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Abstract

This paper studies the impact of the world econarrigis on the Serbian economy with a special
reference to banking sector and external economjst@bility. Primary goal of the paper was to test
to how much extent was Serbian external econonaluilisy jeopardized by the global economic
meltdown and what might be consequences of therapipaxternal imbalance. Additionally, we tried
to examine what are the effects of the crisis onklmey sector in the context of potential future
instability. Our analysis brought us to concludattithe external imbalances have just become more
visible in the crisis period. The real reason foiese imbalances was actually inadequate growth
model led by the policy makers, based on consumptid unstable inflows of foreign capital. On the
other hand, during the crisis period, banking sediave shown quite solid performances while its
stagnation was just a consequence of the real seterdown. Our conclusion is that banking sector
was professionally led, highly capitalized and sinalt be a trigger for some future crisis. Accomlin
to the performed analysis, Serbia needs dramaidadifferent economic growth model in the future,
mainly export oriented and with a more strict ertdrborrowing policy.
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INTRODUCTION

The economic crisis that affected developed andewgldped economies has imposed numerous
issues for policy makers and macro-economistsehliog 2008 -2012, almost all SEE countries were
punished (by market) due to high debt and licestienpenditure, while they had stagnation and
decline of the real sector. This common featuggisicularly the case for Serbian economy too.

In Serbia, a country in transition, macroeconomends were primarily affected by delayed and
accumulated transition problems. We summarizedmhi& negative effects of the global economic
crisis on the Serbian economy: the decline in grelemand and a fall in exports, decline in total a
especially industrial production, decrease of thewth rate of GDP, and its movement towards
negative values, unemployment increasing, capitgthdnawal from commercial banks in foreign
ownership, and reduced credit placements in proguetctivities; decline of FDI inflows and low
short-term perspective for their growth, the growthrade deficit and balance of payments, and tota
debt to foreign countries, further decline in agate demand and increase of the entire economy
illiquidity.
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In addition to the global recession negative impa&erbia has accumulated economic problems
which represent particular challenge for policy erak Aiming to detect main weaknesses of the
Serbian economy and trying to find an adequateorespto the current economic crisis in Serbia, we
have analysed mechanisms by which crisis tranginitte¢he real sector of the economy. Our special
focus was on external position and banking seétsiit will be shown in the rest of the paper we are

of the opinion that structure of the economy a#dcBalance of Payments deficit in the period of

growth while dynamic rise of external borrowing sseunsustainable source of capital in a long term.
On the other hand, banking sector have shown gualtd performances proving to be relatively stable

in turbulent period.

EXTERNAL POSITION

In this chapter we will analyse the effects of glbbnancial crisis on the Serbian external positio
more precisely balance of payments, external del#jgn direct investments as well as structure of
export and import. Republic of Serbia achieved eaan growth in the period 2002-2008 which is
quite respectable amounting to 4.9% in average.d¥ew despite of the recorded results, we argue
that the growth model of the Serbian economy ieast questionable in the sense of sustainability
since it is primarily consumption based and depehda the limited capital inflows. Privatization
revenues, foreign financial support and extensiveiin direct investments influenced strengthening
of domestic demand in the first years of transitidnfortunately, strengthening of domestic demand,
in the situation of vulnerable and undeveloped dioeindustry in line with the processes of
liberalization, resulted in serious balance of pagtdeterioration. External position indicators are
probably the best illustration to prove the Serlgamwth model unsustainability and argument for the
necessity of economic policy redesign in the fuppggod. In that context, crisis could be analyjsestl

as an external shock which have only shown mairkmesses of the Serbian economy. The growth
model that had been implemented over the past favsyin Southeast Europe, combined with the
institutional weaknesses, had left the region walbke to external shocks in several respects

Balance of Payments

First of all, it could be noticed that growth ratiesthe pre-crisis period has moderate negative
correlatiot with the balance of payment (BoP) measured byesbfiBoP deficit in GDP. Theoretical
arguments for running such a high deficit as a fool,catching up“ processes are not theoretically
confirmed. Moreover, some economists even proved dpposite. Scheide (1990.) argued that
prediction by which poor countries catch up in twurse of time and that this process is made
possible by capital from abroad is at variance wWlith data:Low-income countries tend to borrow
more but they do not grow faster

We are aware of the fact that more strict policyuldaesult in lower living standard in the shontnte

but there is also lack of consistent and systenagifiroach to reduce this misbalance in almost 12
years of transition. Such an imbalance is becorpotgntial threat for the macroeconomic stability in
the long term since potential capital inflows arete limited. Privatization process is almost over,
while external debt exceeded 80% of GDP so farchiig relatively high having in mind level of
development and the country’s reputation. Foreigectiinvestments were also modest in the previous
years, partly as a consequence of global crisiglaid future inflow will mainly depend on economic
recovery in the EU and the region but also on tleveBiment ability to create better business

® Panagiotu, R., (2012.), EUI Working papers, RSCAB2264, The Impact of the Economic Crisis on the
Western Balkans and their EU Accession Prospects,

® pearson coefficient of correlation is -0,384

" Scheide, J. (1990), The net external asset positiml economic growth : some simple correlatiomsi1fts
countries, Kiel Working Papers, No. 427
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environment. We may say that the global crisis ichgeelped Serbian economy weaknesses just to
become more visible.

Figure 1. Correlation BoP deficit and between GD@wth
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Source: Author’s calculation according to the Naiid Bank of Serbia data

Table 1. Balance of Payment structure of the RepwoblSerbia in the period 2008-2012 (in min EUR)

Position/Year 2008 2009 2010 2011 2012

|. Current Account -7.054 -1.910 -1.887 -2.870 -3.1%5
Balance of goods and -8.686 -4.926 4573 5.155 -5.297
services

Income -922 -502 -670 -758 -798
Current transfers 2.554 3.518 3.356 3.043 2.941
Il. Capital Account 13 2 1 -3 -11
11l. Financial Account 7.133 2.033 1.819 2.694 2.883
a. Direct Investments 1.824,4 1.372,5 860,11 1.826,9 231,9
b. Portfolio Investments -90,9 -51,0 38,4 1.619,1 1.665,9
c. Other Investments 3.713,2 3.074,6 9,1 1.049|2 -151,7
d. Reserves 1.686,6 -2.363,5 928, -1.801,5 1.137,2
V. Net errors and -92 -124 68 179 283
omissions

Source: National Bank of Serbia

When it comes to the structure of the external larze, the largest portion of deficit is conseqeenc
of current account deficit showing a huge gap betwability to sell in the foreign markets and
imported goods and services. Due to slowdown ofnegutc activity and international demand
decrease, this gap was reduced in the first ydardsis. Current account deficit in 2008 amounted
21,6%, significantly higher comparing to 2009 an@dl@ when it was about 6,6% and 6,7%
respectively.
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Export and import trends

According to the relevant data, it could be see 8erbian export experienced strong decline anly i
2009, when total export lowered for about 20% imimal terms comparing to 2008. It is a direct
consequence of global economic slowdown, espedialthe EU area. After that period, export had
rising trend, amounting to almost 9 bin EUR in 20EXport share of particular markets did not
change a lot. It could be seen that lower expo0@9 is related to the lower share of EU 28 ialtot
export. Serbia is dominantly dependant to the Eld@ghtries when it comes to the export orientation.
Every economic slowdown in the EU area is potentimkat to the Serbian export potentials.
However, CIS market export share has upward trextd im nominal and real terms. Total value of
exports to the CIS almost doubled in the period720012 amounting to 880 min EUR in 2012 which
is almost 10% of total export. Apart from necessayregain the export in the EU, it would be of
special importance for Serbian economy to stremgtfegional cooperation. In that context, very
indicative are analyses which stress that thescrisgatively affected the region’s trade with thé E
more than intraregional trade in the Western Balk@&@jelic et aly.

Table 2. Export Value and Export Share of Particutearkets

Total Export Value

Year in ths EUR EU 28 share CEFTA CIs Other

2007 6.433 60% 28% 7% 5%
2008 7.429 58% 29% 7% 5%
2009 5.961 57% 28% 7% 8%
2010 7.393 60% 26% 8% 6%
2011 8.441 62% 23% 9% 6%
2012 8.837 62% 22% 10% 7%

Source: National Bank of Serbia

Figure 2. Structure of the Serbian Export in 201t2% of total export)
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Export structure is showing particular strengthshef Serbian economy and the recent years have
shown that some sectors are less vulnerable tglthal economic shocks than others. For example,
food industry, tobacco and drinks as well as maehiand transport equipment are sectors which

8 Bjeli¢, P. et. al., (2013.), Effects of The World Econof@isis on Exports in the CEEC: Focus On The
Western Balkans, ECONOMIC ANNALS, Volume LVIII, N&96
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recorded continuous rise in the recent years degmlatively unfavourable conditions at the
international market. Aforementioned three secterorded export share in 2012 of almost 44% of
the total export.

Import is still high in the industry of mineral fige chemical industry as well as machinery and

transport equipment. Mineral fuels import is quitederstandable since Serbia is, as most of the
countries, energy dependant, as well as the ingfomachinery and infrastructure which should be

considered as an investment. On the other hangkasing import of processed products is showing
that Serbian economy needs to invest more in dodetrengthen its own industry.

Figure 3. Structure of the Serbian import in 20kR2% of total import)
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Figure 4. Serbian trade balance by sectors (in BEIUR)
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Only in two sectors Serbia has recorded trade isufiood industry had 787 min EUR surplus while
drink and tobaco sector recorded surplus in theuatnof 79 min EUR. Trade suficit of the food
industry doubled in the period 2008-2012, while igustry of tobaco and beverages has recovered
after serious decline in 2009. However, sectorshvhre considered to have high value added such as
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machines, chemicals and processed products receatizdis trade deficits. Chemical products trade
gap was growing in the period 2008-2012 amountid.,7 bin EUR in 2012. Also, Serbia is net

importer of mineral fuels and machinery and tramspguipment in the amount of 2,3 and 1,5 bin
EUR respectively.

External debt

Global financial crisis has had dramatic effectsstability of public finances. In the period 2002-
2008, when country was achieving quite solid groveties, public and external debt rose in absolute
figures but recorded decrease relative to GDP. éfbeg, in 2008, Serbia had public debt on the level
of 29,2% and the gross external debt on the lef@#®% of GDP. In the following years both figures
recorded dynamic rise imposing question of thestanability in the future period. Public debt
reached the level of 60% of GDP, which is valuaiicantly higher than 45% required by the Law
on Fiscal Responsibility and also 60% which is oh¢he condition defined by Maastrciht Criteria.
Government and IMF projections were significantbyvér, while some author’s calculations were
much closer but also failed to predict relativeternt behaviour of the Serbian Government in the
context of necessity of public savifiggvhen considering external solvency we could say ¢urrent
results should be recognized as a final warningptdicy makers. External debt level reached 80% of
GDP in 2012. Also, external debt repayment dynansidsaving continously growing trend. In 2013,
Serbia should repay more than 4 bin EUR of extedaht which is more than 15% of total GP

Figure 5. External and public debt trends in theipe 2002-2013. (in % GDP)
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Presented figure made us to draw two very importantlusions. First, we could see that in the first
years of transition public and external debt hael apposite directions. Public debt had decreasing
trend since country’s growth rates were higher tRamtral Government needs to finance fiscal
deficits. On the other hand, due to private semborowing, external debt was stagnating or evenahad

slight rise. Second, when the first wave of thaisrhit Serbian economy public debt started to rise
enormously, pushing external debt to rise toos levident that the external debt rise in the period
before and after the crisis has completely differexture. First rise was modest, coming as a result

® See zdravkovic, A., Bradic, A., (2012.), PublicibéSustainability in Western Balkan Countries, Fan
Integration Process in Western Balkan Countrie$2200l. 1, pp 472-492. Institute of Economic Scies
19 http://www.nbs.rsfinternet/cirilica/90/dug/indesai
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private sector borrowing in the period of econopriasperity, while second one was rather sharp and
may seriously undermine confidence in our economyhe international financial markets. The
following figure could be a good ilustration of théorementioned. In the period 2008-2013, public
share of external debt almost doubled amountiri®t® bin EUR as of September 2013. External debt
increase in that period was only the consequentleeopublic sector rise since private sector rehcte
on crisis in a quite rational way, by decreasingte@nd repayment of debts. Rise of private externa
debt would be the only reliable signal of potengi@bnomic recovery.

Figure 6. Public and private external debt moveras@mthe period 2008-2013
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Foreign direct investment

The global economic crisis drastically jeopardizbé capacity of the economy concerning new
investments, both investments in developed cowt@@d countries in transition. In these
circumstances, investors are becoming more cortseryavoiding to invest in developing markets. A
decrease in the inflow of foreign direct investm@kdl) is one of the negative economic effectshef t
global financial crisis that struck the Serbianremay. Given that Serbia has chosen the concept of
transitional development based on attracting FDI teir potentially developmental impact, reducing
the inflow of FDI is set to be a serious threathe unimpeded growth and development within the
process of transitional change.

Table 3. Net foreign direct investments 2008-2012

Years | In mil EUR | % of GDP | FDI per capita in EUR
2008 18244 5,6 248
2009 13725 4,7 187
2010 860,1 3,1 118
2011 1826,9 5,8 252
2012 231,9 0,8 32

Source: Calculated on the basis of the statistfdhe NBS

The level and dynamics of foreign direct investmfzom 2008 to 2012 were quite uneven. These
trends were influenced by internal and externatofac When it comes to internal factors, the first
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place goes to the economic and political instabitind inefficiency of state institutions. A key
external factor is certainly the impact of the gibliinancial crisis that has hit the entire world,
especially the European countries that have baeheh investors in Serbia in recent years.

In the period from 2008 to 2012, the total inflovF®!1 in Serbia amounted to 6115.8 million. When
we take a look at the each year separately, thedowet inflow of FDI, only 231.9 million, was
recorded in 2012, while the largest net inflow &flin Serbia was in 2011 and it amounted to 1827.0
million EUR. If the gross inflow of FDI in 2012 wadose to 2 billion EUR, the main reason for this
poor result is a large outflow of FDI, especialiythe financial sector. Since the outbreak of tloba
financial crisis, with the exception of 2011, thésea downward trend in the net inflow of FDI. The
total decline in net FDI inflows in 2012, when coangd to 2008 when the crisis had began, was
1592.5 million EUR or 87.3%. The decline would h&appened in 2011 if there weren't for a large
investment by the Belgian supermarket chain Dethavho bought the Serbian retail chain Delta
Maxi.

Figure 7. Net foreign direct investments 2008-20d.2nil EUR
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When we take a look at the specific sectors, inpiagod from 2008 to 2012 the largest FDI inflow
was recorded in the manufacturing sector of 2,808lfon EUR which makes 29.5% of all FDI
inflows. The second and third place for FDI inflodigring this period are taken by the Financial and
insurance activities and Wholesale and retail tradpair of motor vehicles and motorcycles with
1,849,8 million EUR, i.e. 1,837.7 million EUR inflo They are followed by Real estate activities with
1,218.9 million EUR, Mining and quarrying with 584million euros, Transportation and Storage
410.9 million and Construction 312.6 million. Theagtivities together accounted for 94.0% of the
total inflow of FDI during this period.



104 FINANCIAL AND ECONOMIC CRISIS

Figure 8. FDI in Serbia by branch of activity, 260812, share in %
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The fact that during the great economic crisis sarh¢he largest names from various economic
activities came to Serbia, surely gives hope ambe@mgement for all of us. Concerning FDI, Serbia
went through the critical period much better théimeo countries in the region, having succeeded to
attract the most FDI. That tells us that there ispace for further investments, but there are still
important obstacles that investors pointed outhéfirst place, it is necessary to continue toknam
reduction of administrative barriers and therebgustion of the investment and business costs. In
times of crisis, it is necessary to ensure the ecnn stability of the country using a severe contfo
public spending and ending the economic reformd,taose more painful should be the priority of the
government. Free trade agreements, such as thenagmeéwith Russia, certainly present an important
asset that Serbia has in attracting foreign investrin comparison to other countries.

Further inflow of FDI will depend on reducing dortiediscal imbalances and getting the support of
international partners. The current system of itiges has given good results in attracting investime
but in the future more emphasis should be placeidhproving the business environment. Completion
of the infrastructure, as a prerequisite for theetlgopment, in line with the more efficient public
administration and simplification of the procedufes obtaining various permits, could be a good
substitute for incentives. Also the status of adidaie for EU membership is very important, as it
represents the best recommendation to investotsSbebia is a stable country and safe for the
investment.

THE BANKING SECTOR

When a country's economy goes through a seriosscit is impossible for its banking system to
remain intact. The banking sector, as the largedtthe most developed sector within the Serbian
economy, in autumn 2008 felt the first effectstod trisis when more than a billion euros of savings
have been withdrawn from the banks. We should oagett that in a crisis, especially in the fragile
economy such as Serbian, any withdrawal of savamgisdeposits on a large scale under the influence
of psychological uncertainty and undesirable everda lead to a dramatic impact and a collapse of
the banking system. In order to prevent undesiraiolesequences, the government immediately
undertook several measures to mitigate the effeictie crisis. First of all, a stand-by arrangement
was concluded with the IMF and the first set of sugas was adopted, which was aimed at the revival
of credit activity of banks, by subsidizing loargt maintain liquidity, and financing permanent
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working capital and subsidizing the interest rdmsconsumer loans. In addition, a meeting of a
Vienna Initiativewas called, which resulted in an agreement tleb#inking groups in this region will
not decrease their exposure to Serbia. Also, duhiiggperiod, the banks had a conservative policy
when they held the capital adequacy ratio to o@epércent, even though the legal minimum is 12
percent. All this has enabled the banking sectavritiostand the shock more easily, but it was natequ
spared of the crisis.

On the impoverished Serbian banking market atetind of 2012 there are 33 banks. Compared to
other sectors, in the banking sector there isiafaatory level of competition, and you could shg t
real battle for survival, because there is not ghospace in the market for all participants. Serbia
banking system still has the lowest concentratmmared to other countries in the region, taking in
consideration the large number of banks that ppétie even less in all major categories of business
The five largest banks took up about 48% marketestmthe end of 2012, neither one of them has an
individual stake greater than 15%, and only twokisamave a market share that exceeds 10%.

In order to understand the true state of the imphtte crisis on the banking sector, it is necgsga
start a deeper analysis. Domestic banks were metthli exposed to losses related to the financial
markets in the Eurozone, and domestic banks didoossess toxic types of assets. But they were
indirectly affected by the recessionary trendshm teal sector, which resulted in a rapid detetimma

of loan portfolios. Another effect of the crisis tisat the domestic banks can no longer count on
generous funding from their parent banks abroad tlaat in the recent period they have gone through
the process of repayment.

A key problem that has manifested itself in thekirag system is the growth and relatively high share
of non-performing loans (NPL), which amounted to91&t end of 2012. During the crisis, the level of
NPL was 11.3. It is necessary to point out thahivithe current level of NPL there is also a pdrt o
the heritage from the past that is not written dife to unfavourable tax treatment and slow and
complex legal process, so the real participatioitNBL is probably lower and is at the level of the
surrounding countries. Another problem is the desed lending activity due to a greater general
business risk. Several banks did not withstandntipact of the crisis so NBS quite justifiably reeak
their license. Although the banking system is litthe crisis that has affected Serbia, however, we
can conclude that financial stability is not comprsed.

The results of bank operations in 2012 showed ithhahe banking sector there has also been a
deterioration of financial results, because thereg profit is lower and the losses are highen tha
previous years. Growing bad debt and bad manageofédbmestic" banks can be seen through the
incurred loss cumulatively achieved by 10 bankth@mamount of 13.3 billion. We should be sure to
add the sum that has been paid from the budgeidosbanka and Razvojna banka Vojvodine. The
two banks, which had relatively low total marketsh of about 4.5% of the banking market, and in
which the state had a decisive influence on theagament, have achieved record losses and made the
balance sheet of the whole banking sector negative.

Banks' return on average assets and average exfuitye banking sector in Serbia after 2008 have
been declining. They are not adequate to assuraksl, kspecially if one takes into account inflation
and all kinds of risk exposure. The biggest prob&ma extremely high and growing bad debt loans,
which threaten to melt the capital. The real estadeket does not work, which makes the risks even
greater, because the collaterals cannot be conveént® liquid assets without extremely high
discounts. Bank revenue growth that comes from igmwent deficit financing has decreased since the
issuing of Eurobonds, and creditworthy corporaients are almost gone.

"Loan-to-deposit" ratio in 2012 amounted to 125%g ¢here were no major changes were made when
it comes to decreasing the same. This relativegi hiTD ratio may indicate a limitation in terms of
the future sector growth due to the fact that beimg from abroad is no longer readily available or



106 FINANCIAL AND ECONOMIC CRISIS

cheap, so banks usually finance the growth of depol addition, high LTD can point to any
liquidity problem in the future.

Almost all qualitative indicators of Serbian bartkiat the end of 2012 were much worse than five
years before, as evidenced by the following data:

In next table we can see that the banking is stagnarhis especially applies to the bank lending
activity. Regarding the banking sector, credit sarpjs the key to the development of any industry.
The banking sector needs to support only thoseegi®jthat are considered to be profitable and that
are expected to bring returns on investment. A asit@ measure of lending activity, which, apart
from domestic loans, includes cross-border loansmfeconomy, in the period from 2008 to 2012
grew in real terms at an average annual rate 6658

Table 4. Overview of banking sector in Serbia, 22082.

Balance sheet data 2008 2009 2010 2011 2012
Total assets (EUR mn) 21.6B32 24.362 25.984 27.732 27.826
growth in % yoy 2,3 12,6 6,7 6,7 0,9
in % of GDP 64,7 84,4 91,6 87,9 94,0
Total loans (EUR mn) 12.262 13.138 15.166 16.452 16.630
growth in % yoy 21,4 7,1 15,4 8,5 1,1
in % of GDP 36,7 45,5 53,4 52,1 56,2
Total deposits (EUR mn) 10.019 11.408 11.894 41.287 13.311
growth in % yoy -2,7 13,9 4,3 10,1 1,6
in % of GDP 30,0 39,5 41,9 41,5 45,0
Total loans (% of total deposits) 122,0 115,0 128,0 126,0 125,0
Structural information
Number of banks 34 34 33 33 33
Market share of state-owned banks (% of total ayset 17,5 18,2 20,3 19,7 19/0
Market share of foreign-owned banks (% of totabtss 75,0 74,0 73,0 73,0 69,0
Profitability and efficiency
Return on Assets (RoA) 2,4 1,0 11 13 1,0
Return on Equity (ROE) 10,5 4,5 5,3 6,3 4,7
Capital adequacy (% of risk weighted assets) 219 21,4 199 19,1 19,9
Gross non-performing loans to total gross loans 11,3| 157 16,9 19,0 18,6

Source: NBS, Raiffeisen RESEARCH

M Real growth implies growth excluding the exchamgee effect (fixed exchange rate from August 2008),
assuming a fixed currency structure prior to JWQ&
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Figure 9. Real growth of loans to households artémnises*(y-o-y growth rates, %)
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In the banking sector, there is a space for reducasts and strengthening the competition throtgyh i
further consolidation, which will be possible gividrat the current negative trends are reversedtend
overall investment climate is improved. Without ttreation of conditions for the capital inflow and
economic growth, the performance of the bankingosewill continue to weaken, and it is possible
that it will generate some problems. Also, it igthitime that the state begins to take responsible
policies and to reduce the minus in the cash regssd that the banks can redirect more money to the
economy. Every time the state sells bonds, thabatght by the banks, it effectively reduces the
availability of funds to the economy, i.e. the reattor. Banks, attracted by high interest rates, a
buying government bonds instead of having proaceroach supporting good projects in the real
sector. Finally, we can conclude that during thsi€rthe Serbian banking sector was guided
professionally and that it is highly capitalizecheTdownside is that the sector is overcrowded with
banks and its room for real growth is limited, ginery few good private companies control a large
part of the economy.

CONCLUSION

During the first decade of economic and politicahsition, Serbian economy has undergone various
structural reforms. One of the processes typicaltiie initial phase of transition was economic
liberalization which was accompanied with risingpmnts and significant inflows of foreign capital.
Sources of capital inflow were mainly privatizatjoforeign aid and foreign direct investments.
Unfortunately, the capital inflow did not significdly change economic structure in the sense of
strengthening export activities. In addition, it svquite predictable that those inflows had to be
reduced in some point of time, since privatizateomd foreign aid were not infinite sources of
financing. We could also see that the economic growv the last decade was characterized by
increasing balance of payments deficit and largeraal borrowing. Increasing balance of payments
deficit was a consequence of rising import whictswatisfying growing economic demand, fuelled
by aforementioned capital inflows. That created esdind ofcirculus vitiosustrap into which policy
makers were easily caught.

Crisis influenced capital inflows to fall as wel #¢he export. However, positive impact of the srisi
was import decrease which also influenced loweregawent revenues leading to the second
important point of our analysis — unsustainableseml borrowing. While in the pre-crisis period,
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external borrowing of the private sector was graywdomparing to the Government, during the crisis

we could notice completely opposite trend. Loweereies made Government to borrow more both in
internal and external market. In order to avoidrsger recession, policy makers borrowed more which
was short term oriented economic policy for Seriawdays, external position parameters are
strongly unfavourable becoming serious limitation the future economic growth. Also, Serbia face

very slow and unstable growth in the recent ye@rs. new growth model should include measure for
stimulating industrial production and export orihtsectors. Only by reducing current external

imbalances Serbia could achieve stronger and sasia economic growth. This new model should

include more focused approach when attracting F&ésbian economy needs greenfield investments
in the sectors with the higher value. We could tbe¢ investment dominated so far were investments
in services, rarely in greenfieldway.

We could see that in several developed economigss strongly hit banking sector. Moreover,
recovery of the banking sector was limiting faatbrecovery of the whole economy. Serbia definitely
did not have similar problems. Slight problemshia banking sector were just a reflection of prolslem
in the real sector of the economy. Banks were @talized conducting quite restrictive borrowing
policy. Slightly higher NPLs, were sign of portilideterioration but did not jeopardize financial
stability in general. We could even say that baglsector is healthier part of the Serbian economy
contributing country’s financial stability in a Igrierm.

Our conclusion is that economic crisis did not selyehit Serbian economy. Weaknesses which
present in the previous period coming from turboéeperiod in 90s and inadequate growth model
have just became more visible. Adverse effectshefghort term oriented and populistic economic
policy were about to jeopardize Serbian economynewéhout external turbulences. Aiming to
achieve more sustainable and higher growth raté@seifiuture period Serbia need to reconsider model
of economic growth. Some of the recommendationsldvdefinitely be attraction of export oriented
FDIs, Government support to export oriented sectlmwer external borrowing and creation of
business friendly economic environment.
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