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Support for foreign direct investment inflows in Serbia

Abstract. The accession of Serbia to the European Union should bring stability, peace, justice, freedom and security to the
Balkans. In this regard, strengthening the competitiveness of the country’s economy in order to improve its ability to withstand
the pressure of the competition in the single market and reduce unemployment through job creation is the most important
objective of Serbia’s economic policy.

The purpose of the paper is to provide a short overview of the achieved results in terms of foreign direct investments in Serbia
and to determine them as a crucial factor in increasing the country’s competitiveness. The paper stresses expectations that
the outcome of negotiations with the EU will improve the investment plans in Serbia and, consequently, create conditions for
a stable financial and macroeconomic environment. Also, the paper analyses cooperation with the most prominent European
Union member states in the field of foreign direct investments and emphasises the financial sector, the trade and tourism sector
and the telecommunication sector as the most attractive industries for EU member states. EU companies have invested almost
three quarters of the cumulative FDI inflows to Serbia over the past 8 years, amounting to over EUR 11 billion in total.

The European countries that have invested most in the Republic of Serbia are Austria, Norway and the Netherlands. Other big
investors to Serbia are Russia (9% of the cumulative FDI inflows), Switzerland (6%), United Arab Emirates, China and USA (2%
of the cumulative FDI inflows each).

By investigating the open investment regime in the European Union, which is a basis for the development of economic relations
and removal of barriers, the authors of the article present relevant measures in Serbia, which are acceptable to EU member
states and define opportunities for job creation and increases in productivity of industries in Serbia. To promote exports and the
inflow of foreign direct investments, the Serbian government has established such institutional mechanisms as the Development
Agency of Serbia (RAS - SIEPA); the Export Credit and Insurance Agency of the Republic of Serbia; the Serbian Agency for the
Development of Small and Medium-sized Enterprises and Entrepreneurship; the Development Fund of the Republic of Serbia;
the European Agency for Reconstruction; the Free Zones Administration.

The authors pay special attention to the case of the Serbian banking industry, which is a perfect example of the industry
developed due to a significant amount of foreign direct investments. The banking sector is one of the most prospective sectors
for foreign investors in Serbia, which was especially observed during the period of 2004-2011. As of 31 December 2016, 22 out
of the 30 banks in Serbia are owned by foreign legal entities, which is a result of foreign direct investments in the Serbian banking
sector and consolidation processes. Investments in the Serbian banking industry were implemented through 2 simultaneous
and parallel channels: brown-field and green-field investments. Firstly, large investments in banking were recorded as green-
field investment and that was mainly due to the entrance of banks/banking groups, such as Procredit (Germany), Raiffeisenbank
(Austria), HVB (Austria), Alpha Bank (Greece) and National Bank of Greece (Greece) together with Societe Generale Bank (France),
into the Serbian market. Starting from 2002, there has been a lot of room for an increase of the market share of foreign banks in
Serbia interested in the privatisation of Serbian banks or public ownership objects. Those banks were mostly presented by the
European Union banks which operate in the region, for example: Hypo-Alpe-Adria Bank (Austria), Eurobank (Greece), Erste Bank
(Austria) and OTP Bank (Hungary). Over time, the strong difference between green-field and brown-field investments in banking
erased, as far as some of the banks which entered the Serbian market through green-field investments were active participants
in the process of acquisition or privatisation of the former Serbian banks.

Finally, this paper deals with future progress of the Serbian economy, based on the achieved results regarding foreign direct
investment incentives. In other words, the improvement and stabilisation of Serbia’s credit rating and cooperation with relevant
international financial institutions, such as the IMF and the EBRD, will result in a better image of Serbia. Consequently, the
sustainable development of the Serbian economy, which could provide the continuity and presence of the country in respectable
markets of the EU, can be achieved due to inflows of foreign direct investments, especially in industries such as the financial
industry and the telecommunication industry.
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Ayaiy b.

KaHAMAAaT EKOHOMIYHMX HayK, kadenpa ynpasniHHA, hakynsTeT ynpaBniHHS,

YHiBepcuteT KomeHcbkoro, Bpatucnasa, Cnosaubka Pecnybnika

Ayaiy 3.

MaricTp eKoHoMikK, Kadenpa NpPoMUCIOBOro ByaiBHMLTBA Ta iHXEHEPHOro ynpaBiHHA, akynsTeT TEXHIYHMX Hayk,
Hosi-Capacbkuin yHiBepcuTeT, Hoi-Can, Cepbcbka Pecny6nika

CmoneHb S1.

KaHOmnaaT eKOHOMIYHUX HayK, Kadenpa eKoOHOMIKN i piHaHCiB, hakynbTeT ynpasiHHS,

YHiBepcuTteT KomeHcbkoro, bpatucnasa, Cnosaubka Pecnybnika

Mupkosuu B.

MariCTp eKOHOMIKM, OANCTaHLinHNIA cynepBan3ep 6aHKiB,

HaujoHanbHuin 6aHk Cepbii, benrpap, Cep6cbka Pecny6nika

MigTpmka npunaney NpAMUX iHO3eMHUX iHBecTulin y Cep6ito

AHoTauis

OuikyeTbes, wo Bctyn Cepbii go €Bponeiicbkoro Cotoldy nprHece KpaiHi cTabinbHICTb | MMP, @ TakoX cnpusitTume ctabinisauii
cuTyauii Ta 6e3neyi Ha bankaHax. Y UbOMYy KOHTEKCTI BaXX/IMBMMU 3aBOAHHSMU €KOHOMIYHOI noniTnkn Cepbil € NoCUneHHs
KOHKYPEHTOCMNPOMOXKHOCTi CEPOCLbKOI E€KOHOMIKM 3 METOK MigBULLMTL 3AaTHICTb KpaiHu BUTPMMYBaTU KOHKYPEHLi0 Ha
€QuHoMy puHKY €ponericbkoro Cotosy, a TakoX 3HVDKEHHS PiBHA 6e3po6iTTa LWAAXOM CTBOPEHHS poboymx Micub. MeTtoto
LUbOro AOCNIOKEHHA € KOPOTKWN OrNsf pes3ynbTaTiB 3alydeHHs NPSMUX IHO3EMHMX IHBECTULIN Yy CcepOCbKy EKOHOMIKY $IK
hakTopa, WO Mae BupiwanbHe 3Ha4YeHHS A8 NiABULWEHHS KOHKYPEHTOCMPOMOXKHOCTI KpaiHW. Y cTaTTi HaronowyeTbes Ha
TOMYy, LLO MO3UTUBHWIA pe3ynbTaT neperosopie Mk Cepbieto Ta €BponencbknM Coo30M MOKPaLLWTL IHBECTULIRHWIA KniMaT
y Cepbii, Wo cTBOPUTL YMOBMK ANS NOSiBA CTabiflbHOro (hiHaHCOBOIO Ta MakpPOEKOHOMIYHOro cepefosula B KpaiHi. ABTopu
cTaTTi NpoaHanidyBann ctaH cnisnpadi Cep6ii 3 HanbinbLWw 3HavywmmMmn KpaiHamyn €sponenicbkoro Cotosy y cdepi 3anyyeHHs
NPSAMUX IHO3EMHUX IHBECTULLA | BU3HAYUW, IO Ha6inbLL NpMBabanBUMY CEKTOPaMM CEPOCHKOI EKOHOMIKM B LIbOMY BiHOLLEHHI
€ (hiHaHCOBUIN CEKTOP, a TakKoXX CEKTOpW TOPriBMi, TYPU3My N TeNeKoMmyHikauin. MpoaHanisyBaBLUn BIOKPUTUM iIHBECTULINHNI
pexum €sponeiicbkoro Coto3y, KU € OCHOBOK PO3BUTKY E€KOHOMIYHMX BiOHOCWMH I YCYHEHHSI Pi3HOMaHiTHMX 6ap’epis,
aBTOpW CTaTTi NPOMOHYIOTL ornsg BXuTnx Cepbieto 3axodis, WO € NPUAHATHUMI 118 AepxXaB-yneHis €sponeinicbkoro Cotoay,
Ta BU3HaYalOTb MEPCMNEKTUBU CTBOPEHHSA POBOYMX MiCLpb i PO3BUTKY CEKTOpiB ekoHOMiku Cepbii. OcobnuBy yBary B poboTi
npuaineHo cepbebkilt 6aHKIBCKIN CUCTEMI K HaBINbLL ACKpaBOMY NPUKNagy CEKTopa, SIKUn PO3BNHYBCS 3aBOAKM 3aslyYEHHIO
3Ha4YHOro 06CAry NPSAMUX IHO3EMHUX IHBECTULiN. TakoXX y CTaTTi PO3MsHYTO NePCNeKTUBM PO3BUTKY CEPOCHKOI EKOHOMIKUN B
LifoMy 3 ypaxyBaHHAM OBCSriB 3a/ly4eHUX MPsMUX iHO3EMHMX iHBECTULjA. Byno BM3Ha4YeHO, WO pe3ynsTaToM MOKpaLLeHHS
kpegmTHoro perituHry Cepbii, a Takox cnisnpawi 3 Mi>XHapogHUMY (hiHAHCOBUMIM OpraHisauismu, Hanpuknag, Takumm sk MB®
Ta €EBPP, ctaHe noninweHHs imigxxy Cepbii. 3aBosky NPAMUM IHO3EMHUM IHBECTULSIM, B NepLUy Yepry B piHaHCOBUI CEKTOP
i TenekomMyHikauii Cep6ii, 6yge 3abe3neyeHo CTanuin Po3BUTOK CEPOCBHKOI EKOHOMIKM, LLO CNPUSTME TpUBanin MPUCYTHOCTI
Cepbii Ha puHkax €sponelicbkoro Cotoay.

KniouoBi cnoBa: npsiMi iHO3eMHi iHBeCTULi; KaniTan; 3aiHATICTb; PO3BMTOK; CMiBPOBGITHALITBO.

Ayawu B.

KaHanaaT 3KOHOMUYECKMX HayK, kadegpa ynpasneHns, hakynsTeT ynpasieHus,

YHuBepcutetr KomeHckoro, Bpatucnaea, Cnosaukas Pecnybnuka

Ayawu 3.

MarncTp 3KOHOMUKU, kKadefpa NPOMbILLIIEHHOrO CTPOUTENBbCTBA Y UHXXEHEPHOMO yNpaBeHns, PakynsTeT TEXHNYECKNX Hayk,
Hosu-Capckuin yHusepcutet, Hoeu-Cagn, Cepbekasi Pecny6nvka

CmonaHb S1.

KaHanaaT 3KOHOMUYECKMX HayK, kadeapa SKOHOMUKN U (MHAHCOB, (hakynbTeT ynpasneHus,

YHusepcutet KomeHckoro, bpatucnasa, Cnosaukas Pecnybnuka

Mupkosuu B.

MarncTp 9KOHOMUKU, AUCTaHLMOHHbIN cynepBan3ep 6aHKOBCKUX YHPEXOEHUN,

HauwnoHaneHbIi 6aHk Cepbuu, Benrpag, Cepbekas Pecny6nuka

Moapep)xka NpuToKa NPSIMbIX MHOCTPAHHbIX MHBecTUUuui B Cep6uio

AHHOTaums

Oxunpaetcs, 4to BCcTynneHne Cepbunm B EBponeinickmin Coto3 npuHEcCeT cTpaHe CTabuibHOCTb U MUp, a Takxe 6yger
cnocobcTBOBaTh cTabunnsaumm cutyaumm n 6esonacHoct Ha bankaHax. B gaHHOM KOHTeKCTe Hanbosnee BaXkHbIMK 3agavamu
3KOHOMUYecKon nonuTnkn Cepbun ABNAIOTCA YCUIIEHNE KOHKYPEHTOCMOCOBHOCTUN CEePOCKON SKOHOMUKN C LiENbio MOBbLICUTb
CMOCOBHOCTb CTpaHbl BbiAep)KMBaTb KOHKYPEHUMIO Ha eduHOM pbiHKe EBponerickoro Coto3a, a TakXe CHUXEHVE YPOBHS
6e3paboTuubl NyTeM cosgaHusa paboymx MecT. Llenb gaHHoro uccnepgoBaHus — KpaTkuide 0630p pe3ynbTaTtoB NpUBEYeHUst
NPSAMbIX UHOCTPaHHbIX NHBECTULIMIA B CEPOCKYI0 SKOHOMMKY Kak hakTopa, MMEIoLLero peluatllee 3HadeHne Ans noBbileHns
KOHKYPEHTOCMOCOBHOCTU CTpPaHbl. B cTaTbe NogyepKMBaeTCs TO, YTO MOSMIOXUTENBHBIA UCXOR, NeperoBopoB mMexay Cepbueit
n EBponerickum Coi030M yNyyLWNT MHBECTULMOHHBIN knnumaT B Cepbum, 4TO CO3AaCT YCNOBUS ONA NOABEHNS CTabUIIbHON
h1MHAHCOBON N MaKPO3KOHOMUYECKON Cpefdbl B CTpaHe. ABTOPbI CTaTbu NpoBeny aHanna cotpyaHudectsa Cepbun ¢ Hanbonee
3Ha4MbIMK cTpaHamn EBponeiickoro Cotosa B 06n1acTu NprBAeYeHns NPsiMbiX MHOCTPAHHBIX MHBECTUUMIA U ONPeRenunu, YTo
Hanbonee npusnekaTenbHbIMY CEKTOPaMn CepOCKOW SKOHOMUKW B AaHHOM Ciy4ae SBMSATCH (PUHAHCOBLIN CEKTOP, a Takke
cekTopa TOProBnu, Typuama 1 TeNeKOMMyHuKauuid. MpoaHanm3npoBaB OTKPbITbIA MHBECTULMOHHBIA pexXum EBponeiickoro
Colo3a, KOTOPbIN ABNSETCA OCHOBOWN Pa3BUTNA 9KOHOMUYECKUX OTHOLLEHWI U YCTPaHEHNs pa3nnyHoro poga 6apbepos, aBTopbl
cTaTby faloT 0630p NPeAnpUHATLIX B 3TOM OoTHoLeHnn Cepbuelt mep, npremnembix ANns rocyaapcte-yneHos EBponeiickoro
Colosa, 1 onpenensoT NepcnekTyBbl co3naHna paboynx MECT U pasBUTMSA CEKTOPOB aKOHOMUKK Cepbun. Ocoboe BHUMaHNE
B paboTe ygeneHo cepOCKol 6aHKOBCKON CUCTEME Kak Hambonee SpKOMY MpUMepy CekTopa, Nony4mBLUEro CBOE pasBuTue
6narogapsi MPUBMIEYEHNIO 3HAYUTENILHOMO O6beMa MPSMbIX WMHOCTPaHHbLIX WHBECTMUMIA. Takke B CTaTbe pPacCMOTPEHbI
NepcneKTMBbI PasBUTUS CePOCKON 3KOHOMMKM B LIEMOM C Y4ETOM AOCTUrHYTbIX PE3YNLTATOB NPUBAEHEHUS NPSAMbBIX MHOCTPaHHbIX
nHBecTMUMIn. Bbino onpegeneHo, 4To ynyylleHne KpeauTHoro pentuHra Cepbun, a Takxxe COTPYAHNYECTBO C MEXAYHapPOAHbIMU
(hbvHaHCOBbLIMY OpraHn3auusamu, HanpumMep, Takummn kak MB® n EBPP, npusenét Kk yny4weHuno nmngxa Cepbun. bnarogaps
NPUTOKY NPSIMbIX MHOCTPaHHBLIX MHBECTULMIA, B MEPBYIO o4epeb B (hUHAHCOBbLIN CEKTOP U TenekoMMyHukaumm Cepbun, 6yget
OOCTUIHYTO YCTOMYMBOE pasBUTNE CEPOCKON 3KOHOMMKM, KOTOpoe OydeT CnocOo6CTBOBaTb OOMMOCPOYHOMY MPUCYTCTBUIO
Cep6un Ha pbiHKax EBponeiickoro Cotosa.

KntoueBble cnosa: npsiMble MHOCTPaHHbIE MHBECTULMW; KanuTarn; 3aHATOCTb; pa3BuUTHe; COTPYAHNYECTBO.
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1. Introduction

Due to the process of globalisation, the development of
international cooperation between countries, as well as bet-
ween international organisations, has been of increasing im-
portance. Countries become members of international organi-
sations not only due to political reasons in order to strengthen
their international stance, but also due to economic reasons,
as their membership in international organisations brings eco-
nomic benefits associated with development of trade, as well
as economic and social relations. The European Union, pur-
suing the purpose of deepening the process of European in-
tegration, supports its expansion to Balkan countries. The
European Union supports democratic values helping Euro-
pean citizens to establish stability and prosperity. The integra-
tion of new countries into the European Union makes its firm
position on the international standing. First of all, it is of cru-
cial importance for the EU to protect its reputation now when
the massive migration of people from the African continent
has undermined previous plans and changed priorities. Fur-
thermore, it is very important to make sure that rules estab-
lished within EU are demonstrated and implemented in prac-
tice across all its member states. It is necessary to protect the
rights and interests of EU member states, as well as to enable
the EU to further develop, enhancing freedom, security, jus-
tice and free movement of persons, together with the adop-
tion of appropriate measures in the areas of external border
control, asylum, immigration and struggle against organised
crime. From January 2007, the EU consisted of 27 member
states. In 2013, Croatia became the 28th member state. All
the states are treated equally in terms of their rights and ob-
ligations, yet there are differences in terms of their size, po-
wer and influence. The bodies and institutions of both the
European Union and its individual member states should
avoid discrimination and inequality, simultaneously respec-
ting differences between them and their legislation.

2. Brief Literature Review

During the history, various authors who studied the ef-
fectiveness of financial assistance to transition economies
made different conclusions regarding the variety of factors
that affect the development of these economies. Authors
have been paying much more attention to the subject of
foreign direct investments since 1970s. That was a period
when a lot of papers regarding foreign direct investments
appeared [19; 11]. Some authors, such as Freeman and
Louca (2001) [15], Perez (2009) [36] marked 1971 as the tur-
ning point due to the technological (information) revolution,
keeping in mind that it was the year which determined the
emergence of a new techno-economic regime. The penetra-
tion of new technologies has changed companies’ opera-
tions and erased the boundaries, because innovations enab-
led businesses worldwide to make their operation more effec-
tive and efficient. A lot of authors, among whom are Gordon
(2000) [20] and (2012) [21]; Jorgenson (2001) [26], Jorgen-
son, Ho, and Stiroh (2002; 2008) [27-28], Vivarelli (2014) [43];
Wilson (2009) [44]; Black and Lynch (2001) [2]; Castiglione
(2011) [4]; Gallego, Gutiérrez and Lee (2014) [17], studied the
impact of ICT on increasing productivity in developing coun-
tries. Starting from the 21st century, several studies aimed
to demonstrate how ICT affect the productivity of both the
EU and the USA (van Ark, Inklaar and McGuckin (2003) [42];
Cette, Mairesse and Kocoglu (2005) [5] have been carried
out. The studies confirm that developed countries also expe-
rience higher growth rates due to the benefits arising from in-
vestments in ICT (Colecchia and Schreyer (2002) [6]; Crépon
and Heckel (2002) [8]; Oulton (2002) [35], Jorgenson, Ho and
Stiroh (2002) [27], Oliner and Sichel (2000) [34], Simonetti,
Taylor and Vivareli (2000) [40]. Therefore, financial resources
and investments in ICT are essential. Many foreign compa-
nies not only bring competition to the market, but also un-
dergo a series of changes. The 2008 global financial crisis
made even multinational companies change their approach
to doing business. In this regard, it should be mentioned that
developing countries depend on the assistance of developed
countries, and the speed of their transformation depends on
the funds they receive from the latter. Transition economies
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face various problems, including obsolete equipment, a lack
of qualified labour force, etc. Undoubtedly, funding is the
biggest challenge for transition economies. The absence of
adequate funding impacted the lower level of enterprises
in those countries, making their businesses obsolete. Ha-
ving an extremely high diffusion rate, ICT become available
and widespread, which is stated in the work by Comin and
Hobijn (2010) [7]. Shamim (2007) [37] analysed empirical lin-
kages between increasing ICT penetration and financial mar-
kets in emerging economies over the period of 1990-2002,
formulating the conclusion about the positive impact of ICT
on financial development.

Lipsey (2001) [30] distinguishes between foreign direct in-
vestments at macro- and micro levels. Foreign direct invest-
ments at the macro level are considered to be capital move-
ments between national borders, from host country to the fi-
nal user of the capital in another country, influencing balance
of payments. The micro aspect of foreign direct investments
is mainly related to the matter of motivation for investors to
invest in some foreign country. The IMF (2005) [23] and the
OECD (2006) [33] defined «direct investment as the catego-
ry of international investments reflecting the interest of resi-
dent in one country (parent company or foreign investor) for
permanent investment in the company that is located in other
country». This definition emphasises the existence of perma-
nent interest for investments in companies abroad, implica-
ting long-term connections between the direct investor and
the company-resident of another country, as well as a signifi-
cant investor’s impact on managerial decisions in companies
abroad. It is generally accepted rule that investments should
be considered as direct investments if the investor (the resi-
dent of a country other than the host country) possess more
than 10% of shares with voting rights in the company in which
they invest. If the investor possesses less than 10% of con-
trolling stake, this investment cannot be considered to be a
foreign direct investment, being already a portfolio invest-
ment. The defined precondition of 10% of shares with voting
rights gives the investor an opportunity to impact and/or par-
ticipate in the company’s management, but not to have full
control over the company.

Kalotay and Hunya (2000) [29] highlighted a clear and di-
rect linkage between the privatisation process and the flow of
foreign direct investments. They emphasised inequality bet-
ween foreign direct investments and privatisation in transition
economies, saying that privatisation is a dominant type of fo-
reign direct investments in those economies, while foreign di-
rect investments are not. Based on a regression analysis of
10 countries in Central and Eastern Europe, Hunya & Geishe-
cker (2005) [22] conclude that foreign direct investments have
a positive impact on economic growth, and vice versa: eco-
nomic growth of host countries has a positive impact on the
inflow of foreign direct investments. Simultaneously, there is a
positive impact of foreign direct investments on strengthening
of the private sector and industry restructuring. Johnson (2006)
[24] analysed impacts of foreign direct investments on growth
in both transition economies and developed countries, and
concluded that foreign direct investments have a clear and ob-
vious impact in transition economies, while that impact could
not be derived in developed countries. Johnson suggested
separating time-series for data related to transition economies
and time-series for data related to developed countries. Fur-
thermore, he requested the avoidance of short time-series due
to the impact of short-run business cycles. He pointed out that
operation with the average values within a five-year period is
the optimal solution.

There exist adverse findings in relation to the above.
De Mello (1999) [9] observed 32 developed and transition eco-
nomies, and he did not find any sufficient elements that could
clearly pinpoint the existence of direct positive effect of fo-
reign direct investments on economic growth. Similarly, Car-
kovic & Levine (2002) [3] analysed a bigger sample which con-
tained 72 developed and transition economies. The resear-
chers concluded that the inflow of foreign direct investments
does not manifest a strong and independent impact on eco-
nomic growth. Stancik (2007) [41] highlighted the facts about



negative effects of foreign direct investments in Czech Re-
public through an analysis of horizontal and vertical spillover
effects in terms of the unsatisfactory level of competitiveness
of domestic companies. Also, Stanc¢ik emphasised the posi-
tive side of foreign direct investments, primarily in terms of in-
creasing productivity and employment growth.

Hausmann and Fernandez-Arias (2000) [18] suggest that
countries interested in attracting foreign direct investments
should provide incentives for investments and functioning
of a market economy. Albuguerque (2003) [1] came to simi-
lar conclusions, emphasising that foreign direct investments
are aimed at countries in which a market economy is not es-
tablished. In order to build financial infrastructure and an ef-
ficient capital market, banks and other financial institutions
play a crucial active role in accelerating privatisation proces-
ses and attracting foreign capital. In this regard, establishment
of credible institutions is the main precondition for the crea-
tion of positive investment climate in transition economies.

3. Opportunities in the European Union

3.1. Instrument for pre-accession assistance - IPA

«The Instrument for Pre-accession Assistance (IPA) is the
means by which the EU supports reforms in the «enlargement
countries» with financial and technical help. The IPA funds
build up the capacities of the countries throughout the acces-
sion process, resulting in progressive, positive developments
in the region. For the period 2007-2013 IPA had a budget of
11.5 billion EUR, while its successor - IPA 1l will build on the
results already achieved by dedicating 11.7 billion EUR for the
period 2014-2020. Current beneficiaries are: Albania, Bosnia
and Herzegovina, the former Yugoslav Republic of Macedo-
nia, Kosovo, Montenegro, Serbia and Turkey. EU pre-acces-
sion funds are a sound investment into the future of both the
enlargement countries and the EU itself. They help the benefi-
ciaries make political and economic reforms, preparing them
for the rights and obligations that come with EU member-
ship. Those reforms should provide their citizens with better
opportunities and allow for development of standards equal
to the ones we enjoy as citizens of the EU. The pre-acces-
sion funds also help the EU reach its own objectives regar-
ding a sustainable economic recovery, energy supply, trans-
port, the environment and climate change, etc. IPA |l targets
reforms within the framework of pre-defined sectors. These
sectors cover areas closely linked to the enlargement strate-
gy, such as democracy and governance, rule of law or growth
and competitiveness. This sector approach promotes struc-
tural reform that will help transform a given sector and bring
it up to EU standards. It allows a move towards a more targe-
ted assistance, ensuring efficiency, sustainability and focus
on results.» (European Commission, https:/ec.europa.eu/
neighbourhood-enlargement/instruments/owerview_en). Review
of IPA funds to Serbia in 2007-2020 is presented in Table 1.

IPA contains of five components:

1. transition assistance and institution building;

2. cross-border cooperation;

3. regional development;

4. human resource development;

5. rural development.

Countries that are eligible to use funds from the IPA are
divided into two categories:

e candidate countries: Turkey, Croatia (in the process of ac-
cession), Serbia (including Kosovo under UNSCR 1244),
Montenegro, FYR Macedonia and Iceland;

¢ potential candidates for membership: Bosnia and Herzego-
vina, Albania.

3.2. International aid for Serbia from the EU

Originally, the cooperation between Serbia and the EU fo-
cused on humanitarian aid was targeted at the following po-
pulation groups:
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e refugees from conflict zones in Bosnia and Herzegovina,
and Croatia;

¢ displaced persons from Kosovo;

¢ citizens with disabilities and dependent children.
The amount of aid provided to Serbia by the EU reached
EUR 2.6 billion until 2014. Various projects were realized as
assistance in the area of transportation, energy, public ad-
ministration reforms, local governance, political reforms,
reinforcement of the rule of law, minority rights protection
and protection of fundamental human rights, development
of civil society, regional cooperation, education, reduction of
poverty, etc. Among others, the following states provided in-
dividual assistance to Serbia: Germany, ltaly, Sweden, Nor-
way, Switzerland, the Netherlands and the United Kingdom.
4. Support for the development of investment relations
in Serbia
The decline of the Serbian economy resulted from the fall
in its performance in the period from 1990s to the beginning
of the 21t century, as well as from the long-lasting economic
and political sanctions imposed against the former Federal
Republic of Yugoslavia. The global financial and economic cri-
sis, combined with the abovementioned problems, limited ex-
port activities of Serbia and slowed down the last stage of the
privatisation process. Promoting the development of invest-
ment relations is related to the establishment of institutions
competent in the domain of investment policies, along with
the introduction of measures providing certain benefits and
superior treatment.
To promote exports and the inflow of foreign direct invest-
ments, the Serbian government has established:
¢ the Development Agency of Serbia (RAS - SIEPA);
¢ the Export Credit and Insurance Agency of the Republic of
Serbia;

¢ the Serbian Agency for the Development of Small and Me-
dium-sized Enterprises and Entrepreneurship;

¢ the Development Fund of the Republic of Serbia;

¢ the European Agency for Reconstruction;

¢ the Free Zones Administration.

4.1. The Development Agency of Serbia (RAS - SIEPA)

The Development Agency of Serbia (RAS - SIEPA) is a
body established by the Serbian government with a main goal
to help Serbian trading companies export their products and
services abroad. It also assists foreign investors in selection of
suitable investment opportunities and mediates contacts with
potential Serbian subcontractors. Development of investment
relations is significant to the Serbian economy. Their societal
benefits consist mainly in their positive impact on the coun-
try’s employment policy. At the same time, the activities of the
agency contribute to strengthening of the competitiveness of
Serbian enterprises. RAS - SIEPA organises meetings of fo-
reign trading companies that are interested in finding business
partners in Serbia. Furthermore, the agency provides finan-
cial assistance to Serbian companies to be able to participate
in international fairs abroad. It also organises seminars, trai-
ning for start-ups. RAS - SIEPA provides significant support
to domestic small and medium-sized enterprises in the form
of consultancy activities (SIEPA, 2017) [39].

4.2. The Export Credit and Insurance Agency of the Republic
of Serbia

The Export Credit and Insurance Agency of the Republic
of Serbia is a specialised financial organisation supporting the
export policy of Serbia. Insurance is an important tool when
conducting international exchange of goods. The Agency fo-
cuses its activities mainly on the insurance of goods for ex-
port, provision of guarantees, factoring, forfeiting, consultan-
cy and technical assistance to exporters (AOFI, 2018) [14].
This activity is sought after by Serbian entrepreneurs; it helps
Serbian goods to be better placed on international markets.

Tab. 1: Review of IPA funds to Serbia from 2007-2020

Source: European Commission (2018) [12]
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4.3. The Serbian Agency for the Development of Small and
Medium-sized Enterprises and Entrepreneurship

The agency assists SMEs in starting a business. It orga-
nises seminars for SMEs to inform them about the law in force
that is applicable to business and about possibilities to obtain
financial assistance from the EU so as to reinforce their com-
petitiveness. In addition, it advises the entrepreneurs on eco-
nomic tools supporting business in Serbia. Within its activi-
ties, the agency promotes fair competition between market
participants and organises several events on this topic.

4.4. The Development Fund of the Republic of Serbia

The Development Fund of the Republic of Serbia was es-
tablished in order to promote economic and regional develop-
ment, to assist in founding small and medium-sized enterpri-
ses and to improve the competitiveness of domestic business
entities. Its primary task is to provide legal entities and entre-
preneurs with assistance when starting a business (Develop-
ment Fund, 2018) [10].

4.5. The European Agency for Reconstruction

The European Agency for Reconstruction mainly mana-
ges programs of development cooperation of the European
Union in Serbia, Montenegro, Kosovo and Macedonia. It is
headquartered in Thessaloniki in Greece and has regional
operating centres in Belgrade, Podgorica, Skopje and Pristi-
na (Europska Unia Slovakia, 2018) [13]. The European Union,
through the European Agency for Reconstruction, supports
funding of small and medium-sized enterprises. In 2001 and
2002, it approved a subsidy of EUR 15 million for the Repub-
lic of Serbia to finance SMEs. The organisation supports ef-
fective use of funds provided in the form of non-repayable
financial assistance. In 2007, the Agency provided funding
for economic development, agriculture and trade, the energy
sector, health and road infrastructure.

Based on these facts, we can conclude that there is quite
a wide range of entities that support business development
and foreign investment inflows in Serbia. In addition to the
aforementioned offices and agencies, there are also other or-
ganisations supporting the development of international eco-
nomic, cultural and political cooperation. We selected only
those that have the most significant impact on business ac-
tivities, investment cooperation and exchange of goods and
services.

4.6. The Free Zones Administration

Administration for free zones operates within the Minis-
try of Finance and Economy of the Republic of Serbia (Ad-
ministration for free zones, 2018) [16]. This body is entitled to
create the so called free zones - zones with favourable con-
ditions for business. In the period of 2010-2012, free zones
in Serbia attracted a billion of Euros in investments and
operations worth EUR 4.5 billion. In 2012, there were 14,579
workers employed in 84 domestic and 89 foreign compa-
nies. Free zones enable transfer of new technologies to Ser-
bia, inflow of new investments and job creation.
Altogether, there are about 10,000 free zones
in more than 100 countries worldwide. Appro-
ximately 25 percent of the world trade passes
through the free zones. However, in Serbia, it is
only seven percent.

Currently, there are eleven free zones in
Serbia:
e free zone «Pirot»;
free zone «Subotica»;
free zone «Zrenjanin»;
free zone «Novi Sad»;
free zone «Kragujevac»;
free zone «UZice»;
free zone «Sabac»;
free zone «Smederevo»;
free zone «KruSevac»;
free zone «Jug» («Nis»);
free zone «Svilajnac».

In 2012, trading companies operating in the Free zone
«Subotica» achieved exports worth approximately EUR 150
million, which represents an increase of about EUR 41 million
in comparison with previous year. In addition to the economic
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profit, creation of free zones has a positive impact on social
aspects of citizens’ living in the region. Approximately 1,300
jobs were created within the Free zone «Subotica», which has
brought about a positive change in the citizens’ quality of life.

5. Some other remarks on foreign direct investments

The authors Jones and Romer (2010) [25] argue that there
has been a positive trend in world trade and FDI, and that the
two variables are correlated. Therefore, the availability of FDI
might be crucial for development. Developing countries see
FDI as a cost-effective source of funds for development plans
and some even the only way to revive its economy. The inflow
of foreign investors is significant for economic growth in se-
veral ways:

e it has a positive and permanent effect on restructuring of
the domestic economy;

¢ it provides additional capital, which contributes to the finan-
cial revitalisation of trading companies;

e it supports Serbia’s economic integration;

e it positively affects the employment policy.

Foreign investors have calculated the rate of return that
can be achieved through the provision of finance to the states.
Moreover, many politicians see it as an opportunity to imple-
ment their ideas and strategies. The politicians should also
be interested in the factors that increase the average returns
on FDI in order to design policies to achieve the relevant re-
sults. Development would not only contribute to the improve-
ment of business operations, but also knowledge. The Repub-
lic of Serbia has a good intellectual capital, encouraging and
training employees to contribute to fewer people leaving the
country. Some economists argue that FDI and human capi-
tal have nonlinear effects on growth (Kottaridi and Stengros,
2010) [30].

Austria, Norway and the Netherlands are the countries
that have invested most in the Republic of Serbia. Despite the
economic crisis, their companies have recorded profits in this
market. Meanwhile, the countries shown in Table 2 have made
a significant contribution in terms of investments.

Investments include movable and immovable property as
well as all mortgages, guarantees and similar rights, shares,
bonds (obligations), company deposits or any other forms of
participation, claims on money intellectual property rights,
rights resulting from law or contractual arrangements, licen-
ces or permits issued under the law including concessions to
exploitation (cultivation) of natural resources and the like. Fo-
reign direct investments are an important source of produc-
tivity growth and play a key role in the creation and orga-
nisation of businesses and jobs both within the country and
abroad. As a direct consequence of the global financial cri-
sis, the business year 2008 is pinpointed as a crucial year for
a decline in foreign direct investments, which affected busi-
nesses around the world, including companies in the Repub-
lic of Serbia.

Tab. 2: Countries of origin involved in FDI in Serbia 2000-2017

Source: SIEPA (2017) [38], FDlIs in Serbia

6. An overview of the foreign direct investments in
Serbia in the period of 2010-2017

EU member states are among the countries which are re-
cognised as Serbia’s economic partners. Namely, EU com-
panies have invested almost three quarters of the cumulative
FDI inflows to Serbia over the past 8 years, amounting to over
EUR 11 billion in total. The Overview of the net FDIs in Serbia
in the 2010-2017 by country is given in Table 3. Cumulative
FDI inflows in Serbia in absolute and relative terms are shown
in Figures 1 and 2.
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Tab. 3: Net FDIs in Serbia in the 2010-2017 period by country of payment (only EU), in cash (in million EUR)*

Note: * - Net FDIs = assets - liabilities.
Source: National Bank of Serbia (2018) [32]

Fig. 1: Cumulative FDI inflows in Serbia - absolute and relative terms
Source: National bank of Serbia (2018) [32]

Companies representing developed countries are in the
privileged position to establish market conditions in less de-
veloped countries, like Serbia. Successful business in Ser-
bia is characteristic for companies engaged in telecommuni-
cations, pharmaceuticals and medical equipment, as well as
banks and financial institutions. Those companies were ac-
quired from large companies and innovative leaders in the EU
market belonging to developed economies.

Serbia, as one of the countries with a transition eco-
nomy, recorded a significant inflow of foreign direct invest-
ments after 2000, however it should be noted that starting
from a low base in 2000 had a crucial impact on the con-
clusions regarding the contribution of foreign direct invest-
ments to economic growth. Also, it is obvious that foreign
direct investments in some key industries, such as finances
and telecommunications, have positively
impacted the evaluation of the total inflow
of foreign direct investments. Some exam-
ples of foreign direct investments are the
entrance of Telenor from Norway in 2006
or Delhaize from Belgium that entered the
trade chain Delta Maxi in 2011. Foreign di-
rect investments have the largest weight
in the total amount of direct investments
in Serbia, meaning that other sectors are
of lesser interest to foreign investors. One
of the main reasons why foreign investors
still avoid investing in Serbia is the inhe-
rent country risk. Removing barriers toward
faster harmonization of Serbia’s legislation
with the EU legislation, as well as reforms
which should improve the credibility of
the domestic economy from the perspec-
tive of foreign investors, provide necessary

precondition for the county’s economic recovery. Top 20
realised foreign direct investments in Serbia after the year
2000 are presented in Table 4.

The banking sector is one of the most interesting sec-
tors for foreign investors in Serbia, which was especially
observed during the period between 2004 and 2011. As of
31 December 2016, 22 out of the total number of banks in
Serbia (30 banks) are banks owned by foreign legal entities,
which is a result of foreign direct investments in the Ser-
bian banking industry and consolidation processes in the
21stcentury. Investments in the Serbian banking industry are
implemented through 2 simultaneous and parallel channels:
brown-field and green-field investments. Firstly, large invest-
ments in banking were recorded as green-field investment
and that was primarily due to the entrance of banks/banking

Fig. 2: Cumulative FDI inflows in Serbia in 2010-2017

Source: National Bank of Serbia (2018) [32]

Dudi¢, B., Dudié, Z., Smolen, J., & Mirkovi¢, V. / Economic Annals-XXI (2018), 169(1-2), 4-11

9



WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

Tab. 4: Top 20 realised foreign direct investments in Serbia after the year 2000

Source: Compiled by the authors based on data from SIEPA (2017) [38]

groups, such as Procredit (Germany), Raiffeisenbank (Aus-
tria), HVB (Austria), Alpha Bank (Greece) and National Bank
of Greece (Greece) together with Societe Generale Bank
(France), into the Serbian market. Starting from 2002, there
has been a lot of room for an increase of the market share
of foreign banks in Serbia and their entrance into the Ser-
bian market, especially if they are interested in the privati-
sation of Serbian banks or social ownership. Those banks
were targeted mostly by banks from the European Union
which operate in the region, for example: Hypo-Alpe-Adria
Bank (Austria), Eurobank (Greece), Erste Bank (Austria) and
OTP Bank (Hungary). Over time, the strong difference bet-
ween green-field and brown-field investments in banking is
erased, because some of the banks that entered the Serbian
market through green-field investments were active parti-
cipants in the process of acquisition or privatisation of Ser-
bian banks in the ownership of domestic legal entities. The
most significant increase in the number of foreign banks in
the structure of banks in Serbia was recorded in the period
between 2004 and 2006, when the privatisation of the lar-
gest banks came to its end. At the same time, it was a pe-
riod of credit expansion and economic growth, which was
mainly driven by foreign banks. It was also a period when
the biggest investing transactions were realised in the Ser-
bian banking sector, including:

* the acquisition of Delta Bank by ltalian Banca Intesa for
EUR 508 million;

¢ the acquisition of Nacionalna Stedionica banka by the Greek
entity Eurobank EFG for EUR 500 million;

e the merger between the National Bank of Greece and
Vojvodjanska banka worth EUR 425 million;

e the acquisition of Meridijan banka by the French Credit
Agricole worth EUR 264 million;

e the merger between three small and medium-sized Ser-
bian banks (Niska banka, Zepter banka and Kulska banka)
with the acquisition of the latter by the Hungarian OTP Bank
from Budapest for EUR 166 million;

e the acquisition of Panonska banka by the Italian San Paolo
IMI worth 122 EUR million.

Furthermore, the level of foreign direct investments in
the Serbian banking industry could be higher given that
Serbia’s credit rating was more favourable. The domi-
nant share of Serbian banks owned by foreign entities in
Serbia is the indicator of increased credibility in the Ser-
bian banking industry with a realistic expectation that the
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mentioned trend will be continued.
Also, this issue is very important for
state-owned banks, primarily from
the perspective of maintaining sta-
bility in the banking sector. The en-
trance of foreign investors should
make the process of stabilisation
in the banking sector easier, yet the
creation of a positive institutional
environment is main prerequisite for
this. The responsibility in the field of
foreign direct investments is on all
market participants, including the
state, the central bank and commer-
cial banks. Coordination between all
participants will make it possible to
make Serbia’s banking industry at-
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7. Conclusions

Foreign direct investments are of
vital importance for development and
prosperity of all countries, especially those belonging to tran-
sition economies. Although there are several theories regar-
ding the mutual impact of foreign direct investments and eco-
nomic growth despite the existence of intuitional correlation
between them, as well as the extent of the impact of foreign
direct investments on economic growth and vice versa, the
issue is a subject of controversy among economists. Foreign
direct investments contribute to the process of building the
key industries in transition economies and, together with insti-
tutional and legislative reforms, may help to harmonize the lo-
cal regulatory framework with the EU requirements.

Serbia helps foreign investors, while foreign investments
have a positive impact on Serbia’s economy, jobs, social sta-
tus of citizens, standards of living and the purchasing power
of the population. Serbia’s economic development is charac-
terised by achievements, macroeconomic stability and growth
of foreign trade deficit. For many developing countries, foreign
direct investments, as well as the EU funds are the methods
for improving the budget, which will give positive impetus to
the development of entrepreneurship if such funds are used
wisely. It is understandable that rational investors will be dri-
ven by the attitude regarding risk-profit trade-off before they
decide to invest in Serbia. It means that improvement of Ser-
bia’s credit rating and cooperation with relevant international
financial institutions such as the IMF and the EBRD will result
in a better image of Serbia. Consequently, the sustainable de-
velopment of the Serbian economy, which could provide the
continuity and presence of the country in respectable markets
of the EU, can be achieved due to inflows of foreign direct in-
vestments.

Assistance in the form of financial resources is neces-
sary not only to modernise enterprises, but also to encou-
rage innovative activities in the companies, which would
have a positive effect on the development of the country and
would accelerate the implementation of reforms. The Euro-
pean Union encourages the development of entrepreneur-
ship and innovation. Therefore, those countries that intend to
become EU member states must meet certain requirements
set by the EU. The global economic crisis has only slowed
down the pace of changes related to foreign investments and
European funds in the Republic of Serbia. In this regard, it is
important to know that available funds are more accessible
to enterprises from various sources, which will enable the de-
velopment of the country’s economy and modernisation and
promote knowledge and innovations.
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