




ECONOMIC POLICY FOR SMART,
INCLUSIVE AND SUSTAINABLE GROWTH

15-17 June 2017, Faculty of Economics - University of Belgrade, Belgrade

BOOK OF ABSTRACTS

CONFERENCE

Faculty of Economics
UNIVERSITY OF BELGRADE



Publisher
University of Belgrade, Faculty of Economics
Kamenička 6, phone 3021-045, fax 3021-065

www.ekof.bg.ac.rs
E-mail: cid@ekof.bg.ac.rs

For Publisher
Prof. dr Branislav Boričić

Director
Dr Đorđe Mitrović

Graphic design
Čugura print - Beograd

i Milica Đotunović

Cover illustration
Milica Đotunović

PrePress, Press, Postpress
Čugura print - Beograd

www.cugura.rs

Circulation
250 copies

Year
2017

ISBN: 978-86-403-1523-4



   v

FOREWORD

This book of abstracts contains the abstracts of the papers presented at the conference 
„Economic policy for smart, inclusive and sustainable growth“, organized on the occas-
sion of the 80th anniversary of the Faculty of Economics – University of Belgrade, 
from 15 to 17 June 2017. The conference was openned by four renowned keynote 
speakers: Prof. dr Branko Milanović (City University of New York and Luxembourg 
Income Studies), Prof. dr Michael Cox (London School of Economics and Political Sci-
ence), Prof. dr Leszeck Balcerowicz (Warsaw School of Economics) and Prof. dr Gi-
acomo Corneo (Free University of Berlin). The conference has hosted presentation 
of 105 papers (co-authored by 189 participants) from 16 countries, divided into 13 
panels, dealing with contemporary issues in economics, business management and 
statistics, as well the two special lectures.
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FINANCING GROWTH IN SOUTHEASTERN EUROPE, 
LESSONS FROM ECONOMIC HISTORY

John R. Lampe, University of Maryland, jrlampe@umd.edu

Abstract: Drawing on his half century as an 
economic historian and a Balkan historian,, 
Professor Lampe reviews economic growth 
as it has been addressed in economic history. 
The growth of entire economies first surfaced 
during the interwar period when  calcula-
tions of national product or income allowed 
permitted estimates of annual growth. By 
1837, when the Ekonomski Fakultet was es-
tablished, Western economists used the esti-
mates of declining national income during 
the Great Depression to endorse the Keyn-
sian argument for deficit financing. for new 
investment.  The monetarist restraint that 
followed the post-1918 inflation was then 
left behind. The rapid growth rates of the 
centrally planned Soviet economy seemed to 
endorse even more investment.

In the wake the wake of the Second War, 
high growth rates were use to justify both the 
Keynsian and Soviet models. But first Soviet 
and then the Western  growth rates lagged, 
both approaches were called into question 
by the 1970s. As decentralization failed in 
the East, Western economists bac to mone-
tary austerity in hopes of stemming inflation 
and then ending the stagnant growth dubbed 
stagflation. The  Western momentum car-
ried into the post-1989 prescription for East 
European reform. Then came the financial 

crisis of 2008 and the burden of foreign debt 
on enforced austerity.

I propose to look back over the work 
and reaction of Western economic histo-
rians to use what evidence they could find 
to explain past economic growth from the 
English Industrial Revolution to the inter-
war period.  After an early emphasis on the 
rate of investment and technological change, 
with some hope for cliometric calculation of, 
national product, the emphasis by the time 
that I joined the profession has turned to in-
stitutions. and entrepreneurs. Under the in-
fluence of Aleksander Gerschenkron, I and 
others in Rondo Cameron’s school looked at 
investment bank as a substitute for private 
entrepreneurs and the free market. Douglass 
North, David Landes and others  continued 
to concentrate on the market framework for 
individuals. Then the monetarist emphasis 
of the Chicago school came forward and 
in recent years names like Hajek and Von 
Mises, long dismissed, came back into fash-
ion. Their views dated from a reaction to the 
post-1988 inflation. Now, with hopes of the 
bank. and monetarist advocates  in question 
since 2008, a return to the Keynsian sort of 
stimulated investment may be in order. The 
interwar failure of the monetarist approach 
seems a cautionary tale. 
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INDUSTRIAL POLICY PROGRAMME FOR KEY SECTORS IN SERBIA

Dragan Đuričin, University of Belgrade – Faculty of Economics, ddjuricin@ekof.bg.ac.rs
Iva Vuksanović, University of Belgrade – Faculty of Economics, ivav@ekof.bg.ac.rs

Abstract: One of the key questions in con-
temporary economics refers to the role of 
the state. Economic history has taught us 
that there was a time when economists be-
lieved that only government interventions 
could save the economy from crisis, as well 
as a time when economists started to believe 
that government interventions represent the 
greatest evil of all and that only the invisible 
hand of the market could lead the economy 
toward growth and prosperity. Today, there 
are many of those who follow the thoughts 
of Stiglitz, Rajan and Rodrik, who believe 
that the invisible hand of the market and the 
visible hand of the state can transform their 
shake into economic success, hardly seen 
nowadays, in terms of sustainable growth, as 
well as economic and social development. 

This paper is dedicated to the abovemen-
tioned ideological strand, since scholars in 
Serbia, along with the rest of the developing, 
but also developed countries, struggle to find 
possible solutions to crawling and jobless 
economic growth. The key ideas that form 
the essence of the paper are a part of a broad 
multipronged reform, one that is much more 
far-reaching and inter-generational and 
that holds up the structure of the heterodox 
policy platform emerged after the 2008 cri-
sis. Industrial policy lies at the heart of the 
proposed reform. This paper discusses the 
necessity of industrial policy in conducting 
structural changes in Serbia’s economy, and 
for attaining an equilibrium as well as sus-
tainable growth path. 

Our analysis leans on the premise that, al-
though industrial policy should maintain its 

horizontal nature and aim to promote ade-
quate framework conditions in the way that 
neo-liberal capitalism proposed, the specific 
needs and characteristics of individual sec-
tors must also be taken into account. Hence, 
we focused on the key sectors in Serbia’s 
economy for which we believe that repre-
sent, truly, the main fulcrums of sustainable 
growth in the future. 

The result of the analysis will be presented 
in the form of a matrix with joint horizon-
tal, as well as sector-based vertical industrial 
policy measures. The sector-based measures 
are closer to the traditional vertical policies 
in case of strategically important sectors with 
high potentials, while in other cases they 
merely mean having in mind the sector’s spe-
cifics in the implementation of the horizontal 
measure. The emphasis on research, inno-
vation and access to finance, as well as the 
density of the suggested measures in the ma-
trix in the case of industries such as ICT, life 
science and organic food, on one hand, and 
the emphasis on structural adjustment in tra-
ditional industries such as energy, transpor-
tation and logistics, on the other, illustrate 
the difference between growing industries 
of the future and the troubled industries of 
the past. Beside the industrial policy matrix, 
the paper provides a thorough and exhaus-
tive discussion of the presented results from 
the perspective of each of the selected sectors 
respectively. 

Keywords: industrial policy matrix, key sec-
tors, sustainable growth, heterodox econom-
ic policy approach

JEL classification: O25, B50, M21
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IS THERE AN ASSOCIATION BETWEEN THE WORLD 
BANK POLICY LENDING AND BORROWER COUNTRIES’ 
SOCIAL POLICIES AND INSTITUTIONS?

Željko Bogetić, The World Bank
Lodewijk Smets, The World Bank, KU Leuven, LICOS Centre for Institutions and Economic 
Performance, lode.smets@kuleuven.be 

Abstract: This study investigates the associa-
tion between the World Bank policy lending 
and the quality of social policies and insti-
tutions of borrowing country governments. 
Since the principal aim of such lending is 
precisely supporting policy reform to im-
prove policies and institutions, the study con-
tributes to the broader aid effectiveness liter-
ature. Results from estimating a 2SLS model 
indicate that World Bank’s policy lending has 
a significantly positive effect on the quality of 

social policies and institutions.We also find 
tentative evidence that loan conditions re-
lated to social protection and environmental 
sustainabilityare more effective in influenc-
ing social policies and institutions than those 
related to equity of public resource use and 
health and education.

Keywords: policy lending; budget support; 
World Bank; social development; aid effec-
tiveness

JEL classification: O10; O19

AN EMPIRICAL ANAYSIS OF IMPACT OF FDI 
ON GROWTH IN CEE COUNTRIES

Minakshee Das, University of Ljubljana, Faculty of Economics,  
gargiminakshee22@gmail.com

Abstract: The relationship between FDI and 
economic growth is not so clear so far. Appar-
ently, few researchers claim that the contri-
bution of FDI to economic growth depends 
on many factors and it varies over time and 
from one host country to another. This pa-
per empirically examines the impact of FDI 
on economic growth in CEE countries using 
regression analysis. The regression equation 
has important variables that are important 
to GDP growth. The panel data covers all the 
CCE countries over the period from 1991 to 

2015. The main finding is that the contribu-
tion to growth is estimated to be positive in 
most of the countries but not significant. It is 
also discovered that the relationship between 
FDI and economic growth is nonlinear. 

Keywords: CEE countries (Central and 
Eastern European countries), FDI (Foreign 
Direct Investment), GDP (Gross Domestic 
Product), Gross Capital Formation, Net ex-
ports. 

JEL classification: C23, F21, F43
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ECONOMIC GROWTH IN CENTRAL AND EASTERN EUROPE:  
THE ROLE OF ECONOMIC POLICY AND 
INSTITUTIONS VERSUS EU TRENDS

Milojko Arsić, University of Belgrade – Faculty of Economics, arsicm@ekof.bg.ac.rs
Aleksandra Nojković, University of Belgrade – Faculty of Economics, nojkovic@gmail.com
Saša Ranđelović, University of Belgrade – Faculty of Economics, randjelovic@ekof.bg.ac.rs

Abstract: This paper employs data from 
1995 to 2015, on 14 Central and Easter Eu-
ropean (CEE)countries, in order to estimate 
the relative importance of internal and exter-
nal factors of economic growth, using differ-
ent panel models and estimation methods, at 
the same time controlling for the total invest-
ments rate and human capital accumulation, 
as suggested by theoretical literature. GDP 
growth in the CEE countries was positive-
ly influenced by fiscal balance, openness of 
the economy, and the quality of institutions, 
while impact of the inflation rate was nega-
tive, the results being robust to variations of 
indicators of economic policy and quality of 
institutions. The results also suggest that eco-
nomic growth dynamics in these countries 
was strongly influenced by the cyclical fluctu-
ations in the old EU member states (EU-15), 

the rise in oil price having negative impact 
on economic growth, while some evidence 
on the impact of the average money-market 
rate in the EU has also been captured. Our 
findings suggest the existence of convergence 
within the CEE countries. The research re-
sults indicate that although economic growth 
in the small and open economies in CEE was 
under significant influence of external fac-
tors, the country’s economic policy and good 
institutions played a key role. The results 
are to be further tested by the sub-groups of 
countries, pooled based on several factors, 
including geographical criteria, religion, and 
the country size.

Keywords: economic growth, CEE, econom-
ics policy and institutions, EU trends, panel 

JEL classification: O40, 043, O47, O52

INSTITUTIONAL REFORMS AND PRIVATISATION 
IN THE WESTERN BALKAN COUNTRIES

Filip Fidanoski, University of Luxembourg
Bas van Aarle, K.U. Leuven, bas.vanaarle@kuleuven.be

Abstract: In order to fully understand pres-
ent-day Balkan, one must look back into 
history and to explorethe economic conse-
quences of the diverse political efforts and 
institutional reforms. Given the extreme-
ly complicated economic situation in the 

Western Balkan countries, it is from higher 
importance to reveal the institutional back-
ground and nature of such economic fragil-
ity. Do the institutions matter? Governance 
reforms have become the buzzword for poli-
cy-makers, in much the same way that liber-

mailto:arsicm@ekof.bg.ac.rs
mailto:nojkovic@gmail.com
mailto:randjelovic@ekof.bg.ac.rs
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alisation, privatisation and stabilisation were 
the mantras of the 1980s. The renewed atten-
tion and more rigorous requirements being 
paid to governance after 2008 should bring 
and contribute for more stable institutional 
environment (Rodrik, 2008). Many econo-
mists have stressed the importance of institu-
tions for economic growth and development. 
Institutions take much time to develop, how-
ever, and generally cannot be copied or trans-
planted wholesale from some societies where 
they seem to work well into other societies 
that seem to be sorely in need of them. This 
can be frustrating to policy makers, whose 
time horizons are typically measured in years 
to the next election, not in decades, which 
may explain why the somewhat autocratic 
leaders bent on achieving economic reforms 
have been so successful.

Economists and policy makers who ig-
nore the importance of institutions in eco-

nomic growth run the risk of committing the 
proverbial lamppost fallacy: looking for one’s 
lost money under alamppost because that is 
where there is light, not necessarily because 
that is where the money was lost (Baumol, 
Litan and Schramm, 2007). From these, we 
can conclude that it is of particular interest 
to explore more deeply the historical and in-
stitutional processes in the Western Balkan 
countries and on that way to provide a good 
lessons and suggestions for national and su-
pranational decision-makers.

For that purpose, we plan to use an ad-
vanced econometric methodology in order 
to assess the quality of institutions in the 
Western Balkan countries and their impact 
to economic growth.

Keywords:  institutions, economic growth, 
liberalism, privatisation, Western Balkan
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FOREIGN AGENTS? NATURAL RESOURCES &  
THE POLITICAL ECONOMY OF CIVIL SOCIETY

Corinna Breyel, Free University of Berlin, School of Business & Economics & Institute of East 
European Studies, corinna.breyel@fu-berlin.de
Theocharis Grigoriadis, Free University of Berlin, School of Business & Economics & 
Institute of East European Studies, theocharis.grigoriadis@fu-berlin.de

Abstract: Resource-rich dictatorships are 
more inclined to repress civil society than 
others. In this paper, we identify a tradeoff 
between political rents from natural resourc-
es and the organizational density of civil so-
ciety. This organizational density determines 
the extent to which citizens can threaten the 
dictator with a revolution. We find that, in 
the occurrence of a negative oil price shock, 
regime change becomes likely, whereas a 
positive oil shock increases the extractive 
capacity of the dictator. In unconsolidated 

dictatorships, revolution occurs even in a 
positive oil shock scenario. When a negative 
oil price shock occurs, the persecution of 
failed revolutionaries can prevent revolution 
if the probability of revolutionary success is 
already low ex-ante. Historical and contem-
porary illustrations are drawn from Iran, the 
Soviet Union/Russia and Egypt.

Keywords: natural resources, dictatorship, 
civil society, organizational density, persecu-
tion
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THE DIFFUSION OF E-SERVICES AND ECONOMIC PERFORMANCE 
OF WESTERN BALKAN COUNTRIES – A DEA BASED APPROACH

Đorđe Mitrović, University of Belgrade – Faculty of Economics, dorde@ekof.bg.ac.rs
Svetozar Tanasković, University of Belgrade – Faculty of Economics,  
tanaskovic@ekof.bg.ac.rs

Abstract: The country economic perfor-
mance deeply depends on the diffusion and 
use of different types of e-services. An over-
view of several researches on impact of in-
formation and communication technologies 
(ICT) on economic growth and development 
reveal the positive correlation between the 
use of e-services like e-commerce and e-gov-
ernment and economic growth. The adop-
tion and affordability of e-services can have a 
big impact on the economic competitiveness 
of the Western Balkans countries, because 
they are suffering from the digital divide. The 
purpose of the present paper is to analyse 
the current level and dynamics of the use of 
e-commerce and e-government in Western 
Balkan countries and to measure the impact 
of these activities on country’s economic per-
formance. The input oriented version of the 
super-efficiency Data Envelopment Analysis 
model (DEA) is used to measure and rank 
countries according to their achieved level 
of economic development through e-servic-
es implementation. The main inputs used 
in model are the e-purchases and orders of 
goods and services, internet banking activi-

ties and e-government activities of individu-
als and enterprises. The real GDP is used as 
output variable. The research is based on the 
sample of data for 28 EU and three non-EU 
Western Balkan countries (Serbia, Monte-
negro and Macedonia) for the period 2012-
2015. The gained results provide the insight 
into a country’s specific policies necessary to 
close the existing digital gap in relation to EU 
countries. The governments of the countries 
with the lowest efficiencies should change 
their existing ICT policies and adopt proac-
tive ones. The regulatory bodies should also 
foresee an effort of the individuals and firms 
to use in greater extent existing and new 
e-services in everyday life. Such supporting 
policies require additional investment in new 
ICT, improving educational infrastructure 
through research and development process-
es in enterprises, scientific institutions and 
universities and better legal and institutional 
framework related to intellectual property 
rights.

Keywords: e-commerce, e-government, eco-
nomic growth, competitiveness

JEL classification: E02, O11, O25, O32, O33, O38, O43
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DETERMINANTS OF FINANCIAL PERFORMANCE OF 
COMMERCIAL FARMS IN SERBIA: THE FADN DATA 
ANALYSIS BASED ON CROP PRODUCTION

Žaklina Stojanović, University of Belgrade – Faculty of Economics, zaklina@ekof.bg.ac.rs
Radmila Dragutinoivić-Mitrović, University of Belgrade – Faculty of Economics,  
radmilam@ekof.bg.ac.rs

Abstract: The paper aims to analyze finan-
cial performance of commercial farms in 
Serbia and the role of the government sup-
port to crop production. Financial position 
of commercial producers in Serbia meas-
ured y farm income is analysed by panel data 
econometric methods based on FADN data. 
The following variables are used as potential 
factors of financial position of farms: (1) total 
output (SE131), total intermediate consump-
tion (SE275), balance of subsidies and taxes 
(SE600), depreciation (SE360) and total ex-
ternal factors (SE 365). The choice of men-
tioned factors is determined by the availabil-
ity of data on sector level. Additionally, some 
of determinants are correlated as they form 
different components of farm income. For 
example, external factors value connected 
with leasing determine level of intermediate 
consumption (larger size of farm requests 
higher cost of machinery, fuel etc.), while 
subsidies directly influence fuel, fertilizers 
or machinery cost. As a result, multicollin-
earity problem is confirmed and solved by 
dropping variable intermediate consump-
tion. Empirical analysis is conducted based 
on fixed effects panel data model with robust 
standard errors. This specification is chosen 
according to the results of hypothesis testing 
in panel data models. 

Tests for individual effects confirmed sig-
nificant heterogeneity across farms. More-

over, robust Hausman misspecification test 
indicate that individual effects could be treat-
ed as fixed. This version of the test is robust to 
the problem of heteroscedasticity which also 
exists in fixed effects model. Results of alter-
native fixed effects specifications with robust 
standard errors are presented in the paper.

Expected influence of subsidies on net in-
come in crop farming is positive, but accord-
ing to the estimation results, that impact is 
not significant. Significant positive influence 
appears in total output, while negative effects 
both in depreciation and total external fac-
tors. Along with the effects of regressors on 
farm income, the initial model also captures 
different impacts of those factors in two re-
gions (Vojvodina and Central Serbia) and 
over time. Namely, relevant interactions for 
regions are included, as well as interactions 
of the regressors over time. According to es-
timation results the agricultural policy mea-
sures in crop production failed to capture dif-
ferent determinants influences across regions 
in Serbia. Consequently, readjustment of the 
agricultural policy is highly recommended 
in achieving higher farms specialization and 
competitiveness.

Keywords: commercial farming, crop pro-
duction, FADN, net income, subsidies, panel 
data analysis.
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CREATIVE CAPACITY AND DEVELOPMENT PERFORMANCE OF 
EUROPEAN UNION AND WESTERN BALKAN COUNTRIES 

Biljana Jovanović Gavrilović, University of Belgrade – Faculty of Economics,  
bgavrilo@ekof.bg.ac.rs
Mirjana Gligorić, University of Belgrade – Faculty of Economics, gligoric@ekof.bg.ac.rs

Abstract: Intangible capital, according to the 
World Bank research, represents the domi-
nant form of national wealth nowadays. Cre-
ativity and knowledge are important com-
ponents of this capital, on which the tempo 
and quality of economic development largely 
depend. Those are renewable and limitless 
resources, unlike the traditional, tangible 
factors. 

For the purpose of measuring the cre-
ative capacity of countries around the world, 
various creativity indices were created. It is 
evident that there is not a single universal-
ly accepted index of creative performances, 
which would be complex enough to express 
the multidimensional nature of creativity, but 
at the same time simple enough to be rela-
tively easily calculated and interpreted. Still, 
the best known such index is the Global Cre-
ativity Index – GCI. 

In this creative age, development and pros-
perity primarily depend on the 3Ts – technol-
ogy, talent and tolerance. Those three pillars 
are the components of the above mentioned 
index, used for measuring creative perfor-
mances and long-term economic potential 
of countries around the world. The values of 
GCI, as well as of its basic components, can 
present an important quantitative support to 
the policymakers in their efforts to identify 
and increase the contribution of creativity to 
the economic and social progress. 

Based on the values of GCI of EU and 
Western Balkan countries, as well as its com-
ponents, we identify Serbia’s position among 
the countries of those two groups. Then we 

assess the correlation between GCI and oth-
er development indicators, such as: GDP per 
capita, Human Development Index (HDI), 
Global Competitiveness Index and the Gini 
coefficient for the observed countries. The 
results indicate that there is a positive and 
statistically significant relationship between 
GCI and GDP per capita; GCI and HDI; 
and GCI and Global Competitiveness Index, 
whereas the correlation between GCI and 
Gini coefficient is negative and significant. 
Among global economies, Serbia is ranked 
worse according to its GDP per capita, HDI 
and Global Competitiveness Index than ac-
cording to its GCI. 

This research leads to the conclusion that 
the level of creativity in Serbia is higher than 
it is indicated by its levels of income, com-
petitiveness and human well-being. Based on 
that, as well as on the detailed analysis of Ser-
bia’s position in relation to creativity index 
components, we estimate that the country 
has room for improvement. As possible ini-
tial steps, we denote the increase of number 
of patents per capita and the advancementof 
the education system. Since creativity has 
been recognized as a factor of sustainable 
development, Serbia could make better use 
of its creative potentials for the growth and 
improvement of its competitiveness, income 
and human well-being. 

Keywords: creative capacity, development 
performance, European Union and Western 
Balkans
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INTERDEPENDENCE ANALYSIS OF COUNTRY’S (IN)STABILITY AND 
ECONOMIC DEVELOPMENT, ESPECIALLY IN THE WESTERN BALKAN

Gojko Rikalovic, University of Belgrade – Faculty of Economics, rikgoj@ekof.bg.ac.rs
Dejan Molnar, University of Belgrade – Faculty of Economics, dejanmolnar@ekof.bg.ac.rs

Abstract: The paper assumes that instability 
is an important feature of the economic and 
political environment in the modern world. 
In this context, since the beginning of the 
21st century, the Fund for Peace estimates 
fragility and vulnerability of countries in the 
modern world by the degree of their fragil-
ity, vulnerability and risk of failure. Coun-
tries are ranked according to a special type 
of composite index (FSI - Fragile States In-
dex) which takes into account more than 100 
sub-indicators on the basis of which, in turn, 
forms a 12 indicators on the basis of which 
it is estimated the social, economic and 
military-political aspects of instability, vul-
nerability and danger of failure the country. 
Based on the value of the FSI countries can 
be found on the list in one of four positions: 
sustainability, stability, warning and alert. 

In the paper it is presented and analyzed 
the position of Serbia and selected countries 
for a ten-year period (2007-2016) according 
to FSI and the degree of economic develop-
ment (measured by GDP per capita). The 
nature and intensity of correlation between 
the degree of (in)stability of the countries 
and the level of their economic development 
is examined. In that context, it will be tak-
en into account the global indicators such as 
the Human Development Index, the Global 
Competitiveness Index, the Index of Happi-
ness, Global Creativity Index and others. The 
conducted research will show that there is a 
corresponding relationship between the (in)

stability and economic development of indi-
vidual countries depending on their level of 
development. 

Potentially the greatest risks to the stabil-
ity and development of Serbia arising from 
the challenges that exist in the area of   pov-
erty and economic decline (amount of pub-
lic debt, unemployment - especially youth, 
purchasing power, SDI, etc.), politicized and 
divided elite, tensions between social groups, 
the legitimacy of the state, refugees and in-
ternally displaced persons and external influ-
ences. 

According to the Report of the Fund for 
Peace for 2016, Serbia has improved its posi-
tion in relation to the previous year and oc-
cupies 98th place. Regarding the individual 
indicators, our country on the mentioned list 
during previous year have made the greatest 
progress in the area of   demographic pres-
sures and the strongest deterioration is re-
corded in regard to the issue of refugees and 
internally displaced persons. The paper indi-
cates that mastering the risks derived from 
areas referred to by the analyzed indicators 
should be the center point of public policies 
in the function of economic development 
and modernization of Serbia. 

Keywords: (in)stability of the country, FSI, 
the level of economic development, global 
indicators, safety and risks, the Western Bal-
kans, Serbia.
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THE IMPACT OF COMPETITION POLICY ON ECONOMIC 
DEVELOPMENT IN THE CASE OF DEVELOPING COUNTRIES

Siniša Milošević, Serbian Comission for Protection of Competition,  
sinisa.milosevic@kzk.gov.rs
Dejan Trifunović, University of Belgrade – Faculty of Economics, dejan@ekof.bg.ac.rs
Jelena Popović Markopoulos, Serbian Comission for Protection of Competition,  
jelena.popovic@kzk.gov.rs

Abstract: According to convergence hypoth-
esis developing countries should have high-
er rate of economic growth than developed 
countries. However, the continuation of sus-
tainable economic development and the con-
vergence of developing countries were un-
dermined during global economic crisis. In 
such an environment of slow economic pro-
gress on a global level, developing countries 
should pay more attention to internal issues 
that could contribute to economic growth in 
the new environment. The objective of any 
market economy is to provide higher welfare 
for its citizens. The welfare is partly deter-
mined by the overall level of productivity in 
the economy, that stems from the productiv-
ity of individual business entities. Productiv-
ity depends both on the value of goods and 
services produced (authenticity, quality, etc.) 
and on the efficiency of a production pro-
cess, i.e. the amount of resources consumed 
per unit of production. One of the factors 
that contributes to higher productivity of in-
dividual companies is certainly competitive 
pressure. Competitive pressure is the main 
force that induces all market participants to 
continuously improve their business activi-
ties to get competitive advantage over com-
petition and thus take a larger share of the 
market and get more profit. In order to have a 
certain competitive pressure in the economy, 
the presence of high-level of competition is 
essential. Market competition fosters entre-
preneurial initiative by creating incentives 
to innovate and, in the long-term, promotes 

economic efficiency, technological progress 
and economic growth and development. In 
the past, a number of countries, particularly 
developing ones, held the view that compe-
tition leads to excess capacity and disecono-
mies of scale, and most of them lived in fear 
of weakening the position of national cham-
pions in global trade. Such concerns faded 
away over the last decades, as economies 
became aware that exposure to competition 
is the best way to strenghten capacity of indi-
vidual business entities and the entire indus-
tries to successfully compete in the interna-
tional market. The sustainability of efficient 
competition implies consistent enforcement 
of competition policy. In the focus of com-
petition policy is consumer’s surplus which 
is the criterion for evaluation of the policy 
along with total welfare. Therefore, an inter-
esting research question arises about meas-
uring the impact of the effective implemen-
tation of competition policy on the economic 
development of certain countries. The paper 
we will deal with this issue. 

After the introduction, we will analyze 
the objectives of competition policy and 
their impact on increasing micro and macro 
productivity. In the next part we will explain 
the indicators of economic development 
and the effectiveness of competition policy 
in developing countries that will be used in 
our research. The main part of the paper is 
dedicated to hypothesis testing. We will start 
with the hypothesis that there is a positive 
impact of effective application of compe-
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tition policy on economic development of 
developing countries. Testing this hypothe-
sis will be implemented by using correlation 
and regression analysis. If it turns out that 
the hypothesis is true, it will be a clear signal 
to developing countries that effective imple-

mentation of competition policy is welfare 
improving. 

Keywords: competition policy, intensity of 
competition, economic development, devel-
oping countries
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SHIFTS IN INTERNATIONAL INVESTMENT POSITIONS OF EMERGING 
MARKETS: SHORT-TERM OR LONG TERM PHENOMENON?

Aleksandra Đorđević, University of Belgrade – Faculty of Economics,  
aleksandra@ekof.bg.ac.rs
Emir Zildžović, McKinsey&Company, Inc, emir_zildzovic@mckinsey.com

Abstract: The abundant capital inflows in 
post-2008 world provided emerging mar-
kets with cheap and ample funding, as in-
vestors facing record-low interest rates in 
advanced economies searched for yields 
elsewhere. Many countries saw build-up of 
external liabilities and a shift in their struc-
ture towards more debt financing, but some 
countries attracted more capital inflows than 
others. On the other hand, some emerging 
markets started to increasingly accumulate 
international investment assets as their cur-
rent account balances improved on stronger 
export performance and lower oil prices. A 
key question is whether this increase of fi-
nancial integration, i.e. both borrowing spree 
and asset accumulation can be seen, at least 
in part, as a structural rather than a cycli-
cal shift. This paper aims to shed some light 
on the issue by identifying key factors that 
shaped the developments of asset and liabili-
ty sides of international investment positions 

of emerging market economies in post-2008 
world. Estimation of quantile panelregres-
sion shows that although local, institutional 
and macro fundamentals supported the ac-
cumulation of external liabilities during the 
recent global liquidity uptick, global “push” 
factors accounted for most of the variation 
of external positions. In addition, the esti-
mation results also suggest that sensitivity to 
global factors varies with the size of external 
liabilities, i.e. emerging markets with higher 
external exposure are more sensitive to shifts 
in global sentiment. The findings highlight 
the risk of capital flow reversal in emerging 
markets that benefited from the upturn in 
the global financial cycle mostly due to high 
global liquidity rather than strong funda-
mentals.

Keywords: international investment posi-
tion, emerging markets, determinants, quan-
tile panel regression
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IMPACT OF GREENFIELD AND BROWNFIELD FDI 
INFLOWS ON ECONOMIC GROWTH IN CENTRAL 
AND EASTERN EUROPEAN COUNTRIES

Yilmaz Bayar, Usak University, Faculty of Economics and Administrative Sciences, 
Department of Economics, Usak-Turkey, yilmaz.bayar@usak.edu.tr

Abstract: Global foreign direct investment 
flows in terms of greenfield and brownfield 
investments have increased during the recent 
three decades as a result of accelerating glo-
balization process. The considerable increas-
es in the flows of foreign direct investment 
flows have many implications for the econ-
omies. This study investigates the relation-
ship among greenfieldand brownfield for-
eign direct investment inflows and economic 
growth in Central and Eastern European 
countries during 2003-2015 period employ-
ing Basher andWesterlund (2009)cointegra-

tion test and Dumitrescu and Hurlin (2012) 
causality test. We found that both greenfield 
and brownfield FDI inflows had positive im-
pact on economic growth, but the impact of 
greenfield FDI inflows was found to be rela-
tively higher. Furthermore, the causality test 
suggested that there was one way causality 
from both greenfield and brownfield FDI to 
the economic growth.

Keywords: Greenfield FDI inflows, brown-
field FDI inflows, economic growth, panel 
data analysis
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COMMERCIAL BANKS’ BEHAVIOR IN 
CORPORATE REORGANIZATIONS

Branko Radulovic, University of Belgrade, Faculty of Law, bradulovic@ius.bg.ac.rs

Abstract: In 2010 Serbia established an ex-
pedited corporate restructuring framework 
introducing prearranged reorganization 
plans in the Law on Bankruptcy. Prearranged 
plans have been widely used since becoming 
effective, but with rather dismal results. As 
a rule, these plans are not feasible. In prac-
tice, a typical plan provides for interest only 
payments on claims during the grace period 
which lasts two to three years, followed by 
regular installments over a period of next 
five to eight years. As interest payments are 
generally at a low rate, most debtors do not 
encounter problems and continue their busi-
ness during the first couple of years (Radović 

and Radulović, 2017). However, as a rule, 
debt servicing problems emerge immedi-
ately following the grace period, resulting in 
a default under the plan. On the one hand, 
debtors’ are unwilling to give up their equi-
ty. On the other side despite being unfeasible 
creditors tend to support these plans as they 
are not willing to accept debt write-offs and/
or debt-to-equity swaps. 

In Serbia, banks are the dominant provid-
ers of capital and in a number of instances, 
they play a decisive role and support prear-
ranged plans that turn out to be unfeasible. 
This is contrary to the theory suggesting that 
secured creditors (banks) prefer liquidation 
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above reorganization. We investigate the de-
terminants of commercial banks’ decisions 
between rejecting or supporting financial 
restructuring using a unique data set of pre-
arranged reorganization plans filed between 
2010 and 2016. We argue that it is banks’ 
attitude that creates the going concern bias 
rather than provisions of the debtor-friend-
ly Serbian bankruptcy law itself. The initial 
choice between supporting and rejecting 
prearranged reorganization filing is associat-

ed with the bank’s relative bargaining power, 
seniority of claims and several bank-specific 
characteristics. The banks favored opting for 
“kick the can down the road” approach, hop-
ing that market conditions in Serbia would 
get better. We investigate to what extent 
banks’ reluctance to show bad debts on their 
balance sheets is influencing their decision.

Keywords: Bankruptcy, Prearranged Reor-
ganization plans, bank lending, collateral,

JEL classification: G10, G20

A LEGAL ANALYSIS OF TAX IMMUNITIES AS 
ECONOMIC POLICY TOOLS IN SERBIA

Svetislav V. Kostić, LL.M (NYU), Unviersity of Belgrade, Faculty of Law, skostic@ius.bg.ac.rs

Abstract: A brief analysis of numerous in-
ternational treaties concluded by Serbia in 
the last several decades shows a growing ten-
dency to easily grant broad tax immunities 
to foreign persons. The term “tendency” has 
been chosen carefully as the aforementioned 
analysis also shows a notable lack of estab-
lished policy. Tax immunities will be provid-
ed in Serbian international tax, economic, 
financial, cultural, and even military treaties 
and empirical evidence shows that in the case 
of many of them the Serbian Ministry of Fi-
nance, as the primary sector of the executive 
branch of the Government in charge of devel-
oping and implementing tax policy, was not 
even aware, let alone involved in negotiation 
and drafting of their tax specific provisions. 
In addition to various tax immunities, there 
are also examples of stand-still provisions 
with respect to tax legislation being adopted 
or proposed, without any preliminary dis-
cussions on the far-reaching implications 
such measures may have.

The described state of affairs with respect 
to the tax immunities granted to foreign per-

sons in Serbia by virtue of international trea-
ties leads to several negative consequences:
a) Implementational difficulties, wherein the 

Serbian Ministry of Finance, or the Serbian 
Government failed to introduce necessary 
legal measures in order to enable the use 
of a particular tax immunity. The inabili-
ty to assure the smooth enjoyment of legal 
entitlements significantly lowers investor’s 
confidence and does little credit to Serbia’s 
investment destination reputation.

b) Potential costs from the unintended and 
unexpected interpretations of certain tax 
relevant provisions. The far-reaching con-
sequences on tax matters arising from the 
Most Favored Nation (MFN) and Nation-
al Treatment (NT) provisions regularly 
found in Bilateral Investment Protection 
Treaties has led some countries to unilat-
erally terminate all such treaties, or at least 
consider such measures. 

c) The deterioration of the negotiation posi-
tion of Serbia, as new treaty partners de-
mand privileges granted to existing ones. 
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d) Costs arising in circumstances where a 
specific tax immunity has been deemed as 
prohibited state aid.

e) Cost related to situations where an in-
dividual tax immunity is considered as 
unconstitutional by the Serbian Constitu-
tional Court. 
This paper will attempt to first systematize 

the types of tax immunities found in Serbian 
international treaties. Secondly it will try to 
assess the intended, but more importantly the 
unintended consequences of such measures 
on Serbian tax revenues. Thirdly, it will focus 

on relevant prohibited state aid implications 
of tax immunities and potential constitu-
tional issues. Such an analytical approach 
should enable us to determine the primary 
deficiency points of using tax immunities as 
economic policy tools (and perhaps suggest 
means to mitigate them), but also provide the 
foundations to a dearly needed econometric 
cost-benefit analysis of relying on such provi-
sions to attract foreign investment. 

Keywords: international treaties, tax immu-
nities, tax policy
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ECONOMIC GROWTH AND DEVELOPMENT IN THE 
STATES OF THE FORMER YUGOSLAVIA 
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Abstract: The break up of Yugoslavia made 
the successor states late-comers to transi-
tion with different starting points depend-
ing when the conflict in each former repub-
lic ended. Nevertheless, it is time to begin 
an assessment of the development of these 
states. Yugoslavia in the 1950-1980 period 
it had high growth and exhibited rapid de-
velopment. It also somewhat mitigated the 
differences in levels of development among 
the republics through public services (edu-
cation, health) but not in GDP per capita. It 
did, however, encounter difficulties associat-
ed with its development model in the early 
1980’s. A short assessment of economic de-
velopment in the former Yugoslavia is given.

After that, the analysis focuses on the de-
velopments since the break up in terms of dif-
ferences among the former republics. These 
are evaluated in terms of GDP growth and 
other development indicators. The paper also 
looks at the convergence of these states to the 
EU average as they are all on the path to EU 
accession. The focus is on the period up to the 
crisis of 2008 and the period following it with 
growth at the center of analysis. Further, anal-
ysis focuses on how the countries have man-
aged to cope with the economic downturn 
since 2008 i.e. assessing vulnerability. Macro-
economic performance is highlighted through 
the misery index, disequilibrium index, mac-
roeconomic resilience index and other indica-
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tors in order to asses potential sustainability of 
growth rates. An assessment of convergence 
with the EU member states is presented.

Keywords: Yugoslavia, Post-Yugoslavia, 
Economic Development, Transition
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THE NEW ORIENTATION OF THE EUROPEAN 
UNION INDUSTRIAL POLICY

Milena Lutovac, University of Belgrade – Faculty of Economics, milenalutovac@ekof.bg.ac.rs

Abstract: The impressive series of world’s 
transformations which have been going on, 
lastsover a period of 25 or 30 years. Some of 
these transformations are rather well knows: 
significant changes in productive structures 
and international competition, the entry of 
new competitors, such as Japan and China, 
technological changes, institutional changes 
such as the deepening of European integra-
tion and enlargement of the European Union 
(EU); social and demographic changes, and 
so on. All these changes imply the defini-
tion of new industrial policies, as both na-
tional and international levels. In the new 
approach, industrial policy means a variety 
of policies aimed at creating an environment 
that is favorable to industry development. 
Studying the development of industrial pol-
icy in the European Union is interesting and 
useful to monitor for a number of reasons. It 
is a great economic and political union where 
different political and economic interests of 
the member states intersect. The aim of this 
study is to show how the European Union 

as a supranational community managed to 
implement a unified industrial policy and 
adapt to the different national interests. The 
industrial policy of the European Union, as 
well as active and comprehensive implemen-
tation of activities aimed at structural regula-
tion and encouragement of competitiveness 
of industry, has a long evolutionary path of 
development up to the moment of common 
supranational policies of the Member States 
of the European Union. For these reasons, 
the EU industrial policy in the previous pe-
riod can be characterized as a summary of 
all industrial policies of the Member States. 
Hence EU industrial policy is not return to 
old-types industrial policy, but is a definition 
of the new industrial development policies 
which are defined as measures that favour 
the dynamic adjustment of industry to com-
petitive challenges.

Keywords: Industrial policy, European Un-
ion, Lisbon strategy, development model

JEL classification: L52
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SUBSIDIZING (FOREIGN) DIRECT INVESTMENTS 
– EFFICIENCY ANALYSIS WITH DEA

Veljko Bojović, University of Belgrade – Faculty of Economics, vbojovic@ekof.bg.ac.rs

Abstract: A great number of countries in the 
world, including Serbia, use subsidies and 
other instruments (e.g. tax incentives) in or-
der to encourage both foreign and domestic 
direct investments, with the aim of increas-
ing employment and accelerating regional 
and technological development. Bearing in 
mind the increase of amount of money used 
for this type of subsidy, there is a need to ac-
cess the effieciency of this policy.

In this paper, as a framework for analysis, 
concepts of external and internal efficiency 
are defiend. Due to lack of data for expen-
ditures of other countries, only internal effi-
ciency of policy, which has been conducted 

by the Government of Republic of Serbia for 
the last ten years, is analyzed using an appro-
priate DEA model with categorical variables. 

The results show that there were poten-
tial budget savings, as well differencies in 
efficiency between the two different institu-
tional program conducted by the Goverment 
(through public contest and program of in-
dividual state aid) and between foreign and 
domestic investors. In addition, suggestions 
are given for further research which would 
give broader and precise results. 

Keywords: subsidies, FDI, efficiency analy-
sis, DEA
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ASIATIC MODE OF PRODUCTION REVIVED

Miomir Jakšić, University of Belgrade – Faculty of Economics, Serbia, mjaksic@ekof.bg.ac.rs

Abstract: The paper actualize contributions 
of AMP (Asiatic mode of production) and 
evaluate them in the light of recent develop-
ments of economic theory in domain of insti-
tutions, role of culture, fundamental factors 
of development. AMP theory is more com-
plex than neoclassical economic theory be-
cause it connects fundamental economic and 
political factors, physical geography, institu-
tions and culture. Recent trends in institu-
tional economy and political macroeconomy 
confirm significance of AMP theory. Dif-
ferent destinies of particular countries and 
non-existence of warranted economic and 
social prosperity are explained by two par-
adigms: geographical and institutional one. 
Geographical paradigm insists upon signifi-

cance of physical geography, climate, ecolo-
gy, that shape technology and individual be-
haviour. Institutional paradigm attributes the 
central role to institutions which promote 
investment in human, physical capital and 
technology. Those two approaches have their 
roots in: 1. Traditional society theory (Theo-
ry of Asiatic mode of production): differenc-
es in traditional societies of each country ex-
plain their different growth rates and level of 
economic development, and 2. World system 
theory: only countries that escaped colonial 
status have chance to develop. 

Keywords: asiatic mode of production, insti-
tutions, geographical deviation, political mac-
roeconomy, sustainability, good governance

JEL classification: B10, B15, O13

MONETARY POLICY AND FINANCIAL 
STABILITY IN A CRISIS CONTEXT

Aleksandar Živković, University of Belgrade – Faculty of Economics, aca@ekof.bg.ac.rs
Slobodan Lakić, University of Montenegro, Faculty of Economics, sasalakic@mail.com

Abstract: Finanacial stability, in addition to 
monetary stability, is recognized as a crucial 
mandate of central banks. Starting from re-
latedness of monetary policy and financial 
stability, many researchers and policy crea-
tors recognize financial stability as an explic-
it goal of monetary policy. Despite the fact 
that academic community and practitioners 
focus on the complementarity of stability of 
prices and financial stability, their potential 
conflict may be observed in a crisis context. 
Achieving stability of prices is not an ade-
quate guarantee of reaching financial stabil-

ity. Facing monetary policy with the existing 
repercussions should not be a priority. The 
level of costs in relation to the benefits will 
determine a potential action of monetary 
policy in relation to the traditional approach 
and the goal is to reduce the probability of a 
crisis. However, the channels that the mon-
etary policy uses to comprehensively influ-
ence financial stability are not clear enough.

Keywords: monetary stability, financial sta-
bility, monetary policy, transmission chan-
nels, prudential policies, financial crisis

JEL classification: E52, E58
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NONLINEARITIES, STRUCTURAL BREAKS AND 
DRIVERS OF PUBLIC DEBT DYNAMICS IN SELECTED 
SOUTH-EASTERN EUROPEAN COUNTRIES 

Zorica Mladenović, University of Belgrade – Faculty of Economics, zvujos@ekof.bg.ac.rs
Milojko Arsić, University of Belgrade – Faculty of Economics, arsicm@ekof.bg.ac.rs
Vladimir Andrić, Institute of Economic Sciences, Belgrade, contact@vladimirandric.com

Abstract: We study the dynamics of public 
debt in selected South-Eastern European 
countries using quarterly data over 2001Q1-
2016Q2 period. Countries included are: 
Bulgaria, Croatia, Romania and Serbia. The 
purpose of the analysis is twofold. First, the 
evolution of public debt in each economy is 
considered by taking into account influenc-
es of large shocks that may cause structural 
breaks and change the time-series path that 
cannot be captured by linear specification. To 
accommodate for non-linearity, two versions 
of threshold autoregressive (TAR) models are 
implemented. The same framework is used to 
explore budget deficit dynamics. Second, we 
investigate how public debt in each economy 
reacts to fluctuations of its key drivers (the 
primary balance, the interest rate, the GDP 
growth rate and the depreciation rate). For 
that purpose structural vector autoregressive 
(VAR) model is estimated with the specific 
feature of including the debt feedback equa-
tion. Both approaches enable debt sustain-
ability analysis being particularly relevant 
over the sample that encompasses the effects 
of the Great Recession. Our preliminary re-
sults indicate that public debt dynamics of 
each economy is characterized by stationary 
movements with at least one endogenously 
identified permanent structural break and 
that at least two different regimes have been 

detected within the self-exciting TAR model. 
Change in regime is estimated to occur when 
the level of debt-to-GDP ratio exceeds 28% 
in Romania, 56% in Bulgaria, 59% in Serbia 
and 75% in Croatia. Moreover, we investigate 
the potential non-linear influence of afore-
mentioned debt drivers on debt-to-GDP 
ratio. Some preliminary estimates detect 
the non-linear influence of primary fiscal 
balance, GDP growth rate and depreciation 
rate on the dynamics of debt-to-GDP ratio. 
We support these findings, to some extent, 
with several estimated VAR specifications. 
In particular, the impulse response analyses 
derived from the structural and the Chole-
sky decomposition of the VAR residual co-
variance matrix reveal that public debt dy-
namics is highly sensitive to changes in the 
primary balance (except in Bulgaria), the 
GDP growth rate and the depreciation rate. 
Similar results were found when the compu-
tations were performed for the sample that 
starts in 2008Q3 to capture macroeconomic 
fluctuations during and after the Great Re-
cession. 

Keywords: Public debt, budget deficit, struc-
tural break, threshold autoregressive model, 
structural vector autoregressive model, im-
pulse response analysis 
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MONETARY POLICY AND GROWTH: LESSONS FOR CESEE COUNTRIES

Dejan Šoškić, University of Belgrade – Faculty of Economics, soskic@ekof.bg.ac.rs

Abstract: Economic crisis and consequential 
downturn in growth and employment have 
raised the issue of the role of monetary policy 
in fostering new growth and employment in 
many countries throughout the world. We see 
different post crisis attitudes towards mone-
tary policy globally. There are significant dif-
ferences in monetary policy conduct since 
2008 between US and Europe, and specifi-
cally CESEE countries. The aim of this paper 
is to give a thorough review of literature on 
the issue of monetary policy and economic 

growth. In addition, paper analyzes theoret-
ical background of specific monetary policy 
stances and compares post crises experiences 
of the US, Euro zone and CESEE countries. 
Finally, this paper is trying to find a common 
denominator of monetary policy response 
to recession and low growth for small open 
economies of the CESEE countries.

Keywords: Monetary policy, economic 
growth, employment, CESEE countries

JEL classification: E52, E58, O42, O11, O52

PROSPECTS FOR MONETARY POLICY NORMALIZATION IN THE 
EUROZONE AND BEHAVIOUR OF FINANCIAL INTERMEDIARIES

Đorđe Đukić, University of Belgrade – Faculty of Economics, profdjdjukic@gmail.com

Abstract: Contrary to the Federal Reserve 
System, the ECB continued expansionary 
monetary policy in 2016/17. The continu-
ation of policy of negative interest rates in 
the Eurozone has far reaching negative con-
sequences on financial intermediaries. This 
is particularly affecting the performance of 
insurance companies which sold annuities 
with guaranteed annual returns of 3-4% be-
fore global financial crisis. Due to the small 
prospects for the beginning of monetary 
policy normalisation in the Eurozone before 
the end of 2018, investment alternatives of 
financial intermediaries, such as insurance 
companies, pension funds in alternative as-
set-classes with higher-yield is limited. High-
er regulatory capital requirements for high-

er risk and more illiquid assets and limited 
supply of such assets, especially in EU, are 
key obstacles. Based on comparative anal-
ysis, this paper deals with:repercussions of 
current negative interest rate policy on asset 
and liability side of financial intermediaries 
in EU and non EU countries; prospects for 
monetary policy normalization in the Euro-
zone in 2018 under geopolitical uncertain-
ties;potential effects of future ECB key inter-
est rate increase on financial intermediaries 
dealing with savings of household sector.

Keywords: prospects; monetary policy; nor-
malization; Eurozone;behaviour, financial 
intermediaries.
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VARIETIES OF ECONOMIC THEORIES: FROM THE COLLAPSE OF 
THE CONCEPT OF FULL-EMPLOYMENT CAPITALISM TO THE “AGE 
OF SECULAR STAGNATION”AND THE RISE OF MERCANTILISM

Aleksandra Praščević, University of Belgrade – Faculty of Economics, alja@ekof.bg.ac.rs

Abstract: The paper examines the im-
portance of theoretical differences among 
Keynesian, classical and mercantilist ap-
proach in their answers to relevant macroe-
conomic questions in the post-recession era 
of the “age of secular stagnation”. The paper 
discusses the consequences of abandoning 
the concept of full employment capitalism, 
which started in 1970s with the triumph of 
classical over Keynesian macroeconomic 
paradigm. In this context the last global eco-
nomic crisis (2007-09) and post-crisis slow 
recovery could be explained in accordance 
with the “age of secular stagnation” concept. 
The paper invokes questions to what ex-
tent it could be related to conceptual errors 
in the economic policymaking which have 
their deep grounding in dominant macroe-
conomic theory based on consensus in mac-
roeconomics known as the “new neoclassical 
synthesis”, which actually supposed to be 
uncritical acceptance of classical macroeco-
nomic paradigm. However, the last crisis and 
post-recessionary economic trends confirm 
that theoretical disputes about the way of 
functioning of the economic system and of 
economic agents, as well as of the place and 
role of government are still important. Taking 

into account existing as well as announced 
economic policy of the leading world econo-
mies we could find that although the mercan-
tilism had been long-abandoned economic 
doctrine that dominated in the harsh period 
of transition to capitalism (1500-1750), it was 
reborn again in the global economy. Para-
doxically that happened in the industrialized 
economies which were considered as cradles 
of liberalism and where the liberal paradigm 
in macroeconomic policymaking has been 
dominated for long-period (since 1970s). 
The reason for such phenomenon is connect-
ed with the influence of the global econom-
ic crisis (2007-09), whose consequences are 
still present, but also it is important to in-
clude consequences of the great geopolitical 
changes in the relations of economic pow-
er at the global level. These changes among 
other things had influence on worsening the 
welfare of people in leading economies, espe-
cially declining their prospects for the future 
well-being.

Keywords: full-employment capitalism, 
Keynesianism, global economic crisis, mer-
cantilism
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IMPACT OF FISCAL POLICY ON FINANCIAL STABILITY

Mirna Dumicic, European Central Bank, mdumicic@gmail.com

Abstract: The recent global financial crisis 
has increased awareness of the importance 

of coordination between economic policies, 
as it seems to be the only efficient way for 
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preventing crisis episodes or minimizing 
their cost. From the macroprudential per-
spective, a key prerequisite for achieving this 
goal in practice is to understand the channels 
through which different economic policies 
could affect financial (in) stability.

In that context, fiscal policy has an im-
mense macroprudential potential due to its 
numerous interlinkages both with the finan-
cial system and the real economy. Public debt 
management, tax policies, different structur-
al and social measures, as well as other fiscal 
measures aimed at ensuring the sustainable 
economic growth, higher employment and 
achieving defined social goals can directly 
and indirectly affect systemic risk develop-
ments and the system’s capacity to amortize 
potential shocks. Depending on its pro- or 
countercyclical character, fiscal policy could 
also significantlyinfluence financial cycles. 

Despite the unquestionable relevance of 
fiscal policy for financial stability, the liter-
ature dealing with this area is still relatively 
scarce. This is partially due to the fact that the 
macroprudential framework is still evolving, 
resulting with changing perception of the 
traditional objectives of fiscal policy. Some 
of the recent academic debates suggest that 
financial stability should have the main role 
not only within the macroprudential policy, 
but also in conducting fiscal and monetary 
policy (i.e. Obstfeld, 2013), while some delib-
erations go even further by challenging the 
need for an independent macroprudential 
policy and implying that macroprudential 
principles should actually be built into oth-
er economic policies – primarily fiscal and 
monetary (i.e. Clark and Large, 2011). 

In order to contribute to this topic, this 
paper aims to identify and describe the main 
channels through which different fiscal poli-
cy measures and instruments could influence 
financial stability. For that purpose, sever-
al aspects of public debt related to financial 
stability will be explored, such as public debt 
management and its sustainability, govern-
ment’s funding costs and their impact on 
borrowing costs for private sector and pric-
ing of riskier asset classes, financial institu-
tions’ exposures to the government etc. The 
part related to the tax policy will elaborate on 
its counter-cyclical capacity, role of automat-
ic stabilizations, tax incentives that encour-
age or discourage certain type of financing 
(debt vs. equity) and impact of tax reliefs on 
systemic risks, particularly those targeted to 
the real estate. Fiscal policyrole during the 
periods of strong capital inflows will be de-
scribed from the financial stability point of 
view, which will be followed by the overview 
of potential fiscal and quasi-fiscal costs of 
financial instability (i.e. bailing out of finan-
cial institutions, protection of deponents and 
other creditors, different types of subsidies to 
the real economy or even households etc.). 
This part will concludewith the problem of 
different economic policymakers’ time hori-
zons, which are in case of fiscal policy usually 
related to the election cycles, which negative-
ly affects its countercyclical capacity.

The paper will end with the main conclu-
sions based on the identified channels of fis-
cal policy influence on financial stability.

Keywords: fiscal policy, financial stability, 
macroprudential policy, systemic risks
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INTEREST RATE PARITY PUZZLE:  
EMPIRICAL EVIDENCE FROM CEE COUNTRIES

Jelena Rašković, University of Belgrade – Faculty of Economics, raskovicj@ekof.bg.ac.rs
Zorica Mladenović, University of Belgrade – Faculty of Economics, zvujos@ekof.bg.ac.rs

Abstract: Interest rate parity puzzle finds 
that over the short time horizon (one week 
to quarter) positive interest differential are 
associated with appreciating currency rath-
er than depreciating currency as uncovered 
interest rate parity (UIRP) predicts. It means 
that the country with higher interest rate 
tends to have higher expected return in the 
short run. 

Emerging economies interest rates are 
usually high and are potentially attractive 
for many investors for making the profit. Re-
markably, these economies are mostly char-
acterized by underdeveloped institutions, 
weaker macroeconomic performance, polit-
ical instability and quite volatile economic 
conditions. Hence, it causes higher risk pre-
miums in emerging markets: both, currency 
risks and country risks. So, the main problem 
is on identifying the opportunity to gain ar-
bitrage profit (carry trades) by modeling the 
UIRP condition.

The purpose of the paper is reassessment 
of the relationship between exchange rate 
movements and interest rate differential dy-
namics in selected Central and Eastern Euro-
pean (CEE) countries regarding Euro zone. 
Countries considered are: Czech Repub-
lic, Hungary, Poland, Romania and Serbia. 

Monthly money market interest rates and 
exchange rates are used over 2003 – 2016 pe-
riod. In order to examine time series interest 
differential corrected by country risk, follow-
ing indicators of that risk are taken into ac-
count: Emerging Market Bond Index (EMBI) 
and Credit Default Swaps (CDS). 

Key econometric results are derived by 
the standard tools of the vector autoregres-
sive (VAR) model. Its specification is deter-
mined by the results of the unit-roots and 
the cointegration testing (the Engle-Granger 
and the Johansen procedure). Based on the 
computation of the impulse response func-
tion and the decomposition of the error fore-
cast variance we have explored how sensitive 
variables are to unexpected random shocks 
in the system. Our preliminary results imply 
strong evidence of the existence of interest 
parity puzzle in Serbia as well as the substan-
tial influence of the initial shock of interest 
differential on FX changes. It seems that 
UIRP holds for Czech Republic, while there 
are no empirical evidence of this relation for 
Poland, Hungary and Romania. 

Keywords: Uncovered interest rate parity, 
Arbitrage, Country risk, VAR model
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QUANTITATIVE EASING: IDEA, GOALS, RESULTS AND 
SPILLOVER EFFECTS TO BIH AND SERBIA

Miladin Milošević, Association Ideas Bosnia and Herzegovina, miladin_milosevic@yahoo.com

Abstract: Implementation of unconvention-
al instruments of monetary policy by leading 

Central banks in the period after the financial 
crisis has opened a new chapter in theory and 
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practice of the monetary policy. As opposed 
to the standard instruments of the monetary 
policy for which the theory quite has quite 
clearly and documented explanation of the 
direction and intensity of actions, the area 
of the effects of unconventional instruments 
still represents a complicated area. The goal 
of this paper is the make a review of channels 
through which the quantitative easing policy 
acts as well as of the effects which this policy 

produced in the countries which applied it or 
still apply it. Besides this,the paper will eval-
uate the effects of spillover of the unconven-
tional measures to real and financial sector in 
BiH and Serbia.

Keywords: quantitative easing, transmission 
channels, unconventional monetary policy, 
spillover effects
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FINANCIAL STABILITY AS ONE OF THE AIMS OF COORDINATION 
BETWEEN MONETARY AND FISCAL POLICY

Milutin Ješić, University of Belgrade – Faculty of Economics, milutinjesic@ekof.bg.ac.rs

Abstract: Financial stability has become one 
of the key goals of monetary policy in the 
last decade, although the primary goal is still 
price stability. There are numerous definitions 
of the financial stability. The common to all 
definitions is that they emphasize that if the 
financial stability emerges, financial system is 
capable of absorbing various types of shocks, 
without large divergence from the equilibri-
um. The last world financial crisis contribut-
ed to the illumination of the some previously 
neglected areas, like financial stability per se, 
macroprudentional policies, transmission 
channels of negative consequences from fis-
cal toward monetary policy and vice versa. 
The aim of the paper is to research the na-
ture of the relationship between fiscal poli-
cy and financial stability and to identify the 
importance of fiscal and monetary policy co-
ordination for financial stability. The above-
mentioned relationship has reversible nature. 
Irresponsibility of the fiscal policy maker will 
put pressures on financial stability, because 
many negative spillovers can emerge. Then 
the systematic risk will produce spillovers 
toward systemic risk. Having in mind that in 

the continental Europe and in the emerging 
markets the financial systems are bank - cen-
tric, the more attention will be routed toward 
the consequences of fiscal shocks on banks, 
and consequently less toward other finan-
cial institutions and financial market. On the 
other side, the crisis situations in the finan-
cial institutions will sometimes seek for gov-
ernment intervention. In summary, financial 
instability can not be resolved without signif-
icant government intervention. Sometimes, 
macroprudentional measures are not enough, 
so financial support is needed. Based on the 
observed relationship, it is clear that fiscal re-
sponsibility is necessary, because fiscal policy 
maker has to leave enough maneuver space in 
order to be ready for interventions in the cri-
sis situations. In the paper, the negative spill-
over effects will be analyzed firstly. After that, 
the relationship between fiscal responsibility 
and financial stability will be analyzed in the 
context of Eurozone members and Serbia.

Keywords: financial stability, fiscal irrespon-
sibility, macroprudentional policies
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ON THE EUROZONE SOVEREIGN DEBT CRISIS FROM 
A MULTIMODAL COGNITIVE PERSPECTIVE

Nadežda Silaški, University of Belgrade – Faculty of Economics, silaskin@sbb.rs
Tatjana Đurović, University of Belgrade – Faculty of Economics, tdjurovic@sbb.rs

Abstract: The European sovereign debt 
crisis, which started in 2008 in Iceland and 
then rapidly spread to Greece, Portugal and 
Ireland, threatened to derail the Europe-
an common currency and therefore caused 
widespread concerns about the future of the 
euro. Many studies which have explored the 
topic of the Eurozone crisis and its underly-
ing discourse have so far centered mainly on 
verbal metaphors used to depict its causes 
and consequences, whereas visual and mul-
timodal aspects of the phenomenon have re-
mained rather underrepresented. Therefore, 
within the theoretical framework of Con-
ceptual Metaphor Theory which pertains not 
only to verbal (Lakoff & Johnson 1980, Char-
teris-Black & Musolff 2003, Charteris-Black 
2004, etc.) but also to pictorial and multi-
modal discourse (Forceville 1996, Forceville 
2008, Forceville & Urios-Aparisi 2009, etc.) in 
this paper we tackle the topic of the Europe-
an sovereign debt crisisby examining the role 
of both verbal and visual instances of met-
aphors for the common European currency 
in media texts. More specifically, we focus 
on both linguistic and pictorial realisations 
of the euro currency which have relevance 
to the broader topic of the Eurozone crisis. 

The data collection for our analysis consists 
of a number of covers of the weekly maga-
zine The Economist published in the period 
2008-2014, which relate to the given topic. 
Our method of analysis is closely modelled 
on Bounegru and Forceville (2011) and their 
clear criteria for the identification of meta-
phors in multimodal discourse. The purpose 
of our investigation is to demonstrate how 
verbal and visual modes of expression con-
tribute to the creation of the euro metaphor 
on the covers of The Economist, i.e. to estab-
lish how the euro metaphor is used by the 
media to describe the impact of the Eurozone 
financial crisis on the common European 
currency and its metaphorical structuring. 
The results of our analysis show that this is 
done by employing suggestive metaphorical 
pictures accompanied by textual messages 
and symbols, whose main functions are to 
alert readers and make them aware of the 
depicted and perceived similarities between 
diverse concepts, such as liquid, movement 
or fire rendered by our data collection, on the 
one hand, and the euro crisis, on the other.

Keywords: Eurozone crisis, metaphor, mul-
timodality, magazine covers.
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PLEASE, MIND THE GAP: INCOME INEQUALITY IN SERBIA

Gorana Krstić, University of Belgrade – Faculty of Economics, gkrstic@ekof.bg.ac.rs
Jelena Žarković Rakić, University of Belgrade – Faculty of Economics,  
zarkovic@ekof.bg.ac.rs

Abstract: Rising income inequality has at-
tracted attention of researchers and policy 
makers in much of a developed world es-
pecially after 2008 economic crisis. For the 
United States and United Kingdome, At-
kinson (2015) shows that between 1977 and 
1992 the Gini coefficient increased by 4.5 and 
9 percentage points, respectively. Since 1992 
US has witnessed further rise of Gini by 3 
points whereas in the UK there was a little 
increase in inequality over the last two dec-
ades. Other countries of the OECD, the club 
of mostly rich economies, also recorded in-
crease in the Gini over the 1980-2008 period 
by 10%, from 0.29 to 0.32. 

According to the 2013 Survey on Income 
and Living Conditions, Serbia has the highest 
income inequality among European coun-
tries as measured by the Gini coefficient, 
0.38. Moreover, despite data limitations there 
is evidence that inequality has been growing 
since the onset of the latest economic crisis. 
The research on causes of high inequality in 
Serbia is scarce and the topic is not high on 
the policymaker’s agenda. This paper aims to 
fill the gap in the literature and by investigat-
ing determinants of inequality to point to the 

possible policy reforms that could reverse the 
trend. Using factor source decomposition ap-
proach and sequential approach, we first dis-
cuss how components of disposableincome 
(wages, self-employment income, pensions, 
social benefits, taxes) affect income inequali-
ty. Then, by applying regression-based meth-
od we decompose changes in inequality by 
various characteristics which we expect to 
influence income (such as age, education, 
sex, etc.). Our results show that wages are 
most unequally distributed among all sourc-
es of income and, given their high share in 
the total income, their contribution to the to-
tal income inequality is significant. Self-em-
ployment income, contrary to the situation 
in the European Union countries, contribute 
to inequality reduction. Pensions, taxes and 
social transfers have lower capacity to reduce 
Gini in Serbia in comparison to the average 
redistributive capacity of the same policies in 
the EU. Paper concludes with discussion on 
policy reforms that could reduce the level of 
inequality. 

Keywords: income inequality, decomposi-
tion approach, Serbia
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REDISTRIBUTION IN A JOINT INCOME-WEALTH 
PERSPECTIVE: A CROSS-COUNTRY COMPARISON

Sarah Kuypers, University of Antwerp, Herman Deleeck Centre for Social Policy,  
sarah.kuypers@uantwerpen.be
Francesco Figari, University of Insubria and ISER University of Essex,  
francesco.figari@uninsubria.it
Gerlinde Verbist, University of Antwerp, Herman Deleeck Centre for Social Policy,  
gerlinde.verbist@uantwerpen.be

Abstract: When determining living stand-
ards it is increasingly argued that we should 
give more prominence to the joint distribu-
tion of income and wealth. Moreover, given 
increased levels of inequality in most West-
ern countries over the past decades, many 
researchers and policymakers have made 
strong arguments for broadening the tax-
es on (income from) wealth. However, re-
search on both aspects is scarce due to the 
lack of appropriate data and methods. By in-
cluding the Eurosystem Household Finance 
and Consumption Survey (HFCS) into the 
tax-benefit microsimulation model EURO-
MOD we are able to add two novel aspects 
to the literature on the redistributive effects 
of tax-benefit systems. First, we evaluate the 
redistributive effects of tax-benefit systems 
against the joint distribution of income and 

wealth instead of income only. Second, we 
include the analysis of recurrent wealth taxes 
(i.e. real property and net wealth taxes) and 
event-based wealth. We analyse all this in a 
cross-country comparison of Belgium, Fin-
land, France, Germany, Italy and Spain. We 
show that the more comprehensive joint in-
come-wealth framework of living standards 
results in considerable reranking of individ-
uals, which in turn leads to a lower redistrib-
utive impact than is traditionally considered 
based on income alone. Moreover, we find 
that wealth taxes are currently not used to 
their fullest potential as a redistributive in-
strument.

Keywords: EUROMOD, HFCS, simulations, 
wealth policies, distributional analysis
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THE ROLE OF INEQUALITY AND COMPLEXITY IN 
THE LONG RUN INCOME DYNAMICS

Viktor Stojkoski, Macedonian Academy of Sciences and Arts, Research Center for 
Computer Science and Information Technologies, vstojkoski@manu.edu.mk
Dragan Tevdovski, University “Ss. Cyril and Methodius”, Faculty of Economics – Skopje, 
dragan@eccf.ukim.edu.mk 

Abstract: Economic complexity is a da-
ta-driven approach for studying the role 

of the productive structure in an economic 
system. It reflects the capabilities embed-
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ded in an economy, Hidalgo and Hausmann 
(2009), and as such is in tight relation with 
the income and the future economic growth 
of a country. Similarly, economic inequality 
shares a relationship with income since it is 
most often defined as the income dispersion 
among the individuals in a country. 

Until now, there have been empirical ex-
aminations solely for the bivariate relation-
ship between income and inequality, Herzer 
and Vollmer (2012), income and complexity, 
Hidalgo and Hausmann (2009), and inequal-
ity and complexity, Hartmann et al. (2015). 
A general framework that explores the pos-
sible endogenous relationship between these 
three variables is yet to be produced. In order 
to provide basic intuition on it, in this paper 
we study the empirical long run relationship 
between complexity, measured through the 
index created by Stojkoski et al. (2016), ine-
quality and the income per capita (controlled 
for investments) of an economy. We do this 
by following the methods of Herzer and 
Vollmer (2012) and employ the consistent 

technique of panel cointegration in a heter-
ogeneous dataset covering 13 economies and 
spanning 37 years (from 1970 until 2006). 

Our results reveal that there is only one 
long run relationship, in which income is 
the dependent variable. In it, both complex-
ity and inequality are statistically significant 
predictors. As expected, increments in the 
complexity promote, whereas increments 
in inequality demote the income changes. 
The magnitude of the marginal effects of 
both variables is at least as large as the one 
of physical investments, thus suggesting that 
complexity and inequality play a principal 
role in the long run income dynamics. This 
conclusion opens up a discussion for invent-
ing policies that simultaneously increase the 
productive structure and decrease the in-
come dispersion of an economy.

Keywords: economic complexity, economic 
inequality, economic growth, panel cointe-
gration
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TOWARDS THE MORE INCLUSIVE GROWTH: 
EXTERNAL CAPITAL FLOWS AND INEQUALITY

Tatjana Stefanović, Research Associate, Economics Institute Belgrade,  
stefanovic.tatjana@gmail.com

Abstract: The purpose of this paper is to try 
to shade a light on possibility for more in-
clusive and equal growth by using external 
capital flows, innovation and financial inte-
gration as a channel to finance growth. 

First part of the article will explain the role 
of external capital flows in financing growth 
as well as the uneven distribution of exter-
nal finance across the regions that has led to-
wards the economic phenomena called Lucas 
Paradox (the lack of capital flows from rich to 
poor countries).

In the second section possible causes of 
Lucas Paradox such as capital market imper-
fections, low institutional quality and differ-
ent levels of productivity across the countries 
will be analyzed.

Third section will focus on financial in-
tegration as one of the main channels for 
external capital distribution. In this section 
the role of financial integration in financing 
growth will be examined. It will be explained 
why financial integration between the old 
and new EU member states has led towards 
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economic convergence while this is not the 
case between the rich countries and the rest 
of the developing world.

Fourth section is about connection be-
tween the externally financed growth and 
innovation. It will be shown that better ac-
cess to external financial resources positively 
influences innovation and hence long term 
economic growth.

Finally, in the concluding part some pos-
sible solutions for financing more equal and 
inclusive growth will be presented. In the era 

of financial globalization it might be difficult 
even for the most developed countries to ad-
vance if present global imbalances persist. 
In analyzing modern finance – growth nex-
us the quality and sustainability of growth, 
sources of growth, green growth as well as 
distribution of global and national incomes 
must be taken into consideration.

Keywords: finance – growth nexus, capital 
market, external capital flows, financial inte-
gration, innovation.
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PIECEMEAL MODELLING OF THE EFFECTS OF 
JOINTDIRECT AND INDIRECT TAX REFORMS

Bart Capéau, Department of Economics, KU Leuven, bart.capeau@kuleuven.be
André Decoster, Department of Economics, KU Leuven, andre.decoster@kuleuven.be
Sebastiaan Maes, Department of Economics, KU Leuven, sebastiaan.maes@kuleuven.be
Toon Vanheukelom, Department of Economics, KU Leuven, toon.vanheukelom@kuleuven.be

Abstract: In this paper we offer a framework 
that allows to make a micro-based welfare 
evaluationof a joint reform in the personal 
income and indirect tax system. Under the 
assumptionthat an encompassing model for 
the labour market participation decision and 
theallocation of disposable income to com-
modities is not available, and in the absence 
ofan integrated dataset on labour supply and 
consumption expenditures, the proposed-
framework elicits a number of assumptions 
that allow to consistently combine different-

sub-models, possibly derived from various 
datasets, in such a way that a generalassess-
ment of the joint reform is possible. We ap-
ply the framework to a recently enacted tax 
reform in Belgium, consisting of a reduction 
of social security contributions and personal 
income tax, partially financed by an increase 
in VAT.

Keywords:  Job choice, Joint direct and in-
direct tax reform, Microsimulation, Welfare 
analysis

JEL classification: H31, J22, J24, H23, D63
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MEASURING INEQUALITY IN BOSNIA AND HERZEGOVINA:  
FOCUSING THE PERFORMANCE OF THE PALMA INDEX 

Adela Delalić, University of Sarajevo, School of Economics and Business, Department of 
Quantitative Methods, adela.delalic@efsa.unsa.ba
Ksenija Dumičić, University of Zagreb, Faculty of Economics and Business, Department of 
Statistics, kdumicic@efzg.hr
Josipa Akalović Antić, University of Applied Sciences VERN’, Department of Applied 
Mathematics and Computer Science, josipa.akalovic-antic@vern.hr

Abstract: The aim of the research is to an-
alyse the inequality in consumption distri-
bution in Bosnia and Herzegovina and its 
regionsfor three waves of Household Budget 
Survey (2004, 2007 and 2010). Considering 
that in Bosnia and Herzegovina a basic wel-
fare measure is still household consumption 
expenditure we have compared the size of 
inequality based on consumption and in-
come, for all available data. For this purpose, 
the following inequality measures were con-
sidered: the Gini coefficient, Lorenz curve, 
the Kuznets coefficient, the Palma index, 
the Theil index, as well as the coefficient of 
variation and the mean log deviation.The 
basic unit of the analysis is a household and 
as monetary measure of poverty equalised 
household consumption and income, calcu-
lated according to modified OECD scale.

As the research findings, all calculated 
indices are showing the trend of decreasing 
household consumption inequality in Bos-
nia and Hercegovina in the observed period. 
According to the shape of Lorenz curves, it is 
seen that inequality in Bosnia and Herzegovi-
na is declining from 2004 to 2011. This result 
is confirmed with Gini coefficient, the mean 
log deviation and the Theil index, as measures 
that satisfy the principle of the Lorenz con-
sistency. The Gini coefficient (around 30%) 
means that there is a moderate inequality 
in the distribution of consumption among 
households in Bosnia and Herzegovina. In 
the Federation of Bosnia and Herzegovina 

and RepublikaSrpska inequality is also con-
stantly decreasing from 2004 to 2011, while 
in Brcko District all measures of inequality 
show a greater inequality in 2007. Howev-
er, according to the values of the calculated 
measures of inequality, the inequality of con-
sumption distribution among households in 
the Brcko District is lower than in other parts 
of Bosnia and Herzegovina.Coefficients, that 
take into account only “the richest” and “the 
poorest” households, also shows a reduc-
tion of inequality. Coefficient of variation, 
the Kuznets coefficient 90/10 and the Palma 
index show a similar trend in the consump-
tion inequality dynamics, with the exception 
of Brcko District. Further, all measures show 
greater income inequality in all areas.

For understanding the income inequality 
in Bosnia and Hercegovina it is not efficient 
to analyse too many indices, although each 
of them can reveal some aspect of inequality. 
Based on this particular research conducted 
for Bosnia and Hercegovina, the authors rec-
ommend complementing the Gini coefficient, 
as the measure that satisfy the principle of the 
Lorenz consistency with the Palma index, 
which does not satisfy the principle of the 
Lorenz consistency. According to this recom-
mendation, future consumption or income 
inequality analyses will be more efficient and 
comparisons of inequality will be simplified.

Keywords: inequality, the Gini coefficient, 
the Palma index
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IMPACT OF FISCAL CONSOLIDATION MEASURES 
ON INCOME INEQUALITY IN SERBIA

Mihail Arandarenko, University of Belgrade – Faculty of Economics,  
arandarenko@yahoo.com, arandarenko@ekof.bg.ac.rs

Abstract: The Survey of income and living 
conditions (SILC) conducted in Serbia since 
2013 has brought about theunpleasant dis-
covery that income inequality – measured 
either by the Gini coefficient or by the quin-
tile ratio - is higher in Serbia than in any EU 
member state. Although there have been offi-
cial efforts to relativise this fact, the repeated 
waves of SILC leave little doubt that the Gini 
coefficient in Serbia hovers at just below 40, 
which is a very high result for a European 
country. Despite certain disagreements about 
the true size and nature of high recorded in-
come inequality in Serbia, there is a general 
agreement in research community on its key 
long term drivers - low redistributive power 
of taxes and social transfers and very low em-
ployment rate.

Recent period in Serbia was marked by 
the fiscal consolidation measures and by im-
portant changes in labour legislation, most 
of which have had a profound impact on in-
come inequality. However, the Government’s 
main or even significant concern in recent 
period was not to tackle inequality and pov-
erty, but rather to carry out fiscal consolida-
tion, preserve macroeconomic stability and 
incentivize growth and investment. It was 

supported in prioritizing these objectives by 
the IMF, the World Bank and the European 
Commission.

Among the measures with anticipated 
large and immediate impact on the reduc-
tion in income inequality,cuts in public sec-
tor wages and pension cuts are two by far the 
most significant. At the same time, most oth-
er measures have probably contributed to the 
increase in inequality.

This paper attempts to conduct theex ante 
assessment, and, where possible, quantify 
the ex postdistributive impact, of a number 
of fiscal consolidation and structural reform 
measures, especially in the realm of labour 
market and social policy – using the stand-
ard measures of inequality such as the Gini 
coefficient and the quintile ratio. 

An analysis will be also conducted of the 
policy creation process, testing the hypoth-
esis that a general neglect of distributional 
ramifications of institutional and policy re-
forms is still pervasive in everyday business 
of the Government. 

Keywords: Income inequality, fiscal consoli-
dation, Gini coefficient, Serbia
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SHARING THE GROWTH DIVIDEND: 
ANALYSIS OF INEQUALITY IN ASIA

Sonali Jain-Chandra, IMF, sjainchandra@imf.org
Tidiane Kinda, IM, tkinda@imf.org
Kalpana Kochhar, IM, kkochhar@imf.org
Shi Piao, IMF, spiao@imf.org
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Abstract: This paper focusses on income 
inequality in Asia, its drivers and policies to 
combat it. Itfinds that income inequality has 
risen in most of Asia, in contrast to many 
regions. While inthe past, rapid growth in 
Asia has come with equitable distribution of 
the gains, morerecently fast-growing Asian 
economies have been unable to replicate 
the “growth withequity” miracle. There is a 
growing consensus that high levels of ine-
quality can hamper thepace and sustainabil-
ity of growth. The paper argues that policies 
could have a substantialeffect on reversing 

the trend of rising inequality. It is impera-
tive to address inequality ofopportunities, 
in particular to broaden access to education, 
health, and financial services.Also fiscal pol-
icy could combat rising inequality, including 
by expanding and broadening thecoverage of 
social spending, improving tax progressivity, 
and boosting compliance. Furtherefforts to 
promote financial inclusion, while maintain-
ing financial stability, can help.

Keywords:  Inequality, Gini coefficient, Asia
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PUBLIC SECTOR WAGE PREMIUM AND 
FISCAL CONSOLIDATION IN SERBIA

Marko Vladisavljević, Institute for Economic Sciences and University of Belgrade – Faculty 
of Economics, marko.vladisavljevic@ien.bg.ac.rs

Abstract: Responding to a high fiscal deficit 
in the country, Serbian government intro-
duced a set of fiscal consolidation measures 
at the beginning of 2015, including ten per 
cent public sector wage cut. This research 
analyses the changes of the public sector 
wage premium in Serbia that occurred after 
the measures were introduced. Addition-
ally, the research compares the changes in 
the wages of the workers from two subsec-
tors within the public sector: 1) state sector, 

consisting largely of public administration, 
education and health sectors workers; and 2) 
state-owned enterprises. 

The differences in wages between the pub-
lic and private sector are analyzed on the 
Labour Force Survey data from 2014 and 
2015, before and after the measures were in-
troduced. The changes in the public sector 
wage premium are estimated by using Blind-
er-Oaxaca wage decomposition, and their 
robustness is tested by alternative decompo-
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sition methods. Additionally, as the lowest 
wages were exempted from the public sector 
wage cut, the quantile regression approach 
is used to estimate the changes in the public 
sector wage premium at different levels of the 
wage distribution.

The results show that in 2014, before 
the fiscal consolidation measures were in-
troduced, the public sector wage premium 
stood at 17.4%. Premium was the highest at 
the bottom of the wage distribution and the 
lowest at the top, indicating that the public 
sector wages are more compressed than the 
wages in the private sector. Within the pub-
lic sector, before the fiscal consolidation, 
the wages were ceteris paribus higher in the 
state-owned enterprises than in the state sec-

tor. Results also show that in 2015, after the 
fiscal consolidation measures were imple-
mented, mean public sector wage premium 
dropped by about 6 percentage points, indi-
cating a decrease in the wage inequality be-
tween the public and the private sector. The 
drop was the largest at the top of the wage 
distribution, while for the lowest wages the 
changes were insignificant. Finally, results in-
dicate that the drop in the premium was larg-
er for the workers from state sector than for 
the workers from state-owned enterprises, 
therefore increasing the differences between 
subsectors within the public sector.

Keywords: Public-private wage gap, Fiscal 
consolidation, Wage decomposition, Serbia. 
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SHOPPER FOCUSED RETAILING-NEW GROWTH STRATEGY

Zoran Bogetic, University of Belgrade – Faculty of Economics, bogeticz@ekof.bg.ac.rs

Abstract: There are significant changes in 
retailing industry. Trade revolution has ac-
celerated these changes. Especially in the 
segment of retail concentration, information 
technology usage and dominance in market-
ing channels. Instead of fragmented retail 
landscape, today we have augmented retailers 
which use information technology in order 
to gain more information about their shop-
pers. Retailers adapt their offerings to shop-
pers in order to become more competitive. 
Some retailers focused on pricing issues and 
they try to offer lowest prices. Large number 
of discount retailers made competition in 
this segment very fierce. Other retailers try to 
have more competitive assortment. There are 
numerous retail strategies. In addition, big 
data phenomenon enabled retailers to focus 
more on their customers and forced retailers 
to improve their data gathering efforts. 

Shopper is in focus of retailers. This fact 
redefine strategies and tactics of all partici-
pants in marketing channels because retail-
ers have power to influence all other channel 
members. New business process paradigm is 
rising. It influence all the business functions 
of retail enterprise. New concept of category 

management becomes more dominant. This 
concept relativizes supstitability of offered 
assortment in favor of complementarity of 
bought items. 

Focus is on simultaneous management of 
complementary categories, localized mer-
chandising and overall store brand. New 
retail process has been based on new tech-
nologies, information and organizational 
solutions. In this paper, strategic retail pro-
cess focused on shopper will be defined as 
well as conditions of its functioning. It is very 
important for retailers to find new sources of 
growth. Stagnation is not an option in mod-
ern retailing. Competitors are growing and 
growth gaps could cause significant changes 
in power distribution in marketing channels. 
That is the reason why retailers focus on 
shopper marketing as one of the most per-
spective sources of growth in modern mar-
keting channels. 

In addition, perspective of shopper mar-
keting in marketing channels will be ad-
dressed in this paper as well.

Keywords: retailing, shopper, category man-
agement, growth, marketing channels
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IMPACT OF INNOVATION ON TRADE DEVELOPMENT 
– EVIDENCE FROM SERBIA

Svetlana Sokolov Mladenović, University of Niš, Faculty of Economics,  
svetlana.sokolov@eknfak.ni.ac.rs
Sreten Ćuzović, University of Niš, Faculty of Economics, sreten.cuzovic@eknfak.ni.ac.rs

Abstract: Innovation is one of the basic 
characteristics of trade in developed market 

conditions. Almost no sector of the economy 
is subject to such intense changes as trade. In 
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a large number of countries, trade develops 
in line with production and consumption, 
and its role in economic development is 
constantly increasing, i.e. what is increasing 
is its share in gross domestic product, gross 
value added, and employment. The continu-
ous strengthening of the role of trade in the 
economy is the result of numerous factors, 
where innovation occupies a special place. 
This thesis is illustrated by the latest report 
on the largest retail chains, which emphasiz-
es the fact that the acceptance of innovation 
is imperative for trading companies in mod-
ern conditions. Innovation in trade may take 
multiple and diverse forms, and is shaped 
through the application of new business 
models, implementation of new manage-
ment and marketing developments in rela-
tionships with suppliers and customers, all 
the way to the application of modern tech-
nology in business improvement. Based on 
these facts, the research subject in this paper 
is innovation, diversification of innovation, 
and its application in the trade sector, with a 
particular focus on the trade sector in Serbia. 

Research question revolves around the eco-
nomic effects of introducing innovation in 
the business of trading companies, this issue 
attracting considerable attention of theoreti-
cians and practitioners in the field of trade, 
retail, trade management, and trade market-
ing. Accordingly, the hypothesis to be tested 
in the work is that the introduction and ap-
plication of innovation in trading companies’ 
business in Serbia has positive effects on their 
financial performance. This hypothesis will 
be tested with reference to a sample of 100 
most successful trading companies (judging 
by sales volume) operating on the market of 
the Republic of Serbia. The aim is to, based 
on available data, using relevant statistical 
methods, examine the impact of innovation 
on the development of trade sector in Serbia. 
Research results will trace future directions 
in theoretical and practical research of these 
issues.

Keywords: innovation, trade, retail, financial 
performance, Serbian market
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HOW SMARTPHONES ENABLE SUSTAINABLE RETAIL GROWTH?

Dragan Stojković, University of Belgrade – Faculty of Economics, dstojkovic@ekof.bg.ac.rs

Abstract: E-commerce has enabled retailers 
to reach new customers and it has been a 
source of growth for more than two decades. 
However, the real breakthrough in e-retail-
ing (or m-retailing) has occurred with emer-
gence and exponential growth of smartphone 
usage. Smartphones has brought significant 
changes in marketing channels. Shopping us-
ing smartphone (smartphone shopping) has 
enabled retailers to reach customers who do 
not have almost any computer literacy at any 
place and at any time. Moreover, influence 

that information obtained through smart-
phone have on classic physical store sales is 
even bigger than smartphone shopping turn-
over. 

Information about shoppers is proba-
bly one of the most important retail assets. 
Smartphone usage during shopping cause 
enormous data flow and it is crucial for ob-
taining information in modern retailing. 

There are very few researches on the 
smartphone shopping in Serbia and there is a 
lack of data concerning this important issue. 
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Primary research concerning this topic 
was conducted on 128 examinees (active stu-
dents). Topics concerning smartphone shop-
ping behaviour, attitudes toward smartphone 
shopping, motives for smartphone shopping 
as well as limitation of smartphone shopping 
such as security and privacy of customers etc. 
The main results of the research are present-
ed in the paper. Research showed that 96% of 
examinees use smartphones. However, only 
1/5 of them of them bought something using 
mobile applications. This showed that poten-
tial offline sales effect is still larger than vol-
ume of sales generated through smartphone 
shopping. Students are careful when buying 
online and they often have tendency to delay 

their purchases. There are no significant dif-
ferences between male and female respond-
ents.

Smartphone shopping will enable retail-
ers to leverage one of their most important 
advantages-direct contact with customers in 
the future. In order to use full potential of 
smartphone shopping retailers will have to 
handle privacy and security issues very care-
fully because they are important to smart-
phone shoppers. Otherwise, retailers could 
have significant negative effects on their 
growth potential. 

Keywords: retail, smartphones, shopping, 
Serbia, e-commerce
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CUSTOMER RELATIONSHIP MANAGEMENT IN THE FUNCTION OF 
CREATING CUSTOMER SATISFACTION AND BRAND LOYALTY

Marija Mandarić, University of Kragujevac, Faculty of Hotel Management and Tourism in 
Vrnjačka Banja, mmandaric@kg.ac.rs
Dejan Sekulić, University of Kragujevac, Faculty of Hotel Management and Tourism in 
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Abstract: Changes in customer behavior 
have influenced the company to explore new 
sources of distinctiveness and new ways to 
attract customers. Management of compa-
nies is increasingly committed to develop-
ing relationships with customers, because 
familiarity improves customer experience 
with the brand. Implementation of the plan 
of long term customer relations development 
should be closely linked to the process of 
quality management in the company. Cus-
tomers, who are satisfied with the brand of 
the company, create a segment that leads to 
long-term profitability of the company.Cus-
tomer satisfaction with products and servic-
es affects their loyalty. Loyal customers pay 

less attention to price and purchase products 
and services over an extended period of time. 
The high level of customer satisfaction is the 
main lever for creating long-term loyalty. The 
result of the customer relationship manage-
ment process is satisfactory to the extent at 
which has been achieved customer loyalty. 
Loyal customers are the ones who buy prod-
ucts and services from the same company 
whenever it is possible, continuously rec-
ommend the company and have a positive 
attitude towards the brands of the company. 
Instruments and methods of building brand 
loyalty are often the subject of discussion and 
research in marketing. The aim of the paper 
is to explore the importance and the role of 
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developing long-term relationships with cus-
tomers in order to create a superior brand 
value, which is not offered by any of its com-
petitors. Customer relationship management 
and creating a loyal market segments ensure 
growth of trust of customers in the compa-
ny’s operations, reduce costs and increase 
revenue, leading to an increase in profitabil-
ity in the long run. In addition to these eco-
nomic effects, customer loyalty brings other 
benefits to the company. They are manifested 
through providing certain desired behav-
iors and positive customer preferences, from 
which the most important are: retention, lon-

gevity, premium prices, market penetration 
and word of mouth of existing customers to 
new potential customers.Loyal customers 
are less sensitive to changes in price and buy 
more and more frequently, promote brands 
through word of mouth, which is the best 
way of promotion that company can get, so 
that the costs of their servicing are smaller 
and require less information, because they 
know the products and services the company 
offers.

Keywords: customer relationship manage-
ment, customer, brand, satisfaction, loyalty.
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SHOPPER MARKETING AS A FUNCTION OF 
MODERN DISTRIBUTION CHANNELS

Dejan Tešić, University of East Sarajevo, Faculty of Economics Brcko, tesic_dejan@yahoo.com

Abstract: Shopper marketing is a set of ac-
tivities that aims to stimulate the customer to 
opt for a particular store, product and service 
in all phases of the purchasing process. Even 
though this concept was developed sever-
al years ago, it has already started to play a 
major role when it comes to stimulating the 
consumer to larger and more frequent pur-
chases.

The process of selection of a specific brand 
by the customer is a phenomenon which has 
recently been attracting more and more at-
tention. Nowadays, when competition among 
manufacturers is very serious, it is difficult to 
build a brand that would be dominantly cho-
sen by consumers. Today, more than ever be-
fore, modern consumers use multiple distri-
bution channels when they make decisions. 
They make the decision about purchase 
stimulated by traditional media (television, 
mail, print media), as well as modern media 
(the Internet and smart phones). The largest 

number of decisions about the purchase is 
made at the point of sale. The term “point of 
sale” is no longer tied solely to the physical 
(brick-and-mortar) places of sales, but to the 
on-line point of sale as well. 

A shopper is not necessarily a consumer, 
nor is a consumer necessarily a shopper. Tra-
ditional marketing brings consumers at the 
focus of its activities. The trend that has been 
experiencing its rise and that tries to affirm 
the difference between a consumer and a 
shopper is called shopper marketing. Shop-
per marketing seeks to explain what happens 
when a consumer becomes a shopper.

Shopper marketing is based on several key 
elements, primarily on the characteristics of 
the company, customers, competitors and 
products. In addition to understanding these 
elements, shopper marketing follows chang-
es in technology, primarily in the field of mo-
bile and social networks. Technology, as well 
as economics, regulation and globalization, 
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has led to many innovations in shopper mar-
keting aimed at improvements in all phases 
of the purchasing process. Innovations are 
very important because they allow shoppers 
of modern and fast-paced world to perform 
their purchases in a pleasant and fun way, 
and it is up to innovationsto enable this ho-
listic shopping experience.

The question is whether the tools of shop-
per marketing can be equally applied when it 
comes to physical and online stores, taking 
into account their specificfeatures. Bearing 
that in mind, this paper will present the most 

important factors that need to be addressed 
when creating and maintaining relationships 
with customers using the tools of the shopper 
marketing.

Those companies that understand the act 
of purchasing, as well as the activities preced-
ing and following the purchase itself, are the 
companies that have a proper understanding 
of the importance of applying shopper mar-
keting customer stimulation tools.

Keywords: shopper, consumer, technology, 
distribution channels, retailing
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STRATEGIC FRAMEWORK FOR THE SERBIAN RETAIL 
AND WHOLESALE SECTOR DEVELOPMENT

Goran Petković, University of Belgrade – Faculty of Economics, pego@eunet.rs
Stipe Lovreta, University of Belgrade – Faculty of Economics, slovreta@ekof.bg.ac.rs

Abstract: Distributive trade is one of the 
most important sectors of Serbian econo-
my, participating with 10-11% in GDP and 
over 17% in total employment. Contribution 
of trade to national GDP increased during 
economic growth and fell during recession. 
However, distributive trade is changing rap-
idly, influencing at the same time, strongly 
other industries, particularly manufacturing. 
Serbian retailing is facing in the period 2011-
2015 with sharp fall in the number of stores 
(37,2%), fall in the number of employees 
(38,6%) along with the increase of turnover 
(3,3%). Concentration and productivity are 
increasing. That is why it is important to un-
derstand key trends in trade development in 
some market and to compare it with the ex-
periences from other countries. Serbian dis-
tributive trade is lagging behind the similar 
sectors in more developed countries with the 
0.2% participation of big retail companies 

in total number of retailers and 24% in total 
retail turnover in Serbia. Serbian marketing 
channels show some specific trends in devel-
opment such as big and increasing number of 
wholesalers comparing with the number of 
retailers (3.65 : 1), which is entirely opposite 
from the typical situation. Similarly, market 
policy is still behind the experiences of devel-
oped countries. As the key areas of state mar-
ket policy, five areas were particularly in fo-
cus of the strategic document, adopted by the 
Government. First, protection of the compe-
tition directed attention not only on the gen-
eral concentration, but much more on the re-
tail development in underdeveloped regions, 
development of e-commerce and support 
to trade sector through education. Second, 
consumer protection should be improved 
through further specialization of individual 
consumer protection organizations accom-
panied with better coordination, which is at 
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the time being, rather poor. Third, support 
to the SME sector appeared to be necessary 
in order to protect competition but also to 
support supply of the regions and consumers 
that big wholesalers and retailers are not in-
terested in. Fourth, further legal framework 
improvements are needed, especially in the 
process of harmonization with EU norms 
on consumer protection, advertising and 
commodity markets. Fifth, IT development 

in the industry is on the low level, particu-
larly concerning public services. In this area, 
improvements are needed in order to enable 
better definition of different relevant markets 
for the sake of concentration monitoring, to 
enable insight in market prices and to enable 
potential development of GIS. 

Keywords: retail, distributive trade, market 
policy, consumer protection, concentration
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IN EUROPEAN COUNTRIES
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Abstract: Consumers and their rights play 
a key role in an economic policy for smart, 
inclusive and sustainable growth. After the 
fall in consumer spending during the recent 
economic crisis, the European governments 
have increased their efforts to develop an 
economic policy that will stimulate con-
sumer spending through all retail channels, 
especially online. Consumer protection falls 
within the shared competence of the EU and 
Member States. It is necessary to perform a 
comprehensive analysis of the existing legis-
lative framework and explore the possibilities 
for implementation of European solutions 
in the candidate countries. Their priority is 
to develop a regulatory framework which 
would remove some of the market barriers, 
promote economic growth, and increase 
consumer confidence in commercial trans-
actions, in order to reach the European level 
of consumer policy performance.

In addition to consumer protection, there 
are other issues that need to be considered 
such as regulatory requirements and strict 
rules of marketing activity in this context. On 
the one hand restricting retail marketing ac-
tivities has a negative impact on retailers’ of-
fer and prices as it increases operating costs, 
while on the other hand expanding consum-
er rights increases their confidence in differ-
ent sales channels and encourages cross-bor-
der shopping, which is the key to the single 
market growth. Using the latest available 
reports the paper explores consumer policy 
in six EU member states and compares its 
effectiveness taking into consideration some 
of the indicators of successful policy imple-
mentation: consumer knowledge and trust, 
compliance with consumer legislation, com-
plaints management, redress mechanisms, 
etc. Some studies have shown that the safety 
of products and services can have the most 
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powerful positive or negative effect on per-
sonal consumption, and the complexity of 
the procedure for filing and administration 
of complaints usually deters consumers from 
exercising their basic right. In the context 
of the cross-border activity of consumers, 
the marketing rules applied in the Member 
States are of particular importance, especially 
with the increase in the trade activity via the 
Internet. 

The findings of the paper can provide 
policy makers with useful information and 
help them take a position in the develop-
ment of this market regulation policy that 
affect consumer lifestyle, market confidence, 

retail prices, provision of quality goods and 
services, and among other things may bring 
the society and market closer to the concept 
of sustainability. It is reasonable to expect 
that in the less developed countries it will be 
more difficult to implement a policy of sus-
tainable economic development. Due to low 
purchasing power, high-quality products and 
services, on which the sustainability concept 
is based, are not readily available.

Keywords: Consumers; Consumer policy; 
Performance; Consumer conditions; Euro-
pean Union
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Abstract: As retailing formats, shopping 
centers have a rich history in developed 
economies since 1950ties. In Eastern Europe 
shopping centers industry bloomed since 
early 1990ties. Till nowadays, some Eastern 
European markets have become saturated. 
Therefore, in some geographical areas there 
is no space for new real estate investments 
in this field. For instance, Croatia, Ukraine 
and Poland are already comparable to Ger-
many, Austria and Italy in terms of shopping 
centers’ space per capita. Market saturation 
brings new challenges for shopping center 
management and development. In saturat-
ed markets, shopping centers are forced to 
reconfigure and redesign its tenant mix in 
order to satisfy other consumer needs be-
yond the shopping. Some authors imply 

that shopping centers take over the role of 
public spaces and that entertaining and so-
cialization become even more important 
functions than the shopping itself. In such 
condition tenant mix of modern shopping 
centers includes more spaces, outlets and 
contents which facilitate and support face-
to-face socialization, public engagement, 
cultural expression and entertainment. Not 
only shopping centers recognize and serve 
existing social needs of consumers, but they 
are actively creating new social needs which 
consumers yet are not aware of. In this pa-
per, we will discuss the level of saturation of 
the shopping center market in Croatia. Then 
we are going to describe the change in public 
functions of shopping centers. Furthermore, 
we will analyze and elaborate results of the 
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primary research conducted on the sample of 
adult customers in Croatia regarding behav-
ior and attitudes towards shopping centers as 
shopping and public space. Research showed 
that the frequency of shopping centers’ visit is 
high in Croatian population, but purchasing 
is not done each visit to the shopping center. 
Thus, we can conclude that there are other 
contents that are driving customers to shop-
ping centers when there is no actual need for 
purchasing activity. Another finding shows 
that visits to shopping centers are dominant-
ly done in a smaller company. Therefore, 
we can conclude that socialization is one of 

the most important motivators of shopping 
center visits. Moreover, 30% of respondents 
claim that they visited shopping center to 
attend some event in the last year (such as: 
concert, exhibition, theatre play, fashion 
show, etc.). In this paper, we will scrutinize 
the primary research results and we will draw 
conclusions on the changed role of shopping 
centers in saturated market such as Croatia.

Keywords: shopping center, public space, 
socialization, saturated market, consumer 
needs
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ENVIRONMENTAL PROTECTION
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Abstract: Issues of environmental manage-
ment began increasingly to appear on the 
agenda of the company and they have influ-
enced on the role of an ecological perspec-
tive which is increasingly important in the 
corporate strategies of firms and consumer 
preferences. Although multiple sources pro-
vides empirical evidence of a ‘green pays off ’ 
debate, as well as the related opportunities 
for reducing pollution in terms of increased 
competitiveness, through benefits such as 
the creation of new niche market and high-
er rates of innovation and outcome-driven 
efficiency, environmental management also 
requires considerable costs associated with 
compliance with environmental objectives 
that often neutralise the benefits obtained. 
Empirical evidence, therefore, moving from 
negative to positive effects on the perfor-
mance of the company related to the im-

plementation of environmental (i.e. Green) 
practices, and thus lead to a controversial 
and ambiguous conclusions.

Retail chains undoubtedly have the lead-
ing position in global supply chains. The im-
portance and leading position of the partners 
in the chain are the result of the utility of 
place and time that provide availability of dif-
ferent products, direct communication with 
consumers who are the source of informa-
tion on real demand, the growing strength 
of trademarks and etc. However, in the era 
of the need to achieve environmental and 
green requires retailers can take on the role 
of the leaders in terms of achieving business 
results, as a participant in the chain but also 
the role of the leader in terms of promoting 
environmental and green ideas and their im-
plementation. 
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The Wal-Mart is known company for a 
strategy of low prices has recognized these 
tendencies. Today, the retail giant aims to 
become synonymous with the green move-
ment. The company is working on the imple-
mentation of green initiatives, such as the in-
stallation of solar panels on individual stores, 
which led to a reduction in electricity bills for 
incredible million, reduce energy consump-
tion and reduce carbon dioxide emissions.

The aim of this paper is to highlight the 
viability of retailers in the supply chain in 
terms of environmental protection. Whether 
retailers, such leaders have an impact on con-
sumers in terms of strengthening awareness 
about the importance of preserving the en-
vironment and human life and health? What 
activities undertaken in terms of ensuring the 

sustainability of supply chains? The authors 
have aim to answer some of these questions.

In this sense the empirical study has un-
dertaken by authors due to evaluates the con-
tribution of retailers in terms of environmen-
tal protection, in terms of the consumer. The 
interviews were committed in retail stores 
over a random sample of consumers who 
make purchases in a single day. Assessment 
of the sustainability of supply chains by the 
initiative of retailers is based on consumer 
ratings accordingly perceptions about the ac-
tivities carried out by retail chains in Serbia.

Keywords: supply chain, retail chain, green 
practices, sustainability of supply chains, en-
vironmental protection
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Abstract: The processes of globalization and 
internationalization encourage the creation 
of new institutions in the marketing chan-
nels in the global electronic market. Appli-
cation of modern technological achieve-
ments obtained a key role in the policy of 
the multichannel strategy and global market 
positioning. Competition within the global 
electronic market creates new formats and 
retail institutions that are customized for 
multichannel strategies. Technological in-
novations lead to changes in the functioning 
of marketing channel and lead to interactive 
communication in the global market. The 

global electronic market is becoming process 
of more complex strategic decision-making 
set accordingly by the dimensions of busi-
ness of global electronic retailers. Internet 
retailing is changing consumers’ position in 
the global market and presents a new driving 
force in the development of electronic mar-
keting channels. The growing needs of con-
sumers demand high flexibility in the choice 
of channels, which points to the need for 
diversity of multichannel offerings. Effective 
multichannel strategy affect the diversity of 
retail marketing channels. The internation-
alization of retailing as a result of the global 
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concentration of multichannel retailers com-
pletely changes the structure of market and 
trade. Thanks to the multichannel synergy 
by using one channel, improves the efficien-
cy and effectiveness of other channels. The 
global market for electronic retail sales in its 
characteristics has a different level of devel-
opment. Among the population, the num-
ber of Internet users and the total percent-
age of the population that uses the Internet 
there is a very high positive and significant 
correlation on the global electronic market. 
The countries with the largest Internet pop-
ulation are considered to be among the most 
developed electronic retailing. Internet users 
from countries with above average percent-
age of the total population that uses the In-
ternet, buy significantly more products and 
services in relation to Internet users from 
countries with below average percentage of 
total Internet population.

Global competitive advantage emphasiz-
es the importance of the new multichannel 

strategy of channel conflict management. 
Multichannel strategy becomes the primary 
means of achieving sustainable competitive 
advantages through establishing long-term 
relationships with customers. Thanks to the 
strategies of new interactive technology of 
the Internet changes the shape and structure 
of interrelations with customers. The future 
of the multichannel retail strategies is in 
mass customization technologies by apply-
ing personalized customer service. Thanks 
to the new power of interactivity web-based 
purchasing became the basis for better dif-
ferentiation of products and services due to 
the rapid flow of information. Multichannel 
strategies in the global electronic market in 
terms of global concentration, aim to achieve 
new competitive positions in business of re-
tailers.

Keywords: global electronic market, inter-
nationalization of retailers, multichannel, 
interactivity
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CORRUPTION AND FIRM PERFORMANCE IN AFRICA

Derrick Abudu, University of Nottingham, derrick.abudu@nottingham.ac.uk

Abstract: This study uses recently collected 
firm-level data from 15 African countries by 
the World Bank between 2006–2015 to test 
the effect of bureaucratic corruption on firm 
performances – sales, labor productivity and 
employment. To cater for potential endog-
eneity issues concerning firm bribery pay-
ments an IV approach is employed with the 
country-industry-year averages of bribery 
payments and percentage of time firm man-
ager spends with public officials in a month 
(bureaucracy) serving as instrumental vari-

ables. Further, the first-difference estimator 
is employed to handle potential firm-specific 
time-invariant effects that could influence 
our analyses. We find evidence that corrup-
tion has both a contemporaneous and lag-ef-
fect on firm performances in Africa. We fur-
ther uncover that, this negative effect is more 
pronounced for larger and older firms than 
small and medium-sized firms and young 
firms.

Keywords: Africa, corruption, firm growth
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MARKET OPPORTUNITIES FOR LOCAL MEDIA 
IN SERBIA AFTER PRIVATIZATION
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Abstract: More than a decade after setting 
an adequate legal grounds for privatization 
of media in Serbia, followed by harsh public 
debate and passing a number of addition-
al strategic documents, the privatization of 
media in Serbia has been accomplished. The 
process wascompleted in two waves, one of 
which covered the period of 2001 to 2007, 
and the other one the period of 2011 to 2015. 

Media privatization was initiated shortly 
after democratic changes of 2000 and was 
regarded an important part of the overall 
process of transition toward market econ-
omy. The institutional frame allowing the 
complete withdrawal of the state from the 
sphere of media included Law on Privatiza-
tion (2001), Law on Broadcasting (2002) and 
Law on Public Information (2003). Still, the 
process was halted after 2007, due to impos-

ing pressures coming from public sphere and 
in particular from the media associations 
and the local governments. Finally, four years 
later another wave of media privatization 
was initiated by issuing the Strategy for the 
Development of Public Information System in 
the Republic of Serbia in 2016. In accordance 
with the document, privatization of media in 
Serbia was finalized by the end of2015. 

However, while media privatization in 
Serbia has been completed, we still know 
very little on its success and its effects. Some 
public actors assume the process to be suc-
cessful, basing their arguments on the simple 
fact that many local media outlets have been 
sold to the new owners. But, its real effects, in 
particular, with regards to its contribution to 
media diversity and improvement of access 
to more relevant, timely and useful infor-
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mation and overall higher quality of media 
content still remainunclear. On one hand, al-
ready strong privately owned media brands 
have mostly succeeded while competing with 
even stronger international players who have 
entered Serbian media market. On the oth-
er hand,further existence of local media af-
ter privatization is questionable. Therefore, 

the paper discusses pros and cons of media 
privatization in general, focusing particular-
ly on local media outlets and analyzing their 
market opportunities in providing both indi-
vidually and socially wanted media content.

Keywords: privatization, media, market op-
portunities, media content
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ORGANIZATIONAL DESIGN: RESOLVING THE 
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Abstract: Parallel with extremely fast glo-
balization and major advances in technol-
ogy, competitive environments are becom-
ing both more diverse and more dynamic 
(Reeves et al., 2015), so turning out to be 
“hypercompetitive” (Ilinitch et al., 1996; Ei-
senhardt, 1989). In many industries, growing 
number of companies find it is necessary to 
match their strategic approach to the tur-
bulent and multifaceted environments they 
face, and exploit multiple business strategies, 
which, in turn, requires the use of complex 
organizational structures (Bartlet, Ghoshal, 
1990), those which are best suited to the need 
to successfully manage complex businesses 
(Galbraith, 2009). An adequate structural re-
sponse to versatile environments has shown 
to be a matrix structure, as more and more 
MNCs adopt some type of matrix, as inter-
national strategies become more complex 
(Wolf, Egelhoff, 2013). Furthermore, 2015 
Gallup survey indicates that 84% of the US 
employees surveyed were matrixed to some 
extent - they may work on multiple teams 
every day, reporting to the same or different 
managers. 

The matrix structure is without doubt a 
type of hybrid structure (Fligstein, 1985). It 
emerged during 1960s in the American aer-
ospace industry (Larson, Gobeli, 1987), and 
become especially popular during 1970s and 
1980s (Bartlett, Ghoshal, 1990). The Feder-
al Government contract selection process 
in the U.S. required a project-oriented sys-
tem directly linked to top-management, so 
the aerospace companies established a set of 
horizontal project teams over their tradition-
al vertical functional lines (Knight, 1977), 
converting the vertical functional authority 
toward a hybrid, function-by-project, organ-
ization (Fligstein, 1985). As such, a matrix 
structure presents an organizational form 
in which traditional hierarchy is overlaid by 
some form of lateral authority, influence, or 
communication (Kuprenas, 2003). This over-
lay generates two chains of command—one 
along the functional lines, the other along 
project (product) lines (Gobeli, Larson, 
1986). As such, the matrix structure is having 
a potential for simultaneously achieving both 
strong focus on different strategic priorities 
and conflicting goals (e.g. low cost vs. high 
quality or fast response vs. high quality). 
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However, many authors argue that at-
tempting to simultaneously organize around 
contrasting goals is bound to increase con-
flict between the parties representing those 
goals (Wolf, Egelhoff, 2013), since numerous 
interdependencies in a matrix structure im-
plies more communications between parties, 
and this multiplies the chances for tensions 
to develop; the conflicts are also more like 
to occur, since the employees from different 
functional units often have different atti-
tudes, perspectives, and orientations (Davis, 
Lawrence, 1977: 104). Apart from disruptive 
conflicts (Katz, Allen, 1985; Sy, 2005), further 
challenges associated with matrix structures 
include the following: power struggles (Da-
vis, Lawrence, 1978; Larson, Gobeli, 1987; 
Nicholas, Steyn, 2012); unclear roles and re-
sponsibilities (Joyce, 1986; Goold, Campbell, 
2003; Sy, 2005); tendencies toward anarchy 
(Davis, Lawrence, 1978); collapse during 
economic crises (Davis, Lawrence, 1978; 

Greiner, Schein, 1981); excessive overhead 
costs (Larson, Gobeli, 1987; Turner, Utley, 
Westbrook,1998); decision strangulation, 
uncontrolled layering and sinking to lower 
levels (Davis, Lawrence, 1978); and because 
of the relatively large number of managers 
required, functional managers often double 
up as project managers - the ‘two hat matrix’ 
(Galbraith, 2009; Nicholas, Steyn, 2012).

Despite the association with numerous 
tensions and potential deficiencies, Galbraith 
(2009) reports a growing interest in matrix 
structures in many companies. Therefore, in 
this paper we seek to identify and address the 
conflicts associated with the exploitation of 
matrix structure in practice and explore dif-
ferent approaches to resolve them and make 
the matrix structure highly effective. 

Keywords: matrix organization structure; 
dual command; coordination mechanisms; 
lateral communication
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Abstract: This paper aims to present the 
new tendencies in contemporary business 
analytics (BA) development and their role 
in business decision-making. The traditional 
definition of BA includes threedomains: de-
scriptive, predictive and prescriptive analyt-
ics. We expand this coverage on more specif-
ic and sophisticated areas, such as: embedded 
analytics, self-service analytics, anticipatory 
analytics, web analytics, real-time analytics 
and streaming analytics. These new analyti-
cal concepts are emerging mainly as a result 

of the rapid changes in information-commu-
nication technologiesand are closely related 
to thefollowing phenomenon: big data rev-
olution and democratization of public and 
business data and analytics. 

In the last decade the phenomenon of big 
data has gained a large interest and popularity 
both in academic and business community. It 
relates to the vast amount of data which are 
coming from various sources, taking differ-
ent data forms (structured, semi-structured 
and unstructured data forms) and alsopro-
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viding the ability of dynamic data processing 
– stream computing. But, along the process 
of constantly data enlargement, it is remark-
able that the gap between data volume and 
the percentage of their effective usage is be-
coming larger and larger.It is estimated that 
only a half percent of all data volume is used 
for analytical purposes. In that respect, we 
consider the wider concept of business ana-
lytics, sometimes referred to as an advanced 
analytics, can be a powerful tool in narrow-
ing this gap. Also,the process of data and an-
alytics democratization is appearing as a po-
tential solution to this problem. This process 
is promising to bring a big change in business 
environment and to make the next frontier of 
digital economy.

Data and analytics democratization is the 
concept of making data and business appli-
cations, enriched with analytical tools,availa-
ble to people at different business levels. It is 
expected that this concept will open up new 
possibilities for data access and data sharing 
across a business organizations, transcending 

sector and departmental boundaries. This 
way,decentralization and democratization 
of data and analytics could contribute to the 
more effective and smart decision-making 
at all organizational levels. In other words, 
decision making process can be reorganized 
taking the more dynamic and decentralized 
forms. On this ground the practice of democ-
ratization of non-business data at the public 
sector and research and academic communi-
ties is encouraging, giving an example for the 
business sector.

Having in mind that the ultimate goal of 
all tools and means of an advanced analytics 
is to transform business data into knowledge 
and insights that bring values for business 
and non-business sector, this paper further 
discusses some cases in that respect, mainly 
in marketing domain.

Keywords: business analytics, advanced ana-
lytics, big data, data and analytics democrati-
zation, decision-making, business value
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Abstract: The supply chain management 
represents one of the most influential con-
temporary business philosophies, which oc-
cupies the undivided attention of the expert 
and scientific public in the last forty years, 
since the moment of its creation. During that 
time period, under the influence of globaliza-
tion, technology development and ever more 

intensive competition, the increase of speed 
flow of goods and information through the 
supply chain is becoming the imperative of 
modern business. Therefore, many business 
concepts are created with the aim of improv-
ing business connections among the partic-
ipants of the supply chain, out of which the 
most prominent one is the concept of lead 
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time. The lead time concept (time needed for 
the realization of the order) refers to the total 
time which passes between the buyer’s order 
and procurement of first materials based on 
that order by a precise company, up to the 
moment of performing payment to the com-
pany by the buyer, based on the obligation 
it has. Also, the stated concept has a practi-
cal usage in managing the supply chains of 
different industries. Precisely the influence 
analysis of the lead time concept in manag-
ing the fashion industry supply chains is the 
subject of basic preoccupation of this paper.

The very paper is divided into three parts. 
After the introductory notes, the focus of the 
first part of the paper is the explanation of 
the essence and characteristics of the lead 
time concept, as well as its importance in 
managing the supply chain. The second part 
of the paper is dedicated to the role of lead 

time management within the fashion indus-
try, where an analysis is carried out about 
the relevance of design and the use of the 
agile supply chain with the aim of securing 
quick answers to customer demands. Within 
the last, third part of the paper, the business 
model of the H&M company is analyzed as a 
case study, since this company bases its oper-
ations on the concept of lead time. The aim 
of the paper is to analyze the importance and 
the usage effects of the lead time manage-
ment in contemporary turbulent surround-
ings and business, from both the aspects of 
theoretical acknowledgements and the pre-
cise business example.

Keywords: Supply chain management, Lead 
time management, Business concept, Fash-
ion industry, H&M.

JEL classification: M20, M21, M30, M31.

INFORMATION TECHNOLOGY AND SOCIAL MEDIA: THEORETIC 
FRAMEWORK AND INFLUENCE ON THE MEETINGS INDUSTRY

Igor Kovacevic, University of Belgrade – Faculty of Economics, igor@ekof.bg.ac.rs

Abstract: Internet creates platforms and 
conditions for experience digitalization of 
destinations and individual service provid-
ers in the meetings industry (also known as 
events industry, or MICE – meetings, incen-
tives, congresses and exhibitions). Paper re-
searches how social media becomes category 
of intermediary that allows destinations to 
approach clients with more unique advantag-
es and experiences, and to gain competitive 
advantage, create real expectations, as well as 
to respond to destination weaknesses. There-
fore, social media earns significant attention 
due to intangibility of experiences and ser-
vices, as well as due to possibility for clients 
to share own experiences, and to create own 

mix of individual meetings products. Desti-
nation management organizations (DMOs), 
and all other service providers of meetings 
products, are not in position to control social 
media content and information flow, but on 
the other side can influence positive conver-
sations. Papers describes how social media 
and information technology are influencing 
marketing mix, as one of the most impor-
tant destination management tool, and how 
meetings products become more available to 
clients before coming to destinations, how 
prices became more transparent and how 
destinations are in position to have two-way 
communication with clients. Paper shows 
how social media became inevitable part of 
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client relationship management through sev-
eral fields, like communication, cooperation, 
education and entertainment. Main social 
media tools like social networking, publish-
ing, photo sharing and games became im-
portant element of destination management 
in the meetings industry. In the same time, 
social media changed certain paradigm in 
the field of market research and performance 
measurement, in addition to communication 
changes and challenges of increasing desti-
nation awareness. Social media is seen as a 
co-creation tool, it is element for planning 
and predicting demand, selling and market-
ing tools and.internal medium for increasing 

in-house communication. Clients are not any 
more just passive buyers of the meeting in-
dustry products, since through social media 
they can experience and influence destina-
tion products.However, potential of social 
media is not yet completely understood and 
used, since most of the meetings industry 
stakeholders does not percept it as a strate-
gic orientation and main platform for client 
management 

Keywords: meetings industry, MICE, desti-
nation management, social medial, informa-
tion technology, user generated content

JEL classification: L83, M15, M21, M31

THE INFLUENCE OF GENDER AND TIME DISTANCE WHILE 
EVALUATING THE ENTREPRENEURIAL UNDERTAKING

Msc Lazar Čolić, University of Belgrade – Faculty of Economics, Department of 
Mathematics and Statistics, lazar@ekof.bg.ac.rs
Msc Zorica Čeliković, University of Belgrade – Faculty of Economics, Department of 
Business Economics and Management, zorica@ekof.bg.ac.rs

Abstract: While evaluating the investment 
projects, the appreciation of human factor 
can help to stimulate entrepreneurship; oth-
erwise it can lead towards making biased de-
cisions while assuming the entrepreneurial 
undertaking. This paper is based upon the 
analysis of the two components immanent 
to any investment project - risks and returns. 
The construal level theory (Trope and Liber-
man, 2010) suggests that the risk be of a rel-
atively greater importance (in relation to the 
returns) for those who make decisions while 
evaluating the projects the commencement 
of which will be in the near future, where-
as the returns are of a relatively greater im-
portance at the projects which will be com-

menced in the more distant future. Likewise, 
the important factor by which the manner of 
evaluation of a project is determined is the 
gender of the entrepreneur. Research stud-
ies show that women are more cautious than 
men, therefore a hypothesis can be drawn 
that women (in relation to men) pay relative-
ly more attention to risks than to returns. The 
creation of the policy of subsidies in a coun-
try which recognizes these regularities while 
stimulating the entrepreneurship can be 
fruitful in the development of an economy.

Keywords: Construal level theory, entrepre-
neurship, entrepreneurial undertaking, tem-
poral distance

JEL classification: C12, C91, M10, M50
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CULTURAL DISTANCE AND ORGANIZATIONAL 
PERFORMANCE IN TRANSITION: POSSIBLE IMPLICATIONS 
OF THE GLOBE RESEARCH PROGRAM

Dušan Mojić, University of Belgrade, Faculty of Philosophy, Faculty of Economics,  
dmojic@ekof.bg.ac.rs

Abstract: Cultural distance and its influence 
on organizational performance has been one 
of the most interesting issues in intercultur-
al management and organization in the last 
decades. This topic has gained even increas-
ing significance in the process of transition of 
former socialist economic systems towards 
market economies. This transition has been 
also followed by substantial Foreign Direct 
Investments (FDI) in these economies in var-
ious forms – new enterprises, takeovers, ac-
quisitions and mergers. Cultural background 
of these processes is one of the most impor-
tant factors in the everlasting struggle for 
organizational effectiveness and efficiency in 
the increasing uncertainty of the contempo-
rary global market. Namely, there has been 
widespread belief that different and espe-
cially opposite cultural assumptions, norms 
and values can be an important threat and 
even an obstacle for the organizational per-
formance. In the Eastern Europe, FDI have 
predominantly originated from the home 
cultures and cultural clusters significantly 
different from the host cultures. 

Cultural distance is the main measure of 
the aforesaid cultural diversity accompany-
ing the FDI, including cultural difference of 

the FDI home and FDI host country, culture 
or cluster. As for the cultural distance, the 
most frequently addressed issue in that re-
spect has been the foreign-market selection 
and choice of entry mode. Nevertheless, the 
last decades (and particularly transition pro-
cesses in Eastern Europe) turned the focus of 
researchers and practitioners to the perfor-
mance of multinational (MNC) foreign sub-
sidiaries. Key theoretical and empirical find-
ings of the most influential contemporary 
intercultural study of organizations – “Glob-
al Leadership and Organizational Behavior 
Effectiveness” (GLOBE) have been used as a 
“benchmark” for cultural distance between 
home and host cultures and cultural clusters. 
Societal/national cultures in the GLOBE have 
been differentiated on nine cultural dimen-
sions. Based on scores on these dimensions, 
cultures have been classified into ten cultural 
clusters. Eastern Europe cluster emerged as 
a common cultural “pattern” of all transition 
countries and a basis for comparison with the 
MNC home cultures and cultural clusters.

Keywords: cultural distance, organizational 
performance, transition, GLOBE research 
program 
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ON IMPOSSIBILITY THEOREM TRADITION IN SCIENTIFIC HERITAGE

Branislav Boričić, University of Belgrade – Faculty of Economics, boricic@ekof.bg.ac.rs

Abstract: The class of universal scientific 
statements, of the form ‘for all x, A’, contains 
a subclass of particular interest: a set of the 
so-called impossibility theorems, having the 
general form ‘there is no x such that A’. On 
the basis of the established logical and meth-
odological criteria, we point at a sequence of 
extremely important ‘impossibility theorems’ 
through the history of mathematics, reaching 
to the present days, including the glorious re-
sults obtained by K. J. Arrow and A. K. Sen in 
field of social choice theory. We also consider 
some simpler logical interdependencies be-
tween the (non-)dictatorship condition (N)
D, the (non-)Pareto rule (N)P and the (non-)
liberalism axiom (N)L, and prove, for in-
stance, that each dictatorship is Paretian, D→ 

P, that each non–Paretian society is non–dic-
tatorial, NP→ ND, and, as a consequence of 
Sen’s ’impossibility of Paretian liberal’, that 
any liberalism is non–Paretian, L→ NP and 
that each Paretian society is non–liberal, P→ 
NL; from here we conclude immediately the 
trivial expectations that each liberal society 
is non–dictatorial, L→ ND, and that each dic-
tatorial society is non–liberal, D→ NL. Due 
to the simplicity of their proofs given on the 
level of an almost propositional language, 
these examples could have a particular di-
dactic value.

Keywords: (in)consistency; (im)possibility; 
(non)dictatorship; (non)liberalism; (non)Pa-
reto rule; social choice; preference logic.

JEL classification: D70, D71. AMS
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DYNAMIC PORTFOLIO CHOICE, INFORMATION 
ACQUISITION AND INVESTMENT HORIZON

Matthijs Breugem, Frankfurt School of Finance and Management, m.breugem@fs.de
Marija Djordjevic, University of Belgrade – Faculty of Economics,  
marija_djordjevic@ekof.bg.ac.rs

Abstract: We study the two-way dynamic re-
lationship between information and wealth. 
On the one hand, information translate into 
greater wealth. On the other hand, greater 
wealth means a greater information budget 
and a greater benefit of information. To do 
so, we consider the joint dynamics of infor-
mation acquisition and portfolio choice by a 
CRRA investor who can purchase informa-
tion about a risky asset. We develop a multi-

period partial equilibrium model in which an 
investor with constant relative risk aversion 
utility (CRRA) of consumption can invest in 
one riskless and one risky asset. The risky as-
set’s returns are assumed i.i.d. and the signal 
purchased in one period is correlated with 
that period return only. In that sense, infor-
mation is short-lived. We make this assump-
tion not only for tractability, but because it 
allows us to highlight the long term effects 
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of information in a set-up where it is short-
lived. The ability to purchase information 
creates persistence in returns. Indeed, in-
formation improves portfolio performance, 
which in turn increases the budget available 
for future information purchases as well as 
the benefit of such purchases. First, we show 
that the dynamic benefit of information im-
plies that the longer the investor’s horizon, 
the more information he purchases. It also 
implies that, controlling for the expected risk 
premium, the longer the investor’s horizon, 
the riskier his portfolio. Second, we charac-
terize the condition under which an inves-
tor with logarithmic utility follows a myopic 

policy for both information acquisition and 
portfolio investments, i.e. his information 
and portfolio choice are independent of his 
investment horizon. Third, we show that for 
a given investment horizon, in the absence of 
the bequest motive, the consumption share 
is constant across different wealth levels, but 
that it decreases with the investor’s horizon. 
Finally, we show that investors’ ability to pur-
chase information contributes to wealth dis-
tribution inequality.

Keywords: Information, Portfolio, Invest-
ment Horizon, Investments, Consumption

JEL classification: E21, G11, G14

APPLICATIONS OF DIFFERENCE EQUATIONS IN ECONOMICS. 
THE IMPORTANCE OF STUDYING DIFFERENCE EQUATIONS 
THROUGH THE MATHEMATICS COURSES FOR ECONOMICS

Jelena Stanojević, University of Belgrade – Faculty of Economics, jelenas@ekof.bg.ac.rs
Katarina Kukić, University of Belgrade, Faculty of Traffic and Transport Engineering, 
k.mijailovic@sf.bg.ac.rs

Abstract: In paper we present few basic eco-
nomics model based on the applications of 
dynamical systems described by difference 
equations. We underline the applications of 
difference equations in economics, since Fib-
onacci’s time to contemporary models. We 
start with short recall on Fibonacci’s contri-
bution to economics. After that we present 
basic facts on dynamical systems and contin-
ue with overview of supply-demand models 
and their stability analysis. We will present 
stability analysis for the simplest linear sup-
ply-demand model with naïve expectations, 
and after that also a little bit more compli-
cated stability analysis for model with adap-
tive expectations. At the end of this part we 
will shortly mention the application of the 

famous logistic equation in economics’ mod-
els. 

Motivated by the great applications of dif-
ference equations, we carried out a study in 
which we tested knowledge and willingness 
to learn about difference equations of eco-
nomics and engineering students. We were 
specially motivated by the following cooper-
ation of Faculty of Economics, University of 
Belgrade with London School of Economics 
and the fact that students there learn quite a 
lot about difference equations in their cours-
es Mathematics 1, Mathematics 2. Finally 
we prepared lecture with the basic concepts 
of difference equations and gave a lecture 
to group of volunteers freshman students of 
economics and measured the effects of that 
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lecture. As a conclusion, we propose that 
studying of basic concepts of difference equa-
tions and stability should be standard part of 
Mathematics’ courses for economics. 

Keywords: Difference equations, stability 
analysis, supply-demand model, mathemat-
ics education for economics
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STEPWISE BENCHMARKING MODELIN PUBLIC POLICY MODELLING

Mladen Stamenković, University of Belgrade – Faculty of Economics, mladen@ekof.bg.ac.rs
Marijana Petrović, University of Belgrade, Faculty of Transport and Transport Engineering, 
marijanatpetrovic@gmail.com
Nataša Bojković, University of Belgrade, Faculty of Transport and Transport Engineering, 
nbojkovic@yahoo.com

Abstract: The intention of this line of re-
search is to propose a way to create a model 
primarily focused on public policy bench-
marking. Stepwise benchmarking is a rel-
atively new branch of benchmarking that 
deals with finding an optimal improvement 
path for units/entities under consideration. 
In the core of the concept is a gradual im-
provement of these units, i.e. benchmarking 
partners, using a set of intermediate bench-
marks instead of fixation on the leading per-
former. In such way, the laggards are progres-
sively guided in their quest to reach the “best 
in class” performance. Due to operational ca-
pabilities to determine intermediate bench-
marks, Data Envelopment Analysis (DEA) is 
the method that has broken out to the fore-
front. An alternative operational procedure 
to perform stepwise benchmarking is relying 
on multiple criteria decision aiding methods. 
One such approach is a stepwise benchmark-
ing model based on ELECTRE multi-level 
outranking (ELECTRE MLO, Petrović et al., 
2014, Stamenković et al., 2016). The model is 
devised to enable wider scope of applications. 
Namely, as developed to measure efficiency, 
DEA requires input-output data typology. 
It also does not tolerate missing values and 

is infeasible in the case of theoretically pre-
defined ultimate targets. On the other hand, 
ELECTRE MLO does not suffer from these 
limitations and is able to consider a range of 
performance aspects. 

The overall idea in future development of 
the model is to enable the decision maker to 
assess the performance of the benchmarking 
units on a rational basis and in a flexible way. 
For this purpose, we have devised elicitation 
based scoring procedure as a data pre-pro-
cessing technique in ELECTRE based step-
wise benchmarking.

Stepwise benchmarking algorithm is ex-
panded with data pre-processing procedure 
based on the decision maker’s judgments 
about the performance levels. A new module 
in stepwise benchmarking model is devised, 
which translates the sequence of descriptive, 
non-numerical decision maker’s assertions 
into scoring parameters. The proposed pref-
erence elicitation procedure facilitates the 
adjustment of the performance differences 
of benchmarking units according to the de-
cision maker’s knowledge and experience. 
The important feature of the proposed pro-
cedure is that it allows proceeding with more 
scoring options, which can occur with some 
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performance indicators. Model is further 
considered in examining improvement paths 
for less successful benchmarking units. To il-
lustrate the model,European Union member 
states are benchmarked in the field of digital 
connectivity.

Keywords: stepwise benchmarking, public 
policy, preference elicitation, multiple cri-
teria decision aiding, ELECTRE multi-level 
outranking
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CONFIDENCE INTERVALS FOR THE REGRESSION COEFFICIENT

Ivana Ivković, University of Belgrade – Faculty of Economics, ivanaivkovic@ekof.bg.ac.rs
Vesna Rajić, University of Belgrade – Faculty of Economics, vesnac@ekof.bg.ac.rs

Abstract: Linear regression analysis is very 
important statistical technique which shows 
us how variation in the response variable is 
affected by changes in the explanatory var-
iable. The magnitude and direction of that 
relation are given by the regression coeffi-
cient−slope parameter. The existing method 
for the interval estimation of the regression 
coefficient is based on t-statistics. If assump-
tions are not fulfilled then this interval is not 
adequate. In this paper we examine confi-
dence intervals for the regression coefficient 
based on the t-statistics combined with the 
bootstrap method. When we use t-statistics 
it is possible to construct bootstrap-t inter-
val which is second−order accurate and has 
shorter interval lengths. Also, t-statistics can 
be modified in order to remove the effect of 
skewness and get the best coverage accuracy. 
For that purpose we find an Edgeworth ex-

pansion of the distribution of t-statistic to an 
order n−1/2. Based on that expansion we can 
suggest some new transformation method. 
After that, we study the coverage accuracy of 
bootstrap-t confidence intervals for the slope 
combined with some transformations. We 
discuss theoretical and practical characteris-
tics of the suggested techniques. We compare 
the coverage accuracy of all suggested inter-
vals and intervals based on existing methods 
for some distributions. We present various 
modeling applications, where the purpose 
of analysis is to determine linear regression 
model. Proposed methods for interval esti-
mation of the slope are implemented using 
programming language R.

Keywords: Bootstrap; Edgeworth expan-
sion; Confidence interval; Regression coeffi-
cient; Slope
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THE IMPACT OF DEMOGRAPHIC CHANGES ON THE 
SUSTAINABILITY OF THE LABOR FORCE IN SERBIA

Biljana Radivojević, University of Belgrade – Faculty of Economics, biljana@ekof.bg.ac.rs
Biljana Jovanović Gavrilović, University of Belgrade – Faculty of Economics,  
bgavrilo@ekof.bg.ac.rs

Abstract: The population of Serbia is char-
acterized by depopulation and demographic 
aging. The decline in population is the result 
of many years of negative natural population 
growth and emigration. Aging process in 
Serbia is very intense and it is caused by low 
levels of fertility and increasing life expectan-
cy. The aging of the population will continue 
in the future. The projection results show that 
the population of Serbia in mid-21st century 
will be demographically older than it is to-
day. Besides the direct demographic conse-
quences, an aging population leads to signifi-
cant economic and social consequences. The 
economic consequences are related to labor 
force, savings, investments and the negative 
impact on economic growth. Unfavorable 
circumstances in Serbia also include relative-
ly late start of reforms, which have not been 
fully implemented and thus have not given 
expected results in mitigating all the negative 
consequences of aging. In such circumstanc-
es, the question of sustainability of the labor 
force becomes primary. This concerns not 
only the size of the labor force, but also its 
age structure, and other characteristics.

The labor force in Serbia is showing a 
downward trend after 1981. The effects of de-
mographic aging on the labor force reduction 
are further enhanced by the fact that the nu-
merically large baby boom generations leave 
the labor force and it will continue in the 
next few years. It is anticipated (optimistic 
variant) that the workforce will be downsized 
by 21% by 2041 compared to 2011. Along 
with the decline in the number of economi-
cally active persons, the share of the younger 
generation in the workforce is reduced, while 

the share of the elderly increases. More than 
30% of the total workforce in Serbia is over 
50 years old.

The total rate of activity, as well as activ-
ity rates by age groups are lower in Serbia 
than in the EU countries. They are especial-
ly lower among young and older workers, 
with low expectations that the significant 
increase will happen in the next few years. 
An increase in the rates of activity for the 
age group over 50 and 55 years old can alle-
viate the downward trend of the labor force. 
Their more significant economic engagement 
would help to overcome the negative effects 
of demographic aging on the labor market. 
Ensuring appropriate working conditions for 
older workers, an increase in part-time jobs, 
flexible working hours, training opportuni-
ties the same as those for younger workers, 
adaptation of the workplace to the needs of 
the elderly are some of the ways to increase 
their participation in the labor force.

Although the achieved level of education 
of the population is important for entry into 
the labor force, with the development of the 
economy, education is even more important 
for staying in the labor force. In the circum-
stances of an aging population, the amount 
of expenditure on education is moving from 
the ever smaller generations entering the 
work force, to the growing need to provide a 
better quality of the workforce and to intro-
duce new forms of education throughout the 
period of the economic activities of people. 
At the same time, the fourth industrial revo-
lution which is on the way, will generate new 
job categories and professions, which will 
require appropriate adjustment of education 
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systems in countries around the world, in-
cluding Serbia. According to some estimates, 
65% of children who start school today will 
work in jobs that do not exist yet. In order to 
meet the challenges of the fourth industrial 
revolution, the education system should pro-

vide flexible (liquid) skills, which will allow 
adjustments to the changing circumstances 
on the labor market. 

Keywords: demographic aging, labor force, 
labor market, Serbia
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YOUTH SURVIVAL ON THE LABOUR MARKET: COMPARATIVE 
EVIDENCE FROM THREE WESTERN BALKAN ECONOMIES

Nikica Mojsoska Blazevski, University American College Skopje, nikica@uacs.edu.mk
Marjan Petreski, University American College Skopje, marjan.petreski@uacs.edu.mk
Marjan Bojadziev, University American College Skopje, provost@uacs.edu.mk

Abstract: The three countries that are sub-
ject to this study (Macedonia, Montenegro 
and Serbia) are characterized by malfunc-
tioning labour markets, with persistently 
high unemployment and low job creation. 
Youth face disadvantaged position in the 
labour market, both relative to the over-
all population and to their EU peers. Their 
unemployment rates are more than double 
of the adults; their activity and employment 
are very low; about two thirds of youth face 
long-term unemployment; and their transi-
tions from school to work last for about two 
years.The high youth unemployment and 
long school to work transitions present large 
costs both to the society and individuals.

In this regard, the aim of this study is to 
examine whether the prevalent and fairly 
long unemployment spell of young Mace-
donians, Serbians and Montenegrins early 
in their career has negative effects on their 
subsequent labour market performance, the 
so-called employment scarring. In particular, 
we opt to examine if employment scarring 
exists and, if so, whether it follows similar 
patterns across the three countries. We first 
model unemployment spell as a function 

of individual and household characteristics 
and work attitudes and preferences, using a 
discrete-time duration method. Then, we es-
timate the survival probabilities to examine 
the potential existence and magnitude of the 
employment scarring. The newly-gathered 
School to Work Transition Surveys (SWTS) 
2014-2015 of the ILO are used. 

Results suggest that there are common 
factors that affect the speed of exiting youth 
unemployment in the three countries: expe-
rience, education, financial condition of the 
household, work while studying and the res-
ervation wage. Survival probabilities provide 
evidence of the presence of employment scar 
in all three countries. No matter the scarring 
intensity, the comparison of the scarring 
patterns among the three countries suggests 
they are potentially different. Scars are found 
the largest in Serbia, for all durations of un-
employment spell, which may be attributed 
to the worse position of youth relative to the 
prime-age workers in Serbia than compared 
to Macedonia and Montenegro, as well to the 
lags Serbia experiences in privatization and 
structural reforms. Scars are found larger in 
Macedonia than compared to Montenegro, 
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which can be explained by the worse labour 
market developments in Macedonia relative 
to Montenegro over the entire transition pe-
riod. The large internship program in Monte-
negro, as well the more robust development 
of the Montenegrin economy likely explain 

the weakest scars there, among the three 
countries.

Keywords: employment scar; high unem-
ployment; transition economies
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INACTİVE YOUTH İN TURKEY: GENDER AND REGİONAL GAPS

Alper Duman, İzmir University of Economics, Turkey, alper.duman@izmirekonomi.edu.tr

Abstract: A significant group of youth sus-
ceptible for social exclusion is the group of 
young people who are neither in employ-
ment, education or training (NEET). Turkey 
has the highest average NEET rate in both 
OECD and European countries. This study 
aims to uncover the gender and regional gaps 
in Turkey in terms of NEET rates.

This study uses micro level data (House-
hold Labor Force Survey, 2010) to study the 
NEETs in regards to gender and regional 
characteristics. Econometric analysis is used 
to evaluate the determinants of NEETs.

The main expected findings of the study 
are as follows: First, NEETs rate for women 
are considerably higher than men among 

youth in Turkey. Second, the NEETs rate 
across regions vary significantly (from 10 % 
to 54 %); the southeastern regions experi-
encing the highest NEETs rates. Third, indi-
viduals living in urban areas and with lower 
household sizes are less likely to be NEET. 
Fourth, NEET youths tend to live in house-
holds with lower household income than 
their non-NEET counterparts. These find-
ings can shed light on the potential econom-
ic policies to deal with the inactive youth in 
Turkey.

Keywords: NEET, Youth Unemployment, 
Turkey
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THE EFFECT OF EMPLOYMENT PROTECTION LEGISLATION (EPL) 
ON MARKETS WITH DIFFERENT LEVEL OF COMPETITION

Dejan Trifunović, University of Belgrade – Faculty of Economics, dejan@ekof.bg.ac.rs
Maja Jandrić, University of Belgrade – Faculty of Economics, maja@ekof.bg.ac.rs

Abstract: It is widely recognized that em-
ployment protection legislation has impor-
tant effects on firms’ hiring and firing de-
cisions. However, relatively little is known 

about differentiated impact of employment 
protection legislation on employment level 
and welfare, depending on the market struc-
ture.
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In order to determine the effects of EPL 
in markets with different level of competition 
we employ simple model with linear demand 
function, based on Cournot’s model with N 
firms in the economy. We assume, as in oth-
er relevant models in the literature, that EPL 
imposes infinite cost to employer, so that a 
firm cannot adjust labour due to infinitely 
high firing costs. As expected, a firm employs 
less labour in booms with EPL than without 
EPL and more labour in recessions with EPL 
than without EPL.In the extreme case with 
infinite firing costs imposed by EPL there is 
no variability in employment between two 
states of nature. However, the level of expect-
ed total employment in two regimes (with 
and without EPL) is the same.

Results of the model imply than in the 
economy with no EPL variability in the level 
of employment during cyclical movements 
for individual firm decreases with more 
firms in the market, while the variability of 
total employment increases as the industry 
becomes more competitive. This has impor-
tant empirical and policy implications: EPL 
has larger impact on total employment varia-
bility in less concentrated industries. 

It is also shown that EPLcan reduce welfare 
since firms are unable to adjust optimally the 
amount of labour, which reduces their profit, 

as well as consumer’s surplus. The larger the 
cyclical fluctuations, the larger the cost for 
firms from EPL. Total loss of profit decreases 
with N, while the loss of consumer’s surplus is 
increasing in N. The net effect is such that in-
creasing loss of consumer surplus dominates 
decreasing loss of profit with higher N, and 
the loss of welfare increases with the number 
of firms in the market. However, by reduc-
ing unemployment fluctuations, EPL reduces 
unemployment benefits for workers whose 
jobs are affected by recessions. EPL is welfare 
improving if unemployment benefit is larger 
than the threshold value which is decreasing 
in N.This means thatEPL is more likely to in-
crease welfare in more competitive markets. 
Extension of the model to the Cobb-Douglas 
production function shows that in more cap-
ital-intensive economy employment is less 
variable in cyclical fluctuations, so there are 
less benefits that EPL brings with regard to 
moderation of employment variability. We 
also show some examples of employment 
changes in the period characterized by the 
change of EPL in Serbia in industries with 
different market concentration.

Keywords: labour market, employment pro-
tection legislation, market structure
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ARE THE UNEMPLOYED AND INACTIVE FINANCIALLY TRAPPED:  
EVIDENCE FROM SERBIA

Aleksandra Anić, University of Belgrade – Faculty of Economics,  
aleksandraanic@ekof.bg.ac.rs
Gorana Krstić, University of Belgrade – Faculty of Economics, Serbia, gkrstic@ekof.bg.ac.rs

Abstract: The aim of this paper is to ex-
plore if the unemployed and inactive work-
able individuals in Serbia have incentives to 

work or to live on the safety net. Following 
the OECD methodology, we calculate the net 
replacement rate, defined as the ratio of net 
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income out of work and net income in work. 
We use 2014 Survey of Income and Liv-
ing Conditions micro data to calculate and 
analyze the net replacement rate. People are 
“trapped” if net income out of work exceeds 
(or is close to) net income in work. Since 
wages for the unemployed and inactive are 
not observed, following the methodology by 
Bourguignon et al. (2007), we estimate their 
wages, taking into account selection effects. 
Our results suggest that neither unemployed 
nor inactive are financially trapped, since the 
net replacement rate amounted to 51.9% for 
the unemployed and 55.8% for the inactive, 
on average. Those receiving monetary social 
assistance and/or child allowance (two main 
cash benefit programs to help poor families) 
do have incentives to work as the average 
net replacement rate for this sub-sample is 
52.0%. Receiving unemployment benefits in-
creases the value of net replacement rate to 
73.6%, but again we conclude that the unem-
ployment benefit recipients are not trapped. 
We analyzed net replacement rate by differ-

ent household types. Although single parent 
families are often argued to have lower incen-
tives to seek employment, especially if being 
monetary social assistance and child allow-
ance beneficiaries, their net replacement is 
below the average value. Finally, our analysis 
of the net replacement rate by different indi-
vidual and households’ characteristics indi-
cate that the benefit system in Serbia is not 
distimulative for work. 

Literature review for developed countries 
suggests that there is significant mismatch 
between empirical and simulated results, 
since restrictive assumptions made by the 
tax-benefit simulation model is often violated 
according to the survey data. Therefore, our 
contribution belongs to the empirical strand 
of literature, since this is the first research of 
this kind for one Western Balkan country.

Keywords: net replacement rate, work in-
centives, unemployment trap, inactivity trap, 
Serbia
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SPECIFICS OF INSURANCE PRODUCT PRICE FORMATION

Jelena Kočović, University of Belgrade – Faculty of Economics, kocovic@ekof.bg.ac.rs
Tatjana Rakonjac Antić, University of Belgrade – Faculty of Economics,  
rakonjacantic@ekof.bg.ac.rs
Marija Koprivica, University of Belgrade – Faculty of Economics, marijajovovic@ekof.bg.ac.rs

Abstract: The value of insurance product is 
specific in that it includes tangible and intan-
gible components. For a certain amount, i.e. 
insurance premium, a policyholder buys a 
promise from an insurer that, if the insured 
event occurs, he will be compensated. Based 
on the utility theory, insurance product tan-
gible value is measured by the total effect on 
the policyholder’s income. On the one hand, 
through the premium paid, which reduces 
income and, on the other hand, through the 
indemnification in the event of an adverse 
event, which increases income, thus achiev-
ing a balance on the insured property, that 
is maintenance of its value. Members of one 
homogeneous risk class pay the same in-
surance premium while, because of the risk 
dispersion, indemnification will be paid to 
only a small number of those affected by the 
adverse event. On the basis of risk leveling, 
actually affected policyholders are com-
pensated by all members of the risk group. 
Therefore, the tangible part of the insurance 
product value is based on the probability the-
ory and the law of large numbers. Determi-
nation of intangible value of insurance prod-
uct is particularly complicated. It is difficult 
to determine the value of mental tranquility 
of the policyholder due to the purchase of 
insurance products in the form of cognition 
that he will be compensated if economically 
harmful event happens. 

The key element determining the insur-
ance product value is the expected amount 

of claims. In addition, operating expenses 
and allowance for profit also participate in 
the insurance price structure. Evaluation of 
insurance product is unique in that a major 
part of expenses, consisting of policyholders’ 
claims, is not knownat a time when the pre-
mium, as a cash equivalent of product’s val-
ue, is determined. The premium at the time 
of insurance contract conclusion is based on 
the projection of claims that will occur in the 
future, which, even if it is statistically correct, 
may not be adequate in the event of chang-
es in circumstances in relation to the initial 
actuarial assumptions and previous experi-
ence. The uncertainty in predicting claims, 
which should be covered by the insurance 
premium, is conditioned by many factors 
(inaccurate forecasts, changes in regulations 
or random variations). The financial posi-
tion of the insurer and its solvency depend 
on the amount of insurance premiums. The 
most significant risks affecting the insurance 
premium adequacy are the risk of incorrect 
data and models and the risk of catastroph-
ic events. The specifics of insurance product 
price formation, with particular emphasis on 
the risks threatening premium adequacy and 
on the possible ways of managing them will 
be considered in the paper.

Keywords: insurance product, insurance 
premium, tangible value, intangible value, 
risk
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MARKET RISK MANAGEMENT IN A POST-
BASEL II REGULATORY ENVIRONMENT

Branko Urošević, University of Belgrade – Faculty of Economics, urosevic@ekof.bg.ac.rs 

Abstract: We propose a novel method of 
Mean-Capital Requirements portfolio op-
timization for market risk and examine im-
plications of additional, stress component 
for the capital requirements in four market 
stressscenarios. The optimization is per-
formed using parallel framework for opti-
mization based on Nondominated Sorting 
Genetic Algorithm II. Our optimization with 
Basel 2.5 formula in the objective function 
produces superior results compared to old 
(Basel II) formula in scenarios where current 

correlations of asset returns differ considera-
bly from correlations under the market stress 
scenarios. The improvements are achieved at 
the expense of reduced cardinality of Pare-
to-optimal portfolios. The reduced cardinal-
ity (and thus portfolio diversification) in pe-
riods of relatively low market volatility may 
have unintended consequences for banks’ 
risk exposure. 
Keywords: Finance, Market Risk, Basel 2.5, 
GARCH, NSGA-II

JEL Classification: G21

BANKING UNION AS SHOCK ABSORBER – MYTH OR POSSIBILITY?

Ivana Ribać, Università Cattolica del Sacro Cuore, ivanaribac@gmail.com

Abstract: The past few years brought severe 
imbalances and weaknesses in the euro are 
architecture. European policy makers real-
ized that EU had yet to develop thus the next 
steps toward resilient European Union have 
been taken. The integrations up to now are 
proceeding in the right direction. European 
policy makers have answered with more in-
tegration and more solidarity. The first two 
pillars are already in place and the third one 
has being brought to the end. The advantag-
es of having the European banking are seen 
through first of all, efficient dealing with the 
crisis and later as shock absorber. During 
the 2008 financial crisis the US countries 
experienced severe shocks when the hous-
ing bobble burst; systemically affecting the 
banking environment, but they manage to 
recover quickly. Contrary, the conditions in 

EU countries were aggravated. The global 
shocks became the regional threatening the 
existence of euro area in general. Comparing 
these two economies breed the idea about 
banking union as shock absorber. Some of 
the proponents support the idea that fast and 
handle recovery of the US economy should 
be thankful to the existence of the banking 
union before the global financial crisis. We 
try to support this idea by developing the 
better benchmark for the euro area countries 
using the synthetic control method. This 
method gives us opportunity to create the 
artificial euro zone before the crisis using the 
real data of US, and measure the differences 
in the paths of the real GDP of the EU coun-
tries if the banking union would be complet-
ed before the 2008 financial crisis. The proce-
dure to construct the synthetic control units 
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is based on a convex combination of com-
parison units that approximates the char-
acteristics of the unit that is exposed to in-
tervention. We use the real data of the states 
of America as these countries belong to the 
completed banking union thus the charac-
teristics of these countries should mimic the 
euro zone countries before the crisis period 
and later when the crisis hit the differences 
in the GDP output among the artificial euro 
zone and the real data for European union 
countries. Comparing to the simple compar-

ison methods the synth model provides us 
with the better benchmark by combining the 
characteristics of more than one country that 
in the best way resemble the characteristics 
of the euro area country. Our results support 
the idea toward completed banking union as 
shock absorber.

Keywords: global financial crisis, case study, 
ECB policy, supervision, SSM, sovereign cri-
sis, European banking union, synthetic con-
trol method
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WHAT SLICE OF THE PIE? THE CORPORATE BOND 
MARKET BOOM IN EMERGING ECONOMIES

Diana Ayala, International Monetary Fund, dayalapena@imf.org
Milan Nedeljkovic, National Bank of Serbia, milan.nedeljkovic@nbs.rs; FEFA; CESifo
Christian Soborowski, International Monetary Fund, csaborowski@imf.org

Abstract: This paper studies the determi-
nants of shifts in debt composition among 
emerging market (EM)non-financial cor-
porates. We show that the determinants of 
bond market access in EMs varywith global 
cyclical conditions and across local and for-
eign currency markets. We find that therole 
for institutions and macro fundamentals in 
creating an enabling environment for mar-
ketsincreased during the post-crisis period 
for local currency markets. Foreign bank 
linkagesadditionally explain why local cur-
rency bond markets increasingly substituted 
for banks inchanneling liquidity to EMs. In 

the case of foreign currency markets, in turn, 
global cyclicalfactors accounted for most 
of the variation. Furthermore, a country’s 
relative sensitivity to globalfactors appears 
to vary with the size of its foreign currency 
bond market rather than localfundamentals. 
Our results highlight the risk of capital flow 
reversal in those EMs that benefitedfrom the 
upturn in the global financial cycle mostly 
due to the relative size of their bond markets-
rather than strong fundamentals.

Keywords: Bond markets; Capital flows; 
Emerging Markets

JEL classification: F30; G15; G20; G30
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MY SHIPS COME HOME A MONTH BEFORE THE DAY:  
VENETIAN PUBLIC DEBT SERVICING AND 
PRECIOUS METALS FROM THE BALKANS

Miloš Božović, University of Belgrade – Faculty of Economics, milosbozovic@ekof.bg.ac.rs

Abstract: Was monetary base crucial for ear-
ly sovereign debt sustainability? This paper 
analyses whether Venetian public debt ser-
vicing costs in the late medieval period were 
driven by the availability of gold and silver. 
We use an error correction model to describe 
changes inyields on perpetual bonds issued 
by the Venetian state. We document that the 
ability of the Venetian Republic to service its 
sovereign borrowing can be partially attrib-
uted to supply of precious metals. In particu-
lar, we show that the large increase in debt 

servicing costs during the 15th century can 
be associated with an abrupt halt in supply 
of gold and silver from mines in Serbia and 
Bosnia – mostly a consequence of the Otto-
man western expansion. We control for other 
explanatory factors, such as mean reversion 
of nominal yield, real GDP growth and mili-
tary conflicts.

Keywords: Venetian prestiti; sovereign debt; 
monetary base; precious metals; late medie-
val mines
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SHADOW BANKING IMPACT ON FINANCIAL STABILITY

Irena Janković, University of Belgrade – Faculty of Economics, irenaj@ekof.bg.ac.rs
Svetlana Popović, University of Belgrade – Faculty of Economics, ceca@ekof.bg.ac.rs
Velimir Lukić, University of Belgrade – Faculty of Economics, velimir@ekof.bg.ac.rs

Abstract: Shadow banking system covers 
non-bank financial intermediaries that are 
involved in the process of maturity, liquidity 
and credit transformation. While tradition-
al bank organize some of these transactions 
through the depository-loan activities, non-
bank institutions borrow money in the mon-
ey market and invest it in longer-term instru-
ments. While doing so they are not covered 
by traditional banking regulation, deposit 
insurance schemes, neither Central bank li-
quidity support in times of rising uncertain-
ty and market distress. This system includes 
different types of securitization vehicles, 
asset-backed commercial paper conduits, 
money market funds’ activities, markets for 
repurchase agreements, specific investment 

banks’ activities, hedge funds and mortgage 
companies. The system is basically based on 
highly leveraged and risky nonbank financial 
intermediaries’ activities. Still their liabilities 
are often perceived as of similar rating and 
liquidity as commercial banks’ deposits. The 
shadow banking system is assumed to be one 
of the main causes of the latest global finan-
cial crises. This paper has the intention to 
focus on main characteristics, participants, 
activities and associated risks and regulatory 
issues of the shadow banking system.

Keywords: shadow banking, maturity trans-
formation, credit risk transfer, securitization, 
leverage, regulation.
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BAD BANK: THE CASE OF SLOVENIA

Dušan Jovanovič, University of Maribor, Faculty of Economics and Business, Department of 
business law, dusan.jovanovic@um.si
Sabina Taskar Beloglavec, University of Maribor, Faculty of Economics and Business, 
Department of finance, sabina.beloglavec@um.si

* The original expression is Družbazaupravljanjeterjatev bank, abbreviation DUTB.

Abstract: Slovenia was no exception regard-
ing the global 2008 financial crises and its 
implications on national economies, public 
finance and financial sector. Slovenian bank-
ing system was subjected to second major re-
structuring process since independence. The 
mode of establishing soundness of banking 
system via implementing bad bank, as also 
implemented in many other European coun-
tries, was chosen in Slovenian case. 

The process started with supervised liq-
uidation of two banks, Factor Banka and 
Probanka, while four state owned banks, 
NLB, Nova KBM, ABanka and Banka Celje 
were recapitalised using state aid and their 
non-performing assets were transferred to 
the Slovenian bad bank Slovenia Bank Asset 
Management Company (BMAC)*. The re-
search question of our article reads as, how 
the implementation of BMAC influenced 
banking system performance and in which 
mode it operates? Among other strategic 
goals its aim is also adding value for the Re-
public of Slovenia and its taxpayers by re-
structuring and selling the non-performing 
bank assets.To bring the possible positive 
impact of BMAC implementation in focus, 
the article deals with two main hypotheses, 

first being that Slovenian banking system 
performance has improved since the estab-
lishment of BMAC by mere transfer of their 
non-performing assets and secondly, BMAC 
with one-tier management pursues mainly 
the goal of business operability.

The article starts with Slovenian banking 
system introduction and outlinesBMAC, le-
gal frame and its modus operandi. BMAC 
was established with ZUKSB, Act Regulat-
ing Measures of the Republic of Slovenia to 
Strengthen the Stability of Banks, in March 
2013. Under this act the legal transfer was 
carried out with the signing of an agreement 
to transfer assets and the payment for those 
assets with BMAC bonds. We also address 
Slovenian experience in this field so far and 
try to bring forward bad and good sides of 
the banking system restructuring process. 
We continue with selection and description 
of data on performance of Slovenian bank-
ing system and its analysis. In conclusion we 
address selected hypotheses and confirm or/
and reject them. We also lay out the possible 
future research propositions.

Keywords: Slovenia, bad bank,BMAG, bank-
ing system, performance ratios, legislation
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THE POSSIBILITY OF FURTHER DEVELOPMENT OF FINANCIAL 
DERIVATIVES MARKET IN THE REPUBLIC OF SERBIA

Marija Radulovic, PhD student, University of Kragujevac, Faculty of Economy, 
marijaradulovicvb@gmail.com

Abstract: Financial derivatives are an im-
portant instrument of economic policy of 
developed countries used by all market par-
ticipants (central banks, banks, companies, 
etc.). In countries in transition, such as the 
Republic of Serbia financial derivatives mar-
kets are less developed. The aim of this paper 
is to determine the extent to which financial 
derivatives market in Republic of Serbia is 
developed, how much harmonization of in-
stitutional frameworks with international 
financial regulations contributed to its devel-
opment, and which are further opportunities 
for development of this market. The impor-
tance of the development of financial deriv-
atives markets is reflected in the fact that it 
shows the level of development of a coun-
try and its economy. Given the fact that the 
market of financial derivatives in Republic of 
Serbia exists only in the definition of the Law 
on securities market and other instruments, 
it can be concluded that the market is almost 
non-existent in the Republic of Serbia, which 
is typical for countries in transition. Trading 
in these financial instruments still is not de-
fined by law. Therefore, further development 
of the financial derivatives market in the Re-
public of Serbia should primarily be towards 
the development of an adequate legal and 
institutional framework of the same, to lat-

er be able to set proper frameworks for trade 
of these financial instruments. Despite this, 
financial derivatives are traded on the finan-
cial market of the Republic of Serbia through 
banks. About half of the banks that operates 
in the Serbian market, mainly foreign banks, 
offer some kind of business with financial 
derivatives. The most common derivative is 
a currency forward with a share of 89.5%. In 
addition to currency forward contracts in the 
Republic of Serbia for hedging are used swaps 
(primarily interest rate swaps). One of the 
main characteristics of financial derivatives is 
protecting investors from financial risk, so it 
is necessary to further educate managers and 
employees who work with financial deriva-
tives about possibilities of these instruments 
in order to create adequate conditions for the 
functioning and development of this market. 
Therefore, this will enable more foreign di-
rect investments which will be fostered with 
the development of high-quality instruments 
to protect the investors. Based on the forego-
ing and the facts collected, the paper shows 
the current state of financial derivatives mar-
kets and prospects for its further develop-
ment in the Republic of Serbia.

Keywords: financial derivatives, currency 
forward, swap, financial market
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FINANCIAL NETWORKS ANALYSIS AND BANKING 
SYSTEMS OF THE WESTERN BALKAN COUNTRIES

Dražen Cvijanović, PhD Student, University of Belgrade – Faculty of Economics, 
d.cvijanovic@teol.net

Abstract: There are several tools for analyz-
ing the structure of financial networks used 
in this paper. Some of them are based on de-
scriptive statistics of network nodes, descrip-
tive statistics of network arcs or descriptive 
statistics of the whole network. On the other 
hand, most of the tools measure centrality or 
connectivity of the network. The most com-
mon tools are descriptive statistics of net-
work nodes, arcs or the whole network, the 
network’s size, the network’s order, the clus-
tering coefficient, the node’s degree, the aver-
age shortest path, the Herfindahl-Hirschman 
index etc. In addition to this, the graphical 
presentation of financial networks is useful 
to analyze a financial network structure.

The main data source used in this paper 
to analyze the structure of the pan-European 
financial network is the Consolidated Statis-
tic of the Bank for International Settlements 
(BIS). This data source supplies us with the 
foreign, international and local claims from 
the BIS reporting countries to the other 
countries. Apart of this, in this paper other 
data sources as IMF, WB, the central banks 
of European countries etc. were used. The 
nodes and arcs are represented by the amount 
of funds (foreign claims, foreign claims/GDP 
etc.). The main point of analysis in this paper 
is the place of the banking systems of West-
ern Balkan countries in the structure of the 
pan-European financial network in the peri-
od of 2007-2013.

The most important feature of the pan-Eu-
ropean financial network is the presence of a 
small number of common regional lenders, 
which are the most important nodes of the 
network. Those are the banking systems of 
Austria, Italy and Greece. The banking sys-

tems of six Western Balkan countries are 
highly exposed to deleveraging risk in the 
banking systems of European developed 
countries, especially in the banking systems 
of Austria, Italy and Greece. There is the dan-
ger of inversed direction of amplification of 
the financial contagion from the Western 
Balkan countries to the banking systems of 
common lenders countries, because the in-
ternational expansion of the banking systems 
of these countries is mostly based on the CE-
SEE region and is not enough geographically 
diversified. 

In this paper the structure of the part of 
the pan-European financial network which 
belongs to the banking systems of Western 
Balkan countries was analyzed, using the 
above mentioned methodological tools. The 
main finding is that the banking systems of 
the Western Balkan countries are highly con-
centrated on a small number of nodes and 
arcs on the side of sources of funds. The ana-
lyzed financial network is highly concentrat-
ed and has a low level of connectivity. Finally, 
in this paper was analyzed a place of largest 
European banking groups in the pan-Euro-
pean financial networks. The analysis has 
showed that just a few banking groups from 
a few countries take the main place in every 
of six Western Balkan countries. The most 
banking groups, that have affiliations in the 
region, have not enough geographically di-
versified claims and are mainly oriented to 
the CEESEE region or some of countries in 
this region. 

Keywords: financial networks, deleveraging 
risk, network structure
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ANALYSIS OF THE PUBLIC-PRIVATE PARTNERSHIP 
MARKET IN THE WESTERN BALKAN REGION: 
LESSONS LEARNED AND PERSPECTIVES

Sladjana Sredojevic, Institute of Economic Sciences, Belgrade; Association of Serbian 
Banks, sladjana.sredojevic@gmail.com

Abstract: Due to the significant empirical 
contributions of the Public Private Part-
nership (PPP) concept in the infrastructure 
development in many countries, this topic 
has significant impact in the domain of both 
practice and academic research. The focus of 
this paper and research is PPP concept in the 
infrastructure financing in the selected coun-
tries of the Western Balkan Region, starting 
from institutional and legal framework, 
through analysis of the current PPP market 
to some open issues of the implementation 
on the project level. By exploring the deter-
minants of the PPP market maturity, paper 
examines the extent which each country 
and the region achieved related to standards 
needed (benchmark) for the successful PPP 
implementation as well as the opportunities 
offered by the PPP concept implementation. 
The aim is to provide the information which 
could be the base for authorities, policy mak-
ers, researchers and potential investors in 
their decision making processes on the infra-
structure financing in the Western Balkans. 

First level of the analysis is focused on 
understanding PPP in the Western Balkan 
as a region with countries which economic 
policies are shifting to market based econo-
my from an earlier centrally planned system 
and this understanding can be considered as 
rather complex. Analysis of the legal and in-
stitutional settings in the region will address 
if successful PPP projects are rather result 
of an ad-hoc initiative and IFIs involvement 
or of the systematic, policy and proactive 
approach. Analysis is carried out as a Desk 
Review, using also the review of library and 
online literature, databases, reports, docu-
mentation and interviews.

Second level of the analysis is empirical 
analysis of determinants of PPP performance 
- overview of PPP market maturity region-
ally and by individual countries. Analysis 
examines the extent which each individual 
country – and the whole region – achieved 
related to benchmark standards needed for 
the successful PPP implementation (using 
EU average as a benchmark). The methodol-
ogy that will be used here refers to creation 
of the model of the PPP market maturity, 
which comprises selected indicators (charac-
teristics) of any PPP market - macro-deter-
minants with significant impact on PPP, such 
as existence of PPP legislation, PPP units, EU 
integration status of the country, which are 
measured in the context of their compliance 
with an EU average. 

Third level of the analysis is focused on 
projects that have reached financial close, as 
well as planned PPP projects by sectors and 
by country in the region. PPPs observed are 
covering the period of 1998 to 2016, due to 
the availability of data sources. Methodolo-
gy used is desk research and field research; 
data are collected through series of region-
al workshops and conferences realized over 
last five years. Therefore, the analysis in this 
section will bring some practical recommen-
dations aimed to support further better PPP 
implementation predominantly on the lev-
el of the project, such as relevance of good 
preparation of the PPP project proposal and 
private partner selection process (public pro-
curement).

Keywords: Public-Private Partnership, Eco-
nomic Policy, Infrastructure, Western Bal-
kan, projects.
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MONEY MARKETS AND BORROWER TRANSPARENCY: EVIDENCE 
FROM DODD-FRANK ACT STRESS TESTING POLICY*

Una Savic, London School of Economics and Political Science, una_savic@yahoo.com

* Presented at the Conference within the session “Rising Stars”

Abstract: This paper investigates the effect 
of increase in borrower transparency on 
different groups of investors in the money 
markets, focusing on differences between In-
stitutional and Retail money market fund in-
vestors. Having defined transparency as the 
amount of public information available, I use 
the introduction of Dodd-Frank Act Stress 
Testing policy as a source of heterogeneity 
in available information on issuers. First, I 
show that differences between Institution-
al and Retail investors determine different 
fund lending decisions, conditional on bor-
rower transparency. Namely, Retail investors 
withdraw from funds with high exposure 
to Non-transparent issuers, thus generating 
incentives for Retail funds to reduce lend-
ing to Non-transparent issuers. Institution-

al investors do not exhibit such behaviour, 
and consequently Institutional funds do not 
differently change their lending conditional 
on borrower transparency. Further, I show 
that Institutional funds lend to lower yield 
Non-transparent borrowers implying that 
they lend to lower risk, higher quality bor-
rowers. These results support the hypothesis 
on better privately informed Institutional rel-
ative to Retail investors with Retail benefiting 
more from increased public disclosure as it 
reduces adverse selection they were previ-
ously exposed to.

Keywords: Financial Intermediation, Banks, 
Money market funds, Investment decisions, 
Asymmetric Information
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ЕFFICIENCY OF THEREFUND SYSTEM OF NITROGEN 
OXIDESEMISSIONS CHARGE IN THE KINGDOM OF SWEDEN

Jadranka Đurović-Todorović, University of Niš, Faculty of Economics,  
jadranka.djurovic@eknfak.ni.ac.rs
Marina Đorđević, University of Niš, Faculty of Economics, marina.djordjevic@eknfak.ni.ac.rs
Miloš Stojanović, University of Niš, Faculty of Economics, milos.s87@hotmail.com

Abstract: The need for a serious approach to 
environmental issues has led to the increas-
ing use of fiscal instruments in solving these 
problems.One of the major environmental 
problems facing Sweden are acid rain.With 
the aim of solving this problemin the Swed-
ish tax system nitrogen oxides charge was in-
troduced in 1992 with the aim to influence 
the reduction of NOx emission, which in 
addition to emissions of sulfur dioxide is the 
main cause of acid rain.Taxpayers of these 
charge are large stationary sources which 
emit this harmful gas in the air.Applying of 
this parafiscal instrument in combating with 
the reduction of NOx in Sweden proved to 
be extremely efficient. Key components of 
the success of this mechanism are a precision 
measurement of the emission by appropriate 
measuring devices and the system of refunds 
of funds spent for these purposes from the 
budget of Sweden.Of the total amount of 
collected revenue through this charge, only 
about 0.7% is used to cover administrative 
costs of the Swedish Environmental Protec-
tionAgency, under whose jurisdiction is this 
charge, while the remaining part of collect-
ed revenueis used through a refund system.
System of refunds is designed in a way that 
the revenue collected from this charge is re-
turned to taxpayers, so polluters that have 
lower emissions receive higher amounts than 

they paid, which encourages all taxpayers of 
this charge to invest in equipment and tech-
nology which less pollute the environment in 
order to reduce their obligations in the future.
The implementation of this system in Swe-
den has led to the fact that despite the growth 
of the energy produced in the involved plants 
for more than 90% in the period from 1992 
to 2012, the total level of NOx emissions by 
a given plantswaslower in 2012 compared to 
1992. Indicators of nitrogen oxide emissions 
at the plants covered by this system indi-
cate a high level of success of of this charge, 
particularly in terms of NOx emissions per 
unit of energy produced.In order to indicate 
the effectiveness of such charge in the paper 
weuse a linear trend, by which is calculated 
that the emission of NOx in kg/MWh in giv-
en plants was reduced per annum on average 
of 2.52% in the period from 1994 to 2013. 
Also, by trendline extrapolation is found 
that continuation of implementation of such 
designed charge by SEPA could lead to the 
level of emissions in 2020 of 0.134 kg NOx/
MWh, which is 53.47 percentage less than 
the emissions in 1994, when considered in-
cluded plants.

Keywords: Nitrogen oxides, charge, refund 
system, Environmental ProtectionAgency, 
technology.
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AWARENESS OF ENVIRONMENTAL ACCOUNTING: 
CASE STUDY OF SLOVENIA

Lidija Hauptman, University of Maribor, Faculty of Economics and Business,  
lidija.hauptman@um.si
Andreja Lutar Skerbinjek, University of Maribor, Faculty of Economics and Business, 
andreja.lutar@um.si
Matjaž Denac, University of Maribor, Faculty of Economics and Business,  
matjaz.denac@um.si

Abstract: Environmental information as 
output of environmental accounting be-
comes more and more important. Several 
limitations of conventional management 
accounting systems and practices can make 
it difficult to effectively collect and evaluate 
environment-reated data. These limitations 
can lead to management decision making 
being based on missing, inaccurate or mis-
interpreted information. As a result, man-
agers may well misunderstand the negative 
financial consequences of poor environmen-
tal performance and the potential costs and 
benefits of improved environmental perfor-
mance. Some of the culprits are limitations of 
general management accounting as practiced 
in some organizations. Other limitations are 
more specific to environment-related infor-
mation. (IFAC 2005, 26; Popescu et al. 2008, 
117).In the previous years, accounting has 
focused on the measurement and reporting 
of environmental issues as a part of social re-
sponsibility principle.Over the past years en-
vironmental accounting has become a neces-
sary tool for the businesses and it provides 
different stakeholders with accurate, reliable 
and relevant environmental information pre-
sented and used in annual reports, corporate 
sustainability and corporate responsibility re-
ports and environmental reports. As declared 
in European Commission 2011-2014Corpo-
rate Social ResponsibilityStrategyReport, ac-
ademic researches relevanttraining materials 

shouldtake more placein thecurriculum for 
the education of more sensitive generations 
on environmental issues. 

The paper discusses challenges that arise 
in environmental accounting and its im-
plementation. It also measures perception 
of bachelor degree business administration 
students and their concerns for environmen-
tal issues by the primer from Fleischman 
and Schuele (2006). Differences in students’ 
awareness of and concerns for environmental 
issues is statistically measured by the primer 
including environmental accounting and en-
vironmental management accounting with 
the case studies on reporting, best practices. 
The results show that the primer used in the 
research has effect on the change of percep-
tion. In this study, bachelor degree business 
administration students who were enrolled 
in accounting classes before are selected as 
the sample. According to the results of this 
research, the primer prepared for this study 
has some effect on the change of awareness. 
To raise a generation that is well aware of en-
vironmental issues, environmental account-
ing should be valued more in the curriculum. 
Increasing environmental accounting litera-
ture with cases and best practices is of utmost 
importance.

Keywords: Environmental Accounting, En-
vironmental Issues, Slovenia
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SERBIA’S FOREIGN TRADE NETWORK IN THE PERIOD 2008-2016

Jelena Kozomara, University of Belgrade – Faculty of Economics, elen@ekof.bg.ac.rs

* Kosovo isadisputed territory and partially recognised state - http://www.kas.de/wf/doc/kas_37608-
1522-1-30.pdf?140429132226

Abstract: Since the last decade of the 20th 
century, Serbia’s foreign trade policy has ex-
perienced major changes. This is primarily 
related to changes in the structure and the 
number of registered companies engaged 
in international trade, as well as changes in 
the foreign trade policy. The liberalization of 
the legal requirements that companies must 
meet in order to engage in foreign trade, 
made it possible for most companies to meet 
this conditions. On the other hand, the num-
ber of instruments of foreign policy, which 
in previous times aided export, is being re-
duced. World Trade Organization contrib-
uted to these trends, by banning most of the 
instruments used for the encouragement of 
export, since they are considered a factor of 
distortion of competition and liberalization 
of international trade.

At the end of the 20th century Serbia’s for-
eign trade network was dominated by small 
firms. On the other hand, at the beginning of 
21th century Serbia is characterized by a net-
work made mostly of big export and import 
companies. Changes in the structure and 
number of foreign trade enterprises contrib-
uted to the opening of the Serbian economy 
for foreign direct investment, especially in 
the retail sector. An important feature of the 
foreign trade network in Serbia is twice the 

number of companies involved in imports, 
compared to the number of exporting firms. 
If we analyze foreign trade of Serbia, we no-
tice the ever present trade deficit, which is 
correlated with a greater number of import-
ing companies compared to the number of 
exporting firms.

The bulk of foreign trade in Serbia is car-
ried through a small number of large com-
panies that generate large annual value of 
exports and imports. This concentration of 
exports and imports on a small number of 
firms leads to domination of a method of di-
rect exporting. This method is implemented 
when company is exporting or importing 
on its own name and for its own account, 
and not by using specialized intermediaries. 
Large companies organize their own trade 
departments, since they have the necessary 
financial resources. This became the pre-
dominant method in Serbia during the 21th 
century, unlike the 20th century, when the 
predominant method of export and import 
was indirect - through the intermediary.

Keywords: Serbia, foreign trade network, 
import and export companies, foreign trade 
policy, direct method of export and import, 
indirect method through intermediaries - 
commissioners.
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INTERNATIONAL TRADE OF WESTERN BALKANS: GAINS 
AND LOSSES FROM BEING OUTSIDE THE EU

Tomasz Grodzicki, Nicolaus Copernicus University in Toruń, tg@doktorant.umk.pl

Abstract: According to the EU’s definition, 
Western Balkans is a group of countries 
placed in the south-east European area and 
none of them is a member of the European 

Union. This group consists of the following 
states: Albania, Bosnia and Herzegovina, the 
former Yugoslav Republic of Macedonia, 
Montenegro, Serbia, Kosovo*.The European 
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Union’s relations with the Western Balkans 
are governed through the Stabilisation and 
Association process.

The EU is the Western Balkans’ largest 
trading partner, accounting for over 75% of 
the region’s total trade. Driven by the desire 
to join the European Union and through the 
efforts of the Central European Free Trade 
Agreement (CEFTA), Western Balkans has-
been putting down trade barriers in recent 
years.However, outdated procedures for 
border checks are still an obstacle, making it 
troublesome to trade even within the region. 
Doing Business Report by the World Bank 
indicates that time and the number of docu-
ments that is needed to trade in the Western 
Balkans is much higher than in the EU and 
OECD countries. 

According to Sanfey, Milatovic&Kresic 
(2016) since the economies in Western Bal-
kans are pretty diverse, so does the trade. 
Trade integration inside Western Balkans, 
within CEFTA countries and the rest of the 
World remains still below its potential. 

This paper presents economic benefits and 
costs for Western Balkans’ economies from 
international trade. On the one hand, being a 
part of the EuropeanSingle Market provides 
a country with a great free trade access to so 
many other countries. However, it excludes 
a country from having its own trade agree-
ments with other non-EU countries.Apart 
from this, this paper also focuses on the 
Western Balkans presence in the Eurozone 
and its implications for trade.

In the light of Western Balkans’ trade ex-
ample, it is important to understand what 
might be the potential gains and lossesof join-
ing the European Union. This paper presents 
the review of recent literature findings in the 
field of Western Balkans’ international trade 
especially in respect to the EU countries.

Keywords: European Integration, trade, 
Western Balkans, trade agreement, econom-
ic integration
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EU AND CEFTA 2006 TRADE BARRIERS: 
CONTEMPORARY MEASUREMENT CONCEPTS

Predrag Bjelić, University of Belgrade – Faculty of Economics, bjelic@ekof.bg.ac.rs
Radmila Dragutinović Mitrović, University of Belgrade – Faculty of Economics,  
radmilam@ekof.bg.ac.rs 
Ivana Popović Petrović, University of Belgrade – Faculty of Economics, ivanapp@ekof.bg.ac.rs

Abstract: In contemporary international 
trade, non-tariff barriers play a crucial role 
since tariff escalations have been limited by 
World Trade Organization (WTO) tariff re-
gime. Non-tariff barriers consist of several 
groups of measures and some of them have 
been fully regulated in GATT/WTO legal 
framework. But technical barriers and ad-
ministrative barriers to trade remained un-
regulated until 2017. The main aim of this 
paper is to determine all sorts of non-tariff 
barriers used in intra-CEFTA trade during 
last decade. Previous studies of non-tariff 
barriers in region of Southeast Europe have 

uncovered that technical barriers to trade 
are most significant in obstructing trade of 
CEFTA signatories with the EU, while ad-
ministrative barriers are most significant in 
obstructing intraregional CEFTA trade. 

In this paper we will present contempo-
rary measurement concept of non-tariff bar-
riers. This includes: Trading Across borders 
indicators from Doing Business Report and 
Logistics Performance Index, both devel-
oped by the World Bank, as well as World 
Economic Forum’s Enabling Trade Index and 
OECD Trade Facilitation Indicators. 
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The data used in this analysis will cover 
the period of the last decade, since the main 
changes in the trade liberalization have oc-
curred during that period. Trade liberaliza-
tion in CEFTA region especially, has strong 
relationship with the process of non-tariff 
barriers elimination. As they do not have an 
equal impact on trade flows, this research 
will try to signalize the most limiting sorts 
of barriers among the non-tariff barriers, 
whether they are technical, or administra-
tive non-tariff barriers. Some of our previous 
studies, based on gravity panel data models, 
have shown that both technical and admin-

istrative non-tariff barriers significantly de-
creased the trade of CEFTA countries with 
EU, and contrary to our predictions, the 
negative impact of administrative non-tariff 
barriers was not significantly higher in in-
tra-CEFTA trade comparing the CEFTA-EU 
trade. In this paper we will try to find more 
evidence for these statements using a differ-
ent approach.

Keywords: Non-tariff barriers, adminis-
trative barriers to trade, technical barriers 
to trade, intra-CEFTA trade, measurement 
concepts.
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EXPORT BARRIERS PERCEPTION IN SERBIAN FIRMS – 
LESSONS FOR POLICY MAKERS AND MANAGERS

Sanja Mitic, University of Belgrade – Faculty of Economics, sanja@ekof.bg.ac.rs 
Bozidar Cerovic, University of Belgrade – Faculty of Economics, cerovi@ekof.bg.ac.rs
Mirjana Gligorijevic, University of Belgrade – Faculty of Economics, mirag@ekof.bg.ac.rs

Abstract: Since a certain misconduct ex-
pressed by a lack of industrial policy during 
transition has been broadly confirmed, new 
ideas on continuation of institutional re-
forms and new development path for transi-
tion economies emerged. Among these ideas, 
one of the leading tracks was establishment 
of export led growth and designing of a cor-
responding supportive policies. The similar 
way of thinking has been adopted among 
policy makers in Serbia but the policy instru-
ments used were mostly conventional. In this 
paper we analyse results of a survey taken in a 
set of Serbian firms that aims at identification 
of export barriers as they are perceived within 
Serbian firms and/or among their managers. 
Three groups of export barriers are explored: 
external, operational and internal (organisa-
tional and marketing barriers) barriers. Our 
idea is that this kind of analysis could help 
policy makers to design proper policies ca-
pable to face and relax obstacles and barriers 

as seen by the firms (whether they represent 
an objective problem or just a subjective per-
ception) and in that way to diversify policies 
that will establish a firm basis for production 
of exporting goods and other associated ex-
port activities in international management 
and marketing practices. Analysis of the 
perception of marketing export barriers will 
provide insight into export marketing prac-
tice of domestic firms, which is dominantly 
in the area of business-to-business market-
ing. We would be able to underline some rec-
ommendation for marketing managers for 
adoption of international marketing strategy 
and effective business-to-business relation-
ship management. 

Keywords: export barriers, industrial poli-
cies, innovation, marketing information, in-
ternational marketing, business to business 
marketing
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LIBERALISATION OF TRADE IN SERVICES AND 
ECONOMIC DEVELOPMENT WITHIN CEFTA

Ivana Prica, University of Belgrade – Faculty of Economics, ivanapopov.prica@gmail.com 

Abstract: This paper will look into latest de-
velopments regarding services trade liberali-
sation within CEFTA. This regional free-trade 
agreement has been established with an idea 
to foster economic development of EU ac-
cession countries. Removing trade barriers 
provides a larger market for Western Balkan 
companies that should result in a higher com-
petitiveness of the region. Significant progress 
has been made in CEFTA in liberalising trade 
within the region, but not in trade in services. 
However, after many years of trade negotia-
tions, most recently it was announced that a 
comprehensive free-trade agreement on ser-
vices will be signed among the CEFTA parties. 
This trade agreement should include all ser-
vice sectors and should allow for levels of lib-
eralisations that are higher than the countries’ 

WTO commitments. This legal document 
should also provide a framework for further 
liberalisation within particular sectors, modes 
of supply as well as other aspects of services 
trade liberalisation. 

This paper will examine the known scope 
of the new agreement. The paper will also 
look into potentials of such services trade 
agreement and contrast them against the 
perceived economic development needs of 
the CEFTA countries, based on an analysis 
of the available data on trade in services in 
CEFTA countries and the relevant develop-
ment indicators. The analysis will take into 
account the specificities of individual CEF-
TA countries and their development goals 
and give recommendations regarding further 
services liberalisation efforts within CEFTA. 

COMPARATIVE ANALYSIS OF FOREIGN TRADE OF 
BOSNIA AND HERZEGOVINA FROM 2004 – 2015.

Rahimić Zijada, School of Economics and Business Sarajevo, University of Sarajevo,  
zijada.rahimic@efsa.unsa.ba
Emina Resić, School of Economics and Business Sarajevo, University of Sarajevo,  
emina.resic@efsa.unsa.ba

Abstract: The aim of this paper is to identi-
fy the basic characteristics of foreign trade 
of Bosnia and Herzegovina in terms of de-
terming the volume, trends, geographic ori-
entation, production structure and level of 
concentration of export-import flows in the 
selected time period, with particular empha-
sis on its foreign trade with major partners, 
such as the EU and CEFTA.
Also, a special emphasis has been placed on 
exports as a driver of growth and develop-
ment of the domestic economy. In order for 
the economy of Bosnia and Herzegovina to 
grow, creating jobs and increasing economic 
welfare of its citizens, it must focus on inter-
national trade, particularly the increase in 
the volume and value of its exports. To say 

that the export is a requirement for surviv-
al may sound dramatic, but there can be no 
doubt that our country needs to improve its 
trading result. This reflects the importance of 
foreign trade.
The focus of the analysis is placed on the dy-
namics and structure of the total exchange of 
B&H in the period from 2004 to 2015. Anal-
ysis was done using the appropriate method 
of dynamic analysis (index methods, average 
annual growth rate and trend models). We 
expect that the main results should indicate 
not so positive trends for international trade 
of Bosnia and Herzegovina.

Keywords: foreign trade, import and export, 
EU, CEFTA
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MACROECONOMIC EFFECTS OF VOCATIONAL 
EDUCATION AND TRAINING

Todor Spariosu, Non-affiliated economic consultant, spario2013@gmail.com
Biljana Bodroski Spariosu, University in Belgrade, Faculty od Philosophy, Dep. of Education, 
bbodrosk@f.bg.ac.rs

Abstract: After theinitiated reform, voca-
tional educationand training (VET) system 
in Serbia has become avery interestingre-
search subject. Primarily from an economic 
but also from aneducational perspective.The 
reform implies the introduction of dual edu-
cation – a sort of apprenticeship system, sim-
ilar to the ones in Germany and Switzerland.

This reform includes only the initial pro-
cess of skill formation. The further process 
of skill formation through on-the-job train-
ing offered by employers is also important. 
This process continues throughout theentire 
working life of employees,and it is based on 
incentives of employers to invest in job-re-
lated learning. Economic theory of training 
refers to this type of training.

The contribution of VET to economic 
performances and competitiveness has not 
been often and systematically evaluated,par-
ticularly in Serbia. That is why this paper has 
as the main goal to present the findings of 
recent studies exploring the macroeconom-
ic effects of VET in European countries with 
different educational systems. More precisely, 
the effects of different skill types on produc-
tivity.This is a preparatory phase for an even-
tual empirical investigation ofdifferent skills 
contribution to the productivity in Serbia. 

The paper will be presented in three sec-
tions. In firstof them, an exposition of dif-
ferent VET systems in European countries 
is presented.Includingthose witha tradition 
of apprenticeship, as well asthose with a tra-
dition of classroom-based general and voca-
tional education.Special attention is devoted 
to theGerman apprenticeship system – to its 

Kerschensteiner theoretical foundations and 
contemporary features.

The second part of paper is focused on 
methodology and data sources of empirical 
studies dedicated to thecontribution of VET 
to macroeconomic performances. Growth 
accounting and multivariate regression anal-
ysis are two methods of quantitative analysis 
used in empirical studies, based on thetwo 
approaches to economic growth manifested 
in neoclassical and endogenous growth mod-
els. The economic effects of different skills are 
difficult to identify because some of them are 
indirect. Inproduction processes particular 
skills are not engaged in isolationbut should 
be combined with other production inputs 
and with other skills before they can make a 
contribution to productivity. In this respect, 
regression analysis methods are superior be-
cause of their suitability to capture indirect 
effects of skills, such as complementarities 
with other production inputs.The data gen-
erationprocessforthese studiesisalso a chal-
lenge and therefore is shortly discussed.

In the third andfinal section of the paper 
a review of the main empirical findings of 
relevant studies is presented. These findings 
show that certified skills acquired in general 
and vocational education at different levels 
contributes to higher economic performanc-
es when reinforced by uncertified skills ac-
quired through on-the-job training. This has 
important implications for thenational ed-
ucational policy. The most important isthat 
efforts to develop initial skills through ap-
prenticeship have a full meaning only when 
they are undertaken along with job-related 
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training. Policy efforts, consequently,should 
be focused on both segments of vocational 
education and training system.

Keywords: vocational education; on-the-job 
training; skills; productivity; macroeconom-
ic effects.
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EFFECTS OF FAMILY BACKGROUND ON STUDENT 
ACHIEVEMENT: EMPIRICAL ANALYSIS FOR SERBIA

Ljubinka Joksimović, University of Belgrade – Faculty of Economics, joka@ekof.bg.ac.rs
Nemanja Vuksanović, University of Belgrade – Faculty of Economics, 
vuksanovic@ekof.bg.ac.rs

Abstract: Equality of opportunity for all 
citizens is a major concern in all societies. 
The importance of educational performance 
for future economic growth has been docu-
mented by a large literature. One of the most 
stable and consistently observed phenomena 
in the Economics of education is the impact 
of students’ home background on achieve-
ment. Students whose parents have higer 
level of education, a more prestigious occu-
pation, or greater income tend to have higer 
achievement than students whose parents 
have a lower standing on such socio-eco-
nomic status indicators. This paper estimates 

the effects of family-background on student 
performance in the serbian education system 
using data from large international com-
parative student achievement tests - PISA 
2012 and TIMSS 2015. Family background 
characteristics have strong effects on edu-
cational attainment of students in Serbia. 
Quantile regressions show little variation in 
family-background effects across the stu-
dents’ ability distribution.

Keywords: equality, student performance, 
family background, PISA, TIMSS
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IMPORTANCE OF INNOVATIONS FOR ENHANCE OF COMPETITIVE 
POSITION OF SERBIA AND WESTERN BALKAN REGION

Milorad Filipović, University of Belgrade – Faculty of Economics, miloradf@ekof.bg.ac.rs
Miroljub Nikolić, Republic of Serbia - Ministry of Economy, miroljubnk@gmail.com

Abstract: Entire region of Western Balkan 
could be categorized as less developed part 
of Europe. Backwardness of the Region is 
important limit for better implementation of 
“catching-up” process and decreasing devel-

opment differences between Balkans and EU. 
Even some of the countries of the Region are 
full member states of the EU (Croatia, Roma-
nia and Bulgaria, as well as Greece), devel-
opment lagging behind EU average was not 
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substantially reduced in last Years. Some of 
the main characteristics of the WB countries 
are: underdeveloped industry with obsolete 
structure where low value added produc-
tions dominate; too extensive and ineffective 
agriculture production; high dependence on 
foreign capital inflow; extremely high brain 
drain process; low investments, especially in 
science, R&D, education and innovations. 

Main focus in the paper will be on Repub-
lic of Serbia and its development results and 
deficiences in this process, but also compara-
tive data base for other countries will be ana-
lyze. Our goal is to confirm assumption that 
some of the new EU states, like Baltic and 
Visegrad group countries, gain their good 
macro competitiveness position first of all 
through improved and increased investments 
in education, innovation and R&D activities.
That should be the way which Serbia has to 

follow in the future to enhance “catching- up” 
with EU countries. All countries of Western 
Balkans has to improve their innovativeness 
and competitiveness as they are lagging and 
ranked very low in GCI rankings. Serbia is 
especially low ranked in 12th.pillar of GCI - 
Innovation, Capacity forinnovation, Quality 
of scientific research institutions, Compa-
ny spendingon R&D, University-industry 
collaboration in R&D, Gov’t procurement 
ofadvanced tech. products, Availability of 
scientists and engineers, PCTpatent applica-
tions applications/million population. In the 
paper we will try to elaborate new approach 
toward Serbian’ innovativeness through poli-
cy measures for it’s improvements.

Keywords: economic development, compet-
itiveness, innovativeness, Western Balkans 
countries 
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DRIVERS AND OBSTACLES OF THE FULL COSTING 
IMPELMENATION AT HIGHER EDUCATION INSTITUTIONS

Martina Dragija, Faculty of Economics and Business, mdragija@efzg.hr

Abstract: Higher education institutions 
worldwide are going through a different re-
form processes that differ from country to 
country. However, the common goals of 
these reform processes can be summarized 
on enhancing financial sustainability, in-
creasing transparency and strengthening the 
position of higher education institution. In 
close connection with aforementioned goals 
it is necessary to assure quality information 
about all aspects of higher education institu-
tion and especially about the full costs of all 
their activities. Full costing methodologies, 
that identify and calculate all the direct and 
indirect costs per activity and/or project that 
need to be considered to accomplish these ac-

tivities, becomes an essential tool of modern 
management at higher education institution. 
Therefore the objective of the paper is two-
fold. On the one hand, its aim is to address 
the most important drivers of full costing 
at higher education institutions through the 
relevant literature review. However, despite 
the numerous benefits of full costing meth-
odologies, many institutions remain unable 
to fully identify their costs and because of 
that most important obstacles will be also 
analyzed. In the second part of the paper, 
author will present the empirical research 
based on questionnaires that were send to 
higher education institutions in Croatia in 
order to investigate most important obsta-

mailto:mdragija@efzg.hr


88   Education, innovation and growth

cles for implementation of full costing. The 
questionnaires were sent to all higher educa-
tion institutions in Republic of Croatia in the 
year 2014, more precisely to the Deans and 
Heads of Accounting. Appropriate statistical 
methods, including descriptive statistics and 
inferential statistics were used for processing 
and interpreting primary obtained data and 
for drawing conclusion about most impor-
tant obstacles for full costing implementation 
in Croatia. The results of this paper might 

be very useful not just for further develop-
ment of full costing in Croatia, but also for 
all countries that are in the similar situation 
and are facing the problem of development of 
quality information system that will be a base 
for more efficient and effective management 
at higher education institutions.

Keywords: full costing, higher education in-
stitutions, reform, benefits, obstacles
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GEOGRAPHIC INFORMATION SYSTEMS AND ECONOMY –  
A NEW TECHNOLOGY FOR SUSTAINABLE DEVELOPMENT?

Emilija Manic, University of Belgrade – Faculty of Economics, geografija@ekof.bg.ac.rs, 

Abstract: Geographic Information System 
(GIS) is the system for collecting, storage, 
classification, analysis and presentation of 
spatial data. Having in mind the fact that 
huge amount of all information about any 
economic issue have spatial dimension, it is 
clear that GIS could be considered as an ef-
fective tool for visualization, modeling anal-
ysis, and collaboration within economic and 
business processes. 

Considering economic development on 
any level (national, regional or local lev-
el) or business processes, GIS technology 
provide accurate and updated information 
needed for proper and qualitative decisions. 
Today GIS play one of the leading role with-
in central information infrastructure, ena-
bling development of strategies, assessment 
of strategic options or controlling strategies 
implementation for sustainable develop-
ment. This interactive visualization and de-
cision-support tool mostly is used for spatial 
analysis, identifying interesting location for 

industrial development, choosing retail lo-
cation or suitable sites for development, geo-
demographic analysis. GIS has proving itself 
as a technology which diminishes risks from 
wrong decisions and which improving sus-
tainable growth. 

GIS could be linked to other analytic tools 
in order to create more efficient strategic 
development tools such as decision support 
systems for managers. Integration of mod-
eling tools within GIS environment creates 
more advanced management system and GIS 
becomes more sophisticated technology. A 
step further is developing spatial support de-
cision systems (SSDS) which integrates GIS, 
mathematical models, database technology 
and multimedia. 

This paper will provide insight into GIS 
application both, in economics and business, 
trying to identify its straightness and weak-
nesses. Spatial segment is dedicated to the 
GIS application in Serbia, in public sector 
such as public enterprises, ministries or local 
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government as well as in private sector (busi-
ness and corporative usage). 

Keywords: GIS, economic development, 
spatial support decision systems, manage-
ment and planning

JEL classification: Q10, O20, O21, O33

THE POSITION OF WOMEN IN THE ACADEMIC 
HIERARCHY: CASE STUDY OF SERBIA

Slavica Manic, University of Belgrade – Faculty of Economics, slavica@ekof.bg.ac.rs

Abstract: Global and European initiatives 
intensified in the nineties resulted in numer-
ous positive changes in activities concerning 
gender equality. The progressive deepening 
and broadening of gender equality policies - 
from the traditional analysis of “women’s is-
sues” to the recognition and confirmation of 
their focusing on new challenges in the field - 
represent the product of well-intentioned as-
pirations for egalitarian social relations (also 
proclaimed through the concept of a sustain-
able development goals as follows: achieve 
gender equality and empower all women and 
girls). However, during the implementation 
process it is noticeable that policy-makers are 
not harmonized regarding the ultimate goal: 
to prevent discrimination against women 
and / or to ensure their relative advantages. 

That is why it is not surprising that re-
form’s results are contradictory in a cer-
tain extent. In the field of higher education, 
which is the subject of our interest, the in-
dicators on gender equality show that the 
participation of women in the student popu-
lation at EU level is greater than the propor-
tion of men, and that they graduate sooner 
than their colleagues. According to the latest 
European Commission’s report women ac-
counted for 55% of enrolled and 59% of all 
graduates, and their share in the “pool” of 
those who complete doctoral studies reached 
47%. At first glance it appears that this data 
can be interpreted as an evidence of increas-

ing gender equality in higher education. And 
yet, other parameters do not reflect these 
positive changes and prevent the adoption 
of unambiguous conclusions. The position of 
women in science significantly varies accord-
ing to their position on career scale - their 
share being significantly reduced at each sub-
sequent, higher level, which is an indicator 
of vertical segregation. In particular, despite 
more rapid increase in number of women 
who have a PhD degree, as well as the num-
ber of women professors, they still make up 
only 21% of full professors, 37% of the total 
number of associate professors and 45% of 
assistant professors.

This paper deals with observing the sit-
uation in the field of gender equality by ar-
eas of higher education in Serbia, in order 
to determine whether the above mentioned 
trends are present here. The study relies on 
open (aggregate), as well as micro data (got 
on demand for the purpose of this research) 
of the Ministry of Education, Science and 
Technological Development. We shall use 
descriptive statistics to calculate the absolute 
and relative indicators (number and struc-
ture of teaching staff by gender and academic 
position, the glass ceiling index), displaying 
the position of women in the academic hier-
archy. Although mainly based on actual state 
of affairs, the analysis contains some norma-
tive elements. We believe that the insight into 
the gender relations in the sector of higher 
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education in Serbia might represent a solid 
basis for designing of future strategic initia-
tives (National Strategy and/or Action Plan) 
aimed at systematic introduction of a gender 

perspective in the adoption, implementation 
and monitoring of public policies.

Keywords: gender equality, higher educa-
tion, Serbia

JEL classification: I23; I24

THE EFFECTIVENESS OF HIGHER EDUCATION& LABOUR MARKET 
SYSTEMS IN THE WESTERN BALKANS: A PRECONDITION 
FOR SMART GROWTH POLICIES IN THE REGION

Will Bartlett, London School of Economics and Political Science, w.j.bartlett@lse.ac.uk
Milica Uvalic, University of Perugia, milica.uvalic@unipg.it

Abstract: The paper analyses the effective-
ness of the higher education and graduate 
labour markets in the Western Balkans. We 
define a coefficient of internal effectiveness 
of the combined Higher Education & Labour 
Market systems (the HELM systems) equal 
to the product of these three proportions. 
The research study reveals that only 53% of 
students complete their study programme; 
of those that do complete their study pro-
gramme only 52% find a job; and of these, 
only 48% find a job that is well matched 
to their level of education. On the basis of 
these research findings we identify the effec-
tiveness of the HELM system to be around 
13%. In other words, of every hundred new 
students entering the higher education sys-
tems in any year, it can be expected that only 
13 will eventually graduate and find a well-
matched job. This indicates the low level of 
effectiveness of the higher education systems 
in the Western Balkans in providing incom-
ing students with the skills needed to find a 
well-matched and stable job, and the ineffec-
tiveness of the labour markets in providing 
a sufficient number of appropriate jobs for 

the graduates supplied by the higher educa-
tion systems in the region. In order for the 
HE systems to make a better contribution to 
smart growth of the Western Balkan econo-
mies, significant reforms of both the higher 
education systems and the graduate labour 
markets are needed, and better cooperation 
between employers and higher education in-
stitutions should be encouraged.

The data used in the study was collected 
from March to August 2015. It includes two 
large-scale surveys: one among recent HE 
graduates (graduate survey - 4,602 respond-
ents) and one among organizations that em-
ploy HE graduates (employer survey - 1,074 
respondents). Semi-structured interviews 
were carried out with management staff of 
higher education institutions (HEIs), min-
istries, employers’ associations, and trade 
unions. The project also assembled a unique 
database that covers details of most study 
programmes offered by HEIs in the Western 
Balkan country in recent years.

Keywords: Higher education, Western Bal-
kans, graduate labour market, skill mismatch

JEL classification: I23, I28, J24, O52, P36
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THE ROLE OF UNIVERSITIES IN PROMOTING HIGH-TECH 
ENTREPRENEURSHIP IN BOSNIA & HERZEGOVINA

Jovo Ateljevic, University of Banja Luka, Department of Business Economics, Management 
and Marketing, jovo.ateljevic@googlemail.com 

Donato Iacobucci, Università Politecnicadelle Marche, Department of Information 
Engineering, d.iacobucci@staff.univpm.it 

Abstract: Universities are expected to play 
a key role in promoting the development of 
regions in which they are located. This role is 
performed not only by elevating the quality of 
human capital (education) but also through 
the direct transfer of technological know-
how to firms (third mission). Technology 
transfer refers to three broad areas: univer-
sity-firm collaboration; intellectual property 
(patents) management; entrepreneurship 
promotion. The latter aspect is the one with 
the main impact at local level. Indeed, several 
empirical studies show that most of the new 
firms created by researchers and former stu-
dents remain within a close distance from the 
university they originate from. This is even 

more true in the case of spin-offs, i.e. those 
firms which are the result of research activity 
and that are promoted and sustained by uni-
versities. Moreover, university entrepreneur-
ship may play a significant role in sustaining 
innovation in small and medium sized firms 
and in promoting the formation of new high-
tech clusters. The aim of this paper is to pro-
vide an overview of the current state of B&H 
universities in promoting entrepreneurship, 
highlights the best practices and propose 
policy measures that could be implemented 
by universities and regional governments to 
promote academic entrepreneurship and to 
create the local conditions that can enhance 
the survival and growth of new ventures.

ON THE EFFECTS OF INTERDISCIPLINARITY AS A DRIVER OF 
GROWTH FOR INNOVATIONS IN EDUCATION UND ECONOMY 
– EXEMPLIFIED BY THE FOUNDING OF THE NEW HAMM-
LIPPSTADT UNIVERSITY OF APPLIED SCIENES IN GERMANY

Klaus Zeppenfeld, Hamm-Lippstadt University of Applied Science, president@hshl.de

Abstract: 

Education
In Germany, there is an ongoing discus-

sion about job beginners missing key quali-
fications when entering the job market after 
graduating from school or university. Usual-
ly they are experts in their field of study, but 
they have problems to connect this knowl-

edge to other scientific disciplines. Further-
more, they often lack key competencies such 
as team orientation or project management. 
When the Hamm-Lippstadt University of 
Applied Sciences (HSHL)was founded in 
2009, the founding team had the chance to 
implement approaches in the education of 
students to meet the demands of companies. 
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Innovation
They decided to build up interdiscipli-

nary degree courses that allow graduates to 
work on the interface of different areas. One 
example of such a degree course is “Indus-
trial Engineering with Business Studies”. This 
interdisciplinary degree course educates en-
gineers with knowledge in both fields: tech-
nical processes and business issues.Compa-
nies benefit from having employees with an 
awareness of the big picture who can foster 
production and disseminate innovations. 
All 14 Bachelor degree courses and 5 Mas-
ter degree courses were developed this way. 
They are all interdisciplinary with a clear ori-
entation towards current and future market 
requirements.

The special design of all degree cours-
es also required a different approach with 
regards to the university’s faculties. With 
multiple scientific disciplines merging, there 
is no need for faculties which focus on one 
single area of studies. Therefore, HSHL was 
organized into four different so called “de-
partments”, where different fields of study 
canmeet, work together and develop new 
ideas for the future.

In addition to interdisciplinary skills, 
companies expect their employees to have 
specialist knowledge as well as maximum 
personal skills and competencies such as 
team orientation, project management and 
language skills, all of which were implement-
ed into every degree course’s curriculum. 
Whether practical semester, as internships, 

projects or theses, the involvement of com-
panies in teaching activities is also of great 
importance at HSHL. All of these activities 
sum up, so that in the end graduates from 
the university have professional and personal 
skills to succeed in the international labour 
market.

Growth
The output of highly trained graduates for 

the local market was another key factor in 
the foundation of HSHL. Located in an area 
that once specialized in coal mining the re-
gion has suffered from structural change in 
the last decades. The new university is now 
an important factor in overcoming these 
structural changes. Young, perfectly qual-
ified engineers leave HSHL and either have 
jobs in companies throughout Germany or 
later work in the cities of Hamm or Lippstadt 
or the surrounding cities. With 49% the 
number of graduates staying in the region of 
Hamm or Lippstadt is very high. Thus, the 
new university proves to be an advantage of 
location and helps to support the local econ-
omy.The foundations for successful spin-offs 
from the university have been laid and al-
ready first spin-offs were established. In the 
future, many more will follow. Therefore, 
HSHL also contributes to sustainable growth 
for the region. 

Keywords: education, university, structural 
change, interdisciplinary studies, innovation, 
sustainable growth
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WHAT IS THE ROLE OF INNOVATION IN PRODUCTIVITY 
GROWTH IN EUROPEIN TIMES OF CRISIS?

Katerina Tosevska-Trpcevska, University ‘Ss. Cyril and Methodius’ in Skopje, Faculty of 
Economics – Skopje, katerina@eccf.ukim.edu.mk
Elena Makrevska Disoska, University ‘Ss. Cyril and Methodius’ in Skopje, Faculty of 
Economics – Skopje, elenam@eccf.ukim.edu.mk
Dragan Tevdovski, University ‘Ss. Cyril and Methodius’ in Skopje, Faculty of Economics – 
Skopje, dragan@eccf.ukim.edu.mk
Viktor Stojkoski, Macedonian Academy for Sciences and Arts, vstojkoski@manu.edu.mk

Abstract: This paper reveals the main differ-
ence in the innovation system of two sepa-
rate groups of countries in Europe. The first 
group is the selected countries from Central 
and Eastern Europe (CEE), members of the 
EU: Bulgaria, Croatia, Czech Republic, Esto-
nia, Hungary, Latvia, Romania, Slovakia and 
Slovenia. Second group of countries are high-
ly developed and highly productive Western 
European counties, represented by Germany, 
Portugal and Norway. Norway is taken into 
consideration since it has strong innovation 
system, advanced sectorial specialization and 
strong economic fundamentals, although is 
not part of the EU. We also try to analyze the 
determinants of the decision of the firms to 
innovate and find out whether there is any 
progress in the innovation activity in the 
CEE countries. The main purpose of the pa-
per is to analyze the specific characteristics 
of firms` innovation behavior in Europe in 
the period 2008-2010 at the first hit of the fi-
nancial crisis.

In order to measure the role of innova-
tion over productivity growth we use the 
CDM model. This is model of simultaneous 
equations in order to estimate the relation-
ship between the drivers of innovation and 
productivity. The CDM model is developed 
by Crepon et al. (1998) and it directly links 

R&D engagement and intensity to innova-
tion outcomes measured either as process or 
product innovation, and then estimates the 
effectiveness of the innovative effort leading 
to productivity gains. Also, unlike previous 
studies that focused on product innovations, 
particularly revenues from new products, as 
the measure of innovation output, the CDM 
model adopted in this paper encompasses 
several types of innovations, as marketing 
and organizational innovations as well. 

This paper goes further in determining the 
characteristics of the systems driving innova-
tion and productivity in two separate group 
of countries using the same structural CDM 
model. We try to find the reasons for the low-
er level of productivity in the first group com-
prised from selected countries from Central 
and Eastern Europeand their lagging behind 
the productivity of the second group of coun-
tries: Western European countries which are 
highly developed and highly productive. In 
order to catch up the effects from the finan-
cial crises over the innovation activity we 
use newer version of EUROSTAT Microdata 
from Community Innovation Survey 2010.

Keywords: innovation, productivity, CDM 
model, Community Innovation Survey 2010, 
Central and Eastern European countries.
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MECHANISM DESIGN IN ACADEMIC EDUCATION:  
CASE STUDY OF SERBIA

Dragan Azdejkovic, University of Belgrade – Faculty of Economics, azdr@ekof.bg.ac.rs
Dusan Markovic, University of Belgrade – Faculty of Economics, dusanm@ekof.bg.ac.rs
Danica Jovic, University of Belgrade – Faculty of Economics, dana@ekof.bg.ac.rs

Abstract: Implementation problem is the 
problem of mechanism design (or game) in 
the way that equilibrium outcomes satisfy 
the criteria of social optimality built in the 
rule of social choice. If the set of equilibrium 
outcomes is equal to the set of optimal out-
comes defined by the rule of social choice, we 
can say that the rule of social choice can be 
implemented by the mechanism. The main 
criticism of the theory of implementation is 
that this model is too abstract and complicat-
ed. In order to test this statement, we analyze 
a real life situation related to academic edu-
cation at Belgrade University.

In our case study, students and professors 
are agents. We do not waste time here to de-
fine precisely the rule of social choice, since 
it is not necessary, but we define optimal 
social outcome: the students achieve maxi-
mum knowledge and the professor awards 
them with adequate grades. On the basis of 
the proofs obtained fromthe famous Maskin’s 

theorem about the limits of implementation 
in so-called Nash equilibrium concept, we 
define the game in which the social rule is 
implemented. Crucial part of our game is 
like in Maskin’s proof: heavy punishment for 
breaking the basic rules and high prize for 
playing by the rules. Since the game theory 
and social choice theory as two main parts 
of the mechanism design theory assume that 
agents are rational, we present the result of 
the practical application of our model.

We came to conclusion that breaking the 
rules of the game was in the area of statisti-
cal error at the level of 0.01. We also found 
a high correlation between the grades and 
students’ participation in the game, meaning 
that the students who played the game obvi-
ously got higher grades than those who did 
not play the game.

Keywords: social choice, implementation, 
mechanism design, education, Serbia
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TOWARDS IMPROVEMENTS OF CORPORATE GOVERNANCE 
INSTATE-OWNED ENTERPRISES IN SERBIA: HOW CAN A 
SYMBIOSIS BETWEEN ABETTER BOARD STRUCTURING 
AND A GOOD INTERNAL CONTROL HELP?

Ana Aleksić Mirić, University of Belgrade – Faculty of Economics, anaa@ekof.bg.ac.rs
Miroslav Todorović, University of Belgrade – Faculty of Economics, todorovic@ekof.bg.ac.rs
Nebojša Janićijević, University of Belgrade – Faculty of Economics, nebojsaj@ekof.bg.ac.rs

Abstract: Corporate governance is now one 
of the most researched issues in economy in 
general and research findings suggest that 
quality corporate governance is a precondi-
tion to business success(Jensen & Mackling, 
1976; Fama& Jensen, 1983a, 1983b; Wil-
liamson, 1985; Eisenhardt, 1985, 1988, 1989; 
Baysinger et al, 1990; Donaldson & Davis, 
1991, 1993; Davis, Schoorman& Donaldson, 
1997; Shleifer& Vishny,1997; La Porta et al., 
1999; Franks& Mayer, 2001; Dalton et al., 
1999; Daily et al., 2003).

Studies of corporate governance in com-
panies in Serbia, on the other hand, are rare 
(Bogićević, 2005; Babić, 2008, 2010; Todor-
ović, 2012; Babić, Erić&Nikolić, 2013). Re-
public of Serbia is the founder of 33 com-
panies which are regulated by the Law on 
Public Enterprises (Off. Gazette of RS 15/16, 
further will be referred as the Law), which 
are of great importance for overall Serbian 
economy and for the citizens. Therefore, the 
need to improve corporate governance in 
SOEs is set as a strategic objective of the re-
form of Serbian economy, so that these com-
panies can achieve better business results. 
When considered in SOEs in Serbia, under-
standing the notion of corporate governance 
usually covers a set of rules by which the in-
ternal organization functions, directors and 
members of management bodies are elected, 
and the state as the owner runs control; as 
well as envisioned organisational system of 
planning and reporting, and performance 

management in order to ensure transparency 
in SOEs work.

Corporate governance in SOEs is charac-
terized by certain peculiarities which make 
this issue different compared to policies and 
practices that can be found among other 
market participants: multiple targets, dilut-
ing responsibility for the results and double 
agency relationship, are just some of them. 
These peculiarities together with other or-
ganizational characteristics are not in favor 
of management efficiency or flexibility, and 
joined by the distortion of information that 
occurs in the long communication-chain, the 
lack of understanding between the partici-
pants or some other reasons, do not contrib-
ute to operating effectiveness as well.

In this paper we focus on how to improve 
corporate governance in public companies in 
Serbia. The research on which the analysis is 
based included 15 public enterprises founded 
by the Republic of Serbia, and was conducted 
in the period April to September 2016. We 
bring into focus following questions: 

(1) What is the role of the state as the owner 
of the SOE; and what is the position of 
the Board, what are its responsibilities 
and what are the benefits of having this 
body to supervise SOEs operations? In 
this paper we argue why it would be nec-
essary to form a special ownership entity 
to which the state as the owner would 
delegate ownership rights, and which 
would become a central point of com-
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munication between the SEOs, on the 
one hand, and the Government and its 
ministries, on the other, but also a body 
responsible for making other important 
decisions related to the SEO’s operations 
(licensing board members, continuous 
training in the field of corporate govern-
ance, controlling Board, etc.).

(2) What is the position of internal control 
and what is necessary to be done as to 
improve its role and impact on deci-
sion making? The paper discusses the 

position that internal control has in the 
SEOs, the method of organizing these 
activities, its resources and the impact it 
has on improving the work of SOEs.

The paper presents specific recommenda-
tions for improving corporate governance in 
SOEs in Serbia.

Keywords: CORPORATE GOVERNANCE, 
STATE OWNED ENTERPRISE, BOARD 
STRUCTURING, INTERNAL CONTROL
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SUSTAINABLE DEVELOPMENT – A CHALLENGE OR 
AN OBSTACLE FOR CORPORATE GOVERNANCE

Andreja Primec, University of Maribor, Faculty of Economics and Business,  
andreja.primec@um.si
Jernej Belak, University of Maribor, Faculty of Economics and Business,  
jernej.belak@um.si

Abstract: In recent years, the term sustain-
ability has become a “fil rouge” at numerous 
international scientific conferences. This is 
not surprising. Not only the scientists, the 
entire world’s population has been gradual-
ly faced with crucial challenges of providing 
sustainable global development, recognising 
that health, water, climate, etc. are shared 
resources, necessary for everyone‘s well-be-
ing and even more, in the long- run, for hu-
mankind’s existence. In September 2015, the 
world leaders adopted a historic document, 
the Agenda 2030 for Sustainable Develop-
ment, laying out 17 goals. To reach these 
goals, it is crucial to harmonise three core 
elements: economic growth, social inclusion 
and environmental protection. Another im-
portant finding is that corporations are much 
involved in this circle. Their main concern 
is to make profit, regardless of how it influ-

ences the surrounding environment: nature, 
employees, consumers… The world capital 
is already concentrated in the hands of a mi-
nority, while the majority is deteriorating. 

Delivering on the promise of environ-
mental and social sustainability is not just 
an isolated problem; it concerns states, lo-
cal governments, individuals, practically the 
whole society. Everyone, including corpora-
tions, have to play a significant part in cre-
ating justice and sustainable development. 
We could argue that temporarily, corporate 
governance has to deal with difficult issues 
to rethink about their role in the future. In 
our opinion, being socially responsible is the 
proper way for corporations to achieve long-
run, sustainable growth. 

How to influence corporations to act so-
cially responsible? How to convince CEOs 
and other top managers that CSR is not just a 
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modern brand mark but a real need? Which 
political, legal, ethical measures (like man-
agement policy, codes of ethics, reporting 
on CSR, corporate governance statement, 
etc.) could be used to fortify the role of CSR 
in corporate governance? These are basic re-
search questions explored in the following 

contribution. For the purpose of our contri-
bution, we will limit our research to the EU 
framework on corporate governance.

Keywords: corporate governance, CSR, sus-
tainable development
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CORPORATE GOVERNANCE IN PUBLIC ENTERPRISES IN SERBIA

Dragan Lončar, University of Belgrade – Faculty of Economics, loncar@ekof.bg.ac.rs
Filip Stojanović, University of Belgrade – Faculty of Economics, filips@ekof.bg.ac.rs

Abstract: The last two decades have been 
marked with the transition of the socialist 
economy into a modern market economy, 
in spite of state-owned companies play an 
important economic role. Public companies 
perform vital activities for the population 
and the economy, particularly in the area of   
utilities, financial services and the exploita-
tion of natural resources. Raising pressure 
from the markets, requirements from the Re-
public and other stakeholders and competi-
tion force public companies to improve busi-
ness performance. Construction of utility 
infrastructure, the provision of financial and 
other services to businesses and households 
while respecting the principle of efficiency 
with the lowest possible price, reducing po-
tential losses and support to the Republic 
budget, respect for work transparency and 
rational use of state resources are just some 
of the requirements situated to the adminis-
tration of the public companies. One of the 
models to improve performance requires the 
introduction of standards and principles of 
corporate governance.

Corporate governance principles for pub-
lic enterprises have been defined in order to 
establish professional management of public 
enterprises by the Republic as the owner, and 

to increase the transparency and efficiency 
of business. Also, the principles of corporate 
governance bring to balance interests ofnu-
meral stakeholders, but also the achievement 
of strategic objectives of public enterpris-
es. Following the established principles and 
standards ensures the avoidance of the trap 
of excessive state intervention or passive state 
management on the other side. The relevance 
of corporate governance stands out in the 
role of public enterprises in the contribution 
to GDP and total employment in the domes-
tic economy.

The biggest problems of public enterpris-
esdisssatisfactory performances lie in the 
management or the general rules, processes 
and institutions that regulate the relationship 
between the directors of public companies 
and the government itself. The risk of poor 
management of public enterprises can be re-
flected on the entire economy, especially in 
countries where public enterprises play an 
important role in the local economy, as in 
Serbia.

The most commonly used models of cor-
porate governance are recommendations 
of the OECD (OECD Guidelines on Corpo-
rate Governance of State-Owned Enterpris-
es),which are applied in many developed 
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countries, as well as a set of recommenda-
tions of the World Bank (Corporate Govern-
ance of State-Owned Enterprises A Toolkit). 

Keywords: corporate governance, principles 
of the corporate governance, public compa-
nies.
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THE EFFECT OF BUDGETING PROCESS 
CHARACTERISTICS ON SUBORDINATE MANAGERS’ 
PROPENSITY TO CREATE BUDGETARY SLACK

Amira Pobrić, University of East Sarajevo, Faculty of Economics Brčko,  
amira.pobric@gmail.com

Abstract: The traditional budgeting is the 
subject of considerable debates and criticism. 
One of the often made criticisms is that such 
budgeting system encourages the creation of 
budgetary slack. Budgetary slack is the result 
of deliberately setting budget targets below 
the best possible estimations. The reasons for 
their creation can be different. In this regard, 
distinction should be made between budget-
ary slack whose creation is initiated by senior 
management, or at least senior management is 
benevolent to their creation, and the budgetary 
slack that subordinate managers create without 
the knowledge and consent of their superiors.

Senior managers will underestimate the 
budgetary targets, and thus create a budg-
etary slack, if they want to incite lower lev-
el managers to achieve also non-financial 
objectives, besides the budget goals. Also, 
senior managers should be tolerant toward 
budgetary slack which will be used for hedg-
ing in conditions when the organizational 
segments or the organization itself is facing 
uncertainties. Budgetary slack created for 
these reasons represents objective organi-
zational need and it does not jeopardize the 
quality of the budgeting process. This type of 
slack we will leave aside.

The subject of this paper is budgetary slack 
that subordinate managers create without the 

knowledge and consent of their superiors. Sub-
ordinate managers incorporate slack in their 
budget proposals abusing the circumstance 
that they have better information position than 
their superiors. They do this in order to make 
budgeted targets more easily achievable and to 
obtain as much as possible resources for their 
organizational unit, and all this with aim of 
maximizing self-interests, i.e. getting bonuses 
and building good reputation. Such dysfunc-
tional behavior of subordinate managers has a 
substantial negative impact on the quality and 
sustainability of the budgeting process.In this 
paper we will focus the efforts on exploring the 
impact of the budgeting process characteristics 
on the propensity of subordinate managers 
to put their own interests before those of the 
company, through budgetary slack creation. In 
that context, we will consider how budgetary 
participation, information asymmetry, budget 
emphasis in management performance evalu-
ation and rewarding and various mechanisms 
of formal and informal budgetary control af-
fect whether subordinate managers would en-
gage in this form of budget game.

Keywords: budgetary slack, participative 
budgeting, information asymmetry, man-
agement performance appraisal and reward 
system, budgetary control
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COST ACCOUNTING AS A RELIABLE INFORMATION 
SOURCE FOR THE COMPANY MANAGEMENT

Radmila Jablan Stefanović, University of Belgrade – Faculty of Economics,  
rasty@ekof.bg.ac.rs
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Abstract: Intensive global competition and 
technological innovations together with 
changing customer demands, force compa-
nies to develop new management approaches 
and instruments, change production systems 
and invest in new technologies characterised 
by a higher flexibility of the production pro-
cess, organisation of work and management. 
This leads to shortening of the product life 
cycle, changes in the cost structure and char-
acter of particular types of costs, as a result. 
Changes in the business environment are 
also induced by a rise in quality standards, 
increasing demands in regard to social re-
sponsibility and sustainable development, as 
well as growing demands for environmen-
tal protection, which significantly makes 
management process in a contemporary 
company ever more complex. Gaining and 
sustaining competitive advantage requires 
rapid technical and technological adjust-
ments hence huge investments, and a high 
level of production and sales flexibility as re-
gards not only the breadth/width and depth 
of the product line, but also the line size, sales 
and after-sales services.

Managers in contemporary companies 
face complex and numerous challenges of 
successful company management. Achiev-
ing and sustaining competitive advantage 
in a dynamic and thoroughly uncertain en-
vironment necessarily requires creativity, 
initiative, sophisticated professional knowl-
edge and skills, as well as designing an ad-
equate information system - quality support 
to larger and more complex information re-
quirements of managers at all levels of man-

agement. Constant and dramatic changes in 
contemporary competitive environment, as 
well as the need of integrating into European 
and world market flows, require the knowl-
edge of a wide focus of cost and performance 
management of companies. 

The company’s existence on the market 
directly depends on the degree of fulfill-
ment of customer expectations but also on 
the intensification and strengthening of co-
operation with other organizations from the 
environment (customers, suppliers, distribu-
tors). New business environment inevitably 
requires the restructuring of cost accounting 
and new approaches to costing and cost man-
agement, in attempt to improve the quality of 
cost information that has always been the ob-
ject of particular interest. When considering 
the development of cost management, it is 
very important to link it with modern chal-
lenges to organizations. Only by integrating 
the internal and external aspects it is possible 
to provide quality information for strategic 
management of a modern company. 

Cost accounting information system 
should be flexibly designed. The extent to 
which it is capable of helping the manage-
ment in serving the key purposes fundamen-
tally determines the usefulness of its infor-
mation. It is important that the accountants 
should know their job well and seek the ways 
to add value to their organizations. In this 
paper we discuss the role cost accounting has 
in offering adequate information support to 
managers at all managerial levels. We em-
phasize some of the new tools, techniques, 
concepts and approaches to costing and cost 
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management (ABC/ABM, SCM, LCCM, TC/
TCM, VSA,TQM, ECM).

Keywords: Cost Accounting, Management, 
Strategy, Process, Cost Management.
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WHAT SHOULD BE KNOWN BEFORE TRANSITION TO 
THE ACCRUAL BASIS OF ACCOUNTING IN THE PUBLIC 
SECTOR ENTITIES IN REPUBLIC OF SERBIA?

Danica Jovic, University of Belgrade – Faculty of Economics, dana@ekof.bg.ac.rs 

Abstract: Evaluation of economy, efficiency 
and effectiveness of the use of the total assets 
which are dispositional to the public sector 
entities requires the implementation of the 
accrual basis of accounting for the prepara-
tion and presentation of their general pur-
pose financial statements. There is no doubt 
that the decison about transition from cash 
to the accrual basis of accounting and finan-
cial reporting of public sector entities is the 
question of political will in one state. But, in 
spite of that, in the proces of making decision 
about transition a government need to solve 
two issues which are primarly of accounting 
nature. The first issue is the choice among 
several ways of which transition can be ex-
ecuted, and second is, what is the estimated 
amount of initial transition costs and the 
costs of continuous application of changed 
accounting bases.

In the paper are concisely presented po-
tential ways in which the transition can be 
done. Special attention was paid to the anal-
ysis of factors which trigger initial transition 
costs and costs of continuous application of 

changed basis of accounting in Republic of 
Serbia. It was concluded that the most sig-
nificant causes of initial transition costs are 
activities related to: the establishment of a 
comprehensive and consistent normative 
basis for financial reporting of public sector 
entities, the upbuilding of adequate account-
ing information systems and the training 
in accounting and information technology 
for professional accountants and managers 
working in the public sector entities at all 
levels of hierarchy. Similarly, it is concluded 
that factors that cause the occurrence of costs 
of continuous application of accrual basis of 
accounting are activities related to incessant: 
the improvement and upgrade of normtive 
basis of accounting, the maintenance and 
technically updating accounting information 
systems and the education of professional ac-
countants and managers in the fields of in-
formation technology and accounting.

Keywords: financial reporting, accrual ba-
sis of accounting, cost of transition, ways of 
transition.
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PRICE-TO-BOOK VALUE IN THE SOUTHEAST EUROPE
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Corporate Finance, glisicmilan@ekof.bg.ac.rs

Abstract: This paper examines the relation-
ship between market and book values of eq-
uity of listed corporationsin Slovenia, Croa-
tia, Serbia, FYR Macedonia, and Bosnia and 
Herzegovina, captured by their P/BV ratios, 
and yields several valuable insights. Firstly, it 
documents the statistically significant nega-
tive relationship between P/BV ratios of list-
ed corporationsand their riskiness, opening 
up the possibility of using the reciprocal of 
P/BV, BV/MV, as a proxy for risk in mode-
ling stock returns in the Southeast Europe 
(SEE). Note that the use of BV/MV as a risk 
factor has its theoretical justification in the 
three-factor asset pricing model suggested 
by Fama and French (1992). Secondly, the 
research indicates that better-performing 
corporations tend to trade at higher levels of 
P/BV multiple. In fact, P/BV ratios of these 
companies are significantly positively related 
to their accounting profitability, economic 
profitability, and free cash flow generating 
ability. Thirdly, the paper identifies the posi-
tive correlation between P/BV ratio of corpo-
rations and their sustainable earnings growth 
rate. However, it appears that this correlation 
is rather weak. The results show that risk has 
had a more important role in explaining P/
BV ratios than earnings growth in SEE since 
the financial crisis of 2008-2009, which 

seems reasonable. In the aftermath of finan-
cial crisis, investors tend to be more risk-
averse than before the crisis, and they usually 
avoid investing in riskier fast-growing com-
panies. Fourthly, presented findings suggest 
that dividends, on average, have no effect 
on the market values of common equity of 
sampled companies in SEE. P/BV multiples 
seem to be unrelated to dividend policies of 
these companies, which is consistent with the 
dividend irrelevance hypothesis. Fifthly, the 
paper shows that financial leverage is signifi-
cantly positively related to P/BV ratio of cor-
porations. It also shows that P/BV ratio rises 
as total asset turnover speeds up but only to 
a certain point. There is no evidence of any 
statistically significant relation between P/
BV ratio and other liquidity measures, such 
as current ratio or cash conversion cycle. Fi-
nally, results presented in this paper indicate 
that investors in SEE stocks on average “fix-
ate” on reported sales and earnings, failing to 
analyze their persistence and sustainability. 
As a consequence, P/BV ratios appear to be 
unrelated to the measures of sales and earn-
ings quality of listed corporations in SEE.

Keywords: price-to-book value, risk, prof-
itability, growth, dividend policy, leverage, 
earningsquality
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THE IMPACT OF INTERNALLY GENERATED GOODWILL 
ON PROFITABILITY AND SOLVENCY – A CASE 
STUDY OF COMMERCIAL BANKS IN SERBIA

Milutin Živanović, University of Belgrade – Faculty of Economics,  
milutinzivanovic@ekof.bg.ac.rs
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Abstract: Internally generated goodwill 
stems from the efficient use of intangible re-
sources not recognized in the statement of 
financial position. Its sources are numerous 
and varies significantly among industries. 
Most of empirical research studies find strong 
evidence that well-trained work force, good 
customer relations, unique market position, 
business reputation, brand name and other 
intangibles prohibited from capitalization 
have a positive impact on firm performance. 
This requires a reconsideration of prevail-
ing view that internally generated goodwill 
should not be capitalized due to identifica-
tion and measurement difficulties. Resolving 
these problems standard setters could nota-
bly improve the relevance of accounting data 
and capture important elements of a firm’s 
intangible assets in the statement of financial 
position. This paper examines the impact of 
specific components of internally generated 
goodwill primarily related to human and re-
lational capital on financial performance of 
commercial banks in Serbia. More specifi-
cally, we examine the impact of commercial 
bank internally generated goodwill indica-

tors such as employee and marketing relat-
ed expenditures, economic presence, market 
share, deposit stability on its profitability 
and solvency. Data are collected from pub-
licly available financial statements and man-
agement reports over the same commercial 
banks from 2010 to 2016. Our final sample 
consists of 203 commercial bank-year obser-
vations (29 commercial banks during the 7 
year period). We use panel data analysis and 
run regressions in which dependent variables 
are represented with different financial ratios 
and independent variables encompass cer-
tain indicators of internally generated good-
will. We expect commercial bank managers, 
analysts, accounting standard setters, aca-
demics and other professionals may find use-
ful results we provide in this study in order 
to better understand sources and magnitude 
of internally generated goodwill in financial 
sector and its relation with firm performance. 

Keywords: Internally generated goodwill; 
human capital; relational capital; commercial 
banks; profitability; solvency
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DIVIDEND SHOCKS AND STOCK RETURNS: 
AN EXPERIMENTAL STUDY

Dragana Draganac, University of Belgrade – Faculty of Economics,  
dragana_c@ekof.bg.ac.rs

Abstract: Earnings announcement of a 
company is an event that can cause under-
reaction, overreaction, momentum and 
post-earnings announcement drift in stock 
returns. The uncertainty related to earnings 
announcement leads to such phenomena. 
In practice, within the 90 days following the 
quarterly earnings announcement, stock 
price and returns can take different patterns 
of movement. There is no consensus among 
researchers whether underreaction or over-
reaction occurs, but most of them think the 
underreaction is dominant. Momentum and 
post-earnings announcement drift are con-
sidered to be medium-horizon phenomena 
that persist from 6 to 12 months before mean 
reversion happens. Different explanations of 
phenomena related to earnings announce-
ment are given in the paper: both traditional 
and behavioral ones.

In the experiment conducted in this pa-
per, it is possible to test whether statistical-
ly significant excess return is realized when 
sudden dividend jump is announced. In 
order to achieve such a goal, the appropri-
ate experimental setup is designed. Market 
participants trade with two types of stocks 

which only differ in the stochastic process-
es that generate dividends. Both processes 
are non-stationary, with the same diffuse 
part. The type 2 stock dividend process dif-
fers from the type 1 stock dividend process 
by having an additional part in the form of 
Poisson jump, which happens with certain 
probability. The statistically significant excess 
return associated with the uncertainty of the 
dividend announcement is expected to hap-
pen in trading with type 2 stock. In order to 
test the hypothesis, the appropriate autorre-
gresive model is implemented. 

Wald test is used in another regression 
model in order to check whether: 1) markets 
can be considered informationally efficient; 
2) market prices are formed on the basis of 
traders’ adaptive expectations; 3) market is 
governed by positive feedback trading; or 4) 
market is governed by contrarian trading. 
The total number of experiments conducted 
is 22, while the total number of participants 
is 220.

Keywords: dividend jump, excess return, 
uncertainty, experimental study, behavioral 
finance

JEL classification: C92, G02, G12, G14
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