atlsive growth in next
decade. Smart growth refers to innovation, digitglon and mobility of young
people. Sustainable growth refers to improved iefficy of using resources and
industrial policy, while inclusive growth is aimeat better employment and
poverty reduction. Following the well-establishe@thodology in analysis of
competitiveness level, the WEF continue to meastire Europe 2020
development results through creationtbé Europe 2020 Competitiveness
Index for Member States and selected candidate coumtcasling Croatia.

Based on a country-specific analyses that pointd owdividual
competitiveness strengths and weaknesses for aM@mber States and six
acceding and candidate countries in 2012, the Refods that large
disparities exist among Member States in terms of competiggsnwith some
countries performing much better than others antlabbeve the EU average or
other advanced economies. Based on the competamadysis presented in
this Report, a number of considerations can beligigled going forward:

« The EU continues to lag behind in terms of creatirggmarter economy
Further resources should be considered for thosgsahat aim to bridge
this gap at the European level and create impoEambpean benefit by
generating intra-European spillover effects. Edocaand training policies,
research and innovation, the three corners of ttmvledge triangle, fall
under this category.

* Regional policies including cohesion and structural funds, aimed at
reducing the disparities across Member States agibns within the
European Unionshould follow a competitiveness agendan order to
ensure sustained economic convergence. More ensphiasaddressing the
strong knowledge lag of these countries and regiynurther supporting
efficient investments in education and trainingse@ch and innovation
should be considered.

« Enlargement policy aiming to facilitate accession of selected candida
countries should also be centered around addrefisang competitiveness
weaknesses, including institutional build-up, tkating their economies on
a more solid footing that can better facilitateithetegration. Following
mentioned recommendation, candidate countries laceabliged to define
their own competitiveness agendatfonal Europe 2020 strategiesand
to participate in joint monitoring organized by tGemmission.

Finally, in this paper, the case bfontenegro is presented as a case of
candidate country which is obliged to create natiatevelopment strategy as
national Europe 2020 strategy. Montenegro developrdeections 2013-2016
are created to identify development measures aresiments in Montenegrin
economy in mentioned period adjusted to the EU ZRt2étegy.
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ISPUNJAVANJE CILJEVA STRATEGIJE EVROPA 2020
U KONTEKSTU RASTA KONKURENTNOSTI

Apstrakt: Konkurentne ekonomije su one koje su u mogucénosti da stvore visok i
odrzZiv nivo Zivotnog standarda, dozvoljavajuéi svim c¢lanovima drustva da
doprinesu i da imaju koristi od tog dostignutog nivoa prosperiteta. U kontekstu
analize konkurentnosti na globalnom nivou, Svjetski ekonomski forum istraZuje
konkurentnost evropskih zemalja vise od tri decenije. U tom periodu WEF je
sproveo vise izvjestaja o konkurentnosti koje se odnose na Uniju i zemlje prosirenja
koji su ocjenjivali sveukupni progres evropskih zemalja u ostvarivanju svoje
agende konkurentnosti. Nedavna WEF publikacija “Izvjestaj o konkurentnosti
Evropa 2020: gradenje konkurentnije Evrope (2012) fokusira se na kreiranje
Indeksa konkurentnosti Evopa 2020 u skladu sa predloZenim razvojnim ciljevima
iz nove agende konkurentnosti Evrope definisane 2010 godine. Ovaj rad analizira i
ocjenjuje pristup Suvjetskog ekonomskog foruma u mjerenju nivoa konkurentnosti
EU, njenih drZava c¢lanica i izabranih zemalja prosirenja. Sve zemlje regiona,
ukljucujuéi Crnu Goru, kroz ispunjavanje sveukupnih institucionalnih uslova za
pristupanje EU, posebno ekonomskih kriterijuma spremnosti za clanstvo u odnosu
na konkurenciju koja dolazi sa velikog EU trzista — pozvane su da definisu svoje
vizije socio-ekonomskog razvoja, svoje razvojne smjernice pomoéu kojih ée se
uskladiti sa okvirom strategije Evropa 2020.

Kljuéne rijeci: Evropa 2020, Indeks konkurentnosti Evropa 2020, EU, zemlje
kandidati za ¢lanstvo, Razvojne smjernice Crne Gore
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of short-term 1issues, will contribute considerably to gross
financing requirements. So far, SEE6 countries have been able to
roll over their debt, but whether they can continue to do so
depends on market confidence. In this sense, the task is to
identify the reasons not to fall of the Macedonian economy during
the global crisis, but more importantly, the role of government
and monetary authorities in the design of measures and
incentives by economic growth in the state of recession creating
effective aggregate demand through investment financing in the
public sector.
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1.Introduction

The literature shows that debt has a negative itnpagrowth through a
standard crowding out effect, but back-of-the-eapel calculations indicate
that this effect is quantitatively small. While emtainty and policy credibility
may amplify the negative effect of crowding out,steresis can lead to a
situation in which expansionary fiscal policies dgositive effect on the long-
run growth.

However, causality is hard to establish and, inreading of the empirical
evidence, there is no paper that can make a strasg for a causal relationship
going from public debt to economic growth.
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Our finding that there is no evidence of a causglative relationship going
from debt to economic growth does not mean that debs not matter, and that
countries should run profligate fiscal policiesrsEi saying that there is no
evidence that debt is bad for growth is differerdnf saying that there is
evidence that debt does not matter for growth. Se&cave think that the
relationship between debt and growth is heterogehewross countries and
time periods and that future research should foonsthese sources of
heterogeneity.

Sovereign debt can help developing countries. dibks their governments
to facilitate growth take-offs by investing in aitimal mass of infrastructure
projects and in the social sectors when taxatigracigy is limited, or when the
alternative would be to print money and compronmseroeconomic stability.
Debt also facilitates tax smoothing and counteticgitfiscal policies, essential
for reducing output volatility; and it permits aguitable alignment of benefits
and costs for long-gestation projects by shiftiagation away from current
generations

The growth of the global economy slowed in 2012hwichieved growth of
3.2%, if we exclude the crisis period, the lowestwgh seen in the last ten
years. Given these trends in advanced economiesigerg economies and
developing countries were again the main drivergadwth, although their
economic activity was visibly slowed compared wikie previous two post-
crisis years. The slower growth of these countyerserally due to their reduced
export activity in terms of negative global envingent, as well as delayed
(lagged) effects of monetary tightening are eviderthese countries in 2011.

In such a global environment, foreign effective dadh for the first time in
2009, dropped from 1.7%, which reflected the redlinegative economic growth
in most of the major trade partners of the Reputiidlacedonia. Analyzed in
more detail, Greece Italy and Serbia had the lamgegative contribution to the
annual rate of change foreign effective demandOit?2 and only Germany and
Bulgaria had a positive contribution due to inciheg®conomic resilience. After
two years of relatively stable economic growth lobat 3% in 2012 Macedonian
economy had a slight decline of 0.3%. Further uncdy in the external
environment and reduced economic activity most mgmb trading partners, as a
result of the European debt crisis and in 2012 wasajor limiting factor to
growth the domestic economy. The economy gradimdlyan to recover in the
second half of the 2012, and in conditions of stilifavorable external
environment, the growth in domestic activity in tecond half of the year was
entirely due to domestic factors. The state capitabstments and the high
amount of construction works by private investorsravthe main drivers of
growth in domestic economic activity in the secdradf of the year (0.2% on
average).
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In this sense, the task is to identify the reasawmsid the fall of the
Macedonian economy in the condition of global srigiut more importantly,
the role of government and monetary authoritieendesign of measures and
incentives by economic growth in the state of reiges creating effective
aggregate demand through investment financing ie ffublic sector.
Furthermore, it can be done either by changingsthecture of public revenues
and expenditures or by increasing the public ddlitlvmay have positive or
negative effects on economic growth in the future.

2. The Theory Approach

Initially the question is raised what economic tiyecan tell us about the
relationship between public debt and economic dnovit we assume that
government spending on goods and services is fixeldwe can examine what
happens if the government decided to temporarifjuce taxes and financing
costs by issuing debt. According to some viewspidslic debt, (EImendorf and
Mankiw, 1999), in the short-run output is demantedained and fiscal deficits
(or higher public debts) have a positive effectdisposable income, aggregate
demand, and overall output. This positive short-affect of budget deficits
(and higher debt) is likely to be large when thépatiis far from capacity. But
things are different in the long-run. If Ricardikguivalence does not hold, the
decrease in public savings brought about by a highdget deficit will not be
fully compensated by an increase in private saviAgsa consequence, national
savings will decrease, resulting in lower total @stment, either at home or
abroad. Lower investment at home will have a nggagffect on GDP, as it will
lead to a smaller capital stock, higher interet, imwer labor productivity and
wages. Lower foreign investment (or higher foreigihows), instead, will have
a negative effect on foreign capital income and thilis lower the country’s
future GNP. This negative effect of an increaspuhlic debt on future GDP (or
GNP) can be amplified by the presence of distoatigriaxes.

Growth seldom enters the picture explicitly; indesdst theoretical models
do not include a direct link between governmenttdeid growth. Long-run
growth is typically taken as exogenous and, witkolmency ruled out, the
problem becomes one of allocating taxes over timeninimize deadweight
losses from taxation given initial debt. Howeveamnsustainable debt levels can
lower growth by raising real interest rates andacling out the private sector.
And sovereign debt can facilitate the achievemdrgrowth, for example, by
enabling the optimal social provision of public gsosuch as education and
infrastructure when taxation capacity is limitedag but expected to be higher
in the future. It also helpwhen public investments spur private investment
through complementarities. But this critically as®s that only those public
projects with economic returns exceeding the cbdioorowing are selected,



716 Gorgievski/Ekonomske teme, 51 (4): 713-727

and that the government subsidizes such projecen hreir financial return is
lower than the cost of funds through redistributieeation (as opposed to
further borrowing): in other words, that governnseplay their assigned role.

The only explicit debt-growth theoretical link iat between external
borrowing (public or private) and growth, the asption being that if the
marginal product of capital is higher than the \@anterest rate for developing
countries, then such countries would benefit frostemal borrowing. But even
here, external debt helps to exploit the existimgrugh potential of the country;
it does not enhance it. Theoretically, therefohe, only guideline one finds is
that the rate of return on spending should exceedrnarginal cost of borrowing
on the assumption that debt is eventually repaid.

According to Elmendorf and Mankiw's (1999) backtb&-envelope
calculations, each additional dollar of governmeabt reduces steady-state
gross output by about 10 cents (9 cents are ddeetdower capital stock and
one cent to future tax distortiorlj. we assume that annual real GDP growth is 3
percent and convergence speed is 2 percent, wehiadhis change in steady-
state output has a fairly small growth effect. lartggular, our calculations
indicate that increasing debt by 100 per cent oPGbuld reduce annual GDP
growth by approximately 20 basis points in thet fiveenty years.

The negative effect of public debt could be mualgda if high public debt
increases uncertainty or leads to expectationsuirdé confiscation, possibly
through inflation and financial repression (Coclea®011a,b) for a discussion
of these issues). In this case, higher debt coale la negative effect even in
the short-run.

The conventional split between the short and lamg-effects of debt
disregards the fact that protracted recessionsrawyce future potential output
(as they increase the number of discouraged wownkdr,the associated loss of
skills, and have a negative effect on organizati@apital and investment on
new activities). In this case, running fiscal digiqand increasing debt) may
have a positive effect on output in both the shod long-run. In fact, at some
authors argue that, in a low interest rate enviraminexpansionary fiscal policy
is likely to be self-financing (DeLong and Summégz812). They mention that
the US Congressional Budget Office recognizes faist and reduces its
estimates of future potential output when outplis faelow potential for at least
one year. There is, in fact, evidence that recassiave a permanent effect on
the level of future GDP.

Theoretical model in which, over the business gyaddbt can only be issued
to finance public investment and the optimal ledepublic debt is determined
by the public to private capital ratio that maxiggz economic growth
(Checherita-Westphal, Hughes Hallett, and Rothei2®. With such a set-up,
it is clear that the level of debt that maximizesr@mic growth is a function of
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the output elasticity of the capital stock. Giverodal is used to estimate
optimal debt ratios for various subsamples of OEDntries and find values
that range between 43 and 63 percent of GDP. Thétseare driven by their
assumption that the deficit is equal to public siweent at each point in time.
According to other author Greiner (2012a)), in such a set-up, debt is
completely irrelevant and the non-linear relatiopdetween debt and growth
is given by the growth-maximizing tax rate. He tl#hows that allowing for a
more general debt policy leads to a monotone agdtive relationship between
public debt and steady-state growth. He also arthegsthe effect of debt on
growth depends on the presence of rigidities ingb@nomy. In particular, he
shows that, in a model with no rigidities and etatibor supply, public debt
has a negative effect on labor supply, investmemd, economic growth. In the
presence of wage rigidities and unemployment, atsteoublic debt has no
effect on the allocation of resources and can e a positive effect if it is
used to finance productive investmefonclusion is that there is no well-
specified model that can generate an inverted pesthaelationship between
debt and growth.

Non-linearities may arise if there is a tippingmicabove which public debt
suddenly become unsustainable. (Ghosh, Kim, Men@stey, and Qureshi,
2012, provide a formal model). However, we are anware of any theoretical
model that includes such tipping points in a grofstimework.

It is also possible that high levels of debt posastraints on a country’s
ability to conduct countercyclical policies, andishincrease output volatility
and reduce economic growth (for the relationshipwben volatility and
growth, (Ramey and Ramey (1995). However, the relationbleifiveen debt
and the ability of conduct countercyclical policissmore likely to depend on
the composition of public debt than on the levepablic debt. This suggests
that countries with different debt structures andnetary arrangements are
likely to start facing problems at the very diffetéevels of debt.

Summing up, simple back-of- the- envelope calcoetisuggest that debt
may have a negative effect on growth, but the effelikely to be small. More
sophisticated models yield uncertain results onréiationship between debt
and growth and show that the link between debtgodth depends on many
cyclical and structural factors. These considematicuggest that trying to
estimate a single debt coefficient that holds fbc@untries and all periods may
be mission impossible.

A good starting point for discussing the relatidpshetween public debt
and economic growth in advanced economies is Reinaad Rogoff's
(Reinhart and Rogoff (2010b) finding that high lisvef debt are negatively
correlated with economic growth, but that therengslink between debt and
growth when public debt is below 90 percent of GReinhart and Rogoff
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(2010b) illustrate this threshold effect by collagt annual data on debt and
output growth for 20 advanced economies over 1@ 2and splitting their
sample into four groups: (i) country-years for whigublic debt is below 30
percent of GDP (443 observations); (ii) country+gefor which public debt is
between 30 and 60 percent of GDP (442 observatigii$)country-years for
which public debt is between 60 and 90 percent@P&199 observations); and
(iv) country-years for which public debt is abov® Percent of GDP (96
observations). Next, they compute median and aee@QP growth for each
group and show that there are no large differeacasng the first three groups,
but that average and median GDP growth are subatgriower in the fourth
group. In particular, they show that in the higtbtdgroup median growth is
approximately 1 percentage point lower and averggmwvth is nearly 4
percentage points lower than in other groups (speé&1).

Figure 1 The Non-Linearity of the Debt-Growth Relationship
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In this way influential paper sparked a new literataimed at assessing
whether their findings were robust to allowing faon-arbitrary debt brackets,
to controlling for other variables in a proper mggion set-up, and to
instrumenting public debt to assess its causatetfie economic growth. In this
section, we review this new empirical literature.

3. Economic Growth, Recession and Fiscal Policy in SEE6!

After average annual growth of just 2 percent ill®Gnd 2011, and
mirroring Eurozone developments, in the first haif 2012 SEE6 countries
again entered recessidred by Serbia, which accounts for almost half oESE

1 SEE6 are Albania, Bosnia and Herzegovina, Kosowagddonia, Montenegro and Serbia
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GDP, regional economic activity faltered in parcdase of the severe winter
but also because of severely shrinking demand, bathrnal and domestic
(Table 1).

Table 1 South East Europe Six: Real Economic Growth, 2009-2012

2009 2010 2011 2012 H1 2012 H2 2012
(proj.) {proj.)

ALB 3.3 3.5 3.0 1.0 0.6 0.8
BIH -2.9 0.7 1.3 -0.2 0.2 0.0
KOS 2.9 3.9 5.0 3.6 3.6 3.6
MKD -0.9 2.9 2.8 1.1 1.0 0.0
MNE -5.7 2.5 3.2 -0.9 1.0 0.2
SRB -3.5 1.0 1.6 -1.6 23 -2.0
SEE6 -1.8 1.8 2.2 -0.6 -0.5 -0.6
EU1l1l 2.0 3.1 1.3 0.9

Source: SEEG6 country statistics offices and World Bankfg2013). Averages are GDP
weighted

General recession notwithstanding, growth in irdlial SEE6 countries
varied widely.Serbia and Macedonia contracted most, by aboutadd51.1
percent, respectively, in the first half of 20129¢vo is an outlier whose real
output continues to be propelled by remittancemftbe diaspora as well as
high public investments, and Albania’s economy gfiepercent on the heels of
domestic demand. Lower exports and investmentsedtbese developments;
high unemployment keeps the lid on consumption.nEwéth the expected
gradual recovery in the second half of the year SEE6 as a group will remain
in recession for the year as a whole. Unemploymetiite highest regional
unemployment in Europe, averaging about 25 per¢ertluding Kosovo
whose unemployment exceeds 40 percent, partly toffsg informal
employment) - will keep rising.

After looking better in 2010 and 2011, the fisa&liation in SEE6 countries
weakened considerably in the first half of 2012tlas double-dip recession
impacted government budgefBhe average fiscal deficit in SEE6 countries
improved from —3.9 percent of GDP in 2010 to — @Betcent in 2011 partly
because economic growth began to revive. Expettisgrend to continue into
2012, governments proceeded with somewhat optimistienue assumptions.
However, growth slowed across the region in theoséchalf of 2011 and
turned negative in the first half of 2012 amid ¢oned turmoil in the Eurozone,
compounded by a severe winter that significantjuoed economic activity.
Between slow growth and optimistic budgeting, rexen considerably
underperformed; deficits are again increasing istneountries (Table 4).
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Interestingly, over a longer period SEE6 countsesm on average to have
run countercyclical fiscal policies, but the sug#s were too small to provide
much room for maneuver during a prolonged crigfger 2000, structural fiscal
balances moved generally in line with growth (Feg80 and Figure 31). During
the peak growth period (2005-07), SEE6 countriesaegrage ran surpluses
(although in retrospect not always as large as etked especially in
Montenegro, which experienced both the largest baaththe worst bust) and
then moved into deficit in 2008 as the effects @ €conomic crisis hit. The
problem was that countries in the region did notdoup enough resources
during the boom to finance prolonged deficits dgrihe crisis. Indeed, despite
average growth of about 3.8 percent in the 200@&y, tan structural deficits on
average of over 1 percent of GDP. Some counteraicfiscal policies were
more successful than others. Kosovo, Montenegmbi@a lesser extent Bosnia
had fiscal surpluses on a structural basis dutiveglioom. However, despite
solid economic growth Albania and Serbia had desfigtigure 2 ).

In Serbia, Albania, and Montenegro the public dekibo high In August,
the Serbian public debt stood at 57.6 percent, amlve the 45 percent ceiling
set by the Law on Fiscal Responsibility. Albaniacahas breached its public
debt threshold of 60 percent of GDP. Montenegraiblip debt has risen
significantly, above 59 percent of GDP, in largetdzecause of the deficits
during and after the global crisis and state guasm These countries will need
to make special efforts to implement fiscal cordation and ensure that they
keep the confidence of lenders. BIH, Kosovo, ancédiania all seem to be
well within sustainable levels of public debt. Btldbt was about 40 percent of
GDP at the end of 2011, but given the vulnerabsgitiBIH debt levels should
also be reduced in medium term. Kosovar public idebbw about 9 percent of
GDP, although attempts to build up a domestic tmadirket may push this up
slightly in 2013. Public debt in Macedonia is matter

Figure 2 Public Debt and Guarantees (per cent of GDP)
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In several countries debt refinancing - especiaflghort-term issues - will
contribute considerably to gross financing requeata.So far, SEE6 countries
have been able to roll over their debt, but whethey can continue to do so
depends on market confidence. Some countries alge large amounts for
long-term bonds due in late 2012 and early 2013.

Figure 3 Central Government Debt in CESEE, 2006 and 2010

Central government debt, total, in % of GDP Central government domestic debt, in % of
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Macedonia’s government debt ratio has decreasextamtially over the last
decade and is modest by regional standards. Imastnwith most of its regional
peers, Macedonia had lower governmaéegitt as a share of GDP in 2010 than in
2006, before the crisis, and the current dettl is among the lower ones in the
region(Figure 3).

4. Growth Analysis and Public Finance in Macedonia

Macedonia to the financial crisis had a relativgyod economic growth
rates. Negative growth rates appear in 2009 arat #fat recorded relatively
stable economic growth of about 3%, and in 2012#theedonian economy had
a decline again of 0.3% (Figure 4). Continued udety in the external
environment and reduced economic activity of thestmonportant trading
partners, as a result of the European debt cnglsira2012 was a major factor
limiting the growth of the domestic economy. Adwersffects transmitted
especially were felt in the first half of the yeReemerging of the debt crisis in
Eurozone affected the growth rates of our majaditia partners and led to a
decline in the foreign effective demand for thestfiime after 2009. Reduced
demand for Macedonian products, and lower worldogixprices, followed by
the effects of extremely low temperatures adversapacted on the domestic
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industry and export sector. As a result of theseekbpments the domestic
economy entered negative zone growth dropped hyndr6.8% on average for
the first half of the year. The economy graduaklgdn to recover in the second
half of the year, and in conditions of still unfagble external environment,

growth of the domestic economy in the second Halfi@ year was entirely due

to domestic factors. The state capital investmemd the high amount of

construction by private investors were the maiwvets of growth in domestic

economic activity in the second half of the yea2¥0 on average).

Figure 4 GDP and Foreign Effective Demand (annual rate of real assessment)

i
SO0 OO JO0F _'“'Zl'.lT"-‘.a".. o a0l X gl

3.6 k.
% '.r i.r
=i} 1"'—I_I".
.0
mmii>DP == foreign effective demand

Source: SSO and consensus forcast, february 2013

In the absence of growth of the domestic econohwgy,2012 budget deficit
increased, but fiscal policy successfully maintdisautious nature. The public
finances are faced with major challenges during fteriod. Thus, revenues
were lower than planned. Such deviations causedsndewnward correction
on the expenditure side to keep the budget defecget of 2.5%. The 2012
fiscal deficit was generated from 3.8% of GDP, acrease of 1.3 percentage
points compared with the previous year and is als® of the highest realized
deficits.

The growing need for financing the deficit causadHer growth of the
public debt, which at the end of 2012 amounted3&% of GDP. During this
year, achieve the trend of continuously constanteimsing gross external debt.
Finally on 31.12.2012, it was 5163.2 million, or.& of BDP or total
government debt 34% of GDP, which is an annualeise of 4.1 percentage
points of GDP (Figure 5). During the year, the tgeaontribution of about
55% of the gross external debt had increased l@fgisivate debt, which was
mostly due to higher liabilities to direct investon the long and short term. At
the same time, the debt of other sectors in thaaoy has increased as a result
of higher short-term obligations based on otheiigalions and commercial
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loans (lending to foreign trade partners). As fog banks, the higher level of
debt, was state due to increasing short-term tisdsilof non-resident deposits,
which were partially offset by the reduction of ¢pterm debt to banks. Higher
level of public external debt reflects the new tdsorrowing and the sale of
state Eurobonds by residents to non-residents.

Figure5 Structure of Public Debt
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The analysis of indicators of external debt ofdabentry mainly shows that the
gross debt is “safe zone”. Namely, accordingnthicators of solvency, measured
according to the methodology of the World Bank, Bepublic of Macedonia
according to the level of external debt belongddiaeindebted countries, with the
exception of the indicator for the share of extededt to GDP, the only indicator
in which belongs to the group of highly indebtedurtnies. The observed
dynamics, in almost all indicators of solvency arprovements on an annual
basis, with the exception of the ratio between gmsgernal debt to GDP ratio,
which deteriorated (by 2.9 pp of GDP). In this eamtit should be said that this
indicator has been constantly deteriorating for ygears, and the threshold is
exceeded moderation since 2005. Significant impr@rés were seen in the ratio
of gross debt to exports of goods and servicesepal/ment of the ratio of debt to
exports of goods and services (by 5.3 percentagespand 3.2 percentage points
of GDP, respectively), where end-year growth tressda result of the strong
increase in exports of goods and services, in tefmi@wver growth in gross debt
and decline in repayment of debt. At the same timesmall positive change
(reduction of 0.2 percentage points of GDP) appegatbe indicator of interest
repayment / exports of goods and services. Liquiditicators of the state of
external indebtedness generally indicate a relgtifavorable position. The
coverage of short-term debt by residual maturityoreign exchange reserves is
very close to the required full coverage, althouglike last year this indicator in
2012 has seen a slight deterioration.
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Yet, clearly there appeared after 2008 a declinghef dynamics of the
Macedonian economy with simultaneous growth of jullebt, especially
domestic public debt. Of course, given the low ipiitdebtedness there was
sufficient space to increase the effective aggeeg@imand through financing
public investment by increasing public debt, whichrecession conditions can
be recommended measure. Moreover, since it waswasséhat the increase in
the structural primary deficit in terms of a negatioutput gap, it can be
estimated that the fiscal policy in 2012 was airaedounter and home support
demand. The increased demand for financing theit@fi unfavorable global
environment conditions and difficult access to fin&ional financial markets
have led to an increased presence of the stateeimldmestic capital market.
Thus, the total realization of the primary market §overnment securities in
2012 equaled 24.9% of GDP, a doubling compared prighrious year. In 2012,
the total debt of the central government incredse@1.8% compared to 2011
and reached 2.545 million Euros. Moreover, the esladrcentral government
debt to GDP rose to 33.8% from 27.8% in previows yAnnual growth in debt
was due to the growth the national debt (about%3.9vhile the external debt
recorded low annual change of 1.9%. Regarding tituetare of the debt, such
changes caused a significant increase in the s¥fad®mestic debt to GDP
(12.4% of compared to 6.8% in 2011) and a modénmease in the share of
external debt.

5. Conclusion

Our findings should not be interpreted as a sudgwmesthat debt
accumulation is not a relevant policy issue or thigh debt levels are not a
serious problem. First of all, stating that theseno evidence that debt has an
effect on economic growth is different from statitgt there is evidence that
debt has no effect on economic growth. Second.etlzee different ways
through which a large public debt may harm the eoon We suggest that a
fully solvent government with a high level of debay decide to put in place
restrictive fiscal policies to reduce the probaypilthat a sudden change in
investors’ sentiments would push the country towaxrdad equilibrium. These
policies, in turn, may reduce growth, especiallyiniplemented during a
recession. In this case, it would be true that debuces growth, but only
because highlevels of debt lead to contractionasljcies. While such an
interpretation would justify longterm policies aichat reducing debt levels, it
also implies that countries should not implemerstrietive policies in the
middle of a crisis.

In our view, future research on the links betweehlig debt and economic
growth should focus on cross-country heterogerasty on the mechanisms and
transmission channels through which public debt magder economic growth.
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Addressing the latter point would require a uniftadory aimed at explaining
under what conditions and through which mechanistebt may reduce
economic growth.

The relationship between debt and growth is charaetd by large cross
country heterogeneity and may also vary over tinthimcountries. The way in
which debt affects growth may depend on institwlomuality, on the
dimension of the public sector, on how and why dhetst been accumulated, and
on the structure and composition of the public debt

After average annual growth of just 2 percent inl®Gnd 2011, and
mirroring Eurozone developments, in the first ldlP012 SEE6 countries again
entered recessiohed by Serbia, which accounts for almost half oESESDP,
regional economic activity faltered in part becaokéhe severe winter but also
because of severely shrinking demand, both extamdidomestic. Interestingly,
over a longer period SEE6 countries seem on avéoagave run countercyclical
fiscal policies, but the surpluses were too smallptovide much room for
maneuver during a prolonged crisis. In Serbia, Allbaand, the public debt is too
high. BIH, Kosovo, and Macedonia all seem to bd wihin sustainable levels
of public debt. In several countries debt refinagci especially of short-term
issues - will contribute considerably to gross fficiag requirementsSo far,
SEEG6 countries have been able to roll over thet,deut whether they can
continue to do so depends on market confidenceeSmuntries also have large
amounts for long-term bonds due in late 2012 angt 2813.

We are finding that conservative fiscal, monetang dinancial policies
gave the Macedonian authorities policy space tdrooh spillovers from the
global crisis - balance of payments pressures eanlyin the crisis were
managed successfully, reserves were reinforced,l@ser fiscal policy has
supported weak domestic and external demand. Asuwdty Macedonia avoided
large declines in output and disruptive capitafflouts, and is well-positioned
to return to growth when the recovery in Europs get

Moderate economic growth of 2 percent in 2013 i athievable, but
subject to substantial downside risks. As the eseenvironment remains
difficult and as signs of recovery in the Macedoneconomy remain fragile,
policies should remain supportive in the near tgparticularly since there are
no exchange rate imbalances. In that respect, thep@cent of GDP cash
deficit target for the central government in 20kB3veell as current monetary
policy settings are appropriate.

As growth returns, Macedonia should aim to rebsibne fiscal space for
future countercyclical responses, by gradually kiwge debt levels. The debt
trajectory should take into account the fact tlade slebt levels depend on country
specific characteristics such as low and volagieenue ratios and low growth.
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Macedonia should continue to keep a proactive pdticcreate aggregate
demand through financing public investments during global crisis. It as
secondary indebted country still has possibilityrterease the public debt but
the very careful way. It means that it needs cafucturing of public debt to
creditors on the one hand, and public financingeg€lusively productive
investments manner with the short to medium ternitiphier effect on the
private sector of the Macedonian economy.
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PRIVREDNI RAST, RECESIJA I JAVNI DUG U
ZEMLJAMA ZAPADNOG BALKANA I MAKEDONIJI

Rezime: Na pocetku se javlja pitanje Sta nam ekonomska teorija govori o
vezi izmedu javnog duga i ekonomskog rasta. Medutim, uzrocnost je tesko
uspostaviti, i u nasem razmatranju empirijskih dokaza ne postoji rad koji
moze dokazati uzrocnu vezu javnog duga i privrednog rasta. U nekoliko
zemalja refinansiranje duga, posebno kratkorocno, doprinecée znacajno bruto
zahtevima finansiranja. Zadatak je da se identifikuju razlozi da
makedonska privreda ne pada za vreme globalnie krize, ali, jos je bitnija
uloga vlade i1 monetarnih vlasti u dizajniranju mera i podsticaja ekonomskog
rasta u stanju recesije kroz kreiranje efikasne agregatne traznje kroz
finansiranje investicija u javnom sektoru.

Kljucéne reci: javni dug, recesija, privredni rast
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1. Introduction - Public Private Partnership (PPP)

What is PPP? - During the 1970s and 1980s known as a period of
macroeconomic dislocation, there was a growing eon@bout the level of
public debt which grew rapidly. At the same timieistconcern triggered the
awareness on methods of public procurement (spgnhdised traditionally as
well as on necessity to reduce public spending evpioviding public goods
and services. Governments were eager to find asrnalive method of
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procurement, involving more and more private sepimtentials. In that way,
most of the projects implemented in partnershipvbet public and private
sector were negotiated individually, as one-offlsleand much of this activity
began in the early 1990s. The success of the apipr&aown later as “Public-
Private Partnerships” (PPP), spread from one cpuotanother with variations
linked mostly to the national legislation framewoalowever, in the EU there is
no common explicit legal framework that would regal PPP and also, there is
no single definition of PPP. According to the Greeaper on PPPs and
Community Law on Public Contracts and Concessiohs. ,the term (PPP)
refers to forms of cooperation between public arties and the world of
business which aim to ensure the funding, constmct renovation,
management or maintenance of an infrastructurehergrovision of a service “
(Green Paper on PPP and Concessions, 2004, p. 3).

PPP in Serbian Legislation Serbian legislation related to PPP is based on
two main pillars: the Law on Public-Private Parsiép and Concessions (2011)
and Law on Public Procurement (2012). The Law obliPdPrivate Partnership
and Concessions is stipulating the definition of PPRs “...long-term
cooperation between public and private partner vétim to provide financing,
construction, reconstruction, management or operatdf infrastructure and
other objects of public interest as well as delvef services of public interest
which may be contractual and institutiong|Official Gazette of the Republic
of Serbia, No. 88/2011). In both contractual anstiiational form of PPP,
before entering the process of private partnerctiefe (public tender), public
body is obliged to have a consent or positive @piron whether the project
proposal can be implemented through PPP conceptobrissued by the
Commission for PPP of the Republic of Serbia, tlnnPPP Task Force and
base of the national institutional framework foFPP

According to which procedures PPP is implemented?Serbian
Legislation distinguishes two ways of procedures RHP implementation,
depending on the types of PPP:

a) If the project comprises elements of concessitres procedure to be
implemented for the award of the public contradhis one defined by the Law
on Public Private Partnerships and Concessions.

b) If the project does not have elements of coneassthen the procedure
to be applied for the contract award is the onautied by the Law on Public
Procurement.

What is common to both of these procedures are rgerierms and
conditions that apply to contract award procediiat starts with a general
requirement that the following principles should bpplied to all public
procurements: equal treatment, non-discriminatidransparency. These
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principles are followed by the requirement for pabprocurement of an

appropriate type and value to be advertised ogardpmestic and international

arena. Eventually, fairness and openness of biddmtgria and criteria for

selecting and awarding projects, as well as dispgelution systems, are very

important standards that are defined and have taéein both procedures

described in the Law on Public-Private Partnershipd Concessions and Law

on Public Procurement. Both laws set the followprgcedures for contract

award:

* Open procedure

» Restricted procedure

* Qualification procedure

* Negotiated procedure with public announcement fabnsssion of
proposals

* Negotiated procedure without public announcememt dobmission of
proposals

» Competitive dialogue

» Concourse for design

» Procedure for public procurement of small value.

It is important to mention that these laws introgiimew technique in the
field of public procurement in the Republic of Sarb Competitive Dialogue
procedure. In other words, the Republic of Sembieoduced the CD procedure
through enacting the Law on Public-Private Partmprsand Concessions
(Official Gazette of Republic of Serbia, No. 88/2D&And elaborated in the Law
on Public Procurement (Official Gazette of Repubh&erbia, No. 124/12).

2. Competitive Dialogue as an Instrument of Implementation
of Public-Private Partnership (PPP)

3. About Competitive Dialogue (CD)

There were many findings that the “old” Directiv&srectives 92/50/EEC,
93/36/EEC and 93/37/EECdo not offer sufficient flexibility with certain
particularly complex projects due to the fact thhie use of negotiated
procedures with publication of a contract note iimited solely on the cases
exhaustively listed in those DirectivegExplanatory Note — Competitive
Dialogue — Classic Directive, EC Directorate Gehdndernal Market and
Services, p.1). In March 2004, the European Coniarisgublished Directive
2004/18/EC on the coordination of procedures fer dward of public works
contracts, public supply contracts and public gendgontracts (Public Service
Directive, hereinafter also: “Classic DirectiveThe term “Classic Directive” is
used extensively in order to differentiate Publiern&e Directive from the
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Directive 2004/17/EC of the European Parliament ahdhe Council of 31

March 2004 coordinating the procurement procedofesntities operating in
the water, energy, transport and postal service®rse(“Special Directive”).

Special Directive applies to public procurement tcaets concluded by a
contracting authority in the sectors in question $applies, services, works,
which are not exceptionally excluded by this Direzt However, in contrast to
the Classic Directive, this Directive does not ggplworks concessions.

Classic Directive beside other issues, introdudeel mew procurement
procedure — Competitive Dialogue procedure. In timag, it was foreseen that
it would largely replace the negotiated procedusxeept for “the most
exceptional projects(OGC/HMT Guidance on Competitive Dialogue, 2008,
pp. 3). The main goal of competitive dialogue prhae (hereinafter: CD
procedure) is to provide the procurement procedurtable for the complex
project for which established and common modaliGéprocurement are not
eligible. The target of CD procedure is, among ghthe realization of projects
involving public authorities and private partner time framework of public
private partnership concept.

Therefore, CD procedure is used for major compuaggworks, integrated
transport systems, complex framework agreementgaterFinance Initiative
and other forms of Public Private Partnerships. [Egeslation”...has therefore
set itself the objective of providing for a flexlgrocedure which provides not
only competition between economic operators bub dlse need for the
contracting authorities to discuss all aspects bE tcontract with each
candidate“(Classic Directive, 2004, Recital 31).

Since the introduction through Classic Directiv®) @rocess acquired the
legitimacy in the discourse of PPP procurement.dx@mple, in France at the
moment 88 projects are in the phase of CD procedurln the Netherlands
during the period from 2006 to 2012, the competditilialogue was applied 27
times, while CD procedure was applied for theoturement of most Danish
PPP projects to datgPPP in Transport, 2013, p. 47). Competitive Dgale is
also elaborated as the tool for procurement of BRIect on the universal
level, not only in the EU.

According to the study on the procurement procesiuneed in PPP
procurement across Europe with a particular foausC® conducted by the
European PPP Expertise Centre, 24 EPEC membergap& were asked to fill
in the questionnaire on PPP procurement practicaddir jurisdictions. The
outcome of the questionnaire is: 17 responses reesved as answer to Part |
of the questionnaire (General Procurement issua$)12 responses to Part Il
(Competitive Dialogue). The outcome received ineltmost of the countries
in Europe that have significant experience in tise of CD (A review of the
public sector’s practices across the EU, 2010,)pp.4
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Table 1 How Frequently CD Appear to be in Use to Ricure PPPs in EU Countries?

Level of frequency

(measured by number of dealg) Respondents (percentage

60% of the respondents

1. Frequently report using CD frequently

2. At least occasionally 12%
3. Never use CD 28%

Source:EPEC/European Investment Bank

As the results of the study show, all of the precwent procedures provided
for in the Procurement Directive appear to be ia ts procure PPPs. Most
frequently used procedure is the CD procedureresepted in the Table 1.

3.1. Terms and Conditions to Use CD

In order to benefit from potentials of the use loé €D procedure in PPP
implementation, the projects have to meet certpreconditions”, otherwise,
the use of the CD will not be appropriate and tkhideal cost of the CD
procedure (compared to other procedures) will mojustified by the potential
outcome improvements. Regarding the circumstanodsruwhich the CD can
be used, commonly present are the following:

* When open or restricted procedure do not allow dwdithe contract, due
to the extraordinary complexity of the project.

» Technical complexity of the project. CD is partey useful for complex
facilities or buildings where functional design technology is critical to
the success of a project but where many meansaleethe goals are
available, e.g. prisons, hospitals.

* Financial and legal complexity

* Additional requirements. In Serbian legislation,ngent of the Public
Procurement State Office is necessary.

The purpose of introducing the Competitive Dialogsidbased on Classic
Directive recitals and stems from the need thelflexprocedure to be provided
suitable to secure the competition between prieatsnomic actors, on the one
side, and enabling at the same time the contraetinigority to discuss the all
relevant aspects of the project with every bidder.

The CD procedure applies by particularly complertacts, as defined in
the Classic Directive, Art. 29 8§ 1. Although the QGidocedure is by the
European Commission seen as the ideal method #optbcurement of PPP
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project and therefore enjoys impetus of politicatune, the Classic Directive
provides only the general direction for the natldegislators.

The first direction is contained in Art. 1 § 11,iRoc) of the Classic
Directive prescribing that a public contract is sidered to be ‘particularly
complex’” where the contracting authorities: are olojectively able to define
the technical means or capable of satisfying theéds or objectives, and/or are
not objectively able to specify the legal and/oaficial make-up of a project.

In order to define if contracting authority is la&ng the capacity to realize
the PPP project without participation of privataties, it is crucial to know
what level of knowledge would be necessary fortthied party in the similar
situation. The incapacity is objective if, for exaes PPP for which
procurement the CD procedure is initiated is (aliively): the first of the kind;
causing unreasonable costs for the contractingodtyh depending on the
specific knowledge which could not be acquired lmntcacting authority
without time and cost beyond reasonable considersti

The contracting authority is not obliged to obtaountless expert opinion
on whether the PPP objectives can be describedtisutfy clearly from a
technical perspective. The discretion on the sifleamtracting authority is
borderless: contracting authority should take atessary steps (judged in
accordance with “best effort” criteria), to obtaihe necessary knowledge
before the start of procurement, not only durirgténder procedure.

Second direction is contained in recital 31 of W@assical Directive
Preamble. It is prescribed that "particularly compkontract” exists when it
comes to important integrated transport infrastmectprojects, large computer
networks or projects involving complex and struetlfinancing. For those three
types of projects there is rebuttable presumptibat tthose projects are
“particularly complex” in the sense of par. 2. AP9O. of Classical Directive.
Consequentially, the PPP projects intended to bsildools, sport venues or
similar objects are not presumably “particularlymaex contracts” in the sense
in which the projects which object is listed in thecital 31of the Classic
Directive Preamble are. Therefore, for the PPPeptsjplaced outside definition
of the abovementioned recital to be procured usireg CD procedure, it is
necessary to prove the “complexity” feature (onlihsis of the circumstances of
the concrete case at stake and comparison witirthiar projects).

3.2. Relationship with Other Types of Procurement Procedure

EU legislation provides for four procurement prasex$: open, restricted,
negotiated and competitive dialogue. It should b&d that these procedures
are not defined particularly for PPP: they applyliogoods, works or services
contracts. Various factors lead contracting autiion the decision making
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process of the preferred procurement procedure. dien and restricted
procedures are used for simple projects; for theenmomplex projects - the
more flexible competitive dialogue or negotiatedgadure will be used. The
presumably applicable procurement modalities argménClassic Directive the
open and restricted procedure, while negotiatedcquhore and the CD
procedure are conducted under defined conditiohss Tange of choices is
related also to the issue of the so-called ,trafffe-between the risk of
transparency loss and flexibility, as shown belovllustration 1:

lllustration 1 “Trade-off” between the Risk of Tran sparency Loss and Flexibility
in Procurement Procedures

Risk of loss of
transparency

ﬁ\legotiateﬁ
Procedy

Competitive
s Dialogue
ﬁestricted _
= ProW
<Open 5

Procedure /

Flexibility
Source:EPEC/European Investment Bank

Beside the issue of trade-off between the riskrahdparency loss and
flexibility in general, particularly meaningful tee relationship between the CD
and other procedures. Namely, in terms of PPP im@tgation the important
issue is to find the hierarchy of implementatiommzen the CD procedure and
negotiated procedure. Both created to be the twopfocurement of complex,
time-consuming, financially demanding projects véitpnificant engagement of
public interest, the abovementioned procedure rdiffie their course. Namely,
the negotiated procedure allocates the responmbilifor and cost of
determination of essential elements of PPP prgjespposal (elements relevant
for the considerations and judging the quality anidability of the proposal) on
the contracting authority. By competitive dialoguewever, the costs and
responsibilities are allocated on private actorsigipating at the procedure.

The Classic Directive gives the hierarchical adzgetto the competitive
dialogue in relation to the negotiated proceduwelser, in the implementation
procedure there are the examples (Germany) thanahtauthorities did not
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accepted the supremacy of competitive dialogue negotiated procedure. The
justification for the departure of the solution @gefined in Classic directive is
found in the wording of art. 29 of the Directivelrf the case of particularly
complex contracts, Member States may provide thhérev contracting
authorities consider that the use of the open atrieted procedure will not
allow the award of the contract, the latter may malse of the competitive
dialogue in accordance with this ArticleThere is no breach of the Classic
Directive since the Article 29 introduces CompeétDialogue with the words
“may provide”. Hence the introduction of CD is radtligatory, but facultative.
To secure and presengdfet utile of the Classic Directive, it is enough to
provide the possibility of competitive dialogue,trio insist on its priority in
application over the negotiated procedure.

So, the hierarchy between competitive dialoguersegbtiated procedure is
not the part of the requirement. In particular wnstances the CD procedure
may have not been the part of the national legattuments if the state finds
negotiated procedure efficient and purposeful far tomplex, long term and
financially demanding projects such PPP.

4. The Analysis of the Course of the CD Procedure

According to the Classic Directive, the competitdralogue begins with the
publication of a notice in the EU Official Journdlotice is the form for
definition of ideas and requirements of contractengthority regarding the
project which is the object of the procurementcdse that more elaborated data
about project are available, it is possible for tcacting authority to attach
additional description of the projects featurese Tecommendation is to be
cautious regarding the requirements directed towatdntial bidders: namely,
changing of once given procurement criteria is magible. Consequently, it is
also important to stress, the public body as araotihg authority is to the end
bound to the (robust) award criteria set at tharmgg of CD in the notice, in
terms of content and ponderation. But, at that (p(ero point in terms of
knowledge) contracting authority is not objectivety the position to know
which technical, legal or financial solution fas PPP could be suitable.

Just like in the negotiation process, there is alpoe-qualification phase of
the competitive dialogue, during which contractiagthority selects first
favorite among the unlimited number of applicartsthis phase, also has the
function of aptitude/eligibility test. The partieul significance of the
competitive dialogue, in contrast to the negotiatiwocess, however, is that the
goal of the dialogue is not only to identify thosempanies that promise a
flawless performance, but also the bidders ablprésent the contract content
and technological variations already in the prefany stages of dialogue. The
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filter is based on the criteria set out in the emticriteria that have to be
meticulously demonstrated by all applicants. Thetiawting authority is free to
structure the dialogue. He can provide, for exampihat the dialogue is
conducted and completed in successive stages ar twdsuccessively reduce
the number of solutions to be discussed duringlialegue stage.

A dialogue leads further in order to help the cacting authority and
dialogue participants to negotiate about contend aonditions for task
realization until is clear: how to achieve the veidlperformance; on what terms
the dialogue partners should provide the mutuabast allocation of duties and
responsibilities. The dialogue is a dynamic prodessvhich the contracting
authority has to ensure the disclosure of projpet#ic information, but at the
same time the information lie behind the partic@pproaches of the dialogue
partners must be treated confidentially. Dialoghage ends with one or more
solutions eligible to achieve the object of PPPe @lalogue phase can also end
with the finding that no suitable solution was itiéed.

The companies that have completed successfullydiegue phase are
invited to make the offer. The approaches and wwisitreached during the
dialogue are the basis for the bid. The offer shkalhtain all the details
necessary for implementation of the project. Thatramting authority may
require clarifications and additional informatiom lbe include in the bid. The
risk of incompleteness is burden by the bidder. Km®w-how already
rudimentary disclosed during the dialogue phaset imeigully disclosed in the
bid, insofar the content of the task this requires.

Contracting authority has to assess the bids wighieasonable time. The
bid(s) should be made in writing and in accordawith the provisions laid
down in the contract notice. The “preferred-bidderin position that even after
it is characterized as the “chosen one” to exptaitain details of the offer or to
confirm the taken commitments. The award made tcemtc analiud or
“something-else-solution” which is not based on theults of the dialogue
phase is excluded. The bid phase of the competitisbgue ends with the
decision of the contracting authority to determihe suitable offer. Before a
contract is concluded the 14-day waiting (stands#licatel clause”) period
must be complied with, in order competitors to hi®imed shortly before the
end of the tender which company is awarded theraont&and what is the
justification of such award.

5. Legal and Economic Aspects of Strengths and Challenges
of the Competitive Dialogue

From a public body (contracting authority) perspegt a number of
positive aspects of CD are the motivation to lauhchAccording to the results
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of the study conducted by the EPEC/EIB, the follmyvpositive aspects of the
competitive dialogue procedure are reported by d¢beantries that use it
relatively frequently compared to alternative pracnent procedures (European
PPP Expertise Centgy, 5):

 Improved communication between the contracting aitth and the
bidders. This leads to result in final solutionatthetter fit the needs of the
contracting authority.

» Enhanced competitive tension

» Better priced discipline

» Fostering and bringing innovations

» CD implementation in general does not expose thé&racting authority to
greater risk of legal challenges than alternatraEprement procedure.

In comparison with other available procurement pdare, the CD
procedure offers to the contracting authority tighést level of flexibility in
finding the best solution for the proposed PPP. ddwiracting authority is in
the course of the competitive dialogue completede fto make the allocation
duties using the criteria of the particular knovgedf private bidders (actors).
The need for coordination (including the developtneh extensive contract
structures), which by other procurement methodse@y lays by the contracting
authority: the coordination has to be providedduwance and in the preliminary
phases of the procurement. The need for coordmgtie well the cost of its
conducting) is reduced significantly in the CD mdare since it is also
partially handled by the private bidder. Thus, toenpetitive dialogue allows
the government to behave in PPP almost like a fgriparson, who wants to
meet a specific need using the market and inquibywgarious providers for
potential solutions.

However, the procedure provided in this dialoguasghleads to a tension
between the public interest emanated in the dertfamdest possible solution
(from the public point of view) to be achieved, ible one side, and the interest
of the CD participant to secure confidential treatinof their technological and
managerial know-how on the other side. Of coutse,contracting authority is
obliged to confidentiality when it comes to conagbt technical and pricing
solution proposals by individual dialogue partnérkerefore, the contracting
authority has to be careful not to interfere witle trypto-competition among
bidders providing them with the information abohe tsolution proposed by
other competitors.

The knowledge of contracting authority during tlmnpetitive dialogue is
much lower than in the negotiation process. In phenise lies the importance
of CD procedure: it enables contracting author@ycontinuously improve its
knowledge of a possible solution by exchangingdbesideration with several
partners in dialogue about the legal, technicalfarahcial structure of PPP.
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The contracting authority uses the knowledge gafrad a dialogue in the
ensuing dialogue, thus gaining the necessary ddtdhowledge about the
object of procurement. In this procedure a know-hoansfer takes place,
inevitably taking into consideration the structuamd conditions on the
application of competitive dialogue. Namely, by ti@D procedure it is
impossible for the contracting authority at theibamg of the procurement to
determine sufficiently specific the content of Pp#formance. Therefore,
contracting authority rather must rely on the krexnge of the bidder to
determine sufficiently and concretely the contdrPBP-performance.

The abovementioned conditions for the use of CBesuthe following: the
preparation of offer and the whole procedure is imomre expensive for the
bidder than in the negotiated procedure. Namedyctintracting authority is not
(and should not be) able to create a full and esthaa data sheet about the
project performance and features. Rather it isideler the one who must
conceptualize all particularities necessary forithgplementation of the project
in the competitive bid. What is by the other prasuent result of external
consultant’s involvement or the task for the maeiti in-house professionals, in
CD option is on the burden of private actor. Theref its cost rises. This may
imply that SMEs are often not in the position tetiggpate in a PPP tender. The
reversal of cost characteristics for the CD procedoward the private party (in
comparison with the other types of procedure) iaseeand emphasize the
tendency of restricted circle of companies eligifidoe part of PPP - the large
ones.

To conclude with, the Competitive Dialogue raishe gjuestion of how
different offer content should be properly assestmdexample, if A and B are
equally acceptable solution for the realizatiorttef same PPP. The variety of
offers makes their evaluation even more difficultlancreases the risk of legal
challenges in the competitive dialogue. No othescprement procedure is
therefore more predestined to incline toward judieind administrative review
proceedings. The taxes and attorney's fees for swehification procedure that
must be carried by either the public or the privsitke, increase the risks and
transaction costs of the PPP.

6. Main Considerations — Potentials for CD Implementation
in the Republic of Serbia

All procurement procedures provided for in the $éafion should be used to
procure PPP projects in Serbia, as it is the gradah other countries. Which
procedure will be used, depends mostly on the cexityl of the project and
other factors.
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From abidder perspective, the motivation to participateaiPPP project is
usually defined by his/her expectations regardivgexperience and the extent
of preparedness of the public body as a contradumhority, the perceived
project certainty and bid cost estimates rathem tlhy the procurement
procedure chosen. But, from a public body (conimgcauthority) perspective, a
number of positive aspects of CD are the motivatmhaunch this procedure
and not alternative ones. CD allows:

» Improved communication between the contracting@itthand the
bidders.

» Final solutions that better fit the needs of thetraxcting authority

» Enhanced competitive tension

» Better priced discipline

» Fostering and bringing innovations

» CD implementation in general does not expose théracting authority to
greater risk of legal challenges than alternatiaeprement procedure.

However, CD should not be taken as a “one fits alption for PPP
implementation. Furthermore, there are some cosaagarding the use of CD
and the main area) CD is perceived as a complex procedure, with atiega
impact on procurement cost and time, and b) CDasgved as lacking
flexibility and/or clarity and having insufficierdapacity to adjust to changed
circumstances.

For these reasons, the public sector in the ReputfliSerbia should be
encouraged to take a case by case approach onewl@&this likely to deliver
the best results and to be objective in decisiokingaprocess. Although the
PPP implementation through the CD procedure hamugarchallenges, it is
crucial to keep strengthening the public sectorramess and knowledge of the
CD procedure and its potential and advantagesdditian, it is very important
to support capacity and ability of the public secarticularly at the level of
the local self-governments to deal with CD as aeftgvin terms of
gualifications, training and staff resources.
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KONKURENTSKI DIJALOG KAO INSTRUMENT PRIMENE
JAVNO-PRIVATNOG PARTNERSTVA U REPUBLICI SRBIJI

Apstrakt: Konkurentski dijalog (competitive dialogue - "CD") kao nacin
nabavke u javno-privatnom partnerstvu (public-private partnership - "PPP")
je znacajan metod za izbor privatnog partnera u slucajevima kada javni
sektor zna ciljeve koje Zeli da postigne projektom, ali ne raspolaze znanjima o
nacinima i metodima koji se moraju primeniti za dostizanje istih. I PPPi CD
kao jedan od nacina za njihovo sprovodenje predstavljaju novitete u
Republici Srbiji. Zato, ovaj rad analizira zakonski i institucionalni okvir za
PPPs, kao i procedure za njihovo sprovodenje, posebno naglasavajuéi
proceduru CD. Cilj istrazivanja je da pruzi doprinos javnom sektoru i da ga
ohrabri da primenjuje CD kao kompleksan ali vrlo koristan koncept, narocito
u zemljama u tranziciji, analizirajuéi vazne pravne i ekonomske aspekte kao
glavne pokretace i prednosti CD.

Kljucéne reci: Javno-privatno partnerstvo, konkurentski dijalog, javni
sektor.



%,

0,

* Ejc,

@ EKONOMSKE TEME (2013) 51(4): 743-758

http://www.eknfak.ni.ac.rs/src/Ekonomske-teme.php

AN ANALYSIS OF NATIONAL COMPETITIVENESS
THROUGH THE PRISM OF FOREIGN DIRECT INVESTMENT

Marija Petrovi¢ Randelovié
University of Nis, Faculty of Economics, Serbia
DK marija.petrovic@eknfak.ni.ac.rs

Snezana Radukié
University of Nis, Faculty of Economics, Serbia
X snezana.radukic@eknfak.ni.ac.rs

UDC Abstract: The importance of foreign direct investment in the
339.727.22 process of economic development of the host country does not end
Original with the transfer of capital as a necessary component for the
scientific growth, but also in the transfer of intangible resources of
paper development. Transfer of capital through foreign direct

investment has a direct impact on increasing national
competitiveness, since its engagement in fixed investment raises
the level of employment, increasing production, exports, but the
transfer of intangible resources package achieves an indirect
impact on improving the competitive performances. The link
between foreign direct investment and national competitiveness is
causal: foreign direct investment in the host country may
potentially contribute to increasing national competitiveness, and
vice versa, higher rankings of national competitiveness can be
stimulating effect in attracting greater foreign direct investment
flows. This paper will explain the relationship between these two
variables, with special attention to their cause-and-effect
relationship in the Republic of Serbia.

Received:

18.10.2013.

Accepted: Keywords: national competitiveness, foreign direct investment,
26.12.2013. exports, market efficiency, Republic of Serbia.

1. Introduction

Problems in the field of economic development aindifig the ways to
solve them have been a constant preoccupationosfoeaic policy makers of
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are financed by the Ministry of Education and Sce=of the Republic of Serbia.
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each country. This issue has been further complichy the fact that there are
many factors that act on this phenomenon with wfie intensity and,
therefore, there is possibility to its observaticom different angles.

In contemporary global environment, for many coestivhere the shortage
of capital acts as a significant development bgrii@reign direct investment
occurs very often as the only possible saving smiutlt is well proven in
practice that foreign direct investment is the dwant mode of movement of
international private capital flows, which offersultiple opportunities to
accelerate the pace of economic growth and ratkiedevel of development of
the host country.

However, regarding the effects of foreign directeistment on the host
country economy, it is noticeable that the attitidé researchers on this issue
vary greatly. Analysis of the literature also dewstoates that just the biggest
controversy in discussions about the activitiesnaftinational corporations, as
the institutional drivers of foreign direct invegmn, relates to the determination
of the effects of their cross-border investmenivégs in the host country. The
opinions of the researchers can range from venyjtipesthose who treat
foreign direct investment as a determinant of eowno growth and
development, to extremely negative, those who expibe suspicion and
mistrust of the positive effects of cross-bordervestment activities of
multinational corporations in the host country. tBe other hand, the fact that
foreign direct investment accompanied by both pasiind negative effects on
the economy of the host country indicates thatetheffects occur in reality at
the same time, not isolated and independent of ether, makes it necessary to
find a way to maximize effectuate positive and miize the negative effects.

It is general known that for the developing cowegriand countries in
transition foreign direct investment is not a pa@ador all development
problems, but only a necessary evil, necessaryistéye development path and
catch up with the developed countries. The rati@@feloping countries and
countries in transition to the role of foreign dirénvestment in the process of
economic development has changed over time, edlpeafter the eighties of
the 20th century. Among the key factors that haaesed a change in their
behaviour are:

« Anincrease in the quantum of private capital ie kdst decade of the 20th
century. Foreign private capital during the ninetef the 20th century
became the dominant source of capital for many Idpireg countries.
Private capital flows during the eighties of thel20entury accounted for
only one-third of the total capital flows to dewvgilag countries. According
to the World Bank, they now make up over 80% oftthtal capital that is
being directed to developing countries. Motivated the capabilities to
create high profit, private capital flows will camie their further
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expansion, owing to the continuous process of thabadjzation of
production, trade liberalization and financial oation (Jovanovi
Radukt, Petrové-Randelobvic 2011, 102).

« In the last decade of the 20th century particuldendion is attracted
towards the expansion of multinational corporatiomgerms of number,
size, as well as in terms of their impact on thabgl economy.

* Emphasized development character of foreign dineegestments in the
condition of declining of public international ctgdiflows or foreign aid.

Foreign direct investment in developing countriad aountries in transition
are considered as the most effective tool for airey productivity, employment
and international competitiveness and a mechansmafsing the standard of
living and reaching a dynamic economic growth. Hesve as stated above,
foreign direct investment does not represent adpea” for all developmental
problems nor large quantum of foreign direct inwesit in itself means a greater
contribution to the achievement of positive deveieptal high score.

It is believed that foreign direct investment iaf the key development
factors, since the benefits that host country assiedoes not approves
automatically. It can contribute to achieving |degm sustainable growth and
development of the host country only under the dardof existence of right
policy framework and investment climate that cdnites to the achievement of
the profit interests of foreign investors and ighe interest of development of
the host country. The contribution of foreign direovestments to the
realization of the objectives of economic growthd atevelopment, therefore,
depends on their effective use, which are not oeflected in maximizing the
benefits, yet in minimizing the costs which it geate in the host country.

According to the established goal the paper iscgirad as follows. After
introduction the attention will be routed towartie xplanation of the balance
of payments effects of foreign direct investmendrtker, the paper examines
the problems that arised from the repatriationprofits will be discussed. In
the third part, the paper establishes the reldtipnbetween foreign direct
investment and national competitiveness. Spectehton will be paid to the
direct and indirect effects of FDI that affect ##iciency of markets, exports,
GDP, and therefore the level of national competitess of the Republic of
Serbia. In the conclusion brief review of the mamarks will be given.

2. The Balance of Payments Effects of Foreign Direct Investment

As an integral element of international privateitddlows, foreign direct
investment leaves certain consequences that atieccéinrough the balance of
payments of the host country. Since almost alldtharacteristics of a country
reflect through the balance of payments in ordentwe clearly understand the
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impact of foreign direct investment on national patitiveness it is imposed as
needs an assessment of the relationship betweeigriodirect investment and
the balance of payments of the host country.

The basic premise of international finance is ttagital flows move from
developed countries, that are abound in capitafjeleeloping countries, that
lack in capital. In principle, the flow of capitetbm rich to poor countries is in
the interest of the investor country and the hamintry of foreign direct
investment. Benefits for the host country are oéfld in the increase of capital
accumulation as a source of funding for investmenphysical and social
infrastructure, thus creating conditions for ingiag their productivity in the
future. Benefits for the investor reflected in ashing higher returns on equity,
given that the rate of return on invested capgaklatively higher in countries
lacking capital.

The inflow of foreign capital in developing coumsi and countries in
transition is a supplement to domestic savings¢hviticreases the possibility to
finance investments in the national economy. Ineotwords, the inflow of
foreign capital creates the conditions that thentguconsumes more than it
produces and invests more of their own accumulation

Based on the current account balance, as constiiltpart of the balance
of payments of a country, it can be estimated t@atcountry spends more than
it earns. So, by the deficit in foreign trade, sioval economy is increasing its
development potential and beyond accumulation siemrirom the social
product and national income. If the deficit in figretrade exclusively treated as
a supplement to domestic accumulation, then wesagrthat it happens only in
order to support and accelerate economic growthdamdlopment.

The deficit can be financed by direct investmentspecific investment
projects, by foreign aid and borrowing of fundsotligh the global capital
market or from international financial institution®eficit financing by using
foreign capital has profound economic sense ifftineign economic resources
use effectively. In fact, they need to acceleratenemic growth and to
encourage structural transformation of the econoRuy. these reasons, it is
considered that any involvement of foreign saviggconomically justified
only if the using of foreign funds gives rise tooromic growth, apropos
increase national income, in aggregate and pertacapims, and thus the
accumulation of their own income make the singuddiance of development.
“In this context, it should not conclude that aidfattory rate of economic
growth achievement simultaneously means hiring tenghination of all forms
of foreign savings. On the contrary, high rategainomic growth imply a high
level of transfer of foreign capital, and vice \&rxpressed the dynamics of
flow of domestic savings to foreign” (Cvetanév00, 140).
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On the other hand, encouraging the structural fisamstions by using
foreign accumulation represents imperative to tfigient integration of an
economy (an economy that is in the process of deweént) in the
contemporary world economy. If the deficit in fageitrade is financed through
foreign loans, it is of essential importance toansuch manner obtained
additional accumulation from abroad strengthen experformance of the
country, whereas the export can provide foreignresway for the regular
servicing of foreign debt.

If we are guided by the premise that in the contenaiy conditions foreign
direct investment is main lever for acceleratingoremnic development of
developing countries and countries in transitignisiof great importance to
understand the role of foreign direct investmentsalving the balance of
payments problems of these economies.

Transfer of capital in tangible and intangible ferthrough foreign direct
investment achieved great development effects enhibst country. Direct
investment in the establishment of an affiliate ish@r majorly owned by
multinational corporations through foreign direatveéstment creates the
conditions for an increase in the employment ratthe host country, through
the creation of new businesses and new jobs. Intiewdif foreign direct
investment is accompanied by technology transfeeret is an increase in
productivity in the host country and increase impetitiveness, which directly
affects the increase in the rate of economic growtthe host country. The
growth rate of gross national prodysmer capitameans simultaneously and
increasing possibility of saving (accumulation)datonsequently, increasing
investment opportunities in the host country andhir increase the rate of
economic growth. This sequence of events mightcatteat after a period of
time an economy from a state of high debt and ahpibport, move to a
country with great potential for the export of dapi

“Charles Kindleberger argues that the evolutionggth of economic
development is characterized by four phases. Infitlig the young debtor
phase, country borrows abroad in order to startinkiestment cycle. In the
phase of the mature debtor, used debts must bmeefuso the country with the
increase in the national product crosses to exygodkecapital (young creditor).
Finally, in the collection of loans, economy becsmmeature creditor, thus
completing the movement sinusoidally cycle with thational product at a
much higher level” (Todoroi1998, 32).

Each stage of the development process is charzadebly a certain change
in the balance of payments situation. At the vergibning of the development
process, in order to bridge the differences thastebetween the investment
opportunities and the size of their own accumutgtemuntry that borrows has a
deficit in the current account, and surplus in tapital part of balance of
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payments. In the mature stage of the debtor, whemting income and

accumulating excess demand for investment, thetgouweturns debt and the
situation in the balance of payments deficit israbgerized by surplus in current
account and deficit of the capital part of balanE@ayments. At the stage of a
young creditor, when a country exports capital, &kgracteristic of the balance
of payments is surplus in the current account aefetitd of the capital part of

balance of payments, and vice versa in the matage ®f the creditor.

Therefore, it could be concluded that the inflowfofeign capital in the
form of direct investment can contribute to solvithg balance of payments
disturbances in the short term. However, a big leratarises when performing
the repatriation of profits from foreign affiliatés the home country, whereas
repatriation conduces to the outflow of domestipiteh accumulation that is
part of the national income, with all of its negatirepercussions for the host
country.

3. Repatriation of Profit as the Ultimate Goal of Direct Investment
Abroad - Issues and Problems

FDI possesses huge potential impact on growth padioce and can make
a major contribution to the improvement of the bata of payments situation
and improvement of the competitiveness of the bosentry. However, the fact
is that for multinational corporations, as carriefsforeign direct investment,
repatriation of profit is the ultimate goal of tagi direct investments abroad.
The degree to which repatriation of profits is paried determines the size of
the output of financial flows from the host countishis problem particularly
came to the expression in the early seventieseo2€@th century, when most of
the developing countries adhered to a solid exalhaogtrol measures.

In the development interest of the host countrfoofign direct investment
is to retain foreign capital as long as possiblthacountry, and that the profits
that affiliates of multinational corporations ackeereinvested in the host
country. It is not rarely, as practice confirmsattivith the measures of direct
state regulation or law prescribing of various niegbns or even a ban on
repatriation of profits and imposing obligationsnkesting profits in the host
country generate counter-developmental effecthierbst country.

In order to keep foreign capital as much longer wridvestment of profits
realized by affiliates of multinational corporatgnthe underdeveloped
countries should consciously act to create moreuesble conditions for
attracting foreign direct investment (primarily thereation of a stable
macroeconomic environment and minimize politicak)iin order to create
conditions for achieving primary motive investmefitigher profits) and
stimulate the process of reinvesting profits. Timement points to a strong
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positive correlation between the first two pillafscompetitiveness (institutions
and macroeconomic environment) and foreign direstestment. In fact,
institutional development and macroeconomic stigbilare the basic
prerequisites for larger inflows of quality foreigirect investment flows in the
potential host country. “Globally, we can say that history of international
finance is mainly the result of reinvestment. Thisra relatively small portion
of fresh capital, which is included in the intetioatl financial flows”
(Todorovic 1998, 65).

From a time perspective, the balance of paymentsllys registers
transactions at the time of transfer of ownerslifhe goods or financial claims
between residents of a country and permanent msidef other countries.
However, according to the fifth edition of the Bata of Payments Manual
(IMF, 1993), there are cases where there is nogehai ownership, or an
exchange of currency between residents of a coanttypermanent residents of
other countries. However, transactions are recegniand recorded in the
balance of payments. Reinvested profits of afélatin foreign ownership
represent a typical example of the registratiotrarfisactions in the balance of
payments. The returns on investment, whether diged as dividends paid to
the parent company or reinvested in the foreigitiat# into the host country,
are included in the balance of payments as a tédgon of the current account.
“It might seem paradoxical, but the countries tieateive more foreign direct
investment inflows, that reject the profits reineekin the local economy, will
be faced with a large deficit in the current acepamd besides through the
reinvestment of profits are hiring local inputs lsuas land, infrastructure
without additional funding to foreign capital” (Bta, Tom3ik 2003, 3).

Among the key factors that determine the degredanfiience of the
reinvested profits on the size of foreign tradediksf of the host country include
the following:

(1) The factors which are quantitative in theirunat The higher inflows of
foreign direct investment relative to the size loé hational economy and the
greater profitability of foreign companies, thegar the volume of financial
assets can be reinvested in the affiliate in thet bountry.

(2) The factors related to, rightly we can say,itiséitutional characteristics of
the investment country and the host country th&groéne the allocation of the
total profits of affiliation into the dividends thare transferred to the parent
company, and to assets dedicated for reinvestmreribdal affiliation. The
following factors have an impact on making a decision the allocation of profit:
the expected level of risk in the host country,tthetreatment of dividends in the
home country of investors and in the host coumogsibility of withdrawing the
investor funds from affiliates through transfercprg, as well as the attractiveness
of alternative ways of financing investment neddaffiliations.
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(3) The groups of factors associated with the fingrife cycle of foreign
direct investment in the host country, which deiaegs the size of profit, as
well as its distribution on dividends and reinvegpeofits.

“At the outset, the MNC makes an investment in fhieign country to
found an affiliate. At first, the affiliate will agrate at a loss. In the case of an
acquisition, this period may be short if the acedifirm is, or can be easily
reorganized to become, profitable. In the casegrkanfield investment, during
the time taken to acquire a site, build and equipr@duction facility, train
workers and begin production, the interest on #y@tal invested may result in
sizable and longer lasting start-up losses. Thushé first stage, the affiliate
operates at a loss and pays no dividends” (BragiaSik 2003, 5).

In the second stage, the foreign affiliate stattedchieve the profits, due to
the impelling the production or enhancing the cotitipe performances by
reason of making some internal organizational wesiring or using the
competitive advantages of the parent firm. “Howeer the affiliate becomes
more successful on the market, it is likely to haignificant needs for
additional investment, both for working capitalvasll for increased plant and
equipment. Thus, at first, all profits may be raisted to meet these needs. As
time passes and profits continue to grow, the pden may begin to require
that the affiliate remits some of the profits ire tftorm of dividends, although
the monetary value of reinvested profits may camito increase. The length of
the second stage will in part depend on the sizb@idomestic market, which
will determine for how long the affiliate can camie to expand its capacity, on
the availability of export markets to the affiliadmd on the attractiveness of
alternative ways of financing the affiliate's expi@m. In third stage, the
affiliate has reached a “mature” stage where itsketsshare and profit margins
in the host country have stabilized. At this pothg parent firm will choose to
repatriate a larger share of the profits in thenfaf dividends so that these
funds can be used to finance investment opporasthat offer more dynamic
prospects elsewhere, and reinvested earnings edlin both as a share of
profits and absolutely” (Brada, TomSik 2003, 5).

It is noteworthy that reinvestment of profits invdped and underdeveloped
countries and countries in transition follows tineet path similar to that described
in advance, although the length of time whichketato accomplish the transition
from one to another stage of the financial cyctethe tendency to reinvestment
of profits in each session varies from countrydardry.

Foreign direct investment as a complex investmank@age has a number of
advantages in relation to other forms of intermstlomovement of private
capital that directly justifies the efforts of déyging countries and countries in
transition for the prolonged retention of foreigiredt investment into the
framework of their economic systems. One of theemtial benefits of foreign
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direct investment relates on the providing the ojymities for the host country to
engage in a global network of production and sasesell as facilitating access to
foreign markets. Moreover, the development of coafpmn between local
companies and foreign affiliations, either in tbeni of vertical relations forward
or backward, can contribute to increase the exponzrove the competitiveness
and consequently, to improve the situation in taeld part of the balance of
payments. Besides, the potential positive effetthabalance of payments may
occur due to import substitution (hiring of foreigapital in fixed investment) and
subsequent export expansion of part of the progluétom start-ups.

However, if the profits are reinvested there wilit roccur the positive
balance of payments effects. Having in mind that thterests of foreign
investors do not coincide with the interests of ltlost country, repatriation of
profits, which occurs later, after the inflow ofréign direct investments, may
contribute to the outflow of the part of the crehgecumulation, thus reducing
the accumulative capacity of the host country drel dbility to finance new
investments, creating new jobs, increasing employnaed productivity, and
improve the competitiveness of the national econofhyjs directly indicates
that measures of state regulation in the host cpwhibuld act towards creating
a persuasive investment environment in order tovest the realized profits,
and host country enjoyed the full benefit from ginesence of foreign investors.

4. Establish the Relationship between Foreign Direct Investment
and National Competitiveness

From the point of view of GCI, establishing linketlwveen foreign direct
investment and national competitiveness is notaamy ¢ask. The complexity of
this problem is caused by the character of thiexndt is a comprehensive
index that takes into account the microeconomicraadroeconomic aspects of
national competitiveness.

By subtle analysis, we may find that foreign dinestestments interact with
all 12 pillars of competitiveness, both in termsté ability to attract these
investments, and in terms of the effects that thmgestments generate. In fact,
technological equipment, openness and market sizer @s direct beneficiaries
of the benefits from the presence of foreign dineeestment, infrastructure,
higher education and training, market efficienegdur market efficiency goods
and services generate indirect benefits, whereas dre a precondition for the
inflow of foreign direct investment, while institobs and macroeconomic
stability are aconditio sine qua nofor attracting foreign direct investment. It is
not a rare cae that the concepts of export perfocemand competitiveness are
identified and treated synonymously.
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“In one of his fundamental works, Porter (1998)uasg that the level of
national competitiveness is measured by two seisdatators: (1) the presence
of substantial and sustained exports to a rangmwitries as diverse and (2)
significant presence of FDI outflows based on skilhd assets created in the
motherland. Certainly the simultaneous presendhese indicators is feasible
only in developed economies, which already canrdffo engage themselves in
FDI. For developing countries, the share of expmtsigher compared to that
of FDI outflows in the general level of competitivss” (Clipa 2013, 3).

The high degree of dependence between exports amgpetitiveness,
according to the World Economic Forum, can be seethe second phase,
which includes economy based on efficiency (Sertaaks among the
efficiency driven economy). It is notable that 1liagp of competitiveness,
openness and market size, establishes a diredbvditvkeen exports and national
competitiveness.

Table 1 Foreign Tradein mil. EUR, 2001-2012.

2001 | 2002 2003 2004 2004 200p 2097 20p8 2qo9 2010011 3 2012

Exports of 19222 | 2201

= 24413 [ 2.831,6| 36083 51025 64322 74288 615®| 7.3934| 84414 8836,
goods

Exports of

> 14,5 10,9 16,0 27,4 41,4 26,1 15,5 -19, 24, 1P 47
goods in%

Exports of
goods in 892,4 960,7 | 1.202,3|  1.456, 21176 29439  3.60p,7.0285 | 3.1955 4.2354 4.868p 51373

EU

imports of

goods 4.759,2 5.956, 6.585, 8.623(3 8.439,2 10.462,63.506,8] 16.478,1 11.504,7| 12.622,0] 14.250,0] 14.782,3

imports of

goodsin % 25,2 10,6 30,9 -2,1 24,0 29,1 22,0 -30, 9,7 12p 37
in %

Imports of
capital - - - 24953 [ 1.9716] 2.429, 3.495p 29691 23 2.3359| 28072 2922

goods

Imports of
intermediate] - - - 2.830,6 | 3.0276] 3.7814  4.892f1 46315 331p 4.389,6 | 5.037,3| 5.078,

goods

Trade

deficit -2.837,0] -3.755,1] -4.144;3 -5.791,1 -4.830p -5.3601 -7.074#6  -9.B49 -55434| -5228, -5.808{6  -5.943,6
ICI

The deficit
of current
trans. 282,4 6718  -1.345, 2.62014 -1.774,6  -2.385,4 .0585| -7.055] -1.910 -1.887)2 -2.87,0 -3.15.1
(Excluding
grants)

The deficit
of current
trans.
(Excluding
grants) as ¥
of GDP

2,2 -4,2 -7,8 -13,8 -8,8 -10,1 -17,7 -21.4 -6,6| 7-6, 9,1 -10,5

Balance of
payments, 561,9 995,7 826,7 342,6 1.647, 4.268,9 742

total

1 1.686,6

2.363,5 -928,7 1.801,5 -1.13",2

Source:Ministry of Finance of the Republic of Serbia, 2013
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Based on the fact that the size of the countrynis @f those crucial factors
that determine the amount of resources availabted&velopment and the
degree of dependence of an economy from the ouisimhd, it could be
concluded that for the Serbia, as a relatively broalintry with limited
resources, effective integration into the globabremmy is necessary to
accelerate growth and development. This immediaeggests that increase in
exports is an imperative to improve the economidopmance of Serbian
economy in the future and a key determinant to awpiits competitiveness.

Analyzing the presented data it can be seen tisgitdehe fact that the Serbian
economy in the period before the global financiatl aconomic crisis was
characterized by relatively satisfactory macroeotinoperformance, however
looking at its external position it could be itsitoued deterioration scan be seen.
Namely, percentage share of the current accouititdef GDP increased from -
2.9% in 2001, to -22.1% in the 2008, mainly dua tteficit in foreign trade.

After 2008 with the negative spillover effects bktcrisis on the Serbian
economy, the value of key macroeconomic indicatieteriorated. It is notable
that the contraction of foreign trade because efdfisis led to a reduction in
the external current account deficit in 2009 by 768mpared to 2008. After
2009 due to the implementation of measures to aigithe effects of the global
financial and economic crisis in 2010, there is@wery of economic dynamic.
Positive movement in the field of foreign exchamgafirmed by the fact that
exports in 2010 was increased by 24% and impoxeedsed by 9.7% in regard
to the previous year, which along with a high lesEkcoverage of imports by
exports (58.6%) resulted in the reduction of thigcden trade balance of 5.228
million and the deficit of current account of 1.@mpared to 2009. During the
2011 and 2012 positive trends in the movement ef kby macroeconomic
indicators were recorded, while in the area of ifprdrade is a visible growth
trend of trade balance deficit.

An analysis of past experience proves unequivodhly as the key issues
in the field of foreign trade can be identified) @ higher rate of import growth
than export growth rate, which initiated the dynaigriowth of the trade deficit,
indicators of low competitiveness of the Serbiaaneeny, (2) the high import
dependence on exports, since export growth entalgrowth of imports, (3) a
constant trade deficit, which crucially affects thmvement of the external
current account deficit, and (4) the unfavouralleicsure of foreign trade,
given that the export structure is dominated byottaland resource-intensive
products, whose leading position for a long pewbdime has been showing a
slow and limited change in the structure of expdnysfactor intensity. In
addition, insufficient quantum of inflows and unéawvable sectoral orientation
of foreign direct investment, mainly to the servisector slow further
complicate the issue and change the export steidttwards increasing the
share of products that would be competitive inglabal market.
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In the recent period of intense implementation efbmms, foreign direct
investment served as a driver of growth and deve@y of the Serbian
economy and a key mechanism for resolving balafgeayments difficulties,
apropos the source off finance the current accaleficits. However, the
unsustainability of foreign direct investment, ierms of their sectoral
orientation, indicate necessarily the importancepylying the economic policy
measures aimed at encouraging the inflow of thedl kirfi foreign direct
investment that are geared towards the productiohexport of higher quality
processed products. It also represents a requiteimedynamic growth of the
Serbian economy, improvement of the balance of paysnand improve its
competitive performances.

5. FDI as a Factor of Improving of the Serbian Economy
Competitiveness

Export performance and competitiveness are oftgarded as synonymous.
Just as a firm competitiveness can be measuredsbgaies or increasing
market, competitiveness of a nation is identifigdtb export performance.

Indirect effects of FDI on exports of an economy ¢e found mainly in
increasing the capacity of local firms to expartrieet international competition.
Overall competitiveness is much improved by theosype of a competitive
environment in which MNCs have certain specific dféa related to export
activity. If direct effect is easier to quantifyengentage calculations, indirect
effects are generally resumed, in particular therd@nation and quantification is
much more difficult, requiring in-depth analysissbd on complex regression
models. But it is important to note that the indinnode of influence in time can
gain the sense of macroeconomic dimensions of ditmpeess, engaging
demonstration effects through much of the econagutoss.

An interesting parallel is to track the evolutioh DI inflows and the
Global Competitiveness Index, their relationshipaleeady established. The
following table shows evolution of indicators on [FDational competitiveness
and market size in the case of Serbia for the gexi®009-2013.

Table 2 Evolution of Indicatorson FDI, National Competitivenessand M arket Size
in the Case of Serbia

2009 2010 2011 2012 2013
FDI (mil. EUR) 1.372,5 860,1 1.826,9 2319 278,6*
GClI 93 96 95 95 101
Market size 67 72 70 67 69

* Data for the period January-June 2013

Source:Author’s review on the basis of WEF Reports anthad Ministry of Finance
of the Republic of Serbia.
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Before going further with this analysis,it is irgeting to note that from the
perspective of the 10th pillar of competitivenesanely market size, in the last
five years Serbia ranks from 72nd to 67th, whichesy low in the hierarchy of
competitiveness global (the middle of the listditator of market size includes
the level of exports, entiting us once again tppmut the link between FDI
inflows and the level of competitiveness as it &calated in the World
Economic Forum.

Based on data for Serbia, we can say that durieglibbal economic crisis,
there has been a decline in FDI, which are now\arga low level. The decline
in investment activity, in addition to maintainirsgable the index of market
size, is accompanied by a fall in the competitigsifion of the country.

Competitive advantages of Serbia are the followingrastructure of
primary health care (1st 40th places), as well as the communication
infrastructure, according to fixed telephone line37th place), mobile
broadband subscriptions (41st place) and Interaatiwidth (29th place). In
these segments, Serbia had previously recordedetding advantages, but it is
noticeable reduction in rank compared to the previperiod. In addition,
according to the tertiary education enrolimentb&eis on a solid 50th position.
Also, in area of goods market efficiency, Serbia b@ampetitive advantages by
number of procedures to start a business (47tkl)jraports as a percentage of
GDP (42nd). In the labor market, there are a coitinetadvantage which
applies only to the redundancy costs (23rd plaoe) the flexibility of wage
determination (35th place), “because of that tieles of this segment of the
market makes it uncompetitive, as evidenced by higgmployment and social
tensions” (Petro¥iRandjelové, Raduké, 2012, 42). Competitive advantage in
financial market is realized only in the legal tghndex where Serbia takes
42nd place.

However, the competitive disadvantages in all tbengonents are very
severe and are the main weaknesses of the compeésis of Serbia. The main
disadvantages are: the “brain drain” or the counapacity to retain and attract
talent (146th and 147th place), administrative asfiructure and legal state
(from 66th to 144th place), logistic infrastructfem 95th to 139th place) and
capital market (from 99th to 136th place). Withihet administrative
infrastructure, the most favorable position is izl in the field of business
costs of terrorism (66th), but the least favorgdasition is recorded in the field
of protection of minority shareholders’ interesigi4th) and the efficacy of
corporate boards (138th).

In a sample of 148 countries, according to the ll®fecompetitiveness,
Serbia has a very low rank. According to the degfemarket orientation of the
economy, in addition to a small number of competitadvantages Serbian
economy (legal rights index, imports as a percentdgsDP and the number of
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procedures to start a business), there are a nushisempetitive disadvantages
expressed primarily in the market for goods anuises.

It should be noted that within this pillar of contifgeness (efficiency of
the goods market - pillar 6th) there are indiced tre related to foreign direct
investments. According to the business impact l&sron FDI, Serbia is placed
on 129th position, and to the prevalence of foreigmership on 118thosition.
Thus, it can be concluded, among other things,thigae are not enough foreign
direct investments and the environment because dkteaction is not attractive
enough. This conclusion is confirmed by the valfiehe sub-indices of 10th
pillar - market size. As mentioned previously, Rfdhtributes to GDP growth
and increasing exports. According to the volum&DbiP, Serbia is ranked 73rd,
and to the volume of exports as a percentage of @Dk 71st, therefore, we
are somewhere in the middle of the list. The macommendation is that in
future pay more attention to these economic pofimasures that encourage
FDI just because of their multiple direct and iedireffects.

Conclusion

The fact is that foreign direct investment is acpanied by both positive
and negative effects that propagate simultaneoushyut of phase in the host
country economy. Based on this belief, the proktiems into a manipulation of
these effects, so that the positive parts to beatge with maximum efficiency.

Linking Foreign Direct Investment inflows and cortipeeness of a nation
is not a very easy approach from the perspectitheofslobal Competitiveness
Index. This is a fairly complex indicator, estabés following the analysis of
twelve pillars. The World Economic Forum, assignidgferent weights,
determines the following pillars: 1) institutions?) infrastructure, 3)
macroeconomic environment, 4) health and primarycation, 5) higher
education and training, 6) goods market efficienylabor market efficiency,
8) financial market development, 9) technologicsdiness, 10) market size,
11) business sophistication, 12) innovation.

Going on the principle that the whole is more vhleathan the parts
separately, we can say that the interaction of ethesmponents is very
important and they cannot operate effectively magon. Thus, the positive
effects of FDI on a pile will spreads to others amr@ate a spiral, which
enhances the positive impact of investment.

This paper considers the relationship betweendardirect investment and
national competitiveness in the case of Serbiadmtdrmines the proportional
relationship between the two variables. In thequefrom 2009 to 2013 slight
increase in foreign direct investment has beenegwidncrease in the inflow in
2011 was the result of the application of antiisrieeasures of the Government
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of the Republic of Serbia and the first half of 20ias seen a slight increase in
the inflow, announcing gradual coming out of theession. Along with this,
the level of national competitiveness was at a twonidevel, while in the last
year it decreased. Given the fact that Serbiaggitey behind other countries in
the region in terms of foreign direct investmestyeell as in terms of the level
of competitiveness, Serbia should in the future p@aye attention to economic
policy measures aimed at achieving the best passiisults in these fields.

References

Brada, J. C., TomSik, V. (2003) Reinvested EarnBigs, the “Five Percent” Rule and
the Interpretation of the Balance of Payments hViiit Application to Transition
EconomiesWilliam Davidson Working Papeb43.

Clipa, P. Competitiveness through Foreign Diresektment, http://ssrn.com/abstract=
1861947 (15.07.2013.)

Cvetanowt, S. (2000)Finanasiranje privrednog razvojadNis: Ekonomski fakultet.

Jovanowt, S., Raduld, S., Petroi-Ranielovi¢, M. (2011) Teorijski i institucionalni
okvir odrzivog razvojaNis: Ekonomski fakultet.

Ministarstvo finansija Republike Srbije,
www.mfp.gov.rs/UserFiles/File/tabele/2013%20apalila%201%200snovni
%20makroekonomski%20indikatori.xlsx (20.08.2013.)

Petrovt-Randelovic, M., Raduk¢, S. (2012) Improvement of Macroeconomic
Performances in order to Raise the Level of Cortigetiess of Serbian
Economy.Proceedings of the International Scientific Confere Serbia and the
European Union31-45. NiS: University of Ni§, Faculty of Econorpic

Todorovi, M. (1998)Uvoz kapitala i privredni razvoBeograd: Zaduzbina Andrej@vi

WEF Report 2009-2010,
http://www3.weforum.org/docs/WEF_GlobalCompetitiessReport_2009-
10.pdf (01.08.2013.)

WEF Report 2010-2011,
http://www3.weforum.org/docs/WEF_GlobalCompetitiessReport_2010-
11.pdf (01.08.2013.)

WEF Report 2011-2012,
http://www3.weforum.org/docs/WEF_GlobalCompetitiessReport_2011-
12.pdf (01.08.2013.)

WEF Report 2012-2013,
http://www3.weforum.org/docs/WEF_GlobalCompetitiessReport_2012-
13.pdf (03.09.2013.)



758 Petrovi¢ Randelovié, Radukié¢ /Ekonomske teme, 51 (4): 743-758

ANALIZA NACIONALNE KONKURENTNOSTI KROZ
PRIZMU STRANIH DIREKTNIH INVESTICIJA

Rezime: Znacaj stranih direktnih investicija u procesu privrednog razvoja
zemlje domaéina ne iscrpljuje se samo u transferu kapitala, kao neophodne
komponente za pokretanje razvoja, veé¢ i u transferu nematerijalnih resursa
razvoja. Transfer kapitala preko stranih direktnih investicija direktno utice
na podizanje nacionalne konkurentnosti, buduéi da se njegovim
angazovanjem u fiksne investicije podize nivo zaposlenosti, pokrece
proizvodnja, raste izvoz, dok se transferom paketa nematerijalnih resursa
ostvaruje indirekini uticaj na poboljsanje konkurentskih performansi. Veza
izmedu stranih direktnih investicija i nacionalne konkurentnosti je uzrocno-
posledicna: priliv stranih direktnih investicija u privredu zemlje domaéina
moze potencijalno doprineti podizanju nacionalne konkurentnosti, i obratno,
visi rang nacionalne konkurentnosti stimulativno deluje na privlacenje veéih
tokova stranih direktnih investicija. U ovom radu biée objasnjenja veza
izmedu ove dve varijable, sa posebnim osvrtom na njihov uzrocno-posledicni
odnos u Republici Srbiji.

Kljucéne reci: nacionalna konkurentnost, strane direkine investicije, izvoz,
efikasnost trzista, Republika Srbija.
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FACTORING TRANSACTION?
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UDC Abstract: After numerous drafts and attempts Serbia has finally
339.178.3 enacted the Law on Factoring on 16th of July 2013 becoming with
(497.11) this fact one of rare countries in Europe which has a lex specialis
Original in factoring transactions. The factoring market in Serbia is seven
scientific years old, with 15 banks and factoring companies providing this
paper type of short-fall financing service. Because of the non proprietary

nature of the receivables in the civil law legal tradition factoring
as the legal transplant in civil law countries has been adapted to
the different legal environment by means of contractual legal
techniques. First of the legal technique was the fiduciary transfer
by assignment and other way was a security instrument which
role is to overcome the lack of the proprietary effects of the
assignments of the receivable. Those obstacles create a legal
problems and uncertainties for implementation of the factoring
agreements in all civil law countries as well as in Serbian legal
environment. The solutions of new Serbian legislative in factoring
intending to solve difficulties and legal obstacles in factoring
practice in Serbia are analyzed in the paper.
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Introduction

Factoring started its history in the US as the cenwuml service where
factors were commercial agents who would traditignaell products and
collect receivables for their principals. Finanlgiafactoring acquired a special
meaning by inclusion of financial aspect as a fogdiol which developed as

The article is part of research activities of tban) Monnet Project European Research Study
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guarantee in respect of receivables. The coredactios of factoring services
was the assignment of receivables which nature twafold. From the legal
standpoint, some of those transactions were outsglkes of receivables or on
the other side they were the security assignmehteaeivables. In the first
case, loan given from the factor to the client wasdvance prepayment for the
receivable purchased by the factor, but in the re¢aase loan given to the
client was secured with the receivable assignddgdactor.

In European countries in the legal environment il daw factoring
agreement is a legal transplant that due to ita@dges and despite its complex
legal nature and business conclusion techniquearelqa from its country of
origin, the USA to civil law countries after thevsaties of the century behind
us. It came into being in the common law legal esystis a business of buying
out the rights to receivables with a discounteitepror by virtue of the
technique of taking over the receivables as the fofr providing the advanced
payment. In the USA, factoring, on the basis gbecsic real-legal treatment of
receivables (receivables rem), evolved as a business in which the entire risk
was assumed by the factor, without the right touese in relation to the client.

Nevertheless, the duality of legal-contractual aeal-legal structure of the
factoring business, as the most complex legal is§ti@s unnamed agreement of
the newlex mercatoria posed numerous complex legal and practical questi
European countries. The most difficult of all wé tone of how to enable
providing effective legal protection and priorityfactoring payment due to the
inability of the effective agreement on selling @®ables ( since there is no
modus that would be adequate for receivables agnamaterial matter). The
agreement on assigning receivables (cession) ispst European countries, with
all its limitations, most commonly used iastus titulusof the factoring business.
However,modus acquirendi was still missing for the effective transfertbé
receivables to the new receiver in the form of dactReceivables are an
obligatory right and their assignment cannot creas legal effects per se. For
this reason, business practice differently treakesl issue in different national
legislations taking into account the needs caugedifferences. The cession of
receivables as the legal basis of factoring wasysvsupplemented with some
other element that was always an instrument oféhklegal capacities of which
would enable the priority of payment and the pridecof the factor as the new
creditor. These problems lead to the developmeriaaibring with the right to
recourse (recour factoring) where the respongiliitit the payment was taken by
the assignor of the receivables — the client.

In Serbia, factoring has been developing since 200day, there are more
than 15 banks and factoring houses that operatg seccessfully, using
primarily bill of exchange and its real-legal caipias of effective collection
and creditor protection.
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The importance of the factoring market in Serbis aiso recognized by the
international factoring association Internationattring Group (IFG) that held
the First Factoring Conference for South-East EeiopBelgrade on the {0of
April of this year where a considerable part waslickted to the need of
regulating this complex business in Serbia as wsllin other Civil Law
countries. In July of this year, Serbia ¢@t specialis- the Law on Factoring.

This work starts from the position that the dualitfiythe legal nature of
factoring is its obligatory character. Yet, the essity to provide security by an
instrument of real PROPERTY law creates a neeegalate this business by
special legal regime in Civil Law legislations.

1. The Origins and Duality of the Legal Nature of the
Factoring Business

Factoring represents a particular financial techaigf discount character
which is based on the obligation agreement betwhenassignor (creditor,
exporter and client) anthe factor (the bank or any other specialized institution
— factoring house) and the essence of this busiiegbe assignment of
receivables and of the risk for collection from tfient to the factor. Factoring
is the product of the Anglo-American trade practtbat evolved from the
commissiondel crederebusiness. The rise of modern factoring is assediat
with the development of the textile industry at érel of the 18 century in the
USA and it was initiated by the introduction of tares restrictions for the
former massive import of textile goods from Englafdidvng, B. (1994)).
Having lost the opportunity to earn from the impoftgoods, trade agents
started financing and crediting domestic Americartite manufacturers in
order to enable the activity of selling textile, ielh they were well acquainted
with. For their own security, the manufacturers daded from the trade agents
collection guarantee by means of advanced paymdémtsime, the agents
gradually moved from mediating selling to financithge production; thus, the
so called factors, instead of giving advanced paynetarted buying out their
client’s receivables (current and future ones) latnger price. In that way out of
commission agreement that was most commonly preasetite form ofdel
credere commission and by introducing credit elements, miesv factoring
agreement was created that in time, besides dodepayments and securing
receivables, started having a service function el {&alinger, F.R. (1984) p.
27, Milenkovic-Kerkovic, T. (2008), p. 23)

This technigue of collecting payments, creditind aecuring payment very
soon spread to othesommon lawlegal systems (Great Britain, the USA,
Canada, Australia and so on) as well as to bothcthetries with the legal
systems founded on the civil lawug civile) like France, Germany, Italy and
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other European countries and the countries outuodean continent the legal
system of which is based on the postulates of tm@gean civil law system,
like Japan, Turkey and others.

The legal business of factoring represents a cotoh relationship the
matter of which is specific short-term financing taking over the right to
collect receivables due in the future with the maxin maturity deadline of 180
days. Moreover, this financial instrument also ks important crediting
function as it represents an important techniquenaicing economic subjects
So it emerges as an alternative to credit opermicswpyiadng X, (2000), p.18).
The client- assignor from the basic business giliedactor the right to collect
receivables that they have toward the third pagesthus, renounces the rights
in relation to their debtors, keeping the obligatim guarantee the existence
(verity) of the receivables. (Dalhuisen, J. (200#), 885-906, Salinger, F.R.
(1999), p. 15, Goode, R. (1982) p. 338, Spirovicahovic, L. Milenkovic-
Kerkovic T. (2009), pp. 278-291)

A stereotype perception of factoring as a methocbtiecting receivables is
made far more complexly by its numerous functiokgart from having the
character of credit operation, factoring compridear essential functions:
financing the client, book-keeping (service utsourcing function of
factoring),securing collection(which isdel crederdunction of factoring as the
risk of collecting is taken by the factor) and thery collection of receivables
The most significant international law source ttegulates this business — the
UNIDROIT Convention on International Factoring (@ta, 28 of May, 1988)
defining factoring contract indicates that thisaidransfer of receivables from
the basic contract of sale concluded between ibetchnd their debtor, where
the factor performs at least two of the followingnétions: 1. Financing the
client by crediting or advanced payment of thegfamed receivables, 2. Book-
keeping of the receivables, 3. Collecting receigapkecuring the client from
the risk of not being paid the receivables. Busir@sctice, particularly abroad,
indicates that factors perform other services fwirt clients, related to the
transferred receivables such as analysis, exammatif the debtor's
creditworthiness, tax calculation, statistic recordnd the like. (Dein¢-
Mihajlov Ksenija, Milenkové-Kerkovi¢ Tamara (2011)p.420). However, other
services can be included in the contract, only readly connected with
factoring; for example, market research, advisoeyvises and the others.
(Houtte, H. (2005) p. 285) These additional sesjigeerformed by the factor,
enable the client to dedicate themselves to thegall business, selling the
products and performing services on the markettofag is most frequently
used for short-term receivables (30 days to threaths) while the factor's
commission ranges depending on the solvency afetteivables and the kind of
factoring agreement and amounts from 2,5 % to F@%dvanced financing.
However, there are agreements in the businessiggachere the factoring fee
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is expressed in percentage, for example, 0,30 %aeohominal amount of the
accepted invoice and its VAT. In addition, consigrthe fact that paying the
VAT for the amount of factoring fee is still an apguestion in practice, it is
common to include in the agreement that payingisathe obligation of the
client, i.e. assignor.

2. The Varieties and the Legal Techniques of the Factoring
Agreement

Depending on the structure of contractual obligetian the factoring
business, there are two possible ways of finaneily means of the so-called
advanced financing, where the amount of receivalsigsaid to the client in
advance and by means of discount financing. In oafs¢he advanced
financing, the factor keeps between 5 % and 30 % of theivages on a
separate account as the cover for possible contplafrthe debtor on the basis
of the quality of delivered goods or services analt retained amount of the
security is paid back to the assignor either aftermaturity of the invoice or
after the payment, depending on the modality ofofid@icg service. In case of
discount financing, the factor pays the entire amount deduced forféles
(interests, payment risks, management of the rabkdg...). The amount of the
fee usually ranges between 4, 5 % and 5,5 %. Whapecific for Serbian
factoring business practice is that the most fragderm of this kind of
financing is the discount bill of exchange.

The trend of increasing use of factoring at therimational level is very
evident, so according to the data of IFC (Factohsi International) that
brings together 257 factoring houses from 68 caéestifactoring turnover on
the global level from 557 billion euros in 1999 tidday has grown to nearly
1500 billion euros, where the factoring experientexhighest growth in Great
Britain (the turnover of 240 billion euros), ane thighest turnover was reached
in Europe as compared to other continents with®086lion euros in 2006 and
nearly 1000 billion euros in 2010. Having reachedeatremely high growth
rate of 10 to 15 % annually in the period prio2f@)8, factoring records a fall
of 3 % in 2010 while Turkey indicates these newdseof growing with the
growth rate of 140 % or 50 billion dollars. IFC dahdicate that the total
turnover that factoring achieved in Serbia amotm#/70 million euros in 2009,
90 % of which was realized in domestic factorindneTlatest available data
show a turnover of 680 million euros in 2010 witthigh growth rate during
2011. It is estimated that despite the continuirguth of factoring in Serbia,
the participation of this business in the gross estim domestic product (GDP)
amounts to only 1,5 % while the potential markeulsiobe 5 % of the GDP,
which is about 1,5 billion euros.
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These data indicate that the concept of factomagstry is becoming rather
significant in domestic legal and economic literatas well as in the business
practice. This work aims to indicate to the needsjges and modes of
regulating factoring agreement in the Republic efbiade lege ferenddérom
the standpoint of business practice.

3. The State of Factoring Market in Serbia

Factoring agreement was a legal void of Serbianslkggpn, thus, this
situation created a number of issues starting thi¢hones if it would be useful
for international factoring operations to ratifyettUNIDROIT Convention on
International Factoring and thereby incorporatesitiitions in the internal law,
whether a specific factoring legislative is necegsed if so what would be the
solutions of the specific factoring legislative,itifis necessary to predict the
obligation of registering concluded factoring agneats or only to register the
ceded receivables and others. Until legislation baen created, business
practice, along with the existing legal framewaosk] be of utmost importance
for the development of this instrument of financiecpnomy. Therefore, this
work will, after stating the current condition @fctoring in Serbia, deal with the
techniques and major characteristics  of thisgaltlon-legal instrument —
factoring agreement.

The legal aspects of factoring are, at the naticmlwell as at the
international level, of immense importance for itlglementation and presence
of these transactions, primarily because of théeihce between conceptual
standpoints of the legal systems of tmenmon lawcountries where factoring
was created and those of the countries with thed®degal tradition that had to
coordinate the specific nature of factoring witke fostulates and provisions of
their law. The greatest problems of tiel law countries is the impossibility of
ceding the future and overall receivableslk assignmeitthe so-called global
cession, as well as the problem of the ban of 8®gament of receivables
(pactum de non cedendd-or this reason, in mosivil law countries, before the
specific legislative was adopted, extensive busirm@actice had been created.
Comparative legal regulations indicate that legiigs that regulated factoring
did that after a long application of this institute economy and adequate
jurisprudence (the USA, France, ltaly, Russian Fatmn, Moldova)
(Milenkovic-Kerkovic, T. (2006) pp.458-472), Spadic(2010) pp. 355-370).

As the economy in the Republic of Serbia is charamtd by constant
problems with both liquidity and solvency and ajapercentage of outstanding
claims, which leads many companies into the prdoged of enforced
collection and frozen accounts, factoring (DobNc Mihajlovic, M. (2009) pp.
143-159) together with discounted bills is becomangore and more important
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financial product. Factoring market in Serbia getedt the turnover of 658
million euros in 2010, which is a rise of 60 % cargd to 2009. The general
upward trend in factoring in Serbia is evident, anly because of the increase
of number of factoring companies, ten of which emerently present, but also
because of a greater number of banks engagedtorifag These developments
justify the term “Serbian factoring industry”. Theear of 2012 was very
successful in this financial sector and accordiaghte data from Factoring
Section Questionnaire within the framework of theséciation of Financial
Organizations PKS the total turnover of factoringswover 950 million EUR
where the domestic factoring was represented %693

Nonetheless, the public debt of Serbia that isadlyenear 20 billion EUR,
along with vast insolvency of the private sectaditates that the perspectives
of factoring are far greater, primarily as a supmatary or alternative source of
financing export; yet, the perspective of domestictoring is, most of all,
solving the problem of insufficient working capital Serbian companies,
primarily in MSP whose business represents the migstificant market for
factoring. As for the prospects of domestic factgrand its projected growth to
5 % of GDP, it is important to mention a very lowrghasing power of the
population that imposes an obligation on produagiggributors and retailers, if
they want the market, to grant the possibility efaired payment of consumer
goods, which raises the possibility for factoringoecome an alternative source
of financing these transactions. In addition, feaamp should offer the solution
for very low solvency of Serbian companies as &slfor the improvement of
production cycle, primarily by favoring export-antation of MSP. All of these
facts indicate good prospects of this businessh otport and domestic
factoring, in the Republic of Serbia.

4. Necessities for Factoring Legislation in Serbia

In the EU only 6 countries has the specific facigriegislation in the form
of lex specialis or factoring is covered by the dawhich regulate banking
system. Those countries are Austria, France, Grdedg, Portugal and Spain
and it is difficult to say if legislation of factg has influenced the volume of
factoring activities in observed country.

In many civil law countries, such in Germany, legedblems derived from
the factoring acitivities which by origin is thegl instrument of common law,
create gaps which are not covered by the provisiwingivil code , and
jurisdiction is trying to fill it gaps by appliyinggeneral principles of law.
(Bazinas,2002,pp. 2).egal uncertainity is the typical for the contsasuch as

2 For example in France there is no regulationHergituation in which could find several factors
who obtained the same receivables from the samplisugassignor). In this situation which
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factoring which has been developing for the lastades and derives from the
other family of law, in the legal fammily of commdaw which business

practice has created factoring as the complex legatument which has the
features of several commercial contracts such aslitcicontracts, bill of

exchange escont contracts, and other banking lgaV lmstruments.

The civil law countries traditionally have not laak very optimistically on
the factoring agreement which consideration isgassent of specific type of
intangibles such as receivables. Factoring astbation of business practices
of the common law countries is not predominantlyidated in the countries
with the Roman law tradition (civil law countriedi. those countries which do
not have specific factoring legislation for thagpe of transactions factors use
the traditional obligation law instrument where Hubject in the transaction has
been changed, type of the assignment of receivahlels as cession (cessio),
personal subrogation or endorsement of invoiceslefMovic-Kerkovic,
T.(2013) p.12). But there are many obstacles imgughe traditional legal
instrument for the realization of such a specifi@agement such as factoring.
There are also a lot of restrictions which havenbsettled in order to prevent
different varieties of assignment agreement sucluage assignment, some
national legislations ask notification of the assgnt as the condition for the
legal enforcement of the assignment. Thus, inrabar of civil law countries
legal environment creates a variety of obstaclebdqractices of the factoring
agreement such as:

» Prohibition of the transfeof the future and the bulk receivables which in
different legislations could not be an object o&nsfer. UNIDROIT
Factoring Convention deals with this obstacle gjvithe affirmative
approach (UNIDROIT Factoring Convention, 1989,5a)tand enable those
transfer’

« Impose the concept difie obligatory notification of the assignment in form
of cessiowhich is condition for the legality of the assigemb contract. In
some of the countries (for example in the FrencldeCd Commerce,
art.1690) theconsent of the debtois the condition for legality of the
assignment agreement which prevents factoring aontin the form of
cession in France legal context. This obstaclevesaame in international

could be treated as the legal gap, courts haveecrdhe praxis by applying the general principle
of law “Nemo dat quod non habBi¢he who had not, cannot give) which principleagnize only
right of the first in time factor.

3 (a) a provision in the factoring contract for #esignment of existing or future receivables ghatll

be rendered invalid by the fact that the contraetschot specify them individually, if at the time o
conclusion of the contract or when they come iistence they can be identified to the contract;

(b) a provision in the factoring contract by whittiture receivables are assigned operates to
transfer the receivables to the factor when thewecto existence without the need for any new
act of transfer.
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factoring by the UNIDROIT Factoring Convention preking that the
debtor is under duty to pay the factor if the motion writing of the
assignment is given to the debtor (by the supplidoy the factor with the
supplier authority), if notice in writing reasonglitentifies the receivables
and the factor to whom or for whose account is éophid, and if notice
given to the debtor relates to receivables whigbeannder sale of goods
contract which is made at or before the time th&ads given (UNIDROIT
Factoring Convention, 1988, Art. 8)

* Imposethe concept on the specification of the assigned receivables which
prevents transfer of the unspecified or future ikeddes which was the case
in ltalian legal environment. Those obstacles werercome by the Italian
lex specialis for factoring 1991 & Lege 21 febbraio 1991UNIDROIT
Convention prevented this threat to internatiorsatdring by prescribing
possibility for transferring existing or future meables (UNIDROIT
Factoring Convention, 1988, art.5) as well as veithution which create
possibility of subsequent assignment of the reddévar by the subsequent
assignee (UNIDROIT Factoring Convention, 1988, Géapll, art 11).
Liberal approach of the Convention deviated onlythmy prohibition of the
subsequent assignment which are prohibited by énmst of factoring
contract (UNIDROIT Factoring Convention, 1988, @tea Ill, art 12)

« Enacting the rule omnti-asignement clause — pactum de non cedendo
which prohibited future contract between creditsupplier) and the new
creditor in any form of transfer of receivables.isTts more serious threat
for the factoring to became a competitive todihie finance sector with the
possibility given to the debtor to prohibit thepplier from assigning
his/her right to payment under the factoring cacttr This possibility exists
in the most of legislation, as well as in the SanbiLaw of Obligation (Law
of Obligation, art. 436%) In the following Section effects of this possityil
given to the debtor will be analyzed from the pexdjwve of
competitiveness of the Serbian economy and posdimleat of this
provision for the development of factoring sectorSerbia. At the other
side, big success of the UNIDROIT Factoring Conientays in the fact
that Convention make the anti assignment clauseetkfrom the original
contract between supplier and debtor to becameipahmvalid by the Art.
6 of the Convention ((UNIDROIT Factoring Conventiat988, Art. 6)

4 The Serbian Lawon Obligations(Official Gazetteof SFRY, No. 29/78, 39/85, 45/89, 57/89 and
Official Gazetteof FRY, No. 31/93, 22/99, 23/99, 35/99, 44/99)

® 1. - The assignment of a receivable by the suppiie the factor shall be effective
notwithstanding any agreement between the supgtiéthe debtor prohibiting such assignment.
2. - However, such assignment shall not be effectigainst the debtor when, at the time of
conclusion of the contract of sale of goods, it hasplace of business in a Contracting State
which has made a declaration under Article 18 isf @onvention.
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This solution given by the creator of the Convemtémables the factoring
business at the international level to be competitool in the financial
markets without the possibility to be preventedhmsy acts of debtor.

All those prohibited practices create restrictiovisich limit the financing
possibilities available to many companies. Thosstrictions create many
additional costs, realizing in loss of time and ewm@and administrative costs,
which has impact on the cost on credit, such asscof describing every
receivable, costs of notifying the debtor and mimenpositive effects of
factoring contracts as the tool of the improvenathe competiveness of the
firms.

On the other side, common law countries adopt agty rights approach
to receivables or approadhm rem where the creditor has a property rights on
receivables but not only in its original collatetilen also in the interests
(proceeds) which obligation could have in its lifgcle (Torselo, 2000, p. 45).
For example, if some equipment was the object ofisty interest, the sale of
this equipment without the consent of the securediitor, the rights of the
secured creditor would not only continue on theigment itself, but according
to in rem approach, security interest will automatically end to the
compensation or sales price which seller will reedj independent if those
payment instrument is check, letter of credit shcaBecause of the proprietary
legal approach to the receivables common law cguintiposed registration
system, where security may be given over existielgtg] future debts or both,
and independent of the type of receivables, i§ ikimbodied as pure intangible
or it is embodied in negotiable instrument suchbiéisof exchange (Goode,
1982, pp.80-87) .

5. Resolutions of the Obstacles in New Serbian Law on
Factoring

The Serbian factoringgx specialisenacted on 16th of July 2013 (Official
Gazette No. 62/2013) defines the concept of fangoas well as it deals with
the subjects and types of factoring, conditions ananner of providing
factoring services. Beside, it regulates factodogtracts, rights and obligations
of its parts, and especially governs reverse famons a variety of those
transactions. The oversight of factoring is perfedniby Ministry or by another
authorised body for the factoring company and aghtf banks that provide
factoring services will be performmed by NationanR of Serbia, according by
legislation concerning the operations of the banks.

3. - Nothing in Paragraph 1 shall affect any olila of good faith owed by the supplier to the
debtor or any liability of the supplier to the dabin respect of an assignment made in breach of
the terms of the contract of sale of goods.
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Definition of factoring business is important paft the legal solutions
because it frames the scope of those transactio8erbia, especially from the
perspective of type of the factoring services al§ a®in defining the type of
receivables which could be transferred accordirgféittoring agreements.The
factoring is defined as the financial service dfirsg and purchasing existing
non-matured or future short-term recivables, wiadke from the agreement on
the sale of goods or provision of the serviceseginationally or abroad-aw
on Factoring Art. 2 (1) 1) ).

The effects of the definition of factoring trangans are numerous. First,
their importance affects the contractual side oé ttactoring transaction
deffining them as a sale-purchase agreement whbjectoof the sale is
recivables.This solution minimizes the necessityusing the assignment of
receivables (cession) as an legal instrument fiect¥e transfer of receivables
in factoring transactions. By defining factoring asale-purchase transaction
the legislator enable direct legal effects to thetdring contract in the manner
that factoring agreemeper secreates a legal effects of transfer of property on
the receivables from the assignor to the factohauit any further legal acts.
This solution is important not only because ofptagmatic aspects but it is
important from the theoretical reasons also. lat@e factoring contract as an
agreement capable to transfer ownership to thevadde without any further
legal act such it was assignement of receivabfesrder to be a subject of the
factoring agreement the future receivables shoddthio only condition of
identifiabilty. Future receivables should be subjecthe factoring only if their
characteristics are such that they may be definddfahe factoring agreement
stipulates the debtor (Law on Factoring art. 31)which moment the future
receivable should be identified? This solutionIsarery flexible settled says
that any provision od an agreement assigning futgeivables shall have legal
effect as of the time such receivables arise. il rtianner the law connects the
legal destiny and legal effects of the factoringtcact with the existance of the
receivables which is subject of the previous. S&dcalefinition of factoring
defines it transaction as a financial sevice, wtsolution will have important
fiscal and accountant consequences, as well aakéent clear that factoring is
not an exclusivelly banking transaction such aslitrieansactions. Third, the
defintion of factoring embraces the object of faicip as a exisitng or future
non-matured short-term receivables. It is worthynention that Serbian Law of
Obligations was not reluctant to recognize glolsaignments or assignments of
future receivables or receivables which derive froma future contracts, as
some European legislations, for example those andée and in Italy. But
definition in the Serbian Law on Factoring now ery explicit manner sets out
possibility of purchasing from the factor any eixigt or future receivables,
either in whole or in part. But, from the otheresithe Law forbids the purchase
of mature receivables in factoring contracts whics the practice of numbers
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Serbian factoring companies, in the so-called neatactoring, where the so-
called bad debts were taken from the assignor lzgr ¢ollect from the factors.
With this solutions those factoring of mature rgebles are dealt as the
trasnaction which stays out from the factoring bess. It does not mean that
collection of the mature receivables is forbidenthuy law, than this transaction
are now outside the scope of factoring. Beside, legulates the manner in
which receivables will be treated as short-terneinebles. According the Art. 2
(1)4) the short —term receivables are receivablasinmg up to one zear from
the date of sale of goods or provision of servigeder the pertinent agreement
of sale of goods or provision of services. Definingturity of receivables the
new Serbian Law on Factoring frames the scope abfflng transaction. All
other transactions can be put in the scope ofiforfgor collection transactions
which are outside the scope of the solutions irSihdoian Factoring Law.

Simmilar to other jurisdictions, as in the inteioatl legislations
(UNIDROIT Convention of International Factoring) w&sll as the Serbian Law
of Obligations there are recivables which could imetransferred and collected
in factoring business, and those are receivablésivdre personal, or which are
established for familly or houshold needs. As tlavlregards the subject of
factoring transactions as only legal entities antbgreneurs as subject of the
company law it is clear that consumer contracts raueivables derive from
those contracts outside of the regulation of Serbiactoring Law.

Another important solution is that receivablesdascribed existing, future,
non-mature and short-therm) arising from any agesgron the sale of goods or
provision of services entered into beneficiariesfuniding provided by the
budget of the Republic of Serbia, a sub-nationat, wr local authority, or
beneficiaries of funding provided by mandatory ocial security organizations
may also be a subject of factoring. It is also viemportant solution in Serbian
law providing that State and budget institutionsilisbbe debtor in factoring
agreement, that state debts could be factorizedhabads to the higher level of
financial discipline, in the circumstances where $tate is the biggest debtor.

By defining the types of factoring as domestic amernational (Art. 11-
Art. 14 of the Factoring Law), the Law provides ttltlomestic factoring is
always the case when the subjects are domestitesntidependently on the
place where receivable is created. The Law acdbptsubjective criteria in
deffining the domestic factoring activities. Intational factoring is defined as
factoring the object of which is the sale of reedies arising from foreign trade
in goods and services, within the meaning of tlygslation governing foreign
trade Law on Foreign Transactions. In internatidaatoring the Law provides
it may entails as one-factor system and as a tetfs system where
interfactor agreement should be concluded betwaetorf domiciled in Serbia
and another factor domiciled abroad using the fatgonally recognized legal
and technical framework by international assocrignternational Factors
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Group and Factors Chain Internationdd The Factoring especially regulates
recours and non-recours factoring and recognize®riag with recours as a
credit risk transaction, icluding the risk of thebdlor insolvency. (art.15. Law
on Factoring). Recognizing insolvency of the delatera credit risk of the non
recours factoring the Law very clearly assumes fiaators in insolvency
procedure against the debtor has not a prioritytsignd could not be treated as
a privilegded creditor. The Law defines the factgriwith recourse as a
factoring which entails the assignor being liabte the factor for the
collectability of the receivables on their due date

Among other important solutions the Law on Factprgoverns and the
main obstacle which as regards the factoring bssiegisted in Serbian law in
the manner opactum de non cedendtipulate in original contract of sale or
providing the services that prohibits transfer efaivables from the creditor to
another person. In Art. 30, the Law regulates tadre the sale of receivables
is prohibited under an agreement between the awsigmd the debtor or the
general operating conditions of the debtor, sudhipition shall not have legal
effect on the sale of receivables to a factor sutlifea factoring agreement and
in compliance with this Law, except where otherwmevided for under an
international treaty. This solution is orchestrateith solution in UNIDROIT
Convention on International Factoring which staias that the prohibition of
assignment is without legal effects in factoringicacts.

It is expected that explained types of provisiofighe Serbian Law on
Factoring will facilitate factoring business in Bier as well as they will reduce
variety of uncertainties existing in the Serbiagaleenvironment in order to
promote domestic and international trade and dewedmt of financial market
in Serbia.

Conclusion

Factoring has many advantages in relation to dihencial forms. As a
means of financing, assignment, collection and sgcaf debt collection it is
characteristic and different from other, similastmmments, and its benefits may
be briefly expressed as the following:

+ [Efficient debt collection,

* Faster financing of the working capital,

« Improvement of the liquidity and solvency of therqmany,

* Risk protection,

* The possibility of getting the necessary means ridgss of the credit
potential and the level of indebtedness,

e Saving money and time,

« Financial reports and taking care of the receivable
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* Improvement of financial reports (balances) of¢cbempany
* More competitive conditions for the sale of goodefbering services in the
market through deferred payment.

Numerous varieties in which factoring appears m ltlasiness practice and
reflects its presence on the market of goods andces, domestic and foreign,
characterize it as a contemporary financial serviddéch is a significant
alternative and even substitute for banking arrareggs, price-competitive,
flexible in performing services and available fow&e range of users that
appear in the role of the assignor of receivabtabedebtor.

Adoption of the Law on Factoring in the Republic ®érbia will provide
conditions for state authorities that have only ragwally taken part in
factoring operations, to be the users of the sesviof this contemporary
financial instrument and to get rid of stereotypjmarceptions of the factor as a
coercive collection method.

Other than normative, the Adoption of the Law ortBéang in Serbia has a
strong marketing function as well. Its role in imational trade and as incentive
to exporters who are provided with collection alboéinancing and export
insurance, as well as the possibility of more féxiimport financing by means
of deferred payment, is an extremely important océconomic component that
can be reflected even as mitigation of the imbadasfcdomestic economy.
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ZASTO JE SRBIJA REGULISALA FAKTORING UGOVOR?

Rezime: Nakon brojnih pokusaja srpske legislative da posao faktoringa
regulise posebnim zakonom i time stvori podoban pravni ambijent za ove
transakcije, 16. jula 2013.godine, usvojen je Zakon o faktoringu ¢ime je Srbija
postala jedna od retkih evropskih zemalja koja je faktoring ugovor regulisala
putem lex specialis-a. Faktoring je na srpskom trZistu prisutan gotovo sedam
godina i danas postoji 15 banaka i faktoring kuéa koje pruZaju ovaj vid usluge
kratkorocnog finansiranja. Nastao u poslovnoj praksi americkog common law
pravnog okruzenja, u kome je prenos potrazivanja podvrgnut stvarno-pravnom
sistemu registracije (in rem pristup) faktoring je u svim evropskim zemljama
utemeljenim na civil law sistemu prava. To mu je dalo sudbinu pravnog
transplanta, pa je specificnim pravnim tehnikama morao da se prilagodjava
koncepcijski drugacijem pravnom okruzenju. Najrasirenija ugovorna tehnika
u realizaciji faktoringa u Evropi bila je cesija potrazivanja (fiducijarna cesija)
koja uprkos svojoj apstraktnosti i fleksibilnosti sadrzi brojna ogranicenja i
uslove, koji su bili smetnja razvoju faktoring posla. Duh i smisao srpskog
Zakon o faktoringu jeste prevazilaZenje tih ogranicenja, stoga je analiza tih
resenja u fokusu ovog rada.

Kljucéne reéi: ugovor o faktoringu, Srbija, Zakon o faktoringu, cesija potraZivanja
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1. Introduction

The global economic crisis has become part of aeryelay life. Its
conseqguences are clear. Consumers are increasatggal in their behaviour
and the process of purchase decision-making antheasame time, they are
more and more complex. On the other hand, provigiersncreasingly forced to
ensure a comprehensive value and quality in a rdifftemanner from their
competitors. This means that the necessity of eohsthanges is becoming an
ever more important guideline in the operationa @bmpany. If you have just
developed a good product, your next thought shbelchow to improve that
product. This kind of thinking means two things:uyshould strive to be
competitive and actually beat the competition atdthe same time, compete
with yourself and do new, better things every dathis forces us to make
constant progress. And this is the essence of atimv activity. OECD (Oslo
Manual, 2005, 47) defines innovation activity dgfe scientific, technological,
organisational, financial and commercial steps tlfaill) lead to the
implementation of innovations.

Innovation activity starts as a complex thinkinggess which presents the
development of an idea, and is constantly preserdni individual. If these
individuals are included in groups, there is mutcabperation/action in the
development of new ideas. Due to continuity andrtbhmber of participants,
there are a lot of thinking processes, which isartgmt for innovations. The
creation of an idea presents the beginning of tbegss of innovation, whereas
the innovation itself presents a successful lawfdhe idea on the market. On
the one hand, the benefits of this idea are vesgrchnd, on the other hand,
there are only few introduced and implemented iqBascker, 1992, 40). The
main characteristic of innovation is that a socimtgystem in which innovation
exists does things in a different way rather thrathe way that already exists.

Since innovation means a new feature with appboatialue that can be
measured, it is generally associated with the compa a market entity. This is
understandable, because the criterion of applicatend abilities of
commercialisation are the most important for maskatities, which connects
the company with its existence. Of course, otherddmns have to be met as
well, which will be dealt with in this article.

The article presents results of the study conduatedng Slovene small
and medium-sized enterprises (SME) regarding cmmditfor a successful
implementation of innovation activity. Firstly, laeis explain in short the
theoretical bases from which we derive: the natiomaovation system and the
national innovation capacity, the Chesbrough conoémpen innovation and
networking in the field of innovation activity. Tis followed by an analysis of
the state in Slovenia and conclusions.
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2. Theoretical Starting Points National Innovation System
(NIS)

The industry could not develop and use new teclyylanywhere, if
institution did not ensure support services andliigh people. The same
applies when technology is imported. This findingswtransformed by the
OECD into the definition of the National Innovati@ystem (NIS), which was
adopted in the 1990s. It is defined as “the sysiéimstitutions which together
and separately contribute to the development of temlinologies, and in the
scope of which governments influence the innovatioocess by formulating
and introducing policies”.

The NIS includes five groups of organisations aboWegs: companies,
universities, research institutions, organisatiomgich promote scientific-
technological progress and the state. If innovatiorevery useful thing, the
aforementioned elements should be complementedntagniion-innovation
processes that are not part of R&D, the structureeanomic and non-
economic activities besides industry, includingawation in the scope of the
government, the prevailing culture / ethics / valuather than just knowledge
(education and training) (Mulej, Zeko, 2004). Theaess of the NIS depends
on the operation of individual institutions and esiplly on the development of
relationships and connections or a network of cotioes within the whole
innovation system. Its development and an effeamne successful operation of
the NIS depend on the fluidity of knowledge flowherefore, we will analyse
the context of cooperation between SMEs and otheyeps of the NIS in
Slovenia from the viewpoint of SMEs.

We will try to analyse if companies have the apitih learn (measured by
investments in R&D), functional abilities (the inephentation of the invention-
innovation process) and strategic abilities — alt agethe ability to understand
the market and market demand. The limitation of k8 approach is that it
relatively neglects the question of the implemeatabf inventions (process),
where an invention is confirmed in the market aaddmes an innovation. For
this critical factor, which is important for the @sion of a company, to even
enter the invention-innovation process, the (ecaopmotive for cooperation
between SMEs and other players is the most impor@incourse, we cannot
disregard the support services within and outsidenapany.

National Innovative Capacity

In addition to certain characteristics of companssd the focus on
innovations, the approach of national innovativgpacity emphasises the
importance of perception of potential partherscfasperation. National innovative
capacity depends on three building blocks (FurrRarter, Stern 2002, 905-907):
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« Common innovative infrastructur@echnological complexity and human
and financial resources available for R&D): Thigdlves the development
of new technologies and public policy measuresratated resources, such
as investments in education and training, copyrigigtection, the tax
measures associated with R&D and an opennesstmational trade.

* Innovative environments of an individual country oilusters (the
environment in which concrete companies developcamdmercialise their
innovations): This involves conditions for demamd|ated and support
industries, contextual conditions and levels of petition on the market or
a company strategy.

e The quality of connections between the aforemeadidouilding blocks
These connections can be provided by various uistits (e.g. universities,
student clubs or commercial associations of aqaa cluster). If there are
not enough connections, it involves a risk thatlibeefits of scientific and
technological discoveries will be reaped in othmundries rather than being
exploiting by the national economy.

The quality of connections is measured in the shafrethe whole
expenditure of companies for R&D which is condudbgduniversities and the
power of the venture capital market (Furman, Ppr&ern 2002, 909), or
through the general quality of scientific-researgdtitutions and the availability
of venture capital for innovative, but risky prdig¢Porter, Stern, 2002, 7).

Our research primarily deals with realised coopenatwhich is why this
theoretical starting point has a limited benefit 8. Since we believe that the
perception of the quality of a research organisatioas seen by SMEs — is
definitely an important factor, we will check if S84 find a research
organisation an important source of informationiforovation activity.

Open Innovation

Today, applicable knowledge is widely spread anchp@nies cannot just
effectively innovate, irrespective of their ab#ii or size. Chesbrough (2011)
defines open innovation as the use of purposefgpétiiows and outflows of
knowledge to accelerate internal innovations angheal the market for external
use of innovations. His definition includes the ezrfl aspect of open
innovation that refers to the introduction of ideasd technologies in a
company and the internal aspect where the compéatgés and technologies
that are not used or are used insufficiently arplémented in innovation
processes outside the company. Open innovationn®r@ lucrative way of
innovation for companies because it reduces thestsc of development,
increases the speed of entering the market, inesed#ferentiation on the
market and creates new sources of revenues.
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Table 1 Differences among the Pr

inciples of Closed and Open Innovation

Closed Innovation Principles

Open Innovation Principles

The smart people in the field work for ys.

If we create the most and the best ideas in th
industry, we will win.

To profit from R&D, we must discover
it, develop it, and ship it ourselves.

External R&D can create significant value:
internal R&D is needed to claim some portior
of that value.

If we discover it ourselves, we will get i
to the market first.

t We don’t have to originate the research to pr

from it.

Dfit

The company that gets an innovation t
the market first will win.

b Building a better business model is better thg

getting to the market first.

>

If we create the most and the best ideg
in the industry, we will win.

sIf we make the best use of internal and exter
ideas, we will win.

Wal

Source:http://lwww.ope

ninnovation.eu/open-innovation/

According to Lee et al. (2010, 292), SMEs primatie external sources
as the way to access marketing and sales charfleds.concept of open
innovation is important for them because they htheenecessary flexibility and
specific knowledge, but they lack adequate capecito manage innovation
resources. The more complex the technology, thedempany’s management
can ensure the technology because the necessamjekiye is also outside the
company. The figure below shows the concept of apeavation in SMEs, as

defined by Lee et al. (2010).

Figure 1 The Concept of Open Innovation
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SMEs use the concept of open innovation when teggbtish a partnership
with another organisation that is actively involvéd cooperation and
significantly contributes to the innovation procefks example, by analysing
the market, consumers and similar. Since SMEs #&tack of resources and
capacities in open innovation, it is an importarmtine to cooperate with other
organisations. At the same time, this is a limitfiagtor in seeking suitable
partners to cooperate with. As an appropriate wlagotving the problem of
limitations, Lee et al. (2010, 293) propose anvactole of an intermediary.

A company can and should implement external ideathé same way as
internal ones because the central idea in the Ibackd of the open innovation
concept is that companies cannot rely on their cegearch in the world where
knowledge is so widely spread. Quite the contragmpanies should buy and
licence processes and inventions, such as pateht®ther companies
(Chesbrough, 2011).

In our opinion, the Chesbrough concept of openymation shows that the
understanding of the importance of knowledge oatsidcompany is changing.
If a company begins to act in accordance with thenged concept of
knowledge, it facilitates more frequent cooperatigith other organisations.
Therefore, SMEs can solve the problem of limitedotgces if they know
appropriate sources of knowledge. In the reseavehexplore if we can speak
of open innovation in SMEs in Slovenia. In our apm greater staff mobility,
the availability of venture capital and the teclugital progress contribute to
increased co-creation and transfer of knowledge ngmeocial subsystems,
which actually means open innovation.

Networking (Mutual Cooperation) in the Field of the Innovation
Activity of SMEs

When studying the network of connections on thesriorganisational
market, attention should be paid to social capiteingnick-Hall (2003, 53)
defines it as a network of relationships among eyg#s and groups (within
and outside companies) which provides informatibalps solve problems,
increases the base of buyers and other, meanihg #dus value and improves
the strategic capabilities of a company. Bourdied eo-authors (in McFadyen,
Canella, 2004, 735) speak of social capital as atutwnnections among
people, and of resources embodied in these mutletlanships. Social capital
is the key factor in understanding the processediting knowledge. It directly
influences the process of exchange and ensurdatevelty easy access to the
desired resources in the network.

With the aim of linking various players in an inmive environment and
thus improving the competitiveness of the econo8igyenia has established



Konda et al./Ekonomske teme, 51 (4): 775-790 781

clusters, technological networks, technologicatfptans and excellence centres
that are mostly artificially created institutionarganisations. A detailed
analysis of the operation of these organisationSlavenia was made in 2004
(Jakl¢ et al., 2004). With regard to the conclusions gmdposals of the
European Commission (2012), these organisationgldtoe a lever to achieve
the goal of the Europe 2020 strategy, i.e. thevation Union with innovative

companies which create new high-value added jolosiamovative products
that meet social needs and expectations.

Figure 2 The New Innovation Support Pyramid

INNO-

@ PRO INNO Nets Public authorities,
EUROPE policy-makers
Innovation Public
culture | Procure-
Y ment
Intermediaries,
2 . ractitioners,
EUROPE . Lead ' Eco—' Cluster p
INNOVA Services | markets |innovation|  cooperation PPPs

European Business Support Networks (IRC & EIC)

Source:Schierenbeck, 2007, 21

The horizontal connections in the form of clusteescellence centres,
technological networks, etc. are a particularlyeriesting approach for SMEs.
SMEs can effectively replace their small size wiheater flexibility and
connections with others. In these forms of conoasti it is important that a
company is aware of its key competences and apatelyrprotects them. Mutual
connections among companies can be manifestednienous ways (Zajc, 2012,
42). Let us point out some of these connectionstracts on the implementation
of R&D activity; the purchase of technology/proatyg developed at a university;
informal networking — conferences, paper presamiatand other similar events
with the participation of representatives of theremmy and the research sphere;
joint companies or investments; various forms ofgerary staff mobility in a
public research organisation, such as staff subetit sabbatical years and
secondments; joint research studies and joint mesgarogrammes; the use of
research premises and equipment at a universitpimpanies, et&vhy are SMEs
interested in this kind of cooperatioiPe table below lists the motives that lead
representatives of both subsystems to cooperation
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Table 2 Groups of Reasons for Cooperation with a Public Resear ch Organisation

(PRO) by Companies and Concrete M otives

REASON

CONCRETE MOTIVE OF A COMPANY

Necessity

Answer to government initiatives and pddicie

Strategic institutional policy

Asymmetry

Supervision of proprietary technology

Reciprocity

Hiring students or providing practicaiting

Hiring researchers from PRO

Effectiveness

Commercialisation of technologiesaligyed at a university

Financial benefits from unpredictable researchites

Cost efficiency

National incentives for cooperation

Promotion of technological abilities and econogompetitiveness of
companies

Shorter life cycle of products

Development of human capital

Stability

Shift to the knowledge economy

Company growth

Access to new knowledge, the latest technology, relsesuipment, etc.

Multidisciplinary character of the latest techrmpfo

Access to research networks and other forms of catipe

Solution of specific problems

R&D procurement from PRO due to lack of own capagitie

Reducing or dividing risks

Legitimacy

Improving the company's reputation

Numerous authors dealt with analyses of ¢hstacles for innovations in

Source:Ankrah et al., 2007, p. 11, in: Zajc, 2012, 44

SMEs(e.g. Lee et al., 2010, Trotter, Vaughan, 2012 ¥i al., 2010). The

emphasised obstacles in the aforementioned stadéeshe costs of innovation
activity, a lack of appropriate financial and humasources, an estimated high

level of risk and a lack of marketing and technaabiinformation. We believe

that the innovation activity of SMEs in Sloveniahimdered by other factors.

They include the specific characteristics of thppsut environment and related
culture, a lack of adequate knowledge (especiallieims of management and
marketing), reduced demand and pessimism on saldeta as a consequence
of the economic crisis as well as institutional aydtemic obstacles (e.g. high

burden on labour costs, particularly for experts).
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We wish to research with whom SMEs cooperate andtvhe main
obstacles for mutual cooperation are. This willeaas the basis for the analysis
of networking by SMEs in Slovenia.

3. Methodology
3.1 The Purpose and Goals of the Research

In the analysis of conditions for the innovatiotiaty of SMEs in Slovenia,
we are primarily interested in how managers undedstthe importance of
constant changes in a company, how they assessufiport environment, the
practice of open innovation and their mutual cotinas (networking), and what
presents obstacles and problems for innovation.gblaés of the research are: to
determine the most common obstacles of innovatitinity, to analyse the role
and success of the support environment and to ssmakgtworking in the field of
the innovation activity of SMEs in Slovenia. Theds on SMEs distinguishes
our work from similar analyses that deal with aavidcope of innovation as the
centre of their research (e.g. Bartlafuckovié, 2006, Ra%i, Marki¢, 2008,
Rebernik et al., 2008), focus on other aspectaatd/es (e.g. Cigler et al., 2008,
Zajc, 2012), or examine the views of companiesdjaés) as part of the analysis
(e.g. Jakk et al., 2008, Likar, 2003).

3.2 Research Method

We used a descriptive, non-experimental methodnpfigcal research.

3.3 Sample

The basic population that was examined is repredemly small and
medium-sized enterprises in Slovenia. The resemrdnded 309 companies
(10.7% of 2,897 companies participating in the aed&), of which 91 properly
filled in the questionnaire. With regard to the Quamies Act (ZGD, OGRS,
No. 65/09), we divided companies on the basis ef fillfilment of three
criteria: the average number of employees in thenags year, their net sales
revenues and the value of assets. Given the prianaiyity, and according to
the Standard Classification of Activities, 26% bétsurveyed companies were
from the manufacturing sector, 10% from the retadintenance, the repair of
motor vehicles and information and communicatiortivdies, 8% from
professional, scientific and technical activitigsdavarious other commercial
activities. There were 3% of companies from catgrinransport and
warehousing, education and financial and insurautizities. We should also
mention that this is not a representative sampleclwis why the results cannot
be generalised per population.
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3.4 The Process of Collecting Data

Data was collected in the last week of August amdhie first week of
September 2013 via an anonymous questionnaire naekpfor directors,
managers and heads or other employees in 2,897atnesp The companies'
addresses were found in public databases (AJPE3N,IBPIS, BIZI) or on
their websites.

3.5 The Description of Measurement Instruments

Based on the survey questionnaire, we gathereddllmving data: the
general information about companies, informatioroutbthe importance of
innovation and the reasons for innovation, infoioragbout the percentage of
revenue for R&D per year, views on the importantsaurces of information
for innovation activity and views on whether a fatar factor influenced the
implementation of the companies’ innovation acyivit the 2010-2012 period
as an obstacle or incentive.

Questions were formulated according to the scaldemof the Likert type
views. The scale levels for two questions were frbnto 5, in a logical
continuum from the minimum to the maximum accepsaoicviews. In the case
of two questions, the scale was divided into twpagite statement, where the
positive answer was ranked from 1 to 5.

4. Results and Interpretation

4.1 The NIS and National Innovation Activity from the Viewpoint
of SMEs

In the first set of questions, we examined the phdged by the NIS in the
operation of respondents. We asked them how mush itivested in research
and development, with which players of the NIS thegperated and how they
understood the market and its demand.

We found that almost half of the companies allodat®o of their annual
revenues for R&D, just over tenth allocate 10-253d a quarter allocate less
than 1%, which is shown in Graph 1. R&D expenditgsf®ows companies'
moderate ability to learn, since they earmark allspecentage of funds for
R&D. This is also partly confirmed by the replidsrespondents with regard to
the use and importance of sources of informatiorirficovation activity. As we
were interested in which sources of information panies use and how they
assess the importance of these sources, we usattavith 18 statements (a five-
point Likert scale): O — unimportant, 5 — very imjpmt). Table 3 shows results
for four most important and four unimportant sosroéinformation for SMEs.
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Graph 1 Investmentsin Resear ch and Development per Year
(in % of thetotal revenues) (n = 61)
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Table 3 The Importance of Sources of Information for Innovation Activity (n = 53)

unimportant- | oo vhat ver

not a source off; neutral [ important . y X | SD

: . important important

information
Customers or buyers 4% 6% 99 40% 429 41104
Learning from failure 6% 2% 25% 35% 33% 3.01.09
Learning from
findings in testing 6% 2% 23% 38% 31% 3.01.07
and/or production
Learning from
research and
development within 6% 4% 23% 38% 29% 3.81.09
your company or
group companies
Government and
business delegations 20% 2506 26% 6% 4% oh1.11
and other contacts at
the international leve
Databases with patent 3,4, 30% | 26%| 11% 0% | 2jn.01
applications
Government or publig
research institutions, 30% 26% 34% 9% 0% 2.p0.99
research partners
Universities and othey
higher education 29% 13% 37% 17% 4% 2/51.20
institutions
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Companies mostly get information from customers boryers (42%),
through learning from failure (33%), learning frdindings in testing and/or
production (31%) and learning from research andeli@ment within the
company or group companies (29%). Contrary to egpeas, the companies
attributed extremely low importance to universitisgulties, research institutes
and professional and industry associations. As paitant sources of
information, the companies state the following: gownent and business
delegations and other contacts at the internatimval (40%), databases with
patent applications (32%), government or publieaesh institutions, research
partners (30%), universities and other higher etilicanstitutions (29%) and
advisers, commercial laboratories, providers of ketng studies or other
private institutions for research and developm2Be4).

From the aforementioned, we can conclude that teespimerous support
institutions that Slovenia has introduced in trst tavo decades, one of the most
important issues of the innovation policy is th@motion of cooperation of
companies with other players of the innovation esyst

In the survey, we also checked the ability to usiderd the market and
market demand, which was operationalised in theéesbf a company which
knows well its customers, examines changes in tlaekeh examines the
problems of buyers with the aim of offering a newbetter solution, and the
share of the company which develops new produetgices and processes based
on its innovation activity in order to satisfy thaexpressed needs of customers.
On average, 79.5% of the companies agreed or mgregreed with all the four
given statements, which leads to a conclusion tatmajority of SMEs are
market oriented and aware of the importance of kmgtheir market.

4.3 Open Innovation and Networking

Open innovation involves a combination of interaald external ideas as
well as the internal and external marketing ways ctintribute to the
improvement of the development of new technologied, consequently, to a
rise in added value. We assumed that the conceptpef innovation is
important for SMEs because they have the necedadipility and specific
knowledge, but they lack adequate capacities tcag®rnnovation resources.
We were interested in what innovation activitiessthoinfluence the growth in
added value per employee in their company and witich partners/associates
they cooperate in innovation activities.

Since an individual innovation activity differentigffects the growth in
added value per employee, we asked participantoun survey which
innovation activity was the most influential foreth company. We found
(Graph 2) that the majority of respondents chosermal research and
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development (36%), followed by machinery, equipmantl software (25%)
and the introduction of innovations on the marl&f%). Only one respondent
pointed out external research and development lduglhe company as the
most influential factor, and only one respondenhigal out gaining knowledge
from an external source. Equal to the previousi@edaf questions, the results
in this section of questions indicate poor mutuwmperation among players of
the innovation system.

Graph 2 Innovation Activitiesthat M ostly Influence the Growth
in Added Value per Employeein SMEs (n = 56)

Intemnal rescarch and development

Acquisition of machinery, equipment and software
Launch of innovations on the market

Training for innovation activities
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The partners with whom SMEs cooperate in their vation activities are
shown in Graph 3. As expected, most companies catgpeavith Slovene
partners. The key factors for performing innovatamtivity are customers or
buyers.

Graph 3 Partnersin the Innovation Activity of SMEs
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- member states
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Among 23 offered statements, the surveyed compaaiesvered the
guestion whether the aforementioned factor infleenthe implementation of
the company’s innovation activity in the 2010-20d&riod as an obstacle or
incentive as follows:

e as an important incentive: the actual support e tanagement (via
funds and activities) (55%), an independent innowastrategy of the
company (28%), internal activities and financing B&D (26%),
strategic orientation and a written strategy of¢cbmpany;

e as an important obstacle: the effectiveness of igour market
(flexibility, legislation, regulations) (30%), ac®to appropriate sources
of financing (also maturity) (30%), programmes/tersdprojects that
promote mutual cooperation among companies (24%ate and state
support institutions (21%).

5. Conclusion

The innovation activity of a country/region/compangepends on
investments in research and development, humantataphe educational
system and the whole social infrastructure (soceglital), since there is no
direct link between scientific achievements and petitiveness. Modern
theories of the economic development emphasiséntpertance of the basic
infrastructure (e.g. research institutes, universitorganisations that promote
scientific-technological progress) as well as thmpoartance of mutual
cooperation among all the relevant economic agdbttter knowledge,
diffusion of knowledge). The basis for innovatiastiaty is an individual's and
group's creativity in a company that plays the afi¢he leader of progress in
today's society. In addition, we should consider filrms of values that have
been set in the process of evolution in our narrame wider environment.

The characteristic of the surveyed Slovene SMEthad they are quite
introverted — their innovation activity is primarifocused on internal research
and development — and, on the other hand, thefpansed on the innovation of
new products and gradual improvement of the exsproducts, taking into
account the needs, wishes and requirements of fugased on the data of the
survey, we can conclude that Slovene SMEs do ntly fexploit open
innovation, but there is a good basis for netwark{imutual cooperation).
Therefore, stimulating companies to cooperate wvather players of the
innovation system is one of the most important tjoes of the innovation

policy.
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STVARANJE USLOVA ZA INOVACIONU AKTIVNOST
MALIH I SREDNJIH PREDUZECA U SLOVENIJI

Rezime: Globalna ekonomska kriza pokazala je strukturne slabosti
Slovenacke privrede, koje se ogledaju u relativno niskoj sloZenosti i dodatoj
vrednosti proizvoda i usluga. U radu se naglasava da se poveéanje dodate
vrednosti moze postiéi jacanjem faktora inovacione spposobnosti i ljudskog
kapitala, i kreiranjem stimulativnog okruzZenja za poslovanje preduzeéa.
Preduzeée nikad ne inovira samostalno, i samim tim jedan od glavnih
elemenata koncepta inovacionih sistema je povezanost elemenata inovacionih
sistema. Nije dovoljno samo analizirati elemente inovacionih sistema, mora
se objasniti i njthova medupovezanost (mreza), sto je uslov za transfer znanja
medu njima. U svetlu dovoljnih ulaganja u istraZivanje i razvoj i u inovacije
i obrazovanje, fokus mora biti na poveéanje njihove efikasnosti. Poveéanje
investicija u inovacije ne znaci (nuzno) poveéanje efikasnosti inovacija. Rad
razmatra uslove za uspesnu realizaciju inovacione aktivnosti preduzeéa i
istrazuje kako se ona u realnosti manifestuje iz perspektive malih i srednjih
preduzeéa u Sloveniji.

Kljucéne reci: inovaciona aktivnost, inovacioni sistem, znanje, podsticajno
okruzenje, interkonekcije.
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UDC Abstract: The involvement of the organizations at the
005.96 international business scene opens up many opportunities, but
Original also many challenges. They are mainly related to the fact that at
scientific the global business scene the growing number of companies
paper participates and as a condition for their survival and development

arises the need to be better and more effective than competitors.
One way to achieve this aim is to effectively manage global
talents, especially because of the fact that quality human
resources are the only true source of organizations™ sustainable
competitive advantage. This requirement places in front of the
function of human resources in multinational companies (MNCs)
new and very strict requirements in terms of attracting and
retaining global talents. Given the above, the aim of this paper is
to highlight the importance and need for effective global
management in MNCs in order to be competitive, to present its
specific content, and to point out the implications for
competitiveness of Serbia which arise from the fact that many
talents in previous period left this country.
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1. Introduction

In the modern business environment achieving, raaiimg and increasing
competitiveness, in which base is the attempt toeae better results than the
competitors, become an imperative for all compasiese it is a sure path for
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ensuring their survival and development. While cetitipeness as an economic
category can be monitored and measured at foulslépeoduct, organization,
industry, country) in practice it often divides dodks across the three segments:
business performances, the potential of the agtitbusiness and quality of
management and processes (Buckley et al., 1988yefidre, when it comes to
the competitiveness of the organizations, it isallgumonitored and measured by
following parameters: production costs, produdtiviquality of products and
services, quality of technology, but also by theeativity, adaptability,
innovativeness, competency of management, etg, (Dlura 2011).

In the previous period, the competitiveness of pizgtions, especially at
the international business scene, was based oproguction costs which were
generated by cheap work force and cheap raw mistertdowever, in
contemporary conditions, these sources of competiéss are not often
sufficient to achieve sustainable, long-term coritigeness. In addition, other
potential source of the competitiveness, such asntial, technological,
commercial or organizational competitiveness (\asil997) today cannot
provide competitiveness in the long run becausedhations in these areas can
be relatively easy copied by competitors. It turoedl that in today's business
environment for achieving sustainable competitigsneapid response and
adaptation to the requirements of customers, a$ agelto the actions of
competitors, is extremely important. In order t@e@ed, organizations today
need skilled and capable employees whose knowleskils, abilities and
creativity can provide that organizations recogrimd meet the subtle demands
of the market better than the competition. Thigd faas recognized by many
companies and consequently they started to heesfijyon human capital in
generating their competitiveness (Agunis, Gottreagdsoo 2012).

Within the category human capital, according to significance for
generating competitiveness, however, earmarked ifgpexategory of the
employees. It is aboualentswho possess specific forms of competences that
can generate superior business results. This #re@d by numerous practical
examples where individuals in different fields, lsuas telecommunications,
finance, media, etc., achieved outstanding resints make their companies
very successful. That is the reason why in therlabarket “fight” for these
individuals is strengthening - simply they have dree the cornerstone of the
company's success (Collings, McDonnell, Scullio®20Guthridge, Komm
2008). Also, it is important to note that the lmatfbr talents is not only
motivated by the efforts of the companies to imgrakeir performance, but
also it became a carefully designed strategy tegmteother companies to come
up to talents (Gardner, 2005) and their superisults.

Thanks to the globalization and the MNCs’ needdodme competitive in
the global business scene, fighting for talentaividuals moved from national
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frameworks to the global business scene and becamef the key strategic
activities of these companies. The reason why dlisstion comes into the
focus of MNCs is the fact that many MNCs have redogd that human

resources with exceptional competencies are dritaratheir competitiveness

and that for such resource they should look fahatwhole global labor market
(Bryan, Joyce Weiss 2006). Therefore, an increasinmber of MNCs is

making significant efforts in the field of attramti, development and retention
of the talented individuals (Boudreau, Ramstad 2Q@%is, Heckman 2006).

Those MNCs which are more successful in these iaeiv have the

precondition to be more competitive, and consedyentore successful than
the competitive MNCs.

In order that these attempts in achieving competidvantage through
talents could give results it is not, however, isight enough that these talents
are only identified. Availability of talents hatlé strategic value if they are not
motivated and effectively utilized (Mellahi, Colge 2010). This is the reason
why the specific relation toward them, startinghniihe attraction, recruitment,
development and rewarding, can be considered asctarfof companies’
competitiveness, too. These activities taken tageatheate the new concept that
emerged in the field of human resource managemeatent management
which in the field of global business became thacept of global talent
management

Given the importance of talents for companies’ cetitppeness, and in
terms of globalization to the competitiveness of GH\ the aims of this paper
first is to point out that talents, thanks to thejrecific competences, give
proportionally greater contribution to the orgati@aal performances, and that
thanks to that fact they can become source of cobtivemess of the
organization, then to point out the importance lobgl talent management in
MNCs, as well as to present the specific contemhigfactivity.

The basic assumptions from which this paper starés following: (a)
talented individuals are rare resource that prowdperior performance and
contribute to the competitiveness of the compatbgeffective management of
global talents in MNCs is a factor of their compe#ness at the global
business scene. The paper is mostly of theoretgtalre. It is structured in the
way that in the first part it gives the short ovew of the referent literature and
attitudes about talents and talent management porfednich is current but
insufficiently explored concept and therefore atied the attention of the
authors), the second part will highlight the impode of global talent
management for competitiveness of MNCs, and inattbempt that this paper
has practical implications, the third section wdhalyze the impact of
knowledge globalization on going talents from Sardnd the implications that
arises for the competitiveness for its economy.
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2. Summary Review on the Concept of Talents and their Contribution
to the Performance and Competitiveness of the Companies

Although the talented people are given the increpéinportance in the
literature there still exist dilemmas what exadlytalent means. Thus, some
authors believe that talent is a special abilitypésform a certain activity that
leads to the achievement of better results thamtters (Bersin, 2006). On the
other hand, some authors do not describe the talerd feature, but as an
individual who possesses certain characteristicor@sin, Jardin  2010).
However, all dilemmas about who can be considesethlant, though, can be
summarized into two opposite views. One advocdtesrésearchers from the
consulting firmMcKinseyand the other represent the viewdalve Ulrichand
the authors who support his attitudes. Howevergtiea third solution, which
is a sort of compromise, which offered consultiimgnfTowers Perrin now
Towers Watsoompany.

The standpoint about talents which advocates tisearehers from the
consulting firmMcKinseyis that the talents are those individuals who esss
specific skills, knowledge, attitudes, innate gétsd have a strong capacity for
learning and development (Chambers et al., 1988).Wword, they are “the best
and the brightest”. In the literature for these Ewpes could be found some
other terms, too, such as “A players”, “superstaegt. The participation of
such employees in the total number of employeesoimpanies is usually
between 10% and 20%, although there are some oginirat their share could
be much smaller, from 1% to 5% (O'Boyle, Aguinisl2p) This view of the
talents has its foundation in the resource-basedryhof the firm by which, in
order that companies achieve sustainable compebilvantage, it is necessary
to possess or engage valuable and unique resotitaesneet the following
criteria: (a) strategic value, (b) rareness, (@pility to imitate and (b) inability
to replace (Barney, 1986; Peteraf, 1993).

If these determinants are considered in the comtksdlents, in order that
they can be qualified as superior resources, and & potential source of
competitive advantage, they must also meet theebnteria. In other word, it
is necessary that they have strategic value whickfiected in the fact that their
contribution in their area of expertise is sigrafitly higher than of the other
employees, then, they have to possess rare skitlskaowledge which is
difficult to imitate, and that there are diffici@s in their replacement.

Contrary to the above, standpoint about talentDhye Ulrich and his
followers is that almost any employee in the orgation can be considered as a
talent (Ulrich, 2006). These authors believe thdgrit is essentially a function
of competencies, commitment and contributions efémployees, so that can
be formulated following relation:
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Talent: competence x commitment x contribution D

Competencein this relation means that individuals (talentepve
knowledge, skills and values that company ne&tsmmitmentmeans that
employees are willing to work hard and commit thieire and efforts to what is
required from them, but also to do what is not exp} required from them (in
the literature this kind of behavior is known asyanizational citizenship
behavio). Contribution means that employees (talents) provide a real
contribution to the company finding in that the mieg and purpose of their
own work, too (Ulrich, 2006). According to theseteteninants, it can be
concluded that talent can be almost every emplaydke organization whose
competencies matches the requirements of jobs, pvbeides performances
that are required of he/she, and that he/she dyreaengage in those activities
which are not always explicitly required and reveatrd Finally, their work
should really contribute to the achievement of canys goals.

The third viewpoint in terms of talents is the vigwomoted by the
researchers of the consulting firfowers Perrinwho believe that every
company needs to define by itself what talents eee,which employees are
valuable resource for it.

When it comes about the impact of talents on peréoices, and thus on the
organizations’ competitiveness, many authors suggiest talents have a
significant contribution. For example, by studyitfte programs which the
companies implemented to develop talents and huwitifiles of successful
employees (especially manage€)nsentino, Erkerand Tefft found that 60-
70% of the companies has the continuous improvewnfdmisiness results, such
as financial performance, productivity, quality efoducts and services,
increased customer satisfaction and the like (Guirsg Erker, Tefft 2011).

Also, the research conducted by consulting firawers Perrinconfirmed
the positive impact of talents on the companiesfggmances. First of all, their
research has shown that different categories ofethployees have different
contributions to the costs reduction, increasingliu of products and
improving customer relationships (Towers Perrin0®0 Although in their
study the term talent was not explicitly used, the term “highly engaged”,
indirectly can be concluded that when it comes ighlly engaged that it is
actually about talents since one of the dimensiohgheir talents is their
readiness for extra-role behavior (Collings, Mdll2@09). The research of the
mentioned consulting firm has showed that talentedividuals (highly
involved) contributed to the increased quality odgucts and services at 84%,
while the impact of the average employees (modezagagement) was 62%
and below-average employees (disengaged) 31%.arhe s the case when we
speak of their impact on cost reduction. Talentshtdbution to the cost
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reduction was 68%, while the contribution of theerage was 42%, and a
below-average 19%. The differences are even moigemyvwhen we speak
about the impact of certain groups of employeesngoroving relationships

with customers. Talents’ contribution in improvimglations with customers
was 72%, while the contribution of the other grogbsemployees was less,
27% average and below-average 19%.

In support of the fact that talents have superigluénce on business
performances are also results from recently pubtistudy that was conducted
by O'Boyle and Aguinis. Their comprehensive study shows that the greatest
performances in companies were achieved by a sgnallp of “elite”, i.e.
talented individuals. In different samples of tlmnpanies that were surveyed,
the share of these employees was from 1% to 5%.s&hee study found that
the share of talents in the overall productivitysvilom 10% to 26%, while, on
the other hand, 65.8% and 83.3% of the employeesised performances that
were below average (O'Boyle, Aguinis 2012).

Bearing in mind the results of these studies whiadicate the positive
influence of the talents on the performances, dnd ton the companies
competitiveness, it is clear why the “war for tanis of great importance,
both for those companies that operate in the nativamework, and for those
operating in the global business scene.

3. The Concept of Talent Management: Different Perspectives

Because talents are, in essence, a rare and spedfiurce, it is necessary
that toward them should be established a spec#lationship. Therefore,
relying solely on traditional activities in the Ilfle of human resource
management is not enough to attract and retain {Kkémm McLean 2012). That
is the reason why in theoretical area and busifweggions of human resource
management a specific concaptent managemenhas been developed.

Talent Management (MT) covers almost all activitibat traditionally
cover human resource management, such as recrtjtrselection, hiring,
developing, rewarding, etc., but the content ofs¢éhectivities has certain
specificities. Since the question of talents ierkiture is still open, the questions
which are related to the concept of TM are alsmedeConsequently, in theory
exists different opinions of what should be theuof TM and according to
who these activities should be implemented.

In the attempt to summarize the different opiniabsut the essence of TM
lles, Chuaiand Preeceall perspectives classified into four groups: tag
perspective of exclusive (extraordinary) peoplé tle perspective of exclusive
position, (c) the perspective of inclusive peopled a(d) social capital
perspective (lles, Chuai, Preece 2010).
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The perspective of exclusive (extraordinary) pedmds relatively narrow
focus of talents according to which the talentedpbe are those who have the
ability to significantly impact the organizationa¢rformances. Therefore, only
toward such segment of employees should be apgpiedific activities in the
field of attraction, development and retention. Hpplication of this approach
in MT previously requires segmentation of employéet® certain groups
according to their quality and value that they cegate for companies.

Justification of the opinion that in the area of Tdvhecessary to implement
different approaches toward different groups of éh#loyees can be found in
the concept of human resource architecture develdpelLepak and Snell
Specifically, these authors found that employeeasidcde divided into four
groups according to their value and to the unigserend specificity of the
skills they posses (Lepak, Snell, 1999). Accordmdghe model developed by
this authors the most important human resourcethéocompanies (either
domestic or MNCs) are employees who have a spdaificjue) skills and great
strategic value. This opinion, we may say, compjemrresponds to the
perspective of exclusive people, i.e. the focusMfshould be only on the elite
employees (Collings, McDonnell, Scullion 2010).

The perspective of exclusive positions in TM alss la relatively narrow
approach but on a different base than is the cadtie tiwe perspective of
exclusive people. According to the perspectivehaf ¢xclusive position, TM
should be linked to key positions in the companlyiclv are usually marked as
“A” positions. According to this approach, only #®oindividuals who are in
these positions can be called talents and only gbggnent of the employees
should be in the focus of TM. It is considered thatould be ideal if there is a
match between “A position” and “A players” becausey then we can expect
“A performances” (lles et al. 2010).

The perspective of inclusive people is in a diremttradiction to the first
perspective since it assumes that all employe#®icompany have potential to
be talents, and consequently, they should be mdnizga manner to achieve
high performances. This perspective in its essdacim a line with Dave
Ulrich’s attitudes about talents. The authors that suppmwiew believe that it
is crucial to give the opportunity to everyone &alize its potential, because
“talent requires an opportunity to be displayed”alkér, 2002). However, the
practice shows the opposite evidence: there aeeeneamples of the companies
in which all employees are talents (Microsoft, Gleogtc.). Consequently, this
approach in TM can not be supported and massiygieal.

The authors representing the social capital petisgein TM consider that
the previous perspectives are too individualizedesithe talent is seen only as a
form of human capital, regardless of the contextimch it arises and develops.
They believe that talent is developed through tbeetbpment of social and
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organizational capital, and that the focus in TMowdd be encouraging
teamwork, building a proper culture, developing tleadership, creating social
networks, etc., which all will provide the precamaiis for building talents
(lles, Chuai, Preece 2010).

According to the predominant interpretation by whibe talents are rare
and specific resource that generate superior sggblk dominant attitude in the
literature is that a narrow segment of employe@siishbe in the focus of TM.
Consequently, the perspective of exclusive peapl&@M comes into the first
place and has the largest practical implicatiortsthA same time, the practical
evidences confirm that TM as a specific activity dampanies generates a
number of positive effects, both in terms of finahperformance, and in terms
of non-financial (Bethke-Langenegger et al., 204)ich indicates the validity
of a specific relation toward employees with theeptional competences.

4. Global Talent Management (MGT) in Multinational Companies
4.1. The Importance of Global Talent Management

The issue of competitiveness, though it is impdrti@mm companies that
operate at the national level, is extremely imputtand perhaps more, for
companies that operate in the international busisesne. This is because that
in the international business scene the competisomore intensive and the
imperative to “be better than the others” is mdfécdilt to achieve.

Generally, the competitiveness of MNCs can be vieirem static and
dynamic perspective (www.unctad.org). In the foolithe static perspective is
the price competitiveness generated by low laba@tscand cheap natural
resources. On the other hand, the dynamic perspdctiits focus has not only
costs and prices, but also the company's abilityeton, to adapt to new
business conditions and to innovate. In other wothle competitiveness of
MNCs is based on how successful they adapt to #madds of the local
environment comparing to the other MNCs.

Since the above mentioned determinants of MNCs etith@ness
according to the dynamic perspective are primamdhated to competent and
qualified human resources (who have the talentemgnize what market
requires), it is natural that the MNCs in them igguaed source of its
competitiveness. Therefore, today on the globalness scene, despite the
recession, the “war for talents” becomes more Biten In this regard, the case
of Motorola, which is known as one of the first MNCs that ieypented TM
programs, is an illustrative example. In this compabesides the fact that it
tries to recruit the best experts, this companyests heavily in their further
development. The aim of the development prograras d@he organized in all
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subsidiaries of this company is to provide oppdtjuto talented employees for
continuous learning and developing of which wilinbét the company itself.
For example, this company in 2012 invested milli@isdollars in various
training and development programs for employeeéts isubsidiaries all over the
world (www.motorola.com). Aside from the fact thidilis company invests
heavily in the further development of talents, tb@mpany is trying to keep
them by the appropriate policy of rewarding, taotHis company it is usual to
reward superior performance at the individual leatlthe level of business
units and at the level of the entire company, Heb @ provide long-term
incentives for achieving those goals that are ingrto the company.

Intensifying the fight for talents on a global mess scene by the opinion of
many authors, except for the fact that they canegga superior results,
contribute another factor - their deficit (CollinggicDonnell Sullicon 2009).
According to some researches, despite the expactdtat working population
in some parts of the world such as Africa, the Nedgast and Asia in the future
will significantly increase, it is estimated thatver the next 20 years in most
developed countries this growth will slow downislestimated that the working
population in Europe will decrease by 50 millioragtditin, 2010). Although the
birth rates in less developed countries are higis, assumed that this will not
solve the problem of talent deficit because thesanties tend to have
inadequate educational programs which cannot peduality professionals.

The importance of the effective TM for MNCs aridemm the fact that on
the global business scene appears a growing numfbeompanies and a
growing number of countries that have opened thaiders to global business.
In such conditions, it is very difficult to keep nagers who possess talent
needed by MNCs (McDonnell et al. 2010). In additidne importance of
talents for MNCs arises from the costs, too. Thetxm®f their failure in
international business are potentially much higtlean when it comes to
business at the national level. According to sommha@s, the costs of losing
talents are from 1.5 to 2.5 times higher than tlaenual salary (Solomon,
1998). These costs are primarily caused by thgitacement (the cost of
recruiting, interviewing, training, etc.). In addit to these costs, there are also
costs of lost effectiveness and efficiency (Himlléfimller, Roberts 2004).
Therefore, some authors believe that the costssirig talents, in fact, are non-
recoverable (Aguinis, Gottredson, Joo 2012).

When it comes to the conceptualization of MGT, unithés concept it is
usually assumed the activities of MNCs in attragtideveloping and retaining
talents in line with the global strategy, takingoiraccount the specificities of
the global business scene and cultural differebetseen countries (Tarique,
Schuler 2010). To understand the essence of theepoof GTM it is important
to note that there are differences comparing theeot of international human
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resource management (IHRM). In this regdrdrique andSchulersuggest that
the area of IHRM is broader and cover a range akettolders (customers,
suppliers, the community, employees and the orgé#iiz itself), while GTM is
primarily related to two stakeholders: employeed e company itself. Also,
it may be thought that the successful GTM will havpositive impact on the
entire MNCs and thus all stakeholders; GTM is aower concept because it is
related to two mentioned stakeholders only. Findthe difference lies in the
fact that IHRM covers a much wider set of policie®l practices than does the
GTM and the theorists and professionals in thel fefl human resources have
numerous choices, when it comes to human resoudr@agement practice
(Tarique, Schuler 2010).

Having in mind the dominant interpretation of tatem the literature, as a
rare and specific resource that is linked to exoept quality, it can be said that
GTM is focused on attracting, recruiting and retamiof a narrow segment of
high quality human resources derived from the dldedor market. It is
important to note that such human resources, dtigetgpecific characteristics
of international business, besides superior knogdeth a particular field,
should also possess certain specific global compite which commonly
include: cultural self-awareness, global perspectilanguage skills, risk
tolerance and diversity, cultural flexibility anéyhly developed communication
skills. These global competencies could be summdris follows, i.e. they
have to possesognitive capital (ownership of mental models of how
knowledge should be spread within a globalized mizgdion), social capital
(refers to the necessary contacts which for a@iviof the organization to be
effectively realized)political capital (ownership of legitimacy, justification for
one to be recognized as a talent, hnthan capitalcompetencies necessary to
work in a cross-cultural context) (Farndale, SomiSparrow 2010).

The complexity of the competencies that globalntsleshould posses make
activities on their identification, development ametention very complex and a
very expensive investment from which companies eixaesignificant income.

4.2. Specifics of Global Talent Management

Talent management in MNCs is generally much moraptex than talent
management in national companies, since it is 3acg$0 coordinate activities
in @ much wider geographical scope which, in adnjtsignificantly differs in
cultural, economic and social terms.

The fact that the GTM covers wider geographic angth significant
cultural and other differences creates for HRM fiomcchallenges in terms of
providing high-quality human resources. This fumatis expected to design
specific methods, processes and techniques thbhativéict and retain them. In
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other words, it is often necessary to implemenrfediit recruitment strategies,
different approaches for development, different aing systems, career
development paths comparing the practices in naltiorganizations. All this

often require a specific knowledge and competenaiddR professionals, too
(Marquardt, Berger, Loan 2004).

When it comes to thplanningof human resources in MNCs the key role of
HRM function is to scan the environment to identifyportunities and threats,
as well as to scan existing human resources. Withinis internal review
strategic plans of MNCs would be threatened ifthair realization there would
be no adequate human resources. Therefore, the HiRMtion, from
information that are collected in the process ahhn resource planning, may
in advance signalizes a need for necessary expegaridless of the fact where
they are located in the world. Because the trathiionethods of planning in the
dynamic and unpredictable conditions in the gldhainess arena have limited
value, it is considered that the method of scemaiio MNCs is much more
convenient since it may provide proactive humamueses planning in these
companies (Paik, Vance 2006). This is also a pwiton for the effective
management of global talent, too.

When it comes to talemecruiting in MNCs in front of them, as well as in
front of national enterprises, the same dilemmarges whether to develop
internal base of potential candidates (talents)kiy positions, or opt for the
external labor market. Both options have advantagesdisadvantages that are
related to the time required for building talenisjestment that is needed and
the like. If the orientation of MNCs is to seardr falents at the external labor
market, it is clear that a wider geographic foceguires more complex
activities in the recruiting, then when it comesthe development of internal
pool of talents. And as the focus at the exterabbi market expands, the
activities of HRM function become increasingly cdexp Widest focus in
attracting talents is associated with geocentrategyy of MNCs because in this
case potential candidates may be located all cneeworld. If the MNCs opted
for regiocentric approach, the geographical areawhich they search for
experts becomes slightly narrower, and if MNCs dpfer ethnocentric
approach, then looking for talents is realizinghivitthe state. On the other
hand, in order that MNCs become attractive to talen the recruitment
process, it is important that they offer to talewtsat is important to them, but
also what MNCs can really provide.

When it comes tdraining and developmerractice confirms that these
activities are becoming of a more priority in MNQs.turned out that the
training and development of global talent is maiidgused on the development
of general international competences, such ashtiegydo adapt the work in a
foreign environment, language skills, knowledgehaf local law, development
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of managerial and leadership skills, etc. (Vancd Baik, 2006). However,
when it comes to talent development programs in [MGs specific that it is
recommended an exclusively individualistic approgélguinis, Gottfredson,
Joo 2012). It is believed that only this approasheifective to retain talents
since the individualized plans directly touch thepectations of talents
themselves (learning new skills, individualizedertion, etc.), and because
such plans provide a structural basis for theiloiwement in mentoring and
other development programs. In addition, if indiwadized talent development
programs over time become closely associated Wwéhspecific objectives of a
particular company, than the competition can haffecdlties to imitate them,
which also reduces the possibility that talents mayover to them. Practically,
by individualized development programs MNCs cregdecific human capital
that may not be interesting for competitors.

Rewarding systenn the GTM takes also a special place becausdsof i
importance for retaining talent in MNCs. The comgaion system for all
employees (including talents) usually involves tegis of rewards: financial
and non-financialVanceand Paik believe that both sets of rewards must be
perceived as valuable in order to have an impactemployees™ behavior
(Vance, Paik, 2006). Conversely, if employees belithat the reward is not
proper and fair in exchange for their work, it vaffect their decision whether
to continue with the same level of effort, or pgrhaven to leave the company.

When it comes to the material (financial) rewarddich include basic
salary and other forms of payment, there are almostoubt that their size and
structure is important for talents retention. T#detypically are aware of how
much their contribution to the organizational perances is. Therefore, if
these employees are unsatisfied with their findn@avard, it can result in
reducing their efforts or in decision to leave thiganization. It is important to
note that high quality staff usually prefers reviagdsystem that gives a chance
for increasing the reward itself. Since the taleares more productive than the
average employees, their compensation should tefiat fact, not only that it
should be significantly higher, but to have theegptial for increasing as they
improve their performances (Aguinis, Gottfredsoop 2012). In the company
Novartis, for example, compensation is an important parthefr GTM and is
structured in a way where payment is based on ¢nfoances. In addition,
the performances are measured at the individual,ldut also at the level of
organizational units. Since the company searchesalented individuals all
around the world, the compensation system thag¢sigihed reflects the global
environment, and many employees have higher wadgasthey would have in
their own countries (Schuler, Jackson, Tarique 2011

In general, in order to keep talents, it is neagsadesign such rewarding
system which will be hard to imitate by the comjpieti. At the same time,
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relying on only one aspect of rewards, such asgevea a way to retain talents,
IS not enough, because then the other aspectseofetvarding would be
neglected, which will then give the competitionreacce to better design it and
to attract talents more successfully. Therefords itmportant to establish a
balance between the financial and non-financialarelw and to find such a
combination that will be hard to imitate by the qmatitors, on the one side, and
on the other, to provide talents to be satisfied.

4.3. The Impact of Knowledge Market Globalization on Talents
Going from Serbia

Globalization of business causing the globalizatibthe knowledge market
consequently has led to migration of talented iitligls between countries.

The most attractive country in attracting talestshie USA which indicates
the value of the Index of Global Talent (IGT) (Taldl). It is believed that the
United States take such a prominent place primdriby to the quality education
provided by its universities (one third of univéies that make the top 500 in
the world are from the U.S.) and supportive workiemment that is not
constrained by restrictive regulations related npyees (The Global Talent
Index Report: The Outlook to 2015). The Nordic oeg{Denmark, Finland and
Norway) is also very attractive and highly rankederms of attractiveness for
talents, as can be seen in Table 1, too.

Table 1: Ranking of Countries According to the Value of the Index of Global Talent in 2011

Rank 2011 Country Score 100
1 Unated States 74,2
2 Denmark 64,7
3 Finland 63,2
4 Norway 61,9
5 Singapure 60,2
6 Australia 60,1
7 Sweden 59,5
8 Hong Kong 58,1
9 Switzerland 58,5
10 Israel 58,3
10 Netherlands 58,3

Source:The Global Talent Index Report: The Outlook to 2015
http://www.managementthinking.eiu.com/sites/deféilds/downloads/GTI1%20FINAL
%20REPORT%205.4.11.pdf (20.05.2013.)
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When it comes to the value of IGT for some neighigicountries data
show that Hungary is the highest ranked"(Blace), then Romania (3flace)
and Bulgaria (49 place). Serbia, among the 60 countries which an&ed, is
not ranked at all (The Global Talent Index Rep2@tl 3).

Globalization of knowledge significantly influencese migration from
Serbia. Although migration from Serbia has a tiadibf more than 150 years
(Avramovic, 2012), a particular problem in recesatiss is the exodus of young
talented people. It is estimated that since the 4MO00 young university
graduates left Serbia (Gii¢, 2010). At the same time, most of the scientific
emigrants are in the United States. Their numb&©®o was 4100, and in 2009
was 6000, of which 2000 had PhD degree {&re010).

Although the mobility of scientific and technicasonnel generally is seen as
something positive, it can be said that in Serbibas almost exclusively had
negative connotation. The reason for that is whiefepsionals leave the country it
remains deprived of their knowledge. Also, it methesloss of funds invested in
their education. Some estimates suggest that ypeogle leaving Serbia caused
the loss of 12 billion dollars (Avramayi2012). However, the consequences are
not just direct financial losses. The consequeacedndirect, too, where they can
be divided into short-terms and long-terms. Shewtconsequences are reflected
in the fact that the country loses step for saaial economical development, while
in the long term, this situation creates a basesdoiety to become technological
colony of the developed countries (Avramig\i012).

How the problem of “brain drain” from Serbia is isets is documented by
the latest data by the World Economic Forum. Tha dhow that according to
“prain drain” Serbia takes 1#place among of 144 countries. According to this
indicator, Serbia is behind Montenegro (60), Slaae(83), Albania (96)
Croatia (126), Bulgaria (128), Hungary (129) andsiia and Herzegovina
(140) (The Global Competitiveness Report 2012-20T8)s trend of experts’
migration certainly has a serious impact on theralecompetitiveness of
Serbia, which, according to the latest data of Warld Economic Forum, is
currently at the 98place of 144 countries (The Global CompetitiverRsport
2012-2013).

The question that logically arises here is why héglucated and talented
individuals leave Serbia. In response to this qoest should be pointed out
that the decision to leave the country generalfgctd two groups of factors:
pushandpull factors.Pull factors are those that attract individuals to ignaiie
to other countries. Usually, it involves higher wagbetter working conditions,
more opportunities for advancement in the profesaiod the likePushfactors
are those that encourage people to leave particolamtry. These are usually
hopelessness, the lack of opportunities for advaeog, low wages etc. (Group
484, 2010).



Petkovié, Pordevi¢/Ekonomske teme, 51 (4): 791-810 805

In Serbia's case studies show that the decisitgat@ the country primarily
affects push factors. Research conducted in 2011 showed thaheasmain
reasons why the respondents wanted to leave th@rgowere the standard of
living and a sense of lack of perspective. Compdcethe research that was
conducted on this topic in 2003 (Table 2), it candoncluded that there has
been a significant increase in those whose lowsliémdard, lack of perspective
and unemployment are seen as the main reasorsafdng the country. These
results are interpreted by the researchers asafeequences of the economic
and social crisis that has engulfed the societySefbia (Jaric, Zivadinoi
2012). Other possible reasons for leaving the ¢gume also shown in Table 2.

Table2 The Most Important Reasonsfor the Going out of the Country
(research in 2003 and 2011)

Reasonsfor leaving 2003 (%) 2011 (%)
the country

Further education 5,4 5,6
Low standard 18,9 24,6
Political reasons 0,5 0,6
Unemployment 3,1 8,6
Lack of perspective 14, 4 15,2
Safer life abroad 10,2 9,6
| do not want to leave Serbia 46,4 35,8

Source:Jart, |., Zivadinovt, 1. (2012) Oti ili ostati: identiteti mladih i orijentacija ka
iseljenju, u zborniku radgvMIadi — nasa sadaSnjost - Istrazivanje socijalnibdrafija
mladih u Srhiji,BeogradCigoja Stampa, p. 218.

There is a view that poor economic conditions ave always sufficient
reason for highly educated and skilled people &wdeparticular country. It is
considered that the reason for that decision cbeldhe combination of poor
economic conditions and poor government administratWhere the criterion
for promotion is obedience, not competence, eniaraif the potential critics for
political oligarchy is actually desirable” (Groug4i 2010). Then the reason for
leaving the country from economic develops intacailone (Group 484, 2010).

When it comes to measures which the Republic dfi&eran implement in
order to reduce the number of young people who fddeave the country, or to
reduce the harmful effects because many of thene talkeady left, two
strategies emerge as key. These are: (a) imprdkimgphysical and economic
conditions in the society, and (b) creating the ditbon for returning or
inclusion of diaspora (Avramadj 2012). In the first case, improving economic
conditions would improve employment opportunitidsieln consequently could
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positively affect the decision of highly educategfpssionals to stay in the
country. On the other hand, improving the businessironment could
stimulate those who have already left to retureraggage “at a distance” by their
investments or by connecting with local busineg#ties. Consequently, it can
be expected that this could increase economicictwnd, therefore, provide
retention of highly educated individuals.

Among the concrete measures that the GovernmeriheofRepublic of
Serbia is implementing the adoption of the Strategfy Scientific and
Technological Development can be mentioned. It fsasulated with the aim
of stopping the exodus of young and talented pe@ple Serbia. Also, the
Ministry of Diaspora has launched some projectd vgitmilar goals. One of
them is a free education for 100 students from adbrat the undergraduate,
master's and doctoral studies level in Serbia, hviras supported by around 20
faculties from Belgrade, Nis, Novi Sad, Kragujev&caljevo, Krusevac, etc.
In addition, the Ministry of Diaspora is implemergiThe Brain Gainproject
that allows graduate students to do summer intgynshforeign companies
operating in Serbia (for exampl8ritish American TobacgoGorenje, etc.)
(Group 484, 2010). The assumption is that manha$e¢ who did the internship
can later find employment in these companies. Tthes,presence of foreign
MNCs in Serbia could be used to stop the exodushighly educated
professionals, among which certainly are many telbmdividuals.

Conclusion

The paper points out that talent due to their etiaceal competences can
generate superior results, and that on that basée#he drivers of companies’
competitiveness. This is supported by the resuldifterent studies that have
been presented in the paper. Studies also confitheedominant attitude in the
literature that talents are rare and specific resowith exceptional abilities.
Due to these facts in the labor market continuestriengthen the struggle for
talented, elite individuals.

This struggle is particularly strong in internatibrbusiness because on
international business scene competition is morensive. Thus, the issue of
talents is of particular importance for MNCs thawé recognized that superior
quality of human resources (primarily managers exguerts in different areas)
can make the difference between successful andslessessful companies.
Therefore, many global companies has already ésialol practices of finding,
developing and motivating progressive individuasce it is confirmed the
exceptional talents add value and have become bhanaselves. In accordance
with this practice, the theoretical concepts thatehbeen developed by some
authors enriched the literature in the field of lammmesources: they created the



Petkovié, Pordevi¢/Ekonomske teme, 51 (4): 791-810 807

concept of talent management, and in particularliie with the trend of
globalization, global talent management.

Since the management of global talent in MNCs cowermuch wider
geographical area than is the case with nationaipamies, the activities of
identifying, attracting, developing and retenticalent in MNCs require a
different approach than when it comes to talent agament in national
companies. In this regard, this paper points outesgpecifies in the field of
GTM which, consequently, put in front of HR funcatioew challenges.

Finally, the paper points out the problem of gotaéents from Serbia.
Especially, it emphasizes the fact that their legvicause loosing their
knowledge and expertise which in the long termaause even greater Serbia’s
lagging behind the developed market economies.,Alsir leaving from the
country means enormous loss of funds invested @ir teducation, while
countries in which they have gone almost immedjatale able to realize
benefits from their expertise without previous istveents. In this regard, the
paper points out that, in order to stop the exaxfualent from the country and
to encourage the return of those who left, it isassary to improve economic
opportunities and to create stimulating economigirenment in which talent
will have the opportunity to express itself and gyate deserved income.
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MENADZMENT GLOBALNIH TALENATA KAO FAKTOR
KONKURENTNOSTI MULTINACIONALIH KOMPANIJA

Rezime: URljucenost organizacija na medunarodnu poslovnu scenu otvara
brojne mogucénosti, ali donosi i mnoge izazove. Oni su uglavnom povezani sa
cinjenicom Sto na globalnoj poslovnoj sceni participra sve veéi broj
kompanija i §to se kao uslov njihovog opstanka i razvoja javlja potreba da
budu bolje i efektivnije od konkurencije. Jedan od nacina da se taj cilj
ostvari jeste efektivno upravljanje globalnim talentima, posebno zbog toga
Sto su kvalitetni ljudski resursi jedini pravi izvor odrzZive konkurentske
prednosti. Ovaj zahtev stavlja pred funkciju upravijanja ljudskim resursima
u multinacionalnim kompanijama (MNK) nove i veoma rigorozne zahteve u
pogledu privlacenja i zadrzavanja globalnih talenata. Imajuéi to u vidu cilj
ovog rada je da ukaZe na znacaj i potrebu za efektivnim menadZmentom
globalnih talenata u MNK kako bi bile konkurentne, da predstavi menke
njegove specificnosti, kao i da ukaze na implikacije u pogledu konkurentnosti
Srbije koje proisticu iz cinjenice Sto je mnogo talentovanih ljudi u
prethodnom periodu napustilo ovu zemlju.

Kljucéne reci: talenti, menadZment globalnih talenata, konkurentnost,
multinacionalne kompanije, internacionalni menadZment ljudskih resursa.
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UDC 331.1 Abstract: The employment and promotion of women on higher
-005.2 positions is regular topic of research among social sciences and
Original organizational studies. The equal opportunity aspects have been
scientific issues that are important within organizations because men and
paper women are different and do things differently. New researches

showed that being women can be advantage in the process of
working, cooperation, communication and performance within
organizations. But there are issues in this battle between men and
women. The main argument in this paper is that women are
underrepresented in senior management positions than men
because of the lack of equal opportunities during the processes of
employment and promotion. Among the many factors that might
influence the position of women vis-a-vis men on higher positions
this paper will try to include two additional variables, namely, the
impact of family and domestic tasks that might influence the
women career and the trust in women as managers.
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1. Introduction

Even though the women made carrier advancemehiitast 3-4 decades,
they are not yet equally represented on higher gensd positions worldwide.
Raising the awareness of low women representationigher positions maybe
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emphasizes the need for restructuring of orgamimatiand having bigger
participation of woman. Because women are rareharded with higher
positions, there is little evidence of the influertbey can have. This is common
conclusion even though there are data how diffemegrt and women can be as
managers. This is important for both public orgahons (government and
state sector) and private companies. The reseashshown that men and
women managers communicate and manage in diffevags. Men dedicate
more time to the results and the women are moreetaed with the process
itself. The previous results proved that womenradgve style lead towards
consensual and collaborative process. (Rosenel, 38) Some presumed that
this is because of their natural concern for peaakdmuman relations. It is
presumed that if more women are promoted on higlositions and acquire
bigger power that will positively influence comp&human relations and
communication and overall results.

The research on presence of women on manageriaitiopgs in
organizations is an open window. All aspects carstbeied: whether or not
higher positions are easy to reach by women, int \wletors women are more
prone to get higher than men, is there relationveen absence on women in
higher positions and women less pay, is meritocraspected on entrance to
higher positions in general, what are the diffeesnbetween problems in state
and private sectors, are women dominating onlyhi less paid sectors, are
women feeling as outsiders while applying for tbie, jare there legal protective
mechanisms on discriminations on women, how the evolre surviving the
rapid and big changes in organizations, whether @ofom minorities have
less chances for getting to higher positions, asen@n less successful because
they start on much lower positions than men, finalbo women generally have
equal chances for employment on higher positioas then. So there are plenty
of opportunities for investigations.

In the Republic of Macedonia the research on thymctis absent or rare.
Still, taking the importance and the role that wanteve in the society and
family this research will try to show the curretdte of affairs of the existent
opportunities for higher positions of women in pabhnd private sector in
Macedonia. The research will explore the reasong thh women are absent
from the higher positions in Macedonia particulaiye argument will be that
the women are absent from this positions becausaobfhaving an equal
chances during the first employment and have lessiaes on further carrier
development. Additional factors will be subject ofsearch like family
obligations and trust in the women managers vigsanen. The paper is based
on original quantitative and qualitative researdmal by postgraduate students
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of Human Resource Management at the Institute dmickgical Political and
Legal Research at the University of “Ss. Cyril tethodius” Skopjé

2. Women Equality Vis-a-Vis Men

Women continue to be underrepresented in senidtiges in many fields
despite the fact that they make up nearly halthefworkforce and more than
half of new university graduates in the EU. Todagly one out of 10 board
members of the largest companies listed on th@maltistock exchange of EU
Member States is a woman and progress has beenirsloycent years. The
disparity is widest at the very top where only 3%soch companies have a
woman directing the highest decision-making body Wave to deplore that
women’s talents are not being tapped to their fuitential® These are the
words ofViviane RedingVice-President of the European Commission, Justice,
Fundamental Rights and Citizenship. Although moreme&n are assuming
leadership roles today than before, the notion @foman as a leader is still
foreign to many individuals, male and female alikdhanges in perception are
difficult to achieve because the traditional norwofsleadership are firmly
entrenched. In our society, as in most others,eleatiave customarily been
males. (Moran, 1992)

True, managerial positions in most of the orgaiorai various structures
and companies are usually dominated by men. Mee baen managing for a
long period of time to control the power and mdsthe resources. Managerial
positions are territory of men and women's pronmtio the top jobs is often
blocked usually by men. But this situation slowlyanges even though the
women have a long way to go to ‘become’ equal as onat least to be present
together with men on each level of decision makifidnere is a little
information on the impact that makes women in manag positions in
companies, too, because women rarely are given pagitions. This also
applies to positions in government structures, &l as entrepreneurs and
executives of the large companies. The topic of wonm higher positions is
becoming more urgent. There is a belief that itetakhree women in the
meeting room and three women on the board of diredb make a significant
impact. (Rosener, 2011: 36) There have been deam#immpts to measure
impact through different categories but still nald¢ knowledge exists. It is

! The research is conducted by postgraduate studérissiman Resource Management at the
Institute for Sociological Political and Legal Res#a at the University of “Ss. Cyril and
Methodius” Skopje (spring semester 2012), undemtieatoring of professor Petar Atanasov and
assistant Bojana Naumovska, PhD, during the Metlogyobf scientific research seminars. The
authors express acknowledgement and gratitudeetsttients for their engagement and results.
2 More women in senior positions: Key to economabgity and growth, European Commission,
Directorate-General for Employment, Social Affaiend Equal Opportunities Unit G1,
Manuscript completed in January 2010
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assumed that if more women gain positions of pawedhe organization that
will  positively affect interpersonal relationshipscommunication and
organizational learning. Men devote more attentionthe results. Women
however are more concerned about the process. riBgs2011: 41) Some
women assume that over time they will become as amehcare more about
results than process. Now we can conclude that amehwomen at the time
being are not the same.

Maybe raising awareness of the underrepresentafisromen is similar to
actions to raise awareness of other cultural gramgiscommunities or thinking
about the need for reengineering of organizatiomsatds greater involvement
of women. But top executives need (would be goadtliem) to understand
why change is needed. If you do not understandttees, projects and efforts to
change the working environment will fail. It is algood to see the position of
women before employment, during labor and afteinfpsengagement (or
dismissal) of the work-or example in the U.S. it is easier to hire a wortfean
to keep on workingOnce hired, there are strong pressures on firnensore
that men and women are treated equally. (Denck#8:2473) Women often
voluntarily leave employment probably because ef ¢émvironment that does
not behave friendly with specificities that womaonspesses. You can do
different things, to organize various training $&ss, but it is difficult to prove
a direct causal link between numbers and effortshi@ange because there are
always a lot of other factors acting simultaneouslye assumption is that by
creating a more inclusive work environment for wamthe organization gets
more. While this is hardly measurable, the asswnpig that women have a
competitive business advantage. (Rosenor, 2011b)

Many researchers believe that gender inequalitie®ek result in part from
the practices of managers — often assuming thattheactices are associated
with managers’ gender. Namely, if more women initimss of power make
crucial decisions about salaries, promotions, gjrirand firing, gender
differences in earnings should decline. (Cohen tdafiman, 2007) It is often
found that although men and women may have similank in practice, their
job titles and salaries vary. Women have lower waffer example, private
companies in Sweden) especially in organizationsre/there is none or there
are few women in managerial or supervisory positionhis means that the
structure of remuneration of workers in companiadiglly reflects the relative
power of men and women in the workplace. Limitedess of women to
managerial and supervisory positions in the wordgla part of the explanation
for unequal incomes. Establishment of gender diffees in income is greater
than the presence of men among organizational measiaand supervisors.
Assumptions for impact: principles and policies pteéd at higher levels, but
also daily decisions and daily interaction betwbenses and employees. Data
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according to the theory of structural discriminatiand access to social
networking benefits, to explain why the gender cosion affects the pay gap:

1. Organizational decision makers show power over igémolicies and also
have the option to either initiate or maintain oeaken institutionalized
gender bias in the reward. Male decision-makersnayee willing to keep
these prejudices.

2. The impact of daily decisions on wages. Subordinateen have greater
opportunities if the organization has more women datision making
positions. Studies have shown that wages in “bluekers depend directly
from supervisors. That means the daily interactams decisions at a lower
level. (Hultin, Szulkin, 2003: 156)

There are a high percentage of women in positiorisd public sector. There
is increase on women's access to positions of pdWiEmo-Negrin, 2004) But
there is evidence of national differences in emplegt between public and
private sectors. The U.S. women in the privatessestrn 21.4% less than men,
and 19.8% in the public sector for the same jokhensame position. Often in
public sector positions are systematically reldatetemale employment and low
incomes on women positions. Women suffered fromjudiee and less
employment in firms in the late 60s and early TOhe U.S. despite existing anti-
discrimination legislation. With increased presswwemen entered in the
management of companies (Dencker, 2008). Compamesrying to redo the
missed. To understand gender inequality in orgéniza there is a need to
understand and organizational change and the notigender inequality. There
are interracial and gender disparities in the wWadgpin the United States. There
are obstacles to fulfilment of true meritocratigstem. Relative inequalities
between white men and other groups remain. All ggscexperience disparities in
wages compared to white men (except maybe a black.m

Even though in line with women political careeresh remarks are valid for
any women career. Recruiting early and recruitifignoare vital ingredients for
closing the gender gap in political ambition. Intfaecruitment might be the only
quick fix for party leaders, elected officials, goalitical activists to pursue. Also,
family atmosphere always matters. The genderedidivof labour we uncovered
demonstrates that women and men who are similddgted professionally are
not similarly situated at home. Any move toward arenfamily-friendly work
environment and campaign arena would likely codfeproportional benefits to
women. Organizations and individuals dedicated losing the gender gap in
political ambition, therefore, must be cognizantttod persistence of traditional
family dynamics. (Lawless and Fox, 2012)

Although women made progress in the past decatlese tare still less
represented in leadership positions in big comganiearge corporate
restructuring can themselves play a major role énegating the inequalities
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between men and women. An attempt is made for asintanalysis on the
effects of corporate restructuring on gender diffiges in managerial
promotion. There are two forms of restructuringduetion of labor and

reorganization of the HR systems and its effectsgender differences in
managerial promotion. The first type of restructigrishows that there are
inequalities and prejudices about women's participain organizations. The
second type provides safeguards aimed at redudsggirdination. Usually,

fewer women advance to higher positions in comganguring the

reorganization because:

1. Reducing employees slows down the rate of promatfall managers
2. Women start at lower positions than men and asede&l according
3. The promotions of the women had a shorter life.n@er, 2008)

When women are in a position of power, they looktlee way how things
are done. Their interactive style leads to a pesfee for consensus and
collaborative process. This is the view of manyesig For some this is due to
women's personal concern for interpersonal relahigss. But when trying to
imitate male behavior, they suppress their true sel

An experiment was made with solving problems withspecific response.
They formed two groups - men and women. In malejggdmmediately arose
leader whose process of solving problems is a topadand is competitive.
(Rosenor, 2011: 41) The men quickly come to thatranswer. The women's
groups took longer to complete. If we observe idificult to identify the
leader. Women process is participatory and resesvabtehaotic external viewer.
Women in this experiment produced 5 different amsweompared to one
response of men and all were in if/then form. Tkgegiment provides evidence
of differences in male-female processes. Therdtie evidence that either of
these two processes is superior. However, theraoisassurance that the
collaborative process (cooperation) has benefitsogeized by experts.
Organizing processes take many forms, includingursnent and selection,
training and promotion. Fearful and Kamenou (208&)ue that, in order to
achieve in organizations, women need to fit in withite masculine practices.
(Healy and all, 2011: 473)

Tests to measure the hypotheses of glass ceilidggéass escalator are
common where phenomena first are identified. Bdtenpmena are present in
the United States. These are the results of thayglr and competition for
money and power benefits. There are two types @fkald opportunities for
women and racial minorities. There is evidence thag, ethnicity and gender
may intersect and support special advantages éowttite men and weaknesses
for women and minority men. In professions domiddig women they favored
men in the process of receiving and are encourtmegt the best jobs. This
happens in professions where women rule and far ¢gdtering higher pay and
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more power. There is a lot of evidence that spedkavisible barrier above
which the promotion of women is impossible and ef@nthe minorities in

senior positions in corporations. Women want to fag and to behave
impartially. So, often white men are at good posii with good pay. Men have
two socially valued statuses: being white and niale.a prestige to have white
men in a position because your status (women, ltyn@roman) increases
(Smith, 2012).

The research questions may be explored why the aoiep discriminate, to
understand how and where firms discriminate andnwdiscrimination is most
possible and greatest. For sure the main depengeizble should be the
promotion of women. Independent variables may veipm gender, pay,
reduction in staff performance management, trustwiomen, family and
promotion of women mangers etc. Also, other vaeslshould be engaged like
times spend in firm, education, occupation, etlyiand private or state sector.
Our main interest in the paper is whether women gireen the same
opportunities as men in employment and promotiorhigier positions. The
general research issue is the following: Womenuaigerrepresented in senior
management positions than men because of the fag§ual opportunities for
employment and advancement. This general researe$tign is supported by
four operationalized research issue: women aregivein equal opportunity in
employment, the women are not given equal oppdstdar promotion, family
and domestic tasks have negative impact on theeicdeelopment of women
managers, and trust in women managers is lesdriltnn men.

3. Research

In 2012, a research was conducted about women reemniagViacedonia with
the students from the MA studies in ManagementwhBin Resources. The main
hypothesis of this research was that “Women are tepresented in the top
management positions compared to men because EHdhef equal chance for
employment and professional advancement.”

The specific hypothesis are referring to the eghances for employment,
equal chances for advancement, family and housgadioin and confidence in
women managers. For the purpose of the researdtigueaire was conducted
with 380 subjects (264 females and 116 males froendrivate and public
sector) and 12 interviews were made with women wgrkn managerial
positions. Besides the gender and the sector tlogly i, the level of education,
age and marital status were taken as independetdbles. Most of the
participants in this research are with higher etlanaaged between 26 and 35
years and are not married (table 1, 2 and 3).
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In continuation the data from the research as agthe responses from the
conducted interviews will be grouped and presensetording to the
hypotheses. The first specific hypothesis is “Wonaea not given the equal
chance for employment”. From the conducted intevgighe conclusion is that
women are not faced with discrimination during #mployment, hence are in
equal position with men. One part of the intervidwemales stated that they
got their job through open competition, while mast them got their
management job through advancement within the samgenization or other
organization with which they were cooperating. Frva previously stated it
can be noted that this hypothesis was not confirmed

Illustration 1 Level of Education

70
60 A
50 - H high school
40

B higher
education

30

20 A
spec./MA
10

0 -

level of education

lllustration 2: Age

60
50 -
H 18-25
40 -
N 26-35
30 1 36-45
20 A B 46-55
|| -
10 - 56-65
O n J T T T 1
age
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lllustration 3 Marital Status and Having Children

50
40 # in marrige without
30 - children
20 - M in marrige with
10 - children
0 - . . . P not in marrige
Marital W single parent
status and
having
children

As for the second specific hypothesis for the equasibilities for job
advancement, “Women are not given the equal chéorcpb advancement”.
For analysis of this hypothesis two aspects areortapt: firstly, are there
women managers in the organizations and secondiythare possibilities for
job advancement. When it comes to the first aspeotther there are women
managers, 15% of the participants in the researdwered that in their
organization there are no women managers, and 488dsthat there are but
too few. However, when observed by sectors, thgatin differs as it is
illustrated in the table in continuation.

lllustration 4: Are There in Your Organization Female Managers (superiors)?

M private sector

0 —|".-.-

B public sector

there are T/
only few
many no women

managers

In addition, the answers to the question “Is youred superior men or
women?” are the following. Observed by sectors, elwmanagers are around
3% more represented then men in the public seefute in the private sector
men managers are around 12% more represented toemeny When

3 For better illustration of the data’s, the pereges from the first and the third answers are
shown cumulative, as well as the percentages @&séicond and fourth answers
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analyzing the data with correlation with the indegent variable “level of

education”, it can be noted that the participantthe research with high school
education have for 36,8% more male managers (oy themselves are

managers), subjects with higher education haveg%rmore female managers
(or they themselves are managers) and subjectsspébialization (Spec./MA)

have for 17% more male manager (or they themsalhemanagers).

Table 1: Who is Your Direct Superior?

LEVEL OF EDUCATION
Is your direct superior: High school Higher educatior] Spec./MA
Women 29,8% 45,6% 36,6%0
Men 61,4% 41,1% 50,0%
| am women superior 1,8% 7,9% 4,9%
| am men superior 7,0% 5,4% 8,50
In total 100,0% 100,0po 100,0%

Through analysis of these data it can be seermibatare more represented
as managers in the sector which is more paid andenan the public sector
which because it offers greater possibilities fatabce between family and
work (as it was stated in the theoretical part).the same time it can be
presumed that males are better represented onrhigireager positions.

As for the second aspect “Are there possibilities/our organization for
professional advancement?” different answers weteng From Table 6 below
it can be seen that 12% more males consider tieat tre possibilities for all
for advancement, and on the other side 16% moralésnhave stated that there
are no possibilities for advancement.

Table 2: Are There Possibilities in Your Organizaton
for Professional Advancement?”

Are there possibilities in your organizatign GENDER

for professional advancement?” Men Women
Yes, there are for all 62,1%0 50,006
Yes, but only for men 2,6% 0,4%
Yes, but only for women 1,5%
Yes, but only for young people 12,906 9,8%
No, there are none 22,4% 38,3%

In total 100,0% 100,06

In relation to this question, it can be noted thét of female consider that
they do not have equal opportunity for professi@mancement.
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As conclusion from the conducted interviews, réferto this hypothesis, it
can be noted that women got to their managersigositvith lot of work, effort
and dedication. As for the advancement, they censidat till some level
women are equal with men, hence having same ptigsibifor professional
advancement, however when it comes to higher margggations the situation
is different, or in other words there are far lézales represented on those
higher managerial level. As a potential reasorttierlow number of women in
top management, the interviewees point out thetfeadtthe selection for these
higher positions is done by higher number of mdme Tentality was pointed
out as another obstacle for the advancement of wamé&lacedonia, because
of the understanding that women should take canee ramund the house. At
this point, it is important also to mention thattpaf the large companies have
realized that the quality and characteristic ofdtam are contributing for better
functioning of the companies, and they have intoeduquota of 30% for the
highest managerial positions for feméales

From the presented data for this second specifigotimgsis, we can
conclude that the hypothesis is confirmed, hencat tvomen are not given
equal opportunities for advancement to higher manalgposition.

The third specific hypothesis is out of exceptiomaportance for this
research. According to it, the family and housegatiions have influence over
the career development of the women. The respditisiand care for the
home and the family on the one side can have infle®n women to not apply
for some position that demands extra engagemesideudf the working hours,
and on the other side it can additionally be aaedsr discrimination in the
advancement process to higher managerial levetor8ling to the data from the
research the subjects were divided about the guests the marital status
influencing the advancement of women to managg@asitions?” Around 37%
stated that the marital status was influencing, re/2% stated that it did not
have influence and almost 21% responded with “I'tdkmow”. It is also very
interesting to mention that 46% of the subjectsldgween 18 and 25 responded
that the marital status is influencing the advarer@nof females, although around
80% of them were not in marriage. In the same tmmind 40% thought that
females with family obligations apply less for mgeaal positions.

In relation to this research, the data from theassh in 2010 in the Republic
of Macedonia that included 120 managers (equal eurob men and women
from the public and private sector) should alsoplesented. According to the
data from this research the percentage of fematengaas with family obligations
was 20% lower than the percentage of male managénsfamily obligations
(Topuzovska, 2008). In addition to these data,ettame as well the responses
from the interviewed women managers. They statattite main limitation to be

4 Data from the interviews
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on high position in a big company is having fanfkids) and family obligations,

because these job positions are demanding longdr twaee than 8 hours as well
as many work travels in foreign countries. From theerviewees, female

managers from the public as well as from the peisgctor that are working on
the lower management positions think that balarsrelbe made between work
and private life, but women on higher managemesitipas in big companies

still do not have family obligations.

From the presented data for the third hypothelsisan be concluded that it
is confirmed, hence, that the family and housegaliibns have influence over
the career development of the women.

The fourth and last hypothesis is referring tolével of confidence towards
women managers. It states that “the confidence ridsvavomen managers is
lower than towards men”. In order to come to thewaer if this hypothesis will
be confirmed or rejected, the subjects in the mebeavere asked several
questions. On the question “Who are more capableages?”’ the answers
were the following: that men are more capable asagers responded 19,8%
from the male and 14,4% from the female participant the research. The
highest percentage answered that men and womeeqaged, for this response
opted 57,8% from the male and 66,3% from the fenmie highest rate of the
opinion that men are more capable managers isabtit the eldest group of
research subjects (between 56 and 65 years) wjit¥@@/hich is leading to the
impression that there are still prejudice towardsm&n on superior, manager
positions. In continuation follows the answersha guestion “What is the level
of confidence in the women as managers?” As wighpitevious question when
most often answer was that men and women are equahis question
generally the subjects responded that they haviidemte in everyone equally
not mater the sex. As it can be seen by the tabel@w, the eldest group
responded with over 20% that they don’t have camfigd in anyone, that they
have trust only in men responded 6,9% and then® ianswers that they have
confidence only in women. With this data the presioconclusion can be
reconfirmed that the prejudice towards the womemasager are most present
at the eldest population.

As the last aspect in confirmation of this hypoikéds the question “In
which  women managers do you have more confidencE?8 highest
percentage of trust is in women managers with tamgeerience, however
when analyzing the independent variables thereffisrence in the percentage
depending from the level of education and age. Ating to Table 8 below, it
can be noticed that the participants in the reseaith higher education have
more confidence in women managers with more expegieompetence, the
biggest difference in the responses is noticeadleiden the subjects with high
school and higher education.
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Table 3: What is the Level of Confidence in WomensaManagers?

AGE
What is the level of confidence in| 18-25 | 26-35 36-45 46-55 56-65
the women as managerspP years | years years years years

I have confidence in everyone 79.5%| 71.4% 76.7% 7049% 6550

equally

I have confidence only in men 4,50 1,4% 3,1% 6{9%

I have confidence only in 2.6% 1,5% 4.7% 3.7%

women

| don’t have confidence in anyq 17,9% 13,6% 9,39 18,5% 20,7Po

Other 9,0% 8,19 3,7% 6,9%
In total 100,0%| 100,09 100,0%6 100,0% 100,0%

It is also important to point out the differencetie answers based on the
age of the participants in the research. Hencelotliest percentage of trust in
the women managers with more experience and competead the eldest with
58,6%, and the highest percentage of 79,5% wasatbtvith the youngest. In
the same time, the eldest participants in the reBdesd most confidence in the
younger women managers with 13,8%, and the younggsicipants in the
research aged between 26 and 35 had the lowesinpage of confidence in the
young women managers with 2,5%.

Table 4: Who Are women managers that You Have Mor€onfidence in?

. Level of Education
In which women managers do you -
have more confidence? High school Higher Spec./MA
Education
In nobody 10,5% 6,2% 2,4%
In everyone 1,8% 6,2% 4,9%
In the older ones 7,0% 3,3% 6,16
In the ones with greater 64.9% 77.2% 78.00
experience/competence
In the ones with higher educatior] 5,3% 3,83% 6,1%
In the younger ones 10,5% 3,7 2,4%
In total 100,0% 100,0% 100,0%

As for the responses from the conducted intervievith the women
managers it can be concluded that in general thBdamce in managers is built
with time and it doesn't depended from the gendethe manager, the key
factors are his/hers capabilities and qualitiegjrtprofessionalism and their
personality and not their gender. As main chareties of women managers
they pointed out the following: thorough, intuitiveanalytic, capable of



824 Atanasov, Naumouvska/Ekonomske teme, 51 (4): 811-826

establishing harmony in the organization, innowgticonstructive, tactical,
responsible, appreciative towards the esthetib@fapproach and the protocol,
they are better planners and have better instinetake an assessment.

As a conclusion for this last hypothesis, it camb&d that the confidence
in women and man managers is equal, or in othedsvtire confidence in the
manager doesn't depend from the gender. It isiatportant to be noted that
the confidence in man as more capable manageignificantly higher with the
eldest participants of the research which can tedatie fact that there are still
existing prejudice towards the women as a supémanager).

From everything previously stated in relation te tesearch as a whole, it
can be concluded that the women are less represantde top managerial
positions in comparison to the men because ofdbk df equal opportunities
for professional advancement. As the most sigmti¢actor for this situation is
when family and house obligations occurs, becausenem need to make
balance between work and private life, hence womih family obligations
tend to apply less for higher managerial positiofigom the same reason
women are more represented in the public sectorrewvtiee working day
consists of 8 hours, they have stable medical amsi#, the maternity leave is 9
months, the right for medical leave is respected #re annual holiday is
between 20 and 26 day, which means that they cae hwre time for the
family and house obligations. Furthermore, it c#éso de concluded that the
confidence in their manager, the employees aredibgil based on his/hers
personality and professionalism and it is not basethe gender, although the
older population tends to favor the men as managers

4. Conclusion

The main research question was whether the woneetess represented on
higher managerial positions than men because ofjuahechances during
employment and promotion. Firsthe research finds out that there are
elements that can prove that women do not have eduehances during the
time of employment. Men managed to keep priority of hiring men on kigh
managerial positions is the main line of thinkisgecond, that women do have
equal chances for promotion is common attitudee@afly in moments that
depend on stated criteria and education. But thezedifferences in responses
between women and men in 16% of the answers. Nameke women think that
there are no equal opportunities for promotion.rd,hihat family and domestic
tasks have negative impact on women career getitige higher ladder was the
next question. Here, it was divided, but genertallyinterviewed thought that this
did not influence the promotion of women. Maybeyihg more domestic tasks
influence on less applying on higher managerialtioos Still, our sample was
full of young people without marriage obligatiofurth, the numbers on trust
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are equal, the competence of the manager respsrdiemot relate to the gender
by respondents. The trust is equal. Respondent®idoare for the gender of the
managers, but the older respondents do care dr @biout. They have more trust
in men. This is another finding that men do notilgasurrender to women

managers. They would like to stay in control. Tharldris rapidly changing but

some things changes slower than the world. Evemgthahe students that
conducted the research stated that nowadays marenvare present in middle
managers positions in both public and private seciut still, the first positions

are more often reserved for men. Comparing to Hssyago there are slightly
more women on top positions in both sectors whietahleast encouraging news.
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JEDNAKE MOGUCNOSTI ZA ZENE: PROCESI
ZAPOSLJAVANJA I UNAPREDENJA NA VISE POZICIJE

Rezime: Zaposljavanje i unapredenje Zena na vise pozicije redovna je tema
istrazivanja u drustvenim naukama i organizacionim studijama. Jednake
mogucénosti su bitna stavka u organizacijama jer su muskarci i Zene razliciti
i poslove obavljaju drugacije. Nova istraZivanja su pokazala da biti Zena
moZze biti prednost u procesu rada, saradnje, komunikacije u organizacijama.
Ali, postoje i problemi u ovoj bitci izmedu muskaraca i Zena. Glavni
argument u ovom radu je da su Zene nedovoljno zastupljene na visim
rukovodeéim pozicijama u odnosu na muskarce zbog nedostatka jednakih
mogucnosti prilikom zaposljavanja i napredovanja. Medu mnogim faktorima
koji mogu uticati na polozaj Zena u odnosu na muskarce na visim pozicijama
ovaj rad ¢e pokusati da ukljuc¢i dve dodatne promenljive, uticaj porodice i
domace zadatke koji mogu uticati na karijeru Zena i poverenje u Zene kao
menadzere.

Kljuéne reci: Zene menadzZeri, jednake mogucnosti, promocija,
zaposljavanje, razvoj karijere
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Abstract: This paper examines the relationship between the
demographic characteristics and employee engagement to the
occasional sample of 849 respondents who are employed in the
public and non-public sector in Slovenia. The main goal of the
research is to determine whether (and how) the impact the
demographic characteristics (gender, age, level of education, tall-
high) on the employee engagement. A written survey was
conducted from 1 January 2013 to 15 March 2013. For a statistical
analysis, we used IBM SPSS 20 and multivariate analysis (multiple
regressions). Based on the multiple linear regression (F (2, 684)
=26.956, p-value = 0.000, R-square = 0.073) we found out that there
is no statistical significance at 5% significance level relationship
between tall of respondents and an employee engagement. Among
two evaluated multiple regression models, as the most appropriate,
the multiple linear regression model with two regressors (age and
level of education) and sample size of 684 was used. We found out
that the engagement of employees would increase if the level of
education increase, but if the age of respondents increase then the
engagement of employee decreases.

Keywords: employee, engagement, demographic characteristics,
multiple linear regression.

1. Introduction

The company'success mainly depends on human resources mandag
Therefore,for successful work in the company it is necesgaryespect an
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educate employees who must participate in the ngnof the firm and at the
same time they have to be motivated because onlgvated, informed,
satisfied and engaged employees create the compeidvantage of a modern
enterprise. In the current times of crisis a newcept of employee engagement
which is not entirely new has begun to gain sigaifit weight. It is known that
the British government included it in its own sé@y how way to get out of the
crisis because it is convinced that it cannot hmdowithout strongly motivated
and engaged employee. The purpose of this paperinsestigate whether and
how four selected variables influence the dependeamiable under study
defined as Y-a (engagement of empoloyee). The dimhe study is to
contribute the understanding of how four indepebhdédemographic
characteristics) variables {(Xa Dummy variable for gender;;X 0 for male;
X.= 1 for female, %- a variable for the age;sXa variable for a tall-high of
individual's, X;- a Dummy variable for level of educationy=X0 for level of
education-primary school or lessy=X1 for level of education-high school or
more) impact the Y variable based on linear regrassnodels.This is a
completely new research into the impact of theviddial's tall-high of the
engagement at his work.

The main research hypothesis is that at least maependent of variables
(X1, Xa, X3 X,) is statistically significant for explanation ofanability in
variable (Y- engagement of empoloyee).

Additional research hypothesis states that thepeddent variable (X is
statistically significantly for explanation of vahility in variable (Y). The
following programs were used for the analysis: IBHSS 20, Excel, Megastat
and Gretl. We will use descriptive analysis and tipld linear regressions.
Research data has been acquired through the usegoéstionnaire. For data
exploration using Excel, Megastat, IBM SPSS 20. \Wsed t-test for
independent samples and multiple linear regression.

2. Literature Overview

Kahn (1990, p. 694) was the first scholar to defipersonal engagement”
as the “harnessing of organization member's seteetheir work roles: in
engagement, people employ and express themselwescally, cognitively,
emotionally and mentally during role performances”.

Employee engagement is above all average willirggteeengage the energy
and commitment of all employees in everything tldeyin order to achieve
outstanding results (http://www.dialogos.si/slofg/clanki/zavzetost/).

Employee engagement, also called worker engagenigng business
management concept. An “engaged employee” is orwisvfully involved in,
and enthusiastic about their work, and thus willina way that furthers their
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organization's interests. According to ScarlettvBys, “Employee Engagement
is a measurable degree of an employee's positivaregative emotional
attachment to their job, colleagues and organigatt@t profoundly influence
their willingness to learn and perform is at workl’hus engagement is
distinctively different from employee satisfactionmotivation and
organizational culture (http://en.wikipedia.org/Wikmployee_engagement).
Work engagement has been defined as “a positiVidlifig work-related state
of mind that is characterized by vigor, dedicatiand absorption” (Schaufeli et
al., 2006, p. 702). Employee engagement is a diséind unique construct that
consists of cognitive, emotional, and behaviorahponents that are associated
with individual role performance (Saks, 2006). Werlgagement is defined as
a positive, fulfilling, work-related state of mirtdat is characterized by vigor,
dedication, and absorption (Schaufeli et al., 2008slach et al. (2001) noted
that engagement is characterized by energy, inuwve, and efficacy—the
direct opposites of the three burnout dimensiomxfiaestion, cynicism and
ineffectiveness.

According to Blessing White's 2013 research repthr¢, general findings
are: while engagement and intent to stay are djrectrrelated, the specific
dynamics of retention appear to vary significafithm one region of the world
to the next; the dynamics of tenure, level and rageain the same — as people
grow more experienced and vested in their work,nmre senior in the
organization, engagement increases; while gendeotig significant factor of
engagement in Western economies, large gaps ingengat levels between
men and women are apparent in India, the Persidhaad South America
(Employee Engagement Research Report Update- Jard@dr3).

There are empirical evidences, which show positigsociation between
employee engagement and performance. AccordincheéoJob Demands —
Resources Model, work engagement has a positivadtmgn job performance
and employees who are engaged and perform welldesto create their own
resources, which then foster engagement againtomerand create a positive
gain spiral (Bakker, Demerouti, 2008).

Schaufelli, et al. (2006) was found that engagenaeas weakly positively
related with age; relationships between work engege and gender were
weak but equivocal, in the Australian, Canadiam, Erench samples, no gender
differences were observed.

The results of the study (Rathi, 2011) demonstrat@wdsitive relationship
between psychological well-being and organizationammitment and its
components, namely affective, continuance, and ativencommitment.
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Gibbons (2008, Ling, Norslah., Mohammed, 2013) fified eight main
antecedents that are commonly found among studlesutaemployee
engagement, which are:

e trust and integrity;

* line-of-sight between individual performance andchpany performance;
« personal relationship with one's manager;

e career growth opportunities;

e pride of the company;

* employee development;

e nature of the job; and

» coworkers/team members.

Engagement at work is associated with positive wa#t individual well-
being outcomes and that organizational experieaoesa major contributor to
levels of employee engagement. (Gonzalez-Roma.,e2@06; Hakanen et al.,
2005; Langelaan et al., 2006; Sonnentag, 2003).

Very few researchers, (Koyuncu, Burke, and Fiksanha2006; Basikin,
2007; Wayid, 2011) examined the elationship betwedg@mographic
characteristics and work engagement. One mustiqneshy some individuals
demonstrate signs of work engagement, while otkbosv little or no signs
while working under the same or similar conditiorie. Koyuncu and
Fiksenbaum (2006), the demographic characteristiage, marital and parental
status, number of children, level of education, reoworked, part-time work
were measured. Using hierarchical regression asalywhen personal
demographics were entered as block, no signifianbunt (p >0.05) of
variance was accounted for in work engagement.

J. Swaminathan and A. Ananth (2009) found that, regrtbe demographic
characteristics, only experience (F=4.665; p=0.048) income (F=4.815;
p=0.03) has a significant influence on employeeagegient, while others
characteristics like gender, age and education havsignificant influence. In
the literature, there are mixed results with respecage. For example, some
researchers (Adekola, 2010) reported no significdifference for any
dimension of work engagement, whereas others ($elha&t. al, 2006; Otwori
and Xiangping, 2010) found weak but positive catieh between age and all
dimensions of work engagement.

Vorina (2013) study shows that the engagement opleyees would
increase if the satisfaction with life increase.

Vorina, David, Vrabi-Vukoti¢ (2013) study shows that if the development
of ICT skills increase than also increase the eyg#angagement.
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3. Exploratory Data Analysis

Sample. For this research we selected populatiesidents / in a statistical
region Savinjska in Slovenia. The investigated waite people over 15 years old
employed in the enterprise or an institution. Thengling frame consisted of
residents / from different places and towns inigteal region Savinjska. The
sample consists of 849 respondents. The studydedi403 (47.5%) men, 441
women (51.9%) and 5 respondents (0.6%) who didamsiver the questions.
There were 56 people (6.6%) with completed prinsatyool level of education or
less, 143 people (16.8%) with completed vocatisnhbol level of education, 301
respondents (35.5%) secondary school level of éiducal59 (18.7%) of
respondents who completed college, 139 (16.4%)espandents who finished
university, the number or percentage of respondeititsmaster's degree or doctor's
degree is 22 (2.6%). There were 29 people (3 .486)did not define their level of
education. The average age of respondents is 388%, standard deviation is
10.22 years. The average tall is 172.70 cm, stdrobiaiation is 10.12 cm.

Accessories-description questionnaire. The quesiive consists of
twenty-one closed-ended questions, three questeate to demographic data
(gender, age and tall) of respondents. The questios was compiled ourself
but the part of the questionnaire for measure eyegl@ngagement used by the
Gallupov Institute (http://www.gallup.com/strategimsulting/126806/Q12-
Meta-Analysis.aspx). Employee engagement was me@susing 5 degrees
Likert's scale (1-strongly disagree, 2-partiallgatijree, 3-just yes not, 4-mostly
disagree and 5 completely agree) with 12 factorghviare: | know what is
expected of me at work; | have the materials andpecent | need to do my
work right; At work, | have the opportunity to ddhat | do best every day; In
the last seven days, | have received recognitigoraise for doing good work;
My supervisor, or someone at work, seems to casatabe as a person; There
is someone at work who encourages my developmeniyoik, my opinions
seem to count; The mission or purpose of my compaakes me feel my job is
important; My associates or fellow employees amamodited to doing quality
work; | have a best friend at work; In the last signths, someone at work has
talked to me about my progress; This last yeaavethad opportunities at work
to learn and grow.

Working methods and procedures of measurementviates (face to face)
were carried out from 1 January 2013 to 15 March320Ne interviewed
friends and acquaintances. During the interviewwese of great help of the
students of the School of Economics Celje, Vocatiofollege. Solving
guestionnaire took about 10 minutes. We distrib@8d surveys but only 849
were analysed. 31 surveys were highly incompleterémthan half of the
responses in the questions were missing), so wadeda them from the further
statistical analysis.
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Used methods, data processing. The collected date wanalyzed using
IBM SPSS, version 20. We have also used the Micrésols Word and Excel.
Regarding the purpose and objectives of the reseaecused ANOVA test and
multiple linear regression.

Verification of the adequacy of the measurementrumsent. For the
measuring employee engagement we used the Gajlugsionnaire.

We calculated Cronbach's alpha 0.875 (Tables 12anehich means a lot
or exemplary reliability of measurement.

Table 1. Case Processing Engagement

N %
Valid 826 97.3
Cases excluded 23 2.7
Total 849 100.0

Source:SPSS 20, Author's creation

Table 2. Reliability Statistics, Engagement

Cronbach's Alpha N of items
0.875 12

Source:SPSS 20, Author's creation

4. Findings of the Research-Test Hypotheses

The hypothesis was tested with two models of migltiipear regression. In
the Model I we chose independent variables X1- a Dummy vagifdil gender;
X1= 0 for male; X1= 1 for female, X2- a variable the age; X3- a variable for
a tall-high of individuals, X4- a Dummy variablerfievel of education; X4= 0
for level of education-primary school or less; X#ifor level of education-high
school or more. The dependent variable (Y-emplogegagement) was
measured as the sum of 12 factors by Gallup.

The linear multiple regression Model | (1) withiesited parameters is:
(Y = 37.66 + 0.032X; — 0.145X, + 0.04X5 + 3.809X, ) (1)

n = 508, R-squared = 0.074, Adjusted R-square9670 Standard Error = 8.49.
In Model I (Table 3, 4, 5) 7.4 % of total sum of squares aggagned by the
estimated model. Variables; Xp-value = 0.5675), X(p-value = 0.917) are not
statistically significant.

The hypothesis 1 is accepted.
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In additional Model Il, we excluded the variable ahd X

Table 3 Regression Model |: K=4, n=508

R Adjusted R | Std. Error of | Durbin-
R Square Square the Estimate | Watson

0.273 0.074 0.067 8.49536 1.756
Source:IBM SPSS 20, Excel, Author's creation

Table 4 Regression Model |, F-test

Model II Sum of Squares df F P-value
Regres. 2921.940 4 10.122 0.000
Resid. 36374.245 504
Total 39296.185 508

Source:lBM SPSS 20, Excel, Author's creation

Table5 Regression Model |: K=4, n=508

Coeff. Standard Errof t Stat P-value
Intercept. 37.66 6.431 5.86 0.000
X1 0.032 0.769 0.419 0.5675
X5 -0.145 0.037 -3.89 0.000
X3 0.004 0.037 0.104 0.917
X4 3.809 0.790 4.820 0.000

Source:IBM SPSS 20, Excel, Author's creation

The linear multiple regressidviodel 1l (2) with estimated parameters is:

(¥ = 38.769 — 0.136X, + 3.972X, ) (2)

n= 684, R-squared = 0.073, Adjusted R-squares %0 8fandard Error = 8.62,
F (2, 684) =26.956, P - value=0.000.

In Model Il (Table 6, 7, 8) 7.3 % of total sum of squarexdaned by the
estimated model. Variables ,X(p-value=0.000) and variables 4 X(p-
value=0.000) are statistically significant at 5%gngiicance level. The
regression coefficierfi; (B,=-0.136) shows that if XX age of respondents, would
increase, the regression value of engagement dbgegs would decrease. But,
the regression coefficierfly (8,=3.972) shows that if X level of education
would increase, the regression value of engagewfeamployees would also
increase.Therefore, hypothesis 2 is rejected.
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Table 6. Regression Model |: K=4, n=684
Adjusted R Std. Error of the Durbin-
R R Square Square Estimate Watson
0.271 0.073 0.071 8.62155 1.786
Source IBM SPSS 20, Excel, Author's creation
Table 7: Regression Model 11, F-test
Model Il Sum of Squares df F P-value
Regres. 4007.406 2 26.956 0.000
Resid. 50693.814 682
Total 54701.220 684
Source:IBM SPSS 20, Excel, Author's creation
Table 8. Regression Modél I1: K=2, n=684
Coeff. Standard Errof t Stat P-value
Intercept. 38.769 1.637 23-.682 0.000
X, -0.136 0.032 -4.214 0.000
X4 3.972 0.684 5.803 0.000

Source:lBM SPSS 20, Excel, Author's creation

5. Conclusion

In this paper we presented a completely new fieldresearch, we
investigated the relationship between four indepetndariables (X a Dummy
variable for gender; % 0 for male; X= 1 for female, %- a variable for the
age; %- a variable for a tall-high of individua, X,- a Dummy variable for
level of education; ¥ 0 for level of education-primary school or lexs= 1
for level of education-high school or more) and tependent variable Y —
employee engagement. In model we included a neepigradent variable X
tall of the individuals. All data are based on the author's research.

Previous studies on gender differences providednisistent findings. For
example, Schaufeli, Bakker, and Salanova (2006hdoa weak but vague
relationship between work engagement and gendeanzder-Morales, (2010,
Wayid et al., 2011) to the extent that there waggaificant difference in mean
score of male and female teachers with respechéodimension of work
engagement. In our research, we do not find tleaktls a relationship between
work engagement and gender.
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Multiple linear regression Model I, with n=508 ar¢4 regressors,
indicated that only variables,Xand X, are statistically significant. Model I,
with n=684 and K=2 regressors, indicated that Wdem X% and X, are
statistically significant at 5 % significance levéhe F-test with F-statistics F
(2, 684) =26.956, and P-value=0.000 shows that ablveregression is
statistically significant at 5 % significance lev&he regression coefficiefiy
(B2=-0.136) shows that if X age of respondents, would increase, the regressio
value of engagement of employee would decrease, Bw#g regression
coefficient B4 (B,=3.972) shows that if X level of education, would increase,
the regression value of engagement of employeediadab increase.

We found out, that there is a positive correlatimiween age and work
engagement such as Schaufeli et al, 2006; Otwofiatagping, 2010.

Finally, in this research, the first hypothesis wasepted: the main research
hypothesis, which stated that at least one indeggenaf variables (X X, Xa,
X4) Is statistically significant for explanation ofawability in variable Y-
engagement of employee. The additional hypothdbat that independent
variable () is statistically significantly for explanation ofariability in
variable Y was rejected.

In further research it would be interesting to umd in the multiple
regression model other independent variables ssictBMI- body mass index,
marital status...).

Employee angagement = f (-age,+level of education)
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VEZA IZMEDU POLA, GODINA, NIVOA OBRAZOVANJA,
VISINE POJEDINACA I ANGAZOVANJA ZAPOSLENIH

Rezime: Ovaj rad izucava vezu izmedu demografskih karakteristika i
angazovanja zaposlenih na prikladnom uzorku od 849 ispitanika, zaposlenih
u javnom 1 privatnom sektoru u Sloveniji. Osnovni cilj istrazivanja je da
odredi da 1i (1 kako) demografkse karakteristike (pol, godine, nivo
obrazovanja, visina) uti¢u na angazovanje zaposlenih. Istrazivanje je
sprovedeno u periodu od 1. januara. do 15. marta 2013. godine. Za statisticku
analizu koristili smo IBM SPSS 20 i1 multivarijacionu analizu (visestruku
regresiju). Na osnovu visestruke linearne regresije (F (2, 684) =26.956, p-
value = 0.000, R-square = 0.073) smo otkrili da ne postoji statisticka
znacajnost na nivou 5% znacajnosti, izmedu visine ispitanika 1 angazmana
zaposlenih. Medu dva ocenjena modela visestruke regresije, kao
najprikladniji, visestruki linearni regresioni model sa dva regresora (godine 1
nivo obrazovanja) je koriSéen, i uzorak od 684. Saznali smo da ¢e se
angazovanje zaposlenih povecati ako se povecéanja nivo obrazovanja, ali ako
se starost ispitanika poveéava, angazovanje zaposlenih opada.

Kljuéne reci: zaposleni, angazovanje, demografske karakteristike, visestruka
linearna regresija.
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1. Introduction

The children’s market changes persistently andetbes requests new
approaches and frameworks in order to apprehendctingplex setting of
children’s consumer socialization. Raising awarer@sthe importance of this
consumer segment is dominantly owed to the fhat children’s spending
worldwide has reached an unprecedented level, ptoapnately USD$170
billion, and for the most part it is discretiongBuromonitor, 2006). Moreover,
time span of childhood is compressing (a phenomémomvn as “kids getting
older younger” [KGOY]), implying earlier rejectionf products targeted to
children, faster transition through stages of camsu socialization and
involvement in adult world prematurely (Kurnit, 200

The foregoing peculiarities of the children’s mdrkave been observed and
extensively investigated in developed countrieg.{évicNeal, 1992; Roedder-
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John, 1999; Siegel, Coffey, Livingston, 2001), ivhhere is still a paucity of
studies on this matter in the emerging marketsdBd€®010) called attention to
the sparse representation of developing countnidhd contemporary body of
studies and argued that both scholars and pramitonvould benefit from better
understanding of emerging children’s markets thhocgmprehensive research.

This study failed to find any research relatedtiddcen’s consumption and
brands choices in Western Balkan countries; thezefbcould be asserted that
these issues have not induced almost any interestholars thus far. Present
research was placed in Serbia, the most populatedtaih Balkan country
(Eurostat, 2006), with the population of childréansling at approximately 1.02
million (Statistical Office of the Republic of Séab2011). With respect to the
similarities in cultural values and consumptiontg@ats among Western Balkan
countries (Inkei, 2009), some outcomes of the prtesiidy could be pertinent
for the discernment of children’s consumption bébain the whole region.
This research endeavors to grasp the attituderbigechildren towards brands
and to identify main actors that influence thistadie.

2. Literature Review

In the recent subject literature there has beesamus among scholars that
children’s responsiveness to brands has reachetharkable level (Lachance,
Beaudoin, Robitaille, 2003; Yarrow, O’Donnell, 200€hildren are conscious
of brands before they start primary school, anthatages of 5-6 they are able
to name multiple brands in various product catego(Roedder-John, 1999).
With regard to the fact that children are heavystwners of food and clothes, it
is most probable that they will adopt and develmfgrences toward particular
brands in these two specific product categories.

McNeal (1992) states that children are aware ohdsaand influence
purchases of cookies, cereals, fruit juices, ia@alr and plenty of other food
items, which was confirmed in subsequent studiexiiBhann, Roedder-John,
Rao, 1993; Powell, Langlands, Dodd, 2011). Brands/gud to be important
attribute concerning children's preferences ofaberfood products (Dibley,
Baker, 2001; Robinson et al. 2007; Salvy et al.20Regarding the apparel
brands, some studies suggest that brand nameihresland sport shoes are
considered to be part of the social interactiorcess and can affect children’s
acceptance by the reference groups (Lachance, BeauRobitaille, 2003;
Clarke, 2005). They also play significant role ihildren's perception and
expression of ideal self-concept (Rhee, Johnsohl;20poku, 2012). In terms
of specific brands, some results indicated thatrtfust wanted jeans brands
among children globally werkevi's andDiesel while in the case of sneakers
Nike Puma Adidas and Reebokwere the most wanteflindstrom, Seybold,
2003).
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A broad range of studies has recognized three hlagato be of crucial
importance for children’s socialization, namely gr#s, peers and media
(Moschis, Churchill, 1978; Ji, 2002). Accordinglyhese variables shape
children’s behavior in consumption to a great etartiuding their awareness
and attitude towards brands. While parents and anddiermine children’s
overall consumption, it was ascertained that pegested dominant influence
on children’'s fashion brands’ selection and peegginion becomes
progressively relevant with children age (ValkerpuBuijzen, 2005; Roper, La
Niece, 2009). Furthermore, there are some indicattbat celebrity endorsers
add to the persuasiveness of an advert and enhelnitédren’s purchase
intention towards the advertised brand (Ross etl@B4; Martin, Bush, 2000;
Clarke, 2005; Boyland et al., 2012; Chan, Ng, 2] 3).

However, it is noteworthy to mention that majordj studies concerning
children's responsiveness to brands has been deddirc Western cultures,
while some authors (Erdem, Swait, Valenzuela, 2@tadamosi et al., 2012)
highlighted that consumption choices cannot be rgtded without considering
the cultural contexts in which they are made by ¢basumers. Indeed, de
Mooij and Hofstede (2002) pointed out that cultw&s more appropriate and
potent predictor of consumer behavior than GDP,e@sfly when the
differences in consumer behavior among countrigs wonverging national
wealth were examined. Nevertheless, economic st#tas country cannot be
neglected when considering its national cultureegithat there is evidence that
richer countries have cultures which differentittem from less economically
developed ones (Minkov, Hofstede 2012). Severallistu(Friedman, 1990;
Chang, Arkin 2002; van Kempen 2004) established tmmsumers in low
income countries tend to express their status girobrands more than
consumers in wealthier countries. Similar findingse observed at the
individual level, given that adolescents from loviecome families are more
brand sensitive than adolescents originating froirddiea and upper classes
(Belk, Mayer, Driscoll, 1984; Isaksen, Roper, 20B8per, La Niece, 2009}t
appears to be rather challenging task to estalslishprehensive framework
which could enable the comparison of consumershdsrachoices among
various countries, due to diversity and complexifyfactors that determine a
culture. Even though certain efforts towards thim have been made thus far
(e.g. Erdem, Swait, Valenzuela, 2006; de Mooij, dtede 2011), the role of a
culture in children's behavior in consumption remedi understudied, ergo it
needs to be investigated more thoroughly; sinég d@f crucial importance for
all participants in the business arena in this ifjpeage market across the globe.

Stemming from an extensive review of the literatureould be observed
that some authors used attribute “power distanoedrder to distinguish and
explore consumers' brands choices in the intemnmatimarket (e.g., Roth, 1995;
Palumbo, Herbig 2000; de Hung, Chan, Tse, 20118. dwer distance can be
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defined as “the extent to which less powerful memslzd a society accept and
expect that power is distributed unequally”; theref in large power distance
cultures, individuals express their social statusugh the use of proper brands
(de Mooij, Hofstede, 2011). The differences in Gpd#? capita and the power
distance scores for selected countries are defittéidure 1.

Figure 1: Power Distance and GDP Per Capita for Selected Countries
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It could be discerned in the chart that Easterropesn countries tend to
have both lower GDP per capita and power distarmmges than Western
European countries, the USA, Canada and Australidch could influence
disparities in children's brands choices betweesdhwo groups of nations.

The second important dimension, in order to dististy and explore
consumers' habits in the international market, apg® be individualism (e.g., de
Mooij, 2000; Manrai et al. 2001; Cho, Jin, Cho, @01Individualistic cultures are
“I" and “me” focused, where a person is expectethke care of herself and her
family. On the other hand, in collectivistic cuktsrpeople identify with a group
and tend to praise group interests more than pleegonal achievement (Luthans,
Patrick, Luthans 1995; de Mooij, Hofstede 2002)e Tpower distance and
individualism scores for some countries are preskint Figure 2.

Collectivism in cultures usually highlights confatynto group norms and
social acceptance, implying higher reference giatipence (Opoku 2012) and
brand requests (de Mooij, Hofstede, 2011). EasEuropean countries are
characterized by high power distance and low imfdiglism scores, adverse to
Western countries, delineated by lower power detaand higher individualism
scores.
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Figure 2 Power Distance and Individualism for Selected Countries
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3. Research Methodology

The research was conducted on 979 primary schodésts from five cities
in Serbia. The age in the student sample variegh ffoto 13 years, with an
almost equal number of female and male respondenksded in the study.
Student participants originated from five citiesams the country: the capital —
Belgrade, the second most populated city — Novi, slthird most populated
— Nig, and two Western Serbian middle-sized towSsbac and Valjevo (Table
1). The age structure of the sample closely reseantble children's population
of Serbia (Census in Serbia: age and gender). fsiance, 43.5% of the
participants in the survey were aged 7-9; wherbaspercentage of this age
segment in the overall children population ageB#hs 43% (i.e. 43.5% vs.
43%). Nevertheless, gender structure of the sarsliiatly less accurately
reflected the population composition, given thate tlsample included
approximately 4% more female respondents than stthvair actual share in the
population aged 7-13 (53.4% vs. 49.1%).

In order to overcome ethical challenges that areallys involved in
children’s research (predominantly related to awagipermission for access to
children; Isaksen, Roper 2010; Davis 2010), theesumwvas undertaken in six
primary schools (two in the capital and one in eaththe other cities),
subsequent to gaining a principal’s concession. J¢leadministrated survey
was completed during the school hour, while it tagkproximately 15-25
minutes to respond to all questions. Convenienggbag was adopted and one
class was chosen from each of seven grades in swestigated school.
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Table 1 Demographic Characteristics of the Sample

Characteristic Frequency Percent
Age (years)
7 128 131
8 144 14.7
9 154 15.7
10 141 14.4
11 127 13.0
12 130 13.3
13 155 15.8
Gender
Males 456 46.6
Females 523 53.4
Town
Belgrade 388 39.6
Novi Sad 134 13.7
Nis 157 16.0
Valjevo 148 15.1
Sabac 152 155

With regard to the peculiarities of the researchgel group, the construction
of the survey involved discussion with teachersorder to ensure that the
language and length of the questionnaire were @pipte for the audience.
Furthermore, pertaining to the fact that childrdérdifferent ages vary in their
concentration span and reading abilities (Miller9@p three different
guestionnaires were developed. For all three iostsa thorough explanation of
how to fill in the questionnaire was provided a theginning and the researcher
was present during the whole time in the classraomgive additional
information if needed. It was particularly stip@dtthat there were no right and
wrong answers. Furthermore, anonymity of participaand confidentiality of
obtained data were guaranteed. Since young chilpirefer visually presented
information (Peracchio 1992), the questionnairetfier children aged 7-8 (first
and second grade) was in color, and consisted gu2Stions mostly offered in
the “yes/no” format, represented with happy and feags. The questionnaire
designated for children aged 9-11 (third to fifdadg) contained 40 questions,
numerous illustrations and was prepared in a béaak white format. Finally,
the third questionnaire, composed for children ag2dl3 (sixth and seventh
grade) included 42 questions, less graphical ele&sramd — as opposed to the
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previous two which were written in Cyrillic — wagitten in the Latin alphabet.
At the end of each of the questionnaires the stbyeas thanked for
participating in the survey and there was a mazmegdadjusted to the
children’s age), intended to occupy children whaenmaster than their peers in
filling the questionnaire. The survey structure @ndcedure entirely complied
to the conclusions established by Baxter's stu@l2p — why children found
fulfilling questionnaires in marketing inquiries twe fun: short questionnaire
length (38-items in her study), the use of visualments, the inability to be
"wrong", and having an adult present to assist wiesded. The questionnaire
was completed by 979 out of 987 recruited studdtitght questionnaires were
incomplete, and therefore they were considerea tioalid.

4. Results

Brands that children choose in many product categare reckoned to be
the aspect of the consumption behavior that isiqudatly interesting for
marketing researchers and practitioners. Based tipoiiterature review and
foregoing findings, brands of three groups of paiduwere selected for the
analysis — sweets, sneakers and jeans. Sweets exarained in terms of
product categories, highlighting the importanceéond only for the youngest
age cohort (7—8 years old), as understood to bbdheiest consumers of these
items of all respondents. In all three instanceserges of multinomial logistic
regressions (MLR) was run, specifying brand as ddeet variable and
children’s age and gender as explanatory variables.

The first regression model questioned whether odild age and gender
affected children’s fondness towards particulardkirof sweets — chocolate,
chocolate bar or cookies. Gender was excluded ftioen second stage of
analysis subject to its insignificance in the ollaredel prediction§ = 0.178).
The final model, with the age of children as théygredictor, was statistically
significant §*= 24.331,p = 0.000), and it attained a classification succass
of 31.3%. Results implied that older children prefd both chocolate (Wald =
16.039,p = 0.000, Exp(B)=1.221) and chocolate bars (Wal@0837,p =
0.000, Exp(B)=1.259) to cookies. For the youngestpondents (aged 7-8),
inclination towards specific sweets brands was eéxadhalso. The survey
included six brands — three internatioridilka, Twix andKinder egg and three
national Krem bananica— chocolate barjaffa cakes- biscuit andPlazma—
cookies). Findings ascertained significant diffeesbetween girls and boys on
this matter = 14.165,p = 0.015): females opted f@ananicaand Plazma
more frequently and males gave preferenceatia cakeandTwix. The origin
of brand (national or international) has not beesigaificant criterion for the
differentiation of boys’ and girls’ sweets choices.
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Jeans could be deemed as one of the most univeasa of children’s
clothes. In the second serial of MLR it was invgetied whether children’s
gender and age (for respondents older than 8)taffeghich jeans brand they
would prefer. Children should quote their favorieand of the three brand
categories that were taken into considerationT {ffany andLegend— domestic
jeans brands, moderately priced, cheaper thangforerands; (2)evi's and
Diesel- global jeans brands, present in Serbian market fong time, asserted
to be moderately expensive; and RplayandMiss Sixty not long present on
the market and not widespread, perceived as fasbierand high-priced. In this
case there was a significanf € 56.390,p = 0.000) relationship between the
dependent variable and the set of independent blasiawith the overall
classification success rate of 61.2%. AccordinthtoWald criterion, older age
was significantly associated with favoriRgplayor Miss Sixtyover both other
brands categories ¢vi's or Diesel Wald = 16.483p = 0.000, Exp(B) = 2.749;
Tiffany or Legend Wald = 14.666p = 0.000, Exp(B) = 2.548).

With regard to gender, it could be observed thatsbmere almost three
times more likely to prefer domestic brandd.&vi’s or Diesel(Wald = 11.737,
p = 0.001, Exp(B) = 2.773), while girls gave prefares toReplayor Miss Sixty
compared to both other categories of brah@wi(s or Diesel Wald = 4.266p
= 0.039, Exp(B) = 0.10%iffany or Legend Wald = 9.369p = 0.002, Exp(B) =
0.039).

On the matter of sneakers brands, respondents asiexd to quote their
favorite brand. Of the stated brands, four of themre distinguished as
widespreadNike, Puma Adidas and Reebok for which analysis was carried
out. The full model with age and gender as predictvas statistically
significant ¢* = 46.519,p = 0.000), indicating that the predictors, as g set
reliably distinguished between children who prefdreach of four brands. The
overall classification success rate was 58.8%. fted on results of the MLR,
several conclusions were drawn: (a) increasesénmaape children more likely
to chooseNike overPuma(Wald = 29.355p = 0.000, Exp(B) = 0.656Adidas
(Wald = 3.827p = 0.050, Exp(B) = 0.830) andeebokWald = 13.866p =
0.000, Exp(B) = 0.592); (b) being a male almosthled the likelihood that
Nike would be preferred tBuma(Wald = 6.815p = 0.009, Exp(B) = 0.565) or
to Reebok(Wald = 5.417p = 0.020, Exp(B) = 0.407); (c) older children are
26.7% more likely to favoAdidasto Puma(Wald = 4.772p = 0.029, Exp(B) =
1.267); and (d) older children are 30% less likelghooseReebolkover Adidas
(Wald = 4.505p = 0.034, Exp(B) = 0.713).

Finally, we were interested in discovering whetbtlelidren opt for certain
brands based on their peers’ opinion or on thebciéiles’ brands selection.
Hence, they were asked: “Would you rather buy @sthnd brands that your
friends wear?” and “Do you observe which brandslwgies wear?” The
majority of children (68.5%) negated that theiefrils’ choices had any impact



Filipovi¢/Ekonomske teme, 51 (4): 839-851 847

on their brands selection, regardless of childremje §*= 7.062,p = 0.315)
and genderyf = 0.221,p = 0.638). A greater part of participants responded
negatively (63.9%) to the second question toosjreetive of agexf= 4.830,p

= 0.305) and gendegq= 0.023,p = 0.879) again.

5. Discussion and Conclusions

Beside product categories that children chooseiyp équally important are
brands which they select in that process. The aisalelated to jeans and
sneakers brands confirmed results reported by otbsearches. First, as
advocated by some scholars (Handa, Khare, 201ighase of branded clothes
denotes a trend towards fashion consciousnesyuamgsults concerning jeans
brands reflect that girls are more concerned watshion clothing than boys,
which is also recognized in the subject literat(i¥arrow, O’'Donnell, 2009).
With regard to sneakers brands, Serbian childremodstrated the same
preferences as children from other countries (Ltiotis, Seybold, 2003; Beyda,
2010), implying universal acceptance and popularitfour analyzed brands. It
could be concluded that older children preidike to all other brands of
sneakers and they prefer fashionable jeans brémtlse case of sweets, it may
be advocated that the type (e.g., chocolate oriepak more important than
brand itself.

The insignificance of peers’ and celebrities’ opimg for children’s brand
selection is in contrast to general belief on thitter as well as to preceding
outcomes of studies undertaken on this matter (Rosd., 1984; Lachance,
Beaudoin, Robitaille, 2003; Clarke, 2005; Boylartdak, 2012). However, a
rather controversial result that children did raket into consideration peers’
opinions and behavior regarding the brands thatwwaild buy, has occurred in
some of the previous research also. For examplpeiRand La Niece (2009)
concluded that children younger than 12 were unawlamw much their friends
influenced their consumption, even though the mebess established that this
impact was significant. Furthermore, Rozin, Rildisd Margolis (2004) found
no correlation between children's food and TV paogme preferences and the
preferences of their friends. Similarly, in the dstuiconducted by Valkenburg
and Buijzen (2005) majority of parents appraiseat ttheir children did not
notice the brands that children's friends apprediatSince the research
questions in our study waddd you prefer to buy the same clothes and brands
as your friends d#' and Do you notice what brands celebrities wéari? may
be argued that children were not able to providescd self assessment on these
matters or that their peers' and celebrities' opisiwere just the some of the
factors which shaped their brands choices. Nevegbefrom the perspective
that Serbia is a country with highly collectivistand large power distance
culture, it was expected that Serbian children wdwt more aware of peers'
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and celebrities' brands selections. It could berassdl that children have not yet
been fully conscious of the concept of status &edatays of its manifestations,
but this observation needs to be tested in someestudies.

Several limitations of this study should be noté&itst, it should be
acknowledged that non-probability sampling has hessd for the collection of
data for this study, which restrains drawing soraaegal conclusions. Further
studies in this field should adopt random samplimgcedures and take into
account both urban and rural children populatiom®&rder to allow making of
better conclusions. Future research may consideestigating children's
attitudes towards brands by obtaining responses @taildren and their parents
at the same time. Third, some matters which arealed in this research
request further investigation. Specifically theklaaf celebrities' and friends'
influence on purchasing behavior should be examimede thoroughly in
subsequent studies. However, some insights abdldraeris behavior were
acquired and they could be a valuable benchmarlsdare larger studies that
would deal with the same issues. Finally, with atcwous rise in the number
of children in developing countries, better compredion of their consumer
socialization process and behavior, related tollpcecific circumstances,
becomes indispensable and increasingly relevant.

Acknowledgments. This study was a part of a wider research projeat addressed
various research topics, including children’s bétiain consumption, the effectiveness
of integrated marketing communications and markeginsitioning strategies aimed at
children.
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OSETLJIVOST NA BRENDOVE KOD SRPSKE DECE

SaZetak: Decija potrosnja raste stalno i ravnomerno, dok se asortiman
proizvoda koje samostalno kupuju ili ¢iju kupovinu iniciraju konstantno
poveéava. Uloga brendova postaje sve vaznija, s obzirom na to da deca
predstavijaju segment potrosaca koji izraZeno i obicno najvise od svih drugih
reaguje na globalne brendove. Ipak, malo se zna o znacaju brendova za decu u
evropskim zemljama u razvoju. Rezultati ovog istraZivanja koje je sprovedeno
u Srbiji pokazuju visok nivo uskladenosti preferencija srpske dece i njihovih
globalnih vrsnjaka, kada je re¢ o brendovima. Medutim, na izbor brendova
srpske dece ne uticu poznate licnosti 1 misljenja njithovih drugova i drugarica,
Sto se razlikuje od uobicajenog ponasanja dece u zapadnim zemljama.

Kljucéne reci: brend, deca, moda, hrana, vrsnjaci, poznate licnosti






Uputstvo za pripremu radova nau¢nog casopisa

EKONOMSKE TEME

U ¢asopisu objavljujemo originalne (istrazéka) nadne radove, prethodna
saopstenja (originalne néne radove punog formata, ali manjeg obima ili
preliminarnog karaktera), pregledne radove, alrikgze knjiga. Ekonomske
teme jecasopis sa ekonomskom tematikom,dotén, autori koji istrazuju u
drugim disciplinama iz polja druStvenih nauka, piSa inovativan n&n o
temama koje mogu interesovati n&aoce, takde, mogu slati svoje rukopise.
Nawni ¢asopis Ekonomske teme je dvojem publikacija koja izlazietiri puta
godisnje. Autori dostavljaju rukopise na srpskoneiigleskom jeziku, a nakon
obaveStenja o uspeSno okenom procesu recenzije, duzni su da dostave
verzije rada na oba jezika.

1. Autorska prava

Rukopis koji se predaje uredniSt¥asopisa ne sme biti prethodno objavljen
u datom obliku, sa manjim razlikama u pogledu saérzniti razmatran za
objavljivanje u drugimtasopisima. Nakon Sto je rad odabran za objavljeanj
autori moraju dati pisanu izjavu o originalnostkopisa u kojoj, takée, navode
dacasopisu predaju autorska prava.

Ukoliko va$ rukopis sadrZi delove radova zstih autorskim pravima
(ukljucujuéi i internet sadrzaje) kao Sto su ilustracije, tapgrafiki sadrzaji ili
citati teksta (duzi od 150 slovnih znakova), moliwas da prethodno pribavite
pisanu dozvolu od vlasnika autorskih prava ¢nbiizdava). U cilju prevencije
pojave plagijat&asopis koristi podrSku sistema za proveru prekigp@ksta.

2. Postupak recenziranja i objavljivanje

Svoje rukopise Saljite na adresu elektronske postenomske-
teme@eknfak.ni.ac.rsSvi primljeni rukopisi moraju imati dve bezuslavn
pozitivne anonimne recenzije da bi bili objavljeKonanu odluku o svakom
pristiglom rukopisu donosi glavni i odgovorni urddnNa nama je da
obezbedimo uredan proces recenziranja pristiglitova. Trudimo se da
redosled pristiglih radova odheje dinamiku objavljivanja. Svakom autoru
omoguuje se da objavi jedan rad u svakom godissopisa (izuzetno dva).




3. Struktura rukopisa

3.1 Obavezni i neobavezni elementi

Rukopis obavezno sadrZi naslov rada, imena i peyzamautora, podatke o
institucijama kod kojih su autori zaposleni (tzfilijacija), detalji za kontakt
(redovna poStanska adresa i adresa elektronske)p@gistrakt, spisak pet
kljucnih redi, uvod, glavni deo teksta, zakffak i spisak referenci. Rukopis
moze, ali ne mora, sadrzZati i zahvalnicu, dodatfes kori€enih podataka,
matemattke dokaze i stino.

Naslov rukopisa treba biti kratak (ne viSe od 18)rejasan. Naslov moze
biti pracen i jednim podnaslovom, u kom &hju se podnaslov odvaja crticom
ili koriS¢enjem interpunkcijskog znaka dveka. Formatirati naslov na sletle
nain: BOLD, velika slova, 12 pt.

Nakon imena i prezimena autora slede podaci ojaddili (univerzitet,
fakultet/departman), n#épa titula, akademsko zvanje, poStanska i adresa
elektronske poste.

Apstrakt (saZetak) ne bi trebalo da bude duZi ol stetine r&i. Apstrakt
treba da sadrZi naznake o svrsi, primenjenoj mdéaggoili pristupu, glavnim
nalazima i eventualno ogra&enja samog istraZivanja. Ne ukijijte pozive na
literaturu ili neuohiajene skréenice u apstrakt. Pet kfjoih redi treba navesti
neposredno nakon apstrakta.

U casopisu objavijujemo rukopise obima od pet do ddsiada rei.
Neophodna su sleé® tehntka podeSavanjavlargine: Page Setup - Margins -
top, bottom - 5¢cm, left, right - 4cm, header, footd.3cm;Paper sizeA4; Font:
Times New Roman (latinica) - 11ferored: Paragraph - Indents and spacing:
Indentation:Left, Right 0;Special First line 0.6;Spacing Before 6pt, After Opt;
Line spacingSingle. Kurzivomifalic) treba naglaSavatidiei fraze unutar teksta,
ali ne ic¢itave paragrafe. Kurziv treba koristiti da bi sglaaile rei i fraze koje se
preuzimaju iz drugih jezika (npr. latinskog). Zaljsta slova lfold) se mogu
koristiti iskljucivo za naslov i odiene podnaslove. Uvek Koristite fusnote
umesto endnota, ali nikada fusnote kao zamenu &akspeferenci. Tabele i
dijagrami moraju se dati u kvalitetu pogodnom zmjareprodukciju, a mozemo
ih vratiti autoru na ponovnu izradu ukoliko kvalitee zadovoljava.

3.2 Podnaslovi

Svi podnaslovi moraju biti numerisani arapskim buina, po redosledu
pojavljivanja. lzbegavajte kor&nje vise od tri nivoa podnaslova. Slede
instrukcije za formatiranje:

Podnaslov prvog nivodiold, mala slova, 11 pt.
Podnaslov drugog nivoaurzv bold, mala slova, 11 pt.
Podnaslov tréeg nivoakurziv, mala slova, 11 pt.



3.3 Pozivi na literaturu u tekstu (referenciranje i citiranje)

U casopisu primenjujemo tzv. Harvard stil (sistemgrefciranja. Molimo
vas da kada se pozivate na publikaciju koja imaalwara obavezno navedete
prezimena jednog i drugog autora, dok ako ih ind& wd dva navedete prezime
prvonavedenog autora i nakon toga ékracuet al.Po potrebi iza t&ke sledi i
zarez.

Kada se prezime autora pominje u tekstu, neposredkon prezimena
mora da sledi godina objavljivanja publikacije,alatmalim zagradama:
Primer. ... po Fisheru (1933) ....

U ostalim sldajevima prezime i godina stoje u zagradama:
Primer. (Fisher, 1933)

Broj stranice obavezno treba navesti ukoliko diéiradreteni tekst (izvorni
tekst mora biti dat kao i u originalu, th extensd ili kada se ne osvete na
glavni zakljiak, v& na konkretnu ideju ili tvrdnjnpr. Fisher, 1933, p. 58)
Citat se mora jasno izdvojiti od ostalog teksta tuglom znaka navoda na
pocetku i kraju citata.

3.4 Spisak referenci

3.4.1 Kompletnost

Pozivi na literaturu (citati) u tekstu rada moragiu potpunosti poklapati sa
spiskom referenci. Reference u spisku treba datreabecednim redom (po
prezimenu prvog autora) i ne numerisati.

3.4.2 Opste napomene o stilu navodenja referenci u spisku

Ako se isti autor(i) navodi dva ili viSe puta, pritceba navesti stariju
publikaciju. Ako se isti autor(i) navodi viSe piga radovima objavljenim u istoj
godini, uz godinu objavljivanja treba kao sufiksvesti @, b i tako redom),
dodavanjem iza godine, na prin{@g010a) Zapazite da se reference objavljene u
istoj godini od istih autora daju po abecednom redu imé&jw vidu naslov rada.
Spisak referenci treba tako formatirati da se dredikod svakog unosa uaipet
karaktera. Cexiemo ako su u spisku referenci imena i prezimenarawtata u
celini, ali¢cemo prihvatiti i ukoliko se umesto imena autorasengamo inicijal.

3.4.3Poseban stil za odiene tipove referenci

Knjiga sa nhavedenim autorima:
Modet Prezime, inicijali. (godinajaslov knjige mesto izdanja: izdava

Primer. O’'Hara, M. (2004)Market microstructure theoryCambridge: Blackwell
Publishers.



Knjiga sa navedenim autorima i rednim brojem izdanj:
Model Prezime, inicijali. (godinapaslov knjige broj izdanja, mesto izdanja: izd&va

Primer. O’Hara, M. (1998)Market microstructure theory2™ ed., New York: John
Wiley & Sons.

Zbornik radova sa navedenim urednicima:
Model Prezime, inicijali. (eds.) (godinapslov knjigemesto izdanja: izdava

Primer. Bisignano, J. and W. Hunter (eds.) (20@lpbal financial crises: Lessons
from recent event8oston: Kluwer Academic Publishers.

Savremeno izdanje starije knjige:
Model Prezime, inicijali. (originalna godina objavljing) godina savremenog izdanja,
naslov knjige mesto izdanja: izdava

Primer. Keynes, J. M. (1936) 1973,he general theory of employment, interest and
money London: The Royal Economic Society.

Rad (odeljak) u zborniku radova ili drugoj kolektiv noj publikaciji:

Model Prezime, inicijali. (godina) “naslov odeljka”, gzime i inicijal urednika (ed.),
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capital flows: The choice of an exchange rate regjirm Bisignano J. and W. Hunter
(eds.),Global financial crises: Lessons from recent eveBisston: Kluwer Academic

Publishers, pp. 159-176.

NapomenaAko publikacija ima dva ili viSe urednika, umestal.) navesti(eds.)

Knjiga (publikacija) u kojoj je institucija naveden a kao autor:
Modet Institucija (godina) “naslov”, mesto izdanja: @ax.

Primer. OECD (2013) “OECD Economic Surveys: China 2013"ri$2aOECD
Publishing.

Rad u ¢asopisu, sa jednim autorom:
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