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PREFACE

It is undoubtale that Serbia, as one of the republics of the former Federative
Republic of Yugoslavia, was very incorporated in terms of content in the
developed markets of the Western Europe. The most developed countries of the
Western Europe, primarily France and Geny, encouraged the creation of
economic organizations such as the European Coal and Steel Community, the
European Atomic Energy Community, the European Economic Community until
the creation of the European Union. The European Union, as it was predicted by
Robert Schuman in the declaration of the creation of the EU (known as the
Schuman Declaration), developed gradually and during a long time period.

Regardless of the problems it has, the European Union is today the most
powerful economic integration inetworld.

Serbiads economic transition towards
the full EU membership has been going on for almost 15 years. There have been
and there will be humerous obstacles on that road and we need to overcome them
and in that wayain full EU membership.

The transition of Serbian economy towards modern market economy is a
complex economic process that has to cover all economic branches and all social
occupations.

The Faculty of Business Economics and Entrepreneurship completely
uncer st ood the need for Serbiads economic
market economy that will be capable of dealing with the most developed market
economies of the EU member states and other countries in the world and because
of that, it pays spzal attention to the publishing activity and it is now prepared to
publish a monography calle8erbian road to the EU: Finance, Insurance and
Monetary Policy.

The monography: Serbian road to the Eihance, Insurance and Monetary
Policy deals with questins related to the economic transition of a part of the
economic ambience in the aim of gaining full EU membership.

In the first part of the monography, we covered the issues related to the
economic and financial aspects of the process of accessingiaing jine EU. In
this part, authors are showing and explaining the need for maintaining and
encouraging the process of accessing and joining the EU and gaining full
membership, by simultaneously pointing out to the obstacles that are occurring in
that proess and the consequences of overcoming or not overcoming those
obstacles. The authors are emphasizing that Serbian economy will benefit from the
process of accessing and joining the EU regardless of whether the process will
result in gaining the memberstop not.

The second part deals with the issue of insurance which is a very significant
economic activity for the process of accessing and joining the EU, and which
results in the reduction of the total risk of the social system transition. In this part
of the monography the authors are pointing out to different types of insurances and
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they are explaining in a very simple and understandable way the role and
significance of insurance from the macroeconomic aspect, but also from the
consumersdé6 point of view.

The third part covers the topics from the field of banking and financial
markets. If we know that money is the bloodstream of every economy, then these
topics shoul dnot be overl ooked when C (
economy towards the full EU méxarship. The authors of these topics are pointing
out to the role and significance of S¢
financial markets, as well as to the specificity of certain pieces of information that
are necessary for the functioning ofethnternational financial markets and
financial markets in general.

The monography: Serbian road to the Eihance, Insurance and Monetary
Policy represents a very useful reading for all those who are involved in the
economic politics and for all those whare involved in the transition of the
Serbian economy towards a developed market economy, and it can also be very
useful additional literature for students at faculties and colleges of economics.

October 2016.

Full Professor Milan Beslac, PhD
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SPECIFICS OF OBSTA3 OF SERBIA ON I'PATH
TOWARDS EU

Milan Beslaé

Jovica Beslat

ABSTRAKT

There is no doubt that the EU is currently the largees economically most
powerful regional economic integration. From this point of view, path and
joining Serbia to the EU should not be a dilemma. It is always good to be with the
best.But the process of Serbia's accession to full membership in the Hitapo
and economic elite in Serbia representasita path without alternativ&ut there
is no doubt that Serbia , on the path to EU, expects many obstacles related to its
internal political order (Status of the Autonomous Province of Kosovo and
Metohija), the relationship between neighbors and their demands towards Serbia
during the accession process (which is best seen when opening chapter 23 and 24)
as well as various barrier is to arise because of the relations between the EU
member states (as is dent from the attitude towards Russia and attitudes
towards migrant crisis) as well as the inevitable transformatibthe EU itself in
the future Therefore, there is a reasonable question, whetheB#rbia'spath and
joining to full membership in thEU really has no alternative and whetheenefits
which will be ackeved by joining the EU are theame as victims that will have to
be submitted for full membership in the EXhe primary goal of this papés to
show that Serbia's path towards full memnsbép has both economic and political
justification, but that that path should be built so that in case of insurmountable
obstacles path haan alternative.

Key words:AccessionEU, Serbia, The obstacles, The transformation of the EU
JEL Classification F36,F53

1 Faculty of Business Economics and Entrepreneurship, Belgrade, Seithiapeslac@galeb.com
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INTRODUCTION

This work is the result of thinking of the author on Serbia's path towards EU
membership, the obstacles that await in this way, the advantages and disadvantages
of membership, as well as alternatives in case of impossibility efcoming all
obstacles that the EU set Serbia on a long road to full membership. The work
represents original thinking of the author particularly in so far as it relates to the
inability to overcome the obstacles and possible alternatives, and sinceson thi
subject there are no valid scientific and professional papers by Serbian author,
considering the position of the government, or the last few governments, much of
the opposition parties, almost all NGOs

There & no doubt that the EU's most powerful regional economic integration.
This regional economic integration formally consists of 28 countries (the United
Kingdom in June 2016 in a referendum decided to withdraw from the EU, but the
process of withdrawal hasonyet begun) who joined the founders in the past 50
years. Although the criteria are defined for joining or obtaining full membership in
the EU, today's experience has shown that each country did not have the same
path. Let us remember that the United gdom, twice at a press conference by
French President Charles de Gaulle, was informed that it cannot become a full
member of the EC because it allegedly failed to meet the defined criteria, but did
not specify what criteria. We now know that these wereenohomic criteria but
that the reasons for the lack of acceptance of the requires of the UK for full
membership in the EU from the sixties, were political in nature.

Croatia is the last country to become a full member of the EU, and we all
know it has nomet the basic criteria on human rights when it comes to the return
of persecuted Serbs, on the protection and restitution of their property, the
protection of their cultural heritage and the like.

Serbia for almost 15 years trying to become a full merob#re EU. After the
enthronement of Serbian prime minister in 2000. Zoran Djindjic has spoken that
Serbian goal is Europe and he sees country in 2004 as an official candidate for EU, in
2010 to be an equal member of the EU. As a man held 50 years itoardare up for
air, and Serbia will not stop anything along the way to oxygen, and it is Europe

In 2016, Serbia is an official candidate for EU membership and first
chapters are opened (of a total of 35
accession to fllmembership

The author of this study finds that 35 chapters which are,, opening" and ,,after
negotiation" closing, does not represent the reality of any negotiations but setting
tasks, by the EU, and setting the conditions of the EU and analysis, amymak
conclusions and consensus of all member States, whether these requirements are
met and to what extent, in the opinion of the member countries. What is important
to know i s t hat , , t he opening Anor , , cl
approved byall member states of the EU, then 28 of them or 27 of them when
Great Britain formally withdraw from the EU.
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In the period of 200@016 (in 2016th were opened the first chapter) on
Serbia's path towards the EU, there were many obstacles that Serbia has had
overcome that concerned above all relations between Serbia and its Autonomous
Province of Kosovo and Metohija, which unilaterally declared its independence,
and which is recognized by 23 countries and the EU. This fact alone for euro
sceptics and thosgho oppose Serbia's membership in the EU is enough to make a
conclusion that the EU has neither good intentions nor Serbia are considered equal
with other countriegandidates for EU membership or those who have recently
joined the EU.

It is a known facthat the EU that we know today evolved gradually step by
step, just as is provided by Robert Schuman in his declaration.

An excerpt from t he Eopchwilmat be ndde@lladr at i «
once, or according to a single plan. It will be built throeghcrete achievements
which first c¢r eatThe polirdef cdaleandtsteel gramllictiod ar i t
should immediately provide for the setting up of common foundations for
economic development as a first step in the federation of Europe, and widjecha
the destinies of those regions which have long been devoted to the manufacture of
munitions of war, of which they have been the most constant vittims
(https://europa.eu/europeamion/abouteu/symbols/europday/schuman
declaration_en)

During the deelopment of European integration, and when felt the need to
expand with the new members of the EU in Copenhagen in 1993 are defined the
so-called Copenhagen criteri®jukanovic, Gajic, 2010, p. 491) to be met by
countries that have the intention andide to become members of the EU. These
criteria include political, economic and legal area.

Criteria that is tied to political area is defined so that the country must have
stable institutions Wich ensure democratic process (Miljus, 2015, p-12®) in
decision making, rule of law and respect for the rights and protection of minorities.

When analyzing this area in Serbia neither one -mefhning analyst can
detect any deficiencies in this area: Firstly, by all criteria, the state of Serbia is a
democraii country whose power is divided into legislative, executive and judicial,
which are ranges of modern democracy. Country Serbia conducts the selection
process in a democratic and transparent manner on the content of which EU
observers, an observer of th&CD and Russia and other countries do not have
any objection. Country Serbia enact laws in the National Assembly and the
executive branch does not implement its rule through decrees, regulations and
instructions but on the basis of law, which is a meagtitiee value of the EU.

As for the rule of law it is no greater or less than some EU members such as
for example, Croatia, Romania, Bulgaria and so on. As far as the protection of
minority rights there can be found absolutely no objection. Specificallyonities
and minority groups in Serbia have the same rights, and often more rights than the
majority Serbian people. Minority rights in Serbia in many areas are higher than in
many EU countries. So, if we consider this criterion it was Serbia has met and
from that point can immediately become a full member of the EU.
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The second criteria that is related to the economic area requires thasthere i
functioning market economiMiljus, 2015, p. 126132)which is able to cope with
competitive pressure and matrkerces within the Union.

Regarding this area, without specific analysis, it is clear that Serbia does not
fully meet this criterion. But, before making a final conclusion it should be noted
that Yugoslavia, in which included Serbia, was a socialist cpuhat is of all
socialist countries was mostly incorporated into the market economy of Western
Europe. Although in Yugoslavia existed not property or public property, even
though the economy is based on the principle ofrealfiagement, it took place on
market principles and carried out is extremely high exchange with the world. At
the same time, starting from the beginning of the nineties the Act governs the
possibility of the formation of private companies.

However, at the end of the nineties there \wabreakup or secession of
certain republics, members of the Yugoslavia (Slovenia, Croatia, Boshia and
Herzegovina) that caused a fepgar civil war. Today in 2016 it is clearly known
that this secession and civil war was initiated, supported and inpgawbdriven by
the most developed countries of Western Europe and the United States. This war is
not waged on the territory of Serbia, nor with the participation of its military, but
Serbia was blamed for it and suffer the most comprehensive economithand o
sanctions that have ever applied to any country in the world.

After the end of the civil war that was waged on the territory of Bosnia and
Herzegovina and the Croatia, again with the support, economic and military
assistance from the major countriédiestern Europe and the United Stdiegan
a rebellion of Albanians in the autonomous province of Kosovo and Metohija, which
culminated in the NATO aggression against Serbia when 19 countries continuously
78 days with daily bursts of about 300 aircraft leeight over 8000 meters (these
heights were safe for NATO planes, because they knew that Serbia does not have a
weapon that they could jeopardize the aircrafts), bombed Serbia destroying the entire
economic potential (major factories, bridges, infrastnec facilities, government
buildings, etc.). The recovery of this aggression is still going on and question is if
Serbia would ever get to full recovery given that the bombs contained depleted
uranium, that are used cluster bombs and the like.

Today the rost powerful countries that participated in the bombing of Serbia,
as well as members of NATO, recognized that it was illegal bombing (without UN
Security Council approval) and that started on the basis of forged and false data
verifiers of the EU.

If only these facts have in mind then it is a moral obligation under
international law to compensate the damage caused to Serbia by international
forces and thus help Serbia build a market economy that is able to cope with the
economies of the EU.

Thus, the undjuted fact is that Serbia today has no competitive market
economy in line with the Copenhagen criteria, which can measure up to the market
economies of the most developed EU countries. But this situation is objectively
conditioned by operations of thesemsa most developed countries of Western
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Europe illegally and unfairly and therefore there is their legal and moral obligation
to support and encourage economic Serbia to be equally involved in the selective
market of the EU, but not only through the apptaaloans but gifts, donations

and compensation for the damage caused.

The third criteria that relates to the field of law implies the ability to assume
the obligations of membership including adherence to the aims of politica
economic and monetary um¢Miljus, 2015, p. 126132).

That the EU and US, which are undoubtedly contributed to Serbia today there is
not enough built a competitive economy that can successfully deal with other
countries on the demanding EU market and other markets in the welbedh
Serbia with nofsrefundable funds and new technologies, which is their moral and
legal obligation, then the growth in Serbia would be able to cope with the economies
of most developed countries in the EU and could participate equally in the European
and world markets with other countries. At the same time Serbia would have the
ability to assume all obligations arising from its membership in the EU

Thus, the above criteria are criteria that the EU itself has prescribed that must
meet the countries thaitend to join the EU. But for Serbia, these criteria are not
valid and do not apply only these criteria. It can be concluded that the EU sees
Serbia as ,,sovereign "entity, such as itself and for Serbia are valid laid
Copenhagen criteria, but also théegia that establish just for it. Because how else
to explain that Serbia's path towards
the ICTY, and this cooperation, as it turned out really is impdieladition of
Radovan Karadzic and Ratko Mladic, whabe citizens of other countries
(nukanovi I, G a-p0). Evenif,2rotheroadest sensebtigere was an
obligation to extradite persons accused of war crimes, how this obligation can be
an integral part of prdefined Copenhagen criteria. Of cagjréhat that obligation
is not, nor can it be part of the Copenhagen criteria, but it is defined and required
only from Serbia. Thus, Serbia is not in the same position as they were the other
countries which have become full members of the EU. In additi@erbia's path
towards the EU there is other, according to the author of this work, an
insurmountable obstacle, and that is the establishment of full relations with the
self-proclaimed state of Kosovo to full recognition, exchange of ambassadors and
providing selfproclaimed state of Kosovo ,, chair" in the UN. This requirement
neither one country in modern history in can accept. Will there be someone in
Serbia who can recognize the secession of its own territory and provide a full
membership in the Unite Nations remains to be seen. The current ruling elite
stresses that it will never do it, but without it, according to the author of this work,
certainly there will be no membership in the EU. In support of this view is the fact
that the opening of the &t chapter carried out only after the signing of the so
called. Brussels Agreement.

The current ruling political elite and its foreign economic policy is defined as
the path to the EU without alternatives. It is quite a reasonable question why the
path tothe EU has alternatives. Is it possible in any human activities have only one
way, or single solution. The current theory and practice in every area clearly
showed that any goal can be achieved with more solutions, more paths, of course,

t
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not always with tb same speed, the same costs and the same effects, but it is
always necessary to have a second or third alternative, if there lack of realization
of the first or second determinations.

JUSTIFICATION FOR TH E COMMITMENT TO FULL
MEMBERSHIP IN EU

When the eurdanatics, and the ruling political elite, reflected in the Serbian
Progressive Party and the Socialist Party of Serbia, explains why they chose the
path towards full membership in the EU as a path without alternative usually say
this is our biggest ecomic partner, cannot be different because we border with
EU countries (Croatia, Hungary, Bulgaria, Romania), without the EU nothing can
save us etc.

There is no doubt that it is important, it is important both economically and
politically justified to be amember of any powerful organizations including the
EU. Being a member of the powerful organization carries with it a number of
positive elements. The powerful organization enables the economic problems that
occur can be overcome in an easier and fastgr with lower costs and more
efficiently. For example, Greece, as an EU member, in the last few years have been
hit with very great difficulties, but it is with the help of the EU (and with its
conditions) has a chance to overcome them. Powerful orgamizdiilohas a very
large and important resources (market, human resources, technology, standards,
finance, etc.) that are available and which are easier to use when one country is a
member of this organization than when outside.

Table 1: Basic indiators of the European Union and Serbia

Ordinal Indicator Unit EU Serbia

number

1. Surface km2 4.324.782 77.474

2. Population Population | 515.949.445 | 7.209.764
Domestic gross .

3. oroduction GDP (PPP) billion $ 19.018.000 | 43,68

4, GDP (PPP) per capita | $ 37.800 11.100
Number of member

5. 28
states

Sourcewww.world.cia(2016

From the above table clearly emerges that each member of the EU only within the
EU has at its disposal the market 515 million inhabitants, it has disposal the
consumer whose GDP per capita $ 37,800 and so on. These resources are very
important for countries with a small population and whose GDP per capita is lower or
significantly lower than the GDP per capita than the average in the EU, b#eause
have at their disposal a huge number of consumers who have high purchasing power
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Parallel Resources Serbia and the EU indicate that they are immeasurably
lower than the resources of the EU and that this is one of the important reasons
why it is goodto be a member of the EU. Thus, the Serbian market than 77,000
consumers in the event of a flikdged membership in the EU will be available to
515 million consumers and 37,000 $ GDP per capita. But one should always bear
in mind the fact that the poteait benefit EU level of economic development of
Serbia should be the approximate economic level as the EU because it will
otherwise happen that only the EU will expand its market and there will not be an
equal interaction between these two markets.

The Euppean Union is designed so that one of its essential features in the free
movement of capital, labor, technology, population, and the like. This freedom
applies only to EU member states, but not for the country and residents outside the
EU. So, being a mebber of the EU, from that point also brings considerable
advantages in relation to countries that are not.

Also, one of the main reasons for the emergence and establishment of the EU
is to preserve lasting peace. If we know that Serbia in the nineteentivemttbth
centuries was more years at war than it is to live in peace, then membership in the
EU undoubtedly has a great importance from the point of enabling and achieving
lasting peace.

The preservation of peace is realized through a common policyoperaiion
in the field of security and foreign policy, on the one hand brings advantages
because in these two areald rely on he secalled.collective security and foreign
policy of the whole EU, but also has a negative impact on the sovereignty of each
country separately, because consequently leads to its reduction. Also, cooperation
in the field of justice and home affairs as well as cooperation in the field of
security and foreign policy, has clear advantage and disadvantages. The advantages
are the fat that it is easier fight against deviant phenomena such as drug
trafficking, trafficking, and other criminal activities, but it also comes free flow of
people and the absence of controls at internal borders of the Union, which
contributes to the increasé deviant phenomena.

Therefore, during the candidacy for membership in the EU, each country has
to measure whether the benefits that membership brings are more significant and
whether they are justified in relation to, first of all the reduction of sigety, as
well as other negative consequences that can in the shortest terms defined as a
form of modern colonialism which will be discussed later.

When it comes to Serbia and its unconditional commitment of the membership
in the EU, as one of the argunterthat always stands out, is that the EU's most
important economic partner of Serbia. There is no doubt that the statistics
corroborate this fact. But when considering the economic relationship with the EU
Serbia should keep in mind that this is the eodically bilateral relations between
Serbia and individual EU member states, not the EU as a whole. The data on
economic exchange with the EU represent data on economic exchange with each
country individually and then added together and thus obtain ddtee @tonomic
trade with the EU. In this way, it is only possible to establish economic relations
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with the EU because the EU as a whole does not perform any economic relations
with any country of the world.

Table 2: Overview of the import and export of &tb the EU countries in milliof

Year Export Import Deficit
2012 5.307 9.687 4.380
2013 7.629 11.236 3.607
2014 7.921 11.445 3.524

Source: Republic Statistical Office of Serbi@tatistical Yearbook of the Republic
of Serbia, 2015.

These data clelgrshow that Serbia with EU countries achieved a cumulative
deficit in the trade exchange. This situation is not, nor can it be a surprise to
anyone if you have the level of development of Serbian economy and the
economies of the EU. The trade deficit i'edo the lack of competitiveness of the
Serbian economy in relation to the EU countries.

So, in addition to the indisputable fact that the EU Serbia has more than 50%
of trade should be taken into mind that the results of this exchange deficit from
yearsback

If the Republic of Serbia at this time and at this stage of economic development
became a member of EU, the authors of this study believe that this deficit was even
higher. The complete freedom of movement of capital, goods, labor, technology and
the like would not contribute to the development of competitiveness in Serbia, but
quite the contrary, contributed to the spread of the EU market in the territory of
Serbia on the one hand, and the export from Serbia would be reduced on the export
of raw mateials and product lowest level of processing

If we analyze the data in the above table clearly leads to the conclusion that Serbia
has a trade deficit with the EU countries except Italy and Romania. This fact leads to
the conclusion that Serbia is noady for choosy EU market. But it also presents data
showing that Serbia with CEFTA countries has surplus which means that its economy
is at the moment compatible with the economies of the CEFTA agreement
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Table 3: Export and import of Serbia from seleatedntries in 2012, 2013 and 2014

Ordinal - Export in bill. USD Import in bill. USD Deficit/Surplus
ountry
number 3 2012 | 2013 | 2014 | 2012 | 2013 | 2014 | 2012 2013 2014

1. Italy 1198 | 2379 | 2.577 | 1.828 | 2359 [ 2309 | -630 +20 +268

2. Germany 1310 | 1375 [ 1.773 | 2.060 | 2.256 | 2.427 | -750 -881 -654

3 Croatia 386 416 459 532 471 546 -146 -55 -87

4. Slovenia 422 479 471 581 3N 361 -149 -92 -90

5. Romania 904 786 830 818 582 587 -86 =204 +243

6 Bulgaria 287 336 384 501 439 411 214 -103 -27
Bosnia and . < S .

7. 1.095 | 1.201 | 1.319 [ 462 484 535 =633 +1 +784
Her.
Macedonia N = " .

8. 485 576 604 297 263 252 -188 =311 +362
FYR
Russian R

9. 867 | 1.063 | 1.029 | 2.078 | 1.904 | 2340 | -1.211 | -841 -1311
Fed.

10. China 6 9 14 1385 | 1.509 [ 1561 | -1379 | -13500 | -1547
United _

11. 97 490 313 316 306 279 -219 =184 +34
States

Source: Republic Statistical Office of Serbiatatistical Yearbook of the Republic
of Serbia 2015

Particularly interesting is the trade with China because this country achieved a
huge deficit. Superficial reason for thvery low level of exports to China is
geographical distance. But if we take into account imports from China, then that
argument cannot be acceptable. Since China is a huge market, which varies
according to the degree of development in certain regiooanibe concluded that
the current level of economic development of Serbia has the conditions for export
to the Chinese market, and to those parts of the market that are less economically
developed. At the same time, plans to rejuvenate the ChinesegailKthrough
Serbia to Western Europe is to objectively significant potential for cooperation and
export to the Chinese market.

Data on trade with the Russian Federation show a high deficit. Deficit in trade
with Russia is on one hand understandable asiifigd if one takes into account
that the Russian Federation is predominantly supplying Serbia with energy
sources, but on the other hand, if one takes into account a preferential trade
agreement, then he is an unjustified measure. Preferential Tradenferewith
the Russian Federation, which has been in force for more than a decade allows
Serbia that its trendsetting products (95% of the products) exported to the Russian
Federation without paying customs duties. Nevertheless, Serbian export to the
Russan Federation can be said to be very modest. The reason for this is that the
Russian market has become very demanding. Specifically, it requires the
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fulfillment of the soecalled threeK - quantity, quality, continuity. So, it is a single
market of 150 milbn inhabitants (a third of the EU population) by simultaneous
demands quality products at the highest standards, large quantity and continuity of
supply. These requirements Serbia in organizational terms and with their current
market potential cannot beilfilled. This is why the EU market, which make
individual Member States, at this time acceptable for the Serbian economy,
because the requirements of individual EU member states are easier to fill in
guantitative terms than the market demands of the &u$sderation. And this is

one of the important reasons why it is good to be a member of the EU.

ADVANTAGES AND DISAD VANTAGES OF SERBIA'S ACCESSION
TO EU

THE BASIC CHARACTERI STICS OF TODAY'S EU

The European Union is in fact primarily a political projectts end of the
process should lead to a common state or as a federation or a confederation of
states. The best evidence for this claim is the attempt of adopting the Constitution
of Europe and subsequently concluded Luxembourg agreement that is in fact a
slightly modified variant previous constitutions of Europe.

The global economic crisis has seriously affected the economies of the EU,
but not equally to all member states. This crisis, which appeared as a crisis in the
financial sector, overflew and conties to overflow into the reaR@dovanovic,

2015, pl17-25), but also the social sector. The consequences of the economic crisis
are in high public debt (which is significantly higher than the level of public debt,
which is defined by the Maastricht Treptput also the growth and expansion of
public expenditure and the budget deficit and increase in unemployment rate.

Maastricht Treaty stipulates that the
60% of GDP, the budget deficit may not exceed 3% of GDP, ttetiam rate
cannot exceed 1.5% of the three countries with the lowest inflation rates, that the
interest rate cannot be higher than 2% of the three countries with the lowest long
term interest rates and so on. However, this policy is not complied byhany t
member countries because they all have a public debt that is more than 60% of
GDP, which is in the most extreme cases, moving up to 147%. It is significant to
note that there is no tendency to decrease public debt to GDP ratio, but on the
contrary thereis a tendency to increase it, as a result of-eutis measures
implemented by financing banks and insurance companies from the budget, and
the like. The fall in interest rates is also important to negative levels, a rise in
unemployment is visible bease the EU average unemployment rate above 10%,
and in some countries such as Greece and the unemployment rate is 27%.
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Table 4: Review of the level of public debt and budget deficits of selected EU
countries in terms of GDP

Countr The debt / Year
Y| budget defi 2003 2010 2011 2013
The debt 105,6 130,0 147,0 165,3
Greece —
budget deficit -10,1 -24,0 -22,1 -24.8
) The debt 72,0 78,0 80,0 80,9
Spain —
budget deficit -4,4 -9,0 -9,9 -10,4
Ital The debt 118,5 124,2 1235 127,3
y budget deficit | -7,0 | -12.8 | -12.8 136
) The debt 113,2 126,0 98,0 122,6
Belgium —
budget deficit -3,5 -9,9 -9,0 -10,2
The debt 83,0 87,0 107,8 120,3
Portugal —
budget deficit -55 -10,6 -10,8 -10,0
The debt 66,0 94,0 108,2 157,0
Ireland —
budget deficit -1,0 -80 -8,1 -8,3
EU The debt 70,0 80,0 82,5 86,2
budget deficit -2,2 -4,4 -6,5 -7,2
The debt 711 85,4 88,1 90,9
Eurozone —
budget deficit -3,0 -4,1 -6,2 -6,8

Source: Eurostat, 2012013.

These data clearly show that there are differences ikEtheountries, their
debt and budget deficit is growing, and there is no tendency to decrease.

From these figures it is visible all the diversity of EU countries that, despite
harmonization of a large number of documents, laws and regulations did not have
resulted in a harmonious employment.

The global economic crisis has revealed and completely laid bare known fact
that the EU consists of countries that are different in the level of development and
by different policies particularly in the field of thed@ system. EU has member
countries that use the single currency (the euro) and the member countries with
their own currency so that it is not possible to create a single monetary policy. As
the EU member states allowed to maintain their fiscal policylpnolof diversity
is increasing because there are differences in the level of fiscal burden, the amount
of public debt, the number and type of tax forms and tax rate, the amount of budget
deficit to GDPratio, etc. ( Komazec, 2014,81-87).
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Table 5: Overiew of the unemployment rate in EU

% %

Comalry Unemployment Country Unemployment
Greece 27.0 Estonia 99
Spain 27.0 Slovenia 9.7
Portugal 18.0 Sweden 8.2
Slovakia 14.6 Belgium 8.1
Estonia 143 Finland 8.1
Ireland 142 United Kingdom 1.7
Cyprus 14.0 Denmark 7.4
Lithuania 13.1 Czech Republic 72
Bulgaria 12.5 Romania 6.7
Italy 11.6 Malta 6.6
Hungary 11.2 Netherlands 6.2
France 10.8 Luxembourg 5,5
Poland 10.6 Germany 54
Austria 4,8
EU 10,0

The economic crisis has contributed to that is completely obvious that the EU
consists of several groups of countries with different economic performance, and
that if they are viewed throghe GDP per capita, and if viewed from the aspect of
the single currency (17 EU member countries use a single currency, a 11 member
countries of EU uses its own currency). Thus, the value of GDP per capita is in the
range of approximately 10,000 eurosildaria) to about 46,000 (Luxembourg).

Two-speed Europe or a Europe more speed: the popular term for a method of
differentiated integration within which to one or more groups of EU member
countries could decide to go faster and further in the integrafidheoother.
Similar is the meaning of the term Europe of concentric circles, in connection with
them are referred to different ( ,, circles "of countries, varying in the degree of EU
reached hitoth@d fici
"- countries outside the EU who want to join), or by the authorities (the currency
circle,, ",, defensive circle" ...} ‘according to the glossary of the EU and European

i ntegration

Source: Eurostat January 2012

t hat

have

integration, the European forum, No. 4. Belgrade, in April 2004.

In view of these aspects of EU observation actually made up of several

groups of countries

The first group (the first circle or the state of the first speed) countries may
include the following countries: Germany, France, United Kingdom (before
leaving), Italy, Augtia, Finland, Norway, Denmark, Swedemuxembourg and the
Netherlands (Komazec, 20p82). It is noted that in this group, in this circle of
countries are foundersGermany, France, Italy, Luxembourg and the Netherlands,
and countries that have first q@d of the EU- Finland, Norway, Denmark,
Sweden and Austria. In another group or second group of countries may include

rc
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countries such as Belgium, Portugal, Spain, Ireland, Cyprus, Slovenia, Malta and
Greece Komazec, 2014p.82). The third group of couritzs or third circle include
countries that were later joined, and that were former socialist counBP@and,
Slovakia, Czech Republic, Lithuania, Latvia, EstoBialgaria, Romania, Croatia
(Komazec2014, p83).

The candidate countries for EU membgvshSerbia, Bosnia and Herzegovina,
Montenegro, Albania, Macedonia when and if they enter the EU membership can
only be the fourth group of countries or member of the fourth circle

Authors opinion is that he diversity of current performance and the fiamma
of those groups (circles) EU Member States and their mutual, increasing
stratification, the candidate brings to the opportunity / trouble adapting to their
performance and economic integration which is at the end of the road does not
know how it will look nor whether exist in (in the moment of writing this paper
Great Britain has already decided in a referendum on leaving the EU, which will
have strong consequences on both the economic relations in the future between the
EU and the UK as well as in tas of groups and organizations in other EU
member states which advocate or leaving the EU or for a thorough reconstruction
of relations in the EU).

POSITIVE AND NEGATIV E CONSEQUENCES OF EU
MEMBERSHIP

Serbia has as its official state policy set so that negatip in the EU is a
path with no alternative, path that will lead to a high standard, full employment
and prosperity

The current situation in some EU countries, which are its members more than
50 years (if one takes into account the membership in thepBan Communities
prior to the formal creation of the EU), disputes euro fanatics argument that only
membership in the EU contributes to a better life for the population, and it is
unquestionably a fundamental and general objective and the task of eatty.co
Regardless of the current economic situation in some EU countries there are
numerous positives reasons for membership in this and such an organization.

The basic positive elements of Serbia's membership in the EU can be stated
as follows:
1. Serbia asan EU member has the ability to perform at a broad developed
market without customs barriers with over 500 million consumers.

2. The membership of the EU implies acceptance of quality standards and
quality control through the organs of the EU. Enhancing tmpetition
and the quality of their products and, above all, health safety is brought to
a high level.

3. The development of the EU market encourages specialization, competition
and quality of every form of economic activity.
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4. Products with the developed EU rkets more easily available to
consumers in Serbia. So, the choice is intensifying, consumer tastes
determine the supply and demand, while the market present products from
the standpoint of quality according to the economic strength of the
consumer.

5. Accepting the different procedures and controls by the authorities of EU
encouraged a more stable business conditions and risk reduction.

6. Stable business state that allows economic growth and development can be
achieved by harmonization of macroeconomic poliokSerbia with the
macroeconomic policy of the EU and its most important members. In fact,
at this moment, Serbia is not able to independently without external
influence adjust its economy to selective world market.

7. Serbia as an EU member has the optibit is organized to exploit it, and
if the train in the implementation of certain procedures) to use some funds
from EU funds.

8. Serbia is a technologically underdeveloped country, and one of the reasons
of such situation are the sanctions enforced byntieenational community
against the Federal Republic of Yugoslavia in the 90s as well as the
bombing of NATO forces in 1999. As a member of the EU, Serbia would
have the possibility of rapid technological progress and development.

What is important to bean mind is the fact that the benefits that Serbia could
achieve as a member of the EU in the fourth group of countries or a fourth circle of
EU member countries, if its interests coincided with those of other EU member
states. The main negative elementsiegative consequences of membership can
be counted among the following:

1. The membership of Serbia in the EU in the fourth group of countries or in
the fourth circle with a less developed economy in relation to other EU
member countries would bring with idependent relationship to
contemporary negolonialism.

2. a less developed economy in the same market with the most developed
countries of Western Europe Serbian membership in the EU would result
in uneqial exchangeel ati onshi pé ( KHIZ&i8)zaad , 201
contemporary exploitation.

3. Other members of the EU on the free market of Serbia, as technologically
developed countries, would enable the rapid exploitation of Serbian resources

4. The EU market is regulated by the production quotas of certain products
which would be devastating for the Serbian economy, especially in
agriculture

5. Serbia's membership in the EU would result in the partially loss of
economic sovereignty so that a variety of protectionist measures are
disabled and also measures of state wetation in order to protect the
domestic economy, and where the measures are allowed Serbia would not
be able to adequately respond as developed countries of the EU.



Serbian road to the EU: Finance, Insurance and Monetary Policy 24

9.

Certain industries, due to the state in which they are now, but which cannot
reach the leel of development of developed countries until the moment of
full EU membership, can be either be completely destroyed or reduced to
measure dirty industry.

In the case of Serbia's membership in the EU it becomes only expanded the
market of developed courgs in the EU which would have a decisive role
companies from these countries.

The national economic policy should be aligned with national policies of
most developed countries of the EU which would result in all the
advantages of harmonized national peé used by most developed
countries of the EU, and all the harmful consequences of harmonized
national policy would fall on Serbia from those countries.

The full liberalization of the market including the sale of national resources
such as agriculturahhd is collapsing economic system of Serbia as a whole

10 Preparation costs of the economy occur immediately which results in an

increase in public debt, and possible benefits occurring in the future and
very gradual.

11 Membership in the EU certainly impliesrinination of the contract with

Russia about preferential status of Serbian trendsetting products with
negative consequences for the exchange of goods, and can simultaneously
have negative consequences on the dynamics and energy prices that have
no sourcesther than Russia.

12 Contributions, or membership fee, which is paid for membership of the

EU, must be paid immediately but benefits from EU funds and if those are
available are in the future. Namely, since the funds of the EU are limited
resources it is rigpossible for all countries ,,to use" more resources than
they pay into the funds.

Above are listed only the main positive and negative elements of membership
in the EU. Therefore, the EU project should be approached very rational measuring
several timeshe positive and negative aspects. If we bear in mind that the United
Kingdom had made a decision about leaving, that in many countries, EU members,
is growing skepticism that certain countries, such as Hungary does not support all
decisions taken at thEU level (eg decisions regarding quota of migrants), that
some states do not accept a unified foreign policy in all cases (5 EU member states
have not recognized the seifoclaimed republic,, Kosovo "as an independent
state) if you do not know how it wilbok in the end EU accession process and
accession to full membership, it is quite a rational conclusion that full membership
should not be rushed. This conclusion does not exclude the need to take measures
and changes in the economic system of Serbiachwis compatible with the
economies EU member countries, but also with other developed economies such as
the US, China, Brazil and so on.
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RELATIONS BETWEEN UN DERDEVELOPED AND DEV ELOPED

Bearing in mind all of the aba@ompletely free international markaithough
in theory there is, to this day nowhere is applied, and it seems to never be because
of the simple reason that it is not in the interests of developed countries.

Most developed countries, either individually or through international
institutions, particularly through the WTO advocates the abolition of all customs
barriers, quot a, et c. i n order of Apr o
these same countries with ntariff barriers are in fact preventing the free flow of
production factors, alve all from the less developed and developing countries to
developed countries. Therefore, the gathering of developed countries in an
economic (political) organization and t
developing countries for their prosfigris not honest nor economically justified.

The market economy essentially implies competition of quality, quantity,
continuity, new technologies, maximization of profits which actually means that in
the meeting of developed economies with underdeveldpedscore is known,
which is always in favor of developed countries.

Therefore, countries of developed market economy cannot aim at the
development of less developed or underdeveloped countries because it is contrary to
any eonomic logic B e s étall, 2013, |8-7). The aim of the developed countries
of market economy can only be bringing the economies of underdeveloped or less
developed countries in such a level of economic development that will allow them
unhindered exploitation of theiesources. This is a fundamental economic reason
why developing and underdeveloped countries maguiba completely free market
( Be s | a?013epms-7).aAlthough it is known that in certain cases "David" can
defeat "Goliath", but in the economyig very difficult to achieve. In this light
should be seen the way of Serbia in the EU. Serbia in the EU will always be a
"David", and the most developed EU countries "Goliath".

However, despite the fact that in the fight, "David" and "Goliath" in the
ecaiomy score is always or almost always known just participation in this fight,
"David" gets certain benefits and privileges. In fact, without the participation in
international trade underdeveloped countries will never reach developed because
their partici@tion in international trade enables the acquisition of new
technologies, knowows, provides access to capital markets and other financial
markets, etc.

Multinational companies in the era of information technology and high
technologies perform on the wdrmarket, pulling down all the barriers and any
local market becomes part of the world market. They bring to local markets new
types and qualities of goods and services, new technologies, new methods and
philosophy of behavior, a new, as general cultund, @lture in the economy and
new socieeconomic relations.

In this way, these foreign companies influence and motivate local companies
to improve domestic competitiveness which also means better positioning or the
ability to better positioning in internahal markets (when you cannot meet the
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criteria of the domestic market you will not be able to meet the criteria of foreign
markets either{B e s | a 12018, {p. 373 but also new types of risk.

The basis of the market economy is competition. It addition to the developed
market economies to obtain the maximum profit at the same time stimulate the
underdeveloped economy and uncompetitive cmgs to take measures to
increase competitiveness, the acquisition of new knowledge and technology, etc.
However, competition and fair competition mercilessly destroy all those who do
not achieve the necessary level of competitiveness. Because of ithideatif
developed countries to the less developed countries, membership in the free
market, what is the EU market, may be, for less developed countries, very
troublesome, and very easy such economies can be brought into a state of
economic dependence anégo-colonialism.

Today, all developed market economies and international organizations, which
are representative of those of market economies, are advocating for a free and
single market, but for reasons of their own, as it brings the most benefits to them
If we go little back in history we know that the famous German economist,
Friedrich List was not agreeing to the English influence on the introduction of a
free trade area for the simple reason that Germany at that time was developing and
was not able taompete on equal terms with England.

Free trade advocated by the British, once sharply opposed by the United
States. America has built its steel industry by protecting it with tariffs which went
up to 100%. Thus, Abraham Lincoln said: "Free trade is d tjuing, just a shame
we do not have the omey for it Rejnert, 2006, p. 119)

Such a position would, in the deep conviction of the author of this article,
should bear in mind the highest number of politicians and economists in Serbia.

And Lord Lionel Robims said: "It will be wrong if we recommend to the
world advice of English economists. What they recommend to the world is exactly
what is harrful to apply in own country {Robbins 1952]\

It is known that the "United States under the GATT engage uralbtewere
proteding its national interests'S{iglitz, .2005, p. 215)

In 1995, under the strong influence of the US in the framework of the GATT
the World Trade Organization (WTQ) was created, which basically stands for free
trade and increased intetimaal trade, but also the signatory states even after 20
years since the outline of this organization did not agree on full liberalization of
trade in agricultural products because it is not in the interests of developed
countries. Thus, the United States one of the most developed countries in the
world and continues to insist on free trade and trade without barriers, only to those
products, services, etc. in order to achieve the largest uses for themselves. This
position is typical of the hegemon whadws how to perform in their own time
weakening or the development of other countries, where the stubbornly defending
its position as it is # only remaining world power "( Stiglitz, 2005, p. 210)

Guided by seHlinterest, developed countries have fresslrtfinancial markets
only at the peak of his financial power. When a country becomes a member of the
developed economic integration, such as the EU, then it inevitably must release its
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financial markets, although it does not have economic conditions. fifri@ncial
market consequently brings the weakening currencies of the weaker economy that
escapes to a stronger currency of the stronger economy which eventually results in
less developed countries without their own capital.

If we analyze the measures aretommendations that developed countries
recommend, and often implemented by underdeveloped, it can be unambiguously
concluded that such measures are in complete contradiction with the measures they
have undertaken in their own countries when they wese developeddesld e t
al.,2013,3-7).

From the analysis of EU economic policy clearly be concluded that it applies
the principle of England from one hundred and more years ago. It is not difficult to
see that it applies one policy in verbal performamacg, quite another in practice.

The EU administration recommended and advocated a bright future of the united
Europe, while the majority of EU countries is the high debt that cannot be
resolved, unemployment is on the rise which also cannot solve, thethilefgrit

is characteristic of all EU countries, and not to talk about the migrant crisis, for
which more than a year there is no joint and functional solutions. EU Members do
not respect their own rules (egg. The rules on debt, inflation, interestdetiess,

etc.., Which are regulated by the Maastricht Treaty), and they require from other
countries full discipline in carrying out certain tasks. Germany, as the most
developed country in the EU, was even in 2002 exceeded the criterion of debt and
deficit criteria defined byhe Treaty of Maastrichi(itte, 2009, p. 162.65). It can

be concluded that the path to EU path that can bring many positive results, but also
the way that the poor economy can lead to total dependence aadloeialism.
(Author'snote).

OBSTACLES AND TEMPTA TIONS SERBIA ON ITS PATH TO EU

As stated in the introductory part, Serbia has decided and official policies are
formulated so that the path to EU has alternative. However, Serbia on that path
waits very serious obstacles that revenot valid for the countries which had
previously become members of the EU or countries which are now candidates for
EU membership

Serbia's EU path is very long and is associated with many obstacles. This trip
lasts for 16 years, practically since 20@®en it was clearly expressed attitude of
the ruling oligarchy that Serbia is committed to EU membership. The first decade
of Serbia's EU path was related to an obstacle that can be called ,, cooperation with
the Hague tribunal, "and it was overcome owlgen Ratko Mladic, Radovan
Karadzic and Goran Hadzic were arrested and extradited to The Hague although
they were citizens of other countries.

After overcoming this obstacle, in front of Serbia has set new obstacle, the
establishment of a ,, good neighlydrtelations with its autonomous province of
Kosovo and Metohija. This obstacle was overcome only partially by signing the
socalled. Brussels Agreement. The signing of the Brussels Agreement which
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basically involves the establishment of,, state borderit®rown territory, the
withdrawal of the Serbian state and its institutions from the territory of the
autonomous province of Kosovo and Metohija (primarily from the northern part of
the autonomous province of Kosovo and Metohija) and in some way the
recoqition of institutions of selproclaimed state of Kosovo with the possibility

of the formation of the Community of Serbian municipalities, but without defining

its jurisdiction, Serbia was in 2016 awarded the opening of a number of chapters.
Ifonly Serbn 6s path towards the EU is observe
for Serbia. However, in June 2016, one of the most developed countries of
Western Europe, Great Britain, in the referendum has made the decision to exit the
EU. This one fact imposes theaessity of recognizing the future new obstacles
that will set upon Serbia on the path towards the EU as well as the speed and the
justification of the way towards the H8uthor's note).

Future obstacles and temptations of Serbia towards the EU can heddasi
gener al and specific. Gener al obstacl es
"relations with its autonomous province of Kosovo and Metohija, which needs to
be finalized by signing the smlled binding agreement. What the agreement
should incude and what should be its content is not officially defined, but with a
high probability it can be concluded that it would imply a de facto recognition of
Kosovo's seldeclared country. Whereas until now Serbian government or official
representative ohe state of Serbia is not of the opinion that we should recognize
the selfproclaimed state of Kosovo, then the question rises how will Serbia
become an EU member if it is set that condition. Also, at the same time the
guestion whether and to what extehbsld meet the requirements that are set
before Serbia on its path towards the EU (egg trade with GMO products, the
introduction of sanctions against the Russian Federation, etc.).

On Serbia's path towards the EU, which is the guarantor of the Dayton Peace
Agreement, which was largely modified by subtracting the jurisdiction of RS,
certainly can be placed as an obstacle that would require the support of the
abolition of RS, or its current jurisdiction (eg. The abolition of the police). What
are the possihties for the removal of such obstacles is still uncertain.

As stated on Serbia's path towards EU there are economic and political
obstacles. It seems that the economic barriers more easily manageable than
political obstacles. The most important specifixstacles that can be set to Serbia
on its path towards the EU are:

GLOBAL RELATIONS

The changes introduced by the new world order and economic globalization,
as well as the global economic crisis, which runs from 2007 will inevitably affect
Serbia's EU pat What would happen on a global scale is difficult to predict, but it
can be quite reasonably suggest that the wealth of the large will increase at the
expense of less wealthy or poor. What will be the impact on the flow of economic
integration in the wadd, even in the EU, of wars that are ongoing (Syria, Iraq),
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whether to continue the war in Ukraine and whether to start a new war, to find how
will end migrant crisis it is hard to overlook, but it is quite certain that all of these
processes have an impamn relations in all economic integration, especially in the
EU to their internal organization and expansion. Therefore, global processes can be
both encouragement and an obstacle in the way of Serbia towards the EU.

COUNTRIES, NEIGHBOR S AS OBSTACLES

Onthe way to the EU, Serbia can expect that it neighbors, members of the EU,
set up certain obstacles. At the opening of chapters 23 and 24 it has already been
done by Croatia. Serbia was asked to repeal the law that allows courts in Serbia to
judge all thoe who have committed war crimes in the former Yugoslavia.
Although these chapters were opened without the abolition of the law, this obstacle
is not completely removed. Stand of the Croatian officials is that Chapter 23 will
not be closed while the law guestion does not change, and that Serbia should not
prosecute Croatians who committed war crimes in the former Yugoslavia. Also,
Croatia insists on improving the rights of Croatian minorities and the full
implementation of the decision of the Hague Tridun

In addition to the Croatian seems to be that from Bulgaria and Romania can
expect similar requirements, particularly with regard to minority rights, and these
two states represent a potential threat to set certain obstacles. Bearing in mind the
way in which the open chapters 23 and 24 can be concluded that if only one
country, an EU member sets certain conditions then the EU as a whole can
eliminate this obstacle, but if it would be more countries with the same or similar
requirements, then such an @ud¢ is hardly manageable.

RUSSIA AS AN OBSTACLE

It is known that Serbia and the Russian Federation have decades of friendship and
political and economic relations. At this time from an economic point of view Serbia
and Russia have signed a preferentldragreement that allows Serbia to export 95%
of its products to Russia, or to the Customs Union Russia, Belarus, Kazakhstan,
Armenia and Kyrgyzstan free of duty. Such an agreement has no other.country

Annexation of Crimea to Russia has resulted in tite@duction of sanctions
by the EU against Russia. Membership in the EU implies and harmonization of
foreign and security policy, which means that Serbia will at some point have an
obligation to harmonize its foreign and security policy with the EU, whiih
result in the introduction of sanctions against Russia. If it happened such a
scenario, it is realistic to expect that Russia would terminate the agreement on
preferential trade that would cause to Serbia irreparable economic damage. Also,
EU membersip by the itself shall cease the agreement to have effect so that from
that moment on all Serbian products for the Russian market will be lost
preferential status, and thus become more expensive for the least of amount of
duties and by that more uncompigtt Other economic aspect of harmonization



Serbian road to the EU: Finance, Insurance and Monetary Policy 30

foreign and security policy with the policy of Serbia and the EU to impose
sanctions Russia would have probably resulted in a restriction or complete
abolition of energy supplies from Russia to Serbia or unddavarable
conditions, which would also have faraching negative consequences for the
economy and population of Serbia. Thus, Russia as a friend and a very important
economic partner of Serbia, to which the EU sees as the enemy, will be of great
obstacleon Serbia's path to EU.

GREAT BRITAIN

Great Britain as an obstacle to Serbia on its path towards EU emerged, it can
be said, from nowhere. The Great Britain in June 2016 decided in a referendum on
leaving the EU. This decision of Great Britain to Serbia bave both negative
and positive consequences. Exit of Great Britain from the EU for Serbia can
produce additional difficulties on the road to full membership in the EU, at the
same time can produce and accelerate the path towards the EU. Difficulties are
found in the fact that the EU objectively after Brexit must deal with the
determining of new issues, especially economic relations with Great Britain, as
well as the matters for which the Great Britain decided to exit the EU and adopt
various measures fwevent other EU countries to follow example of Great Britain.
The very fact that such a strong economy and strong political factor made the
decision to exit the currently most powerful economic integration in the world
inevitably raises the question oftlorganization and reform of the EU. Therefore,
it can be reasonably assumed that enlargement issues will be one of the priority
issues. However, it seems that the idea of a united Europe for two major EU
countries (Germany and France) remains the domiitat. In such a factual
situation can be expected to further enlargement pay due attention to, even a
priority in order to reduce the one hand the motives of other countries for exit from
EU membership, on the other hand to compensate for, or redu@sshecturring
exit of Great Britain from full membership in the EU.

EUAS AN OBSTACLE TO SERBIAON ITS PATH TO EU

Exit of Great Britain from the EU is partly a consequence of the lack of
democratic capacities in the EU. The vast Brussels administratiaet) wgtfunded
by various foundations, but the most significant source of financing are
contributions member countries, not elected by anyone nor is changeable. The
basic principle on which the EU is built is the principle of supranationality which
reducesand endangers national sovereignty of member states.

The lack of democratic capacity and arbitrariness of the most important EU
member states is seen by the fact that after the adoption of the referendum on the
UK exiting the EU has not held the EU sumiitt were met Germany, France and
Italy. It is obvious that the EU without the UK is not the same as the EU with
Britain. Exit of Great Britain from the EU must lead to reform EU. Since the EU
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now consists of 27 countries with different levels of develogr&eoenomics, and

since the basic concept of supranationality, the reform of the EU can be carried out
in several directions, such as: the concept of multiple groups of countries (more
circles or more speed), tlencept of Union regions or federalizatiohrational
countries. Depending on the direction towards which will take place the reform of
the EU, which will certainly and inevitably occur, will also depend on Serbia's path
towards full membership in the EU. Also, the procedures that apply to the so
called. ,, Accession negotiations "(although there are no negotiations, there are
only the tasks to be fulfilled on the basis,, take it or leave it") define the decision
making based on consensus of all member states and where virtually every state
has theaight of veto, in which case there is no closing chapter nor EU membership.

SERBIAAS AN OBSTACLE TO SERBIA ON ITS PATH TO EU

The ruling oligarchy in Serbia, which has been in power since 2012, has
defined that Serbia's EU path has no alternative. How r8edbia will be ready in
the future to meet the homework given by EU depends on many factors, but
primarily on the dynamics and level of economic development. Only economic
growth and development can provide resources for reforms of Serbia that are
expectel and required on the path towards the EU. If Serbia does not have its own
resources, without further borrowing, the implementation of reforms during the
adjustment of the real sector, public sector, financial sector, the rule of law,
democratic capacityral so on. Serbia will in itself be an obstacle on the path to
EU. At the same time, if the adjustment of the economic and political system
performed at the expense of the public debt, then Serbia in this process nor will
succeed nor could arrive in anydte circles of EU member states.

Although the ruling party in the elections received majority support of voters
cannot be considered that this support is also a commitment to a referendum for
path to the EU. The Parliament of Serbia in 2016 is composegroefanatics and
euroskeptics deputies, but also in prominent public figures can vary and the euro
sceptics and euffanatics. Will eureskeptics interfere with Serbia's path towards
EU remains to be seen, but what is noticeable is that theskepticsm in Serbia
is growing, especially after exiting Britain from the EU. That is why Serbia can be
in itself an obstacle on the path to EU.

NATO PACT AS AN OBSTACLE

Although membership in NATO is not directly linked to EU membership
indirect certainly is. Infact, most of the EU countries are a member of NATO.
NATO openly wants to move closer to Russia. The territory of Serbia is one of the
territories in which to install the NATO forces would mean getting closer to
Russia. Therefore, it is not impossibleintagine that the EU member states that
are also members of NATO will insist on Serbia's membership in NATO, under
the pretense of coll ective security.

A
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important, as a positive consequence of membership in NATO®hiaSe
membership in NATO could have both economic and political negative
consequences. It is impossible to abstract the fact that the NATO forces without
UN Security Council approval, bombed Yugoslavia (Serbia) continuously for 78
days, and that on thatcasion the damage done by the hundreds of billions of
dollars. Therefore, the membership of Serbia in NATO can be seen through the
folk saying: ,, criminal returns to the scene of the crime "(author's note). In
addition to this, politicaeconomic elemeris very important. Specifically, NATO
membership would entail the introduction of the weapons and military equipment
and other standards according to NATO standards, for which Serbia has no assets.
These funds would certainly have to be provided fromdvwarrg, which is a
further deterioration of the economic situation in Serbia. That is why NATO can
be a huge obstacle for & on its path towards the EU.

KOSOVO AND METOHIJA AS AN OBSTACLE TO SERBIA ON ITS
PATH TO EU

As already mentioned 23 countries dfe current EU members have
recognized the unilaterally proclaimed independence of the autonomous province
of Kosovo and Metohija. The commitment of the EU to sign a binding agreement
and the conversion of the administrative borders to the state bordewyae
Serbian institutions from Kosovo and Metohija, and the establishment of good
neighborly relations imposes thinking, whether at the time of the decision on
admission to full membership of the EU will be set request for formal recognition
of the selfproclaimed country,, Kosovo ".If that happened, that request Serbia
could not and must not meet and it would be the end of the path towards the EU.
However, if that happened it would not do too much damage because then Serbia
would become economically strongnough to establish higiuality bilateral
economic and every other relationship with the EU countries.

SHORT SUMMARY

Serbia's path to EU membership certainly is and will be linked to the many
obstacles of which the most global ones are mentioned earlikis chapter. To
that path has its closure, Serbia must always bear in mind that the path can be
terminated. However, despite this, the authors of this study believe that on that
path we should be persist, not only for full membership in the EU butigedhis
is the way we can raise the standard of living. In fact, neither today nor in the
future for a long time the economic and political elite in Serbia will not be able to
bring their economic and political system to levels that will allow a decent
standard of living.

Bearing in mind that Serbia's EU path may be terminated due to failure to
fulfill certain conditions (recognition ,, sefr oc | ai med state of
introduction of sanctions against Russia, entry into NATO, etc.) Serbia at the same
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time, the implementation process of accession to full membership in the EU, in the
opinion of the author of this work, must have an alternative. This alternative is the
development of relations, both economic and political integration with other
economic ad powerful countries such as Russia, China, the countries of BRICS.

AN ALTERNATIVE ROUTE SERBIAALONG THE PA TH TO FULL
MEMBERSHIP IN EU

In the previous chapter in the shortest it is exposed and explained why the path
to full membership in the EU is juded way and what are the advantages of EU
membership. However, the path of the Serbian country towards full membership in
the EU is paved with special specifics, nor are they included in the Copenhagen
criteria, nor were valid for other countries that moe&v EU members.

The authors are convinced that the euro fanatics and the ruling elite are
irreparably wrong when they advocating for the EU without alternative. The
authors believe that there must be an alternative and it exists.

The basic characteristiasf the EU are open, or liberalized markets of all
factors of production as well as cooperation (read the acceptance of obligations),
policy in the field of security and foreign affairs, justice and home affairs. If we
stick only to open and liberalized rkat, then the full membership of Serbia in the
EU completely uncertain. The differences in the development of most developed
countries of the EU and Serbia are huge and almost insurmountable. According to
some data, Serbia at the global level for the Ei3$ laehind 5 to 6 generations of
technology. If this level is on an accelerated basis, and with the help of the EU
could reach in 10 to 15 years. It is quite a reasonable question at what level of
technological developments will be the EU at a time whemi&eeached the
current level of development of the most developed EU countries. Bearing in mind
that the EU will in the future, due to the level of development of individual EU
member countries, due Brexit etc., experience the internal reform of theigU It
quite a serious question what the organizational form and content of the EU will be
in the moment when EU member countries decide that Serbia is welcomed into the
full membership. Therefore, an alternative route is more closely connect to other
economeés and other economic integration. Countries of Brics and the countries of
CEFTA agreements are integration with which Serbia can achieve high economic
cooperation as an alternative to the uncertain path to the EU.

Table 6 Overview of the population, ameand per capita BRICS countries and Serbia

Ordina . . GDP percapits

| num Country Population Area in km2 (PPP)

1. Brazil 202.656.788 8.514877 12.100

2, Russian 142.03773 | 17.098.242 25.400
Federation

3. India 1.251.695.584 3.287.263 6.200
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4. China 1.367.485.388| 9.596.960 14.100
5 South Africa| 53.675.563 1.219.090 13.200
6 Bosniaand | 5 g57 055 51.197 10.500
Herzegovina
7. Montenegro 647.073 13.812 16.100
8. Macedonia 2.096.015 25.713 14.000
9. Moldova 3.546.847 33.851 5.000
10. Albania 3.029.278 28.748 11.900
11 | Serbia | 7176794 | 77474 | 13700

Source: The World FactboelCIA (access 07/21/2016).

The above review shows that the GDP per capita in the countries of BRICS
does not deviate much from GDP per capita in Serbia. GDP per capita speaks
among other things, the level of development of the country, which means that the
countries of BRICS at about the same development as well as Serbia. Cooperation
with countries of BRICS is sure alternative to EU membership for at least two

reasons: The Elthembership would jeopardize the position of Serbian agriculture,

because then she would be faced with highly subsidized agriculture of the EU
countries (France, Germany), which is evident from the case of some countries that

have become members of th#) (Hungar y)

( P e 2182920)iThe,

2014

current flows exchange with the Bricks show that the most developed economic
relations are with Russia, then China, and unacceptably low economic exchanges

with India and Brazil. For this reason, increase in traite these countries is

quite possible and necessary objective, and objective alternative to Serbia's path
towards EU membership. Also, the amount of GDP per capita of CEFTA countries

is about the same as the GDP per capita of Serbia and there is tlodifyoesi

exchange until it reaches the competitiveness with developed countries.

Table 7:0verview of resources Customs Union Russia, Belarus, Kazakhstan, Armenia

Ordinal Country Ar ea i| Population GDP (I.DPP)
number per capita u $
1, Russian 17.098.242 | 142.423.773  25.400
Federatio
2. Belarus 207.600 9.589.689 17.700
3. Kazakhstan 2.724.900 18.157.122 24.300
4, Armenia 29.743 2.967.004 6.300
5. Kyrgyzstan 199.951 5.664.939 3.400

Source: The World FactboelCIA (access 07/21/2016).



35 Serbian road to the EU: Finance, Insurance and Monetary Policy

Given the numbe of inhabitants and the level of GDP per capita of the
Customs Union of Russia, Belarus, Kazakhstan, Armenia and Kyrgyzstan, as well
as the concluded agreement on preferential trade with the Customs Union is quite
justified to speak about the need forhtigr connection the Union as an alternative
way to the EU. These alternatives do not mean the exclusion of EU economic
exchange with Serbia. The conclusion of bilateral agreements with individual EU
countries is also one of the most important alternativease the path to the EU is
terminated for any reason. The bilateral agreements may be in a specific way
regulated for economic relations with individual EU countries since all EU
countries do not have the same level of economic development and therefore
unique conditions cannot be effectively applied to all countries.

Every goal can be achieved in many ways but it is only a matter of path that it
would beaccomplished. This in fact means that every path has some alternatives. If
a goal does not have attative, and if for any reason there is a failure to achieve this
goal, activity which served to this goal is then returned to the beginning and
everything done by then collapse. Therefore, the authors of this study think that
every path as a path towartt® EU must have an alternative. The authors of this
study believe that the path to full membership in the EU must be used for stimulating
economic growth and development for the improvement of the entire social life and
to create the conditions for Sembi@itizens to live in a country of high living
standards. And this time, that goal should not be abandoned. But achieving this goal
is certainly not unconditionally accepting all decisions of Brussels, or worse taken as
the Brussels' decision as its owrciden. Therefore, along the path towards the EU,
there must be an alternative, and, it according to the authors of this work, the
conclusion of bilateral agreements for the EU member states. For Serbia is more
acceptable bilateral agreements for the stmmason that multilateral contracts
define the powerful taking care primarily about their own interests

Furthermore, cooperation with the BRICS countries which are open to economic
cooperation and where Serbia can achieve its economic goals withoubliiogl p
conditions. Cooperation with the countries of CEFTA agreement countries and third
world countries is also an opportunity for economic recovery, growth and development
of Serbia. And finally it is necessary to rely on their own resources (agmgultu
tourism, energy, etc.). Thus, Serbia needs and has an alternative

CONCLUSION

The European Union is a powerful economic organization and its full
membership is to be pursued. The path to the EU should be a tool for Serbia to
become institutional, legand marketegulated country. Full membership in the
EU should enable first of all the freedom of movement of factors of production,
protection of the rights and civil liberties. Previous experience with the fulfillment
of all the conditions and tasks time path to EU show that this path cannot be the
path without alternative. The path to the EU should not be paved only with the
decisions of Brussels and unquestioned acceptance of all conditions, even those
that clearly and unambiguously damage to th&e stad citizens of Serbia. Along
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with the movement towards full membership in EU Serbia must develop and
nurture economic and political relations with other individual countries, other
economic, financial and political organizations. This actually meaatstie path

to the full membership in the EU is not the only path and path without alternative,
but path that can lead to full membership, but also the path that can be terminated
at any stage. Therefore, the state of Serbia should have other roads, other
alternatives in case the path to the EU is being questioned for any reason, and
those reasons can be numerous and unpredictable at the moment. These reasons
range from the fact that situations may arise that Serbia cannot and should not
accept some conditiis of EU, such as recognition of secession,;mellaimed

state of Kosovo ", to the fact that the termination of contracts and other alliances
with other countries (Russian Federation) , to the fact that the EU might not exist
in the form we know todaywhen Serbia fulfills all the conditions for full
membership. For just these few reasons, Serbia needs to have an alternative path
towards the EU.
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IMPROVING THE ECONOMNM THE PATH TO THE
EUROPEAN UNION

Vladimir Ristanovi®
Stefan Zimong4

ABSTRACT

In this paper, attention is focused on the importance of economic integration
for a single economy. The theoretical concept of the optimum currency areas
suggests that regional or economic integration is an importa@mneht in the
improvement of the economy, if certain criteria are met! In developed economies,
the higher the level of fulfilment of the criteria, the greater the benefits of the
integration. Serbia, as underdeveloped economy, will suffer major damades in t
integration until it changes the structure of the economy (relying on the horizontal
intra-industry trade and through technologically more intensive production
process) and adapts to the competitive market. Serbian economy will be faced with
unfavourabé and imposed deflationary adjustment process, which will deepen the
low GDP, low wages and high unemployment. At the same time, a high degree of
integration is not a guarantee of overall progress when there is no full
coordination of economic policies Wwih the integration, as is the case in the EU.
Therefore, Serbia should improve the economy, change the structure of production
and trade and take advantage of the open market. By achieving these goals it will
be easier and cheaper in the process of adjast to the EU, and simultaneously
a good chance for Serbia to realize greater lignéhan costs in the future.
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INTRODUCTION

This papersurveys the differences between criteria of the optimum currency area
(OCA) and criteria of convergence through its main issues. | will also make systematic
reference to the European experience with economic and monetary union (EMU),
which is the most imptant example of recently established currency unions and the
one to which the OCA theory has been most frequently applied

The Theory of Optimum Currency Areas suggested serious concerns about the
euro project. The advantages of a common currency areuwsvbut hardly
measurable: reduced transaction costs, elimination of currency risk, greater
transparency and possibly greater competition since prices are easier to compare.
Contrarily, the disadvantages of a single currency come from loss of flex#ility
the loss of a mechanism for adjustment. There is a major difference between
adjustment processes within a currency area even we talk about currency area that
has a single currency or a currency area with more than one currency. This means
that there isa difference between international adjustment and interregional
adjustment even though we talked about fixed or flexible exchange rate regime.
Mead (1957, pp. 385) believed that there was not sufficient factor mobility to
consider Western Europe a regiarile (Scitovsky1959, pp. 1104) held that with
monetary unification would come greater integration, provided measures were
taken to facilitate | abour mobi Itiha y. Kr
adoption of euro will lead member countries thifaan extreme specialized level,
leading to further lack of diversification and it will leave these countries to be
worse off (Krugman, 2013pp439448). On the other sidgeMongelli (Mongelli,

2002, pp26) insists on more benefits than costs in EureaAsut it would require a

long period. He emphasizes that the Euro Area might be suitable for a common
currency because, even though there are some structural differences among
countries, they can be managed overtime and optimal conditions can be achieved.

Explanation of the regional integration in this text is close to the apiprofa
Yéceol (Y ¢ c @)y Who en@pbaBifed thap the convergence criteria are
more concerned with examining transitory cyclical movements in financial
indicators, rather #in concentrating on fundamental convergence in real economy.
The evidence shows that the lack of enforcement obtbeo nver getede cr it
to an unsustainable macroeconomic situation in the EU. This is because the
achievement of convergence depends pamticularly certain institutional and
structural features and the degree of development of market mechanisms.

Dui ng the 19800 s41)Meas snaphagizéd9tBaB econgmic.
policies should be structured so that they do not themselves create artificial
barriers to integration and so that they countervail the artificial barriers that would
otherwise result from defects in the operation of market mechanisms.

The operation of market mechanisms are @epresented in developed
countries than in less develed countriesHence, there is a difference in obtaining
benefits and covering the costs of regional integration, when we look at the
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member states according to the degree of development of the economy. Small and
underdeveloped countries have far more m&conomic problems whereas the
effects of market mechanisms are less manifested within the economy. Hence, the
entry of these countries in regional integration is doomed to failule costs
overcome benefits and deflationary adjustment process wourhdplosed.

When the country is developed, the benefits outweigh the costs of regional
integration. Therefore, each country before joining a regional integration should
improve the production structure and promote Hricustry trade.

The rest of the papas organized as follows: I&ection 111 6 | | expl ain
differences between the criteria of the Optimum Currency Area and the
convergence criteria of the Maastricht contratiis part relates to the benefits and
costs of regional integration and refersthe adjustment process of individual
economies. InSection Ill and section IVI 6 1 | e #he atductuse of Serbian
economy (SICT sectors of industry) and the structure of trade -(euek intra
industrial trade). At the same time, this is the best waydt the ability of Serbia
to improve the structure of production and international trade, but also a chance to
look at opportunities for foreign direct investment in SerbiaSéction VI 6 1 |
provide S 0 me concluding remarpgastive Anned
advantages of Serbian economy.

OCA CRITERIA VERSUS MAASTRICHT CRITERIA

I will start with a simple question: Is the EU a my#fti®e EU is just a regional
integration and nothing more than thBbere are many, but the EU has gone the
furthest of dl It almost reached a pealk!is located between™and %' stage of
integration (Jovanolj 2006, pp. 23). In fact, the EU has ended with the economic
union but without success with a full economic union. This means that the EU
operates without mutual customs and it has a common customs tariff, the mobility
of production factors and the harnipation of economic policies, but not the full
integration of economic policies. From thati po t of view Javanovi
2006, pp. 23) explained five stages of regional integrations and their five policy
measures. In the first stage, European coemstarted with Free Trade Agreement
and the abolition of customs duties. The second stage is set with the customs union
and common external tariffs. In the third stage, a common market is followed by
the mobility of production factors. With the fourth gleaeconomic union includes
the harmonization of economic policies. Finally, in the fifth stage, the full
economic union requested the full integration of economic policies.

Although the EU is successful integration, there are numerous problems that
have shown the true face during the global economic crisis. The gap between
potential and optimum output is increasingly widespread in recent years since all
available resources are not employed, which leads to an increase in unemployment
far above the naturatate of unemployment (Ristandvi, 2014As app.
consequence, there is a decrease in aggregate demand and pressure on deflation.
These problems will continue, as in a number of Euro Area countries, such as Italy,
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Spain, Ireland and Greece, there is a reduction of potential outdutheSe
countries are found in the belief that they will experience asymmetric economic
shocks requiring independent exchange rate policy to deal with them.

So, how has the EU slid into such problems? The problem lies in the
divergence of the current EU rmeept of the fundamental concept of the optimum
currency areashs we know, this theoretical approach of the Optimum currency
areas i s associated with Mundell s work
what extent some countries (ex., EU countriegpusd give up from their
independent monetary policy, in order to gain from micro and macroeconomics
benefits of a shared currency. In his own approach he explained the process of
integration of the countries in the economic area under the conditiorhéhkéy
criteria must be fulfilled. There are the following criteria:

1. Labaur mobility;

2. Openness;
3. Diversification;
4. Financial integration.

This is a clear environment for economic growth and development on the
basis of economies of scale. Monggeli (Mongge?i002, pp. 33) adds
microeconomic efficiency, which principally results from the increased usefulness
of moneyi i.e., the liquidity services provided by a single currency circulating
over a wider ared as a unit of account, medium of exchange, standard f
deferred payments, and store of value. Only full compliance with these criteria can
guarantee progress and integration of all economies individually, increase the
convergence and raise living standards. But, these criteria were largely dismissed
at thetime of the creation of monetary union, with many assertions that the theory
was wrong and someti mes i rr el regeatmot . And
fundamental criteria

The EU has achieved the last three critdoiat, not the first one (Miljkovic
2007, 290292), perhaps the most important one for regional integration and the
member states. The degree of openness is related to the intensity of international
trade. The larger intension of trade allows small changes in prices that may affect
the relaive prices of export and import and lead to a new equilibrium. Also,
growing diversification reduces pressure instability of export revenue. At the same
time, diversified production gives greater price stability and increases employment
in the economy. fRially, a greater financial integration allows small changes in
interest rates contributing to higher capital movements and positive effects on the
equilibrium of the balance of payments.

The EU is faced with the problem aBbaour mobility. When the counyris
faced with external imbalance in the form of reduced exports (current account
deficit) the balance can be reached only through a deflationary adjustment
mechanisni reducing the cost and the output and increasing the unemployment.
Costs will be reduakonly if there is a high mobility of workerk the EU, until
recently, there was almost no possibility for a country with a higheutatsnand
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to accept workers from other countries of the integration, who are faced with
excess labar supply.

However during the process of accessing similar macroeconomic outcomes
were not represent a satisfactory results for all Member Countries. Hence, the
determination of which Member countries are suitable candidates for a single
union is supposedly achieved by itheattainment of the four Maastricht
convergencecriteria established in the Maastricht Treaty:

1. Price stabilityi If the rate of the candidate Member State does not exceed that

of the best Member States by more than 1.5%, the criterion of price stability
(the inflation rates of the three best performing Member States) is fylfilled

2. Stability in public financei The candidate Member State must dav
sustainable government finances | n ot her wor ds, t he
budgetary position must be without a difithat is excessive (budget
deficit by 3% GDP, public debt by 60% GDP);

3. Participation in the exchange rate mechanism of the European Monetary
Systemi A Member State applying to introduce the euro must have
participated in the European exchange rate meshmafor at least two
years. In addition, it must not have experienced serious tensions in its
currency rate during those two years;

4. Convergence of (lonterm) interest ratek In order to fulfil this criterion,
the interest rate of the candidate MembeatéStmust not exceed the
reference value (the average of the kergn interest rates of the three best
performing EU Member States in terms of price stability) by more tBan 2

This is about completely different criteria which do not correspond to the
badc conceptof the optimum currency areadnfortunately, the problems in the
EU begin and end with the numbers, something like, whether a country has broken
a criterion or not? Only a few countries have complied with all the convergence
criteria in 1999 whkn the EU officially began to function. These are the following
countries: Luxembourg, France and Finland. Other countries have been more or
less close to the limivaluesof criteria o have had an acceptable treedcept
GreeceeEssenti al |l vy, it means, the probl ems
regional integration.

According to many comprehensive survey and the empirical studies of EU as
an example of optimunturrency area, there are still important problems in
supporting and confirming the theoretical issues. It is widely accepted, according
to the terms of properties of optimum currency area, that the member countries in
the EU do not constitute an optimunrency area to the extent that regimes of the
USA do. In terms of all conditions, especially in real indicators, there is a gap
between member countries.

The idea, here, is to focus on the criteria of the optimal currency areas. For
Serbia, it must be thenost important issueThe values of macroeconomic
variables will change significantly in the near future, but it will always remain the
essential question whether they are placed on the theoretical basic or the set values
(convergence criteria).
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All the countries that start with regional integration expect to gain far more
benefits than costs. Entering the regional integration, the countrybgatdits
from a fixed exchange rate regime, but also from low transaction costs, lower
inflation, larger marketthe smaller impact of speculative capital, €@o.the other
side,the costsarereflectedmostlyin thelossof two importanteconomigpoliciesi
monetary policy and exchangerate policy. This meansthat the processof
adjustmentis only possiblewith measuresof fiscal policy (Seemorein Edwards,
Magendzo,2003 Branson,Healy, 2005). But todaythereare constraintsn using
fiscal measure$or EU memberswhich aremorepainful for smallercountriesthan
for largeones.The governmentasno ability to usefiscal measures$or increasing
economicgrowth and reducing unemployment.The use of expansionaryfiscal
measuregor stimulatingthe economycould affectthe increaseof pricesandloss
of competitivenessAt the sametime, the mechanism®f foreign tradewould not
be fully manifestedThis meanghatonly coordinatediscal actionby all members
cangive expectedpositiveresults(Miljkovic , 2007,293).

A prerequisitefor the succes®f regionalintegrationis in the similarity of the
countriesin the integration.Similarity refersto the degreeof developmenaindthe
structure of the economy.Large and developedeconomiescan cope with the
shortcoming®f integration,while the smallerandpoorercountriesarefacingwith
deflationaryadjustmentprocess(mechanisnior adjustment This procesds very
badfor thelasteconomybecausét leadsto a decreasef GDP, decreas®f prices
and wages,and increaseof unemploymentYou will agreei the high cost of
entry into the integration.

However,if the country hasadaptedhe structureof commoditytradewithin
the structureof tradeinto integration,then everyonecould expectbenefits. For
example,the creationof the commoncurrencyeuro producesan increaseintra-
industry trade in Euro Area. The advanage is that the trade of thesetypes of
products(mediumintensiveand highly intensive)brings aboutthe growth of the
economyin the mediumand long term. It is a great opportunity for Serbiato
changehestructureof productionandtradebeforeit beamesanEU member.

STRUCTURE OF THE PRODUCTION AND INTERNATIONAL
TRADE IN SERBIA

The structureof the economyof Serbiaand the EU Member Statesvaries
considerably.In such conditions, the enteringinto regional integration means
greaterlossesSo, we have enoughtime to preparefor entryinto theEU i improve
the structureof economy strengthercompetitivenesandraisestandardf living.
Thentheadjustmenprocesswill be easierandcheaper.

For Serbia, it is important to increasethe level of integmation with the
countriesof currencyarea,i.e. the EU memberslt is a processof convergence
(chatup proces$, whichinvolves:

1. Transformatiorof inefficient enterprisesn efficiententerprisesand
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2. Transformatiorof the economicstructurei thetranstion of resourcesind
low technologyintensiveproductgto high technologyintensiveproducts.

Thisis theonly way for Serbiato realizegreaterbenefitsthancostsin regional
integration. Increasing productivity and economic growth are key issuesin
achevingthis goal.At the sametime, the EU is looking for seriousandcompelling
economiesfor its members.It is not the caseonly for Serbia,but also for the
common benefits (expanding the market and increasing the production of
differentiatedproducts)

For now, Serbiamustrely onthe RevealedComparativeAdvantages RCA. This
meanghatit canexpectthe benefitsof theinter-industrytrade.At the sametime, it is
necessanyto gradually increasethe technologicalintensity of production.In other
words,it is necessaryo increasdheratio of capitalequipmento a higherlevel. Only
thenSerbiacanachieveeconomie®f scaleandexpectgreatemenefitsfrom theintra-
industrytrade which alreadytakesa largepercentagef tradein the EU.

Serbiaoffers opportunitiesfor multi-level investmentdueto its comparative
advantagesSerbiapossessefevealedComparativeAdvantagesi RCA in the
foodstuff industry (sector O0: Food and live animal9. A deeperanalysisof 50
productgroupswith the highestsharein merchandis¢radehasshoweda growing
number of productswith positive RCA, where Serbiarecordeda comparative
advantageln 2013,it hasrecordeda 37 productgroupswith positive RCA and
only 13 productgroupswith negativeRCA, which is the bestresult since 2001.
Analyzedby industry sectors Serbianeconomyhasthe most productgroupswith
comparativeadvantagesn sector 6 Manufacturedgoods classified chiefly by
material and sector 0 Food and live animals right behind the sector 9
Commodties and transactions not specified in the SITC Rev. 4, sector 7
Machineryandtransportequipmentandsector5 Chemicalsandrelatedproducts,
n.e.s(TableAl in Annex).

If viewedaccordingto the conceptof factorintensivenesghe advantagesare
redized firstly with primary products(sectorQ: Food and live animals,sector1.:
Beveragesndtobacco,sector3: Mineral fuels,lubricantsand related materials)
and the productionin low-tech industry. However,the last few years have seen
improvementsin the processingindustry due to a greater participation of
production of hightech intensive products (high-tech industry) (sector 6:
Manufactured goods classified chiefly by materia). Serbiais not capable of
realizing the transformationof the economicstructureby itself andintroducinga
productionprocesswith diversified productsin a basketof export products.The
mutual benefitwould be evengreaterif the productionprocessn Serbiacould be
elevatedat, technologicallyspeakinga higherlevel becausehis would providea
greater volume of the intra-industry trade which would reduce the costs of
adaptatiorto the currentinternationakradestructure.

The coefficientsof dynamicsof exportimport structureof the whole economy
achievedimprovenent in the reporting period (column 2 in Table A2 in Annex).
Analysing the sector coefficient dynamics,changein the structureof exportsand
importsshowsthe following sectorsasimportantfor the Serbianeconomy:SectorO:
Foodandlive animals;Secto 1. Beveragesindtobacco;Sector2: Crudematerials,
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inedible,exceptfuels; Sector4: Animaland vegetableoils, fats and waxes;Sector7:
Machinery and transport equipmentand Sector 8: Miscellaneousmanufactured
articles During the transitionperiod in Serbianeconomytwo sectors(sector7 and
sector8) of themanufacturingndustryhaveimprovedthe externalstructure.

Intra-industry tradeis an importantissuefor two reasonsi1) the amountof
the adjustmentcostsand (2) future benefitsfor the economy.The advantageof
Serbianeconomyis reflectedin the increasingntra-industrytradein total tradein
recentyears(about2/3). Growthin intra-industrytradeis resultof alargershareof
verticalintra-industrytrade(column3 in Table A2 in Annex).In otherwords,this
meansthat thereis a small proportionof horizontalintra-industry trade,which is
associatedwvith the growing economiesof scale, high degreeof differentiation
related products in the production and different varieties of products in
consumption.Therefore, Serbia has to increasethe share of horizontal intra-
industrytrade,which implies a higher proportionof differentiatedproductsin the
exportstructure.For example somepartsof Manufacturinghaverelateda higher
share of horizontalintra-industrytrade,which is linked to the growing scopeand
diversified products.At the sametime, this would increasethe volume of external
tradebetweerSerbiaandrestof theworld.

In all sectorsof the economy(exceptin sector7 andsectorQ) growth of intra-
industrytradeis mainly basedon growth of verticalintra-industrytrade.Thus, Serbia
hasanunfavourablepicturein termsof overallexportcompetitivenessf the economy
andthe level of productionspecialization At the sametime, it pointsto the higher
costsof adjustmentbothfrom the economigpoint of view. It shouldbe notedthatany
intracindustry trade carrieslower costsof adjustmentof interindustry trade, which
givesa clearsignalthat Serbiashouldchangehe structureof the exchangef products
andadaptthe structureof the exchangef developedtountries

Therelativetradeadvantagendex,RTA, (column4 in TableA2 in Annex)is
differenceof two similar measuresherelativeexportadvantagéndex, RXA, and
relative import penetrationindex, RMP. The comparativeadvantageevealedby
RTA is implicitly weightedby the importanceof the relative export and import
advantagesA positive RTA value indicates a competitive advantageand a
negativeone a conpetitive disadvantag€¢ Frohberg,1999, pp. 58). Theseindices
showthat following sectorswere dominantin the reporting period: sector0 and
sector4, aswell assector2 andsector6.

The biggestdisadvantagef the Serbianeconomyis linked to the poor rangeof
exports. Actually, Serbia exports resources,primary products and low-intensive
products.Theseare sectorswhere Serbianeconomyhasthe comparativeadvantage
(sectors:0, 1, 2 and6), which areeasyto lose. Therefore Serbianinterestshouldbe
concentratedb flexibility of thefactorsof productionratherthantheir availability. The
flexibility of the labourforceis viewedthroughTotal FactorProductivity(TFP),also
called multi-factor productivity. TFP is a measureby the Solow residual of the
efficiency(notamount)of all inputsusedin a productionprocesslt explainsvariations
in factorutilizationi laboureffort andtheworkweekof capital

Evenif thereis no structuralchangein fundamentalge.g., no increasein
intra-industryy trade), national outputsbecomemore correlated.The conclusionis
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that the Optimum CurrencyArea criterion may be satisfiedexpostevenif it fails
exante (Corsetti, Pesenti, 2002, pp. 23).Theseadvantagesan utilize only for
economywith a strongexport-orientedprivatesector.

Theprocesf convergenceés along-time processandit takestime in orderto
closea gap betweencountries(Rajkovic et al.,2013, pp.68)in their paperexplain
the consequencesf convergencén pricelevel andin realincome.They showthat
Serbianeedsto increaseeconomicactivity more than EU countries.But such
higheractivity will not only increasethe realincome(standardf living), but will
haveinflationary pressuresSuchprocessonsidermpreconditionfor fulfil ling some
basicstandardsn economyfor examplerelativeprice-level adjustment.

Previousexperience®f the EU countriesduring the processof the regional
integration suggestthat there were conflicts in which domesticinterestsmay
prejudicethe policy coordinationandthe commoninterestsof the Union. This was
especiallyobviousduringthefinancial crisis, andthenthe migrantcrisis, whenthe
conceptof the EU wasshaken.

CHANCES FOR SERBIA

Macroeconomi@nvironmentandinvestmentclimatein Serbiawere promoted
in recentyears.Thisis anopportunitySerbiashouldnot miss.

The liberalization and privatizationat the beginningof the transition,strong
economicgrowth during the crisis andrecentlygainedstatusof candidatefor EU
membershiontibutedto an enhancedating of the Serbianeconomyandhigher
level of investmentambientsecurity. The supportprogramsand IMF and WB
arrangementdave contributedto the systemstability and improvementof the
investmentclimate in the last few years.The currentongoingreformsprovide a
clear picture of Serbiain the role of a reliable partnerand provide guaranteesor
continuoushilateralcooperationThis is supportedoy favourableratinglist results
providedby internationalrganizationgcredt ratingagenciesWEF, EBRD, WB).

The areasfor potentialincreasednternationalcooperationare free-industrial
zonesin Serbiaandmutual presencen third marketswith the broaderuseof free
trade agreementsDozensof theseagreementiave beensigred in the field of
regionalcooperatiorbetweenthe commercechambersandvariousregionsin EU.
There are also numerousprojectswhich are being implementedpursuantto the
Republicof SerbiaAdministrationDecreerelatingto the conditionsandmannerof
attractingdirectforeigninvestmentsonsequentlyeducingthei n v e sigksands 6
enhanced investment security. In recent years, the government has been
implementingan activetax policy which is stimulusin characterandis favourable
to the employers.At the sametime, Serbia has one of the lowest tax rates
regardingcompanyprofits, reducedemployeewage contributionsand certaintax
rateshavenot beenchangedor yearsdespitethe crisis pressuresThe new Labaur
Act leanstowardsincreasedlexibility for the workers,protectingthe interestsof
both the employersandemployeesin this way, the governmentasdemonstrated
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determinationto promote economic growth and development, develop the
investmentlimateandcreategreateremployment.

Serbiadill offers foreign investorsa few areasand segmentsvherethey could
take greaterparticipationon the Serbianmarketwith considerableopportunitiesfor
investmentsuchasagricultureandgreentechnologieslogisticsandtransportaswell
asbilateral agreement®n the expansionof cooperationon scientific basis. The EU
financessuch projects and provides substantialfunds. The bilateral cooperationis
promotedby a growing numberof foreign companiescommerceassociationsand
regionalcentreswhich areinterestedn variousformsof bilateralcooperation

Surely,the bestreferenceor potentialinvestorsis the experienceof the foreign
companieswhich do businesson the Serbian market. According to the foreign
businessmer; e r bgreatésadwantagejn comparisorwith the regionalcountries,
lies in the qualified labour, natural resourcesand raw material, and free trade
agreement$ particularly with Russiaand Turkey. They emphasizedhe favourable
tax systemwhich offersstimulusfor foreign investmentslependingn theamounts

Serbianeedsa partnerwith performance®f a greatand developedeconomy
suchas Italy or Germanyprimarily due to its successfulindustry, great global
brands,high technicalstandardsquality and safe products,advancedechnology
(ICT), and specializedproduction processes.This is an area with potential
numerousmutualinterests As for Serbia,it is possibleto transferknow-how and
implement technologieswithin the Serbian economyand the spill-over effect
would bring new investmentsproductionplantsand employmentpossibilities. At
the same time, the efficient businessoperationsand orientation of current
comparativeadvantages$or new specializedproductionprocesse®f diverseand
technologically intensve products would provide sustainable growth and
developmentAs for the foreign investorsside, the economicstimulusof locating
companiesshall be fulfilled becausehe productionwill be fulfilled by primary
resourcesand raw material which Serbiapossesseslong with inexpensiveand
qualifiedlabaur.

Serbiais characterizedby having more labour as a productionfactor than
capital. The lack of capital can be replenishedthrough economic bilateral
cooperationas a mutual benefit. A quality educationalsystemin Serbiacreates
highly qualified labaur with numerousskills which could be madeefficient only
with new technologicalproduction processesLow unit labaur costspresentan
elementof costcompetitivenessyhereasa favourableforeign currencyrate points
to price competitivenessf the Serbianeconomy.

Theconceptof theregionalintegrationrequirestotal economicreorganization.
It would be feasibleonly if it is accompaniedy profoundpolitical changesand
sometimesdictationsfrom a centre.But we must not forget that a regionis an
economiaunit, whereas currencyfor example expressea nationalsovereignty.
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CONCLUDING REMARKS

The bestway to getthe countryjoinedthe regionalintegrationshouldinvolve
improving the economyin order to achieve greater benefits than costs. The
economicperformanceshouldbe basedon the theoreticalconceptof OCA in the
long run, while theeconomyshouldstriveto fulfil the convergenceriteria.

The processof adjustmentto regional integration is easie for developed
economieghanfor smallandunderdevelopedconomiesThereforejt is necessaryo
raise the level of developmentbefore enteringthe integration. The reasonfor this
approachisin thefi e x p e precesofaléflationaryadjustmentii E B p s imea@d
adropin GDP,adropin pricesandwagesandrisingunemployment

So,Serbiahasto increase:

1. Technologicaintensityof the productionprocess;
2. Diversificationof productionandexport;

3. Productivity;

4. Tradeshare.

Only then it can expect growth of economyin the medium term and
developmenin thelong term. Theseconditionswill give Serbiaa chanceto realize
greaterbenefitsthancostsin regionalintegration,.e.the EU.

Serbianeconomyis not in such a bad position. Serbiais on the way to
improveindustrialproductionandraisethelevel of competitivenessf technology
intensiveproducts A policy makersneedto pay attentionto the following fact that
well-diversified economyalso has a diversified export sector. Achieving these
goalsit will be easierandcheapein theprocesf adjustmento the EU.

Objectively, the EU is doing a big favour to Serbiabecausedt prolongsits
membershipn the EU for the next5-10 yearsi a periodin whichit is necessaryo
adjustthe structureof productionandtradeto currentproductionandtradein the
globalmarket

In this paper| was concentrateon the economic aspectof regional EU
integration.But, EU is muchmorethana simple calculationof economicbenefits
and costs. Additionally, the EU convergencecriteria are more concernedwith
financial indicatorsratherthan real economy.One thing is certaini economic
integrationin Europehasalwaysconcealedolitical unification. It meansthat the
achievementof convergencedependson certain institutional and structural
features,justice and home affairs, social cohesion,human rights, as well as
stability and coordinationin economicpolicy, efficient and adequatea systemof
financialtransfersandthe degreeof developmenof marketmechanims.
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ANNEX

TableAl: RevealedComparativeAdvantageSerbianeconomy20012013)

200 | 200 | 200 | 200 | 200 | 200 | 200 | 200 | 200 | 201 | 201 | 201 | 201
1 2 3 4 5 6 7 8 9 0 1 2 3

£ I I N I I BN BT S TR B2 I I B (2 I N e ) e e A I
Sector0 1

Foodand 52836466929201629192826271
live animals

Sectorl

Beverages 0| 0|/0|0O|0Of1]1|0l1|0|2{0|2|0f2|0|/2|0|/2[0]2|0[2|]0|3]|]0
and tobacco

Sector 2
Crude
materials, 1(1|0|4(2|3|2|1|2{1|2|1{1|21|1{1{2(0]2|02|12]|0|3|0
inedible,
exceptfuels

Sector3
Mineral
fuels,
lubricants
and related
materials

Sector4
Animal and
vegetable 1(0|/1|0|/0|/0|/2]0]1|0{0|{0|1]|0|1{0|2(0l2/0|2/0|2|0]|12|0
oils, fats and
waxes

Sector5
Chemicals
and related 1|1 2(1(1| 2342|5343/ 3[22|2|0]4(12|2|2|1]|4|3|3
products,
n.e.s.

Sector6
Manufactur
edgoods 1
classified 0 9|8
chiefly by
material

Sector7
Machinery
and 41 3|4 2(3|4(1(2|0|4|2|3|2|5|5|4|5|3|4|4[5|2]4]5|5|4
transport
equipment

Sector8
Miscellaneo
us 9/0|6(2/5(3|2/6|7|17|2|7|1|8,0{7|1]4]2{6[0[{7[0[5[|0
manufactur
edarticles

Sector9
Commaoditie
sand
transactions | 1| 0| 1| 0| 0| 1{ 0| 1| 10|/ 0| 0[{0| 0| O] 2{0f2)0|]1{0]2{0f1|0]|1
not specified
in the SITC
Rev.4

Source:calculationsof author, SORSJata

CommentsRevealedComparativeAdvantage(RCA) is the ratio of foreign
tradedeficit andthetotal volumeof tradewith foreign countries Positivevaluesof
the coefficientsrepresent tradesurplusand reflect comparativeadvantageVice
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versa,negativevaluesof the coefficientsrepresentradedeficit, reflectingthe loss
of comparativeadvantage.

Table2A: Relativeadvantagen the Serbianeconomyandintra-industrytrade,

20052013
Changein Marginal
the Intra Trade comparative
structure of Industrial a dvantpa e
exportsand Trade 9
imports MIIT
N VIT RX RM RT
TOTAL g 11T 9 A P A
. . - VIT
Sector0 Foodand live animals y 1T 7 + - +
N VIT
Sectorl Beveragesand tobacco v 11T 7 + + +
Sector2 Crude materials,inedible,except N VIIT
% [ o + - -
fuels y
Sector3 Mineral fuels,lubricants and related 5 T VIIT ) ) )
materials y
Sector4 Animal and vegetableoils,fatsand -~ T VIIT + ) +
waxes Y y
Sector5 Chemicalsand related : VIIT
Z 11T ~ - + -
products,n.e.s. y
Sector6 Manufactured goodsclassified ' VIT
. - A 11T N + + -
chiefly by material g
Sector7 Machinery and transport N VIIT
. 9 [ - - -
equipment Y4
Sector8 Miscellaneousmanufactured -~ T VIIT + ) )
articles Y y
Sector9 Commoditiesand transactionsnot 5 T VIIT + + +
specifiedin the SITC Rev.4 Z

Source:calculationsof author, SORSINd UNCTADdata

Comments:y - increase,Z - decrease)IT i intra-industry trade, VIT i
vertical intra-industry trade, + positive, - negative, RTA i the relative trade
advantagendex, RXA i the relative exportadvantagendex, RMP i the relative
import penetrationndex
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ABSTRACT

In the article, authors are aiming to presentthe managemenbf political
systemof Ukraine and its connectionto international political and economic
developmenpossibilitieson EU market.In the first part institutions of political
systemare presentedSpecialattentionis paid to composition structureand role
of the Ukrainian public administrationmanagemenin the secondpart of this text
short explanationof current economiceventsis given. At the end author explains
importance of strengtheningthe economic relations between Ukraine and
EuropeanUnion. In this manner,also global marketingand financial aspectsare
takeninto the considerationslt is clearly visible that Ukraine can benefitfrom
further cooperationwith the EuropeanUnion financially, economicallyas well as
from the perspectivef thedevelopmentf the society.
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INTRODUCTION

Ukraine is EasternEuropeancountry that bordersto Russiain the eastand
north-east,to Belarusin the northwest,to Poland Slovakiaand Hungaryin the
west, Romaniaand Moldova in the southwest, andto the Black Seaand Seaof
Azov in the south and southeast. The integrationof Ukraine to the European
Union hasbeena very controversiatopic for along time, divided mainly between
Russianand"Western"perspectiveon the subject.The WesternCounties wanted
to completetheintegrationof Ukraineto the EU andthe NATO while Russiasees
this asthreatto their nationalinterests. At this point, the mostimportantthing is
nationalinterestsf Ukraine.

Deepandcomprehensivéree tradeareaUkraineEU (FTA) is anintegralpart
of the AssociationAgreementand envisagediberalizationof trade,in both goods
and services the liberalizationof capital movementand, to a certain extent,the
movement of labour. A distinctive feature of the EU-Ukraine FTA is a
comprehensiverogramof adaptatiorof regulationsn areagelatedto trade,to the
relevant EU standards. Currently, Ukrainian government is working on
establishmenof of afreetradeareabetweenJkraineandthe EU. Becausef these
reasonsaim of this paperis to presentadvantagesof Ukraine integration to
EuropearUnion.

PUBLIC ADMINISTRATION AND CENTRAL GOVERNMENT

Governingpowerin Ukraineis structuredby functions.In this manner it is
dividedto legislative,executiveandjudicial power. Accordingto article 75 of the
Constitution of Ukraine, the sole legislative power is the Verkhovna Rada
(Parliament)of Ukraine. The VerkhovnaRadaof Ukraine haspower over other
political institutionsonly via legislativepower.However legislativepower canbe
executedalsoby citizenswho haveright to acceptiegal actson nationalreferenda.
In practicethis legislative right was not yet executeddue to no legdly defined
referendgrocedure.

Parliament of Ukraine as national, representative,eleded, collective,
permarment,exclusivelegislativebodyof Ukrainehasfollowing characteristics:
1. generalgovernment the competencef the VerkhovnaRadaof Ukraine
extendgo the entireterritory of Ukraine;
2. representation representinghe interestsof the Ukrainianpeopleandthe
statebothwithin statebordersandatinternationalevel,
3. election- Parliamenof Ukraineis formedonly by theelections;
4. legislation- the solebodyof legislativepowerin Ukraine;
5. collectivity - canbeinterpretedn two ways:
a) As the collective body composedof 450 electeddeputiesof Ukraine.
Despite deputiesareelectedby secretballot duringdemocratiandfree
elections, candidatesstill needto fulfil the following criteria; they
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shouldbe citizensof Ukrainewho areold at least21 years,they shall
havevoting right andshouldlive in Ukrainefor thelast5 years(Part2
of Art. 76 of the Constitutionof Ukraine).In generalthe composition
of the parliament should reflect the social structure. Qualitative
representatioms manifestedn social,national,territorial, professional,
political, parliamentaryandinterestcharacteristics;

b) decisionsare acceptedby legally defined majority at the plenary
session®f deputiesof Ukraine.

6. unitarily - Parliamentof Ukraine hasno internal structuraldivision and
worksasasinglebody.

The legislative competenceof the Parliamentof Ukraine determinesthe
critical importanceof Parliamentin the constitutionalsystemof governmentThe
main legislative competencef the Parliamentof Ukraine lays in right and
responsibilityto acceptand amendthe Constitutionof Ukraine, laws and other
legal acts,abolishingthem,whenneededand providethe consento international
agreementsf Ukraine. The doctrineof constitutional developmenof our country
distinguisheghe priority right of the Ukrainian peopleto acceptthe Constitution
of Ukraineandbutit canbedoneaswell by theVerkhovnaRadaUkraine.

Parliamentof the Ukraineis solelegislativebody andacceptdaws and other
legal actsof Ukraine with majority 300/450votes(accordingto the 91. article of
the Constitutionof the Ukraine). Legislative power is predominantlydefinedin
following areastherightsandfreedomsof manandcitizen, the guarante@f these
rights andfreedoms;the main dutiesof a citizens principlesof naturalresources,
the exclusive (maritime) economic zone and the continental shelf, space
development, organization and operation of energy systems, transport and
communicationpasisof Social Protection forms andtypesof pensionprovision;
basis for regulating labour and employment, marriage, family, child welfare,
motherhoodand fatherhood; upbringing, education, culture and health care;
environmentakafety;the legal regimeof property;legal principlesandguarantees
of entrepreneurshigzompetitionrulesand normsof antimonopolyregulation;the
principlesof foreign relations,foreign tradeand customs;principlesof regulation
of demographicand migration processesthe prindples of the formation and
activities of political parties and other public associations,mass media;
organizationand executivebranch agenciesfoundationsof civil serviceof the
State Statisticsand Informatics; the territorial structureof Ukraine; the judicial
system,court proceedingsthe statusof judges,the principlesof legal expertise,
organization and activities of the Prosecutor'sOffice of the inquiry and
investigation, notaries, enforcement and penal institutions; basis for the
organizatiom and activities of the legal profession the statusof the capital of
Ukraine; special statusof other cities; National Security, the Armed Forcesof
Ukraineandthe maintenancef public order;the legal regimeof the stateborder;
the legal regime of martial law and a state of ecological emergencyzones;
organizationand the conduct of elections and referendums;organizationand
procedureof the VerkhovnaRadaof Ukraine, the statusof people'sdeputiesof
Ukraine; the principlesof civil liability; ads that are criminal, administrativeor
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disciplinary offences,andthe responsibilityfor them; SateBudgetof Ukraineand
the budgetarysystemof Ukraine; taxation,taxesand charges;principlesfor the
creation and operation of financial, monetary, invegment and credit markets;
status of the national currency, and status of foreign exchangein Ukraine;
procedurefor the establishmenaind paymentof statedomesticand foreign debt;
procedurdor theissuanceandcirculationof statesecuritiestheir types andforms;
proceduredor the use and protectionof statesymbols;the governmentawards;
military ranks,diplomaticranksandotherspecialttitles, etc.

As it is visible, VerkhovnaRadaof Ukraineis authorizedo makelaws within
thewidestpossiblerangeof policy issuesHowever,theyarenot allowedto accept
anylaw thatwould restrictthe existingrights andfreedomsof humansandcitizens
of Ukraine,aswell astheyarenot allowedto adoptthe law violating theterritorial
integrity or sovereigrny of the country.In addition,the Parliamentof Ukraine has
significantfiscal competencess well asrights and responsibilitiesto ensurethe
positive performanceof the judicial system, political systemof the country.
Ukrainianparliamentis responsike for appointmenof judgesasfor guaranteeing
their professionalrights and responsibilities.Within this scope, it is specific
stipulationthat a judge may not be detainedor arrestedwithout the consentof the
VerkhovnaRadaof Ukraine (Part3.126Uk r a i Qorestéiusion).

In general the competencef the Parliamentof Ukrainein thefield of social
relations is quite diverse, indicating the crucial role of parliament as a
coordinating,controlling, constituentand legislative authority in the systen of
stae power(ShpatalaZzadorozhnij2012.

PEOPLE'S SERVICES REVIEW

MP of Ukraineis electedaccordingto the Constitutionandlaws of Ukraine.
Ukraineauthorizedepresentativef the Parliamenbof Ukraine,which overthelife
of a deputy'smandatehaslegally definedpowers.The legal statusof deputiesof
Ukraine is guaranteedy the Constitutionand laws of Ukraine. The legal status
existsfor the entiretermof the deputy'smandate.

In its activities, the Deputy of Ukraine mustcomply with generdly accepted
standardsf morality, to keeptheir dignity, respecthonourand dignity of other
citizensof Ukraine,refrain from actions,statement&nd actionsthat compromise
him, the voters,the Parliamentof Ukraine,the State.MP of Ukraine shall not use
the mandatdor profitablepurposes.

Citizenwho hasbeenconvictedof committinganintentionalcrime, if the record
hasbeencancelledor withdrawnin accordancevith the law (part of Art. 76 of the
Constitutionof Ukraine)cannotbeelectedo asa deputyof Ukrainianparliament

Theprinciplesof thelegal statusof a NationalDeputyof Ukrainearethe main
principlesandinitial ideasthat reflectthe mostessentiacharacteristideaturesof
thelegalstatusof a NationalDeputyof Ukrainein the societyandthe state.
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Thebasicprinciplesof thelegal statusof people'deputyof Ukraine:

1 Equality of Deputieswhich meanstheir equalopportunityto electandbe
electedto parliament(commissionscommitteesgetc.). By holding of the
office in the VerkhovnaRadaof Ukraine, they exercisetheir right to a
parliamentarynquiry andspeakatthe plenarysession®f Parliamentthey
havetheright of legislativeinitiative, exercisethe privilegesstipulatedby
the currentlegislation,etc.;

1 Due to incompatibility of the deputy's mandatewith other activities
People'sDeputiesof Ukraine, they cannot have anotherrepresentative
mandateor bein the public service(part2 of Art. 78 of the Constitutionof
Ukraine). In caseof default claims of incompatibility deputy'smandate
with other activities, powersof deputyof Ukraine are terminatedby the
court( A. 8 of the Constitutionin the country);

1 People'Deputyof Ukraine performtheir powersprofessionally(Part1 of
Art. 78 of the Constitutionof Ukraine). This meansthat the deputiesof
Ukrainefor theimplementatiorof parliamentaryauthorityreceivea salary
in theamountsetby the VerkhovnaRadaof Ukraine.

1 Parliamentaryndemnity- a dualinterpretatiorin the scienceof law:

1. material conpensationfor the performanceof people'sdeputy of
Ukraineof his parliamentanpoffice;

2. People'dDeputiesof Ukraineis not legally liable for the resultsof the
voting or statementsmadein Parliamentand its bodies, exceptfor
insult or defamation( & of Art. 80 of the Constitutionof Ukraine).

Todayvirtually all democraticcountriesrecognizedparliamentaryindemnity.
Evenduring the daysof the feudal castemembersof representativénstitutionsin
Europe have enjoyed protection for the actions of royal power. Institute of
indemnityis inherentnot only to the RomanGermaniccountries,but the Anglo-
Saxonlegal practice.The term "indemnity" in Englishspeakingcountriesis "the
privilege of freedomof speech."The amountof indemnity varies in different
states, for example, in Germany's deputies on a general basis are legally
responsiblefor libel while in Lithuaniaand Belarus- for defamationand insult.
Thesameconstitutionalprovision,asnotedabove s alsoactivein Ukraine;

1 Free parliamenary seat- voters can not recall a National Deputy of
Ukraine, asit representghe interestsof the whole nation, not just those
voterswho gavehim their vote in the elections However,the introduction
of aproportionalelectoralsystemin Ukraineledto a deepeningf political
structuringof the VerkhovnaRadaof Ukraine, the logical consequence
thiswasthe strengtheningf partydiscipline;

1 Parliamentarymmunity (immunity), thelegalconsequencef whichis the
inability to detention,arrestor criminal prosecutionNational Deputy of
Ukrainewithout the prior consenbf the VerkhovnaRadaof Ukraine(part
of Art. 80 of the Constitutionof Ukraine). People'sDeputiesof Ukraine
underPartl of Art. 27 Law of Ukraine"On the Statusof People'Deputy
of Ukraine" dated on November 17", 1992 guaranteedparliamentary
immunity for the entire duration of exerciseof parliamentaryauthority.



57 Serbian road to the EU: Finance, Insurance and Monetary Policy

Rights and freedomsof the People'sDeputy of Ukraine (interceptionof
privatetelephoneconversationsgorrespondere; inspectionof the vehicle,
premisesor office, his detention)arepermittedonly with the consenbf the
VerkhovnaRadaof Ukraine on condition of inability to obtain relevant
informationotherwise.

In history therewere different extendsof immunity. For example,in Finland
the arrestof the deputyand preventcriminal caseagainsthim is possiblewithout
the consentof the Parliament,provided the parliamentariancommissionif an
offence entails under the criminal law of imprisonmentfor not less than six
months.In Macedoniaand Sloveniathis termextendedo five years.Ilt seemghat
this practicewould be usefulfor Ukraine.

Thus, the statusof deputy Ukraine reflects the legal statusof the Ukrainian
parliament, the degreeof democraticsociety ard state direct and representative
democracyin the country. Statusof People'©Deputyof Ukraineis a multi-facetedas
the functionsandpowersaswell asthe contentandactivitiesmadeby the deputiesof
Ukraine. This is becausehe deputiesof Ukraine are electedrepresentativesf the
peopleof Ukraine,designedo performthe functionsof parliamentandthe Ukrainian
statein accordancevith the Constitutionandlawsof Ukraine

Powersof the People'Deputyof Ukrainearesetforth by the Constitutionand

laws of Ukraine,its rightsandobligationsto carryoutits functions.

1. to takepartin meetingsof the VerkhovnaRadaof Ukraine;

2. to take part in the parliamentaryfactions, committees, commissions
formedby the VerkhovnaRadaof Ukraine;

3. tofulfil thedutiesof the VerkhovnaRadaof Ukraineandits agencies;

4. hasthe right of legislative initiative in the VerkhovnaRadaof Ukraine,
stipulatedin Art. 93 of the Constitutionof Ukraine, which is one of the
mostimportantof hisrights;

5. is involved in work on bills and other acts of the Verkhovna Rada of
Ukraineaswell asin theparliamentaryhearings;

6. may vote on all mattersconsideredat meetingsof the VerkhovnhaRadaof
Ukraineandits organsto which hewaselected,;

7. hastheright to proposessuedor consideratiorby the VerkhovnaRadaof
Ukraineor its agencies;

8. is entitledto requesthe deputyandthe deputy'sappealto the Presidenbpf
Ukraine, the Verkhovna Radaof Ukraine, the Cabinetof Ministers of
Ukraineandotherbusinesselationshipsandsoon.

Powersof the People'©eputyof Ukrainein relationswith voters:

1. alwayskeepin touchwith votersin the mannemprescribedy law;

2. meet with voters, groups of enterprises,institutions and organizations,
civic associationgn which he mustimmediatelycontributeto their heads;

3. to considerthe appeal of voters, as well as enterprises,institutions,
organizationspublic authorities local governmentsNGOs, in accordance
with thelaw andto takeappropriateneasures.
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To work with the electorateMP Ukrainemonthlyon setdaysdefinedby law.

Implementationof their proposalsand legal requirementsto inform voters
about their parliamentaryactivities during personal meetings with them and
throughthe media.

Powersof the People'®eputyof Ukrainein relationswith public authorities,
local authorities enterprisesinstitutionsandorganizationsassociationsf citizens
of Ukraineandforeign countriesare:

1. Protectthe independencesovereigntyand interestsof Ukraine and its

citizens;

2. theright to acceptforeign representativesn behalf of Parliamentof the
Ukraine;

3. participationin an advisory capacityin the sessons in villages, towns,
cities, borough (in cities with district division), districts and regional
councilsandmeetingsof their bodies;

4. obtaininformationon mattersrelatedto his parliamentarypowersof state
andself-governingbodies their officials andothers

The term of office of Pe@le's Deputy of Ukraine, as well as the Supreme
Council of Ukraineshallbefive years.Powersof the People'Deputiesof Ukraine
shall terminatesimultaneouslywith the terminationof the powersof parliament,
with the exceptionof the groundsfor early terminationof powersof deputiesof
Ukraine (Article 81 of the Constitutionof Ukraine) (LAW OF UKRAINE On the
statusof deputiesof Ukraine,2014) (ShpatalaZadorozhnij 2012)

EXECUTIVE ORGANIZATION RESEARCH

Executivebranchof the governmentis compogd of the governmentand the
presidentof the republic. The Presidenbf Ukraineis headof the stateand formal
headof executivebranchof the governmentlt playsanimportantrole coordinating
and supervisinginstitutions of public authorities.He is directly involved in the
managemendf societyandthe state:formsthe Cabinetof Ministersof Ukraineshall
appointjudgesof the ConstitutionalCourt of Ukraine,is the SupremeCommander
of the Armed Forcesof Ukraine,signsthe legislation,representshe statewithin its
bordersandat internationalevel. Activities of the Presidenof Ukraineasthe Head
of Stateare supportedby advisory, consultantor subsidiarybodies, such as the
PresidentialAdministrationof Ukraine,the National Securityand Defense Council
of Ukraineandothers(ShpatalaZzadorozhnij 2012)

Executivebranchhasthreestructuralunitson organizationahndlegal level:

1. ahigh level - the Cabinetof Ministers (in the functional interactionwith
the President);

2. Centrallevel - ministries, statecommitteesand other agenciesunderthe
Cabinetof Ministers;

3. Local - regional level, which is composedof the executive power of
general competences the Council of Ministers of the Autonomous
Republic of Crimea, regional, district. Kyiv and Sevastopolcity state
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administrationsthoseof specialsectoralandfunctionalcompetencieghat
aredirectly subordinatedo the centralauthoritiesandarein the so-called
dual reporting (ie both the relevantcentral and local executivebodies).
(Publicadministratiorin Ukraine,2014)

Governmenis centralpart of executivepower. It exercisesexecutivepower,
both directly and through central and local executive bodies, by directing,
coordinatingand controlling the activities of thesebodies. Governmentor the
Cabinetof Ministers consistsof the Prime Minister, First Deputy Prime Minister,
three Deputy Prime Ministers and Ministers of Ukraine. Newly adoptedlaw of
Ukraine"On the Cabinetof Ministersof Ukraine",which hasnot enterednto force
yet, stipulatesthat the Cabinethasto haveat leastministersfor Foreign Affairs,
Justice,Defence,Interior, Finance.Other ministriesmay be createdor abolished
by the Presidenbf Ukraine.

The Prime Minister is the headof the Cabinet,and direds its work, takes
responsibilityfor the implementationof programsof the GovernmentThe Prime
Minister determinesand allocatesresponsibilitiesbetweenthe first Deputy Prime
Minister, Deputy Prime Ministers and Ministers, coordinategheir activities uses
measuref disciplinary liability (other than dismissal)of the membersof the
Cabinet,headsof other centralbodiesof executivepower and their deputies.In
somecaseswithin the limits setby the Constitution,acting as the Presidentof
Ukraine in caseof earlyterminationof powersof thelater.

First Deputy Prime Minister and vice-prime ministers as Deputy Prime
Minister are responsiblefor the strategyand the program of the Government.
Within their assignedareasand fields they direct, coordinate and supervisethe
work of ministriesandothercentralauthoritiesto performthetasksof government,
aswell asthey examineand approvethe draft decisionsof the Cabinet,resolve
possibledifferencesamongthe membersof the Cabinet.They replacethe Prime
Ministerin his absencewithin thelimits specifiedby the PrimeMinister.

The Ministersof Ukraineare headsof ministries.Theyareresponsiblgor the
formationand implementationof public policy in the areasassignedo themand
are pdlitically responsiblgo the Presidentaswell asto the SupremeCouncil for
their activities.

Today(asof 03/24/2015)n Ukrainethereare 17 ministries,including:
Ministry of AgrarianPolicy andFoodof Ukraine;
TheMinistry of InternalAffairs of Ukraine;

Ministry of InformationPolicy of Ukraine;

TheMinistry of EcologyandNaturalResourcesf Ukraine;
Ministry of EconomicDevelopmenandTradeof Ukraine;
Ministry of EnergyandCoallndustryof Ukraine;

Ministry of ForeignAffairs of Ukraine;

Ministry of Infrastructureof Ukraine;

Ministry of Cultureof Ukraine;

Ministry of Youth andSportsof Ukraine;

Ministry of Defenceof Ukraine;

POOONOOAWNE
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12. Ministry of EducationandScienceof Ukraine;

13. Ministry of Healthof Ukraine;

14. Ministry of Regional Develgoment, Constructionand Housing and
CommunalServicesf Ukraine;

15. Ministry of SocialPolicy of Ukraine;

16. Ministry of Financeof Ukraine;

17. Ministry of Justiceof Ukraine.(Governmeniportal i KabinetMinister
of Ukraine,2014

From what was describedaboveit is clearthat the compositionof executive
power in Ukraine is rather complicated and contradictory, due to dual
subordinationof individual units. This is especiallyvisible in today'schallenging
environmentand in the processof implementationof the associationagreement
with the EuropeanUnion, which gained country for a lot of benefitsin the
importanteconomicabkpheres.

THE ASSOCIATION AGREEMENT WITH THE EU

On March 21st, 2014, the RepresentativegHeads of the states)of the
EuropeanJnion memter statesand Prime Minister of Ukraine, Yatsenyuksigned
political provisionsof the AssociationAgreemenbetweerthe EU andUkraine.

The negotiationson a new enhancedigreemenbetweenUkraineandthe EU
to replacethe Agreemenion Partnershiand Cogperationwerelaunchedn March
2007 (in 2008the partiesagreedon the namefor future agreements Association
Agreement). On November 11th, 2011, the final, twentyfirst, round of
negotiationson the AssociationAgreementduring which all the provisiors of the
Agreementwvereagreedtook placein BrusselsThe main statisticsof economyof
UkrainecanbeseemonTablel.

Table1: GeneralinformationaboutUkraine (averageby 2014"* accordingstate
statisticcommitteeof Ukraine

Territory of the county 603,628km? (233,062sqmi)
Population 43041189
Capitalinvestments 42624,7
Exportsof goods,min. Euro 14000.98
Import of goodsmin. Euro 13745.2
Theaveragesalaryperemployeegrn (Euro) 3302(206.25)
Totally enterprise$n the country 393327
Thenumberof registeredunemployed,

504.9
thousandpersons
Needof workersfor employergo fill

: . 52.3

vacanciegvacancyrate)in thousands
Migration of population:
- Arrivals 149403
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- departures 139187
Retailturnoverof enterprisesmin. Grn 1543.85
Gr_oss<_jo_m_est|cproduct(2013) ,atcurrent 9182 63
prices;million grn.

During the fifteenth EU-Ukraine Summit (December19th, 2011, Kyiv)
UkraineandEU leadersofficially announcedhe conclusionof negotiationson the
Association Agreement. On, March 30th, 2012, heads of the negotiating
delegationgnitialed the Agreement.

The AssociationAgreementis designedo provide a new, in-depthformat of
relationsbetweenUkraineandthe EU. It is a uniquetwo-sideddocumenthat will
comeoutfar beyondsuchagreementbetweernEU andthe countriesof Centraland
EasternEurope. The agreementnot only lay new legal framework for future
relations betweenUkraine and the EU, but also serveas a strategicguide for
systemic social and economicreforms in Ukraine, a largescale adaptationof
Ukraine'slegislationto EU standardsindrules.

With theratification of the AgreementetweenUkraineandthe EU, relations
between both entities will develop to a new level - from partnershipand
cooperationto political as®ciation and economic integration. An important
elementof the agreementis the provision of comprehensiveree trade area.
Ukraine considersAssociationAgreemeniasan importantsteptowardsalignment
in the future to the next stage- preparationfor EU accessionThe Association
Agreementhas over a thousandpages,and its structureconsistsof a preamble,
sevenparts,43 applicationsand3 protocols.

As part of the "Preamble, common objectives and principles" existing
frameworkof an AssociationAgreenent betweenUkraineandthe EU is defined.
In particular the recognition of the Europeanaspirationsand the European
acceptancef Ukraine as a Europeancountry that shareswith the EU common
history, values and defined objectives of the Agreement,including gradual
rapprochemenbetweenUkraine and the EU on the basisof common values,
deepeningeconomicandtraderelations,including throughthe FTA, strengthening
cooperationon justice, freedomand security. It also stressedbasic principles,
especiallyhumanrights and fundamentalfreedoms,respectfor the rule of law,
respectfor the sovereigntyand territorial integrity, inviolability of bordersand
independenceasthe heartof the agreementlt emphasizeshat relationsbetween
Ukraine andthe EU are basedon the principlesof free marketeconomy,rule of
law, goodgovernanceegtc.

Part on the "Political dialogueand reform, political associationcooperation
and convergencen the field of foreign and securitypolicy" containsprovisions,
implementéion of which shouldcontributeto the developmenand strengthening
of political dialoguein variousfields, including gradualconvergenceof Ukraine
with the EU'sforeignandsecuritypolicy.

In the defined objectivesof the political dialogue,the key elementis the
introduction of political associationbetweenUkraine and the EU. Among other
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purposesarealso spreadof internationalstability and security,strengtheninghe
respectfor democraticprinciples,the rule of law and good governancehuman
rights and fundamentalfreedoms, extending the principles of independence,
sovereignty, territorial integrity and inviolability of borders, cooperationin
security and defencepolicy. This section also defined levels and formats of
political dialogue, in particular it envisagessummits, ministerial and other
meetings.

Amongthe key areasof cooperatioris cooperatiorfor promotionof regional
stability, peaceandinternationaljustice;in particularthroughthe implementation
of the Rome Statute of the International Criminal Court; providing gradual
convergencén thefield of foreignandsecuritypolicy, includingcommonsecurity
and defencepolicy, conflict prevention,nonproliferation, disarmamenand arms
control,counterterrorismandsoon. In the part on "Justice freedomandsecurity"
an important aim of cooperationis the rule of law and strengtheningof the
institutions, particularly in the field of law enforcementand strengtheningthe
judicial system; improving its efficiency, guaranteeingits independenceand
impartiality. Within this field of cooperationan adequatdevel of protectionof
personaldatain accordancavith the bestEuropearand internationalstandardss
requested.In order to manage migration flows, Agreement provides the
introduction of a comprehensivalialogueon key issuesof migration, including
illegal migration,humantrafficking, etc. Separatedrticlesaredevotedto creation
of favourableconditionsfor legal labour migrations. Close attentionis paid to
mobility of citizens and thus to deepeningof the visa dialogue, including the
introductionof a visafreeregimeafterthe enactmenof relevantcriteriastipulated
in the Action Planto liberalizethe EU visaregimefor Ukraine.Provisionsof the
section also assumestronger cooperationon fighting money laundering and
terroristfinancing, drug trafficking, organizedcrime, terrorismaswell ason the
developmentof cooperationin the provision of legal assistancen civil and
criminal cases.

MAIN ELEMENTS OF THE ASSCOCIATION AGREEMENT AND
IMPACT ON ECONOMY

With aim to achievethis a seriesof regulationsaimedat creatingconditions
for the functioning of a free trade areabetweenthe EU and Ukraine have been
adopted.Nowadaysa reform of the systemof standardizatiorand metrology
continuesln 20142313 nationalregulatorydocumentsvereadopted and 1998 of
themwereharmonizedwith internationaland Europearones.The total numberof
national standardsadoptedin Ukraine, which are harmonizedwith international
and Europeanstandards,amountsto 8849. Depository of national standards
includes 29.6 thousanddocuments.Starting from 2006, 3934 inter-government
standards(GOSTs) were annulled, 122 of them becameinvalid in 2014. The
comprehensivelectronicdatabasef regulationdocumentontains10,800texts
of regulationdocumentsand bibliographic information to them; 343 regulation
documentswere enteredinto this databasein 2014. It is assumedthat the
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temporaryapplicationof the provisionsof ChapterlV of the Agreement'Trade
and TraderelatedMatters" will start from Januaryl, 2016. In orderto help in
developingof Ukrainian economyEU introducedsocalledfia ut o ntoadeo u s
pr ef e rinfAprit 2043 heyarevalid till DecembeR015.This meanghatEU
deceasedits tariff protectionfrom Ukrainiangoods.Tradepreferencedroughta
very positive result on Ukrainian economy. During 11-month period there is
increasan exportshy 12% (4 j € to j s©O®B 'Ofz)z Kzlz fiy IS tds' O 0dA] |

Part of the Agreementon "Economic and Sectoral Cooperation"contains
provisionson conditions,modalitiesandtiming of harmonizatiorof legislationof
Ukrainewith the EU legislation,Ukraine'scommitmentto reform the institutional
capacityof relevantinstitutionsandprinciplesof cooperatiorbetweernUkraineand
the EU Member Statesin a numberof areasincluding public sectorpolicy. 28
chaptersin this section of the Agreementlist the appropriate measuresin
individual chaptersof the EU policies.

Implementatiorof this secton of the Agreementwill allow, first, to providea
more in-depthimplementationof the Agreementon free trade as contributionto
the approximationof legislationand the regulatoryenvironmentin Ukraine, and
therefore eliminating nontax trade barriers Secondly, it will facilitate the
integrationof Ukraineto the EU single marketandthe single regulatoryspacein
mostsectorof the economyandsociallife of Ukraine.

Part on "financial cooperation" mechanismoutlines ways of obtaining
financial aid for the Ukraine by the EU, including facilitation of the
implementationof the AssociationAgreementpriority areasandtheir provisions,
aswell as monitoring and evaluationof useof the financial aid. In addition, the
provisionsof this part include also measureson deepeningof the EU-Ukraine
cooperationon preventionand combat fraud, corruption and illegal activities,
including throughthe progressiveharmonizationof Ukrainian legislationin this
areawith the EU legislation,the exchangef theinformation,etc.

Accordingto the "institutional, generalandfinal provisions",it is expectedo
introducenew forms and levels of cooperatiorbetweenUkraine andthe EU after
the AssociationAgreemententersinto the force. This includesthe establishmet
of the ParliamentarfCommitteeon Ukraine- EU associationinvolvementof civil
societyby establishinghe institutional platformfor civil society.In the contextof
ensuringthe properimplementatiorof the Agreementmechanismgor monitoring
and resolving disputes, that may arise during the implementation of the
Agreementwill beimplementedDue to the unlimited durationof the agreement,
it envisageghe possibility of its comprehensiveeview, including with regardto
its goalswithin five yeass from its entry into force, and at any time by mutual
consent.

The Association Agreementis a groundbreaking documentand the first
agreemenbasedon political associatiorbetweenthe EU and any of the Eastern
Partnershipcountries.The agreemenis alo unprecedentedh terms of its size
(numberof areaghatit covers)anddepth(detailcommitmentsandtime framesfor
their implementation) Bulk of provisionsare devotedto key reforms,economic
recoveryandgrowth, aswell asto governanceindsectord cooperatiorin energy,
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transport,environment,industry, social developmentand social protection,equal
rights, consumeiprotection,educationyouth and culture. Agreementalsofocuses
on the valuesand principles: democracyand the rule of law, respectof human
rights and fundamental freedoms, good governance,market economy and
sustainabledevelopmentlt alsoincludesprovisionson deepand comprehensive
free trade area.It goesfar beyondthe classicfree trade agreementpecauseit
involvesmutualopeningof marketsandstimulatescompetitivenesandothersteps
necessaryo comply with EU standardsandtradein the EU markets.In addition,
the Agreementreflects issues of justice, freedom and security, as well as
conditionsfor mobility. Importantelementof the agreements the provision of a
free trade area. Ukraine considersthe Agreementas an important step towards
preparatio for full membershign the EU (Ukraine agreemenaboutAssociaton
with EU, 2014).

In orderto achievethis, Ukraine starteda rangeof systematiadeformsandadopt
thelaw on minorities.Generally expectedeformscanbegroupedn two groups

1. political reforms:

1 Increasehe level of democracyto allow peopleto participatein political
decisionmaking processeat all levels- from local to national (Ukraine
should successfullyfight corruption and ensurecompletechangeof all
authorities);

9 assureule of law (Ukraine hasto adoptthe Law on the Prosecutounder
judicial reform and the Code of parliamentarylocal and presidential
elections);

1 respecof humanrights andfreedomgUkrainehasto join all international
treatiesandit shouldrespecthesetreaties);

9 protectionof minority rights;

2. economicreforms:

T Reducestate budgetdeficit to 3% of GDP (in 2014 Ukrainian budget
deficit wasatthelevel of 3.6%GDP);

1 Keep the level of public debt under 60% of GDP (in 2014 Ukrainian
nationaldebtwasatthelevel of 65% GDP);

1 Supportof the nationalcurreny exchangeatein a givenrangewithin two
years (this provision is contraryto the requirementsof the IMF which
recommend$§loating exchangeate);

1 Inflation should not exceedby more than 1.5% of inflation in three EU
member stateswith the most stabke prices (in 2013 the EU average
inflation was3% andin Ukraine5%. In 2014averageanflation was24,9%.
Predictionfor 2015is 26%);

1 Longterm interestrateson governmentbonds should not exceedmore
than 2% of the averagevalue of the correspondingates of EU countries
with low inflation (the averageratein the EU is up to 3%. At the end of
2013 government bond yields in Ukraine interest rate was 8.9%)
Bd Ctol OB 'Ofzlz Hzlz fip 1€ tds' OR0AA]. |
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To stabilize the financial and economicsituationin Ukraine, as well as to
support the transition process, promote political and economic reforms and
development,EuropeanCommissionassureswithin this Agreementat least 11
billion Eurosfrom the EU budgetandotherEuropeanfinancialinstitutions.These
fundswill be providedasadditionalsupport,nextto the fundsfrom the IMF and
theWorld Bank.

Now the processof reformationhad only started.In order to developand
improvethe legislationin the field of fighting corruptionon Octoberl4, 2014the
VerkhovnaRadaapprovedhefollowing acts:

1 The Law of Ukraine "On the National Anti-Corruption Bureau", which
definedthe legal basisof the organizationand activities of the National
Anti-CorruptionBureauof Ukraine.To ensurefunctioningof the National
Anti-CorruptionBureauof Ukrainethe StateBudgetof Ukrainefor 2015
will provideexpenditure®f 249 million UAH.

1 ThelLaw of Ukraine"On Principlesof the StateAnti-CorruptionPolicy in
Ukraine(the Anti-CorruptionStrategy)for 20147 2017",which providesa
set of priority measuresaimed at preventingcorruptionin Ukraine and
establishingpreconditiondor furtheranti-corruptionreforms;

1 The Law of Ukraine on the Preventionof Corruption™ (will enterinto
force on April 26, 2015),which stipulatesthe establishmenof a separate
independenpreventiveanticorruptionbodyi the National Agencyfor the
Preventiornof Corruption(a centralgovernmengexecutiveauthoritywith a
specialstatus).To ensurethe functioning of the National Agencyfor the
Preventionof Corruption,the StateBudgetof Ukraine for 2015 provides
expendituresin the amount of 1125 milion UAH (¢ j Stcj IsOtc’ Olskz
s OB ' flz] Hzkz fiylE tdc' CR0AA]

All thesemeasureshouldbe consideredisa contributionto the efforts of the
EuropeanCommissionandthe internationalcommunityto reducethe difficulty of
the economic situation in Ukraine and to supportits economic and political
reforms. The actions of the EU Member States,which will complementand
reinforcethe role of the Conmmissionin this processs extremelyimportant. The
participation of partner countries and international financial institutions,
particularly the IMF, the European Investment Bank, European Bank for
Reconstructiorand Developmentand the World Bank is also very importantto
improvethe efficiency of the support,increasinghe visibility of joint actionsand
improve their results. All componentsand instrumentsshould be assembled
togetherto providean efficient andcohesiveresponsef the Europeartnion.

Key elementof the packageof assistanceefinedby the Agreementre:

1 In the following years3 billion Euro should be allocatedform the EU
budget; provision of 1.6 billion Euro macrcfinancial assistancen the
form of loansandaid packagen theform of grants(1.4 billion euros);

9 Allocation of up to 8 billion Eurosfrom the EuropeaninvestmentBank
andthe EuropearBankfor ReconstructiomndDevelopment;

1 Involvementinto the schemepotentiallyallocating3-5 billion Eurosfrom
NeighbourhoodnvestmentrFacility (Neighbourhoodnvestmentacility);
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Creationof donorcoordinationplatform;

Organizatiorinvestmenforum/ taskforceata highlevel,

Modernizationof the Ukrainiangassystemandwork on the development

of reversdlows, includingthroughSlovakia;

1 Accelerationof the implementatiorof the Action Planfor liberalisationof
visasystemandoffer of aMobility Partnership;

9 Providingtechnicalassistancén different areas- from constitutionaland

judicial reformsto preparatiorfor elections.

= =4 =9

Economicsupportis providedin the form of macrefinancial assistancend
supportfor developmentThe total availableamountof macrafinancial assistance
fundis 6 billion Euros.In the shortterm, the EuropeanCommissiorallocated610
milli on eurosin the form of loansunderthe schemeof macrafinancial assistance.
The first installmentof the first EU macrofinancial assistanceén the amountof
100 million EUR wasreceivedin May 2014,the secondandthird installmentsin
the amountof 260 million EUR were receivedin November2014 and the last
installmentin the amountof 250 million EUR is expectedin March 2015. The
secondadditional macro financial assistancevas receivedin December2014in
amountl billion EUR. This significantamountis usedto help Ukraineto address
the most pressingproblems- in particular,to stabilize the financial situation, to
improveits balanceof paymentsandbudgetaryneedsThis alsoaffectson export,
sowe canseethatsomeEU countriesarevery goodexport partners.

Top 10 Export Percentage Distribution

Russia 59,799,143 ,533 W rus
Turkey 53,561,436,197 TUR
Eqypt 52,862,068,291 EGY

CHN
China 52,674,117 871

FOL
Poland $2,645,030,878

ITA
Italy 52,468,239 369 -
India 59,817,437,728 .
Belarus 51,617,139,291 DEU
Germany $1,590,570,326 HUN
Hungary $1,510,170,410 Other

Figure 1: Ukraine exportpartners
Source:http://globaledge.msu.edu/countries/ukraine/tradestats

Currently, consultationscontinueregardingattractionof the third EU macro
financial assistancéindicative amountis up to 1.8 billion EUR). In October2014
the EU and Ukraine signedan Agreementon financing the Programto support
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civil society in Ukraine. The Programmebudget is 10.8 million EUR. The
Assistancewill be provided to strengtheninvolvement of civil society into
decisionmaking processesand to improve interaction between government
authoritiesand civil societyin Ukraine. It hasbeenplannedto transferfundsin
2015.

In November2014 Ukraine and the EU signedan Agreementon financing
sectoralbudgetsupportin the field of regionaldevelopmentThe Programbudget
is 55 million EUR. Thefundswill go towardssupportingthe goalsdefinedby the
StateStrategyon RegionalDevelopmentfor the period up to 2020.1n December
2014 consultationswith the EC startedon programmingof the EU assistanceo
Ukrainefor the periodof 20157 2017.

EU assistanceas plannedto supportpolitical and economicintegration of
Ukraineto the EU onthefollowing threepriorities:

1 Reformof the systemof justiceandpublic administration;

1 Develgpmentof tradeandthe privatesector;

1 Energy ( j e n efficigncy). It has been agreedto initiate the EU
assistancerogramto supportsmallandmediumsizedbusinessn Ukraine
in 2015 (indicative program budgetis 85 million EUR) (v teW H 59 d 2
] 5t |2016)

Overthe nextsevenyears,developmentid packageo Ukrainein the form of
grantscanreach4 billion Euros.For the period 20152020, annualbilateral aid
package size of 130 million Euros are available as part of the European
Neighbourhoodbolicy. Under the principle of "more for more" additional 40-50
million Euroscan be releasedannuallyif progressin deepeningdemocracyand
respectfor humanrights is proven. In addition, Ukraine can count on sizeable
funding programaNeighbourhoodnvestmentacility.

The Commissionis currently conductinga numberof funding programsfor
sectoralbudget supportand technical assistanceThe new governmentof their
implementationwill contribute to key areas: economic dewelopment, public
financemanagemenrdndjustice. The budgetfor thisis about400million Euros.

In addition, to encouragecosteffective investment projects in Ukraine,
NeighbourhoodnvestmentFacility will be initiated. Experiencein implementing
this tool on the easternvector NeighbourhoodPolicy over the last programming
period showedthat thereis possibility for the Ukraineto gain additional200-250
million eurosin theform of grants.In the caseof Ukraine,this meangpossibilityto
attractaddtional 3.5 billion Eurosof loans.

Currently, within the NeighbourhoodInvestment Facility, Commissionis
working on the possibility of creatinga specialwindow to supportthe countries
concernedin implementingthe Association Agreement,including a Deeg and
ComprehensiveFree Trade Area. This allows our partnersto have accessto
assuredandtargetedassistanc@ackageo supportinvestmenin the sector,which
is crucial for the modernizatiorand adoptionof EU standardgparticularlyin the
areasf environmentalprotectionandenergy).Ukrainealsointendsto usethis tool
for furtherdevelopmenbf investmenbpportunitiesn the privatesector.
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A tool thatcontributego stability and peace(former Stability Instrument)can
be usedto implementimmediateaction- in particular,to reformlaw enforcement
andto supportelectoralreform. When the necessanactionswill be determined,
there is possibility to immediately mobilize up to 20 billion euros;15 million
Euroswill be takenfrom the budgetof the CommonForeignand SecurityPolicy
to supportactionsrelatedto thereformof the securitysector.

Finally, Ukraine is an important country for the EU as part of the Nuclear
SafetyCouncil. Currently,projectsin this area- with a budgetof 50 milli on Euros,
implementedwithin the framework of the Collaborativelnstrumentfor Nuclear
Safety (In particular, the nuclear waste managemensector). Also thereis the
implementationof social projectsin the affected areasaroundthe Chernobyl
exclusionzore. This areamay alsobe involvedin the aid packagen amount36, 5
million Euros. The period of submitting applicationswithin the new financial
periodis still ongoing,whichwill furtherstrengtherkEU actionin thisarea.

The Commissiorconfirmsits willingnessto createa TrustFundassoonasthe
EU-memberstateswill supportthis initiative. This will createan opportunityfor
memberStatego substantiafinancial contributions strengtherhe visibility of the
EU and its Member Statesand promote the effective, rapid and coordinated
allocationof funds.

The EuropeaninvestmentBank is focusedon the supportof policies and
strategieghat alreadyhasa portfolio of projectsin Ukrainein total amountof 1.5
billion Euroswithin last threeyears.EIB can significantly increasethis amount
without bringing money from other regions.It is possible,however,if they are
given adequatevarrantyandif political conditionswill contributeto this. For the
period 20142016, the EIB can provide funding for long-term investmentsn the
amountof 3 billion Eurosto supportthe local private sectorand economicand
socialinfrastructure After a review of the 20142016 mandateof the EIB external
borrowing,which is scheduledor late 2016,the bankcancontirue to increasets
activitiesin 2020.This canbe doneby activatingthe optional pre-specifiedorder
in amountof 3 billion Euros,subjectto the achievemenof the budgetaryauthority
agreemenon additionalfunding.

In its activities, the EIB works closely with other international financial
institutions operatingin the region - thus making a significant contribution to
obtainthe effect of borrowing. The Commissionalsowill considerseparatiorand
accumulatiorof certainadditionalguaranteesor EIB fundswhich were available
in investmeninstrumentsf the Euro-MediterranearPartnership.

The EuropeanBank for Reconstructionand Development(EBRD) is an
internationalfinancial institution in which the EU and its Member Stateshavea
majority share. As part of the agreed program of financial assistanceand
supportingeffective structuraland macroeconomiceforms,EBRD may provide5
billion Euro for the sameperiod. However,if economicconditionspermit, this
amountcanbeevenincreased.

The Commssion maintainsclose contactwith the IMF andthe World Bank
and their activities, both in Ukraine and headquartersThe Commissionis
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exploringopportunitiedo increasecoordinationof internationaldonorsby creating
specialmechanism®f donorscoordnationwith the internationalcommunityand
internationaffinancialinstitutions.This is to ensureefficient performanceof duties
andto maximizethe impact of EU economicaid and developmengssistanceas
well asto enhancats visibility.

This can be done through the assessmendf the needsand reform program
preparedy the Ukrainianauthorities This enablegpossibility for improvemenof the
economicsituationin Ukraine,by supportinghe economicandpolitical changes

Donor coordination mecharsm can be implementedin the form of the
internationalplatform, which will be locatedin Kiev. This platform could meet
regularlyfor solvingthe economicsituationin the country.The political leadership
will be coordinating meeting international platform at the highestlevel. The
Commissionis readyto hold such meetingsin Brussels.Mechanismwould be
opento memberstatesof the EU, IMF, World Bank, EBRD, EIB and other
stakeholders.

Table2: Supportfor Ukraine - roughlythe amountof aid*

Sourcemoney Appr(?)gimate/ period
(in millions of euros)
wThe EuropearCommission20142020)
w .Geknerakupportfor developmenfgrants) 1565
Bilateralcontract,including:
- Annual Action ProgrammdAAP) 2014 140-200
- Averageamountof RAP in 20152020 years 780
- Additional program("morefor more")for the
years20152020 240300
Neighbourhoodnvestmeninstrument 200-250
Instrumentfor supportof stability andpeace 20
CommonForeignand SecurityPolicy 15
w . M&crofinancial support(loans) 1610
w .EBropearfinancialinstitutions
TheEuropearinvestmenBank Up to 3000
EuropearBankfor Reconstructiomnd
5000
Development
Totalamount 11175

Source* ( |cuslstsa R’ df @ @A " dz' W te He'tso
http://euukrainecoop.net/20148M5/11bin/)

In addition, the EuropeanCommissionand the EU High Representativein
collaboration with the Council of Europe and the Venice Commission, will
continueto provide supportto constitutionalreforms.At the sametime supportof
the reform of procuratorsand law enforcementinstitutions also continuesvia
dialoguebetweerthe EU andUkraineon thejudicial reform. Additionally, support
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to electoralreformsandtechnicalassistanceincluding monitoringin the context
of ElectionObservatiorMission of the OSCE/ ODIHR will beprovided.

LOCAL GOVERNANCE AND MANAGEMENT IMPLICATIONS

Executivepoweris carriedout on local - regionalanddistrict level aswell as
within competencesf Kyiv andSevastopotity - stateadministrationsSinceJune
1997whenthe Law of Ukraine"On Local StateAdministrations"wasadoptedthe
organization and functioning of local authoritiesin the cities of Kyiv and
Sevastopohndin the Crimeahavecertaincharacteristicshat shouldbe reflected
in aseparatéaw.

According to art. 118 of the Constitution of Ukraine compositionof local
administrationsis formed by the headsof local state administrationswhich, is
appointedanddismissedy the Presidenbn the adviceof the Cabinet.

Headsof local state administraions are, in the exerciseof their authority,
responsibleo the Presidentandthe Cabinetof Ministers. They areaccountabléo
andcontrolledby the executivepowerof a higherlevel, i.e., district administration
- regionalstateadministrationyegiona administration the Cabinet.Theyarealso
accountablgo and controlledby the respectivelocal authorities(councils) of the
powersdelegatedy thesecouncils(parts3-7 c. 118 of the Constitution).

Local administrationgarefirst level executivepowerswithin their soleleaders.
The headof the local administrationappointsits members,ncluding his deputy
(not more than three deputies), heads of departments,divisions and other
organisationalnits.

Areasof responsibilityof local administratios are determinedoy referringto
their jurisdiction within the solutionand by forms establishedy the Constitution
andlawsof Ukraineandrefersto thelocal issueof life:

A Provisionof law, protectionof rights, freedomsand legitimateinterestsof
citizens;

Socieeconomicdevelopmentf therespectivaareas;
Budget,FinanceandAccounting;
Propertymanagemenprivatizationandentrepreneurship;
Industry,agriculture constructionfransportandcommunication;
Science education culture, health physicaleducationand sports,family,
women,youthandadolescents;
Landuse,naturalresourcesenvironmentaprotection;
Foreigneconomicactivity;

Defencemobilizationwork andtraining;

Social protection,labour and wages,as well asin other sectors (sectors)
imposedby law.

To o o o I Do Do Do Do

Local administrationshave jurisdiction over the area, which effectively
dependson local governmentsparticularly in mattersof economic,social and
cultural developmentof the areas,strengtheningmaterial and financial base of
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local governmentthe implementatiorof the powersvestedin themby the law, to
considerandtakeinto accountcooperatiorpossibilities.

However thelocal administrationdiaveno right to interferein the exerciseof
local governmentpowersof their own. For the implementationof programsby
local stateadministrationsandlocal selfgovernmenmay enterinto agreement$o
establishoint venturesandorganizations.

Critical attentionof local stateadministrationshouldbe givento therelations
with the citizenswho live in the territory. In particular,to supportcitizensin the
exerciseof their constitutionalrights, freedomsaswell asto demandulfilment of
their constitutionalduties. Citizens addresdocal administrationsdue to specfic
issueswithin the jurisdiction of the local administrations.Civil servantsare
obligedto considerthe petitionsof citizensandthey shouldprovide a reasonable
answer or take appropriateaction within a month (Public administrationin
Ukraine,2014).

In Ukraine, under the influence of winter events20132014 and an armed
conflict at the EasternUkraineadministrativereform startedwith decentralization.
It resultedin more opportunitiesfor developmentof regions, more freedomto
make decisionsat the local level health managementcommunal,educationand
humanitariarfields. Also packageof financialinstrumentswill be formedthatwill
allow areado receivefreshcapital.

This reform beganafter specialmeetingof the Cabinetof Ministers of 17
April 2014, where special decree"On the organizationof the discussionof
amendmentsto the provisions of the Constitution of Ukraine on the
decentralizatiorof the government'wasadoptedn orderto ensurethatthe public
eventsof the draft Law of Ukraine "On Amendmentsto the Constitution of
Ukraine (to decentralizepower) (Report on Implementationof the Association
Agreemenbetweerthe EuropeariJnion andUkraine,2015)

In order to strengthenlocal and regional government,implementation of
decentraliation reform severallegislative acts were approved.The draft law "On
Amendmentdo CertainLegislative Acts of Ukraine Relatingto Decentralizatiorof
Powersin the Field of ArchitecturalConstructionControl and Improvementof City
PlanningLegislatiof was adoptedas a basis;it providesfor transferfunctionsto
executestatearchitectural constructiorcontrolfrom the centralgovernmenexecutive
authority,which is responsibldor public policy in this field, to local selfgovernment
and local govenment executiveauthorities,as well as for simplification of some
permitandauthorizatiorprocedurei the sphereof construction

Also, in February2015wasadoptedhe Law of Ukraine"On Principlesof the
StateRegionalPolicy” which determineghe basicprinciplesof the Stateregional
policy asanintegralpartof nationalinternalpolicy of Ukraine.

In Ukraine, as a unitary state, territorial structureis complex becauseit
includesterritorially autonomouARC. Having certainlevel of autonomywithin a
unitary stateis not unusual. Suchcaseof autonomyexistwithin unitary statedike
Great Britain, Denmark, Spain, Italy, China, Portugal, Finland and others. For
example tin the frame of Denmarksuchstatusof the autonomyof administrative
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units existsin the caseof Greenlandandthe Faroelslands;in Spain- Andalusia,
Galicia, Catalonia,BasqueCountry and others.; China - Tibet, Xinjiang, Inner
Mongoliaandothers.;Portugal- AzoresandMadeira.The autonomyof thefederal
statesfor exampek, existsin the RussiarFederation.

Typically, the statusof autonomyis grantedto individual partsof the state,
which differ significantly from other political units, historical, geographic,
economic,ethnic, linguistic, social, cultural conditionsard way of life, customs,
traditionsand more. Undertheseconditions,the statetries to addresgproblemsof
decentralizatiorof public administrationor nationalissuesor in orderto avoidthe
problemsof separatismpn the initiative of establishingpopu a t iaotonenyy,
declareghe autonomyor promotea particularlocal governmentreaor territory.

In 1954,the Crimeanregionwastransferredo the USSR.On the basisof Art.

14 of the Constitutionof the USSRadoptedon April 26, 1954 SupremeSovietof
the USSR passedthe law, which adoptedthe Decreeof the Presidiumof the
SupremeSovieton 19 February1954 on the transferof the CrimeanOblastfrom
the RSFSRto the Parliamentof Ukraine RSR. Parliamentof the Ukraine also
amendedhe Constitutionof Ukraine (Article 75) andapprovedApril 29,1992the
Law of Ukraine "On the Statusof the AutonomousRepublicof Crimea." These
documentsarelegally defineda new constitutionalandlegal statusof the Crimea
asanautonomousepublicwithin Ukraine.

This decisionwastakenin view of the historicaland cultural developmenbf
the populationin the Crimea,its multi-nationalityandfreedomof religion. In 1995
the Parliamentof Ukraine adoptedthe Law of Ukraine "About ARC" that the
powers of the ARC were classified in particular issues such as adoption,
interpretationof the laws of ARC and monitoring their compliance;issuesof
territorial division of the ARC, settingand changingthe boundariesof districts,
settlementssettlementgpromotionto the categoryof cities, namingandrenaming
of cities, districts, municipal districts, towns, villages, definition of authority and
orderof the republicanandlocal governmentsNGOs,determinethe structureand
priorities of the nationaleconomy,to provide scientific and technicalprocesses,
the establishmentind operationof free economiczonesin accordancewith the
laws of Ukraineandothers.

Final consolidatiorof the constitutionalstatusof the ARC cameafterJune28,
1996whenthe Constitutionof Ukraine, which determinedhatthe ARC is part of
the administrativeterritorial structureof Ukraine (Article 133) andanintegralpart
of Ukraine (Article 134) with specialpowerscomparedto other administrative
territorial units. On 21 October1998 Parlianent of ARC adoptedthe Constitution
of the ARC andon 23 Decemberl998 VerkhovnaRadaof Ukraine adoptedthe
Law of Ukraine"On Approval of the Constitutionof the AutonomousRepublicof
Crimea,"which gaveforce of the Constitutionof the ARC asa statute

Constitution of Ukraine 1996 year (p. 138) the jurisdiction of the ARC,
covereda rangeof issuesof political, social, economi¢ environmental cultural
and others (Pogorilkg Fedorishke 2010)_However, after the results of the
referendumon March 16 2014 and after a protractedmilitary confrontation,
annexationof the Crimeato the RussianFederationtook place. This was done
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contraryto internationallaw and is not recognizedby the official Kyiv and the
internationacommunity.

Furthermore,in 2014 processof regionalizationof Ukraine escalates.In
Donetskon April 7" 2014, supportersf federalizationof Ukrainetook control of
the building of the regional administration announcedthe formation of an
indepermlent "Donetsk People'sRepubli¢ (Skibinskij, 2014). On 28 April 2014,
Luhansksupportersof federalismduring the meetingannouncedhe creationof a
"People's Republic of L u g a n(Gdknaharoy 2014). On 25 May 2014, on a
referendunfor the creationof the People'sRepublicof Luhanskl. 298,84 person
voted (96%) for the propositionand against51276 (3.8%) voters. Voter turnout
reached75% (1.375.295voters). After that illegal referendumarmed conflict
betweengovernmentalforces and separatistdoeganto escalateOn 5 September
2014 Minsk Protocol was signedin order to deescalatesituationin the Donbas
region.Accordingto this agreementvasadoptedhe Law of Ukraine"On temporary
Order of Local Sel+Governancein Particular Districts of Donetskand Luhansk
Oblasts'in orderto providespecialregimeof self-governancén thisregion

The analysisof recent events makesit possibleto note that the current
political situation in  Ukraine is very difficult and precarious,and requires
stabilization of specific and clear legal framework of supremebodies of state
power,of coursewith the participationandsupportof theinternationakcommunity.

CONCLUSION

In this article authorsanalyzedstructureof Ukrainian political and economy
system In this manneranalyzeof the Constitutionandotherbasiclegaldocuments
were used.The competencesvere presentedn orderto understandhe roles of
individual political institutions; especially of government and parliament.
According to the analysis Ukraine is functioning republic with separationof
powers.Thisis a basicpreconditionfor functioningdemocracyln orderto further
developit, Ukraine shouldstrengtherits cooperatiorwith a EuropeanUnion. In
accordancewith the currentsituationit is of utmostimportancethat Ukrainian
governmentshows further willingnessto strengtherits Europeanattitude, which
will notbring only stability to theregion,but alsodirectfinancial benefits. Within
this frameworkthereis a possibility that Ukraine getsbillions of euroswhich will
enableto modernizeandimproveUkrainianeconomy.

Currently,Ukraineis in quite difficult economic political andsocialsituation.
At the sametime it is alsoin the stateof civic war, no matter how opposedat
different levels in different countries.The solution of this situationwould help
accelerate not only growth in relevant areas of life (economic, social,
environmentalsocial,health,etc.),but alsoprovidethe stability andconditionsfor
Ukraine'saccessiorno the EU. Many countriesthat havejoined the EU get both
advantagesand disadvantagesf this. Therefore, at the first mentioning of
Ukraine'saccessiono the EU, not all Ukrainianofficials weresupportingthis idea
and adhere they were opposing the acceptanceof the EU legislation and
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regulations.In our opinion, the bestoption for Ukraine would be to abolishthe
visaregimewith the EU andsimplify / cancelcomplicatedcustomsproceduresit
the border. Suchsolution would, accordingto their opinion, bring somepositive
impactof the EU andreducethe negativeconsequencesf the full admissioninto
the EuropeanUnion. However,the new governmentis more focusedon Europe
andthe Europearstyle of governmentAnyway, Ukrainianeconomytook a further
downturnin the end of 2014. The territory of corflict wasan industrial heartof
Ukrainewherelargepartof GDP wasproducedIn orderto stabilizethe economic
situationEU providedeconomicsupportin the form of macrefinancial assistance
and support for development.The total received amount of maao-financial
assistancéund is 1.61billion Eurosin 2014.This allocationgavean opportunity
to thegovernmento stabilizethe economyandto savethe countryfrom default.

Europearstyle of governmenmeansfirst of all, fighting corruption.In orderto
developandimprovethe legislationin thefield of fighting corruptionon October14,
2014the VerkhovnaRadaapprovedhe anticorruptionpackageof actsincluding the
Law of Ukraine"On the National Anti-CorruptionBureau"andthe Law of Ukraine
"On Principlesof the StateAnti-Corruption Policy in Ukraine (the Anti-Corruption
Strategy)for 2014 1 2017". Creating of anticorruption bureau gave Ukraine an
importantchanceo decreaséevel of corruptionin countrysignificantly.

Association Agreement made it possible to transform Ukraine into truly
Europeandevelopedinddemaocraticstate . The procesf reformationis goingon, but
thereis still alot of job to do. Proces®f developingandimplementatiorof necessary
reformsis very complicatedbecaus of high level of externalpressureon Ukrainian
economywhich resultsin economicatrisis, difficult socialandpolitical situation
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INSURANCE KEYSTRATEG¥ORMANAGING
CATASTROPHIRISKS

VeraKaradjovd

ABSTRACT

Risksare inevitable,objectivecategoryfaced by all peopleand all business
entities and they are widespreadin all areas of humanexistence Risksas an
objectivecategoryexistregardlessof the peoplewishesand needsand regardless
of the level of the humancommunitydevelopmentDespitethe fact that by the
science and technology developmenta number of risks belong to history
(epidemicssomeoncefatal diseasetc.), there are also a numberof risks that
peoplein modernconditionscannotresist.In this categorythe greatesthreatsare
so-called catastrophicisksin whichthereare two main categories:

(1) Climatechangesand
(2) Natural disastergearthquakesfloods,etc.).

This paper concernsto the needof insuranceagainstcatastrophicrisks, as
oneof the strategiesto managethe risks. It is aboutrisk hedgingthat is not an
immediateandtechnical,but indirect, havean economimatureandis achievedoy
compensatinghe damags by association;risk sharingandjointly coveringof the
damages.

Key words: Catastrophic Risks, Insurance, Natural Disasters, Climate
Changeslncertainty

JEL Classification G22 G32
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INTRODUCTION

In conditionsof severeclimate changesand natural disastersof any kind
(which are statisticallymonitoredand processed)the uncertaintyon which we alll
areexposedo, gainintensity. Theexistencenf uncertaintyis determinedy:

1 Lackof informationaboutthe environmeniandchangegherein;aswell as

1 The fact that no quantum of information and techniquesfor their

treatmentare able to overcane this phenomenonkeepingin mind that

everythingis relative,we aresureonly aboutwhat passecandhappened,
challengesand dangerdurking in every next momentand the future is

anotherclue aboutuncertainty

Startingpoint of the paperis the secand determinanti.e. raisingawarenesgor the
needof insuranceagainsicatastropheisk evenin termsof havingdataon catastrophic
risksin the pastandthe damagehey causedThe paperusesuchdatafrom relevant
institutions and their information daabase(The representativeffice of Europe RE
MacedoniaJnsurancesSupervisionAgencyof Republicof Macedonia)put takesinto
accounthe fact thatall availabledata,their extrapolatiorand monitoringtrendsshow
only the probability of occurrenceof theserisksandthatinsuranceplaysa crucialrole
in protectingfrom them.We aretalking aboutrisks thatarerare,butif theyoccurcan
causecatastrophiclamagehatleadto largefinanciallosses.

Available data show that in Macedoniathere is an expressedprobability of
occurrenceof catastrophicrisks such as floods, earthquakesand climate changes
(Macedoniabelongsto earthquakeareaandin recentyearshasregistereddamages
causedy earthquakesndfloodsin thelastthreeyearshavecaused drasticincrease
in the numberof damages)The availabledataalsoshowextremelylow participation
of catastrophicaisks propertyinsuranceln this sensehereis a needfor insuranceof
theseriskstypesbecausén termsof lack of insurancethe coss to coverthefinancial
damagesausedy thesenaturaldisasterareborneby the state The paperobjectiveis
to emphasizethe role of the insurancesectorin the managementf the catastrophic
risks and in that senseto raise awarenessand responsildity of all stakeholderdo
insurancehe propertyfrom catastrophicisks by achievingthe principlesof mutuality
andsolidarityin coveringpotentialdamagesSo,thefinal goalis to stresghethreatsof
catastrophicrisks and the benefits of insurane againstthem, as one of the best
strategiegor catastrophicisks management

LITERATURE REVIEW

Thereis alargebody of literaturereferringto therisks, risks managemenand
risks insurance,as a key strategy for managingrisks. Accordingto Os t oj i |
( Os t 2007, pio.123),if insuranceis usedas a methodrisk management is
necessaryo payattentionto thefollowing points:

1 tochooseheamountof theinsuredsum;
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to chooseaninsurancecompany;

to choosehetypesandconditionsof insurance;

to checkwhetherdatafor compensatio@reavailable;
periodicallycheckingtheinsuranceprogram.

=A =4 =4 =4

In the multitudeof argumentdgor andagainstthe useof insuranceasa method
for financingrisks, primarily is thatthis methodreducesincertaintyandthe danger
of financial losses,but also that the paid premium is a major expense(the
possibility of investmentof the suchengagedundscollapses)Regardingthe use
of this method of risk managemenby financial institutions it is necessaryto
emplhasize that ensuring for the insuranceinstitutions is imminent primarily
through the institutes co-insuranceand reinsurance(Karadjova, 2012, pp.341).
But, without applying the strategyof insurancefor managingof the catastrophic
risks, the coststhat they causeandslowing of the economicgrowth hasenormous
dimensions.The destruction of property and living resourcesduring natural
disasterprovokethe regressof developmentesultsandworsenthe povertyrate,
usuallyoveralongerperiodof time. Typical disasterseduceeconomicgrowth by
1% - 2% of GDP, but they may have deepereffects,as it happeneduring the
earthquaken Kobe in 1995,whenthe GDP per capitadecreasedy 13% over a
longer period of time (World Bank, 2013, pp. 60). Empirical literaturesuggests
that the impact of major disasterson the growth rate is largely negative
(Hochrainer2009,pp. 8-10).

The basicprinciplesfor the sustainableisk managemenof (i) major natural
hazards:storms, floods, earthquakesheat waves and droughts; (ii) industrial
accidentswith potentially catastrophicoutcomes;(iii) pandemicand (iv) mega
terrorism;are(Kleindorferetal., 2009,pp. 3-7) arethefollowing:

1 thecollectionandanalysisof dataonthe consequencesf previousnatural

disasters;

1 dataprocessinganddecisionmakingon the level of risk acceptability,.e.
on the decreaseof the likelihood of natural disastes and/or their
consequencege.g. financial protection and economic incentives for
investmentsn risk reduction);

T risk managementand responseto consequencesincluding financial
management; business strategy, public policy and public-private
cooperation

9 impactonsocietyandkey actorsin termsof achievingefficiencyandfairness

Catastrophicrisks causealso risks related to the provision of sufficient
guantityof quality food for the population which againimposethe needto find an
adequatestratgyy for managingsuchrisks. Disasterscanhavedevastatingmpacts
onac o u n foodyedrwrityi notonly in the shortterm, but alsolong after they
have occurred.They destroyharvests stocks,and transportroutes,and therefore
aboveall the livelihoods of thosedependingon agriculture.However,the reverse
is true aswell. It is not unusualfor extremenaturaleventsto turn into disasters
becausethe population affected is particularly vulnerable due to a poor food
situation.In the worst case,the combinedeffect of disastersand food insecurity
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leadsto a fatal downwardspiral, with the peoplehit slipping from one crisis into
the next (Walter, World Risk Report 2015, pp.13).In any case,the net fiscal
impact largely dependson the level of private insurance,.e. on the extentthat
lossesareabsorbedy theinsurancesector.In fact, overthe pasttwo decadesonly
20% to 40% of the economiclossesarising from natural disastershave been
coveredby insurancecompaniesyhile the remaining60% to 80% hasbeea borne
by taxpayergMelo, 2013,pp. 4-6).

THE NEED FOR MANAGEMENT OF THE CATASTROPHIC RISKS

The fact that the catastrophicrisks are an objective category necessarily
implies the needfor adequatemanagingthem. The managemenis conductedn
direction to gather information, their processing and selection, drawing
conclusionsaandmakingdecisionsaimedat compilationof the bestratio of risk and
the positiveandnegativeeffectsarisingfromiit.

Talking aboutcatastrophiaisks, nearly all of themfall into the categoryof
purerisks,i.e. risks that canbe managedy usinginsurance Thetermpurerisk is
usedto referto a situationwherethereis only a possibilityto happeror not happen
loss,but thereis no possibility of makingprofit. One of the bestexamplesof pure
risk is the possibility of loss that exists becauseof the ownershipof a property,
suchasanexamplejf a personpurchasedanovableor immovableproperty,he/she
in the samemomentfacesthe possibility that theremay be somethingthat would
havedamagedr destroyedhat property.Suchpossibly,a damageo happerthat
will causdossandtheinability of occurrenceof anykind of profit is purerisk, and
it canbeinsuredby the insurancesector.In addition,the outcanesthat may occur
are: the occurrenceof the insured event, the occurrenceof damageand the
occurrencef loss;or no occurrenceof the caseandtherisks of damageor anyloss
for theinsuredperson.Thereis no alternativefor occurrenceof the profit. Mostly,
pure risks fall into the categoryof static risks becausethey do not arise from
disruptionsin the economyas a whole, but they affect individuals, and those
individualshaveto takemethoddor their coverageFor its part, purerisks because
of their numberanddiversity canbefurther classifiedinto severakubtypesuchas
(Vaughanyaughan2000,pp. 10):

9 Personalrisks - relatingto the probability of lossof the incomeor assets
of anindividual as a result of loss of the ability to earnincome,andin
generalthe ability to earnincomemay be affecteddueto four hazardsa)
Prematuredeath;b) inability dueto aging;c) illnessor disability; and d)
unemployment.

1 Propertyrisksi existeverywhereo thosewho own any kind of property
becawsethe propertyat anytime is threatenedo be destroyedn someway
or stolen.Talking aboutpure propertyrisks, we cantalk abouttwo kinds
of loss,suchas:direct lossandindirect (fisubseque) loss which by its
contentmatcheghe opportunitycod. The directloss quite simply canbe
understoodas a value of the property destroyedas a consequencef a
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damagingevent, for example: the value of the housedestroyedby fire,
earthquakeflood, etc.,the value of the car destroyedn a car accidentor
somesort of catastrophicrisk. Thus the owner of the property suffers
directlossin a valueof his/herassetsOn the otherhand,the indirectloss
refersto thefailure of the possibility of earningor occurrenceof additional
costsasa resultof so destroyedoroperty. Thus,if the houseor apartment
asa living spaceis destroyedat somekind of risk, its owner besideshe
directlossof propertyvalue alsohasadditionalcostsfor living elsewhere
in the perioduntil thereparatiorof the consequeresof thedamageThese
extraexpensegasdeclinethe possibility of usinga destroyedropertyhave
the characteof indirector "subsequefitloss. The samesituationoccursin
the caseof businessentity that would suffer somekind of destructionof
partof his property.If anykind of accidentdestroyedusinespremiseof
the economicentity, thelostis not only the value of that capacity,but also
the incomethat could be earnedby its use.Thus explainingthe previous
conclusionthat property risks causingtwo types of loss i.e.) loss of
property;andb) lossfrom the inability to usethe property,resultingin lost
revenueor additionalor opportunitycosts.

1 Therisks of responsibility- referto the possibility of lossincurreddueto
the needto coverthe damagecausedo other peopleor their property.in
the core of the risks of responsibilityis unintendedviolation of othersor
damageof their propertydueto carelessnesand negligenceput alsothe
responsibility may be the result of intentional injuries or damage.This
kind of purerisk meanghatthe onewho hurtanothemersonor dodamage
to someone'propertydueto negligence.e. by negligenceor intentionally
causedhe damageshall bearvarying degreesf responsibility,but in any
caseis responsibldor the damagesTherefore the risks of responsibility
include the possibility of loss for the cause of the damage that can to
occurdueto damageor destructiorof currentasset®r futureincomeor as
a result of other forms of causng damagedue to disrespectof legal
obligations arising from intentional or unintentional offenses or
endangeringherightsof others.

1 Risksarising from omissionsof others- it is aboutrisks that often result
in financiallossincurreddueto failure to meetthe obligationsassumedy
anothersubjectwith which previouslywas signeda contract.The consent
of a personto perform a particular service for a previously agreed
compensatiorof any kind, usually resultingin the conviction and hope
that the obligationwill be fulfilled, or thatthe servicewill be performed
Therisk in this situationstemsfrom the existenceof a real possibility the
other persondoes not realize the agreementand as a result to suffer
financial loss. In the multitude of examplesfor this form of risk may
indicate failure to meet deadlinesstipulatedin the building agreement
according to a project by the construction company, default by a
previously concludedagreementby the travel agency,disrespectof the
deadlineand the previously agreedquality by a businesspartner who
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deliverssemiproductsdisregardf the deadlinefor repaymenby debtors,
breachof undertakerobligationsfor timely and safedelivery of goodsby
shippingcompaniesandsoon.

Consideringhe aforementionedclassificationof purerisks, catastrophiaisks
encounteredn the categoryof personaland mostly in the categoryof property
risks. Anotherimportantpoint in termsof this distinctionis that not all purerisks
arein the scopeof work of the insurancenstitutions,but further division of pure
risks are on thosewhich canbe insuredandthosethat cannotbe insured.Besides
defining risks that can be insuredthroughlegislationin the country concerned,
within the areasthat the law allows the determinationwhich pure risks will be
subjectto thework of theinsurancenstitutionsis a partof their businesgolicy.

Takinginto accountthe existenceof catastrophicisksandthe aforementioned
needfor their managemenn contemporargonditionsin countrieswith developed
financial structuremanagemenbf theserisks is commonlyaccomplishedoy the
insuranceThe procesf risk managemenitself canbe understancgsa procesof
identifying, measuringand economiccontrol of risks that endangr not only not
only propertyandincomeor life andhealth,but alsosomebusiness/enturesi.e.
in this way the processinclude businessisks with their technicaland financial
aspectsThus understoodisk managemenencompasseseveralphasesor stefs
including (Jovanovski2005,pp. 81):

1 identifying risks by continuously monitoring of the occurrenceand its

consequenceandby theimagination;

1 assessinghe probability and severity of potential losses, specifically
assessinghe breadthanddynamicsof risksin termsof sizeandseverityof
the damaggdeterminingof the maximumpossibledamage);

1 reviewingandproposingeffectivemethodsandproceduresvhich couldbe
usedfor effectively counteringof the possibledamags;

9 making decisionsbasedon pemanentresearcton the occurrenceand risks
effects, giving an assessmentf the value of those decisionsin terms of
whetherit will decreaser will eventuallyneutralizedamagefrom different
typesof risksby seltsupportusinginsurancecompanyor indulginginsurance
againstisksto specializednstitutionsfor insuranceandreinsurance

In the aforementionedsteps the need for assessingpotential risks and
determiningthe tools and methodsfor dealingwith them s highlighted. In the
complex undersanding of managing catastrophicrisks it is necessaryto
complementhesestepswith therisk i returnratio, i.e. it would haveexpandedhe
useof preliminary procedurenot only for the purerisks, but for the conditionally
speculativerisks also. In this, the activities of managingrisks also includesthe
decisionon insuranceof therisksin professionalnsuranceanstitutionsor retention
of someof the potentialrisks and assessmertf necessaryinancial fundsfor the
requiredlevel of preventionin orderto avoid undesirablesventsor to coverthe
damagescausedby uninsuredrisks. In that sense,if such estimatedexpenses
exceedthe amountof the premium,the decisionwill be to ensurethe property
usingprofessionainsurerandvice versa.
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The nea to managecatastrophigisks especiallymultiplied in recentdecades
characterizedby significant climatic changesand the occurrenceof natural
disastergearthquaked]oods, etc.),thatdespitethe statedtechnical- technological
progressandthe dewelopmentof rapidinformationsystemsyet still, andat certain
timesevenstrongerthreatto people'dives andthreatacquiredgoodstoo.

CATASTROPHIC RISKS AND INSURANCE

The scopeof therisk categoryin termsof insurancerequiresdeterminingthe
risks thatcanbeinsured.Specificity of theinsurancesectoris thatit hastherisk as
a subjectof working. Every risk in orderto be subjectof insurancemust meet
certain conditions. Among the most important conditionsthat the risks haveto
meetasit canbe treatedasa subjectof insurancecanbestated( K o | ,&wil fej i | ,
2002,pp. 60):

it should be a possibility to occur a particular event or a possibility for

realizingtherisk;

1 theremustbe uncertaintyaboutthe occurrencef the event;

1 eventshoud includethe dangerof realizingthe economidoss;

1 therisk mustberepeatedr maynotbeanisolatedcase;

1 the risk must be independentof the will of the insured and all other

interestecparties;

1 the eventmustbe permittedby law, the public orderand morality;

1 it is necessaryo diversifyingtherisk in spaceandtime; and

1 homogeneityof therisk.

Catastrophiaisks of the categorieslimate changeand naturaldisastersmeet
all theseconditions andthatmakesthemofficial candidats for insurane.

Therisk that ensuresmustbe possible or be the resultof an eventthat may
occur. Example: existing building is ensuredby fire, flood, earthquakeor other
disastersOnly if at the time of conclusionof the insurancecontractthe insured
objectno longerexistsor camot be put at risk, the contractis null andvoid. The
agreements also void if the insuredobjectis completelydestroyedin another
accidenthatwasnot the subjectof insurance.

Uncertaintyas a prerequisitefor insurancemustexist, andit canbe absolute
and relative uncertainty.Absolute uncertaintyrefersto situationsand eventsthat
arenormally possible but that cannotbe known with certaintyif it will happenor
will not happenaslong astheinsurancecontractis valid. The relative uncertainty
onits siderelatesto eventsfor which cancertainlybe confirmedthatwill happen,
but nobody can know to what extentthe damagewill be or more often nobody
knows when they will occur. A classicexampleof relative uncertaintyis life
insurance.Risk ceasedo be uncertainif the personwith his/herfree will take
action for its occurrence,in which casewe can talk about negligence.Such
behavioursare managedy the requirementor the risk to be insured,relatingto
the requestfor the risk to be insuredrisk, which meansto be independenbf the
will of theinsuredandotherinterestedparties.Despiteall quantitativetechniques
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and sophisticatedcomplex systemsusing which the occurrenceof catastrophic
risks canbe predicted(i.e. it is predictedthe probability of their occurrence)they
still contain an elementof uncertaintyfor the occurrenceand usually there is
absoluteuncertaintyfor their occurrence.

Risk in insurancemustrelateto eventsthat causeeconomicloss and cannot
cover eventswhich have noneconomicnature.For example, it is not possibleto
insureagainstthe consequence$at may haveoccurredwhile walking on a picnic
areasincethis eventdoesnot causeany economicdamagebut we canensurefrom
certaintypesof injuries or ensurethe life of adverseeventsthat can be realized
duringthewalk, becausehatwill causeeconomidoss.

The subjectof insurancecan be only repetitive risks. The risks that are
possible,but nonrepetitive are not subjectto insurancebecauseof two main
reasons(a) a persondoesnot feel the needto insureagainstrisks which happen
extremelyrare;and(b) repetitionis neededdy the insuranceanstitutionin orderto
monitortherisks, settingcertainrulesfor the future andcalculatethe probability of
risk occurrencein the future. It doesnot mean establishingof any systemof
regularity and sequenceof events,but only detectionof some regularities of
occurrenceof therisksin alargenumberof casesandover a long period of time.
Increasingthe intensity of climate changesand increasinglycomplexsystemsfor
predictingthe frequencyof naturaldisastersare only someof the precognitionsn
favor of the conditionfor insuranceof the catastrophicisks.

Therisk thatis managedy insurancemustbe unknownto both partiesin the
insuranceelationshipi.e. for theinsurerandfor theinsuredandneitherof the two
sideson his/herwill and knowledgemay not causeits occurrence Catastrophic
risks occur exactly in this way - any techniquefor predicting cannot create
"security" for any subjectaboutoccurrenceof a catastrophiaisk. In othercasef
insuredsubjectwith his/heractivity causedhe occurrencef damagesvenwithout
intent,if he/shehadanypartin the occurrencef the damageor hasnot appliedthe
basic precautionsand acting in good faith, doesnot occur or shall terminatethe
obligation of the insuranceinstitution. However,in any caseit is impossibleto
completelyexcludetheinfluenceof the humanwill ontheincidenceof risksanda
numberof risks arisebecausef a certainmodeof peoplebehavior.ln suchcase,
the turning point is to what extent can be allowed influence and will of the
involving subjectspecausehe basicpointin theinsuranceof differentrisksis that
they haveto occuruncertainlyandto be basednot by the solely influenceof man
with his behavior,becausen that casethe insurancecannotexist and can not
function. But, the degreeof the humanwill is quite subjectiveview and canbe
treateddifferently. The bad intention always excludethe liability of the insurer.
Lighter types of negligenceare generally coveredby insurance,and the gross
negligencecanbe smoothor cannotbe smoothwith the intention,which vary from
caseto case (Karadjova, 2012, pp. 8). The intent designatedas certainty as
opposedo the notion of risk in all legal systemss excludedfrom insuranceand
its exclusioncan be accomplishedn two ways: (a) directly - when an insurer
refusesthe insuredto reimbursedamagesausedieliberately;and (b) indirectly -
by the right of the insurerto seekcompensatiorior deliberatelycauseddamages
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from the causer,after he had alreadypaid for the damage.In various types of
insurancegrossnegligencgcarelessnessy treatedn differentways.Accordingto
thetraditionalrulesnegligencesqualsthe intention,which is alsousedasarule in
the insurance,but there are exceptionsto this rule. As argumentsin favor of
rejectingthe negligenceasintertion can be consideredas following (Nikolovski,
Janev2001,pp.21):
1 grossnegligencdliffers from theintenton in thatit hasno consciousnessr
will to causenarmful effects;
1 thedegreeof influenceof thewill in therealizationof therisk is muchlower
in relationof intenion andis not of exceptionaktharacter;
1 if thegrossnegligencenvould betreatedin the sameway asintertion, thenit
would meanthatwe assumeshe sloppinesof the individuals, althoughthe
generakule of law is to assumegoodfaith.

Despite these arguments,there are considerationsthat rejection of gross
negligenceas intertion means encouragingthe reduction of attention of the
insured,loss of a senseof responsibilityand thus denyingthe idea of prevention
etc, despitethat the equalizationof grossnegligencewith intenion may have
significant practical effects in the processof collecting evidenceand avoiding
abuseHowever,the insurancenstitutionsin their practicalwork coveronly those
risks whoserealizationnot dependon the will of the insured(the propertyowner
or personswho managewith it), nor of thosewho are interestedn insurancein
orderto maintainthe uncertaintyasonethe basicelementf therisks thatcanbe
insuredandto avoid possiblespeculationWhenwe aretalking aboutcatastroptt
risk andtheir insurancetheseaspectdavenot a centralposition, consideringthe
fact that the impact of humanson natural disastersis not very pronounced.
However,theseaspets can possibly be takeninto consideratiorfor examplein
nucleardisasterstechnicalaspectgdams,dikes,etc.)in floods; building standards
(for earthquakegsandsimilar. The impactof humanson climate changes alsonot
strong,at leastin termsof the insurancerelationship but still camot fully exclude
correlation.Exhaustgasesthe concentratiorof CC? in the atmospherepollution
of waterandsoil, high buildingsandstoppingthe naturalprocessesf atmospheric
movements,ozone holes etc. are just some of the examplesthat the human
populationparticipatein climatechange.

Therisk thatis coveredby theinsuranceshall not bein contraryto law, public
order and morals Talking about legal requirementsthings are very clear and
accurate,.e. the low clearly sayswhat can be the object of insurance,and the
remainingcasesare excluded.In that caseit is calledlegal limit of risk that can
practicallybeimplementedn two ways:(a) to lay downthe conditionsa risk must
meetin orderto be coveredby insuranceand (b) to prohibit coverageof certain
risks by insurance.Despite legal, there is also a contractualrestriction that
similarly to legal restrictioncanbe accomplishedn two ways: (a) by determining
the dangerswhich concludesinsurancen the insurancecontract(positive way);
and(b) by certainclausesn the contractwhich carriedoff the insuranceof certain
eventsand risks (negativeway). Talking aboutmoral normsit is undisputedthat
theyshouldberespectedbutit is questionablehe perception®f morality because
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it containsa certaindoseof subjectivity. The widestunderstandingf morality as
not doingwhatwe do not like to happerto usis differently perceivedby different
subjects and on the other handsomecomgicated life situationsimply a needin

common senseand awarenesso make some “immoral” but at the moment
necessarprocedureshatwill causdessdamagehanif we did not makethem It

is aboutsomeprocedureghat in othercircumstancesvould be consderedhighly

unethicaland would not be undertake, for example:destructionof a property
during the flood in order to preventfurther bigger damageof any kind. Such
ethicaldilemmasaredifferently treatedn thelegislationof differentcountries.

Tenporal and spatial dispersionof the risk meansthatto maintaininsurance
as a systemof coveringthe damagesit can coveronly risks that affect a small
numberof communitymemberghreatenedy the samekind of danger.Thisis in
line with mutuality and solidarity as basic insuranceprinciples, as well as the
applicationof thelaw of largenumbersandmathematicaprobability. Catastrophic
risks that can simultaneouslyaffect a large numberof community members(for
example: Earthquake flood, hurricane tsunami, etc.) camot be insured by the
companiesthat operatelocally on a limited geographicalarea. The need for
realizationof the principlesof mutualityandsolidarity requiresbroadtemporaland
spatialdispersiorof catastrophicisks, oftenthrough co-insuranceandreinsurance.

Homogeneityof a risk is an important prerequisitefor its inclusionin the
insurance and it is necessaryfor the accuracy of statistical calculations.
Homogeneityis alsoimportantfor uniform distributionof therisk burden because
differentrisks needfundsfor their coverageThe homogeneityof risks is achieved
by groupingthemaccordingto different criteria suchas:the natureof therisk, the
subjectof insurance the value of insurance durationof insurancerelaion, etc,
and it is in the sametime necessaryor accuratelycalculaton of the premiumthat
hasto be paidfor theinsurance.

About determinationof the risk in insuranceit is necessaryo highlight that
the risk in relationsof insurancemay be viewed from three aspectsas follows
(Nikolovski, Janev2001,pp.50):

1 from the perspectiveof the insuredsubject- therisk heredoesnot represent

somespecifics andjust two questionsareimportantfor the insuredsubject
(1) economicissue,which relatesto whetherthe insurances economically
worthwhile to him/herin respectof the insurancepremiumthat shouldbe
paid; and (2) a legal point of view, which gives an answerto the question
whatriskshe/shewill transferto theinsurer.

1 from the perspectie of the insurer - the risk is seenasa risk takenby the
insuredsubjectand also two aspectsare reviewed:(1) legal aspectwhich
should answerthe questionabout that which risks that have the insured
subject,the insurer undertakesupon himself; (2) economicaspect risk is
seenaccordingto that is it worthwhile its undertakingin respectof the
premiumthatis paid andthe amountthatthe insurerwill haveto paywhen
theinsuredeventoccurs.
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1 from the perspectiveof therights andthe obligationsof the parties- therisk
is seenas a legal categoryand there are elementsthat are commonto all
typesof insuranceanditemsthatappeaonly in certaintypesof insurance.

At the end of this explanationof the term andthe conceptof risk in general
and the connectionof the catastrophiaisks andthe insurancewe canonceagain
statethat in the theory in this areathereis widespreaddisagreemengaboutthe
definition of risk. Theterm of risk canbe definedas(1) the possibility of loss (2)
the probability of loss (3) uncertainty (4) incumbentof the concessionthan
expectedesult or (5) the probability of any other differentresult than expected
However, it can be distinguishedtwo elementsthat are commonto all those
definitions uncertainy andloss(VaughamVYaugham 2000,pp. 4):

1 The term uncertainty is implicit in all definitions of risk, with special
emphasion catastrophiagisks: the outcomeshouldbe uncertain. Whenwe
saythatthereis arisk, at leasttwo possibleoutcomesexist If we know for
certainthatthe outcomewill bealoss,thereis norisk.

1 At leastone of the possibleoutcomesds undesirableThis may be a lossin
generalsense somethingthat a subjectholds is lost or may be less profit
thanwhatwaspossible.

One acceptabledefinition for risk could be that: The risk is a conditionin
which thereis a possibility of unfavourabledeviationfrom the desiredoutcome,
which is expectedor in hope (Vaughamyaugham, 2000, pp.4. While risk is
definedasa conditionin the real world andis a combinationof circumstances
the environmentand in suchcircumstanceshereis a possibility of loss In those
circumstancesthe possibility of loss must not be measurableput simply must
exist. This meansthat whetherthe risk degee can or camot be measuredthe
possibility of an unfavorableoutcomemustbe betweenzeroandone (Karadjova,
2012, pp. 11). Undesirableeventis describedas "unfavorabledeviationfrom the
desiredoutcomethat wasexpectedr thatis in hope'. The indicationof a desired
outcomethat is expectedor that is hopeful takesinto considerationboth the
individual andtotal exposureto lossin the circumstance®f catastrophievents
Individual hopesthat the adverseeventwill not happenand the existenceof a
possibilitythatit couldstill happenareforming therisk. The factthatthe outcome
of any eventcanbe differentfrom that, to which we hope containsthe possibility
of lossor risk.

CATASTROPHIC RISKS i CONITIONS IN MACEDONIA

Analyzingthe problemthatis the subjectof elaboration(catastrophicisksand
the needfor their insurance)this sectioncontainsomedetailedinformation about
the risk of flooding and earthquakeén Macedoniain recentyears.Regardingthe
floods in February2013, heavy rainfalls affected Eastern,Centraland Northern
regionsof Macedoniacausingoverflow of more than 10 rivers, and as a result,
damagingdamsand bridges,isolating severalvillages, triggering drinking water
shortagesand electricity cuts. The most affected flooded areaswere: Kumanovo,
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Shtip, Sveti Nikole, Strumica,Valandovo,Ohrid, Probishtipand Kochani. These
eventsled to a seriesof negativeconsequenceto the ¢ 0 u n tinfragtiucure,
residentialand commercialpropertiesand thousandsof hedaresof agricultural
land (EUROPARE, 2016, pp.1). The largestdamagego farmerswere registered
in theregionof Strumica,Radovis Bitola, Gevgelija,Bogdanci,Stip, Veles,Resen
Valandovo and Kocani. The total flood induced damageto 2000 farmers was
estimatedo be around100 million MKD. The municipality of Kumanovosuffered
damagesestimatedat around 4-5 million EUR. Around 300 householdsfrom
socially vulnerablecategoriesufferedfrom flood induceddamageso their homes
(EUROPARE, 2016,pp.1).

Storm and heavy rains causedflooding in Skopje.Severalmain boulevards
werecompletelyflooded.Lots of vehiclesremainedlockedin thewaterandthere
were 11 casesof fallen treeswhich blockedsomeof the streetsin the city - and
later more such caseswere reportedby citizens. Also, many citizens reported
floodedbasementin the aftermathof the event.The flooding causedverflow of
the sewagesystemin somepartsof Skopje.After the storm, the Protectionand
RescueDirectoratereceivedmorethan 70 caseselatedto flood induceddamages
(EUROPARE, 2016,pp.2).

In 2015 Macedoniawas again hit by flooding. Most affectedby the floods
werePelagonijaStrumica,GevgelijaandTikves. Therainsin someplacesreached
up to 57 liters per squaremeter In Bitola 58 householdsuffereddamages3 in
Novaci, 33 in Mogila, 69 in Kicevo, 19 in Strumica, 10 in Bosilovo, 10 in
Negotino,13in Prilep, 7 in Krivogastani,11in Resen4 in Stip, 7 in Demir Hisar,
4 in Kavadarci,4 in Gostivar,4 in Oblesevo4 in PehcevoThe overall damage
from the flood is estimatedat 25 million EUR. 13,5million EUR, or almost60%
of the damageaffectedthe agriculturesector,4-5 million EUR of damagesvere
causedo theirrigation systemsaround4 million EUR of damagesverecausedo
theroadinfrastructurewhile therestof the damagesvereattributedto households.
Theregionof Stumicaalonesuffered4,3 million EUR of damageswhich includes
the city of Strumicaand 6 villagesin this municipality. 621 housesin Strumica
weredamagedrom the floods, out of which 465 housesarelocatedin the village
of Murtino. The agriculture in this municipality was severely damaged
(approximatelyl,500 ha of agriculturalland were flooded) (EUROPARE, 2016,
pp.3). The floods have causedmajor harm to farmersin the municipality of
Mogila. Also damageshave several housesin Mogila, Novaci, Zrnovci and
Obleshevo.

Notablefloods with major damagesn the last decadeoccurredin Macedonia
in 2003,2004,2013,2014and2015.Looking at datafor thelastperiodhowever jt
can also be concludedthat Macedoniasuffers major damagedrom flooding in
certaintime intervals.
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Tablel: Major Historic Flood Eventsn Macedonia

River Vardarflooded12.735ha,river Crnaflooded25.000haand river

1962 Strumicaflooded8.000ha; lossesvere 7% of GDP

1979 45.860hawerefloodedall together.Total damagecostswereestimated
atUSD 193.8million (Skoklevski,2003).

2003 Damageddamon the River Markovaresultedn evacuation®f over800

peopk in the cities of GradskoBaldovciandKuklish

26 municipalitiesmainly in the areaof the upperVardarwereaffected.
Also the central,southerrandsoutheasterrpartsof the countrywere
2004 | affectedwith estimatedlamageof approximatelyUSD 21 million
(primarily in theagriculturesector).

Source:UN/ISDRandtheWorld Bank,2008

In regardsto earthquakegthe territory of Macedoniais situatedin an areaof
very high seismicitystretchingalongthe Mediterranearseismicbelt. The country
has expeaienced earthquakesvith magnitudes6 - 7.8 acrossten seismiczones.
Someof the strongestearthquakesn Macedoniaoccurredin 1904 in Pehcevo-
Kresna(7.8 magnitude),n 1931in Valandovo- Dojran (6.7 magnitude),andin
1963in Skopje (6.1 magnitude).Two major earthquakefiappenedn the last 25
years.Thefirst onewith magnitudeof 6.1 happenedn 1990in the Gevgelijaand
Bogdanciregionwhereaghe secondonewith magnitudeof 5.8 occurredin 1994
in the Bitola region. The 1994 earthquakeausedeconomiclossof 3.4 per centof
thec o u n GOR(BUKROPARE, 2016,pp. 6). The mostsignificantEQ eventin
Macedoniavasthe 1963earthquakén Skopjewith magnitudeof 6.1, which killed
1,100 people, injured 4,000 and affected 160,000 people. The total economic
losseswere estimatedat USD 1 billion, or 15 percentof Y u g 0 s | GNP.iTle 6 s
earthquakevas centredalmostdirectly underthe city of Skopje,with the heaviest
damageobservedin buildings locatedwithin the city limits. Shakingfrom the
earthaquake was felt in Sofia (Bulgaria), Thessaloniki (Greece)and Belgrade
(Serbia). The total seismically affected areawas estimatedat 180,000 square
kilometers.42.2percentof residentiabuildingswerepartially or totally collapsed;
32.9per centof the apartmentsvere heavily damagedmorethan67.4 per centof
dwelling houseswvere unusableafter the earthquakeOut of the total building area
(including dwelling houses),80.7 per cent was destroyed;66.5 per cent of
hospitals and clinics were heavily damaged; 74.3 per cent of primary and
secondaryschoolswere heavily damaged(Petreski,2003). Earthquakeof low-
intensity constantlyoccur on the territory of Macedoniain the last few years,
which provesthat the country is vulnerableto geologicalhazard. Basedon the
World Bank/UN studies,Macedoniahas experiencedan economicloss of about
USD 5 million during the last 4 decadegdue to earthquakg UN/ISDR and the
World Bank,2008).
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Macedonia is also exposed to other Hazards and Climate Changes.
Agriculture is oneof the mostsignificantsectorsin the Republicof Macedonian
termsof employmentyural livelihood, food securityandexports.lt engagesnore
than 19% of the populationand accountsfor 12% of the ¢ o0 u n tGDR. the
Macedonianagriculture is particularly sensitiveto climate change.The rural
populationis highly exposedand vulnerableto the weatherrisks associatedvith
climatechange Potentialadversdluctuationsin temperatureprecipitationandthe
frequencyof extremeweatherevents(such as drought, heat, flood, forest fire,
precipitation) are likely to exacerbatef a r mpgersistidgdifficulties related to
production,yield andmarketaccessibility Historical dataindicatethat Macedonia
is characterizedby a highly variable climate that has already experiencedan
increasein meantemperatureand moisturedeficits, aswell asanincreasen the
severityof extremeeventdike drought,heatwavesandforestfires (EUROPARE,
2016,pp.7).

NEED FOR PROPERTY INSURANCE AND INSURANCE OF THE
CATASTROPHIC RISKS - SITUATION IN MACEDONIA

The WorldRiskindexcalculateghe disasterrisk for 171 countriesworldwide.
i Wh e it hearrearthquaker atsunamia cycloneor floods,therisk of a natural
eventturninginto a disasteralwaysdepend only partly on the force of the natural
eventitself. The living conditionsof the peoplein the regionsaffectedand the
options available to respond quickly and to provide assistanceare just as
significant. Thosewho are prepared- who know what to do in the eventof an
extremenaturalevent,havea greaterchanceof survival. Countriesthatseenatural
hazardoming,thatare preparingfor the consequencesf climatechangeandare
providing the financial meansrequiredwill be betterpreparedor the future. The
WorldRiskReportshould contributeto look at theselinks at a global level and
draw future-oriented conclusionsregarding assistancemeasures,policies and
r e p or (WeorldRishReport2011). So, the WorldRiskindexis meantto give
answerdgo four key questions:

1 How likely is anextremenaturalevent,andwill it affectpeople?

1 How vulnerablearepeopleto naturalhazards?

1 Towhatextentcansocietieopewith acutedisasters?

1 Is a society taking preventive measureso face natural hazardsto be

reckonedwith in thefuture?

Therepresentatiothroughthe Indexandits four componentprovidesanswerso
this and highlights both, the problems and the fields of action, very clearly.
Neverthelessit is alsoimportantto keepthe limits of sucha representatioin mind.
Justlike any otherindex, the WorldRiskindexcanonly considerindicatorsfor which
comprehensibleguantifiabledatais available(WorldRiskRepor2015,pp. 8).

The following figure representshe conceptof the World Risk Index andits
integralcomponents.
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( Components of the WorldRiskindex at the global and local level j

Adaptation
Capacities for long-term

Exposure Susceptibility Coping
Exposure to natural Likelihood of suffering Capacities to reduce negative

strategies for societal

hazards harm CONSeqUences
change

Natural hazard sphere Vulnerability - Societal sphere

Figure 1: TheConceptbfthe WorldRiskindex
Sourcelnstituteof Hazard,Riskand ResilienceBlog, DurhamUniversity,
http://ihrrblog.org/2011/09/26/20xuin-world-risk-index

Managingcatastrophiaisks, primarily the risks of floods and earthquakdor
which there are datathat are a seriousthreatto the property and that at certain
intervalsappearwith varyingintensity,is an objectiveneed.Thereby,it hasto be
takeninto consideratiorthe environmentand the probability of occurrenceof the
catastrophicrisks. Catastropherisk environmentin Macedoniais as follows
(Poposki,2013):

1 Relatively small country with limited risk diversification possibiliies and

high risk accumulatiorin maincities

9 Low public awareness;ulture,education;

1 (stateis consideredhsthe only catastropheisk absorbingmean)

9 Low level of insurancepenetrationand lack of standalonecatastrophe

products

9 Poor catastropheinsurance risk managementjncluding lack of proper

modeling

1 Lack of available/ affordablerisk transferalternatives

A Low businessvolumesto attractreinsurersor any other risk transfer

means
A Gapbetweerlocal insurersandinternationareinsurergprenium rates

In the WorldRiskindexoverview for 2015, Macedoniais on the 95th place
amongl71countries.


http://ihrrblog.org/2011/09/26/2011-un-world-risk-index
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Table2: WorldRiskIndexverviewi 2015
(first 10, Macedoniayegioncountries thelastone)

5 N %ﬁ
. e ||k
Country % g % E g o @
E B E« 3 a S g, 2.5 &
= = @ - 8 g ® 3
1| Venuam 36.72% | 63.66% | 57.68% | 35.69% | 81.16% | 5620%
2 [Tonga 2845% | 5527% | 5147% | 28.78% | 81.80% | 43.82%
3| Philippines 27.98% | 5246% | 3333 % | 32.00% | 80.06% | 47.94%
4| Guatemala 20.10% | 36.30% | 55.36% | 3452% | 80.08% | 5148%
5 | Solomon Islands 1020% | 2008% | 6434% | 4455% | 85.66% | 62.82%
5 | Bangladesh 1926% | 31.70% | 60.76% | 39.05% | 86.55% | 36.60%
7| Costa Rica 17.17% | 42.61% | 4020% | 21.60% | 64.34% | 34.94%
§ | Cambodia 1682% | 27.65% | 60.84% | 39.50% | 86.95% | 36.07%
9 | Papua New Guinea 1682% | 2494% | 61.46% | 5520% | 84.07% | 63.02%
10| El Salvador 1680% | 32.60% | 51.53% | 20.83% | 74.90% | 49.85%
37 | Albania 1003% | 2125% | 471.19% | 2013% | 74.00% | 4143 %
71| Greece T06% | 2111% | 3345% | 17.8% | 5082% | 3175 %
77 | Serbia 680% | 18.05% | 38.18% | 18.07% | 65.05% | 3051%
93 | Bosnia and Herzesovina | 6.18% | 14.02% | 44.06% | 19.62% | 69.68% | 42.88%
95 | T.£ Y. Rep. of Macedonia | 6.14% | 1438% | 42.70% | 2053% | 63.85% | $3.12%
119 | Bulgaria 326% | 11.66% | 3651% | 1864% | 5588% | 35.02%
121 | Croatia 321% | 1153% | 3655% | 18.03% | 35.74% | 35.88%
134 | Slovenia 357% | 1150% | 3080% | 1495% | 3008% | 2643%
171 | Qatar 008% | 028% | 3013% | 0.04% | 4483% | 36471%

Source:WorldRiskRepor2015:B ¢, n dEmtivisklungHil ft (Alliance Development
Works),and United NationsUniversityi Institutefor Environmenand Human
Security(UNU-EHS),2015,pp. 64-66

Anothermethodof risk assessmerig probabilisticrisk assessmenthich uses
mathematicaimodelsto combineany possile future hazardscenariosinformation
aboutthe exposedassetandthe vulnerability, to provide resultsof an estimateof
probabldosslevelsin aregionof interest.Unlike historicalestimatesprobabilistic
risk assessmentakesinto accountall disastersthat can occur in the future,
including very intensivelosseswith long return periods,and doesovercomeghe
limitations associatedwvith estimatedderived from historical disasterloss data.
Probabilisticrisk assessmengives an overview of estimated losses,which can
provide guidanceto predict and plan for future losses.This information can be
usedto plan and prioritize investmentsand strategiesor managingdisasterrisk
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(UNISDR (GAR)). The Average Annual Loss (AAL) is the expectedloss per
annum associatedto the occurrenceof future perils assuminga very long
observatiortimeframe,while the ProbableMaximum Loss (PML) is a risk metric
that representdhe maximum loss that could be expected,on average within a
givennumberof years.PML is widely usedto establisHimits relatedto the sizeof
reservesthat, for example,insurancecompaniesor a governmentshould have
availableto bufferlossesthe higherthe returnperiod,the higherthe expectedoss.
PML always have associatech meanreturn period. Mean return period of 100,
250,500,1000and1500yearsmeanghe 5%, 2%, 1%, 0.5%and0.3% probability
respectivelyof exceedinghoselossesn 5 years.

Table3:AverageAnnualLoss(AAL) by hazard(Macedonia)

Absolute Capital Social Total Gross
Hazard [Million stgck G(';CF exp Reserves| Savings
uss] o] | | g (%] (%]
Earthquake 26.26 0.080 0.883 1.191 1.057 0.768
Flood 7.23 0.022 0.243 0.328 0.291 0.211
Multi - 33.49 0.101 | 1127 | 1519 | 1.348 0.980
Hazard

Source:http://www.preventionweb.net/countries/mkd/d@@.07.201%

Table4: ProbableMaximumLoss(PML) - Meanreturn periodin years
(Macedonia)

Hazard* 20 | 50 | 100 | 250 | 500 | 1000 | 1500
Earthquake 66 | 150 | 264 | 520 | 809 | 1.210 | 1.473
wind 0 | 0 0 0 0 0 0
Storm Surge 0 0 0 0 0 0 0
Tsunami 0 0 0 0 0 0 0

* Valuesfor hazardare in million US$
Source:http://www.preventionweb.net/countries/mkd/data

And at last, the INFORM 2015 Risk Index is calculatedand it is 2.4.
Accordingto this Index, Macedoniahasa rank 138. The INFORM modeladopts
the threeaspectof vulnerability reflectedin the UNISDR definition. The aspects
of physical exposureand physical vulnerability are integratedin the hazard&
exposuralimension the aspecbof fragility of the sociceconomicsystembecomes
INFORM's vulnerability dimensionwhile lack of resilienceto copeandrecoveris
treatedunderthe lack of coping capacitydimension(Index for Risk Management
2015(INFORM 2015).


http://www.preventionweb.net/countries/mkd/data
http://www.preventionweb.net/countries/mkd/data
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INFORM 2015 Risk Index
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Figure 2: INFORM2015Riskindex
Source:http://wwwpreventionweb.net/countries/mkd/data

Ma ¢ e d o econandicsloss potential from a major natural disaster is
estimatedn the orderof almost2 billion USD, which represent®ver 40% of the
c 0 u n tGDR. insurancecoverageof natural hazardsis almost non-existent
amonghomeownersand small and mid-size businessesn Macedonia.Currently,
only 1-2 housesout of 100 haveprivate catastrophénsurancecoverageandasa
result,in caseof a major catastrophdcat) eventmost of families and small and
mediumenerprises(SMEs)would haveto receivegovernmentelp. In 2013,the
shareof propertyinsuranceconstituted18,3% of the GrossWritten Premiumin
MacedoniaCatastrophiaisks haveonly 3,46%shareof the nonlife premiumsin
theinsurancamnarket.0,90%goesto flood risk, 1,32%goesto earthquakeisk and
1,24% goesto hail and frost risks. Only 0,24% of householdshave earthquake
insurancewhile only 0,14% haveflood insurance Only 3,41% of residentshave
householdnsurancewhile agricultureinsurancepenetratioris alsolessthan5%.
Theseindicatorspoint out to that the Macedoniarcatastrophénsurancemarketis
insufficiently developed (Europa Re Second Regional Insurance Conference
(InsuranceSupervisiorAgencyof Macedonia)).

CONCLUSION

The essatial function of insurancedo be usedasa strategyfor managingpure
risks have somespecificsin managingcatastrophiaisks. Namely, talking about
catastrophicrisks first of all there is a difficulty in the assessmenbf the
probabilityfor their occurencein a givenlocationandprecisedeterminatiorof the
time of their occurrencgdespitetheir statisticalmonitoringand the methodology
for processingavailable data). Mostly it is talking about natural phenomena
(floods, earthquakes,tsunamis, huricanes, etc.), and despite the overall
developmenbf scienceand technologystill thereare not existing any precision


http://www.preventionweb.net/countries/mkd/data
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measuringnstrumentswith which thesecanbe accuratelypredicted.On the other
hand,if this kind of adverseeventstill happenjt will affectdamagest the same
time on a numberof the communityat risk membersandbecausef thatthereis a
difficulty in theapplicationof basicprinciplesof mutualityandsolidarity on which
the insuranceis based. However, having in mind the frequency of these
occurrencesindthe exposureof all entitiesof the occurrencenf catastrophiaisks,
insurancean the narrowsensegthroughits ex - postaction)is an essentiaktrategy
for coveringany eventualdamagecausedy the occurrenceof catastrghic risks.
Thepotentialof theinsurancdo be usedfor quickly overcomingthe consequences
of catastrophieventsis supplementethroughthe useof reinsuranceandthrough
awide spatialandtemporaldispersiorof catastrophicisks.

In this sense,there is a need for the citizens and economic subjectsto
understandthe need and importance of insurance of their property from
catastrophicrisks. This meansraising awarenesof the needfor insuranceof
propertyfrom thesecatastrophigisks andexplainthe advantageandbenefitsthat
the subjectswould haveif howeverappearsomeof the risks, regardlessof the
probability of their occurrenceln thisregard the paperemphasizetheimportance
of insurancefor the catastrophicrisks, which will achieve the protection of
property of individuals and legal entities, supporting economic growth and
increasethe rangeof servicesoffered by insurancecompaniesn Macedonia,as
well asthe shareof the insurancesectorin the overall financial systemof the
cowuntry. The intention to initiate the subjectsto buy property insuranceagainst
catastrophicisksis to overcomestereotypicathinking thatinsuranceagainstrisks
that seldomhappenis just fussingmoney. The useof insuranceas a strategyfor
managing catastrophicrisks accomplishedmultidimensional effects, such as:
increasingthe rangeof insuranceservicesfor insuranceagainstcatastrophiaisks
offered by insurance companies,increasing the share premium of insured
householddgrom catastrophiaisks in relationto total grosspremiumof insurance
and increasingthe share of premiumsof insuranceagainst catastrophicrisks
(earthquaked]oods,etc.),in theincreaseof GDP.
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ABSTRACT

Life insuranceis the most perfect type of savingsand it is of the utmost
importance for the economic systemof one country. Life insuranceis also
important for individuals who want to ensurethemselvesn case of old age,
reduction of work abilities, to securetheir familiesin material sensein caseof
their death, etc. It is in the interest of every state to have as many insurance
companiesand as goodoffer of life insurancesT o d anyodeminsurancecannot
be imaginedwithout the application of statisticaland mathematicamethodsand
actuarial mathematicén the calculationof insurancetariffs.

The topic of this paper are actuarial basics of tariff formation for life
insurance products which are applied and can be successfullyapplied in our
conditions.Specialattention shall be paid to deferredlifelong personalannuity,
mixed insuranceof capital and family insurance.In addition to individual life
insurancewe shall alsoexplaintheinsuranceof two lives.

This paper givesa detailed procedureof determiningtariffs, i.e. prices
for deferredlifelong personalannuity, mixedinsuranceof capital and family
insurance.Within family insurance for two, three or more personson the
basisof thetheoryof probability, we providedyou with differentpossibilities
whichcanoccurin practiceandwith tariffs calculatedbasedon that.
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INTRODUCTION

Life insurances a specifictype of insurancewhich is significantnot only from
the aspectof individuals, but also from the aspectof the entire economyof one
country.

Life insuranceis the most significant type of insurancein all developed
countriesin the world, and the data that almost 70% of the entire insurance
portfolio consistsof life insurancegprovesthat. The significanceof life insurance
for the ecoromic activity of one countryis reflectedin the size of insurancgunds
which canbe placedon thefinancialmarket.

The advantageof this type of insuranceis the creationof premiumreserve,
whosefundsarelong-termandsafe,which meanghey canbeinvestedoothin the
capital market and money market. Premium reservefunds can be investedin
securitiesmortgagdoansor real estatesyhich ranksinsurancecompaniesamong
the mostimportantoneson thefinancialmarket.

Life insurance offer is versatie. In developed countries in the world,
policyholderscanchoosefrom the variety of insurancepoliciesthe onethatlooks
themostacceptable.

Life insurancean Serbiaandotherdevelopingcountriess atareally poorlevel
of developmentlts sharein the total insuranceportfolio is significantly smaller
thanthe EU averagewhich leadsus to a conclusionthat premiumreservefunds
arereally small, sothe shareof life insurancecompanie®n thefinancial marketis
insignificant.lt is necessaryo pay moreattentionto life insurancedevelopmenin
Serbia,andthis canbe donethrougheducationof citizensandtheir moreintense
interestin theadvantagesf thistypeof insurance.

Stabilizationof insurancemarketand creationof an adequatesnvirormentwill
createconditionsfor attractingseriousstrategicpartnerswho will introduce new
productsto the market,which will be of good quality, aswell as new knowledge.
Whatspeaksn favor of the abovementioned the experiencef the countriesfrom
the region, where new and strong participantshave contributedto the increaseof
competitivenessf the existingcompaniegPiljanetal.,2014 pp. 14)

In this paper,special attention shall be paid to the actuarial basicsof the
formation of tariffs for life insuranceproducts,which are applied and can be
successfullyappliedin our conditions.Specialattentionshall be paid to deferred
lifelong personal annuity, mixed insuranceof capital, as well as to family
insuranceln additionto individual insurance,we shall also explainthe insurance
of two or morelives.

SPECIFICS OF LIFE INSURANCE

Life insurancerepresentsa specific type of insurancewhich provides great
possibilitiesfor the developmenbf not only theinsurancandustrybut of the entire
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economyof onecountry.It primarily refersto all typesof insurancesvhere,with the
terminationor durationof the life of one or more personsthe insureris obligedto
paytheinsuredsumto the policyholder.We canclearly seefrom this definition that
theinsurerhasanirrevocablecommitmentto, in caseof deathor survival of certain
period,payouttheinsuredsumto the policyholderor to the designategberson

Life insuranceis an economicinstrumentusedfor transferringthe risk of
untimely deathfrom an individual to a group. The eventwhich is the subjectof
insuranceis at the end very definite becausenobodylives forever. Probability of
pol i cy Heathitreaseysarafteryear.Riskin life insuranced o e £angst
of whetherthe policyholderwill die, but ratherof whenthey will die (Vaughan,
Vaughan,2000, pp. 123).In caseof life insurancethe possibility of just a partial
lossd o0 e sexish, 50 when the insured event occursthe insurancecompanyis
obligedto paythe nominalpolicy amount.

Life insurancds designedasthe mostreliableform of economicprotectionof
policyholdersor personscloseto themfrom seriousfinancial losseswhich canbe
causedby the occurrenceof unpredictablesvents:untimely deathand longevity
(loss of work capacity). In addition to insurance protection which ensures
economicand social safetyin accordancevith the individual needsandfinancial
possibilities of policyholdersor personsclose to them, the function of capital
acamulationis als achieved. Gr w2p0B,pp,52)

Life insurancediffers from propertyinsurancewhich resultsin the following
specifics:

1. Risk covered in life insuranceis realized on the pol i cyhol der
personality andthatpersonalitycannotbe expressedhroughmaterialvalues, i.e.
money,so the damageon the policyholder(injury, invalidity, death,etc.) cannot
beexpresseih money

2. The objective of this insuranceis the payment of the in advance
establishednsuredsum of money,and not the compensatiorior damagesaused
by theinsuredevents.

3. The principle of compensationwhich is a characteristicof property
insurancejs appliedin somewhadtifferentform in caseof life insurancelt is not
possiblein life insuranceo compensatéor the lossof our loved ones, but we can
compensatdor the funds spentdue to the occurrenceof death.In general,each
insurancecontract has got an insuranceinterest, but the principle of material
interestis applieddifferentlyin life insurancen comparisorto propertyinsurance.
If the personwho is signingthe policy is at the sametime the policyholder,then
there is no legal problem. An important question concerningthe interest for
insuranceoccurswhenthe personconcludingthe contractis not the sameperson
whoselife is in question.

Thenthe law demandghatthe interestfor insuranceexistsin time of making
the contract.The questionof interestfor insurances rarein life insurancebecause
most of the policies are bought by persms whose life is being insured
(Gruj i | pp258)0 8,
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In life insurancewe canneverreally compensatéor therealizedrisks, butthe
consequence®f the realization of that risk can be mitigated by a material
compensation,e. paymentof theinsuredsum.

The mostimportantcuriosity of life insurances reflectedin the integrationof
the functionsof insuranceandsavings Insuranceprotectionenablessconomicand
social safety of policyholders. Savings through life insuranceis purposeful,
continualandlong-term. Thanksto the function of saving,obligationto payoutthe
insuredsumof moneyin caseof risk realization(in caseof death,survival, etc.)
comesfrom life insuranceln orderto achievethe equivalenceof all the payments
madein form of premiumswith obligations,i.e. paymentsof theinsuredsums,the
interestratedsavingspart of the premiumis accumulatedluringthe policy period
andit formsthe so-calledmathematicateserve.

Mathematicareservefundscalculatedn accordancevith the law arethereto
digestthe property usedto coverfuture obligationson the basisof thosetypesof
insurancedor which it is necessaryo form the mathematicateserve andwhich
mustnot be usedto coverthe obligationsfrom othertypesof insurancegZakono
osiguranju2014,Article 133).

Theobligationto form mathematicateservecomesfrom the specificity of life
insurancelife insuranceds abouttherisk of deathwhich is changeabl@andwhich
grows progressivelywith age.If the paid premiumshouldcoverthe risk of death
of the policyholderin every moment,thenit would haveto grow in accordance
with the growth of probability of death,i.e. in accorcncewith mortality tables
( Kol ov ipp.20)2Th® paying of this so-called natural premium is not
economicafor the policyholderandit would significantly burdentheir budgetand
incomein the later yearsin life. For that reasonwe resortto payingthe average
premium, which would be equal and constantduring the policy period. During
youngage,whenthe deathrisk is the smallestpolicyholderswould pay anaverage
premiumwhich is, at that point, largerthanthe natural.In time, the risk of death
increasesbhut theinsurerstill paysthe averagegogremiumwhich will, by the endof
theinsuranceperiod,be smallerthanthe naturalpremium.Insurerswantto be able
to meettheir obligationsconcerningthe pay outs of the insuredsumat any given
moment,so in the first yearsof the policy period they put asidethe difference
betweenhe averageandnaturalpremiumandform premiumreserve Thatreserve
will be used as coveragefor the obligationsin later years when the average
premiumis lessthan natural. For the amountof prenium reserve policyholders
postponetheir spendingfor later period. Until that time, premium reserveis
availablefor useandits funds canbe used.Premiumreservefundscanbe placed
on the capitaland moneymarket,madeinto fixed-term depositsjnvesedin long-
terminvestmentsetc.

There is an extremely large number of factors which influence the
developmenbf life insuranceAmongthem,we shallunderlinetwo basicones:
1. heightof GDP;

2. stability of domesticcurrency
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Possibilitiesof coveringfuture needsthroughlife insuranceare greaterwhen
we have a higher level of domestic product and the standard of living.
Undevelopedcountrieshave a low level of living standardso the populationis
focusedon coveringthe currentneedsandis not in the possibility to setasidea
partof theirincomesfor life insurance.

Monetary instability is one of the factors which negatively affects the
availability and developmenof life insuranceln the conditionsof inflation, total
devaluation of domestic curreny occurs, hence the population avoids life
insuranceasoneof the mostimportantform of savings.

It can be noticed that countries with a low GDP per capita have an
undevelopedife insurancemarketand vice versa.Total income from insurance
premiumsat the global level was 4 597 billion USD in 2011. The shareof life
insurancewas 2 627 billion USD andthe shareof othertypesof insurancewas 1
970 billion USD (World bank,2013. Highly developedcountries,suchas USA,
Japan,Great Britain, Germany,France,etc., are dominatingonthew o r |li 6 s
insurancemarket.

In 2014, life insurancepremiumregisteredthe real growth of 4.8% globally
speakingwhereinin developedcountriesit amountedup to 3.9%, in developing
countries9.1%, while in Central and EasternEurope a decreaseof 1.7% was
registeredin 2015,the global growth of life insurancepremiumwas estimatecdat
4.3%, in developedcountries3.0%, in developingcountries10.4%, and in the
regionof CentralandEasterrEuropearound3.0%.

Four countrieswith the largestsharein total premiumachievedon the global
market(USA, JapanGreatBritain and China)in 2013,coveredmorethanhalf of
thatmarket(51.4%),whereinSerbiawasat the 82" placeby premiumachieved.

Insurance sector in Serba is still undevelopedand, according to the
developmentalevel, it is significantly belowthe averageof the EU memberstates.
What supportsthis are the indicatorsof the developmentof insurancemarketi
ratio of total premiumandGDP andtotal premium percapita.

Accordingto the shareof premiumin GDPin 2013,which was1.7%, Serbia
is atthe 66" placein theworld, while thisindicatorfor the EU memberstatesvent
up to 7.5%. However,in comparisorwith the groupof developingcountrieswith
an averageof 2.7%,andwith the countriesof Centraland EasternEuropewith an
averageof 2.9%, and consideringthat countrieslike Turkey, Romaniaand Russia
are lagging behind Serbia, it can be concludedthat Serbiais at a satisfactory
position. Accordingto the premiumper capitaof 128 USD or 78 EUR in 2013,
Serbiatakesthe 68" placein the world. The sameindicator for the EU member
statess 2 660 USD, for the regionalcountriesof Centraland EasternEurope235
USD, andfor the developingcountries128 USD. Switzerlandis at the 15 placein
the world with 7 800 USD, then the Netherlandsand Denmark,while Slovenia
with 1 275 USD and Croatia with 327 USD take the 28", i.e. 48" place
respectively.ln 2014, premiumin the estimatedGDP in Serbiahad a shareof
1.8%,while premiumper capta was98 USD or 80 EUR. (NBS,2015pp. 6)
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PROBABILITY OF LIFE AND DEATH OF ONE PERSON

Individual insuranceis the insurancewhich refersto individual personsor
objects.For individual life insurancewe shall first derive the probability of life
anddeathof onepersorandthentheirlife expectancy.

Let Ix, Ix+1,....ksn bethenumbersof personsvho arex, x+1, € x+n yearsold.
Fromthe mortality tables we canseethat

Ix > lys1 >0 > ln
If severapersonddaweenx and(x+1) yearsdied,thenumberof thosepersonss:

Oy = Iy Ix1

Probabilitythatthe persorwho is x yearsold will live upto x+1 yearsis:
px = |x+]_/ Ix

Probabilitythatthe persorwhoiis x yearsold will live upto x+2 yearsis:
sz = |x+2/ Ix

Probabilitythatthe persorwhois n yearsold will live upto x+n yearsis:
npx = |x+n / Ix

Probability that the personwho is x yearsold will live up to x+n yearsis
complexandequalto the productof probability thatthe personwho is x yearsold
will live upto x+1 years,thatthe personwhois x+1 yearsold will live up to x+2
years,etc., and that the personwho is x+n-1 yearsold will live up to x+n years
(Kol ovipp.732000

Px = Px ¥ Pxr1® ..o FPxena
ie.
npx = (|x+l / Ix) * (Ix+2/ I X+1) ven (|x+ n/ |x+n.1)
npxz |x+n / Ix

Probabilitythatthe personwho is x yearsold will live up to x+1 yearsor that
theywill dieduringthex+1 yearsof ageis:

Ox = Ox / Ix
ie.
O=(l x- 1) 1 1x
We furtherget:
Ox=1-(lxa/ 1)
ie. O«=1-px

Probabilitythatthe persorwhois x yearsold will notlive upto x+2 yearsis:
2gx=(x-Ix+2) / Ix=17 (Ix+2 / Ix)
ie.
°2 gx = 1- npx
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Probabilitythatthe persorwhois x yearsold will notlive upto x+2 yearsis:
20k = (Ix-lt2) 1 Ix= 1T (Ixs2 1 1%)

ie.

°2 Ox = 1- npx
Probabilitythatthe persorwhois x yearsold will notlive up to x+n yearsis:

n0x = (IxT ben) [ 1x = 1= (Ixen 1 1x)

ie.

oan =1- nPx
Which meanghat:

nPx + onc]x =1.
In orderto find outwhatthe probabléife expectancyf the persorwhois x years

old is, we shallpresumehattheeventis probabldf its probabilityis equalto | .

If we presumehatfor thelx personghatwill happerwhentherearely., alive
personsthenwe shallgetthefollowing:

lxsn/ Ix=1/2
i.e.
lxen = Ix /2.
We can determinethe previously mentionednumber from the tablesand it
representa probabldife expectancyf the persorwhois x yearsold.

We definethe mediumlife expectancystheaveragenumberof yearswhicha
persorwho is x yearsold would survive.Fromthe |, numberof personsvho arex
yearsold, only Ix1 personswill be alive in the following year. Eachof thosely1
personswill survive 1 year, hencethe total numberof the yearssurvivedshall be
Ix+1. In the secondyear,only |2 personswill surviveoneyear,which givesusly:,
of the survivedyears,etc. Thisis only whenwe havea presumptiorthatthe person
who will die during the following year, will die at the beginningof that year
( Kol @G60Q fp.77).

Total numberof yearssurvivedby Ix personswill be:

e+ lxe2 + € .

We getthe mediumlife expectancwhenwe divide thattotal numberof years
survivedby |, persongy thelx numberof persons:

& = (|x+l+ |x+2 + é . /)Ix

If we presumethat thosewho will die during the following year, will die at the
endof thatyear,we would getthatthetotal numberof yearssurvivedby I personss:

Ix + |x+1+ .....
andmediumlife expectancys:
exF (Ix+ It ..)=1+e

Personsvho die duringoneyear,d o ndig only atthe beginningor atthe end
of thatyear, but during the entire year.In that way, we cancometo a conclusion
thatmediumlife expectancys somewherdetweerthefinal valuesof eci e ,0
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Basic numberswhich chamacterizethe mortality table are relatedto the living
andto thedeceased.

Basicnumberrelatedto theliving personsre:

IxT thenumberof living personsvho arex yearsold

Ix+17 thenumberof living personsavho arex+1 yearsold
Ix+21 thenumberof living personavho arex+2 yearsold é
Basicnumberswhich arerelatedto thedeceasedre

dx 1 thenumberof personsvho diedduringthex+1 year
dw+1 T thenumberof personsvho diedduringthe x+2 year
dw+2 T thenumberof personsvho diedduringthex+3 yearé

The number of personswho are x yearsold representshe personswho
survivedx numberof years,butd i dsur§ivex+1 numberof years,soit is equal
to the differencebetweerthe numberof personswvho arex yearsold andx+1 years
old( Ko Il @30Q pp.79):

Oc= Ix T |1

With the use of basic numbersand calculating interest rate applied in
insuranceorganizationsyve calculatecommutativenumbers:

D= Ix/ = I 1151 thenumberof discountediving personsvho arex yearsold

Dyt =lyer / P = L * 111, 7 the numberof discountediving personswho
arex+1 yearsold

Dye2 2 I12 = 1iu*ll *2, 1 the numberof discountediving personsvho are
X+2 yearsold

Dyra=lxs3 /13 = l3*ll ™6 i the numberof discountediving personswho are
x+3 yearsold.

We shall use Ny to designatethe sum of the numbersof discountedliving
personsstartingfrom the agex to theoldestagey :

Nx=Dx + Dx+1+ ....+D ¥
Nx+1= D41+ Dyxs2+... +D ¥,
Nx - Nx+1= Dx ili
Nx T Dx= Nx+1.
Next commutativenumber S, which representghe sum of the numbersof

discountediving personsstartingfrom the agex to the oldestage¥ survivedby
the observedyroupof peoplein thetable:

Sc = Nyx + Nyep + ...+ Ny
Sir1= Nys1 + Nyso+ ...+ Ny
Sii Se1=Ne 1.
Sc= Nx + Su.
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Thenwe alsohavecommutativenumberdor thedeceased

Cx = dx/ 1 =dyx * 11,17 the numberof discountedperonswho died during
thex+1 year

Cx1 = Gat/r*2 = dher * 1121 the numberof discountedpersonswho died
duringthex+2 year

Cxs2 = O I3 = dyaz * 115 7 the numberof discountedpersonswho died
duringthex+3 year

Cura = Oksa/r ™ = dyaz * 11, 1 the numberof discountedpersonswho died
duringthex+4 year

Mx numberrepresentghe sum of the numbersof discountedpersonswho
died, startingfrom thosewho diedduringthex+1 years:

Mx = Cx+Cx+]_ +....+ Cy.]_

We furtherget:
Mys1= Cis1+ Gz + € .x€
So:
My - Mys1 = Cy
i.e.
My-Cx = My+1

Next commutativenumberis Ry andit representshe sumof the numbersof
discountedpersonsvho died, startingfrom thosewho died duringthe x+1 yearsof
age,i.e.

Rx:Mx+Mx+l+é + M

We furtherget:
R+1=Mys1 + Mysz + € + My
So
Rx T Rx+1= My
i.e.
Rx = Mx + Rt

INDIVIDUAL LIFE INSURANCE

When it comesto life insurance,many of our insurancecompaniesare
offering a seriesof convenienceshat policyholderswould have. Definitely the
greatestonveniencef this type of insurances savings.

By paying lump-sum premium or annual premium, we can ensureannuity
insurance. Insurance by lump-sum premium payment is highly impractical
consideringthat it demandshat the policyholder owns significant moneyfunds,
henceit is very rarein practice.The most commoninsuranceis that by annual
premiums, wherein paymentsare made in constanttime intervals, in limited
numberof yearsfrom the day of theinsurance.
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When signing the contract, the policyholder pays the first premium, the
secondone after a year, etc. Annual premiums can be observedas personal
annuitieswhich theinsuredpaysto theinsurancecompany.

We shall now write aboutsometypesof life insurancegrom the aspectof their
prices(tariffs), whichwould bethe mostattractiveto our life insurancemarke.

DEFERRED LIFELONG PERSONAL ANNUITY

Annuity paymentswith the insuranceof deferredlifelong personalannuities
startafter manyyearsof the dateof theinsuranceandlastsuntil the endof life of
the insured.The annuityis paid only if the insuredlives x + m years.To ensure
thistype of annuity,theinsuredneedgo paythe annualpremium.If deathdoesnot
occurearlier,the paymentof the annualpremium takesup to a yearbeforethe start
of annuitypayments.

If thetemporaryannualpremiumis designatedvith p (max), andthe payments
to theinsurerfrom Ix numberof insuredwill be:

- atthebeginningof thefirst year Ix* P(max)

- atthebeginnng of thesecondyear lxe1 * P (max)
- atthebeginningof thethird year lxe2 * P (ma)
atthebeginningof the mryear lsma* (maw)

Paymentgo insurerswill be:

- atthebeginning of (m + 1) year [x+m
- atthebeginning of (m + 2)year Ixme1
- atthebeginning of (m + 3 )year Irme2

The sumof the discountedraluesof the paymentson the day of theinsurance
mustbe equalto the sumof the discountedvaluesof the pay offs, accordingto the
principle of equivalence:

P (max) * (IX + b/t + o2+ é + |X+m_1/rm—1) -
= L/ T™ + Lemat/I™ L+ Lemed ™2 + &
After division with r*we get:
P (ma) * (lea/r + Lol + 6 + Lma/r™L) =
= e/ 1™ + eemea/ 1™+ emed ™2+ €
expressedhroughcumulativefigureswe get:
P(ma) (Dx + Dxt1+ Dx2 + € + Dyxtm1) = Dxem + Dxsmer+ Dx 4 m+ 2 + ¢
P (ma) (Nx T Nxtm) = Nyem
P (md) * (Nx T Nysm) / Dx= Nyrm / Dx
P (max) = Nxem/Dx : (Nx i Nyem) / Dx



Serbian road to the EU: Finance, Insurance and Monetary Policy 108

MIXED INSURANCE OF CAPITAL

In annuityinsuranceafteronly onepaymenttheinsuredis entitledto receive
a certainamountof annuityin eachyear, while in the capitalinsurancetheinsured
is paid out once or possibly twice. In the insuranceof capital in case of
endowmentthe insureris obligated to pay the insuredsumto all thoseinsured
who live up to the agreedtime from the date of the insurance;otherwisethe
insurancecompanyretainsthe deposit.Insuranceof the capital in caseof death
maybe:life, deferredtemporaryanddeferredcempaarily.

By mergingendowmentndcapitalinsurancen caseof death,we getmixed
insurance.The insurer will definitely pay out the capital to the insured or
insurancebeneficiary

If we look at the personwho is x yearsold, who insuredK RSD to n years,
which he/shewill getif theylive n numberof yearsor would be paidto his heirsin
the eventof his deathbeforethe expiry of theagreedperiod,the nettablewould be
determinedasfollows:

Nettablefor 1 RSD of theinsuredcapitalis Axn.
Theinsurerwill receivefrom Iy policyholdersagedx yearslyAxn RSD
Basedonthesepaymentgheinsurerwill payouttheliving personor heirs:

attheendof thefirst year d« RSD
attheendof thesecondyear dv+1 RSD
attheendof thethird year dw+2 RSD
attheendof then year Ox+n1 + lxan RSD

Accordingto the principle of equivalencef discountegpaymentsye get:

[xAxn = Ok/r + Ost/1? + Okaol 1P + € + Aana/I" + lyan/1"
After division with r*we get:

(1) Axn= O/P*t + Oes /P2 + Cheao/ P2 4+ €+ Qhena/P" + L/ P

DxAxn=Cx+ Cu1+ Cuz+ € . €un1+ Cun+ Dyan

Giventhat
Mx= Cx + Cxs1 + Cx2 + ...+ Cuina + Cxin
Mx+n = Cxn + Cyane1 + Cranszt ...
We get:
DxAxn=MxT Myin+ Dyin
Nettablefor 1 RSD of theinsuredcapitalis
Axn= (MxT Mysn) / Dxt+ Dxin /Dysn

i.e. Axn= nAx + nEx
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FAMILY INSURANCE

Linked life insuranceis a kind of insurancein which the insured event
dependsn thelife of two or more personsThus,in the caseof two peoplethere
aremanydifferenttypesof insuranceswhich canbe seenin the caseof coupleco
insurance.

If animmediateannuityis beingpaid for a long time while both spousesre
alive, we arerefering to connectecinnuity.If the paymentof annuityfollows only
afterthe deathof a spouseandif it is paidto the spousevho survived,thenit is a
caseof bilateralannuityfor survival. If the annuityis paid only in the eventwhen
onecertainspowseremainsin life, it is a unilateralannuityin caseof outliving. If
an annuity paid for a pair of spousesand in caseof deathof one of them,
continuesto be paid to the surviving spousein whole or partially, then suchan
annuity is called linked amuity with a dual full or partial transition. Linked
annuity where, when one spouse dies, the payments continue only if a
predeterminedpousés in life, is calledlinked annuitywith singlepass.

For insurancein caseof deathof two lives, we differ insuranceto the first
death,which is due for paymentafter the deathof the first deceasedpouseand
insurancdn caseof deathto the seconddeath,which is payableafterthe deathof
the secondspousejn which caseusersof the insuranceare inheritors. Some of
theseinsurancegmay be concludedin shortform, and subsequentlyhroughthe
endowmentinsurancesupplementedo get mixed insurance.There may also
appeaionesidedandbilateralagreements.

For all theseand othertypesof insurancedor two or morelives, the value of
onetime netpremiumscanbereachedisingthe samemethodologylike in onelife
insuranceThe differencelies in the fact that different probabilitiesare used,and
thusdifferentcommutativenumbers.

Considera married couple,and mark the startingage of husbandwith x, and
wi f vatidysIf with I,we markthe numberof theliving persongrom mortality tables
for men,andwith lythe numberof theliving from mortality tablesfor women thenthe
productlyd,=l,, canbe treatel asthe numberof living couplesof agecombinations«
and y. Basedon this we can establishmortality tablesfor couples,which would
containall agecombinationsx=0,1,2,3,..., s y=0,1,2,3,...x y The prerequisitdor the
admissibilityof sucha metod, which is basedon the productl.ly, for the construction
of suchmortality tablesfor couplesis theindependencef the deathof one member
onthe other.Thisis anassumptiorwhich is in reality only partially fulfilled, because
thedeathof aspowseoftenleadsto earlydeathof another.

Deathsdx and dy from the male, i.e. female mortality tablescorrespondvith
the numberof dy, couplesin which after oneyearat leastone of the spouseslied.
For dy,we applythefollowing formula:

dxy: Ixy 6 |x+1,y+1

Generalizatiorof this two-dimensionakow of outliving (ly) to morethantwo
personseg.g.to brothersandsisters parentsandchildrenandotherdifferentgroups
can be carriedout without problemsaccordingto the abovementionednethodof
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produd. Thus, for four people,age combinationsx, y, u, w, we obtain four-
dimensionalow of outliving accordingto the formula:

Ixyuw= I yI w

The numberthat follows from the alive quadrupletdy,uwif within oneyearat

leastoneof thesefour persongies canbe obtainedasfollows:
dxyuw= Ixyuw T |x+1,y+1,u+1,w+l

Like we cancalculatethe numberof discountediving personsagedxDy=Iw*
for the numberof living persondy, we canalsocalculatethe numberof discounted
living couplesDyy of agingcombimation x, y for theliving coupleslyy,. For this, we
canusethreepossibleformulas(lsenbart,Munzenet994,pp.133):

ny = IxyVX = InyVX = Dxlxor

ny: Ixyvy = leyvy = Dylx ( D a \fOffTEJlé),Of
Dyy = IV (De Morgan &farmula)
Wherev = 1/r

The first two are somewhatsimpler for calculations,and the third hasthe
advantageof being symmetricin x and y. Although all three formulas lead to
different numerical values, their use leads to the same premium equation.
Commutative numbers N,y and Sy, which, in the insuranceof one person,
correspondo the commutativenumberaNy andS,canbe obtainedasfollows:

ny = ny + Dx+1,y+1 + Dx+2,y+2 +é
S = Nyy + Nys1,y+1+ Nywoyso + é = Dyy + 2Dy+1,y+1+ 3Dty y+2 + é

Correspondingcommutativenumbersfor morethantwo, e.g.for four persons
with theagecombinationx, y, u, w canbe obtainedbasedn theformula:

nyuw =1 xyquxWﬂH’W/4
Forthe samepurposepneof thefollwoign formulascanbe used:
DnyI UIW OrlnyI UIW OrlxlyDulworlxlylqu

Analogousto the numberCy = dx V*** thatrepresentshe numberof discounted
deceasegersonsin onelife insurance,n insuranceof connectedives, we can
calculatethe numberof discountedscatteredpairs,i.e. couplesin which at least
onespousalied. To obtainthis size,againwe canusethreeformulas:

Cyy = Oyyv (#yr2+l or
Cyy = Oy V¥ or
ny = dxy Vy+l
NumbersM,, and R,y are obtainedby the sameprocedureasthe numbersMy
andR.in theinsuranceof onepersonor accordingto theformula:
Mxy = ny + Cx+1,y+1 + Cx+2,y+2+ é
Ry = Myy + Mys1,y+1+ Mo yso + é = Cxy + 2Cu1y+1+ 3Cuzyr2t+ é

Betweenthe size of the C,y, My, and Ry, on the one handandthe size of Dyy,
Nyxy and Syon the otherhand,applythefollowing relations:

ny = Vny T Dx+1,y+1
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Mxy = ny - dey
ny = ny | dS(y
In groupsof four peoplewith anagecombinationx, y, u, w, the numberCyyuw
canbecalculatedasfollows:
nyuw - dxyuw VX+y+u+W+l/4
NumbersM,yuw andRyyuw arecalculatedasthe sum,i.e. the sumof the sumsof
numberCyyuw, i.€. in accordanceavith theprocedureeferredto above.

Calculatingonetime net premiumsfor the varioustypesof insurance®f two
or morelives are mostsimply implementedby usingthe rulesof probability. We
startfrom the position that for the paymentof the insuredsum S, which should
take placeaftern yearswith the probability ,p, shouldpaid single premiumS,pv".
Since all incoming probability can be expressedthrough the n-year survival
probability, we cansaythatthis probability is of specialimportance Beingthatn-
yearprobability of survivalfor certainspousegredefinedas

npx = Ix+r‘|/ Ix and']py = Iy+n/ Iy )

the probability of survivalof a couple npyy , i.€. for the probability that aftern

yearthetwo peoplearestill alive,we apply:
nPxy = benysn/ Ixy = Ien /x| yen/ Iy = nPxay

For morethantwo people,for example- for four peopleof agecombinations

X, Y, U, w, we applythefollowing formula:
nPxyuw = I x+n,y+n,u+n,w+n/ I xyuw = nPxnPynPunPw

To be ableto calculateprobabilitiesfor more complexinsurancecasesit is
necessaryto know the featuresof probability, of which the three basicwill be
listedhere([2], pp.134).

Multiplicity:

The probability of the realization of a complex event, which occurs by
embodimenbf two or more eventsthat areindependenbf eachother,is equalto
the productof the probability of theindividual events.

Additivity:

Probability of the redization of a relatedevent,which occursby embodiment
of first, the secondor third, etc. eventfrom onerow of mutually exclusiveevents,
is equalto the sumof the probability of individual events.

Complementarity:

Theprobability of therealizationof a singleeventandanalternativeevent
(i.e. antievent)is complementedo 1.

For an x-yearold insured, the main events are (Isenbart,Munzener
1994pp.135):

living upto x + n yearsfor which thereis a probability npx

notliving upto x + n yearsfor whichthereis a probability ngx=1- np x

deathbetweeragex+n andx+n+1,for which thereis a probability of

nq)(= IX - IX'H"I/ IX = npx I n+1px
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The probability ngx canbe reachedwith the help of additionalattitude,because
nonexperiencedgex+n impliesthatthe personeitherdiesof old agex or in x+1
or X+2 or ... orx+n-1. In this way we cometo theformula:

nOx = Ix T lxen /1x=Cx [ Ix + Oxer / Ix + ..ot Oxena / I = 00x + 10x + ... + na0x

Furthermorethe probability n / gx be calculatedbasedon the multiplication
stancebecause¢he event'die in old agex + n" representan eventthatis madeup
of independenevents'to experienceagex + n" and"to die in the courseof X + n
year". Throughthis processve cometo thefollowing formula:

ngx=dx+n/Ix =Ix+n/Ix * dx+n/ Ix+n = npxgx+n

Basedon the probabilitiesnpx, ngx = 1-npx andngx = npxi n+1pxandthe
correspondingprobabilitiesfor a singley-yearold person the probabilitiesfor the
most important casesof the linked lives insurancecan be reached. We will
continueto define appropriateevents(nEl, n E 2 , whith are importantfor this
insuranceand the given probabilities of the realizationof theseevents(p(nEl,
p(nE2),é ) .

INSURANCE OF TWO LIVES

We will observea couplewho is being insured,and different opportunities
thatmayarise.

nE1: husbandandwife aftern yearsarestill in life.

p(nEl) = nPxnPy = nPxy

nEz : husbandexperienceagex + n, andwife diesbeforetheageofy + n.

p(nEZ) = nPxnQy = npx(1+npy) = nPx T nPxy = nPyix

nEs:husbandliesbeforetheagex + n, andwife is experiencesgey +n

P(Es3) = nnPy = (1-nPx) nPy = nPy T nPxy = nPxy

nEs : husbandandwife aftern yearsarenotalive.

P(E4) = (L-nPx) (L-nPy) = 1- aPx T Py + nPxy

nEs : atleastone of two personss in life aftern years

This eventmeanshat both husbandandwife, or a husbandr a wife, arestill
in life, sotheprobabilityis calculatedon the basisof addparagraph.

P(Es) = P(EL) + P(E2) + P(E3) = nPx + nPy T nPxy = nPxy

Since the eventnEs can be seenasthe oppositeeventof event,Es4, basedon
complementarparagraplhwe canseethat:

P(Es) =17 p(Es)

nEs : Oneandonly oneof thesepeople aftern yearsis still in life.

P(Ee) = P(E2) + P(Es) = it Py T 2nPy = pPy

nE7 : atleastoneof the two personsafter n yearsis not alive, i.e. a coupleis
dispersedftern years
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This eventmeanshat event,E or nEz or 1E4 occurs,andit canbe understood
asthe oppositeeventto eventE;.

P(E7) = P(E2) + P(Es) + P(Es) = 1T P(EL)= 1T nPyy = nOy
nEs: coupleis dispersedn n+1lyearafterthe startof insurance.

p(nES) =d x+y,y+n/ Ixy = x+n,y+n = I x+n+1,y+n+1/ I xy— nPxy T n+1Pxy = nOxy

Thisformulacanbereachedn anothemway:

p(nEB) = nPxyOx+ny+n = nPxy (1'px+n,y+n) = nPxy T n+1Pxy = nlxy

nEs : husbandandwife die, atthelatest,in n + 1 yearafterthe commencement
of insuranceandatleastoneof themdiesin the currentyear.

This eventis madeup of the following events:"the husbandliesbeforethe age

X + n, andthewife justattheageof y + n", "husbandliesat agex + n, andthe wife
beforetheagen + y" and"husbandliesatagex + n, andwife in theagey + n."
P(nEs) = nQxnQy *+ nOxnCly + nOxnCly = nCx + nCy T nCxy = nCixy
nE10: husbanddiesat agex + n, andwife is experiencingagex + n+ 1 or
diesafterthe husband.

In the eventof both spouseslying in the sameyear,we acceptthe assumption
thatthe probabilitythatawomandiesafterherhusbands 1/2.

p(nE10)= nOx+n + 1Px 1/2 nOxnCly = 1/2 (npx T n+1px) (npy T n+lpy)= nqlxy

After arrangingandintroducingshifts:

n+1Px = Px npx+1i n+1Py = Py nPy+1,

finally we get:

10y = 112 (aDy T 1Py + PynPcysa T PrrPxesy)

INSURANCE OF CAPITAL IN CASE OF ENDOWMENT OF ONE
COUPLE OF AGE XAND Y

If theinsuredsumis paidto a couplewho aftern yearsis still in life, or in the case
of occurrenceof eventsnEl,thenthe onetime premiumfor thisinsurances:

B = Snpxyvx = S(l x+n,y+n/l xy) vn
If the numeratorand denominatorare multiplied by vx or vy or v x+y/2
(dependingnwhich formulais usedfor Dxy), we getthefollowing formula:

B = S(Dx+n,y+n/ Dxy) = SnExy

In this casenE,y represents onetime net premiumfor the insuredsum1 for
insurancen caseof survival of a coupleof agecombinationx+y. On the basisof
eventsiEz, nEs, nEs or nEs we canalso concludethe endowmeninsuranceTo get
onetime netpremiumsfor thesetypesof insurancest is necessaryo multiply the
respectiveprobabilitieswith factor SV. If, for example,insuredsumof 1 RSDis
paidif aftern yearsat leastone of the two persongs still alive, thenwe will, by
takinginto accounthe probability p(.Es), geta onetime netpremium:

nExy= nExt+ nEy' nExy: Dy+n/ Dyt Dy+n/ Dy' Dx+n,y+r/ ny
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If, for examplejnsurancas suchthat,for the paymentof theinsuredsumis
necessaryhatoneandonly onepersonis still in life aftern yearsthenby using
probability p(.Es) we cometo the following formula:

nE(l)xy = nEx + nEy .|. 2nEXy
Linked annuty for one pair represents setof anticipatoryannualpayments
that last to the dismantling of the pair and can be seenas a seriesof annual

endowmeninsuranceskor the annuityin the amountof 1 RSD we would havea
seriesof:

1E><y: DX+1,y+1/ ny, 2Exy: Dx+2,y+2/ ny, SExy = Dx+3,y+3/ ny, é

To getthe value of onetime net premiums,which we will markwith I,y it is
necessaryo gatherthis series.Sowe get

I><y=:|.'i'Dx+1,y+2 /Dxy + Dy+2,y+2/Dxy + Dx+3yy+3

Thisformulais completelyanalogouso theformulafor animmediateanticipative
annuityof anx-yearold. Following the sameprocedureit leadsusto the equatiorfor
a deferredannuity, as well as an immediatetemporaryannuity. So for the annuity
whichis deferredor m yearswe get:

mlxy = Nx+m,y+m/ ny
while for immediateannuitieswhich lastn yearswe get:
Ixy: n= ny TN x+n,y+n/ ny
Theseformulasabovecanbe transferredo the insuranceof linked annuitiesfor
morethantwo people.Thus,the premiumfor immediateanticipatorylinked annuity

R=1,whichis paiduntil thefirst deathfor examplefor four peopleof agecombination
X, Y, uandw, is obtainedby thefollowing formula:

InyW:nyuwleyuw
A lump-sumnetpremiumfor annuityinsuranceR=1I, whichis paidonly if the

wife is still alive, andthe husbandvasalreadydead,is markedwith a., is reached
with the helpof probabilityp(:Es) = npy T npxy = nPxy basedon theformula:
awy= a1 ay=Ny/DyT Ny /Dy

This value representsa single premium for a widow's annuty. Since this
annuity is not paid in casea woman dies before her husband,it has become
customarythat sucha single premiumis called anticipation. The aboveformula
alsorepresentghe anticipationon widow'sannuity.

If we combinethe outliving annuiy for the wife andthe appropriateone for
her husbandthenwe get doubleannuity of outliving. Onetime premiumfor this
annuityis obtainedwith the help of probability p(nEs) = npx + nPy | 2nPxy = np®yy.

ay=awtanx=—at+al 2ay

The obtained symmetricalformula is valid only if the annuitiesfor both
spousesareequal.lf, however,if differentannuitiesR, andRy areinsured,we get
thefollowing equation:

Rady + Rax=Rca+ Rya - (R + Ry) ay
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If we add to the outliving annuity andher linked annuity, which is then
partially or completelytransferrecto one or both personswe get linked annuity
with single or double,full or partial transitionto the surviving person.The most
common caseis when we add one linked annuity in the anount of Ry to the
outliving annuitymentionedast. The premiumfor this insurances:

Ryay + Ry awy + Reaix =Rca+ Ryay T (Rc+ Ry -Ryy) ay
This premiumrelatesto insurancein which the annuityis Ry if both people
arein life, Ryaslongasonly the husbands alive andRy aslong asonly thewife is

alive. For Ry=R.=Ry=R we havelinked annuity with a dual full transitionto the
survivingperson.

The premiumfor this insuranceis calculatedwith the help of probability p(sEs)=
nPx T, Py-nPry=rPxy @ndit is:
Ay =&ty -ay

For O<Rx<Rxy and O<Ry<Rxy we get linked annuity with a dual partial
transitionto surviving person Finally, if R=0, or Ry=0 we getlinked annuitywith a
singlepassto the wife, or husbandCalculationof onetime premiumfor this type of
insurancewill be shownin the caseof anannuityfor a doubleorphanandthelinked
annuitywith apartialtransitionto threesisterqIsenbertMunzener,1994pp.135).

Temporaryanticipatoryrent R=1 that the child who is z yearsold getsuntil
the ageof z+k if both parentshavealreadydied, is calledthe annuityfor a double
orphan. Since the last paymentis madein the age z+k, with the anticipatory
paymentmethodwe must predictthe k+1 payment.The probability that after n
years,theannuitywill reachthe payments:

(L-npx) (1-nPy) nPz = nPz - nPxz T nPyz + nPxyz
Anticipationto this annuity,which represents unilateraloutliving annuity,is
obtainedby thefollowing formula:
Aylzk+l =8 k+1 T Szkr1 T Sz ket + Syyz: k1
The secondexamplerefers to the annuity for three sisters,which is paid
anticipatoryannuallyin the amountof R3 if all threesistersare alive, reduceso
the R2<R3whenonly two arestill alive,andwhich attheendis reducedo R1<R2
whenonly onesisteris left alive. We canusenp(Rs), np(R2) and,p(R:) to markthe
probabilitiesthat after n yearsfor paymentthe annuity Rs, or R,, or Ry will bein
order. These probabilities can be calculatedwith the multiplication and add
paragraph.
np(%) = nPxyz
np(RZ):npxy(I‘npz) + npxz(l‘npy) + npyz(l'npx)= nPxy T nPxz + npyz'3npxyz
nP(R1) = nPx(1-nPy) (1-nPz) + nPy(1-nPx)(1-0P) + nPa(L-nPs) (1-ny)
=(nPx *+ Py + nP2) T 2(nPxy + nPyz + nPxz) + 3nPxyz
Basedon theseprobabilities,we get the following final formula of a lump-
sumpremiumfor thistypeof insurance:

B=Riy(ax+a +a&)+(R-2R)(ay + &, + 8z) + (Rs- 3R + 3Ry) ay:
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We will considerthe casewhenthe insuredsumS=L1is paid after n+1 yearsif
the couple breaksup in the n+1 year. This insurancecorrespondgo the above
mentionedeventEs, for which thereis a probability p(:Es)=n,Pxy-n+1Pxy=n0xy. FOr
the calculationof the lump-sumnet premiumof this oneyearfor n yearsdeferred
insurancen caseof deathon thefirst deathwe gettheformula:

n/ley = nOxy vi=d x+n,y+n/ Ixy RVAEE dx+n,y+n vt |xny = Cx+n,y+n/ ny

Immediateassurancéehat appliesuntil the breakupof the coupleon the first
death,is composedf a seriesof thesedeferredinsurancesn caseof death for
n=0,1,2,3,...s0 a lump-sum net premium for this insuranceis obtainedin the
following way:

AxyZO/ley + 1/1Axy + 2/1Axy + é = ny/ ny + Cx+l,y+l/ny + Cx+2,y+2/ny = Mxy

/ny

If we switchM,y = Dy, T dN,y, we shallobtainthefollowing formula: Ay = 1 - day

In the caseof temporaryinsuranceto n yearsin caseof deathon the first
death Jump-sumnetpremiumwould be obtainedby the following formula:

/nAxy =M Xy ™™ x+n,y+n/ ny

If we addto this insuranceendowmeninsurancewith a premiumnEyy ., we
getmixedinsurancefor which alump-sumnetpremiumis obtainedaccordingto
theformula

Axy:n=iAxy + nExy = 17 dlyy:n

Thismixedinsurancas oftencalledthe:fi t migedinsurancenthefirst life”.

When consideringinsuranceon the second death, we will start from the
insurancan which the insuredsumS=1is duefor paymentafter n+1 yearsif the
eventxEg occurs.The correspondingprobability of the realizationof this eventis
P(nEs)=n0x*niCy-r,/Oxy=nOxy- The lump-sum net premium for n-years deferred
insurancedn caseof deathon the seconddeath,we getaccordingto the following
formula:

n1Axy =n/Oxy vt =(Chen/ Ix + dy+n/ |y | dx+n,y+n/ |xy) V"1 =Ci/ Dyt Cy+n/Dy T
Cx+n,y+r/ ny

Summingfor n=0,1,2,3,...waeta lump-sumnet premiumfor directinsurance
in caseof deathon the seconddeath:

Axy = Ax + Ay | Axyz 1 = dlxy

If we add the endowmentinsurancewith a premium Ex, to this kind of
insurancein caseof death, we obtain mixed insurancewhosesingle premiumis
obtainel by thefollowing formula:

Axy.n=Axn+Ayn-Axyin
This mixedinsurancas called:"mixed insuranceon the secondife ".
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DEFERRED ONE-YEAR UNILATERAL INSURANCE IN CASE OF
DEATH

For the n yearsdeferredoneyearunilateralinsurancean caseof dedh thereis
aninsuredsumS=1whichis duefor paymentaftern + 1 yearsif the husbandlies
atthe ageof x + n, andthe wife eitherexperiences+n+1yearsor alsodiesin the
age of x+n, but after the husband.This insurancecorrespondso the above
mentionedevent.Eiofor whoserealizationthereis a probability p(nE10)=0,5(Ppx-n+1
Px) (Py=n+1Py) nQtxy. LUMp-sum net premiumfor this insuranceshall be calculated
accordingto theformula:

Ay = GV "= V2 [V Py V) T (et Py V™) + PV (0 PrysaV) TPV (n
PeriyV )] =

=1/27(V )Dx+n,y+/Dxy T Dxtn+1,y+n+1/Dxy + PyV(Dxeny+n+1/ Dyy+1) = PxV (Dxen+,y+n
/Dx+1,y) U

INSURANCE OF THE SURVIVED P E R S O BARSTAL

To reachthelump-sumnetpremiumof unilateralinsurancen caseof deathon
the first death, it is necessaryto summarizeseveral of these lump-sum net
premiumssAxy, 11Axy, 211Axy,... After asimplesortingwe cometo thefinal formula
thathasthefollowing form:

Ay =11 L)+ PV Soer T PV Gy)
This type of insurances usuallycalledtheinsuranceof thes u r v icapibal,
andis of greatimportanceor insuringw i d o cayita.

If theinsuredsumS=1is paid at the deathof the husbandbut only if the woman
has alreadydied, then we are talking aboutunilateralinsurancein caseof deathon
anotherdeath.Sincethis insuranceandinsurancen caseof deathon the first deathare
complementedo direct life insurancein caseof deathof the husbandJump-sum net
premiumfor this insuranceanbe obtainedoy theformula:

Axy = Ax = Ay

(@)

CONNECTED LIVES INSURANCE

When calculatingthe net annualpremiumfor connectedives insurancejt is
possibleto rely onthe abovementionednethodsvhich weredevelopedo insurea
life. The formulasfor the calculationof annualnet premiumson the basisof a
lump-sum net premium can be directly transferredto the types of insurance
presentechere,as well as othertypesthat are not exposedHence,it shouldbe
noted that the insuranceof one coupleas a rule is limited to n years,and that
premium paymentis in the processuntil the pair does not break up, and
occasionallywhile atleastonepersonis alive.
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Thus,for example we shall apply the following formulafor mixedinsurance
of first life for theannualpremium:

ny:n= Axy::n /axy::n = (1/ axy::n)T d
Offer of thistype of insurancen our countryis still notadequatelyepresented

CONCLUSION

The aim of the paperis to show the necessityof applying advanced
mathematicaland statistical methodsfor calculatingtariffs, or price for certain
typesof life insurances.

Life insuranceprovides adequatesatisfactionof interest,such as: securing
additional funds in caseof decreasein working capacity, providing financial
security for old age, providing funds for children's education,family financial
supportin the eventof deathof the breadwinnerand so on. The mostimportant
featureandthe specificity of life insurances justthatit representshe mostperfect
form of savings.Savingthrough insuranceis very importantfor the economic
systemas a whole asa strongcomponenf economiclife expressedhroughthe
collective disposalof consumptionimprovementof the economyby long-term
placementsof funds, the impact of the investmentpolicy, etc. Life insurane,
through performing the functions of economic protection and accumulationof
funds,actuallyrealizessignificantsocialfunction. We alsocarriedout the analysis
of offers concerninglife insuranceproducts, primarily individual and family
insurancepr insuranceof oneor morepersonsin termsof the possibilitiesof the
applicationof theseinsuranceproducts.

Thereis a numberof factorsthatinfluencethe developmenbf life insurance
in developing countries. Among them, the most important one to mention is
economicgrowth and developmentthe entry of foreign capital, as well as the
marketingconcepof life insuranceandeducatiorof the population.

The papergives a detailedprocedureof determiningtariffs, or the price of a
deferredlife-long personalannuity, mixed capitalinsuranceand family insurance.
Within the family insurancefor two, three or more personson the basisof the
theoryof probability, variousopportunitiesare given which may arisein practice
and,on thatbasiswe calculat thetariffs.

The greatestcuriosity of life insuranceis reflectedin unifying functions of
insuranceandsavings.Insuranceprotectionprovideseconomicandsocial security
of the insuredperson.Savingsthroughlife insurances a purposeful,continuows
andlongterm. Thanksto the function of savingsthe obligationto paytheinsured
sumin caseof realizationof therisk (in the caseof death,endowmentgtc.) stems
from life insuranceln orderto achieveequivalenceof all paymentsncurredin the
form of premiumswith liabilities, and the paymentof insured sums, interest
savingspartof the premiumduringtheinsuranceperiodis accumulatec@ndforms
the so-called mathematicaleserve All of this leadsus to a conclusionthat today
in moderninsuance, it is unimaginableto calculate tariffs for life insurance
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without the application of statistical and mathematicalmethodsand actuarial
mathematics.
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ABSTRACT

Healthcaresystenin Serbiashouldsecurean adequatdevel of healthfor the
citizensof Serbiabecauséhealth is the foundationof rapid political andeconomic
developmentThe systemis pointed towards securingan easyavailability of all
healthcare servicesfor the entire population. However, pushedby a difficult
economic situation, the healthcare systemis facing a number of financial
problems,organizationalproblemsand the actual functionality of the healthcare.
Theseproblemshavea significanteffecton the quality of healthcareservicesand
they are the reasonfor the existing gap betweenexpectatios which healthcare
usershaveand the real possibilitiesof the healthcarefacilities which causedthe
drop of confidencen healthcareinstitutions.

In this paper, we have shownthe results of the researchabout the user's
opinion on the healthcare quality and the level of trust in state and private
institutions.Researchresultsare shownaccordingto the level of education,age,
genderemploymenandyearsof work.

Results have shown that the majority of users don't have the trust in
healthcareinstituions becauseonly 25% said that theytrust the stateinstitutions
andabout38%thattheytrust the private sector.
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healthcarenstitutions.
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INTRODUC TION

Healthcaresystemis a systemof people,institutions,andresourcesvhich all
togethermake the quality of healthcareservicesaccordingto the needsof the
targetedpopulation.Thereis a variety of healthcaresystemshroughouthe world,
with origins andorganizationaktructuresasvariedastherearecountries.

Every countrydevelopsts own healthcaresystemaccordingto its own needs
andresourcesbut in reality, thosesystemsare developingon the sameor similar
principalsof developmentik e basichealthcarendpublic healthcarenstitutions.

Responsibilityfor putting the processof developmentn actionis, in some
countries, sharedequally through the entire market, while in the rest of the
countries, planning of developmentconsidersto be the joint action of the
government,syndicates,charities, religious organizationsand others, with the
mutual goal - to createan acceptablehealthcarefor all the groups. Plans of
developmentfor the healthcare system are more evolutionary rather than
revolutionary, they are changingall the time, evolving into somethingbetter,
improvingto perfection.

Planningof the healthcaresystemdevelopments basedon the primary goalsof
theWorld HealthOrganizatiofWHO). All countriesmemberf the United Nations,
are coordinatedby this organization.Its goal is the realization of the universal
healthcareplan. All the people,accordingto that plan, havethe right to any/every
healthcareservicethey havethe needfor. Accordingto WHO, goalsof the health care
systemareto providethe goodhealthto all citizens,assistancéo all the needsof the
populationand the fair billing. Advancetowardsthosegoalsis conditionedby the
system'sattitude and four main functions: supply, resourcegathering, financeand
managingAlso, we haveotherdatawhich we usefor the healthcaresystemevaluation
like quality, efficiency,accessibilityandequalityfor everyone

We could saythat a good healthsystemhasto deliver healthcareservicesof
good quality for everyone,if or when and where it is needed.Types of those
servicesvary from country to country, but neverthelesghey all needa huge
financial mechanism,well trained and well-paid personnel,a well-maintained
infrastructure,and logistics in order to provide a quality healthcarefor the
population,medicinesandmoderntechnologyfor diagnosticandtreatment.

A healthcaresystemis made out of the healthcareinfrastructure which
providesa variety of programsandservicesandsecures healthcargratectionto
individuals,familiesandthe community.

The purposeof the healthsystemis to maintainandimprovethe healthof the
peopleby providing the bestpossiblemodernandtraditional medicine,which are
atthe sametime acceptablendappropriatdor everyone.

Obligatory packagesof healthcareservicesallude different health services
which are securedor coveredby obligatory healthcareénsurance Ordinary, those
are numerousserviceson the level of primary healthcare,servicesin the
boundarieof a hospitalcare,medicament'sostrefundanda refundfor the useof
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medical equipment.Even more, in a significant numberof statesthe obligatory
packageof servicescoversthe long-termcare,andonly in someof them,thereis a
refundfor dentalcare, preventivehealthcareandevenfor the useof the alternative
medi ci netalJ201p)i | i |

Determining the right bundle of serviceswhich consistsof the obligatory
healthcareinsuranceis the key goal of everyhealthsystem,and mostimportant
pdlitical questiontoo, becausavhetheror not the statecanachieveto providethe
universalhealthcareof the population,dependsa greatdeal out of it, andthatis
one of the basic goals of the health politics. In other words, successful
implementatiorof the healthpolitics is only possibleif the statecan providethe
necessaryworking andfinancially effective healthcareserviceto all the citizens.
(J o v kethlj 2015)

HEALTHCARE SYSTEMIN SERBIA

Serbiahasthe healthcaresystemwhich is directedtowardsproviding the easy
availability of all health servicesfor the entire population. Basically, insurance
coverageis givento all employed,retired and selfemployedpersonsand farmers
which are payingtheir taxes,including spousesalimentedchildrenandold parents
of the insured person. Budget transfersthe guaranteethat health insuranceis
coveringtheunemployedrefugeesandinternallyrelocded personsaswell aspeople
who arethe membersof vulnerablegroupsto the National Health InsuranceFund
(NHIF). For the military, civilians employedin the army and pensionersof the
armedforces, as well as for their family membersthereis a specia systemof
healthcareNational Health InsuranceFund hasoffered a pretty generousundleof
health services,including special serviceslike treatmentabroadand in military
hospitalsor compensationgor all the merchandisebought domestically.Also, it
offered someother categoriesof fund transferstied with the healthcardike sick
leave, compensatiorfor funeral expensesand compensatiorfor the trip to the
hospital

The mostimportantsourceof financefor the healthcaresystemof Serbiais
Nationd HealthInsurancd-und. Taxesaretakenfrom the employersandworkers
anddirectly transferredo the NHIF. The Ministry of Healthhasthe directaccess
to the subaccounbf the NHIF. Of course asidefrom taxes,asthe main sourceof
finance,thereis a PensionFund,funds meantfor the unemployedandother. The
combinationof all thosesourcesf financeis a basefor the NationalHealthbank
accountn Serbia.

Research results (Ernst, Young2015) are showing how financially
unsustainablethe current healthcare system of Serbia is. That is because
contributionsof the mandatoryhealthinsuranceof the employedcitizensare not
sufficientfor the operativeexpenditure®f the healthsector.The main reasongor
thefinancialunsustainabilityof the Serban systemon thelongrun are:

9 Thereis an obvioustrend of overmuchexpenditurein relative amounts,

butin anabsolutemeaningexpendituregrenot sufficient.
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1 There are great inefficienciesin the use of funds and inventory. The
revision of the public procurementprocessin inefficient andthe flaw in
the systemcontrolhasbeendetected.

1 Controlfunctionshavenot beenestablishedat leastnot on the scalewhich
is necessargo the systemcould achieveandkeepfinancial sustainability.
Badfinancialgovernorshipespeciallyin the public healthinstitutions.

1 Healthcareexpenditureplanningandbudgetingarenot in accordancevith
budgetcalendaandfiscal strategy.

1 Theexpendituresfficiency, featuresavailablefor the patientsandthevalue
which they getaswell asthe efficiencyin the mannerof healthgains,are
notonthesatisfiablelevel.

1 Donationsare trackedthroughthe systemonly by value,andthe level of
trackingthetype of donatecequipmentandits laterusages very low.

A sustainablehealth system is only that system which is financially
independentThatkind of systemwould havethe completeautonomyin decision
making about expendituresaccordingto a numberof annualincomes.Money
from thatkind of a systemwould be spentonly for its own improving andsurvival
( Co g o IPjjam,2015. ,

Healthcaresystemin Serbiais not independentFor a couple of decades,
expertsare pointing that decentralizatioris a necessityfor its survival, but there
wereno real movestowardsthatgod. The useof assetdirectly from the NHIF is
increasingwith the years,and that kind of a systemis not sustainablgPiljan,
Cogol pogsyi i,

The republic of Serbiahasbegunreformingthe healthcaresystemin 2002,
concerning structural and functiond matters, including human resourcesand
servicesorganizing. The goal of thosereforms was also to rebuild the role of
healthinstitutionsand the trust peoplehavein it, alongwith upgradingmedical
worker's capabilitiesto handlethe larger scopeof health issues( J o vet dl.j |
2015)

Healthcaresystermhasfour pillars which arenot equallyimprovedanddeveloped
i Standardsndregulations;
1 Resourcébuilding suchaseducatiorandmoderntechnologies;
1 Financing;

1 Providingservicedo patients.

EuroHealthConsumeindex (EHCI) is makingsomethingspossiblelike: the
comparativeanalysisand the Europeanhealthcaresystemsranking accordingto
the analysisof the national health systemson the basisof 48 indicators,which
includeareadike patientrightsandinformation,accesgo the healthcaretreatment
outcomesscopeandareasof service preventionandthe useof medicamentsThe
index hasbeenintroducedin 2006 by the companyHealthConsumePowerhouse
Ltd (HCP),which wasformedin 2004to researcrand comparehealthsystemsn
Europe. Although there are numerouscritics (British Medical Journal, Martin
McKeeandothers),in the EHCI's Companythey emphasion:"We know the Euro
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Health Consumerndex (EHCI) is todaythe leadingpublic measuremendf how
naional healthcaresystemgperformé We haverecentlylearnedthatthe European
Commissionafter assessingarious benchmarkshas found the EHCI to be the
most accurateand reliablec o mp a r (EwaoHealth Consumerindex, Report
2015,2016).Since2006,this comparisorof the key valuesin the scopeof health
care,from patientsanduserspoint of view, hasimprovedthe understandingf the
Europearhealthsystem strengtherthe patientsconcerningheir rights andhelped
to removethe weaknesse<€HCI, just like the hugenumberof studiesregarding
specific illnesses which were managedby the company Health Consumer
PowerhouselLtd. (HCP), has determined standardswhich one modern and
functional healthcaresystemcan and shouldaccomplish(Euro Health Consuner
Index,Report2015,2016).

Accordingto the reportfor 2015, countriesare rankedby EHCI in following
manneri(Figurel)

1000

EHCI 2015 total scores

- 854
825 828 832 836 845
786 793
- 70 774 775
™ 6g5 691 695 699 706 707 '.lm
553 663 667
& 4 567 577 578 >
523 524 527 530
500
400
300
200
100

[}
@ Sg mmmmmm g o z

£
mmmmmm
w""'“mn.ll:'

1un
1

ouely
pams
wuag
ue@o|

w
Qo
5 h:r<

3
mmmmmm

auRiUON
elwoy
Ing
ae
el
Al
uep.
|ednyo,
N Y
neon
anof5
23

g 2§ &4 3 Ei
TI z = | an-é

e
ey
209

mmm

L
ui
S

ey

L]

Ase:

ey
puspRzIMS
spuepayiaN

2ygnday ypaz
Funoquiax

wopsup

o8
ejuopaot

Figure 1: Ranklist of the healthcaresystemsccordingto EHCI Index
Source:Euro Health Consumetndex,Report 2015

In their press releaseconcerningthe presentationof the report made by
EuropearHealthConsumeidndex (EHCI) for the year2015,they emphasizedhat
Europearhealthcaresystemis improving itself! Researclreportsreferringto our
country are especiallyencouraging Serbiahasimprovedits rating on the list of
Europeanealthcaresystemsand shifted itself from 33rd spot which shehadin
2014to the 30thspotin this yearreport. Theimprovemenof 81 points,theymade,
since Serbia has recordedthat much, on the scale of maximal 1000 points, is
presentingthe biggestadvancemenivhich was madeby any countryin Europe.
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This kind of successis mostly the result of a lowered mortality rate of the
newbornsanda betteraccesgo the healthcareservices.

In their paper ( J a n k201d)iJia, n k is emanatingthat the resultsmade
by the control of the indicatorsEHCI shouldbe usedas guidelinesfor the further
andnecessaryeforms.In chartl, thereareresultsof the reportsand position of
the healthcaresystemof Serbiain mostsignificantelementf the system.

Sustainability of the financial distribution, based on the payasyou-go
principle is disputable( J a n k201M). That is the casefor pensionand health
insurance.There is no country, with insignificant regardto the degreeof its
developmentthat wasn't sparedfrom demographicchangesand the growth of
expensedn a healthcareHealthsystemsasedon a socialinsurancewith a great
numberof insurancecompaniesvhich are organizationsindependentrom health
care providers, are called Bismarck's systems.There are also systems,where
financing and service providing are secured,in a scope of one integrated
organization(Beveridge'systems)EHCI generallyconsiderghat countrieswhich
havethe Bismarck'shealthcaremodel, like NetherlandsBelgium, Germany,and
Franceareprovidingbetterhealthcargrotection.

Tablel: Thepositionof the Health care systenof Serbiain the mostsignificant
element®f thesystem
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3. Outcomes 240 240 240 220 108 210 220 240 219 220 208 188 177 188 208 156 188 104 108 188 208 188 135 135 135 177 125 167 146 125 125 104 125 146 135

4. Range and reach
of services 144 119 138 144 131 125 94 125 138 144 106 119 125 131 106 119 106 81 113 04 94 B8 125 94 75 81 94 69 75 69 56 63 50 63 56

S. Prevention 101 101 113 107 89 101 107 107 89 107 89 83 B3 107 B3 65 54 107 101 89 101 101 101 77 65 71 89 89 77 71 71 71 65 83 7
6. Pharm, 86 T6 81 06 T6 67 B6 ST T6 81 T1 T6 67 B1 67 62 67 57T 67 62 B6 57 48 71 52 52 57 52 52 48 52 43 33 52 33
Total Score 916 894 854 845 836 832 B28 825 793 786 T75 774 760 736 710 707 706 704 695 601 685 667 663 653 628 505 578 577 567 554 530 527 524 523 484
Rank 1 2 3 4 5 6 T 8 98 10 11 12 13 14 15 16 17 18 18 20 21 22 23 24 25 26 27 28 20 30 31 32 33 34 35

Source:Euro Health Consumeitndex,Report2015

Onemoreveryimportantreform,in a healthdepartmentwastheintroductionof
fiscal receiptsin everyprivatehealthcareinstitutionon Junelst.2009.Thatenabled
betterfinancial overseeingf privateandpublic sector,andbette insightin service
providing. That brought the gray economyin the health care are to the bare
minimum and brought gains to the health care usersand health care employs.
Income control actually beganall the reforms and the developmenbf the health
care.

The flow of the moneyin a healthcareis definedby "The National Health
Account"andthe gatheringof all sortsof dataaboutfinancingandexpensesrom
the funds made for health on the national level. The National Health Account
presentghe accouning scopefor the standardizedeportingaboutthe expenditure
and the health system'sfinancing, which measuredotal - public, private and
donatedhealthcareexpense®f the countriesresidents National Health Account
connectsall three subjects,in other words, sourcesof financing with health
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institutionsand their users.That is how you control the flow of moneybetween
sourcesandtheyare:
1 Privatesectorwith privateinsurance
1 Public sector,whereinsuranceis financedby the taxpayer'snoneythrough
the republic'sbudget,province's city and county,aswell asbudgetsof the
Ministry of Defense Culture,Education Energyandthe RepublicFundfor
theHealthlnsurance.
1 Sectorof otherfinancial subjectspresentedo the foreigndonators.

As muchasthe countryis rich, big or its improvemenis headingupwardsits
healthcaresystemcannotbeideal."The perfecthealthcaresystemis like a perfect
healthd a noble aspirationbut onethatis impossibleto attain" (Bodenheimer,
2002).Thatis alsoshownby the researchtakenby the "Guardianin Januarythis
year.The researctshowswhat amountof money,which "rich" countryspendson
health and what kind of a systemthose countriesactually have. That research
included:RussiaGermany Spain,USA, China,ltaly, Israel,Japarandothers.

For comparingpurposeswe shouldtake GreatBritain and Spainon one side,
andChinaandRussiaon the other.GreatBritain is rankedasthefirst by the quality
of thehealthcareservicesandit the healthcareis free. All the servicedrom general
practitionersvisits to surgical servicesor chemotherapieare free. And yet again,
somell%of the generalpopulationchooseshe privatesector It is assumedhatthe
main causefor thatis the difficulty of making appointmentsSwedenis rankedas
third andit hasa very interestingsystem.t is not completelyfree. Healthinsurance
usergpaythe maximalamountof 115Eurosby the month,andeverythingelseabove
thatis paidby the State.In bothcasesStak is investinglargeamountsof moneyinto
the healthcareimprovementseducatiorof theemployeesndtheir salariesjn order
to additionallystimulatethe quality of theirwork.

Russiaand Chinaarethe examplesof systemsstrugglingto stayalive. China
is investinga large part of its budgetinto the healthcaredevelopmentput it has
too manycitizens.It cannotcatchup with more advancecdcountries,evenwith its
wealth.Examinationsare not free but arevery cheap.Only 27 centsareneededo
come to the generalpractitioner,andnight in the hospitalis about10 Euros.Only
problemsare poorly paid doctorsand very expensivemedicines.Treatmentsof
more dangerouslinessescan bring a commonfamily to its bankruptcy.Similar
conditionsare in Russia. The Stateis not investingenoughmoneyinto Health,
salariesarelow, butit hasanenoughdoctorsandhealthcareis free for everybody.
Becausef small salariesdoctorscanbe easilybribed,which bringseverythingto
the edgeof chaos.

We needto learnfrom all four systemslin Serbia,therearelike in any other
country, two parallel health systems:Private and Public (State). The private
subsystemis funded by the owners of those institutions or clinics, so it is
developingrelatively fine, but it's too expensivefor the commoncitizen. Public
Health Institutions are practically abandonedy State.It hasn'tbeeninvestedin
infrastructureand objectssincethe 1970's.Doctor'svisits and someotherservices
arenot entirelyfree but theinsurel hasto paya partof the servicein sometype of
participation.The mostimportantthing may be, the salary,employeesn the public
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health sectorhave. Becauseof low salaries,quality of serviceis very low and
becauseof that they gladly acceptany freelancgob they canfind in the private
sector. Additionally, young doctors and the rest of health care employees.are
seekingsomebetterluck in other, more developedcountries.All thosefacts are
bringingusto the downfall of Serbianhealthcaresysem.

Total expenditureon healthmeasureghe final consumptionof healthgoods
and servicesplus capitalinvestmentin healthcareinfrastructurelt includesboth
public and private spendingon personahealthcareand collective healthservices
(public health and preventionprogramsand administration) Excludedare health
relatedexpendituresuchastraining,researchand environmentahealth.The data
is presentedasa proportionof grossdomesticproduct(GDP). To comparehealth
careexpendituresaosstime, it is deflatedby a nationalpriceindexandconverted
to US dollars using purchasingpower parity (PPP)exchangerates. Healthcare
spendsper capitain PPPdollars have beentakenfrom the WHO HfA database
(SeptembeR015;latestavailablenumkbers,almostthe entire2013)asillustratedin
thegraphbelow:

7000

Total Healthcare spend per capita 2013

8000 spurce: WHO HfA, September 2015
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Figure 2: Expensesfthehealthcare systenper capitain the countriesof Europe
Source:Euro Health Consumetndex,Report2015

Investmentsin the healthcarearerising with the incomeper capita.(G1 j i vi | ,
V o] t-Kdijgniak , 2015) On thefigure 3a, we havea nationalincomeper capita
movementscurves, and on 3b health care expensesper capita in Serbia and
surroundingcountries.
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Figure 3: NationalIncomeand Health care expensesnovemenper capitain
Serbiaandsurroundingcountries.
Source:Author'spicture onthe basesf world bankdata

THE RESEARCH. CONSUMER'S CONFIDENCE IN THE EXISTING
SYSTEM OF HEALTH INSURANCE

All this implies a question,what do peoplethink aboutthe existing health
insurancesystem,after the reforms?Do they think that additional reforms are
needed?The main goal of this researchis to make an evaluationabout what
citizens of Serbiathink aboutthe existing obligatory healthinsuranceand their
trust in private insurance,as an evaluationof their opinion aboutthe needfor
additionalsystenreforms.

Ho: Citizens are not satisfiedwith the existing condition of the health care
insurance systemand they think that further reforms are needed.

Regardlessof whetherthe results of the study confirm or reject the null

hypothesisthe researchwill look for answersfor questionslike: Are thereany
significantdifferencesn attitudes(1) betweerthe femaleandmalepopulation,(2)
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between residents of different age (3) between employed and unemployed
residentsand(4) betweerresidentgudgingby their level of education.

In thatsensethefollowing hypothesisareset:

Hi: There are no significant differences in statements of the null
hypothesisbetweenwomenand men.

H.: There are no significant differences in the statementsof the null
hypothesisbetweenresidentsof different ages

Hs: There are no significant differences in the statementsof the null
hypothesisbetweenemployeesand unemployedresidents

H4: There are no significant differences in the statementsof the null
hypothesisbetweenthe population by level of education.

EMPIRICAL RESEARCH

The survey was conducted by the method of theoretical analysis and
empirical, so-called. researchmethod. Empirical researchwas conductedn three
phases:

1. Collectingthedataby interviewingexamineesn writing;

2. Organizingand groupingof dataanddataprocessingnethodsof statistical
analysig(descriptivestatistics ANOVA, Tukey"posthoc"teg) and

3. Theinterpretatiorof the obtaineddata.

Analysis of variance(ANOVA) was usedas an analyticalmodel for testing
the significanceof differencesof variability, as well asto analyzetheir mutual
influence, making it impossibleto estimateothemwise. Tukey "post hoc" testis
usedto determinethe critical differencewith which comparethe absolutevalue of
the difference betweenthe middle values. Greaterdifferencesthan the critical
differencemeanthatthe differencebetweernthosetwo middle valuesis significant.

For datacollection, | usedthe questionnairan the form of Likert scalefor
measuringattitudes,speciallydesignedor a given study. The questionnairéhad
nine questionsLikert scaleis definedby five levelsof gradation:(1) cannotagree,
(2) partially agreeor mostly disagree(3) neitheragreenor disagree | do not have
aclearopinion,(4) mostlyagreel ( 5) stronglyagree.

The results that were obtained by this method were comparedwith the
findings obtained by the methal of theoretical analysisand to facilitate the
executionof completeconclusionsandrecommendations.

RESEARCH ANALYSIS

To processthe data obtainedby the interview, | used SPSSsoftware for
statistical analysis of data. First, the Cronbach'sAlfa-coefficient value was
determinedn orderto determinethe level of internal consistencyof the datafor
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mandatory health insuranceand private insurance.The results show that the
reliability of the researchinstrumentswas satisfactory becausehe high value of
CronbachAlfa-coefficient= 0.876for mandatoryand CronbachAlfa-coefficient=
0.845for privatehealthinsurancgTables2 and3) havethe meaningof high levels
of internalconsistencyf all the columns.

Table2: CronbachAlfa-coefficientfor mandabry healthinsurance

Reliability Statistics

Cronbach's | Cronbach'?AlphaBasedon N of Items
Alpha Standardizedtems
,875 ,876 10

Table3: CronbachAlpha- coefficientfor private healthinsurance

Reliability Statistics

: Cronbach'?lphaBasedon
Cronbach'&Alpha Standardizedtems N of Items
,824 ,845 14

Data of mean values, standarddeviationsand the estimatedvalue of the
mathematicakxpectationfor a 95% confidenceinterval for the total sampleare
shownin aTable4.

Table4: Valuesof arithmetcal meansstandarddeviationsandasses®f the valuesof
mathematicakxpectatiorfor a 95%confidencenterval for thetotal sample

Descriptives

Gend 95% Confidencs
enaer Interval for Mear]
Questions 1-male N Mean gtedv Std.Error

2-female Lower | Upper

Bound| Bound

Compulsoryhealth Male 48 2,5417|1,254 ,1810 |2,1775| 2,9058
insurances providing

methequality Female 61 |2,6885/1,103 ,1413 |2,4059|2,9712
servicey0Z01) Total 109 |2,6239/1,168/ ,1119 |2,4019| 2,8458
| amsatisfiedwith the.  Male 48 |2,5000(1,110| ,1603 |2,1774| 2,8226

treatment getfrom
the staff of statehealtf Female 61 2,6557/,9980 ,1277 |2,4001| 2,9114
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institutions(0Z02) | 1qtq) 109 |2,5872/1,047] ,1003 |2,3883| 2,7860

| ampleasedvith Male 48 2,4167|1,068 ,1542 |2,1064| 2,7269

hygieneandtidiness
of publicfacilities Female 61 |2,3115(,9405 ,1204 |2,0706| 2,5524

(0Z03) Total 109 |2,3578|,9955 ,0953 |2,1688| 2,5468
Male 48 |1,7708|,9048 ,1306 |1,5081| 2,0336

Waiting in statehealth
institutionsis very Female 61 1,7377|,9983 ,1278 |1,4820| 1,9934
short(0Z0O4)

Total 109 |1,7523/,9540, ,0913 |1,5712| 1,9334

| amsatisfiedwith thel  \;51e 48 |2,6458/1,061 ,1532 |2,3375| 2,9541
quality of serviceof

healthinstitutions

(0Z05) Total 109 |2,7706/1,033 ,0989 |2,5745| 2,9668
Male 48 | 3,8125(1,248{ ,1802 |3,4498| 4,1752
| amusingstatehealtt
insitutions(OZO6) Female 61 |[3,6230[1,171 ,1499 |3,3229| 3,9230
Total 109 |3,7064|1,204| ,1153 |3,4778| 3,9350
| amsatisfiedwith thel  Male 48 |2,5000(1,031 ,1488 |2,2005| 2,7995
quality of servicesn
public hospitals Female 61 |2,5246|,9934 ,1271 |2,2702| 2,7790
(0Z07) Total 109 |2,5138/1,005 ,0963 |2,3228| 2,7047
| amsatisfiedwith thel  Male 48 | 2,0625(,9764 ,1409 |1,7790| 2,3460
quality of servicesn
public clinics dentist Female 61 |2,5082|1,219 ,1561 |2,1958| 2,8206
(0Z08) Total 109 |2,3119|1,136 ,1088 |2,0962| 2,5276
| haveconfidencein Male 48 |2,6458/1,101 ,1589 |2,3261| 2,9655
themandatonyhealth. Female 61 |2,8197|1,072 ,1373 |2,5450| 3,0944
insurancg0Z09) Total 109 |2,7431|1,083 ,1037 |2,5374| 2,0488
Thereis no corruption.  Male 48 | 1,7083|,9666| ,1395 |1,4276| 1,9890
favoritismand
connectionsn public| Female 61 |1,5738|,6942 ,0888 |1,3960| 1,7516
facilities (0Z010) Total 109 |1,6330|,8239 ,0789 |1,4766| 1,7895

Over63% of the surveyedcitizenswastreatedn statehealthinstitutions,only
17% regularly or occasionallyin private institutions, and even 19% have no
definite positionon it (Figure4a). Even49.5%of citizensbelievethat the quality
of healthsevicesis not satisfactory27.5%do not havea certainopinionandonly
23% believethat the quality of serviceis satisfactory(Figure 4b). Over 86% of
interviewed peopleheld that the state health institutions have corruption, while
only 2.7% believethat thereis no corruption,favoritism and connectiongFigure
4c). Big problemis that morethan77% emphasizesn long waiting for servicein
statehealthinstitutions(Figure4d).
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Figure 4: Histogramsof theresponsdrequencyon questonsfromthe areaof
compulsoryinsurance

Differencesin opinions betweenthe male and female population, by age,
employmentand unemploymentand by level of education,were testedusing
ANOVA methods.

Test results showedthat the difference of opinion beweenthe female and
male population,existsonly in the question”l am satisfiedwith the quality of
servicesn public clinics dentist"- OZ0O8(Sig. = 0.041).0n othermattersthereare
no significantdifferencesf attitudes/opinions(Tableb).

Table5: Resultof ANOVAtestfor maleandfemalegender(compulsorynsurance)

ANOVA
Sumof Square§ df | MeanSquare| F Sig.
BetweenGroups ,579 1 ,579 422 ,517
0z01 | Within Groups 146,999 107 1,374
Total 147,578 108
BetweenGroups ,652 1 ,652 ,592 443
0z02 | Within Groups 117,770 107 1,101
Total 118,422 108
BetweenGroups ,297 1 ,297 ,298 ,586
0z03 | Within Groups 106,749 107 ,998
Total 107,046 108
BetweenGroups ,029 1 ,029 ,032 ,858
0z04 | Within Groups 98,282 107 ,919
Total 98312 108
BetweenGroups 1,336 1 1,336 1,255 | ,265
0zO05 | Within Groups 113,930 107 1,065
Total 115,266 108
BetweenGroups ,965 1 ,965 ,664 AL7
0Zz06 | Within Groups 155,640 107 1,455
Total 156,606 108
BetweenGroups ,016 1 ,016 ,016 ,900
0z07 | Within Groups 109,213 107 1,021
Total 109,229 108
0Z08 | BetweenGroups| 5,336 1 5,336 4,259 | ,041
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Within Groups 134,058 107 1,253
Total 139,394 108
BetweenGroups ,812 1 ,812 ,689 ,408
0z09 | Within Groups 125,996 107 1,178
Total 126,807 108
BetweenGroups ,486 1 ,486 , 715 ,400
0z010| Within Groups 72,835 107 ,681
Total 73,321 108

Significant differencesin criteria "age" were establishedon the issues”l am
satisfiedwith the quality of servicesn public hospitalfOZ07)" Sig= 0.062and"l am
satisfiedwith thequality of serviceghedentistin stateoffices(0Z08),"Sig= 0.027

According to the criteria of "employed, unemployed"there are significant
differencesin opinionson issues"l am satisfiedwith the quaity of serviesin
public hospitals(0zO7)," Sig = 0.049 and "l am satisfiedwith the quality of
dentist'sservicesn the stateoffices (0Z08)", Sig= 0.022.

According to the level of educational,there are significant differencesin
opinions on issues"Compulsory health insuranceis providing me the quality
services(0Z01)," Sig = 0.052 and "Waiting in state healthinstitutionsis very
short(0Z04)," Sig=0.016.

Dueto thelack of spaceANOVA andTukey'stestresultsarenot shown.

The results of the de<riptive analysisof the answersfor private health
insurance areshownin Table6.

Table6: Resultof a descriptiveanalysisof theresponsef private healthinsurance

Descriptives

95% Confidence

Std. Std. Intervalfor Mean
Deviation | Error | Lower Upper
Bound | Bound
I havemoneyand| Male 48 |2,1875 1,23178 |,17779| 1,8298 | 2,5452

gotinsuredna | Female | 61 |1,8689 1,17580 |,15055| 1,5677 | 2,1700
privateinsurance,
companyPO1) | Total | 109 |2,0092 1,20566 |,11548 1,7803 | 2,2381

| trustprivate Male 48 3,1458 ,96733 |,13962| 2,8650 | 3,4267
insurance Female 61 |3,1639 1,00300 |,12842| 2,9071 | 3,4208
companietPO2)|  Total 109 |3,156Q0 ,98295 |,09415| 2,9693 | 3,3426
By investingin Male 48 3,2708 1,04657 |,15106| 2,969 3,5747
privateinsuracncg Female 61 |3,3115 ,82747 |,10595| 3,0996 | 3,5234
I amsafer(PO3) Total 109 |3,293q ,92599 |,08869| 3,1178 | 3,4694
Male 48 13,8125 1,40903 |,20338| 3,4034 | 4,2216
Female 61 3,983 1,32277 |,16936| 3,6448 | 4,3224
Total 109 |3,9083 1,35770 |,13004| 3,6505 | 4,1660
| do mostof my Male 48 12,5625 1,23609 |,17841| 2,2036 | 2,9214

healthtreatmentsf  Female 61 [2,7541 1,28654 |,16472| 2,4246 | 3,0836
in aprivatehealth
institution (PO5) | Total 109 |2,6697 1,26238 |,12091| 2,4301 | 2,9094

Question N Mean

| goto theprivate
dentist(PO4)
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Treatmentn Male 48 |3,2297 99444 |,14354] 2,9404 | 3,5179
privatehospitalis| Female | 61 |3,3443 ,98124 |,12564| 3,0930 | 3,5956
safer(PO6) Total 109 |3,2936 98416 |,09427| 3,1067 | 3,4804
Waitingin private| __Male 48 |3,7917 1,07106 |,15459| 34807 | 4,1027
hospitalsis short | Female | 61 |4,0000 1,04881 |,13429| 3,7314 | 4,2686
andpleasan{PO7)  Total 109 |3,9083 1,05884 |,10142| 3,7072 | 4,1093
| believethatafter]  Male 48 |3,2292 1,11545 |,16100] 2,9053 | 3,5531

theexpiry of Female 61 |3,3770 ,83992 |,10754| 3,1619 | 3,5922
privateinsurance

all partsof the
contractwill be Total 109 |3,3119 ,96894 |,09281| 3,1280 | 3,4959

honored(PO8)
| trustprivate Male 48 (13,2083 1,00970 |,14574| 2,9151 | 3,5015
hospitalsmore Female 61 |3,4754 1,02643 |,13142| 3,2125 | 3,7383

(PO9) Total 109 [3,3578 1,02309 |,09799| 3,1636 | 3,5520
| don'thavemoney ~ Male 48 |3,3542 1,22890 |,17738| 2,9973 | 3,7110
for aprivatedoctol Female | 61 [3,1967 1,32690 |,16989| 2,8569 | 3,5366
(PO10) Total 109 [3,2661 1,28122 |,12272| 3,0228 | 3,5093
Patientcarein Male 48 13,9167 1,04847 |,15133| 3,6122 | 4,2211

privatehospitalss e aie™ 1 61 [4,0820 88119 |,11283| 3,8563 | 4,3077
betterthanin

oublicones(Po11]  Total 109 |4,0092 95738 |,09170| 3,8274 | 4,1909

Treatmenin Male 48 |3,6458 1,08156 |,15611| 3,3318 | 3,959

privatehospitalss el 61 [4,1148 93271 |,11942] 3,8759 | 4,3536
very expensive

(PO12) Total | 109 |3,9089 1,02326 |,09801 3,7140 | 4,1025

| amsatisfiedwith Male 48 14,0625 ,90873 |,13116| 3,7986 | 4,3264

thehygieneand ™ Feaale | 61 [4,3770 66242 |,08481] 4,2074 | 4,5467
tidinessof private

hospitals(PO13)| Total | 109 [4,2385 79231 |,07589| 4,0881 | 4,3890

I amsatisfiedwith| — Male 48 |3,7500 1,00000 |,14434] 3.4596 | 4,0404
thequalityof ™= aie [ 61 |4,0984 76822 |,09836| 3,9016 | 4,2951
serviceln prlvate

healthcare Total 109 |3,9450 ,89064 |,08531| 3,7759 | 4,1140

institutions(PO14)

About 14% of respondentagreedwith the question,’'l havemoneyand| got
insuredin a private insurancecompany(PO1)", while othersdon't havefinancial
requirementgor suchinsurance(Figure 5a), althoughthey mostly don't have a
certain opinion becausehey have no experience(43%) or trust (38.5%) in the
privateHealthinsurancgFigure5b).
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Figure 5: HistogramsFrequencyresponseo questiondromtheareaof private
insurance

That "Waiting in private hospitlsis shortand pleasanf{PO7)' is considered
by about68%, butit's not by only 7.3%of interviewedpeople(Figure5c). A large
percentage€70.7%) of interviewedwere satisfiedwith the quality of servicesof
physciansin privatehealthinstitutions(PO14),asshownin thefigure (Figure5sd).

Significant differencesin attitudeswere testedby ANOVA. The testresults
for male and female genderare shownin Table 7. It canbe seenthat thereare
significant differences on issues"Treatmentin private hospitalsis expensive
(PO12)," Sig = 0.017,"l am satisfiedwith the hygiene and tidinessof private
hospials" (PO13),Sig = 0,039,and"l am satisfiedwith the quality of servicein
privatehealthcareinstitutions"(P014),Sig = 0.042.

Table7: Resultof ANOVAtestfor maleandfemalegender(privateinsurance)

ANOVA
Sumof Square df MeanSquare, F Sig.
BetweenGroups 2,728 1 2,728 1,892 172
PO1 | Within Groups 154,263 107 1,442
Total 156,991 108
BetweenGroups ,009 1 ,009 ,009 ,924
PO2 | Within Groups 104,340 107 ,975
Total 104,349 108
BetweenGroups ,044 1 ,044 ,051 ,821
PO3 | Within Groups 92,561 107 ,865
Total 92,606 108
BetweenGroups , 786 1 , 786 424 ,516
PO4 | Within Groups 198,296 107 1,853
Total 199,083 108
BetweenGroups ,986 1 ,986 ,617 434
PO5 | Within Groups 171,124 107 1,599
Total 172,110 108
BetweenGroups ,356 1 ,356 ,365 547
PO6 | Within Groups 104,250 107 ,974
Total 104,606 108
PO7 | BetweenGroups 1,166 1 1,166 1,040 ,310
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Within Groups 119,917 107 1,121
Total 121,083 108
BetweenGroups ,587 1 ,587 ,624 431
PO8 | Within Groups 100,807 107 ,942
Total 101,394 108
BetweenGroups 1,916 1 1,916 1,845 77
PO9 | Within Groups 111,130 107 1,039
Total 113,046 108
BetweenGroups ,666 1 ,666 ,403 527
PO10| Within Groups 176,619 107 1,651
Total 177,284 108
BetweenGroups , 734 1 , 734 , 799 ,373
PO11| Within Groups 98,257 107 ,918
Total 98,991 108
BetweenGroups 5,907 1 5,907 5,897 ,017
PO12| Within Groups 107,176 107 1,002
Total 113,083 108
BetweenGroups 2,658 1 2,658 4,366 ,039
PO13| Within Groups 65,140 107 ,609
Total 67,798 108
BetweenGroups 3,260 1 3,260 4,233 ,042
PO14| Within Groups 82,410 107 , 770
Total 85,670 108

Accordingto the criteriaof "age"therearesignificantdifferenceson issues;'|
havemoneyand| gotinsuredin a privateinsurancecompany(P0O1),"Sig= 0,001
"l goto theprivatedentist(PO4)",Sig= 0.015,"| do mostof my healthtreatments
atin a privatehealthinstitution (PO5)", Sig = 0.023and"Waiting in privateclinics
is shortandpleasan{PO7)", Sig = 0.022.Dueto thelack of spacein thetable the
ANOVA testresultsare not displayed,but only table for Tukey testfor theissue
PO1 from which you can seethe age of respondentsbetweenwhich there are
differencedn opinionsonthisissue(Table8).

Table 8: Tukeytestfor thequestion'l havemoneyand| gotinsuredin a private

insurancecompany(PO1)"
PO1
TukeyHSD
Age N Subsefor alpha= 0.05
1 2
Over60 4 1,0000
18-30 38 1,5526 1,5526
41-50 18 1,8333 1,8333
3140 32 2,4688
51-60 17 2,5882
Sig. ,379 174
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Meansfor groupsin homogeneousubsetsiredisplayed.

a. UsesHarmonicMeanSanple Size=11,850.

b. Thegroupsizesareunequal The harmonicmeanof the groupsizesis
used.Typel errorlevelsarenotguaranteed.

Accordingto the criteria "employability,unemploymenttherearesignificant
differencesin opinionsonissues"l go to the privatedentist(PO4)", Sig = 0.000,
"I do mostof my healthtreatmentsn a private healthinstitution (PO5)", Sig =
0.000,"I believethat after the expiry of privateinsuranceall partsof the contract
will be honored(PO8)", Sig = 0,013,"I dont have moneyfor a private doctor
(PO10)",Sig = 0.056,and"Patientcarein private hospitalsis betterthanin public
ones(PO11)",Sig= 0.013.

According to the level of educationalthere are significant differencesin
attitudesonissues;'| havemoneyand| gotinsuredin a privateinsurancecompany
(PO1)" Sig = 0,001"l go to a private dentist(PO 4)", Sig = 0.048"l don'thave
moneyfor privatedoctors( PO10),Sig= 0.005.

CONCLUSION

The studyconfirmsthe null hypothesighatresidentsarenot satsfied with the
currentstateof the healthinsurancesystemand believe that further reforms are
necessarykEven49.5%of citizensbelievethat the quality of healthservicess not
satisfactory,27.5% do not have a certainattitude and only 23% believethat the
quality of serviceis satisfactory.Over 86% of interviewedpeoplethinks that the
statehealthinstitutions have someform of corruptionand only 2.7% think that
thereis no corruption,favoritism, and connectionsAs a big problem,more than
77%emphasizesong waiting for servicein statehealthinstitutions.

It hasbeenshownthat there are significant differencesin certainimportant
mattersby all considereccriteria: populationbetweenmale and female, between
the inhabitants of different ages between the employed and unemployed
populationandamongthe populationby level of education.

Theresearclwasconductedn thecity of N i gn.a relativelysmallsample This
samplehasindicatedthat the majority of the populationis for the continuaton of
healthsystem'seforms.We proposeo continuewith theresearchn all relevantcities
in Serbiaon a largersamplewith the adequatestructureof the sampleby genderage,
andlevel of education.This would createconditionsfor a reliable assesmentof the
level of customesatisfactiorwith thequality of healthinsurancen Serbia
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ACTUARIAIASSESSMENOFTECHNICAIRESERVES
IN NONLIFEINSURANCE
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ABSTRACT

The objective of this paper is to describe from actuarial perspectivethe
calculationmethodologyndthe way of placingfundsof technicalreservesn nonlife
insuran@. Reserved insuranceare thereto ensurenormal functioningof insurance
companiesTwobasictypesof reservesare guaranteeandtechnicalfunds

Survivalof insurancecompaniesn a turbulentenvironmenimposeghe need
for placing surplus of resouces. The range of engagingtechnical reservesis
determineddy the gravity of risk and by the profit wewantto make.

Proper and actuarially adequateassessmertf reservess a preconditionfor
ensuringstableand safebusinessactivities of insurersand it will enablethemto
settletheir obligationsto theinsuredin time.

Reservesare usedto cover negativedeviationsof greater damagesfrom
smaller premium payments,and are formed from the excessof collected
premiumsin comparisonto the paid amouns of damageson the basis of
compensatiotn certainyears

Eachinvestmenis moreor lesssubjectto risk.

This paperdealswith theresearchingand proving of the significanceof three
key factors concerningthe guaranteeof i n s u sodvendysechncal reserves
assessmeninvestmenbf resourcesoveredoy the appropriatetechnicalreserves
andensuringthe adequatesolvencymargin.

The result of this researchwas the description and determinationof the
dependencyf financial stability and succesful businessactivities of insurance
companie®ntheactuarially adequateassessmermf insurancereserves..
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INTR ODUCTION

This paperdealswith technicalreservesn nontlife insurancetheir formation
and placement,in the contextof their increasinglybig significancedue to the
consequencesf catastrophidamagesndchangesn thefield of insurancewvhich
havestartedat the beginningof this millennium.

The objectiveof this paperis to, in an actuariallyadequatevay, explainthe
calculationmethodologyandthe way of placingfundsof technicalreservesn non
life insuranceéoy comparingthe regulationsof our countrywith the EU directives.

To be able to perform their basic function of compensation,insurance
companiegnustform fundswhich they will useto ensurethe fulfillment of their
obligationsto policyholders Thesefundsarecalledreserves.

Reserveshich insurancecompanieshave comefrom different sourcesThe
main sourceis the initial safetyfund provided during the establishmenand its
minimum is prescribed by law. During their businessactivities, insurance
companiescharge premiums and form technical reservesout of premiums
calculatedand chargedin sucha way. In additionto forming part of the reserves
out of the collectedpremium,if the insurancecompanyis coveringits costsand
makinga profit, it will directa partof its fund towardstheincreaseof reserves.

Insurancecompaniesconduct businesson the financial market by placing
reservefunds. The investmentprocesshasto be in compliancewith the structure
andmaturitiesof insurancdiabilities.

Insurance companiesare consideredfinancial intermediariesfor several
reasonsThefirst oneis thatthey getresourcedor furtherinvestmentdrom their
clients. Many peopleare using insurancecompaniesasinstitutionsin which they
invest the greatestportion of their savings.The secad reasonwhy insurance
companiesare consideredinancial intermediariess that theseinstitutions place
the investedfunds of their clientsinto a seriesof investmentsvhich bring money.
Theseinstitutions also approve of large commercial mortgageloans and they
investfunds on stock marketsand bond markets.So, they are taking moneyfrom
onesectorandgiving it to another(Piljan etal., pp. 100).

This paperwill showthe actuarialapproachto technicalreservesn norlife
insurance by comparing reailts, advantagesand disadvantagesof different
calculation methodsand by comparingtheir regulationsto the EU directives.
Special attentionwill be paid to the significanceof solvency margin and self
insuredretentionof insurers.

In this paper,we asumedthat actuariallyadequat@assessmergndformation

of thenecessarievel of reservess the preconditionfor insurancecompaniego be
ableto performtheir basicfunction,andthatis compensatiofor damages.

Survival of insurancecompaniesn the conditionsof a turbulentenvironment
imposeghe needfor placingsurplusof resourcesTherangeof investingresources
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of technicalreservess determinedby the gravity of the risk andby the profit you
wantto make.

Defining the right strategyfor investmentand risk managemernis the condition
for ensurindinancialstability andanadequatenanagemertf portfolio investments

THE SIGNIFICANCE OF RESERVESIN INSURANCE

The basicfunction and purposeof insuranceis to protectpolicyholdersvia
compesation. The emergencef insurances relatedto thefundamentap e o p | e 6 s
needto protecttheir lives and propertyfrom variousdangers Whenthe insured
event happens, the insurance companies protect their policyholders via
compensatiorior the occurreddamagein caseof nonlife insuranceor by paying
outtheinsuredamountof moneyin caseof life insuranceFinancialcompensation
from reservefunds ensuresgreatersafety for policyholders(for individuals and
businessentities), hencethe formation of reservess in the function of covering
basicliabilities of insurancecompanies.

Insurancecompaniesof nortlife insurancemaintainthe right level of reserve
funds and in that way ensurethat their liabilities are coveredin every given
moment.Reservefundsrepresenthe capacityinsurersown and the greaterthey
are,the greaterthe ability to takeoverandcovertherisk. Consideringhe fact that
big risks make bigger profit, the interestof insurancecompaniedor taking over
theserisksis growing.

Insurancecompanieshaveto be very careful whentaking over certainrisks
and they have to be ready for events of a larger number of statistically
unpredictable damages,such as mass and catastrophicdamageswhich can
endangettheir businessactivities. Thesedamagesare a characteristioof nortlife
insurancegespeciallyat the beginningof this century.

If companiesvantto covertheir future liabilities to policyholders they need
to carefully and in accordancewith their possibilities take over the risks in
insurancelnsurancecompaniesaveto focustheir businesson predictionsandon
the assessmentf probabilitiesfor the realizationof risks basedon mathematical
and statistical methods,i.e. on scientific bases.Probability theory represents
mahematicalandstatisticalbaseof moderninsuranceandthanksto its application
in insuranceaccidentsareno longerconsideregredestine@ndunpredictablebut
ratherphenomenavhich can be predictedtharks to certainregularities( Ko | ,o v i |
2004 pp.44).

Reservesrefundsin thefunction of future liability paymentsj.e. damageso
policyholders.In insurance,premiumsare usually paid in advance,and policy
period extendsinto the future, and this is the reasonwhy insuranceconmpanies
haveto havecertainreservesso asto ensurethat premiumscollectedin advance
are availablefor the paymentof future damagesReservesensureliquidity of
coverageof currentliabilities, especiallyconcerningnortlife insurancecompanies
which have obvious problemswith adjustingincomesand expensedue to the
unpredictabilityof the sumandtime of damage.
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By usingreservesve ensurea dynamicbalarce becauseéhe processof funds
inflow from insurancepremiumsandthe processof payingoff conmpensationgor
insured eventsin a certain accountingperiod will not be in balance,i.e. total
paymentsy o nb& eéqualto total pay offs. In casesvhentotal paymentsarelarger
thantotal pay offs, reservefundincreasesVice versawhentotal paymentsareless
thantotal pay offs, reservecapacityis reduced.

Reservesirethereto covernegativedeviationsof biggerdamagesrom smaller
premium payments,and are formed from a surplus of collected premiumsin
comparisonto the paid amountsof claims on the basisof feesin certainyears.lIt
ensureglobal andfinancialbalanceof paymentsandpay offs, inflow andplacement
of fundsof certainmaturitiesand purpose Total reservefundsof nortlife insurance
companies are in the function of mathematical expectations concerning
compensationgor the occurredinsured events.That is why it is necessaryfor
insurancecompaniego properlyform and purposefullyand profitably placereserve
funds.Needfor efficient management,e. for investmentf availablereservedies
in unfavorablemovementf damagesn thelastfew years,dueto terroristattacks,
catastrophidloods andfires, season®f hurricanesandtyphoonswhich haveled to
dramaticchangesn the insuranceand reinsurancamarkets.By making addtional
profit, throughinvestingreservefundson the financial market,insurancecompanies
areenabledo reducetheir technicalloss,i.e. to eliminatepotentialinconsistencyof
premiumsandclaims.In thatway, we geta basisfor makinga profit whichc o u | d n 6 t
be ensuredin regular businessoperationsdue to high expensesf carrying out
insuranceandbig claimswhich surpassegremiums

We canconcludethat reservesin regardsto their amount,shouldcorrespondo
the currentvalue of future liabilitiesto policyholders A cautiousinsurancecompany
will form its reservesat the level higherthanthe currentvalue of liabilities, so asto
ensuresafe business,i.e. solvency. This is why a defined minimum amount of
guaranteeeservesor insuranceonpaniess prescribedy thelaw.

Ensuring solvency through reservesis extremely important because,for
premiumspaid in advanceat the beginningof policy period,insurancecompanies
acept the obligation of paying out compensatiorduring the entire period. If it
should happenthat an insurancecompanycannot pay the damagesuncovered
risksin theremainingpolicy periodwould occur.

fi S ol vrepresegthe mostimportantindicator of safety and stability of
insurancecompanieshenceof their attractivenessto potentialpolicyholders.We
cansaythata companyis solventif its asetsarebiggerthanits debts.Solvencyor
paymentability is its ability to meetits currentobligationsin time of their arrival
by usingtheavailablefund(K o | o v i ,ipp.68)0 0 3

Insolvency of insurancecompanieswould create a series of social and
economic problems. Social problems would be reflected in the increase of
unemployment,smaller tax incomesetc., if an insurancecompanywould stop
working. Economic problemswould manifestthrough the withdrawal of large
amount of money from the market, becauseinsurance companiesare big
institutional investors.Unsettledobligationsto policyholderswould be passedn
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to other insurancecompanieswhich would significantly disturb the stability and
developmenbf insurancanarket.

Policyholderscould be put in a badfinancial situationor bankruptcybecause
of the inability of their insurancecompanyto compensatefor the damage,
especiallyif we aretalking aboutbiggerand more catastrophidamagesEvenif
anotherinsurancecompanytakesover the compensatiorobligations,that process
canlastfor years,especiallyin casesof largerinsurancecompaniesThat is why
policyholdersarealsointerestedn their solvency.

We can come to a conclusionthat preventing one insurancec o mpany 6 s
insolvencyis a generalinterest. State, as a regulator of insurancemarket and
throughits legal mechanismshasto force insurancecompaniefo maintaintheir
solvercy atthenecessarievel (Rejdg1997,pp. 66). Oneof the possiblewaysis to
prescribethe minimum level of reservesthat every company has to ensure.
Demandfor maximum protectionfrom insolvency,which is extremelystrict, is
hamperingnsurancecompaniedo placetheir produd¢ which would be acceptable
to policyholdersbecausdat becomesexpensive.That is why the objectiveis to
ensureconditionsin which an insurer can successfullyconductbusinessand in
which dangeirfrom insolvencyis reducedo a minimum.

Reservesare important for maintaining stability of the premium systemin
insurance. If there were no reserves,premium rates and premiums would
constantlyandannuallychange.

Assessmenbf the size of reservesin insuranceand the effectivenessof
investingthoseresenesarevery importantquestiongor insurancecompaniesand
they are set as basic assignmentsfor the actuaral service, i.e. actuaries
(Kol ovipp1)2003

An importantquestionis the amountof reserveghat an insurancecompany
shouldhavein orderto coverits liabilities. The simplestanswemwould bethatthey
should be at the level which can cover additional damagesin relation to the
collectedrisk premium.

Theamount formationtype anduseof reservesiepencbn the gravity of therisk,
type of insurancemarketdevelopmentetc. In caseaninsurancecompanydid ensure
its portfolio without greatrisks, thenit can, accordingto its tariff systemwhich is
basedon long-term statisticalanalysesthe law on big numbersandactuarialscience,
without anyproblemgakeoversucha homogenougortfolio into insurance

If aninsurancecompanyshouldcomeinto a situationto insurea big risk, it
hasto establishin what way the taking of that risk will influence the level of
danger of, until then, homognous portfolio, as well as what the financial
possibilitiesof an insurancecompanyto take over that risk are, concerningthe
amountof reservest owns(Newtonetal.,200Q pp. 88).

In orderto ensurethe protectionof interestsof policyholdersandthird parties,
or timely settlemenbf claims,it is not enoughjust to establishan adequatdevel
of technicalreservesbut alsotheirinvestmenin away thatensureghe fulfillment
of obligationsundertakerin their entiretyandin the presentime aswell asin the
future.In orderto be ableto meetits obligations,the companyis obligedto place
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its fundsin a way that paysattentionto the risk profile andrisk tolerancelimits
(qualitative and quantitative), by using its strategiesand policies for the
managemerof fundsplacementisk (Pillan,Co go | | e,pp.446).2 0 15

TYPES OF RESERVESIN NON-LIFE INSURANCE

Reservesrepresentthe base of stability and safety for every insurance
company. They enablethe performanceof the primary function of insurance
through protecting policyholdersin caseof risk realization, but they are at the
sametime a significant source of funds for investmentactivities of insurers.
Reservesf insurancecompaniegonsistof:

1. Guaranteeeserves;

2. Technicalreserves.

Guamnteereservesrein thefunctionof time risk equalizationin thelong run,
while technicalreservesavethe samerole, butin a shorterperiod, mostly during
oneaccountingperiod.

Guarantegeservesare funds and resourcesf a long-term characterwhich
enableinsurersto carry out currentand presentobligations This reserveis an
indicator of c 0 mp a solyebicyand it coverslong-term financial sources,i.e.
long-term capital. It hasto be owned by eachand every insurancecompany,
becausét is necessanyfor doing businessaisa guarantoffor liability compensation
onthebasisof theinsurancepolicy.

The amountof minimum guarantegeserveis stipulatedby Article no. 124 of
the Law on Insuranceof the Republicof Serbia,soits total amountcanrot be less
than the minimally requiredseedcapital, i.e. guaranteereservemust always be
bigger thanthe calculatedsolvencymargin. Accordingto the Law on Insurance,
solvencymarginof anyinsurancecompanycorrespondso total assetseducedor
intangible assetsprepaymentsand deferredexpenses|oss, liabilities (including
the mathematicakeserveof life insurance)and transferablepositions (unearned
premiumsand provisionalclaims). Solvencymarginis only for the first business
yearcalculatedby applyingpremiumbasis.

Guarantedunds consistof primary and supplementarycapital, reducedfor
deductibleitems.

In insurancecompaniesof nortlife insurance,technical reservesrepresent
shortterm sourcesof funds, consideringthe shortterm charater of the insurance
they comefrom. Balanceof long-term (guarantedunds,fundsof theinitial safety
fund) and shortterm sourceg(technicalreserves)s importantfrom the aspectof
permanensafetyandi n s usolgendy.s
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Figure 1: Structureof technical reservesn insurance

Assessmentof technical reservesis very important for every insurance
company. Legislator usually defines the proceduresof establishingtechnical
reserves so that they represent statistically calculated liabilities insurance
companieshaveto their policyholders.Their estimateis calculatedby actuarial
methodsbasedon the appropriatestatistical data and in accordancewith the
adoptedact of the businesspolicy of the insurancecompany.In the practice of
certain countries, different mathematicaland statistical actuarial methodsand
procedure®f forming technicalreservesareused.

The assessmerttasto be carriedout in actuariallyadequatevay becausat
servesthe purposeof a timely risk settlement.They mustnot be underestimated
becausén thatway netvalueof insurancecompanyis overestimated.

In transition countries, such as ours, there is a problem with estimating
technicalreservegprimarily becausef the lack of appropriatestatisticaldata,large
monetarydiscrepanciesnd actuarialnon-developmentOn the otherhand,in EU
countries they carried out a harmonizationof regulations and methods for
calculatingtechnicalreservesvhich cannotbe alteredfrom yearto year.

UNEARNED PREMIUM CALCULATION METHOD

Unearnedpremiumsare formedin the amountof the part of calculatedtotal
premiumwhich servesfor the coverageof liabilities from the insurancecontract,
which refersto the nextaccountingperiod.

Basis for the calculationof unearnedoremium of nontlife insuranceis the
calculatedyrosspremiumin the currentaccountingperiod.

Some authorsare advocatingthe idea that we should calculate unearned
premiumsby taking technical (risk) premiumsfor their basis. They find the
strongholdfor such attitude in the fact that costs of carrying out insurance
(commissionfor conclusionof insurance)are the biggestat the beginning of
insuranceperiod, so thosecostsare not equally allocatedduring the insurance
period. Likewise, if we calculate unearnedpremium from gross premium,
solvency margin will be reduced becausereservesof unearnedpremiums
(technical reserves)are a deductionitem when calculaing solvency margin
(Zakono osiguranjuArticle no. 120
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Thereare more methodsfor calculatingunearnecremum dependingon the
numberof insurancecontractsn the portfolio, risk allocationin time andsuch,so
wehave( Andr i,Patgeanbpp247):1999,

1. Individual methods;

2. Arbitrary methods;

3. Proportionaimethods.

INDIVIDUAL CALCULATION METHOD

Insurance with an equal allocation of risk in time, wherethe amountof
insurancecoveraged o e scmafgeduring the insurance period, grossunearned
premiumfor eachindividual contractis calculatedn thefollowing way:

BPP=BP*
dOB
BPPT grossunearnegremium,
BP1 grosspremiumchargedor theentireinsuranceperiod,

D i numberof days after the calculaton period until the end of insurance
coverageperiod,

dOB1 total numberof insuredperioddays

Insurance with an unequal allocation of risk in time, wherethe amountof
insurancecoveragechangesn time, taking into considerationcoveragechanges
during the insuranceperiod and the duration of insuranceperiod. This type of
contract most often occursin insurancesof buildings under constructionand
installation, film industry, insuranceof contractualliability of constructionor
installationcontractos andloaninsurance( G u ji @r.|2006 pp.98)
d (2dOB-d+2p,)
—r
dOB +2p dOB

BPP= BP*

Expressioms in the previousformularepresenta shift thatis equalto:
_ dOB * 05p
17 psk-05p
OSpi1 amountof insurancecoverageat the momentwhen the insurance
periodstarted,
OSki amouwnt of insurancecoverageattheendof insuranceperiod

Secondcase,if we canassumehat the amountof insurancecoverageis
decreasindinearly during the insuranceperiod, calculationof grossunearned
premium for each individual contract on insuranceis performedin the
following way:

d *(d+2p2)
dOB +2p2 dOB

BPP= BP
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Wherein:
_ dOB * 08«
05 - 05k

OSpi amountof insurancecoverageatthe momentinsuranceperiodstarted,
OSki amountof insurancecoverageattheendof insuranceperiod.

ARBITRARY CALCULATION METHOD

This method is also called semiannual method for calculating unearned
premiums It is oftenusedin practiceeventhoughit is not technicallyperfect.We
usearbitrarymethodto determinethe rate of unearnegremiumfor a specifictype
of insurancemultiplying it with the basisfor unearnegremiumcalculations.

It is the simplestonebecausét is basedon the assumptiorof equalallocation
of premiumsduringtheyear,i.e. liability expirationfor all policiesis in the middle
of repating period, usually calendaryear. Unearned premiums are usually
calculatedat a ratewhich is 50% of the total calculatedannualpremiumor half of

calculatedannualpremium.This type of unearnedpremiumcalculationis usually
usedin autoliability insurance.

PROPORTIONAL CALCULATION METHOD

In this group we have methodsthat give approximatelythe sameresultsas
individual methoddor calculatingunearnegremiums.

MONTHLY CALCULATION METHOD

This methodis alsocalledthe 1/24" method,andit startsfrom the assumption
thatthe dateof liability expirationfrom the contracton insuranceis in the middle
of the month. It is more reliable than the previous one becauseit takesinto
considerationdifferent inflow of premiumsby months, even during a cettain
month.We calculateunearnegremiumsn thefollowing way:

BPP = Z.’(M ~BP,,

BPPT grossunearnegremium,
Kwm 1 calculationcoefficient.

BPw T grosspremiumchargedin month m for insuranceghat last after the
accountingperiod.

Calculationsarecarriedout on the basisof coefficientsirom thefollowing table:
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Tablel: Calculationdaysaccordingto the 1/24" method

METOD 124 - MIESECNI METOD

J0.06.<t 30.09. =1

god.  mjesec koef. god mjesec koef. god mjesec koef. god  mjesec koef.
P April 1724 Pr Jul 124 Pre Oktobar 1124 Januar 1724
r Maj 324 et Avgust 3r4 tho Novembar 3724 Februar 3P4
e Jun 5R4 ho  Septembar 54 dna Decembar 5724 Mart 5n4
t Jul 24 d Oktobar n4 Januar 04 T April 724
h Avgust 924 na  Novembar o4 T Februar 924 ¢ Maj 924
° Septembar 11724 Decembar 124 ¢ Mart 1124 k Jun 11724
¢ Oxtoder 1324 T Januar Bos K April k77 Jul 1324
A Novembar 15224 ¢ Februar 15724 . Maj 15/24 : Avgust 15124
- Decembar 17724 k Mart 1724 ; Jun 17724 4 Septembar  17/24
Tek  Januar 1924 " Apii 24 Jul 19724 Oktobar  19/24
uéa  Februar am ¢ Maj 21724 Avgust 21/24 Novembar 21124
Mart 23724 y Jun 23/24 Septembar 23724 Decembar 23724

We divide the entire year into 24 periods, and accordingto the insurance
expiration date we calculatewhat part, i.e. how many 1/24s of the premiumis
transferrednto thenextaccountingperiod( Andr i Patrean 6 ppi267).199 9

Total unearnedpremiumis calculatedas the sum of unearnedoremiumsby
policiesin a certainmonth. We would get the sameresultif the calculationsfor
unearnegremiumswould be asfollows:

m
1
BPP =—Z BPi = (2i— 1)
2m

i=1
BPPT grossuneanedpremium,
BPti grosspremiumchargedor monthi for thattypeof insurance,
m1 numberof monthsin theaccountingperiod,

i T numberof monthsafter the end of accountingperiod until the end of
insurancecoverageperiod

Basal on this methodfor the calculationsof unearnedpremium, wherethe
dateof liability expirationfrom theinsurancecontractis primarily in the middle of
the month,we cangettwo derivedvariantsof calculationsdependingon whether
the dateof liability expirationis atthe beginningor atthe endof the month.If it is
at the beginningof the month, we calculateunearnedoremiumin the following
way:

m
1
BPP =—Z BPi = (i— 1)
m
i=1
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BPPT grossunearnegremium,
BPiT grosspremiumchargedor monthi for thattypeof insurance,
m numberof monthsin theaccountingperiod,

i T numberof monthsafter the accountingperiod until the end of insurance
coverageperiod

If the dateof liability expirationfrom the contracton insurances atthe endof
themonth,the calculationis asfollows:

1 . .
BPP =—37, BPi i)

Symbolshavethe samemeaningasin the previoustwo formulas.
DAILY CALCULATION METHOD

This methodis alsocalledthe 1/730thmethodandit is moreaccuratehanthe
previoustwo methods hencethe calculatedamountof the reserveis closerto the
realamount.Theconcepbf unearnegpremiumgells thatpremiumsaretransferred
from oneyearinto another,so number730is actuallythe numberof daysfor two
years.Unearnecpremiumis calculatedaccordingto the dateof premiumpayment.
In that way we get the fraction numerator,so we use the fraction we got to
multiply it with the premiumand we add the resultswe got. Unearnedpremium
calculationsby using the daily methodis performedaccordingto the following
formula

d
1
BPP = E-Zi BPi «(2i — 1))
i=

BPi1 grosspremiumchargedor dayi for thattype of insurance,
di total numberof daysin theaccountingperiod,

i T numberof days after the accountingperiod until the end of insurance
coverageperiod

QUARTILE CALCULATION METHOD

Alongside thesetwo proportionalmethods,we also usea third one, the so-
called 1/8" method.This methodis basedon the quartle calculationof premiums
(Bugmann2000, pp. 14), with an assumptiorthat the middle of the quartileis the
averagebeginningof insuranceandit involveslesswork thanthe 1/24" method.
Calculationof grossunearnegremiumareperformedn thefollowing way:

k
1
HPP'=—Z BPi =(2i—1
2, (2i— 1))
i=
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BPi 1 gross premium chargedfor trimesteri (quartile) for that type of
insurance,

k1 thenumberof quartilesin theaccountingperiod,

i T the numberof quartilesafter the endof accountingperioduntil the end of
insurancecoverageperiod

CLAIMS PROVISION CALCULATIONS

If the conceptof risk implies the possibility of having negativedeviations
from the expectedandplanned thanthe conceptof damagdampliestherealization
of thosenegativedeviations.

The purposeof insuranceis that an insurer,basedon concludedcontracton
insuranceandpremiumpaid by a policyholder,is obligedto payfor the damag€in
form of compensationif the risk shouldhappenij.e. if the insuredeventhappen.
Therefore,aninsurerhasto haveenoughfundsto meettheir liabilities, but also to
form appropriateeservationgor claims both for thosewhich happene@andwere
reportedandfor thosewhich happenedndw e r aapditédn thecurrentperiod.

Fromthe actuarialaspectdivision of total damages$s extremelyimportant:
1 liguidatedclaims,
9 provisionalclaims.

Liquidateddamagesarethosefor which thereis no basisfor further payment
on groundsof i n s u labilitydand as such they d o ngd into reservesfor
reporteddamagesProvisionalclaimsareformedat the expensef expense# the
form of unsettlediabilities of the companyon the basisof unsettlecclaimsandas:

1 incurredandreportedclaims,

1 incuredandnotrepotedclaims(Daykanetal.,1993 pp.292)

For every insurancecompanyand actuarialanalysisit is very importantto
noticethetime differencefrom the momentthe damageoccurreduntil the moment
damagewasliquidated,i.e. definingtheyearin which thedamageoccurredandthe
year in which the damagewas liquidated. For all otherincurred,and unsettled
claims (reportedand unreportedl, we carry out reservationof claims (Institute od
Actuaries,1991pp. 4).

Often in practice do we come acrossa mismatd betweenthe year of
occurrenceand the year of claim liquidation, and this is why we make a
reservationfor, until the accountingday, incurred and unsettledclaims. When
assessingamagesit is necessaryo distinguishbetweerthreekey factors:

i theyearof damageoccurrencemarkedby x,

i theendof accountingperiod,i.e.timet,

1 theperiodof damagelevelopmentl

Developmentatumulativestreamof total damage®ccurredin yearx canbe
graphicallypresented.
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Figure 2: Representationf liquidatedandreserveddamagesvhichoccurredin
yearx

As the chartshows,in theinterval x (x, t) we showedall liquidateddamages
occurredin yearx until someaccountingperiodt, in the periodof developmend,
sowe get:

L(x,t) = L(t-d,t)

L (x, t) T totd sumof liquidateddamagesn timet,
x T theyearof damageoccurrence,
t1 theendof accountingperiod.
Reservedlamagespccurredn yearx, arepresentedn theright shadedart of
thechartin theinterval(t, t + d) andaremarkedwith:
R(t,t+d)

R (t,t + d) 1 totalreservatiorfor damage®ccurredn yearx,
t1 theendof accountingperiod,
di theendof damagadevelopment.

Hence total damage®ccurredin yearx correspondo the sumof liquidated
damage®ccurredin yearx andreservationgor damagesn thatyear:

Z(t) = L(x,t) + R(t,t+d)
RESERVATION OF INCURRED AND REPORTED CLAIMS

Thesereservationaredeterminedor thefollowing categories:

1 regular damageswithout non-material part, i.e. compensationgor the
accidents,which occurredand were reportedin the current accounting
period, and were not rejectedor liquidatedin that period. Thesedamages,
after separatingthem from damageswith large individual amounts,are
reservedaccordingo thelump-sumpaymentiarbitrary)methal.

1 Separatd largedamagesrereservedy individual assessments.
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There are more methods of assessmerdnd reservingfor incurred reported
damagesndthoseare:
1. Individual assessment;

2. Arbitrary assessment.
RESERVATION OF INCURRED AND UNREPORTED CLAIMS

It is usualin insurancethat somedamageswvhich occurin one year for
variousreasonendup not reportedandpaid out in the yearof occurrencebut
ratherin somelater periodwhich canbelongerthan10 years.This is why for
incurred,and until the end of next acmunting period, not reportedclaims we
makea reservatiorof moneyamountsthe so-calledreservatiorof damagedgor
incurredand not reportedclaims (IBNR) (Bornhuetter,Ferguson,197,2pp. 3-
9)

Actuarialmethoddor calculatingthesereservediavebeenin developmentor
the lastthreedecadegClarkeet al.,1975,pp. 1-5). Thereare severalmethodsfor
calculatingreservationgor thesedamagesndthoseare:

1 CHAIN LADDER method,;

1 Methodof theexpectedjuotaof damagej.e.fit BERmet hod 0 ;
1 Arbitrary assessmeninethod.

fi Ch ali and d mathod monitors the progressof the developmentof
damage,so it is necessaryto considertime differencesfrom the moment
damageccurredandthefollowing yearswhenthosedamagesverepaid.

Calculationproceduresaccordirg to this methodare performedin sucha
way that we first form tablesbasedon the datafrom the book of claims. We
takedataaboutclaimspaidin thelast5 to 10 years.

In the triangle of damageswe haveinformationabout:the yearin which
the damageoccurred(period of damageoccurrencendthe yearin which the
paymentwas carried out (period of development).Such a display of the
movementsof damagesand their paymentsenablesa horizontal analysisby
yearsof damageoccurrenceandvertical analyss by yearsof developmentWe
monitormovement®f damagedy yearsin which theyoccur(tablerows),and
trendsof paymentdy yearsof damagedevelopmenftablecolumns).

Method of the expectedquota of damagesi assessmerdf the amountsof
reserveddarmages for the incurred and not reported claims accordingto this
method is performed and calculatedbasedon threeyear old accountingand
statistical data on settled and reserved(incurred and reported,but not settled)
claims. Thesedata are taken from the books of liquidated and reservedclaims
which, besidethe dataon the amountof claims,haveto havedataon therequested
dateof occurrenceanddateof reportingthe damage.

Amount of reservedclaims for the incurredand until the end of accounting
peliod notreportedclaimsis calculatedoy multiplying the sumof all settledclaims
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in seltinsured retention during the current businessyear and on the day of
calculating reserved (incurred reported and unsettled) claims in selfinsured
retention,not including annuity claims, with the coefficientfor the calculationof
incurredandnot reportedclaims.

Arbitrary method 1 reservationfor incurred and not reported claims is
presentedsa productof the expectechumberof subsequentlyeportedclaimsand
the expectedaverageamountof thoseclaims.

CALCULATION OF RESERVESFOR RISK EQUALIZATION

Reservedor risk equalizationj.e. reservedor changesf claimsare formed
on the basis of standarddeviationsof annualvalid technical results from the
averagevalid technicalresultin the observedperiod, for every type of nontlife
insurancewhich an insurancecompanydealswith in the observedperiod. They
serveto mitigateor eliminateconsequencesf claimsfluctuations.

RESERVESFOR RISK EQUALIZATION IN SERBIA

In Serbia,the calculationof thesereservess carriedout on the basisof the
Decisionon detailedcriteria and mannerof calculatingrisk equalizationreserves
adoptedby the Governorof the NationalBankof Serbia.

The basis for calculating risk equalization reservesconsistsof technical
premiumin self-insuredretentiongeneratedn the currentyear and the standard
deviationof annualvalid technicalresultsfrom the averagevalid technicalresult.

Insurancecompanyis obliged to form reservesfor risk equalizationif the
following conditionsarefulfilled:
1. if thestandarddeviationis atleast0.050r

2. if theannualvalid technicalresultin thatperiodfor j type of insurancevas
at leastonetime biggerthan 1. This resultis a quotientof valid claimsin
selfinsured retention and valid technical premium in selfinsured
retention.

An averagevalid technical result and standarddeviation are obtained by
applyingthefollowing formulas:

Forthearithmeticmean: i=1

[

1 ¢ R
CURE Pet-l
For standardieviation: n=>1il
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Wherein:
j 1 typeofinsurancdj=1,2,3,é n),
ni theobservederiod(i = 1, 2, 3, € n), whichincludesthe currentyear,

Xj T theaveragevalid technicalresultin j type of insurancen the observed
period,

Xij T theannualvalid technicalresultin j type of insurancen yeari,
s (xij)j T standarddeviationbasedonthesample.

The upperlimit of risk equalizatiorreservej.e. claim fluctuationis obtainedby
multiplying theamountof technicalpremiumin selfinsuredretentionfrom the current
periodwith themultiple of standardieviationwhich depend®nthetypeof insurance

Insurancecompanyis obligedto increaseisk equalizatiorreservesn theamount
of 3.5%of the calculatedupperlimit, until it reacheghatlimit. Insurancecompanyis
obligedto increasereservesf the annualvalid technicalresultin the currentyearis
less than the averagetechnicalresult and vice versa,it will reducereservesf the
annualvalid technicalresultin the currentyearis greatethanaverage

If the difference betweenthe averagevalid technicalresult and the annual
valid technicalresultis greaterthan0.07 thanwe increasaeservesy multiplying
technicalpremiumin selfinsuredretentionby 0.07.

If neitherof thesetwo conditionsfor forming risk equalizationreservesis
fulfilled, insurancecompanyreduceghesereservesdy 1/5 attheendof everyyear
in the following five years,including the year in which they establishedthat
conditionsw e r dulfiléed.

RISK EQUALIZATION RESERVESIN THE REGION

This calculationof reservesvhich is appliedin the countriesfrom our region
(Croatia, Bosnia and Herzegovina)is different from the calculationsin the
Republic of Serbia. Namely, insurance company will form its equalization
reservesi.e. changesof claimsin thosetypesof insurancesn which the changes
emphasizedandwhen:

1. quotaof damagg K &M G/ Mwhgni=1 , éigatleastoneabovel0O0.

2. standarddeviationfor the observederiodis atleast5.

Quotaof damageds the quotientof the valid claim, net from reinsuranceand
valid premium,netfrom reinsurancenultiplied by 100.

Unlike calculationsaccordingto the Decisionof the NationalBank of Serbia,
valid claimsandvalid premiumareequal

MG=L G5 ROR-T O G-P/R G-PRB+/-POOR-PKOR
Wherein:
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MGi valid damagenetfrom reinsurancén the observederiod,

L G liquidateddamages$n the observegeriod,

G R shareof reinsurersn damages,

ORT1 achievedcollectedregress

T R OiGexpensesf evaluationsandprocessingf claims

P RG charges of claims reserves,(incurred reported and incurred not
reported)

P R GiRhange®f claimsreservesshareof reinsurance,

PRB1 change®f bonusreserves,

POORI change®f otherinsurancetechnicalreserves,

PKOR:- revenuedrom interestratesobtainal oninsurancetechnicalreserves.

MP = OBP-PRE+/-PPP+:PPPR

Wherein:

MP 1 valid premiumnetfrom reinsurance,

OBPI calculatedgrosspremium,

PRET premiumcededo reinsurance,

PPPi change®f grossreserve®f unearnegremiums,

PPPRi change®f uneanedpremiumreservesshareof reinsurance.

INFLUENCE OF RESERVEAMOUNT ON/! N S U R ESEDFS
INSURED RETENTION

Reserveservethe purposeof time risk equalizationandthe greaterthey are
the greaterthe ability of insurersto take over large risks. Aside from time
equalizationthere is an equalization,i.e. atomizationof risk in spacewhich is
obtainedby the furthercedirg of risk into reinsurancé Gu | e j, ppl142L 9 9 7

With the use of reinsurancewe eliminate or at leastreducethe dangerof
oversizedoadsanddischargingof fundsin caseof gravedamages.

By a reasonableand on economic grounds basedallocation of risk into
reinsurancewe get suchan effect that the risk, evenin caseof big damagesis
coveredby insurancdunds,i.e. reinsurance.

Eachindividual risk, which is takenundertheinsurancecoveragehasto bein
compliancewith the amountof available reservefunds, i.e. i n s 8 capacity
( Gar k2006 dp., 497). In order to determinerelation between personal
coverageandcoveragesnabledbyi n s u funelg,whentakingovertherisk, from
the entirerisk taken,we determinea partof thatrisk which the insurancecompany
retainsfor itself (seltinsuredretention)and a part of the risk which is given to
reinsurance.

Basic criteria of the allocation of risk into self-insuredretentionand a part
which is beingreinsuredcomefrom the requestdor solvencyandliquidity. In the
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aim of maximizing the reductionof risk andestablishinginancial stability in their
businessctivities, it is very importantfor everyinsurerto properlydetermineself-
insured retention for eachtype of insurance.If it is determinedas too low,
i n s u capital ansl their availablefunds are not rationally usedbecausehere
comesto an unnecessaryputflow of surplusfunds in favor of reinsurer.If self
insuredretentionis too high, insurerrunstherisk which in extremecasesanlead
to bankruptcy.

The effea of reinsurancestartsonly if the value of insuredinterestor the
insuredamountregardingthe risk that the insurertook into insurance surpasses
I n s u mregentions Wrongly assessedselfinsured retention will mean that
reinsurancerovidesinsurerwith too muchor too little safety( Ma r @Gwij k,ovi | ,
200Q pp.121).

Amount of selfinsured retentionis adjustedevery year. Decision on the
amountof selfinsuredretentionis madeby thec o mp atopymarsagementOn
the basis of that decision, we can determinethe attitude of top management
towardsrisk, hencewe canhavea conservativananagemenwhich is lesskeenon
takingovernewrisk, anddaringmanagemenwhich prefersrisk.

DETERMINING SELF-INSURED RETENTION WITH THE USE OF
K BURRA WMEB-HOD

Accordingto K. Burrau( K o | d@wil i{8Q02pph.183),seltinsuredretention
canbe calculatedbasedon thefollowing:
M=2K 2P
Wherein:
M T maximumselfinsuredretention,
KT coefficientof financial stability or hazardratio,
Pi total netpremiumfor all typesof insurancdaken,
CoefficientK canbedeterminedn variousways,andoneof themis:
1-¢
N
\ ng
Wherein:

g i unprofitability, i.t. lossability of the insuredsumandit is expresse@dsa
ratio of feesandtheinsuredsum,

ni thenumberof insuredobjects
We shouldemphasizéahat this type of self-insuredretentioncalculationson

the basis of technical premiumd o e stakéinto considerationthe amount of
reservesndcapitalownedby onecompany.

This calculationmethodcannotbe appliedto quotashareinsurancebecauset
givesabsoluteamountsof self-insuredretention,andnot percentages quotas.
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For a properselfinsuredretentiondeterminationjt is very importantto take
into considerationrisk fluctuation.In thatway, the biggestself-insuredretentionis
appliedto thefirst, andthe smallesto thethird out of thefollowing threegroups:

1. risksin which we canexpectsmallrisk fluctuation,

2. risksin whichwe canexpectmediumrisk fluctuation,
3. risksin whichwe canexpectbig risk fluctuation.

Certainexperiental methodsareusedin practice.Forexample whenportfolio
is just being developedand we d o niave statistical data, accordingto the
experiential norm, maximum selfinsured retention of a part or of the entire
portfolio s h o u Iswtpas3?0 i 30% of the plannedtechnicalpremiumfor that
type of insurance An obviousflaw of theseexperientialnormsis that they have
nothingto do with the reserve(capital) which the insurancecompanyputsat stake
becauseof the risk it took. Therefore,they are introducing an additionalrequest
thatthelargestinsuredamountof a certaintype of insuranceandwhich theinsurer
keepsin selfinsured retention, has to be smaller than a certain part of total
guaranteeeservgccal/s).

Based on the abovementionedmethods, actuarial service determines
maximumselfinsuredretentionswhich shall be appliedin the following period,
which is not shorter than one year. Reinsurancepolicy is determinedat the
beginningof every businessyear, and its realizationis assessedt leastoncea
year, with the adoptionof annualaccount.Properdeterminationof selfinsured
retention defines economic position and stability of the businessactivities of
insurancecompanies.

Guaranteeof i n s u solvandyis achievedby meetingthe criteria on the
solvency margin and guaranteefund, but also by proper selfinsured retention
determination Amount of selfinsuredretentiondefinesthe amountof personal
availableresourcesvhich aninsurerwill bein disposeof, aswell asthe possibilty
of investingthoseresourceslnvestingavailableresourcesf insurersis also an
importantsegmenof ensuringi n s u soleendy.k is achievedby abidingto the
regulationsoninvestingreserveasdefinedby the EU directives.

CONCLUSION

In conemporaryconditions,insurancecompanieshave a big social and
economic significance. It is manifestedthrough the performanceof two
functions.The primaryinsurancdunctionis carriedout throughthe protection
of policyholders in case of risk realizaton, and the secondarythrough
investmentctivity on thefinancial market.

In orderto conducttheir primary risk function, insurancecompanieshave
to accumulateenoughfunds in form of reservesto be able to settle their
obligations.Becausat is necesary thatreservefundsarebig enoughto cover
future liabilities of insurance companies,it is important to assessthem
correctly. The significance and problematicsof an adequateformation of
reservesjn the contextof preventinginsured $nsolvency,hasrecentlybeen
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highly emphasizedecauseof the lack of reservesin insurance.That is a
consequenceof large and catastrophicdamageswhich have significantly
shakertheinsurers.

In the businesf insurancecompaniesof nortlife insurancethe proces of
the inflow of fundsfrom the paymentsof insurancepremiumsand the processof
paying off compensatiorfor the insuredevents,in a certain accountingperiod
w 0 nh®in balance becausdotal paymentsy o n k& équalto total pay offs. We
needreservas to ensuredynamicbalanceandamortizationof in thatway occurred
deviations.In caseswhen total paymentsare bigger than total pay offs, reserve
fund increasesAnd vice versa,whentotal paymentsare lessthantotal pay offs,
reservefind is reduced.Consideringthe significancereserveshave in ensuring
solvencyandsafetyof i n s u businesstbereis a stronginterestof the statefor
regulatingtheir managementin this paper,we pointedout to the significanceof
reservesas a form of compensabn for neutralizingdeviationsfrom predictions
basedn mathematicahndstatisticaimethods.

Thereare more typesof reservesandthe basicdivision is on guaranteeand
technicalreserveswhich canbe further divided accordingto thec o mp afielg 6 s
of expertise.Guaranteereserverepresentsa guaranteefor the compensatiorof
takenlabilities on the basisof insurancelt coverslong-termfinancial sourcesand
it is an indicator of insurancec o0 mp a solvensy@rhe structureof insurance
c 0 mp a guarante@eserverepresentghe following sourcesthe initial safety
fund, reservesestablishedy the regulationsof the companyand profit reserves,
retainedearningsand revaluationreserves.The minimum amountof guarantee
reserveis prescribedoy the Law, becausen thatway it is ensuredhatinsurance
companies can always regulate liabilities from their business operations.
Prescribingminimum guaranteereserveis very important for determiningthe
solvencymargin and solvencycontrol which, in the EU, is determinedbasedon
the capital. On the otherhand,technicalreservesepresentashequivalentfor the
controlled liabilities of insurers. Thesefunds occur by a separationfrom the
currenttechnicalpremiumand their purposeis primarily to sette the obligations
from insurance.Calculationof technicalreservesis performedwith the use of
actuarialmethodsbasedon the appropriatestatisticaldatain compliancewith the
adoptedactof businesgolicy andregulationsprescribedy aregulatoryauthority.

In this paper,basedon mathematicahndstatisticallaws andrulesof actuarial
occupationwe researchedndexplaineddifferent methodsof calculatingtechnical
reservedn nortlife insurancepy underlyingadvantagesnd disadvantages)eed
and significanceof certaincalculations Determinationof amount,way of forming
anduseof thesereservesiepend®n the structureof insuranceportfolio, gravity of
therisk taken,type of insuranceand developmentalevel of the market.The state
definesthe proceduredor establishingtechnicalreservesso that they represent
statistically measurediabilities of insurersto policyholders. Their assessment
must be performed in an actuarially adequateway and they must not be
underestimatedpecausdn that way we overestimatenet value of the insurance
company.
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We explaineda phenomenonof unearnedpremium consideringthat risk
coverageby insurancecontractsdoesnot coincidewith thefinancialyear,whichis
why the total harvestedoremiumscannotbe consideredearnedpremiumin the
yearin question.Unearnedpremiumsrepresenincomefor future periodsandas
such servethe coverageof risk in the yearsto come. For the current period it
representsn expensepr positioningat the end of the accountingperiod. Today,
there are many sophisticatedmethodsfor determiningthe amountof unearned
premiums,andthe subjectof our studywas: pro ratatemporismethod,lump-sum
methodandthe proportionalmethod.

Furtheron, we definedreservesor damageswvhich are estimatedliabilities
that the insurancecompanyis obligedto pay underthoseinsurancecontractsin
which the insuredeventoccurredbeforethe end of the accountingperiod. They
can be defined as the sum of the estimatedincurred claims, i.e. the sum of all
expectedamountsof unsettledliabilities of insurersin the currentor in previous
years, assumingthat theseobligationswill not be regulatedby the end of the
currentaccountingperiod.Lossreservesncludereservedor claimsrelatingto the
currentyear and the reservefor damagescarried forward from previousyears,
which are chargedto the currentyear. Reservedor the currentyear are divided
into reservedor incurredreportedbut not settledclaimsandreservedor incurred
but notreportedclaims.

Reservingassumea certainuncertaintydue to possibledevelopmentsn the
future. Therefore,differencesbetweenthe actual final liabilities and previously
establishedreservationsare always possible.In order to get a more accurate
reseving the paperpresented wide rangeof mathematicahndstatisticalactuarial
calculationmethodswhichis a preconditionfor properassessmerand creationof
thesereserveslin determiningreservationgor incurredandreportedbut not paid
claimsthere is a possibility that reservesare estimatedn eachcaseasthe sumof
individually estimateddamagesfor each not liquidated damageor to form
reservationsvith the useof the lump-summethodasa productof a numberof not
liquidatedclaimswith anaverageamountof claimsfor thattypeof insurance.

A specialemphasisvasput on the methodologyfor calculatingrisk equalization
reserveswherewe useda comparativemethodto point out to the differencesin
calculatingthesereservesn Serbiaandin the countriesrom theregion.This kind of
multidimensionalmethodologicabpproachenabledcomparisorof results,but also
the noticing of advantagesind disadvantagesf different calculationmethodsand
comparisorof regulationsof their calculationdgn Serbiawith the countriesfrom the
regionandthe EU directives.Specialattentionwas paid to the influenceof reserve
amountoni n s uselBinsuesretentionandsolvency
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ASYMMETRIGNFORMATIONNFLUENCEN
EFFICIENCOFCAPITALMARKET

JelenaMinovic!®

ABSTRACT

The paper research issuesrelated to asymmetricinformation on capital
markets.It is realistic to assumehat all marketparticipantsdo not haveavailable
all the information. The Serbian capital market is characterized by high
informational asymmetnbetweeninvestors.Therefore,it is necessarto consider
asymmetricinformation on the capital market, and estimateits impact on the
expectedisseteturns.Thus,in this paperwedescribedssuegelatedto asymnetric
information on the Serbiancapital market.Public reportingin Serbiad o e davé t
any seriousrules, and insider information is widely used. It was happenedthat
people respond on rumours with large investments.The paper presentsthe
probability of informedtrading (PIT measure)whichwould be a usefulindicator of
liquidity for emergingandfrontier markets.Thereforethe maingoal of this paperis
to examinegmpactof asymmetriganformationon efficiencyof capital markets More
precisely,it considers market equilibrium with investorswho have asymmetrical
information. For this reason, the paper presentsempirical model in order to
examinethe impact of asymmetricinformation on the assetspricing. Generally,
capital marketsare not perfect.In particular, emergingandfrontier marketsare not
perfect, specifically (for examplethe Serbiancapital market). However,there is
information asymmetrythrough which borrowers (securitiesissuers)know more
abouttherisksthanthelendersto (securities purchasers)Thus,marketparticipants
may be reluctant to trade with theseassetswhosecharacteristicsand behaviour
under varying economicconditionsare not well known. The paper presentsall
advantagesinddisadvantagesf studiedmodels
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INTRODUCTION

The mechanisnof establishingthe price balancedoesnot function fully in
practiceon thefinancial markets.Thisis dueto manymarketimperfectionswhich
do not permit the establishmentof complete market equilibrium accordingto
traditionalmodels.Oneof thereasonss certainlythe heterogeneityf theinvestor
expectationsn termsof risk and return. Therefore Andrikopoulos(2007) argues
that the classical models of finance (the model of rational expectationsand
efficient marketsmodel)shouldbe seenonly asa roughapproximationof how the
marketsreally behave,and certainly it is necesary to significantly revise and
expandthem. Models of behaviouraffinanceinclude factorsof investorattitudes,
psychologicalfactors, factors of agenciesand institutions as well as the risk
factors. Haugen (2002) and Andrikopoulos (2007) argue that these models
representa challengeto conventionalmodelsof financein termsof explanatory
andpredictivepower.In recentyearsmoreandmorestudiesprovethatthe existing
standardmodels, cannoteffectively explain the expectedreturrs of the modern
captal markets(seeMi n o 20iL2).So,thereis a needfor theintroductionof new
modelsin finance.However,traditionalmodelsof classicfinancecanneverbe out
of datebecausehey representan ideal market. The developmenbf behavioural
financeandtheir applicationin practiceshouldmove a real marketcloserto the
ideal of semistrongmarketefficiency (Andrikopoulos,2007).Creatingandsetting
up new multifactor modelsare a necessityand a challenge,to get closerto the
problemof describingthe balanceof underdevelopeanarkets(suchas Serbian).
Thesemodelsprovide a far betterexplanationof returnthan standardnodels.An
examplefor this claimis works of thefollowing authors(Mino v i I, GOk o v i i,
Mi l unovich, Mi no@ii V k @02N4,;nMiviid v, iGli vkovil,K6 2

Akerlof (1970)believesthatif the informationis sufficiently asymmetricthe
marketcan completelydisappearSpecially,in the Serbianmarket,beinga small
frontier market,the informationasymmetryis highly represented?eportingto the
public in Serbiahasno seriousrules, but it all comesdown to the massuse of
insider information. G o ¢,kGii Iv k (2007) tonsiderthat the stateregulationis
the basic form of the elimination of information asymmetry.State regulation,
through the increaseof information available to investors,reducesthe risk of
adverseselectionwhich is necessaryfor the efficient functioning of the public
securitiesmarket. Go ¢ k@i v, k ¢2007)iargue that the risk of information
asymmetrycannotbe completelyeliminated.On the onehand,only the datais not
of sufficientbenefitto investorswho arenot ableto interpretthemcompletely.On
the otherhand,therewill alwaysbe managersvho will wantto improvetheimage
of their companyby meansof false or incompleteinformation( Mi n ®@1B)I |,
Thereis a hugegapbetweerthe real marketsand modelsthat describethem,both
in termsof predictionsandtheassumptiongHowever,in recenttimes,emergedso
calledbasedagentmodel,groundedn theideathatthe marketcanbe describedas
complexsystemscomprisingan interactionof rational and heterogeneouagents
(Anufriev, 2005).
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This paperexamineghe modelsin which agentsmay havedifferentlevelsof
information relatedto the pricesof assetsaandthe parametershat determinetheir
dynamics. Fernando (2003), presentedlike wisely this issue, presenting a
theoreticaframeworkwherebyinvestorshaveasymmetridradingmotives In fact,
it is reasonabldéo assumethat to all market participantsare not availableall the
information or they are unsure about the value of some economic variables.
Anotherproblemis whentherearea numberof agentsn the economy oftenthey
will not agreeon the value of the parameterand price. For example,one person
maythink thatstockpricesareovervaluedwhile the otherpersorthinkstheyarefair
prices.Alternatively, a personmay considerthatthe economyis growing, while the
otherpersonmight think thatit is in the stageof decline.For this reasonwe present
somemodelsthat allow flexibility in the quantity and quality of information given
by agent.Suchmodelsare called modelswith incomplete imperfect partial, or (in
the ca® of severalagents)asymmetricinformation( Cv i tZapatérd2004).The
main objectiveof this paperis to examinehow asymmetricnformation affectsthe
balanceof the financial markets.For this purposeit will be presentedheoretically
the empirical model of Easley, Hvidkjaer,O'Hara (2002). However, it should be
notedthat this model cannotbe empirically testedat the frontier marketof Serbia
due to lack of data. Easley et al. (2002) empirically examine the impact of
asymmetridnformationonthe valuationof assetsMore specifically,this paperaims
to considetthefundamentafjuestionthe existenceof equilibriumin the marketwith
investorswho haveasymmetrianformation

The work consists of seven chapters, including the introduction and
conclusion.The secondchapterprovidesthe literaturereview. The third chapter
presentghe traditionaltheory of marketefficiency. The fourth implies the degree
of informationasymmetrybetweeninvestorson the value of individual actionsor
probability of informed trading. The fifth describesthe impact of asymmetric
informationon the expectedeturnsthroughthe different empiricalexperiencesf
individual authors.The sixth chapterrelatesto the advantagesnd disadvantages
of thosemodels.Theseventichaptergivesa conclusion.

LITERATURE REVIEW

Oppositeto the classicalFama(1970) theory of marketefficiency, thereis a
theory of behaviouralfinance (Haugen, 2002). Hirshleifer (2001) arguesthat
behaviourafinanceoffer alternativeexplanationdor the key issueof why prices
divergefrom their fundamental/alues.His key argumenis basedn the claimthat
humanbehaviourand perceptionare two essentiaklementsof financial decision
making. Andrikopoulos(2007) considergthat this view led to the searchfor new
models and ideas that can explain and predict market behaviour of various
psychological prejudices. According to this theory, the market does not pay
attentionto fundamentalsln an extremecase the marketin the shorttermisin a
state of completeand unpredictablechaos.Then the models basedon rational
economicbehaviourbecomeinvalid, while modelsbasedon behaviour(the so-
calledbehaviouraimodels)are beginningto dominate.Thesemodelsfocuson the
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biasin behavioureactionto therealeconomiceventsIn anextremeinterpretation
of this theory,the marketdoesnot respondo the actualeconomicevents but only

to their own changesO'Hara(2003)is a modelfor the valuationof assetdasedn

asymmetricinformation and claims that current theoriesof valuation of as®ts

ignorethe existenceof informationasymmetryin the market.It showsthat assets
which are valued on the basisof private information require greaterequilibrium

returrs. In contrast,the assetsbeing valued on the basis of publicly available
informaton requires a lower equilibrium returns (O'Hara, 2003). Easley,
Hvidkjaer, O'Hara(2002)provethatinformationaffectsthe price of the asset.

Neverthelessyery extensivetheoreticalliteratureis devotedto price changes
causedby the presenceof informed and uninformed tradersin the market (i.e.
informationasymmetry) Thosesourceslescribemodelsthat examinethe behaviour
of market makers when some retailers are better informed than the other
( T e o d 020@8B) Sidnificant contribution in this part of the literature gave
Glosten,Milgrom (1985) presentinghe modelof sequentiatrading,andMadhavan
etal.1997).Ha s b r 1991 )agpreacthis alsobasedn the theoryof asymmetric
informatian. Wang (1994) examinesinvestorswho are heterogeneous terms of
theirinvestmenbpportunitiesandaccesgo information. The balancein competitive
marketswith agentsvho haveasymmetridnformationanalysedrl r i f u(2008Y.i |
Tr i f u(@008yusedthe conceptof rational expectationsquilibriumto describe
some of the additional role of equilibrium price unlike Walrasian equilibrium,
wherebyequilibriumpriceis only anindicatorof relativedeprivation

A majorcontributionin thefield of theandysis of the existenceof equilibriumin
the marketwith investorspossessinfpeterogeneousxpectationandasymmetric
information gave the following authors: (Lintner,1969;Williams,1977;
Wang,1994; Detemple, Murthy, 1994; Grossman, Zhou, 1996; DeMarzo,
Skiadas, 1998; Basak, 2005; Garcia, Ur o gl] €2006) and many others.
Otherwise,the literature on financial marketsbasedagentscan be divided into
two groups,wherethe first group containsmodelsthat canbe empirically tested
andthoseare the so-called analytical models,while the secondgroup includes
numerical models designedfor computer simulation. The great input to the
literature with analytical models provided the following authors:
(Easley,O'Hara,1987,199Fasleyet al. 2002; O'Hara,2003L.ux,1998; DelLong
etal., 1990;)andothers. Au t h eantéibaitionsof: (Levy etal, 2000;LeBaronet
al., 1999 belongto the literature that dealswith the numerical models. The
microscopicsimulationsof differentmodelspresentedn Samanidotetal.,(2006)
clearly explainthatthe dynamicsof financial marketsis similar to the dynamics
of any other systemwith many interactingagents.Samanidouett al. (2006)
agreethat the financial marketsshould be viewed as a complex multi-agent
system.Equilibrium modds with heterogeneousgentspossessingasymmetric
information (modelsby Levy et al., 2000),resolvedby the methodof numerical
simulationaredescribedn D r a ¢likebal, {2014).

Garcia, Ur o § €2006) studied a class of equilibrium with rational
expectationsand noisy rational expectationdn marketswith a large number of
agents.Specifically, Garcia,U r o g €00b)Iintroduceda new conceptof noisy
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rational expectations (liquidity dealers, shocks), necessaryand sufficient for
returrs in the major economieswhere prices are partially uncovered and
information are perfectly aggregatedtrading behaviouris competitive,or agents
actingaspricetakers.Their ideaof noisyrationalexpectationfrasshownthatit is
necessaryand sufficient to have a limited economywith perfectly competitive
behaviour. These authorssuggestthat as long as the noise increaseswith the
numberof agentsin the economy,competitive equilibrium is well definedand
leadsto nontrivial informationacquisition,perfectaggregatiorof informationand
fragmentaryrevealingprices.In this equilibrium, risk sharingandprice revelation
play a different role in relation to the standardecoromy, in which the noisy
rational expectationsre not negligible. The key differencebetweerthe two types
of balancelies in the role of informed agents,in particularin their capacity of
sharing with a group of uninformed agents. In diversity of noisy rational
expectationsnodelthe size of informed populationis negligible,and uninformed
investorsaremarginalin termsof sharingrisk. On the otherhand,informedagents
are marginal in relation to the information they have on prices. In this way
asymmdric information plays a nontrivial role in determiningthe equilibrium
price(Garcial r o ¢ €006).

EFFICIENT MARKET

In traditional theory of financethereis efficient marketassumedby Fama
(1970).0n suchmarket,thereis no spacefor activeinvestmentstrategy,because
thereare no overpricedor underpriced stocks.This theory statethat modelsare
basedon rationalbehaviourof investors which makea goodestimationof market
prices.In this caseall price volatilities arecausedy pastevents{ Mi n ®@@18).[ ,
Fama(1970)formulatedEfficient MarketHypothesigEMH) asfollows:

1 Only pricesanddatafrom the pastdetermindn total currentmarketprices.
Current prices are memoryfree and they are independentand equally
distributedamongsecuritiegweakform).

1 All informationavailablein public determinegn total currentmarketprices
(semistrongform).

1 All information,including insiderinformation, determinesurrentmarket
prices(strongform) (Hoguet,2005).

Accordingto Fama's(1970) theory, marketis consideredefficient according
to given set of information if thereis no ability to make abnormalprofit with
trading basedon this information. Thus,i t ifEssibleto make abnormalprofit
with trading basedon publicly available information. Fama (1970) provides
mathematicamodelas

E(paA) 0 (3.1)

where p, ., representslifferencebetweerreal price of securityj in moment

t+1 andtheir expectedrice basedn giveninformationset At (seeformula(3.2)).
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If expectation,given by formula (3.1), is equalto zero meansthat thereis no
chancefor investorto beatup market,andthatthereis no underor overestimated

securitiesn momentt. In this case we canconsiderstochastiqrocess,,,, asa

fair game(Andrikopoulos,2007).

Realabnormalprofit is given asdifferencebetweenreal price of securityj in
momentt+1 and expectedprice for samesecuritybasedon availableinformation
set,or

Piea =Ry s 'E( R 4 t% (3.2)

where P, ., is priceof securityj in momentt+1, andE is expectatioroperator.

jit+l

F a ma(®950) efficiency theory describe that information flows only
influenceon currentpricesandthat marketpricesreflect bestfundamentalvalues
of their basic assets.This theory implied existenceof stochasticprocesswith
independentequallydistributedbinomial randomisedrariables known asrandom
walk (Andrikopoulos,2007).

In theworld of classicfinance thereis no prizefor investorsor holdinganything
but market portfolio. This is basedon assumptionthat investors have rational
expectationsandthat marketefficiently aggregaténformation, wherean equilibrium
price involves all available information. Price is equalto value of securityin the
momentof trading, becausell availableinformation are discountedandinvolved in
price (Hoguet, 2005). Someof theseassumptionsre very unrealistic,for example
assumptionabouttotal rationality of investorssymmetryof information,homogenous
expectation,etc There is phenomenonin reality which can easily invalidate
assumptionggiven in modelsof classicalfinance. Beside,some empirical studies
provide totally oppositeprojectionsaccordingto analyticalmodels,basedon before
mentionedassumptiongMartinezJaramillo, 2007). Amihud et al. (2005) statethat
classictheoryof assepricing without arbitragestandon assumptiorof liquid markets.
Literaturedealingwith liquidity impliesthatthereis not sucha thing astotally liquid
market,but neithertha nor all investorshavesameinformationnor theyareall active
onmarketall thetime (Amihudetal.,2005.

Empirical testing of EMH theory is problematic.But, empirical evidences
againstmarketefficiency andtheoreticalinear relationbetweerrisk andexpected
return can be enoughto eliminate assumptionsneededfor classicaltheories.
Literature relatedto basic anomaliesof marketis one of major challengesin
modernfinanceresearchandprovidean opportunityof escalatiorof newresearch
areasuchasbehaviourafinance(Andrikopoulos,2007).

PROBABILITY OF INFORMED TRADING

Behaviourafinancesupportersirguethatinvestorsendto overreactto therecent
information received. This would meanthat the information that they thought as
crucial had becomeof less important characterin relation to the newly arrived
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information. If the market reactionto the initial information is unbiased,one can
expectthatnewrelevantinformationhasanequalchanceo reverseheactionpricein
the oppositedirectionfrom it reply to the initial information. However,if the initial
informationonthe marketis overweighedt will nothapper(Haugen2002).

Here,we presentmeasuref level of informationasymmetryor probability of
informedtrading (PIT measue) andits characteristicsSPIT measurds introduced
by EasleyO'Hara(1987,1992)rom the marketmicrostructurenodel.PIT measure
cannotbe measuredlirectly, but it is necessaryto evaluateit by the numerical
maximizationof the crediblefunction by speified theoreticalmodel(Yan, Zhang,
2006).PIT is evaluationof the informationfragmentsbasedon orders,meaningit
is basedn theimbalancebetweerthe purchasendsaleof certainassets.

Consideringa modelthat reflectstradingasrecurringdaly play betweenrisk-
neutral competitive creatorsof marketsand two kinds of traders:informed and
uninformed.Market creatorssetthe buying and selling priceson the basisof their
assumptionn basic correctvalue of assetsIn that way PIT measureplays an
importantrole on the marketmakersassumptiondecausehey canonly observethe
outcome(order)of the markettradinghavingno possibilitiesto distinguishinformed
and uninformedtraders.From the econometrigpoint of view, for a given specific
outcome (order) of trading, PIT can be calculatedthrough the evaluationof the
groupof the structuralparameterin the model(Li, 2008).Tradingoccursovert =1,
..., T of possiblediscretetradingdays.Everyworking day (or day of trading),private
informationappeamith probabilitya, in which casethe probabilityof badnewsisii,
andagoodones(1 - i). Traderswho haveinformationaboutthe badnewssell assets
while thosewho haveinformation aboutthe good newsbuy them. All merchants
cometo the marketfollowing anindependenPoissonprocesgEasleyetal., 2002).
Easley,O'Hara& Saar(2001) define information eventsas private if they affect
trade,andthe public onesif theydo not affectit. Publicinformationcancauseprice
changes.A small number of trading or complete absencef trade is mainly
generatedrom the eventsof publicinformation(Easleyal., 2001).

If the private information about the event appears, to informed tradersit
arrivesaccordingthe h rate,to unenlightenecustomersarrive at a rate / , andto
uninformedsellersarrive at therate/ . . If thereis no informationaboutan event,

the received rates of uninformed buyers and sellers remain unchanged.The
function of the credibility of the total numberof purchaseandsaleson onetrading
dayis (Easleyetal., 2002):

-~ (h & h+/)B( J)S
L((B,S = 41 - (n +, J)( b
N AN a eV MA@,
B!'S BS
where(B, S) representhetotal numberof purchasesndsalesfor theday,and
q:( nooof )zis avedor of parametersntroduceds the assumptiorthatthe

(4.1)

+tae
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daysareindependentandthe credibility functionfor T dayis simply the product
of the abovedaily functionsof credibility, consistingof independentdentically
distributedvariablesalongall day in the model(Easleyetal., 2002

(M) =OL( 4e.3)) (42

where M =((B,,S),...( B, $)) represats a collection of data (Yan, Zhang,

2006). The measureprobability of informed trading, or measureof information

asymmetryis definedas: PIT :a—h (4.3)

amjs+/g
where @ /+ 4 + , is the incoming rate (speed)for all ordersand a /.

incoming rates for orders basedon information. The quotient representedby
equation(4.3) is partof the orderarisingfrom informedtraders,or the probability
thatthe openingtradeis basedon information(Easleyet al., 2002).In otherwords,
this measuralescribeshe percentagef tradingbasedn privateinformationof all
observedtrading. The higher value of thesemeasuresneansa greaterdegreeof
informationasymmetryandconsequentlyhe lower liquidity (Li, 2008).

Maximizing credibility functionrepresentetly equation(4.2) accordingo the
parametersy obtainedis the evaluationof the structuralparametersTo achieve
the solutionthe techniqueof numericalmaximization(Yan, Zhang,2006)is used.
Easleyet al. (2002)recommencdumericalmaximizingof the following likelihood
function:

(B9

+é|n§a(1—)e‘”>§'“’“>g“’“ radf "M (B )a"f g

a)=88-5 -/ M(ny nx) B{ n)jsn(+ 4 g
“ ,.(4.4)

where M, =(min(B,.S) “max B,$)) /-, X, :h/+—/ and

X, :h/—b_(Yan, Zhang,2006) The advantageof using this factorizationis to
* h

increaseefficiency and reducetruncationerror. This is particularlyimportantfor

actions that have a large number of buying and selling, becausewithout

factorizationit would be necessaryo take trading frequencyparametergthat is

jesth, /., or/ . ) thatareequalto the actualnumberof trading (thatis B or S).
This hasusuallycausedoroblemsof underflowover flow of numeraisc o mput er s 6
software(Yan, Zhang,2006).

Evaluation of PIT measuresmay be biased.To control potentid bias in
evaluationof PIT measures€asleyet al. (2002) usedthe instrumentalvariable,
while Vega (2006) usedthe so-called bootstrappingnethods Brown et al.(2004)
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verify therobustnes®sf their empiricalfindings by filtering PIT score.Yan, Zhang
(2006) proposea methodfor overcomingthe biasrelatedto the evaluationof PIT
rates.Bias occurswhen the procedureof the numericalmaximizaion generates
solutions.Yan, Zhang (2006) have reportedevidencethat investorstend to sell
losing assetsat the end of the yeardueto tax incentivesand buy winning onesat
the beginningof next year. This behaviourleadsto seasonathangesn trading
basedon information. Vega (2006) also usedthe PIT measureHe empirically
measuredheimpactof privateandpublic information.Vega(2006)concludeghat
all informationhavethe sameeffecton the efficiency of markets He argueshatit
is irrelevant whetherthe information is public or private. In his opinion, it is
essentialthat the information is relatedto the incoming rate of the informed or
uninformedtraders(Vega,2006).

IMPACT OF ASYMMETRIC INFORMATION ON THE EXPECTED
RETURN

Easleyet al. (2002) investigatedthe role of information on which tradingis
basedandhow they affect the return of assetsThey believein a dynamicmarket
the pricesof assetsare continuouslyadaptingto new information. Theseauthors
claim that the processn which assetpricesbecomeinformation effectivescannot
be separatedfrom the processof creating assetsreturn Easlg et al. (2002)
assesseBIT measurdoy usinghigh-frequencydatafor the asset®n the New York
Stock Exchange(NYSE) for the period 19831998. The assessmentesultis the
likelihood time seriesof trading basedon the information for individual actions
and for the large number of shares.They questionedwhether this probability
information affectsthe assetgeturrs including the measurdan the FamaFrench's
(1992) model for the valuation of assets.Their main result is that information
affectsprices of assetsstockswith higher PIT measuresequire higher ratesof
return. In fact, they found that the difference of 10 percentagepoints in the
probability of trading basedon information betweenthe two actions leads to
differencesin their expectedretum of 2.5% per annum.Theseauthorsinterpreted
their resultsasa strongsupportfor the hypothesighatinformationbasicallyaffects
the pricesof assetgEasleyet al., 2002).Easleyet al. (2002) found that acrossall
of the securities,the probability of informationbasedtrading, as a measureof
liquidity, hasa largepositiveandsignificanteffecton securitiesreturn(Ammihud,
2002). They argue that the information risk can be evaluated.O'Hara (2003)
analysesthe impact of asymmetricinformation on the portfolio selectionand
evaluationof the assetsin the context proposedby Grossman,Stiglitz (1980).
O'Hara(2003) focuseson the differencesin the electionof the portfolio between
informedanduninformedagentsaswell asthe effectsof asymmaetic information
on the size of the risk-premium(O'Hara,2003 Biais et al., 2004).Easley,O'Hara
(2004)provethatinformationasymmetryaffectsthe pricesof assetsn the balance.
Wang (1993, 1994) also studied the effect of information asymmetryon the
desiredreturnin his dynamicmodel.
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Li (2008) examinedthe independentand dominanteffects of the levels of
liquidity, information asymmetryand divergencein the attitudesof the assets
returrs in an emergingmarket,China'sstockmarket.He usedAmmihud's (2002),
liquidity measure,termed as variable ILLIQ, consideringthe PIT variable
representedby equation(4.3) asa proxy for informationasymmetry.In addition,
he took the variable OBS as an approximationfor the divergenceof views. Li
(2008), using crossregressionexaminedhow eachvariable ILLIQ, PIT, OBS,
affectsthereturnof assetgLi, 2008):

R=ky +£Ef +,BMB_ , $WM, ., HLIQ , ., (6.1
Rti :kO,t +kl,tEp,M +k2,tSMB,t—l +k3,tHMLi,t-l +k4,tP|Ti,t—l ta. (5.2)
R=ko, +kEh +,8MB_ , $HML _, #OBS , ... (53

Then, he gatheredall the variablesin oneregressionequation,to seewhich
variablehasa dominanteffecton returrs (Li, 2008):

R =k, +hy By +Ky SMB,, +ky HML , +k, ILLIQ, , + K4 PIT , +
+k;,OBS, *€,.

(5.4)

Li (2008) has shownthat stockswith higher levels of liquidity, and lower
information asymmetry, or lower levels of differencesin attitudes, show
significantly lower returnsexcessWhat is more important,explanatorypower of
liquidity level in the assetreturnreflectsonly throughinformation asymmetryor
the disagreementf opinion. Moreover,the authorfinds thatthere is no evidence
of dominating effect betweeninformation asymmetryand dissentingopinions
when consideringtheir impacton the return of assetsThesefindings confirmed
the fact that information asymmetryand disagreemenin attitudesboth affect the
level of liquidity. Li (2008)confirmsthatasymmetridnformationcanonly partly
explainthedispersiompositionsalongtheinvestorsin the Chinesestockmarket.

Biais et al. (2004) createdtheoreticaland empirical analysisof the impact of
heterogeneousnformation on the valuation of assetsin the balance,and the
selectionof the portfolio. Their theoreticalanalysisis basedon Admati (1985),
which meanghatin additionto thetotal of partialinformation,portfolio separation
theoremdoesnot apply. Strategybuy-andhold is not optimal,andinvestorsshould
structuretheir portfolios usinginformation containedin the prices.Theseauthors
applied the price-contingent portfolio allocation strategy, and show that this
strategyeconomicallyand statistcally outperformspassiveor index buy-andhold
strategy.Thus,they showthat pricesrevealinformation, which is contraryto the
homogeneityof informationin the CAPM-in. This is in line with the balanceof
Noisy RationalExpectationgEquilibrium (Biais etal., 2004).

16 OBSmeasure presented and describedlinn o v i3). (201
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BENEFITS AND DISVANTAGES OF THESE MODELS

Eltonet et al. (2007) suggesttwo opposingproblemsrelatedto explain the
anomalyof assetsevaluationby using behaviouralmodels.The first problemis
thatthereis no single,consistenimodel of the investorbehaviour.Thus,while the
classical theory such as CAPM has unequivocal empirical predictions, most
behaviouralmodelslack them. Investor overreactionis in accordancewith one
kind of heuristicswhile the overconfidences in accordancevith the secondThis
problemcan be interpretedas a sign that this field of behaviouralfinancehasno
developed,complete, internally consistentmodel of investor knowledge and
action,which canbetested Anotherproblemis thatmostof the empiricalresearch
in the field of behaviouralfinance does not use data on investor behaviour
(behaviouraldata).Elton et al. (2007) point out that investor psychologyaffects
stock prices. However, testing whether the investor psychology can affect
behaviourand whether this behaviourin turn canimpact on the price, requires
muchmoredataandsignificantanalysis.

Models that take accountof asymmetricinformation and heterogeneityof
investorexpectationsand can be empirically testedhave advantagedecausdhar
dynamicscan be studiedusing powerful tools of mathematicaknalysis(Anufriev,
2005).Empiric modelshavean advantagever the simulationmodelsbecausehey
canhelpto presentealisticallythe actualeffectsandtrendsin the marketsf dataare
available. The main disadvantageof the empirical models is very restrictive
assumptionsneededto be introducedto ensureanalytical solution. On the other
hand,using modelsmadefor simulationon computersvery realistic simulation of
the capital market became available. Taking advantageof modern computer
processeand simulationtechniquesit is possibleto confrontthe real marketdata
with thereal marketwith the resultsof "microscopically“realisticsimulationmarket
models.Traderson the stockmarketsbehaven differentmannersn dependencef
their individual preferencesattitudestowardsrisk, expectationstesourcesmemaory
and data processingcapabilities. The so-called microscopic simulation is an
alternative to a representativeindividud method (Solomon, 1999) .The main
advantageof simulation modelling are that these models do not impose any
assumptionsnd thereforehave no limitations. Simulation modelsactually enable
researcher® ahigh degreeof flexibility (Levy etal.,2000;Anufriev,2005)

Generalview is that modelsof traditional financial theorieshave very low
explanatory power, and more importantly have a very low predictive power
(Haugen,2002). Haugen(2002); Andrikopoulos(2007) suggesthat investorsare
very interesed in the predictive power of the model; thereforethe model of
behaviourafinancewill havesuperiorityoverthetraditionaltheory.

CONCLUSION

The paperpresentsan empirical model of Easleyet al. (2002) aswell asa
measureof the degree of information asymmetry so called probability of



175 Serbian road to the EU: Finance, Insurance and Monetary Policy

information trading (PIT measure). Easley et al. (2002) have empirically
demonstratedhe impact of asymmetricinformation on the assetsvaluation. It

turns out that the heterogeneoumformation causedby levels of market liquidity

hasa greatsignificanceon the expectedreturns.Liquidity dependdefinitely on

theinformation. The "perfect” andcompletemarkets with extensiveandavailable
information of all market participants,and a completeset of securities,present
poor liquidity problem.The assetanbe tradedat its "basic" values,the solvent
institutionswill alwaysbe properly fundedandrisks can alwaysbe assessednd
distributed to agentsaffected by risks. However, markets are not perfect. In

particulr, thoseare not emergingand frontier financial marketssuchas Serbia.
Presenteds an information asymmetrywhich meansthat borrowers(issuersof

securities)know more aboutthe risks than lenders(or purchaserof securities).
Consequentlymarket paticipants may be reluctantto trade the assetswhose
characteristicsand behaviourunder varying economic conditions are not well

known. Uncertaintyin the marketcanaffectthe liquidity in two ways:the impact
on the information and the impact on the market dynamics.In times of crises

when uncertaintyincreasesall the trading can becomeimpossible,and market
liquidity disappeargBanquede France,2008). Akerlof (1970) showedthat the
market liquidity is inversely related to the degreeof information asymmetry
common among economic agents.He believe that the market can completely
disappear(which is the most extremeform of illiquidity ), if the information is

sufficiently asymmetric(Akerlof, 1970) With this attitudegoesalongthe attitude
of @ g HG,i v k (2007)hich statedthat the risk of adverseselection,caused
by informationasymmetrycanultimately stopa financialactivity completely.

Specially,in the Serbianmarket,beinga small frontier marketthe information
asymmetryis represeted significantly. Reportingto the public in Serbiahasno
seriousrules, but it all comesdown to the massuse of insider information. The
problemwith this issueis that it is quite impossibleto decidewhetherone is
dealingwith puremanipulationor reliableinformation.In circumstancesvhenit is
not possibleto consistentlyestimatewhich informationis correctandwhich is not,
it is betternot to have any, but have false information. G o ¢ kGii Iv k @007)i
suggesthat the stateregulationis a basicform of the elimination of information
asymmetry.Stateregulationby increasingthe information availableto investors
reducegherisk of adverseselectionnecessaryor the efficient functioningof the
public securitiesmarket (Go g k@i lv, k 02007) To analysethe impact of
illiquidity onthe expectedeturnsit would be usefulto determinehe PIT measure
for frontier markets(e.g.the Balkans)anduseregressiorequationgo examire the
impact. This PIT measure(the probability of trading basedon the information)
would be a usefulindicator of illiquidity of frontier and emergingmarketsdueto
the extremeinformationalasymmetryin thesemarkets.However,PIT measurds
empirically impossibleto locatedueto lack of dataat frontier markets.Therefore,
the empirical assessmeraf thesemeasuress impossiblefor frontier markets.It
turnsoutthatit is impossiblein thesemarketsto examineempirically theimpactof
asymmetridnformationon the expectedeturns
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However, the future researchcould contain numerical simulation of some
frontier segmentednarketwith agentswho have asymmetical information and
heterogeneouseliefs.In particular,it shouldto makethe simulationof the Serbian
market, which realistically reflects real behaviour of frontier market For
implementationof numericalsimulationit is necessaryto know the number of
actualinvestorsandtheir portfoliosaswell asthe capitalthattheyhaveinvestedin
the Serbianmarket
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IMPORTANCE OF BANKARKETING INFORMATION
SYSTEM (BMIS) IN MOERN BANKING

Sanja Kostevski

Nevena Jovanogt®
ABSTRACT

Banks collect numerous important information through market research. One
of the activities of the bank is to process and systensltiagailable information
about the customer service and competition in the financial sector by using its
banking information system before planning marketing activities.

Banks use marketing information systems to collect, process, and analyze
informationcollected from internal and external resources with an aim to use this
information as guidance and support in decision making process.

BMIS is a powerful tool in data collection form internal and external
environment and it utilizes Marketing Informati@ystem through which banks
collect everyday information about events in the marketing environment.

The aim of this paper is to highlight the importance of application of Banking
Information systems in modern banking.

Key words Banks, Marketing informa@n system, Marketing Intelligence,
Internal Environment, External Environment
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INTRODUCTION

In the contemporary world and globalized market environnfetiowed by
rapid technological development, the survival girdfitable long term operations
of banking institutions arealmost impossiblewithout the use of modern
information technology. Rapid development of the Internet and the World Wide
Web offer banks and other financial institutions with the opportunityaate new
bank products, improve their competitiveness on the natiandl international
market, and their business and communication with the clients. Development of
the Internet enables quick and simple communication, and instant transfer of huge
amountsof data, with minimum cost. All these elements comprise the new way of
doing business, so calleebasiness.

Application of modern information systems has become a necessity in all
industries, and it is even more important in the marketing in the baskictgr.
Having in mind the increasing competitiveness of the financial market and among
the banks, implementation of the marketing concept and philosophy in the banks
has become the crucial component of the business strategy.

Bank marketing requires gearch of all types of bank products, as well as
utilizing a range of instruments in the achievement of the business goals, based on
the optimized marketing mix.

The aim of the paper is to use deductive and analytical method to emphasize
the importance foapplication of the bank marketing information gystin the
modern banking sector

SPECIFICS OF BANK MA RKETING

Banks are financial institution which play raajor role as instittions of
marketing system and thereby need to accept marketing as business concept and
business philagphy. Banks should apply the marketingilpsophy in business
activities such asobtaining financial resources and offering them in the financial
market. These are core activities of the banks and their aim is to assist the clients
of banks to solve their financial problems, which is the fouadabf the bank
marketing pogram.

Bank marketing is economic process which supports the functioning of the
banks and the financial system as a whole. Bank marketing contributes to
adjustment of demand and supply of bank products and services based on the
research and assese n t of the clientsd needs, an .
financial system in macroeconomic terms.

Bank marketing involves the activities which banks use to identify, direct and
satisfy the needs for bank products and servicesk Batketing activities aim to
generate and meet the demand for the bank products and services.
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The aim of the financial marketing is to attract new and retain existing clients
through selection, design, distribution and communication of superior vaillienis

The goal of marketing oriented banks is to recognize the needs of their clients,
understand the demands and wishes, so that business activities are désmgne
such way that they enable banks to meet those needs.

Considering that the essenad the marketing philosophy is achieving
customer satisfaction through marketing mix instruments (banking product, price,
distribution channels and promotion), the best effects will be achieved through
creating and maintaining the balance between thessbies.

Marketing strategy represents the basic assumption of the management in
positioning of the bank. Application of the marketing strategy in the banking
industry is under impact of increasing competition in the financial markets,
globalization and mtegration. Such trends in the @@mnment require the change in
the business philosophy of banks. By introducing marketing philosophy in the
banks, management will gain information about business opportunities,
possibilities and threats.

Primary activity of marketing managers in the application of marketing
concept is getting to know the market and the customers. Based on the information
on major trends in the market and in the consumer behavior, bank managers have
the opportunity to combine marketing mnstruments (product, price, promotion
and distribution), with an aim to achieve marketing strategy goals and customer
satisfaction

It is important to emphasize that marketing mix in banks includes, besides
traditional 4P instruments (product, priceageg and promotion), a broader context
because service sector is labor sensitive, and the quality of the service and
customer satisfaction highly depend onemgésy Vel j kovi I, 2009, p

Thus, traditional marketing mix 4P has been added three new instruments and
has become mix 7Ps which includes (norLc¢
Product/services,

Price,

Promotion,

Place,

People enployees in banks,

Process bank service provision proces
. Physical evidencé bank ambiance.

The greatest chahge of the modern banking is finding the way and methods
of creatingand maintaining competitive advantage on the increasingly competitive
and complex businesenvironment. The role of marketing is to support the
achievement of these strategic goals. Therefore, implementation of the effective
and efficient marketing stragg is crucial to succeslil development of the bank
culture and the quality of bank services.

Banking sector early recognized the importance of tlomer relationship
management. Customers choose the bank in which they trust and authorize them to
manag@ their finances. Thus, the biggest challenge is to develop customer relations

NogoswbdE
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based on trust and loyalty, and to reduce customer defection, which could be
damaging for banks in the compaté environment.

Bank in the developed countries have susiodly adopted marketing
concept. In the developing countries, however, marketing concept introduction still
lags behind, especially when it comes to restructuring the banking sector,
privatization and implementation of the modern technology.

Globalization ofthe financial markets is the process of integration which has
caused the national markets to act more as part of the global market than as
separate entities. Global financial market of the 21 century is under impact of the
modern technologies which enaldenstant interconnectivity of the international
markets and 24 hour trade and the growth of theinasibnal corporations which
require continued support of the financial indtdns and finacial services. Three
major trends affect the customer beloavin banking sector:

1. greater consumer influence,

2. longer life expectancy and

3. growing importance of women in economies

Beforeinitiating marketing activities, bank managers need to aaatyrrent
environment conditions and assess the future trend in the eménd. This is
necessary in order to identify the suitable marketing activity which will stppor
achievement of bank strategic goals. Managers amdlgctors which can be
divided into two groups: 1. external factors and 2. internal factors. These factors
are dimensions of the internal andeeral environment of the bankhese factors
are also imprtant in defining goals, plans and programs of the bank.

Using marketing sétegy to support development of the business strategy of
the bank enables the managers to position the bank offer in the increasingly
competitive market. (Knegevil, 2006, p.

IMPORTANCE OF THE IN FORMATION EXCHANGE B ETWEEN
BANKS AND THEIR CUST OMERS

In the past ten years special approach in the banking sector has evolved. This
approach is calledktail banking, which is customer focused and provides the services
which enable gstomers to conduct numerous transactions quickly andeetfig
usingmultiple channels and faciks, online service, cell phones and others

Customers today require quick, efficient and personalized service, through
different channels which they finmost conenient at the given time. Clienare
aware that banks need them more than they need banks.

Bank operations camot be performed efficiently without communication
between banks and ihelients. Information exchange establishes the connection
that should create added value. Information exchange is equally important in
creation of added value as material, equipment, employees and others. Information
is also needed in processes such as internal control, planning, analysis and
forecasting of the fuwre trends in the capital markets. For the information to be
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valuable it has to be reliable, complete and timely. Unless managers get correct,
reliable and actual informatiotheir work will not result in desired effects.

Selection of the valuable mfmation is very important in the banking sector.
Exchange of the valuable information enables managers to make quality decisions, and
valuable information need to be stored and managed -carefully. Traditional
communication process was based on the oneinfiagmation flow from banks to
clients. As thus communication process has many faults, the need for introduction of
two way communication and the development of more interactive and closer
relationship between banks and their clients based on personalir&dting and
marketing mix asse. Characteristics of this type of communication include interactive
dialog between banks and their clients and continual information exchange

Correct information, processed and organized so that they support decision
making enable banks to establish the quality relationships with their clients and the
users of banking services. This is very important both for the bank and for the
consumers

In modern business, banking services are necessary for businesses and
individuals equally, so the banks rely on public relations and marketing. External
communication has become a precondition for sghddsusiness. The main goal of
the external communication is to attract new and retain existing customers. Banks
use different stratégs depending on the type of service they promote. External
communication can be classified as: communication with customers, other banks,
media, and other stakeholders such as shareholders, suppliers, govegeneias,
local communities, nongovernmesrganizations, and others

As the competition increases, communication with clients becomes more
important for banks. Development of the relationships between banks and their
clients is only one part of the overall communication that needs careful
consiceration. In order for the banking sector to provide suitable service ito the
clients and build the relationships based on trust and commitment, it is necessary
to ensure quality communication between employees and between employees and
clients during theservice provision.

Employees of banks are important factor of the communication process, both
in terms of employeed management, as in terms of relatiopshibetween
employees and clients. Through active involvement in the provision of services,
employes become the backbone of the business process and the key factor in the
realization and increase of sales. Employeesrathe direct communication with
clients, they promote services, build trust and influence the quality of the services
and thus the ctiemer satisfaction.

The importance of the employees in the service provision and promotion
requires attention of the managevho need to develop relationships between
employees and clients, and define the tasks that employees need to perform, thus
contributing to the achievement of the banks strategic goals. If mistakes appear in
managng the process, it will affeche efficiency of the human resources.
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CHALL ENGES AND THREATS IN MODERN BANK MARKETIN G

External threats that may affect modern banking are:
increased competitiveness of the financial markets,
size of the market,

globalization of the financial markets,

sophistication of consumers i

changes in the legal, economaiad political environment.

Financial institutions uslly compete in the broad market areas,
geographically dispersed and very fragmented and heterogeneous. Market research
requires the use of precise marketing techniques, communication with the small
groups of consumers and identification of individual rsegfdconsumers.

Strictly speaking, we can define two characteristics of the banking market.
One relates to the very character of consumers of banking services, and the other
refers to the character of banking services. People use banking services to meet
their secondary needs (payment by cards, cash withdrawals ..), which enables them
to meet their incremental needs (grocery shopping, buying a car ...). Another
feature relates to the duality of marketing tasks in the field of financial services:
marketingefforts to attract funds and marketing efforts to attract users of these
funds. Regardless of the target market, banks must provide consumers the
following key values:

I Search and harmonizationfinding the other side of the transaction,

matching the peoplwho need money with people who have more money
than they currently need, as well as matching sellers with buyers;

1 Information about the marketproviding adequate information regarding
the operations of bank customers;

9 Correct procession ensuring theexecution of banking transactions,
without failures;

= =4 -8 —a A

9 Capital - the provision of funds, guarantees and risk transfer;
Knowledge - providing precise information on trends in the market,
thereby generating insights and opportunities for clients.

Another problem, related to the implementation of the marketing philosophy
in the banking sector, involves certain charadiessof financial services, which
have a major impact on the marketing process. Managements in the banking sector
are facing variety of problems regarding the definition of competitive markets and
recognition of sources of competitive advantage. Theselgmsbare largely
related to the characteristics of services, among which are the most common:
intangibility,
complexity
simultaneous production and consumption,
highly specialized marketing system
heterogeneaimarket and geographic dispersion
labor intersive activities

=a =4 -8 _-a_-a_-9
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Marketing management use several strategies in such situations, which are
primarily based on the increase of the tangibility of services, prioritizing certain
dimensions of the image and the training and education of the employees.

From he aspect of marketing in banks, it is necessary that the banks recognize
the importance of achieving high level of communications with their customers in
order to establish lontgrm relationships based on trust and confidence. This may
cause difficultiesin predicting consumer behavior that may be reflected in
(Harrison, 2000):

Consumers are increasingly changing their service providers and have two
or more accounts;

Consumers often prefer cash instead of using other means of payment;
Consumers find the ays to use bank accounts and cards, which the sellers
have not anticipated,;

Rehabilitation programs in the field of attracting consumers from the
central branch have not proven successful;

The majority of consumers are not independent in their decisioimgpak
Abuses have increased to reach enormous proportions

Both banks and their customers should focus on development of organizational
structure that requires contracting and competitive confidence

oo I»  Dole

IMPORTANCE OF BIMS I N MAINTAINING COMPET ITIVENESS
AND CUSTOMER RELATIONSHIPS MANAGEMENT

Different marketing decisions are made continuously in all sectors of banks.
These decisions must be made since the bank wishes to recognize the possibilities
and opportunities that arise in the market and, on the other ramify the
dangers and limitations that can be both of internal and external character.

Most of these decisions relates to the selection of the optimal combination of
marketing mix, i.e. the implementation of certain actions that are performed in the
context of marketing. Each decision requires timely and complete information.
Information in the marketing system of the financial sector constitutes a -'feed
back" from the market, i.e. from consumers of banking products and services.

A specialized form ofmanagement information systems in the field of
marketing financial institutions is Banking Marketing Information System (BMIS).
BMIS task is to manage information from the environment, transfer the
information to the bank marketing management, which manageuses through
its executive functions, and on the basis of relevant information carries out the
decisions into action. The quality of marketing decisions, which increase the
efficiency and effectiveness of various marketing performance measures, slepend
largely on the marketing information system in a given environment. Therefore,
bank management needs to have quality information if they want to make good
decisiongReedy, J., Schullo, S., Zimmerman, K., 2000).

Marketing information system involves thellection, processing and analysis
of primary and secondary data, which become information in the form of reports,
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analysis and recommendations. Information is processed, refined and interpreted
data. In such forms they support marketing decismaikers m the process of bank
management in all its phases: planning, execution and control.

As stated above, financial institutions are under constant pressure from the
competitive environment and the importance of establishing a mutually beneficial
communicatiorwith clients, in order to achieve customer satisfaction. Because of
this, it is necessary to collect timely information about events in the environment.

Before designing appropriate banking products and services, the bank must
first determine the targeta@up and itsize. The bank caot adapt its services to a
very small number of users. However, if the number of consumers is higher th
the bank would use this opportunity.

Marketing Information System (MIS) is a very complex organizational
system of te bank. Its main task is to ensure the monitoring of events in the
market, flow of information in both directions and to provide opportunities for
timely management of functions and processes in the bank. MIS contributes to
functional realization of the Isiness policy, it is accessible to all users, flexible,
user friendly and designed to be efficient, while providing secure and relatively
simple management support.

Modern BMIS are designed and integrated to be effective, fast, and reliable
management infonation system. Based on the latest information and
communications technologies and software solutions of the latest generation, they
represent a strategic investment with ldegn effects. This system provides a
number of opportunities in the form of kdpinternal and external business
communications via-eail. This system enables the bank to personalize messages
to clients and increase their interest

For the bank to be able to manage competition adequately it is necessary to
obtain da& about business activities of competitors, their aims and intentions and
strategy. The collected data are submitted to bank managers who make a decision
on further activities.

The main components of marketing information system are:
1 marketing managemenystem

9 marketing information system and

9 marketing support system.

BMIS has to be oriented towards external environment in which the bank
operates. All collected data are inputs that are stored in the database. After
processing these data, MIS received dataverted into information, in the form of
reports and analysis. This information is used for decisiaking by the
management of the bank.

Each marketing information system has its advantages and limitations. Bank
management must constantly keep in mitg& possibilities of a marketing
information system, as well as information which the system is capable of
providing. It is wrong to believe that marketing information system can give
answers to all questions.
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Possibilities and limits of BMIS include L u r | i |, 1997. p. 139.
1. It provides guidance according to the lelegm strategic goals.

2. It supports everyday decisignaking.

3. It establishes the "communication" between marketing and back office

4. It allows managers to develop alternative future scemano assess their
impact.

5. It automates numerous procedures and activities related to data security,
which affects the cost.

6. It can serve as a warning for assistance withawe services.

7. It supports decisions about allocation of resources needed tevachi
specific marketing objectives.

8. It collects and stores valuable information and allows easy access to them,
thus providing support to all employees in adequate and useful manner.

9. It assists in providing service to clients.

101t allows monitoring of perfanance and application of corrective actions,
and improved planning and control.

However, managers in banks have to be aware of the limitations of the
mar keting information system which are

1. It cannd replace manager capability jofigment.

2. It is not able to provide all necessary information which managers need to
make infallible decisions.

3. It cannot be successful without the management support.

4. It cannot function without manager sebinfidence.

5. It cannot be successful without adequate redipiiitysto manage the needs.

Systematic approach or concept is required in development of marketing
information system. System approach or conceptmegdns r | i | 1997) :
1. identification of data necessary for making marketing decisions;

2. supply of data from external and internal environment;

3. processing data with the help of quantitative analytical techniques;
4. possibility of data storage and

5. posibility of their repeated use of data.

When designing BMIS banks reconsider their size, diversity, core business,
and structure.

Modern marketing information system is based on the use of computers and
consists of hardware, software, databases, progrdname: creative processes and
the people who use it. The system uses historical data, but it is focused on the
future. Research about the application of system in the US banks shows that they
use their marketing information systems at all levels of decisiaking and in all
functions of banks. Data are continuously collected from the external environment,
as well as from internal environment. Thus, the bank is capable of responding to
changes in the environment at any moment, which is very important frem th
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aspect of decisiemaking and execution of marketing plans and corrective actions
of the bank plans.

Planning process of data processing systems should be in accordance with the
business and marketing goals of the bank, its organization and the nebds of
market. However, it often happens that the data processing system plan is
considered separately from the business planning and marketing strategy of the
bank, which can pose a problem.

Marketing intelligence

Marketing Intelligence (MI) is a component the marketing information
system that provides data on events in internal and external environment.
Marketing intelligence system is a set of procedures and sources which bank
management use to obtain everyday information about developments in the
marketng environment (Kotler & Keller, 2009). Data is collected through
interviews with clients, monitoring of social groupsmailing lists, Facebook,
YouTube, Twitter, etc.

Ml is a process of acquiring and analyzing information needed to understand the
marke (both existing and potential clients); to determine the current and future needs
and desires, attitudes and behavior of customers; and to assess changes in the business
environment that may influence the size and nature of the financial markets in the
future (Cornish, 1997, p. 147). Ml is a process of acquiring, formatting and
maintenance of key information about customers and potential clients

The purpose of Ml is to ensure that Bank policies are implemented based on
the thorough understanding of the rikets in which the bank operates.
Communication with external environment provides additional insights outside of
the data analysis. Ml helps in obtaining a clearer picture about the possibility of
development, enabling the bank's management to undetsttted not only what
is happening but also why.

MI collects firsthand information. This information differs from the
information in the reports, research and other publications: it is more
straightforward, more focused on the key factors and therefaralisslute.

Through application of Ml banks benefit from building credible contacts with
clients. The primary method of using MI represents the collection of information
through bilateral meetings at the premises of the bank or its customers,
complementedy phone calls and group discussions. The records of information
collected at these meetings are the basic data processed by MI, which are important
for the mission of the Bank.

Marketing database in banks

One of the tasks of managers in the banking sector is to constantly collect
customer information. The collected data is stoire marketing databases. These
details include names, addresses, telephone numbers, past transactions. These data are
collected in banks through direct contact with clients or through contact centers
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Marketing statisticians use data mining, to extracessary information about
clients, trends and segments through cluster analysis. Thus collected samples are
then sorted into groups according to certain attributes, which enables automatic
interaction, predictions through application of model and neutalanking.

The most commonly used BMIS for support, implementation and business
improvement in the banking sector are MIS (Marketing information system),
OLTP (online transaction processing), transaction processing systems, CRM
(Customer Relationship Managent), ERP (Enterprise Resource Planning), SCM
(supply Chain Management), EDMS (Electronic Document Management System),
and Risk Management Systems.

Application used in banks systems can be divided into two g®ups2010):

1. Operating (transaction) information system- software solutions that are
used primarily to support daily business operations of the bank. This
software solution allows everyday recording and processing of data created
in banking operations and collection of data and information datirre
business operations.

2. Control (analytical) information system - software that can support
management in making business decisions.

Management information systems of the bank are an upgrade of transaction
systems. Data is gathered from various sayriitered, transformed, grouped, and
entered into the analytical database.

Analytical systems built over the analytical database are based primarily on
intelligent business systems (Data Mining, OLAP, Reporting and similar tools)
which are more advanceadl terms of analytical features compared to other similar
technologies

CONCLUSION

The banking sector has to invest great efforts and resources in the global
market in order to found new sources of income and capital and thereby strengthen
its competitiveness. Bank of the 21 century does not base its businessiron t
traditional core operations such as deposits and loans, but also relies on modern
products and services such as financial leasing, financial consulting international
factoring and forfeiting, ©anking and mbanking, custody operations, etc. In
moden globalizd environment,t is considered that the main problem for
business is no longer attracting new clients but retain the existing ones.

An important assumption in the modern banking is the implementation and the
development of banking marketing ammation system based on automatic data
processing which is supported by modern information and communications
technology. This tool provides a fast, efficient and secure management information
system based on the advanced computer and communication legobsioand
applicationsoftware solutions, which represent a strategic investment with long
term effects.
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Marketing information system of the bank offers numerous benefits to
customers and banks as well as to exporters because it allows making rational
business decisions.

It can be concluded that marketing research is a necessity in the banking
sector, as it affects the strategic choice and decisions about the bank's performance
in the target market in the highly competitive business environment.
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ABSTRACT

In many Europeancountries, employeesn the public sector have higher
averagewagesthanworkersin the private sector.This differencecan partially be
explainedby better characteristicsof the workersin the public sector, suchas
higher level of educationor more work experienceHowever,previousresearch
showsthat even after we control these characteristics,the public sector pays
higherwagesi.e. that, in manyEuropeancountries,thereis a public sectorwage
premium.In otherwords,workersin the public sectorearn morethanthe workers
in the private sector,for the"same"job. Historically, in Serbia,public sectorwage
premiumwent from significantly negatiwe, i.e. higher wagesin the private sector
(in 1995),to moderatelypositivepremium(in 2008).

This paperaimsto assesshe wagegap betweerthe public and private sector
in Serbia,using Surveyon Incomeand Living Conditions(SILC) data from 2013
and the wage decompositiormethodologyln addition to providing new data on
the gap in wagesand public sectorpremiumin Serbia,this paperaimsto provide
a better understandingof how different characteristicsof the workersin the
privateand public secta affectthegapin wages.

Resultsshowthatin Serbia,in 2013,averagehourly wagein the public sector
was by 33.4% higher than in the private sector. As public sectorworkers have
higher levels of educationand are more likely to work in better paid jobs than
workers in the private sector, the estimatedvalue of the public sector wage
premiumis 17.2%. The estimatedvalue of the public sector wage premiumin
Serbiais relatively high, whencomparedo the otherEuropeancountries.
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IncomeandLiving Conditions,Serbia
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INTRODUCTION

In manyEuropearcountries employeesn the public sectorhave,on average,
higher wagesthan workersin the private sector(EuropeanCommission,2014).
This differencebetweenthe private andthe public sectorcanbe partly explained
by bettercharacteristicof workersin the private sector,suchas higherlevels of
education,more work experience,or a job in manageal position (de Castro,
2013). Since these characteristicsare usually associatedwith higher levels of
income, better characteristicsof public sector workers (partially) “justify” the
differencedn earningsetweerthe sectors.

However, the differencesin the labour market characteristicoften cannot
explainthe entiregapin wagesbetweerthe public and private sector.The studies
which use micro-data sets to statistically control for the differences in
characteristicsshowthatthe "same"work (in developedcountries)is paid morein
the public sector,.e. thatthereis a positive public sectorwagepremium.

On the otherhand,thereare studieswhich showthatsalariescanbe higherin the
private sector,i.e. which showthat the public sectorpremum is negative(European
Commission,2014). This trendis commonin countriesthatarein transitionfrom a
socialistto a marketeconomyHowever,asthe transitionprogresseghe advantagef
the private sectoris reducedpr the wagesin the public sector to becomehigherthan
thewagesn the privatesector(Lausev,2014).This wasalsothe casen Serbiawhere
public sectorwagepremiumwasdistinctly negativeat the beginningof the transition
(28%in 1995).During thetransitionyears the advantge of the privatesectorowered
and at the beginningof 2 0 0 @ 6hangedto positive premiumfor working in the
public sector(in 2008,accordingo Lausev2012).

The issueof the public sectorwage premiumis of particularimportancein
recentyears,dueto the effectsof the economiccrisis andthe needto reducepublic
expenditurein many countries. Reduction of salariesin the public sector is
consideredessharmful to the economicgrowth thanthe reductionof otheritems
of the public expenditurgde Castro,2013,p. 3), andhigherearningsn the public
sectoraretakenasan argumenthatthe reductionin earningss the effectiveway
of reducingexpenditures.

The aim of this paperis to assesshe wage gap betweenthe public and private
sectordgn Serbia,usingmicro datafrom the Surveyon IncomeandLiving Conditions
(SILC) from 2013 and the methodologyof earningsdecomposition(Blinder, 1973;
Oaxaca,1973).In additionto providing new dataon the gapin wagesbetweenthe
sectors,this paperams to provide an understandingdf how different structureof
workersin the privateandpublic sectorsaffectthe public sectorwagepremium
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BRIEF OVERVIEW OF THE RESEARCH ON THE GAP IN WAGES
BETWEEN THE PUBLIC AND PRIVATE SECTORS

Researcldealingwith the assessmertf the gapin wagesbetweerthe public
and private sectorscan be basedon the macroeconometrior microeconometric
methods(Lausev,2014). Macroeconometrienethodsare basedon macrodataof
total costof the private and public sectorwagesandthe numberof employeesn
thesecompaniesThis information is usually publicly availablefor many years.
However, these data usually do not include the detailed dataon wor ker s 6
characteristicsso it is not possibleto take into accountthe differencesin these
characteristicsand it is thereforenot possibleto estimatethat the "true gap" in
wageshetweerthe sector.e. the public sectorwagepremium.

On the otherhand,microeconometristudiesare basedon individual data,so
the detaileddataon w o r k eharact&risticare available,and the differencesin
thesecharacteristiceanbe includedinto analysis.Sincethe focusof this paperis
on the estimationthe public sectorwage premium,this review will include only
microeconometricstudies of the gap in wagesbetweenthe sectors,in order to
provideinsightsinto recenty e atreisds.

The EuropearCommission(2014)study,which wasbasedon the Structureof
EarningsSurvey (SES) data, showedthat, in 2010, on average the wageswere
higherin the public sectorthanin the private sector,in mostEU countries(except
in Denmark,Finland, Slovakiaand Hungary).Furthermorethe resultsshowthat
the differencesin wagesmay partly be explainedby the bettercharacteristicof
public sectorworkers,andthatwhenthey aretakeninto accountthe public sector
wagepremiumis significantly lower, andthatfor somecountriest is negativej.e.
thewagesare,ceterisparibus higherin the privatesector.

Roughlydivided, for the countriesof Sauthern(Cyprus,Spain,Greece Jtaly
and Portugal) and Western Europe (Austria, Belgium, Germany, Ireland,
Luxembourgand Slovenia, but not for France)thereis a positive premium for
working in the public sector, while for the countriesof Central and Eagern
(Bulgaria,the CzechRepublic,Estonia,Hungary,Latvia and Slovakia,but not for
Poland) and Northern Europe (Finland and Denmark) the wages are, ceteris
paribus higherin the privatesector(EuropearCommission2014).

Similar resultswere found in a study which usesthe datafrom Surveyon
IncomeandLiving Conditions(EU-SILC) for the period2004- 2007 (Giordanoet
al, 2011).0n averagewagesin the public sectorin the countriesof Westernand
SouthernEurope (Austria, Belgium, Germany, Spain, France, Greece,Ireland,
Italy, Portugaland Slovenia)were higherthanin the private sector.In addition,
althoughthe differencedn the characteristicef workersexplainpartof the gapin
salariesgestimategoremiumof the public sectoris still postive.

L a u ¢2014)givesanexcellentoverviewon the researchthatdealtwith the
wagegapbetweerthe public andprivatesectoran the countriesof EasterrEurope
(i.e. the countriesin transition)using different datasourcesrom the period from
1992to 2004.The main conclusionof this studyis thatthe wagesfor "samework"
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in the public sectorwere significantly lower than in the private sector at the
beginningof the transition,but that this advantagef the private sectordisappears
whenreachimg the maturity of economictransition.In addition,for somecountries
at the end of the transitionpremiumpublic sectorbecomespositive, indicating a
convergencéetweertrendsin developedcountriesandcountriesin transition.

A largepartof the emprical work onthe gapin wagesbetweerthe sectorss
dedicatedo comparisorof the gap betweenthe gendersandlevel of education.
In generaltheresultsfor the developedeconomiesndicatethatthe public sector
premium is higher for women and workers with lower levels of education
(Giordanoetal, 2011)

In the paperalreadydiscussedGiordanoet al, (2011), usethe datafrom the
EU-SILC (20042007) and showthat the public sectorwage premiumis positive
andaboveaveragdor peoplewith low educatbn, while for the workerswith high
level of educationthe premiumis negative In addition,the premiumof the public
sectoris higher for women than for men in all countries, althoughin some
countrieghis differencewasnot statisticallysignificant(Giordanoetal., 2011).

On the other hand, accordingto EuropeanCommissionreport (European
Commission,2014) on average,n the EuropeanUnion, the men have positive
public sectorwage premium, while there are no significant differencesbetween
public and private sectorin female wages.In addition, the resultsindicate that
thereis a positive public sectorwage premium, but not only at low levels of
education but also at high, indicating the harmful effects of taking high-quality
workforce from the private sector. The authors suggestthat these results are
surprisingandcontradictedhefindings of previousresearch.

On the otherhand,the resultsof the samesurveyindicatethattherearelarge
differencesbetweenthe countriesof the EuropeanJnion in this respectandthat,
in somecountries,womenhavea higher public sectorwage premiumthan men,
while in other countries,men have a higher positive or lower negative public
sectorwage premiumthan women. This may be the result of different trendsin
developedeconomiesand countriesin transition,wherewomenon averagehave
the samelevel of negativepublic sectopremiumaswell asmen(Lausev,2014).

In oneof thefirst studiesn Serbia JovanovicandLokshin(Jovanovi¢Lokshin,
2003,accordingto Lausev,2012),found a negativepublic sectorwagepremiumof
9.4% for menand 4% for womenusing datafrom the Labour Force Surveyfrom
2000. The next significant study, also using the datafrom Labour Force Survey,
showedthat between1995 and 2003, the negativepremium of the public sector
decreasedrom 28.5%to only 8% ( K r s t i2007,a&cc¢ordilagto Lausev,2012,
p.9). Finally, between2004 and 2008, the public sector wage premium, firstly
reachedzero(in 2004)andthenbecamepositive (in 2008)for workerswith low or
mediumlevel, while for workerswith high levels of educationjt wasfirst negative
(2004) andthenpositive (in 2008).In addition, positive public sectorpremiumwas
significantly higher for workerswith low levels of educationthan for thosewith
higherlevelsof educationLausev,2012,p. 21).
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METHODOLOGY AND DATA

Public private wagegap represents simpledifferencein meanhourly wages
in the public and private sectors expresse@sa percentagef hourly wagesin the
privatesector.This gapcanalsobe calculatedasa differencebetweerthe average
naturallogarithmsof hourly wagesor asa regressiorcoefficientof in an earnings
eqguation,in which the dummy variable for the sectoris the only predictor (see
moredetailon Mincer earningsequationfurtherin thetext).

As previouslyexplaired the gapin the wagesbetweerthe public and private
sectorcanpatrtially be explainedby differencesn thelabourmarketcharacteristics
of workersin the public and private sectors,suchas education,occupation,etc.
Thereforethis gapis calledthe unadjustedvagegap sinceit doesnot accountfor
thedifferencedn theworkerscharacteristics.

Whenwe statistically control for thesedifferences,so the gap representshe
differencesin wagesbetweenthe sectorsfor the samejob, we call this gap the
adjustedpublic-private wagegap, or the public sectorwagepremium To assess
the public sectorwagepremiumwe needto include othervariablesrelevantto the
wagesize (suchaseducationwork experiencegtc.)into the wageequation.Then
the regresion coefficienton the dummy variableindicating the public or private
sectoremploymenis anestimateof the public sectorwagepremium.

We can also calculatethe unadjustedand adjustedwage gapsby using the
Blinder-Oaxaca decomposition. In the termimology of the Blinder-Oaxaca
decompositionthe total unadjustedyapin earningsbetweenthe public andprivate
sector can be divided into explained part and unexplained part. While the
explained part of the gap is the part due to the differencesin charactristics
betweenthe workers in the sectors,the unexplainedpart of the gap is due to
differencesin returnsfor the different characteristicst the labour market(e.g. if
the public sectorputsa highervalueto w o r k kigherlével of education).lt is
this secondunexplainedpart of the differencein wagesthatrepresentshe public
sectorwagepremium

To explain the Blinder-Oaxacadecompositionwe start from the simple
(Mincer) wageequation:

vi =In(¥,) = a + P, + Xy, + 5, 1)

In which the dependentvariable,log wagesare regressedn the vector of
individual and job characteristics- X;, such as education,work experience,
occupatiorandsectorof activity (Mincer, 1974).Sincethefocusof this paperis to
estimatethe public sectorwage premium,the variabk that indicatesthe work in
the public or private sectorwassingledout andpresentedsseparatevariable(P),
and the coefficient next to this variable ( bihdicatesthe public sector wage
premium.As previouslystatedjn a situationin which otherrelevantvariables(X;)
areomitted,the coefficientb is reducedo a simple percentage@ifferencebetween
thewagesn the public andprivatesectorsi.e. unadjustegaygap.
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As previouslymentionedBlinder-Oaxacadecompositiorsplitsthe unadjusted
gapin wagesbetweenthe public and private sectorto explainedand unexplained
part of the gap (Blinder 1973, Oaxaca,1973). Blinder-Oaxacadecompositions
basedon the separateestimationsof the Mincer wage equationfor the public and
privatesectos:

yf = X['6; + £, for theprivatesector (2a)

vl = x7" 6] + !, for thepublic sector (2b)

whereX{’ and:-‘f;r " arethe vectorsof the individual andjob characteristicof

theworkersin the public andprivatesectorrespectively g% i 6{: aretherespective

slope coefficients, and & s;r are the respectiveerror terms from the wage

equationdor the public andprivatesector.If we assumehatthe expectedralueof
the errorsin the modelis equalto zero,the differencein expectedvalue of wages
in the privateandpublic sectorscanbewritten as:

E(]) - BG6F) = Exe, - Ex?)er ©

After the coefficientsareestimatedsia ordinaryleastsquaresthe differencein
the averagenvagesbetweerthe public andprivatesectorqunadjustegay gap)can
bewritten as:

7 -7 =X - X8 (4)
After sortingthe equatiord canberewrittenas:
7 5" = (X — XY, + X7 (6, - 67) (5)

The last equationshowsthe basicBlinder-Oaxacadecompositionthe gapin
wagesis a sumof the explainedandthe unexplainegoartof the gap(i.e. the public
sectorwage premium). The estimateof the explainedpart of the gapis basedon
the differencebetweenthe averagecharacteristicof the workersfrom the public

and private sectors(X’ — X*), weightedby the regressioncoefficientsfrom the

public sectorvvageequation(ﬁ). Ontheotherhand,estimationof the unexplained
part of the gapis basedon the differencebetweenthe slope coefficientsfrom the

public and private sectorsearningequation(ﬁ - E‘i), weightedby the average

wo r k eharactéristiin the privatesector(X*) (Jann,2008).

In addition, Blinder-Oaxacadecompositio enableghe isolation of the effect
of eachvariableon both explainedandunexplainedgpartof the gap.Therefore|t is
possible,for example,to assesswvhich part of the gap in earningsbetweenthe
public andprivatesectorss dueto differencesn the level of educationandwhich
is dueto differencesn theaveragavork experiencéJann,2008).
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DATA AND SAMPLE

To estimatethe public sectorwagepremiumwe usemicro-databasdrom the
Survey on Income and Living Conditions (SILK) from 2013. The survey,
conducteddy the RepublicStatisticalOffice of Serbia(SORS),providesnationally
and regionally representativedata on income, poverty and living conditionsfor
Serbiaand is the most importantinstrumentfor the comparativeassessmernf
povertyin the EuropeariJnion (accordingo EUROSTAT),aswell asin Serbia.

The sampleincluded 6,501 householdsand datawere collectedat both the
householdand the individual level. Data include weights, provided by SORS,
which are usedto correct estimatesof descriptive statistics and econometric
estimatesfor the likelihood that a householdis selectedin a samplefrom the
populationof Serbianhouseholds.

The samplefor the regressionanalysisconsistsof 3,931 employees(2,052
employeesin the public and 1,8 employeesin the private sector)for which
information on wageswas available.The sampleincludesonly peoplein the age
group 1564. The analysisdid not include selfemployed and unpaid family
members,informal employmentworkers, as well as the employeeswho do not
receivea salaryat work. Additionally, in accordancewith the recommendations
from the literature (e.g. EuropeanCommission,2014), we excludedfrom the
analysighe employeesn theagriculturalsector.aswell asmilitary personnel.

The main independentariableis basedon ownershipquestion:"What is the
form of propertyin which you work?" which has four possibleanswers:"Not
registered”;'Privateregistered",'Public / state"and"Other ( social, mixed, etc.)'.
The analysisinvolved only thosewho answered'Private registered'and"Public /
state".The maindependenvariable,asalreadymentionedjs the naturallogarithm
of nethourlywages.

RESULTS

Accordingto the SILC data,in May 2013, the averagemonthly wagein the
public sedor wasby 22.8%higherthanwagesin the public sector(Table1). The
difference betweenhourly wageswas higher, and amountedto 33.4%, as the
workersin the privatesector,on averagavork about4 hourslongerperweekthan
workersin the public sector.
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Tablel: Thedifferencein theaveragemonthlywagesaveragehoursworkedand
averageearningsper hour of workin the public and private sectors

Averagemonthly | Averagehours Averagehourly

wage(in RSD) worked wage(in RSD)
Privatesector 34,993 14.1 172.7
Publicsector 42,967 40.5 230.5
Difference(%) 22.8% -8.0% 33.4%

Source:Owncalculationbasedonthe SILC2013data. Note: Theaveragehourly

wageis calculatedastheratio of monthlyearningsand weeklyhoursworkedand

multiplied by 23/5 (numberof workingdaysin the monthdividedby the numberof
daysin theworkingweek).

Table 2 showsthe estimationof five different specificationsMincer wage
equation(equationl). Table 2 presentsonly the estimatedcoefficientsfor the
variable deroting the work in the private or public sector, while the full
specificationis in Table Al in the Appendix. All the coefficientshave expected
signs: wagesare higher for the higher levels of educationwork experienceand
age;they are higherfor menthan for women;they are the highestfor Managers,
thenfor ProfessionalsTechniciansandClerks,slightly lower for Serviceandsales
workers,Craft andtradesworkers,Plantand machineoperatorsandthe lowestfor
the Elementary occupations;the wages are higher in industry, comparedto
services for the permanenjobs, comparedo temporary higherin cities, andin
Belgrade comparedo otherregiors.

Table2: Mincer earningsequations estimationof thegapbetweerwagesn the
public andprivate sectas

Variablesin the S0 s1 S2 s3 sa
model
Publicsector 0.334*** | 0.207*** | 0.214*** | 0.161*** | 0.172***
Educationandwork
- X X X X
experience
Genderandage X X X
Jobcharacteristics X X
Regionandtype of
X
settlement
Samplesize 3.931 3.931 3.931 3.931 3.931

Source:Owncalculationbasedonthe SILC2013dataNotes:Thetable A1, with
the estimatedtoefficientsand standarderrorsis attachedn Appendix.
10ccupationsectorof activity (industryandservices)typeof contract

(permanentr temporaryy** p<0.01,** p<0.05,* p<0.1
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The coefficientin the specificationS0, wherethe sectoris the only variablein
the equation,as statedbefore,is the unadjustedvage gap in wagesbetweenthe
public andprivatesectorsThe coefficientindicatesthat public sectorwagesareon
averageby 33.4% higher,comparedo the private sector.This is the samevalue
that is obtainedin the Table 1, asthe percentagalifference betweenthe hourly
wagesin the privateandpublic sector.

SpecificationsS1 to S4 representhe wagegapwhenadjustedfor differencesin
the labourmarketcharacteristicsWhenwe include educatiorandwork experiencen
the regressiorequation,the gapin wagesbetweenthe sectorsshrinksto 20.7%.1n
otherwords, workersin the public sectorearn20.7% higher hourly wagesthanthe
workersof the samesducationalevel andwork experiencén the privatesector

The public sectorwage premiumdoesnot changesignificantly whensexand
ageareincludedin the wageequation(columm S2). On the otherhand,whenjob
characteristicsuchas occupation,activity sector(industry and services)and the
type of contract are controlled for, the difference betweenthe wages further
shrinksto 16.1%(column S3). Finally, whenwe includethe effectsof the region
and type of settlement,we get a final assessmenof the public sector wage
premiumof 17.2%.In otherwords, public sectorworkersearn,on average17.2%
higherearningsthan private sectorworkerswho are of the sameeducationalevel
andwork experiencegenderandage, whosework hasthe samejob characteristics
(in termsof the occupation sectorsof activity andtype of contract),in the same
regionandtype of settlement.

Estimatedvalue of the regressiorcoefficientsfrom Mincer equationgTable 2)
can be summedup in the basic Blinder-Oaxacadecomposition(Table 3). The
estimationsare calculatedbasedon the equation5. The differencein averagehourly
wagesbetweenthe public and private sectoris 33.4%. Almost half of the gap (i.e.
48.5% of the difference: 16.2% from 33.4%) in wages betweensectorscan be
explainedby betterlabour marketcharacteristicef the public sectorworkers(higher
educationlevel, morework experienceand asthey work in betterpaid occupations).
The remaining, unexplainedpart of the gap representsthe public sector wage
premium,which amountgo 17.2%.This differencerepresentslifferent "rewards"for
theemployeedn thepublic andprivatesectorfor doingthe samework.

Table3: Blinder-Oaxacadecomposition

Privatesector(averagdog hourly wage) 5.027
Publicsector(averagdog hourly wage) 5.361
Unadjustedlifferencein wages 0.334
Explainedpartof thegap 0.162
Unexplainedpartof thegap 0.172

Source:Owncalculationbasedonthe SILC2013data

As mentioned above, public sector workers have better labour market
characteristicsthan workers from the private sector, and this difference in
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characteristicexplainsalmost half of the differencein their earnings.Table 4
summarizeghe basc differencesin these characteristicghat significantly affect
the differencein wages.In the table labour marketcharacteristicare divided to
thosethat"increase'andthosewhich "reduce"thewagesin the sensdhatworkers
with thesecharacteriscs, on average have a higher or lower wages Table was
formedon the basisof detailedBlinder-Oaxacadecompositior{TablesA2 andA3
in the appendix),aswell asthe resultsfrom the comparisorof the characteristics
of the public andprivatesectorworkers(TableA4 in theappendix).

Firstly, the majority of the differences in wages can be explained by
differencesin occupations This is primarily due to greater participation of
ProfessionalgISCO 2 group, 31.5%in the public versusonly 10% in the private
sector),aswell asTechniciangISCO 3 group,22.4%versusl5.1%) in the public
thanin the privatesector(Table A4 in the Appendix).Sincetheseoccupationspn
averagearebetterpaid partof the differencedn wagess dueto thefact thatwork
in the public sectorrequiresmorehigh-skilled occupations

Table4. DetailedBlinder-Oaxacadecomposition summary

..whichii i n c rtheiawage®| ..whichiidecr e
their wages
- Morefrequentlyworkingin
betterpaid occupation
Labourma_lrk_et - Hihgerlevel of education - Morewomen
characteristics . : .
: - Moreworking experience - Moreworkersin
of thepublic h :
sectorworkers - More permanentontracts the servicessector
"l - Morefrequentlyfrom urban
areas

Source:Owncalculationbasedonthe SILC2013data. Note: Full estimationof
the coefficientdrom the Blinder-Oaxacadecompositiotis presentedn the Table
A2in the Appendix

Furthemore, the public sectoris also characterisedn a higher share of
employeeswith collegeor universityeducation(43.7%of emgdoyeesin the public
versusthe 23.8% of employeesin the private sector),as well as a longer work
experiencein public sectoremployment(averageemploymentexperiencen the
public sectoris 19 years,while in the private 14.3 years).Public sectorworkers
alsohavea larger shareof the permanentontracts,(91.4% versus79.5%in the
private sector), which show higher wagesthen temporarycontracts;as well as
greater participation of employeesin urban areas(73.8% versus 68.5% in the
privatesectoy, wherethewagesaregenerallyhigher.

On the other hand, the public sectoris characterizedoy two featuresthat
reducethe wages The public sectoremploysmorewomen,andhasa highershare
of workersin the servicesector comparedo industry (Table A4). As womenon
averageearnlessthanmen andasthe work in the servicesectoris paid lessthan
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work in the industry, thesecharacteristicsreduce"the averagewvagein the public
sector. In other words, if the public and private sector would have the same
participation of women and share of services workers, ceteris paribus, the
unadjustedvagegapbetweerthe public andprivatesectorsvould be evenhigher.

Table 5 shows the estimatedvalue of the public sector wage premium
separatelyn subsampledy sexandage.Analysisof the separatsubsamplef
menand womensuggestghat, on averagethe unadjustedvagegap betweenthe
sectorsis higher for womenthan for men. Womenin the public sectorhaveon
average36.5% higher earningsthan womenin the private sector,while for men
this differenceamountsto 31.8%.However,the wagegap betweenthe public and
private sectorsfor womencanbe explaired by the labourmarketcharacteristic$o
the greaterextentthen for men. This is primarily due to highe participationof
Professional$ISCO 2 group) in the public sectorfor women.Whencontrollingfor
these and all other differences between the sectorsin individual and job
characteristics(listed in Table 2), estimatedpublic sector wage premium is
significantly lower for the womenthanfor the men.For the women,the premium
amountgo 10.6% while for themenit is 20.3%.

On the other hand, the analysisby different age grougs indicatesthat the
trendsin all the agegroupsaresimilar. The largestunadjustedpublic privatewage
gapis amongyoungworkers(15-29 years)which is estimatedat 33.8%,while the
gapis somewhatower in two older agegroups(30/44 and45/64),approximately
31%.For all agegroups,explainedthe valueof thework gapis estimatedat about
13 to 14%. Sincethe explainedpart of the gapis the samefor all the groups,the
order of the age groupsby the size of the public sectorwage premiumremains
unchangedlt is the highestfor the youngestagegroup,whereit standsat 20.9%
while for theoldergroups it standsonaboutl7%

Table5: Blinder-Oaxacadecompaositiorby genderandage

Sex Age

Women Men 15-29 3044 4564

Privatesector 4.966 5.075 4,901 5.055 5.078
Publicsector 5.331 5.393 5.239 5.364 5.384
Difference 0.3 0.318 0.338 0.309 0.306
Explainedpart 0.259 0.115 0.130 0.140 0.138
Unexplainedoart 0.106 0.203 0.209 0.169 0.168
Samplesize 1,869 2,062 608 1,793 1,530

Source:Owncalculationbasedonthe SILC2013data. Note: Full estimationof
the coefficientdrom the Blinder-Oaxacadecompositiofis presentedn the Table
A5in the Appendix.

A separatanalysisby educationalevel pointsto severainterestingrends(Table
6). Contraryto previousresearchthe unadjustedjapin wagesis the lowestfor the
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workerswith the primarylevel of education.The gapis estimatedat 6% andit is not
statisticallysignificant. However,the samplefor the estimationof the gapat this level
of educationis relatively small (total of 344 employeesin the public and private
sector) soit is possiblehatwith alargersampleandwe would getdifferentresults

Secondy, the unadjustedyapin wagesbetweerthe privateandpublic sectors
is higher amongemployeeswho have completedsecondaryeducation- 26.8%,
thanfor those who have completedcollegeor university - 23.9%. The explained
partof the gapis largerat the tertiary level of educationso the differencesn the
public sectorwage premiumare even more pronouncedThe estimatedadjusted
wage gap betweenthe public and private sector,i.e. the public sector wage
premiumis 20.6%for the secondaryand13.1%for thetertiarylevel of education.

Table6: Blinder-Oaxacadecompositiorby educationevel

Educationlevel

ngzr%%rl no Secondary Tertiary
Privae sector 4.827 4,921 5.397
Publicsector 4.887 5.189 5.637
Difference 0.060 0.268 0.239
Explainedpart 0.041 0.062 0.108
Unexplainedbart 0.020 0.206 0.131
Samplesize 344 2,353 1,234

Source:Owncalculationbasedonthe SILC2013data. Note: Full estimationof
the coefficientdrom the Blinder-Oaxacadecompositiotis presentedn the Table
A6in the Appendix.

DISCUSSIONAND CONCLUSIONS

This paperaimedto estimatethe public private sectorwage gap in Serbia
using the Blinder-Oaxacadecompositionand the data from the EU-SILC from
2013.Similar to the situationin manyEuropearcountries(EuropeanCommission,
2014),theresultsshowthat hourly wagesin the public sectorin Serbiaare higher
than in the public sector(33.4%) A significant part of this difference can be
explainedby differencesin the labour marketcharacteristicbetweerthe workers
in the sectors.Most importantly, public sectorworkershave,on average higher
levelsof educatiorandmorework experienceandtheyaremorelikely to work as
Professionalsor Technicians(occupationsthat are paid better than othel) than
workersin the private sector.When thesedifferencesin the characteristicsare
statistially kept constant,the value of the public sector wage premium is
estimatedat 17.2%. In otherwords, workersin the public sectorhaveby 17.2%
higherwagesfor doingthe "same"job thanthe workersin the privatesector.
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The estimatedralueof the public sectorwagepremiumin Serbiais highwhen
compared to other European countries, since, according to the European
Commissionreport (EuropeanCommission,2014) higher public sector wage
premiumis presentonly in Ireland, Luxembourgand Cyprus However, this
comparisorhasto be madewith caution,sincethe dataanalysedn the reportand
in this researchare different (Structureof earningssurveyvs. Surveyon Income
andLiving Conditions)

Theresultsalsopointto someinterestingdeparturesrom the generaltrendsin
the literature,which suggesthat the gap shouldbe higher for womenand people
with low level of education(Giordanoetal, 2011).However,recentresearctshow
thattheseconclusionsare not uniform, sothat on averagein the EuropeanJnion,
men havehigher positive public sectorwagepremiumsthanwomen and that the
public sectorpremiumoccursat all levels of education(EuropeanCommission,
2014) The differencesmight be dueto the effectsof the economiccrisis which
could producenew trendsof premiumpublic sectorby different groups but also
dueto the fact that different datasourcespoint to different conclusions Our data
suggesthat, althoughthe unadjustedvagegapis higherfor womenthanfor men,
the estimatedvalue of the public sectorwage premiumis higher for men This
occursbecausehe labaur marketcharacteristicexplainthe wage gap betterfor
womenthanfor men.

Historically, the estimatedvalue of the public sectorwage premiumin this
researchindicatesthat,in Serbia,the gapin wagesbetweenthe public andprivate
sectors wert througha full cycle: from significantly higher wagesin the private
sectorbefore 2000 (maximumof about28% in 1995, throughzero and positive
premiumfor working in the public sector(2004 and 2008, accordingto Lausev,
2012),to now extremelyhigh value of the premiumof the public sectorin Serbia
(17.2% in 2013) indicated by this research.This result is consistentwith
theoreticalconsideration®n the gapin wagesin the public sectorin countriesin
transition,presentedy L a u §261).The negativepremiumof the public sector
from the initial transition period, after the country reachesits mature phase,
approackszeroor becoms positivedueto the fact that marketmechanismsake
primacyin determininghewagesin thesectorgLausev,2014).

Wagegapbetweerthe public andprivatesectoris an importantquestionfrom
the perspectiveof the public policy. Unequalwagesof workersin the public and
private sectorscan causedistortionson the labour market especiallyif onetakes
into accaunt thata job in the public sectoroftenalsocarriesa higherdegreeof job
securityand benefits.The presencef the premiumin wagesin the public sector,
with other,morefavourablebenefits,may leadworkersto havestrongprefeences
to work in the public sector which meanghatlessskilled labour remainto work in
the private sector.Takingthis into accounta preciseestimateof the gapin wages
betweenthe public and private sectorstogetherwith otheranalyticalinformation
providesa basisfor decisionmakingonwhetherit canbejustified to "save"partof
the public expense$y reducingpublic sectorwages.
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APPENDIX
TableAl: Mincer wageequation
VARIABLES SO S1 S2 S3 S4
Public sector 0.334*** | 0.207*** | 0.214*** | 0.161*** 0.172%**
(0.016) (0.016) (0.016) (0.016) (0.016)
Primary(omitted) - - - -
Secondary 0.208** | 0.208*** | 0.103*** 0.076***
(0.023) (0.023) (0.024) (0.024)
Tertiary 0.687** | 0.702*** | 0.313*** 0.275***
(0.026) (0.026) (0.034) (0.033)
Work Experience 0.007*** | 0.006*** | 0.006*** 0.005***
(0.001) (0.002) (0.002) (0.001)
Gender(Female=1) -0.130*** | -0.138*** -0.141%**
(0.014) (0.014) (0.014)
Age 0.020** | (0.019*** 0.019***
(0.006) (0.005) (0.005)
Age Squared -0.000*** | -0.000*** | -0.000***
(0.000) (0.000) (0.000)
Seniorofficials and . .
managers 0.711 0.698
(0.049) (0.048)
Professionals 0.600*** 0.575***
(0.035) (0.034)
Techniciansand
associat professionals 0.366** 0.357**
(0.025) (0.025)
Clerks 0.296*** 0.278***
(0.030) (0.029)
Serviceandsales
workers 0.105*** 0.110***
(0.027) (0.026)
Craftandtrades ek ok
workers 0.127 0.141
(0.028) (0.027)
Plantandmachine 0.170%%* 0.187%*
operators
(0.030) (0.030)
Elementaryoccupations ) )
(omitted)
Activity sector . .
(Servicese1) -0.072 -0.094
(0.018) (0.017)

Note: Continuedon the nextpage
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TableAl: Mincer wageequationi coninuedfromthepreviouspage

VARIABLES SO S1 S2 S3 S4
Public sector 0.334** | 0.207*** | 0.214*** | 0.161*** | 0.172***
(0.016) (0.016) (0.016) (0.016) (0.016)
Typeof contiact L0.066%* | -0.062%*
(Temporary=1)
(0.021) (0.021)
Settlemen{urban=1) 0.081***
(0.014)
Belgrade(omitted) -
Vojvodina -0.095***
(0.018)
WestSerbia -0.131%+*
(0.018)
EastSerbia -0.157***
(0.019)
Constant 5.027** | 4.627** | 4.309*** | 4.343** | 4.409***
(0.012) (0.025) (0.109) (0.101) (0.099)
Observations 3,931 3,931 3,931 3,931 3,931
R-squared 0.108 0.331 0.349 0.433 0.455
F 4125 453.2 281.9 185.0 154.6
P <0,001 <0,001 <0,001 <0,001 <0,001
AdjustedR-squared 0.107 0.330 0.348 0.431 0.452

Source:Owncalculationbasedon the SILC 2013data. Notes:Robuststandard
errorsin parentheses** p<0.01,** p<0.05,* p<0.1

TableA2 Blinder-Oaxacadecompositiofi Groupedeffects

VARIABLES Explainedpart Unexplainedpart

Education -0.040*** | (0.006) -0.072 (0.046)
Work Experience -0.024*** | (0.007) -0.041 (0.050)
Gender(Female=1) 0.011*** (0.003) -0.000 (0.014)
Age 0.000 (0.008) 0.002 (0.217)
OccupationISCO 1-digit) -0.111** | (0.010) | -0.100** (0.043)
Activity sector(Services=1) 0.012*** (0.003) 0.032 (0.026)
Type of contract -

(Temporary=1) -0.007 (0.003) 0.007 (0.006)
Settlemen{urban= 1) -0.004*** | (0.001) -0.006 (0.019)
Regionaleffects 0.000 (0.002) -0.006 (0.022)
Constant 0.012 (0.204)
Observations 3,931 3,931

Source:Owncalculationbaseal ontheSILC2013data Notes:Robuststandard
errorsin parenthese®** p<0.01,** p<0.05,* p<0.1
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TableA3: Blinder-Oaxacadecompositiofi detailedeffects

VARIABLES Explainedpart Unexplainedpart
Primaryeducation - - - -
Secondargducation 0.015** | (0.005) -0.030 (0.027)
Tertiaryeducation -0.055*** | (0.008) | -0.042* (0.023)
Work Experience -0.024** | (0.007) -0.041 (0.050)
Gender(Female=1) 0.011** | (0.003) -0.000 (0.014)
Age -0.100*** | (0.027) -0.093 (0.424)
Age Squared 0.100*** | (0.027) 0.095 (0.225)
Seniorofficials andmanagers -0.004 (0.005) -0.005 (0.004)
Professionals -0.124** | (0.011) 0.010 (0.015)

Techniciansaandassociate

. -0.026*** | (0.005) | -0.020** (0.010)
professionals
Clerks -0.003 (0.003) | -0.009* (0.006)
Serviceandsalesworkers 0.018** | (0.004) | -0.038*** | (0.009)
Craftandtradesworkers 0.017** | (0.004) | -0.025*** | (0.007)

Plantandmachineoperators 0.012*** | (0.003) | -0.013** (0.005)
Elementaryoccupations
(omitted)

Activity sector(Services=1) 0.012** | (0.003) 0.032 (0.026)
Typeof contract(Temporary=1)| -0.007*** | (0.003) 0.007 (0.006)

Settlemen{Urban= 1) -0.004*** | (0.001) -0.006 (0.019)
Belgrade - - - -
Vojvodina -0.005*** | (0.002) -0.000 (0.009)
WestSerbia -0.000 (0.002) -0.000 (0.009)
EastSerbia 0.005** (0.002) -0.006 (0.007)
Constant 0.012 (0.204)
Observations 3,931 3,931

Source:Owncalculationbasedonthe SILC2013data Notes:Robuststandard
errorsin parenthese$** p<0.01,** p<0.05,* p<0.1
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TableA4: Comparisorof workerscharacteristican the public andthe private
sectors

Public | Private
sector | sector | Difference| T test

VARIABLES mean mean

Primaryeducation 0.078 | 0.084 -0.009 -0.952
Secondargducation 0.485 | 0.677 | -0.192** | -12.533
Tertiaryeducation 0.437 | 0.238 | 0.201*** 13.89
Work Expeaience 19.016 | 14.299 | 4.534*** 13.811
Gender(Femalel) 0.521 | 0.441 | 0.078*** 4,913
Age 43.519 | 38.296 | 4.989*** 15.272
Age Squared 0.042 | 0.035 0.008 1.302
Seniorofficials andmanagers 0.315 | 0.100 | 0.219*** 18.19
Professionals 0.224 | 0.151 | 0.070*** 5.703

Techniciansndassociate

. 0.102 | 0.092 0.007 0.778
professionals
Clerks 0.093 | 0.254 | -0.161*** | -13.406
Serviceandsalesworkers 0.069 | 0.187 | -0.118** | -10.828
Craftandtradesworkers 0.059 | 0.124 | -0.069*** -7.401
Plantandmachineoperators 0.096 | 0.056 | 0.044*** 5.124
Elementanyoccupations 0.813 | 0.684 | 0.132** | 9.459
(omitted)
Activity sector(Services=1) 0.086 | 0.205 | -0.119*** | -10.607
Typeof contract(Temporary=1) | 0.738 | 0.685 | 0.059*** 3.961
Settlemen{Urban= 1) 0.314 | 0.297 0.009 0.658
Belgrade 0.2% 0.285 | -0.051*** -3.644
Vojvodina 0.243 | 0.244 0.004 0.263
WestSerbia 0.207 | 0.174 | 0.038*** 2.923
EastSerbia 0.078 | 0.084 -0.009 -0.952
Observations 1,879 2,052

Source:Owncalculationbasedonthe SILC2013data Notes:Robuststandard
errorsin parentheseg** p<0.01,** p<0.05,* p<0.1

TableAS: Blinder-Oaxacadecompositioy genderandage

Sex Age

Women Men 15-29 3044 45-64
Education 0.040* | -0.033"* | -0.027** | -0.049"* | -0.041">

(0.007) (0.008) (0.010) (0.009) (0.010)
Age 0.000 0.000 3 ; ;

(0.000) (0.000) ; ; ;
Work History | 5 goqsm | .0, 019% -0.003 | -0.009%* -0.001
(years)




Serbian road to the EU: Finance, Insurance and Monetary Policy

210

(0.007) | (0.005) | (0.003) | (0.003) | (0.001)
Female - - 0.0156 | 0.009% | 0.012%*

- - (0.007) | (0.004) | (0.004)
O CC u p atl 0 n *%x% _ *kk _ *%% _ *%x%k - *%k%
(SO 1-dginy | 0192 0.060 0.122 0.094 0.112

(0.018) | (0.011) | (0.025) | (0.014) | (0.018)
sSector 0.009% | 0.011** | 0.016* | 0.010** | 0.017**
(Services=1)

(0.004) | (0.003) | (0.007) | (0.003) | (0.006)
Contract | 5010% | -0.007* | 0003 | -0.006¢ | -0.007
(Temporary=1)

(0.004) | (0.004) | (0.004) | (0.003) | (0.006)
Settlement 0.002* | -0.005* | -0.006 | -0.001 | -0.008*
(Urban=1)

(0.001) | (0.002) | (0.004) | (0.002) | (0.003)
Regions -0.002 0.004 -0.006 0.000 0.001

(0.003) | (0.004) | (0.006) | (0.004) | (0.004)
Samplesize 1,869 2,062 608 1,793 1,530

Notes:Robuststandarderrorsin parenthese$** p<0.01,** p<0.05,* p<0.1

TableA6: Blinder-Oaxacadecompositiofy educationevel

Educationlevel
Prllmaryor Secondary Tertiary
ower

Age 0.010 -0.004 -0.000
(0.025) (0.009) (0.017)
Work History (years) -0.035 -0.019* -0.031**
(0.022) (0.010) (0.015)

Female 0.003 0.0171*** 0.006*
(0.007) (0.004) (0.004)
Occupation(ISCO 1-digit) -0.030 -0.048*** -0.100***
(0.023) (0.008) (0.015)

Sector(Services=1) 0.030** 0.010*** 0.001
(0.013) (0.003) (0.004)

Contract(Temporary=1) -0.003 -0.008** -0.004
(0.007) (0.004) (0.003)

Settlemen{Urban=1) 0.001 -0.003 0.003
(0.002) (0.002) (0.003)
Regions -0.017* -0.001 0.017*+*
(0.010) (0.003) (0.006)

Samplesize 608 1,793 1,530

Notes:Robuststandad errorsin parenthese$** p<0.01,** p<0.05,* p<0.1
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THEIMPACTOFTHECREDITPOLICYOFBANKS
ANDINCENTIVEFUNDSONMSMESSECTOR
GROWTHN SERBIA

DejanRadulovic?!

RenataPindz??
ABSTRACT
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of banking and other financial organizationsand their impact on growth and
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INTRODUCTION

MSMEs (micro, smalland mediumenterprisesyectorin Serbiamostly relies
on its own financial sourceswhich significantly limits the ability of its rapid
growthandfurtherdevelopmen{Tablel).

Thefinancial systemin Serbiaconsistsof the NationalBank of Serbia(asthe
centralbank),commerciabanksandotherfinancial organizationsThe bankshave
dominantrole in the Serbianfinancial system.They makeup morethan90% of the
total financialsystemin Serbia(NBS, 2016).

While it is clearthat further economicdevelopmentf the Republicof Serbia
requiresa strongand stablesectorof (nonbanking)financial organizationsit is
still veryundedevelopedy all criteria:

1 Thesizeandoverallparticipationin financial services;

1 Theserviceoffered;

9 Lack of information (for citizens and business entities about the

opportunitiesn this sector).

Primarly, the reasonsfor the underdevelopmentiie in the absenceof
regulationsfor this area.This leadsto a lack of accessto financial resources
(limited funds) and the high costsof using the existing funds of the financial
organization,that are the biggest problemsof MSME sectorin Serbia. (State,
NecessitieandProblemsof Entrepreneuri Serbia,2010,2011).

From the standpointof financing SMEs, particularly the presenceof a
significantdegreeof investmentfundsin the economybecausehey area potential
sourceof capitalfor the SME sector

Tablel: TheStructureof FundsAvailablefor MSMEs

CURRENT ASSETS NEW INVESTMENTS

Internal Funds 82,3 Internal Funds 86,7
Supplierdloans 51 Family/friends 3,0
Family/friends 4.2 Local privatebanks 2,6
Local privatebanks 29 Supplier®loans 21
Stateownedbanks 2,0 Shares 1,9
Shares 1,7 Stateownedbanks 0,8
ii rti;/?et:tloanswith 0,6 Government 0,7
Government 0,5 Foreignbanks 0,4

Foreignbanks 0,4 Consumerdoans 0,3
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iFr’]t[i;/fg;atloanswith 0,2 Privateloanswith interest 0,2
Other 0,1 Other 1,3
CreditCards 0,0 CreditCards 0,0
Lizing 0,0 Lizing 0,0

Source:A M'S MEisansingin S e r bthegroject: "Non-financial supportto
MSMEsinS e r bpila i

THE CREDIT POLICY OF BANKING AND NON-BANKING
FINANCIAL INSTITUTIONS

"Serbia Financial Sector Note", the study of the financial sectorin Serbia
which was conductedby the World Bank in Septembe2004 aswell asresearch
i Fi naSMEssactprin Serbia" asa partof the project"Non-financial support
to SMEsin Serbia"showed(Table 1) that internal funds are the main sourcesof
financingMSME sector.

Evenin developectountries,internalsource®f financingarevery oftenthe main
sourceof financingfor SMEs.On the otherhand,unusualis the extremelyhigh level
of involvemen of internal sourcesof financing, both for current assetsand new
investmentén thetotal resourcesf companiedn Serbia(morethan80%).

The banking sectorin Serbiais characterizedy a rapid growth after year
2000. Simultaneouslythe market posiion of the bankshasbeenchanged.The
greatinterestof foreign banksresultedin a strengtheningof competition. The
businesstrategyof banksaredifferentaswell astheir businesperformance.

Bearing in the mind that the banks have a dominant position on capital
markets,they dictate conditionsof credit offer for MSMEs. At the moment,this
sectorrepresentaround30 commercialbanks(NBS, 2016). Balancesheetassets
of the bankingsectorin Serbia,at the end of 2011 amountedto 2649.9billion.
dinars(Eric, 2012,90).

Besideghat, certaincreditlinesundermorefavorableconditions(comparedo
commercial offers) are availableto MSME sectorin Serbia, through different
developmentunds:the Developmentund of the Republicof Serbia(Fund, 2015),
the Fundfor Developmenbf Vojvodina (Fond,2015), which wasannexedo the
DevelopmenBankof Vojvodina, Developmentundof the AutonomousProvince
of Vojvodina Itd. Novi Sad, which was founded on 11 th February 2013.
(DevelopmentFund, 2015), the Serbian Export Credit and InsuranceAgency
(Agency,2015)andsecuringloansthroughthe Guaranted-undof the Republicof
Serbia(in the period 2003 - 2009. GuaranteeFund operatedas an independent
entity, after which was annexedto the DevelopmentFund of the Republic of
Serbia)(Guaranted~und, 2015). The credit supportto micro, small and medium
sized companiesand using thesenonfinancial organizationare regulatedby the
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following regulations (laws and by-laws): the Banking Law, the Law on
Enterprses,the Law on Budgetof the Republicof Serbia(everyyearyields),the
Law on the Developmentund of the Republicof Serbia,Law on SerbianExport
CreditandInsuranceAgency, the Law on the Guaranted-und of the Republicof
Serbia, the Law on the Devdopment Fund of AP Vojvodina, Decision on
establishingf the Developmentundof AP Vojvodina.

A significantcontributionto improvedaccesgo financial sourceso MSMEs
is provided by both international organizationsand governmentsof foreign
countries through dedicated "soft" credit lines. One of the world's largest
microfinanceinvestmentfund is the EuropeanFund for SoutheasEuropeEFSA
(EFSA, 2016). The Fundraisesfunds from investorsfrom the public and private
sectors,as well as internationalfinancial organizationsand then place them to
MSMEsthroughbanks.The Fundsupportghe developmenof the financial sector
in Serbiaandrepresenthe stablesourceof financingthe economicactivities.

Even though, the scope and range of credit offer for MSMEs sector has
significantlyincreasedr achievedn thelastfew years their level andquality are
still significantly laggingbehindthe real needsof this sector.Thereis difference
betweerthe needdor capitalof thesecompaniegandthe needsf largecompanies,
which is result of specific characteristicof MSMESs sectorthat are primarily the
consequencef their sizeandtendencyto risk andinnovativebusinesventuresas
well astheflexibility (Beraha2015,p. 283).

According to the Sebian Chamberof Commerce (Serbian Chamber of
Commerce,2014), strengtheningand the improvementof the group of MSMEs
researchin the period20017 2011,is aresultof improvmentof generaleconomic
conditionsand undertakenincentive measuresind activities by the public sector
(centraland local level). Specialattentionwas paid to creationof a supportive
environmentor businesoperationsandto providing financial supportto MSMEs
developmentThe adoptionof a setof lawsin the areasof registraion, stimulating
tax systemand the systemof financing, expressednitial positive resultsin the
functioning of this group - fighting inactive businessntitiesand acceleratedhe
procesf establishingrewones.

Dynamic processof economicand financial groupsto strengthenMSMEsS,
was absentdue to insufficient and weak economicstrengthmedium enterprises.
Also, the transformationof small to medium enterpriseswas not enough
stimulated Economicprogressanddevelopmenbf the Republicof Serbiadepends
on the developmentof a competitive economy based on knowledge, new
technologiesandinnovation.MSMESs havekey role in achievingthis goalandalso
have an important contribution to overal economic and social development,
particularlyin countriesn transition,suchasthe Republicof Serbia.

SerbianMSMEs usually obtain loans from the banks. Beside credit lines
dedicatedto financing MSME businessdevelopment,authorised banks also
providegrantloansfor startinga newbusinessDependingon thetype of loan, the
amountof financial resourcesaswell asmany otherfactors,mostbanksapprove
the funds neededor the operation,but a portion of the fundsf & [ [ Hiasto be
provid from their own sources.However, banksdo not incline to risk, which
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entails lending to MSMEs (USAID, 2012). The greatestproblemin processof
financingMSMEsfrom nonbankingfinancial sourcesis thelack of resourceshat
are avdlable over the year. In addition, when funds are available, MSMEs are
facing with anotherproblem becausethey can hardly obtain required collateral
which arerequiredfor loansapprova.The costsof availablecapital are high and
consequentlyavailablecapitalis insuficientfor this sectorof economy.

In addition to the common problemsthat MSMESs are faced with in other
(developedXountriesalso,suchaslack of experiencan dealingwith banks,high
administrativecostsof processinga relatively smdl loansto thesecompaniesas
well asthe inability to ensureadequatesuppliesby MSMEs, this sectorin Serbia
hasa moredifficult accesgo financialsourcesdecause:

9 banksdo not haveenoughcapitalsothey cannot approvelong-termloans

from its own resources;

i thereareno supportmeasuresn orderto motivatebanksto approveloans
to MSMEs;

9 a large shareof the "gray" economy,or performing cash transactions
without any records which unable realistic understandingof MSMEs
busines®perations;

1 emvronmentis changingrapidly, soit is impossibleto reachan adequate
historical data on market trends which unable the developmentand
preparatiorof businesplans;

9 relatively high inflation rate, especiallyduring the nineties, affects the
level of interestratesandlong-termfinancingbecamevery risky.

Until recently,bankshavenot shownmuchinterestin lendingtheir fundsto
MSMEs. The main reasonlies in the establishedculture of lending to large
companies)ack of qualified staff in bankswith knowledgeaboutMSMEs and
their potentialfor profitable lending,insufficient qualificationfor preparatiorand
presentationof high-quality businessplans. We could add that the reasonsfor
insufficient developmentof MSMEs sectorcould be found in underdeveloped
bankingsystem,expressedlistrustof financial institutionsandin a high level of
gray econony (Eric etal. 2012,p. 149).In thein thelast5 yearstherehavebeen
significantchangesvhich include:

Increasingforeign participationin Serban banksthat encouragesendingto
MSMEs

Many internetsites promotebank lendingto MSMEs, which statesthat the
MMSEsbecamenimportantfactorin the customeibase;

The presenceof micro-credit organizationsaimedto MSMEs in Serbia(e.qg.
Procreditand OpportunityBank), with a widespreadhetworkof branchesThis fact
producechighercreditopportunitiefor MSMEsbut alsopopularizetheir lending

Information on banking servicesavailable for MSMEs are improved. For
example,NBS, regularly publishesa list of servicesthat everylarge bank makes
availableto MSMEs (the type of loan, repaymentperiod, interestrate and terms
(collateral)andconditions).
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Despitethe positive developmentsn MSMEs sector therearestill issueghat
areneedto beresdved:

Banksarestill morefocusedon retail and(large)corporatecustomerslending
andlesson lendingto MSMEs;

Loansgrantedo MSMEsaremostlyshorttermloans(no longerthanoneyear);

The majority of long-term loans (over one year) that grantedby banksto
MSMEs arefinancedby foreign credit lines, e.g. throughthe EuropeanBank for
ReconstructiomndDevelopmen{EBRD, 2015);

In Serbig MSMEs lending requireshigh collateral."Banks in Serbiaoften
seekfor collateralbetweenl50%- 200%for loansin the rangeof 10,000- 50,000
EUR, which represents major obstaclefor manyMSMEs" (UNDP, Development
andTransitionProject,2015);

In practice banksusuallyrequirea mortgageon real estateand/ or ownership
of the land on behalfas a collaterd, but most of immovablepropertyis not yet
registeredn the land registry so that the title deedcannotbe usedasa guarantee.
Evenwhenthereal estates acceptedscollateralfor loans,banksoften estimatea
lower value;

It was noticedthat compaies often have a resistanceo the conditionsand
procedureghat are necessaryor processof applyingfor loans.Usually, they do
not know how to preparea proper businessplan. There are also problemsin
communicatiorbetweerbanksandMSMEs.

Another problem could be the fact thatin previousyearsMSMESs, driven by
lower interestrates,have borrowedloansdenominatedn foreign currenciesand
therebyincreasedheir exposureo the changesn the value of foreign currencies
moved oppositeof the declinng value of the dinar. Dinar loans approvedby
Serbianbanks,however,also be providedon one condition, which meanthat the
borroweris requiredto repaythe creditequivalentindicatedin EUR. In fact, about
75% of all dinar loans, whether consumer(retail) or corporate,have "foreign
currencyclause"(NBS, 2015);

Excluding more thanwelcomelines of different credit organizationsuchasthe
EBRD (EBRD, 2016),it seemghatthe Serbiarbankswill haveto rely solelyon their
depositsif they want to be part of finance MSMEs. We should not expectthat the
foreignbanksfundswill be available.Accessto depositswill dependon the outcome
of the Serbian economy, employment and disposableincome as well as the
participationof private savings.Analyzing the potentialimpactof NBS (NBS, 2015)
on credittermsand conditions,it could be concludedthat the NBS' decisionshavea
binding effect on interestratesand contractingthe installments which leadsto the
needfor preciselydefinedthe contractsby banks. This includesthe height of the
effectiveinterestrate,how andunderwhich circumstanceg could be changedwhich
exchangerate will be appliedfor loan repaymentwhat is the amountof monthly
obligationsin dinars,aswell asin foreigncurreng, the client'sconsentor acceptance
of thechange®f interestratesandotherloanconditions

Financingof MSMEs by the public sectorsignificantly increasedSerbiahas
developed seriesof statefundedprogramsof supportfor MSMESs, including the
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alocation of loanswhich includesmanyinstitutionsand organizationsin the last
decade, state'sfinancial and nonfinancial assistancefor the developmentof
entrepreneuriactivity is gainingtheimportancgEric etal. 2012,p. 149).

Whenwe talk abaut financing the loans by the public sector,Development
fund representshe main channelof financing.lIt is a stateinstitution/ organization
establisheavith theaim of securingfunding programsn thefield of economicand
regional developmentas well as in the field of developmentof MSMEs,
strengtheningcompetitivenessand related activities. Loans allowed by the
Developmentundmay be grantedby otherinstitutionsand organizationgon the
basis of commissionfee) or DevelopmentFund can provided loans from own
sourcesThe Programof the Government'sinancial supportto MSMEsin Serbia
throughthe Developmentundof the Republicof Serbiaincludes(Fund,2012):

1. startup loans- loansfor beginnersin the periodfrom 2007to 2011, 8,303
requestsvereapprovedasstartup loansfor beginnersn thetotal amountof
more than 11.7 billion dinarswith interestrate of 1- 3%. 7,575 contracts
were concludedtotaling more than 10.7 billion dinars. According to the
submittedrequests25,374workerssuppaedto beemployedTable2).

2. in the period from 2009 to 2011, interestratesfor loans approvedby
bankswere subsidized.Total amountof approvedloanswas 3.78 billion
EUR, out of which the loansfor liquidity amountedo 2.8 billion EUR, or
75.2% of total loans, loans for investments396.8 million EUR and
consumetoans542.2million EUR. Half of liquidity loansrelatesto loans
approvedto MSMEs. In the period 2010 - 2011, the Republicof Serbia
subsidizednterestratesfor theseloansin the total amountof 12.7 billion
dinars,or around123.1million EUR (Ministry of Economyand Regional
Developmentandthe Developmentundof the Republicof Serbia,2012).
This Governmentalprogram had task to secure subsidizedloans (for
investmentactivities, liquidity maintenance financing of fixed assets,
exportactivities,financialleasingetc.).

3. In the periodfrom 2007to 2011, 728 loansamountedo 8 billion dinars
wereapprovedo enterprisegandentrepreneuri theleastdevelopedarts
of Serbiaby the DevelopmentFund of the Republic of Serbia (Fond,
2012), out of which 613 contractswere concludedin the total amountof
6.7 billion dinars. According to the submittedrequests,6,697 workers
supposedo beemployed(Table3).

4. In the periodfrom 2007 to 2011, Development~und of the Republic of
Serbia(Fund, 2012)placedloansfrom its own funds: 3823 contractswere
concludedwith total valueof 60.6billion dinars(Table4).

It could be concludedthat the strategicinterestof the statewasto encourage
businessstartenterprisesand developmeniof MSMESs, especiallyin sectorsthat
producegoodsand serviceswith export capacityandto implementprogramsof
financial supportto help new and young companieslLongterm and shortterm
credits, micro creditsfor employmentand startup loanswere placedthroughthe
stateinstitutions'infrastructure.
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Beside,MSMEs sectorwas supportedat the different regionallevelsthrough
different programsof the Development-und of Vojvodinain 2007 hasapproved
92 progamswith a total value of around352 million dinars (Fond, 2011)), the
Guaranteé-undof AP Vojvodina,creditline of the City of Belgradeandothers.

The dynamicdevelopmenbf MSME sectorin Serbiais primarily a result of
improved general businesscondtions and increasedlegal security of business
entities. In the period 2001 - 2008, improvementof the businessenvironment,
introductionof different ways of financingaswell asthe intensifyinginvestment
activities had a positive impact on businessgrowth expressedis the numberof
active MSMEs. During 2009, due to the global financial crisis, growth and
developmenbf MSMEs haveslowedandit remainedunchangedintil today.

Although the MSME sector is dominantin the structure of the Serbian
economyand despitethe financial support, MSME sector has not been fully
recognizeddueto the high costof capital, limited statefunding andinsufficiently
coordinatedfinancial support). Consequentlyjts developmentis more result of
marketneedghanfavoralle conditionsof supportandincentivesystem



219

Serbian road to the EU: Finance, Insurance and Monetary Policy

Table 2:Implementatiorof the Programon Allocationand Useof Fundsfor Start
up Loansfor Beginnerghroughthe DevelopmenFund of the Republicof Serbia

2007 2008 2009 010 01 2007.2011
ENTREPRENEURS
NUMBER OF
SUBMIITED REQUESTS 1.534 1429 2,588 252 189 9463
NUMBER OF APPROVED
REQUESTS vy rss 1,966 IS 16 Ads
NUMBER OF REALIZED
CONTRACT 359 SaL] 1,805 (3 » 318
ESTIMATED NUMBER
OF EMPLOYEES 2371 4 8489 sA3% s 254 15052

AMOUNT OF APPROVED
LOANS. IN RSD

$46,070.000.00

2,250, 20000000

207 ST0.093 80

S92 490098 80

AMOUNT OF REALIZED
COMPLETED LOANS IN

RSD 45208500000 1901 $2% 000 00 2063 900.000.00 787, 2718342900 SATI 16442900
: | LEGAL ENTITIES

NUMBER OF

SUBMITTED REGUIESTS 420 01 a8y 180 15 4068

NUMBER OF APPROVED

REQUESTS 524 518 50 595 A8 2658

NUMBER OF REALIZED

CONTRACT 286 o 828 si4 0 2422

ESTIMATED NUMBER

OF EMPLOYEES 2455 2180 3344 97 112 0282

AMOUNT OF AFPROVED
LOANS, IN RSD

1.121.760.000.00

1069 300 000

1 84590000000

420514 163 00

SR26ET4163.00

AMOUNT OF REALIZED
COMPLETED LOANS IN
RSD

BO1DOD.D00.00

1791 00000000

114,492 (91 00

5119132 (900

FUNDS PROVIDED BY

THE BUDGET OF THE

RS 1,100,000,000.00 3,000.000,000.00 3.100.000.000.90 $50.000.000.00 0.00 | §.050.000.000.00

Realized unnuity payment .00 1118661616 345135654 08

Callecsed funds fom

annuity .00 154 00 000 754 0000000 1206 980 000,00 3.347.538,000.00
! | TOTAL

NUMBER OF

SUBMITTED REQUESTS 2.354 3130 3577 1903 64 1528

NUMBER OF APPROVED

REQUESTS 1507 1276 2,822 373 128 S0

NUMBER OF REALIZED

CONTRACT 443 168 2064 23 N 1372

ESTIMATED NUMBER

OF EMPLOYEES 5320 0319 S.683 1740 Y 28374

AMOUNT OF APPROVED

LOANS. IN RSD 1967 330.000.00 2097 4009 100.000.00 2261 900, G2N 184 25680 LT84 25630
AMOUNT REALIZED
COMPLETED CREDITS
INRSD 109314500000 |  3354008.000.00 |  3.554900.000.00 | 2038.950,000.00 45.520.60 | 10.733,248520.60
25%
INTEREST RATE 1% ANNUALY | 19 ANNUALY | 1% ANNUALY ANNUALY | 3% ANNUALY
ENTREPRENEURS
ENTREFRENELURS ENTREPRENEURS FROM
FROM FROM 200.000.02 TO
200.000 TO 1300.008 500080 TO 1.500.002,00 BSD
ENTREPRENELRS RSD 1300000 DIN LECAL ENTITIES
L1500 TR 0 LECAL ENTITIES LECAL ENTITIES FROM 500.000,30
LECAL ENTITIES 400.000,00 TO FROM 500900 TO FROM 200.000 TO TO 5.000.000,20
LOAN LINOT 3000 ELR 2.400.080,00 RSD 2500803 RSD 2.500.000 RSD RSD

Source:Ministry of Economyand RegionalDevelopnentand DevelopmenFund
of the Republicof Serbia,2012
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Table 3- Realization of the Program on Allocation and Use of FundStgport
and Development of Enterprises and Entrepreneurship in Underdeveloped
Municipalities in Serbia through the Developme&nnd of the Republic of Serbia

2007 2008 2009 2007-2009
1. | ENTREPRENEURS
NUMBER OF SUBMITTED REQUESTS 257 167 184 608
NUMBER OF APPROVED REQUESTS 162 43 140 343
NUMBER OF REALIZED CONTRACT 114 77 116 307
ESTIMATED NUMBER OF EMPLOYEES 736 168 376 1.330
AMOUNT OF APPROVED LOANS, IN RSD 209.300,000.00 38,800,000.00 242,100,000.00 510.200,000.00
AMOUNT OF REALIZED / COMPLETED LOANS IN RSD 147.700,000.00 103,000,000.00 170.200,000.00 420.900.000.00
2. | LEGAL ENTITIES
NUMBER OF SUBMITTED REQUESTS 205 223 210 638
NUMBER OF APPROVED REQUESTS 129 93 161 383
NUMBER OF REALIZED CONTRACT 93 92 121 306
ESTIMATED NUMBER OF EMPLOYEES 2,401 966 2,000 5367
AMOUNT OF APPROVED LOANS, IN RSD 1,817.100,000.00 | 1.767.900,000.00 | 2.979.000,000.00 | 7.564.,000,000.00

AMOUNT OF REALIZED / COMPLETED LOANS IN RSD

1,385,400.000.00

1,955,100,000.00

3.012,800,000.00

6,353,300,000.00

FUNDS PROVIDED BY THE BUDGET OF THE RS 1,535,235,946.66 | 2,000,000,000.00 | 2,490,000,000.00 | 6.025.235946.66
Realized annuity payment 0.00 8.687.346.63 864.829.799.42 873.517.146.03
Collected funds from annuity 0.00 38.100,000.00 693.000,000.00 751,100,000.00
3. | TOTAL
NUMBER OF SUBMITTED REQUESTS 462 3%0 394 1,246
NUMBER OF APPROVED REQUESTS 291 136 301 728
NUMBER OF REALIZED CONTRACT 207 169 237 613
ESTIMATED NUMBER OF EMPLOYEES 3,187 1,134 2376 6.697
AMOUNT OF APPROVED LOANS, IN RSD 2,026.400,000.00 | 1.826.700,000.00 | 4.221,100,000.00 | §.074.200,000.00
AMOUNT REALIZED / COMPLETED CREDITS IN RSD 1,533.100.000.00 | 2,058.100.000.00 | 3.183.000.000.00 | 6.774.200.000.00

Source:Ministry of Economyand RegionalDevelopmenand DevelopmenFund
of the Republic of Serbia, 2012

Supporting Development and Employment Program in Devastated Areas

2010 2011
Number of Number of
Realized Loans Amount Realized Loans Amount
Legal entities 2 1,137.250,000.00 1 230.000.000.00
Entrepreneurs
TOTAL 2 1,137.250,000.00 1 230.000.000.00

Encouraging the Development of Enterprises and Entrepreneurship in Underdeveloped Municipalities

2010 2011
Number of Number of
Realized Loans g Realized Loans Amount
Legal entities 8| 3.187.800,000.00 68 2.145,698.120.00
Fidiajisaisis 62 110,700,000.00 P 54,097.000.00
TOTAL 150 | 3.298.500,000.00 %0 2.200,695.120.00
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Investment in Labor-Intensive Branches of Manufacturing Industry in Underdeveloped Municipalities

2010 2011
Number of Number of
Realized Loans Aeoen Realized Loans et
Legal entities 24 | 815.500.000.00 26 | 522.788.000.00
Entrepreneurs 4 7.000.000.00 7 13.914.000.00
TOTAL 28 | 822,500,000.00 33 | 536,702.000.00
TOTAL PER
Programs of Support for Balanced Regional
Development 28 | 822,500,000.00 33 | 536,702,000.00
The Source of Financing
2010 2011
BUDGET OF THE REPUBLIC OF SERBIA 1,700,000,000.00 | 850,000,000.00
COLLECTED FUNDS FROM ANNUITY ,209,854,134.00
REGULAR RESOURCES OF
DEVELOPMENT FUND OF THE REPUBLIC
OF SERBIA 2,348,395,866.00
TOTAL .258,250,000.00

Table 4:Loans Granted from the Funds in the Development Fund for the Period
from 2007 to 2011

2007 2008 2009 2010 2011 2007-2011
1. Number of contracts 837 966 1,129 608 263 3.823
2. The amount of funds placed by purposes
- total

2.1. Loans to the business entities and
issuing 6.946,070,068.00 | 7.825.554,968.00 | 120934.785.464.00 | 12.200.726.874.00 | 8.902,988623.00 | 48.810.125.997.00

2.2. Entrepreneurs’ loans and issuing
uarantees 553,200,000.00 740,555,000.00 937.100,000.00 447,696,796.00 188.366,463.00 2.,868.,918.239.00
2.3. Short-term corporate loans 1,583,500,000.00 | 3.969,300,000.00 397.300,000.00 2.021,500,000.00 974,000.,000.00 8.945,600,000.00
TOTAL 9,084,770,068.00 | 12,535.409,968.00 | 14.269,185464.00 | 14.669,923,670.00 | 10,065.355,086.00 | 60,624,644,256.00

Source: Ministy of Economy and Regional Development and Development Fund
of the Republic of Serbia, 2012
Note: Above data does not include the funds placed forgpaidans, according
to the Program for stimulation of balanced regional development and subsidized
interest rates

LOANS COLLECTIBILITY

Collectibility of loans from the local banking sector has beensolid in the
observegeriod.Accordingto dataobtainfrom the Credit Bureau(Loan Statement
andArrearsto the nongovernmentasector,asof 31.03.2007.The Credit Bureau,
Associationof SerbianBanks),nonperformingloans(with arrearsof 90 daysor
more) make5, 92% of total loansasof 31th March 2007 (significantly below the
10%thatwould be alarminglevel accordingto studieswith comparativedatafrom
other countriesthathaveresearchedndexaminedhelink betweerthe occurrence
of banking crises and the level of nonperforming loans). Collectibility is the
weakesin loansto enterprise$ legalentities(5.99%of NPLS).
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In the period from March 2007 until the end of 2011 was characterisedvith
significantly increasedhouseholddebt, both legal entities (68%) and individuals
(22%). However, becauseof the strong connectionbetweengrowth in economic
activity, asaresultof thereductionin demanddueto the globaleconomiccrisisand
its consequenceghe loans collectability recordeda deterioration.The share of
arreasin total numberof approvedloansincreasedo 17% as of 31st December
2011,and mostly refferedto legal entities,especiallyto calectability of shortterm
loans

As of 31th March 2007,total approvedoansto legal entities(enterprisespy
thelocal banksamountedo 5,315million EUR (Table5), while directloansfrom
abroadamountedto 4,800 million EUR (4,565 million EUR at the end of 2006
accordingto the availableofficial dataon externaldebtand about300 million of
additionalnetdebtin the first two monthsof 2007 basedon datafrom the balance
of payments)We could note thatthe total domesticdebtwas slightly higherthan
foreign (by about500million EUR).

As of 31th December2010(Table6) the total corporatdloansfrom approved
by the local banksamountedto 11,074.48million EUR, which was more than
doubledcomparedo March 2007.However,in the periodof oneyearor until the
endof 2011, total approvedoansincreasedy 12.162million EUR. At the same
time, foreignindebtednessf the companyfrom 2007to 2011increaseddy 1,698
million (or 23%)andamountedo 9,617.3million EUR.

In the sameperiod, 23,313differentcompanieqaccountingfor 28% of total
registered enterprisesin Serbia) have been using banking loans. However,
information on the maximum potential credit market companiesshould not be
identified with the total numberof registeredenterpriseq85.460 at the end of
2006)andthereforebankloanscoverageof 28% becaus¢he numberof companies
that actually operatedn that period were considerablylower. A large numberof
companieswas fictitiously registeredwithout operationson a daily basiswhich
waswhich is prerequisiteto makethempotentialborrowers.

As of 31th 2007,companieghat were usersof bankingloanshadon average
2.19 active loansin comparationwith the total numberof loan contractswhich
amountedo 51.073. Mentionedcompaies were borrowedalmoustequallyshort
term and long-term loans. Only 5% of total loans approvedto legal entities
refferedto revolvingloans.The averagedebtof the companywasaround104,000
EUR per credit. Long-term loan debt on the averageamountedo 128,191EUR,
while shorttermloandebtwas102,229EUR on averagg Table5b).

Analizing the maturity of approvedcorporatdoansit canbe concludedhatit
was more favorablesituationin late 2011in favor of longterm loans,bearingin
the mind that they have madeup 51% of total loansapprovedto legal entities.
Shorttermloansaccountedor 38% of total loans.

Increasedborrowing by legal entitiesin 2011 in comparationwith to 2010
resultedn anincreaseahareof long-termloansin thetotal numberof approvedoans

Average debt per loan, at the end of 2010, amountedto 107,000EUR in
comparatiorto 2011whenit amountedon averagel42,000EUR. Available data
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showedthat from 2007 to 2010, the averagedebt per loan increasedby around
3,000EUR, andin 2011 only by 35,000EUR. In 2011,the averagedebton long-
termloanamountedo around195,000EUR, in comparatiorwith the averagedebt
on shorttermloanthatamountedo 132,000EUR.

In thetermsof directcorporatéborrowingabroadong-tem loanswereprevailing
(NBS, 2013).Around5.53%o0f thetotal corporatdoansapproveddy thelocal banking
sector consistedof nonperforming loans. Non-performing loans are slightly more
representeih thetotal amountof long-termloanscomparedo shat-term(5.99%and
5.39%,respectively)Onthe otherhand,it is noticedthatlong-termloansrefferedto a
smallemumberof loanagreementwith arelativelyhigheramounts

At theendof 2011,even17.07%of thetotal company'siebton loansfrom the
local banking sectormadeloansthat are characterisedy difficult collectibility.
They are more characteristidor shortterm loans(18.17%)thanlong-term loans
(17.98%).The shareof loanswith delayin repaymenis almostthe samefor both
long-termand shorttermloans(19% and17.5%),but the averagedebtperloanin
arrearswas larger for long-term loans (184,862EUR) than for shortterm loans
(137,007EUR), which wasresultof thefact thatlongtermloanshadincreased.

Reportingperiod (from 2007to 2011)wascharacterisetby increasechumber
of disbursedoans,increasedoan debt,increasedaverageapprovedoan (amount)
per user(but not essentiallythe averagenumberof credit contractsper user),but
alsoloanscolectibillity.
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Outstarling Debtand Delayson Banks'Loansto the Nortgovernment

Tableb5

Sector,asof 31 December2007.
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TheB a n kLeadsPebtonandMaturesOutstandingObligationsas of

Table6

31.12.2010.
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CONCLUSION

Developmentof financial marketis not a simple or easytask which can be
realizedin the shortterm.

Although in reportedperiod, large numberof stepswere takenin order to
improve the infrastructurefor financing MSME secbr like establishmenbf the
GuaranteeFund of the Republic of Serbia (which was associatedto the
DevelopmentFund of the Republic of Serbia), Serbian Export Credit and
InsuranceAgency,the Developmentundof AP Vojvodije (which wasassociated
to the DevelopmentBank of Vojvodina), the establishmenbf the Development
Fundof AP Vojvodinadoo Novi Sadby the provincial governmenias a majority
ownerandthe Governmenof the Republicof Serbiaasa minority owner),their
activities were still insufficiently focusedtowards MSMESs sector. The biggest
obstaclefor the developmentf MSMESs sectorremainslimited accesgo financial
sourceswhichis particularlysensitiveto the nationaleconomyhavingin mind the
role and significance of these companiesfor growth and developmentof the
overall economy. These these institutions/organizationsvere not sufficiently
contributedto betteraccessof MSMEs sectorto sourcesof financing, primarily
dueto lack of funds.Althoughthe grantingof startup loanswasmuch higherthan
before,yetthe availablefundsfor thesdoansareinsufficientthatcanbe provedby
significantlylargernumberof submittedapplicationgor thesefunds.

National Bank of Serbiadoesnot reportthe specific information or dataon
loans approvedto MSMESs sector. However, bearing in mind that the annual
growth rate of approvedbank loansto the private sectorin 2006 was 25.6%
(dominatedby the corporateloans)with a shareof 61.3%in the total amountof
approvedloans.In the first half of 2007, bankingloansapprovedto the private
sector (corporateloans) recordedan increasein absoluteterms of around 117
billion dinars.Bankshaveexpandedhe supplyof differentcreditlinesto MSMEs
sector,but mostly aiming to overcomeliquidity problems.Thesecreditlines were
approvedundervery unfavorableconditions.However, the interestof banksfor
MSMEs sector significantly increased,which indicatesthe importanceof this
sectorfor developmenif the nationaleconomy.However,the price of banking
capitalis still high, which couldbe mitigatedby establishingan efficient systemof
microcreditlines, which is expectedto affect the bankingsectorthat still hasa
monopolon thefinancialmarket.

Basedon differentsourcest canbe concludedthat:

9 the financial sectoris not fully definedand built in accordancewith the
actuallyneedsof MSMEs sector,which is dominantin the structureof the
Serbianeconomy;

9 the banking sector has contributedsignificantly to the improvementof
MSMEs financing,but it is not sufficientto meetall specificrequirements
for capitalat all stagesof the developmenbf MSMEs, high interestrates
andunfavorabldendingconditionsof commerciabanks;
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1
1

financial and otherinstitutionsand organizationswithin the public sector
have contributedto improvmentof the funding possibilitiesdedicatedto
MSMEs sector,but it hasbeennoticedinsufficient volume of funds for
long-term investment programs under favorable conditions; Loans as
financial instruments in the financial support to the SME sgecto
loansasfinancinginstrumentdominatedn the structureof thefinancial
supportdirectedto MSMEssector;

lack of integratedinancingof MSMESs policies,especiallywhenwe talk
aboutthe startup loans,microcredits venturecapital,joint credit
guaranteeaswell asandlocal developmenfunds;

lack of specializedlevelopmenbanksfor finansingof MSMEs sector;
lack of awarenessf MSMEson the availability of supportprogramsand
availablefinansingsources.

For furtherdevelopmenbf the MSMESs sectorit would be necessaryo work on
furtherdevelopmenof financialmarketsjncludingthe introductionof newfinancial
instrumentghatwill servefor the developmenbf MSMEssector.Thisimplies

)l

1
1

E

Estabishment of financial support to MSMEs - beginners through
appropriatdinancial organization/institution;
Legalframeworkupgradingfor microfinanceorganizations;
Establishmenof a specificorganizationdedicatedo financingof MSMEs
(privateinvestmenfunds);

Adoptionof regulationdor thefunctioningof local creditguaranteschemes
Integrationof the variousinstrumentsof financial supportthrougha one
financialorganization DevelopmenBank;

Introductionof the new financinginstrumentswhich includesthe issuance
of (own) treasuryfinancial instruments(securities)and engagemenin
tradingon the stockexchangeas an opportunityto raiseadditionalcapital
for developmenpurposes;

Integration and coordination of financial and nonfinancial supportto
MSMEssector;

Regionalandlocal level involvementin the processof financingMSMEs
sector developmentthrough public-private partnershipssuch as public-
private venturecapital funds that can be specializede.g. on geographical
basis, and whaose investmentpolicy is in line with the objectives of
regionalpolicy or the Government

In the end, it canbe concludedthat the availability of financing sources

intendedto financing MSMESs sectorin Serbiais affectedby numerousfactors,
startingfrom the financial, legal, businessandinstitutional environmentin which

MSMEs operate,as well as the supply and demandfor funds. Government
involvement is necessaryfor improvement of the institutional and legal

framework, the developmentof alternativesourcesof financing as well as the

development of educational process, especially in the field of financial

managemenn MSMEs.
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ABSTRACT

This study dealt with the objectivesof financial analysis of farms using
primary data in two villages of MymensinghSadar including socioeconomic
investigationand analysisof balancesheetjncomestatemenandratios. A total of
100farmsincluding 45 small, 35 mediumand 20 large wererandomlyselectedor
the study. Socioeconomi@nalysisshowedthat indebtednessvas higher in large
farms than those of small and mediumones.Large farms also engagedmore in
farm activities than others. All of the assetposition, income exgenditure and
savingwere positivelyrelated with farm sizebut nonfarm incomewas negatively
related. Analysis of balance sheetdepictedthat all the farms becameable to
generatea positive net worth which was the highestin large farms followed by
small and mediumonesin termsof percentageterm. Incomestatementanalysis
showedhat eachof the farmswasprofitable and earnedpositivenet profit at the
end of the accountingyear. Net profit had a positive relation with farm size.
Resultsof ratio analysis expressedhat none of the farms was fully financially
strong. But maximumof sevenratios were favorableto large farms followed by
small and mediumfarms. So, consideringoverall situation, large farms were
relatively strongfollowedby smalland medum farmsin the studyarea. This study
suggestdor similar studiesin other parts of countryto developa benchmarkfor
comparisonwhichis almostabsenin presentsituationof Bangladesh

KeywordsFarms,Adalysis Bangladesh
JEL Classification D13, Q4
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INTRODUCTION

STATEMENT OF THE PROBLEM

Farmsare the point of origin of agricultural productionirrespectiveof the
natureof agriculture.lt is the uniquecompositeunit of operationwheredifferent
types of resourcesare combinedto achievespecifc goals. On the other hand,
financeis the acquisitionanduseof resourcedn businesgMurray Nelson,1991).
Among different activities of farm, financial operationis the most important
becausat is the meansof otheroperationsFinancialoperationggenerallyinclude
inflow andoutflow of fund andits allocation.Everyfarm ownerwantsto makehis
farm profitable,strongandefficient. Financialanalysisis oneof the waysto assess
the strengthof the farm throughthe study of balancesheet,incomestatementand
different types of ratios. Thoughit is said that financial statementf rural farm
householdsn Bangladeshs not possibleas farmersdo not maintainany proper
written recordfor their operationsput it shouldbe rememberedhat structureof
Bangladeshagriculturehasbeenchangedand farms are getting commercialform
from its traditionalsubsistenc@aturein someextent.Moreover,recordkeepingis
positively relatedwith the frequencyof businesoperationsspeciallycashinflows
and outflows. Commercialfarms generallyhave frequentcashflows and haveto
maintainrecord properly. Subsistencéarms do fewer transactionsvhich can be
easilymemarizedandfor this reasorrecordkeepingdoesnot seemanurgentwork
for them. In Bangladeshthroughtraditional crop farms have fewer transactions
but farmslike dairy, poultry, seed,flower, vegetablesetc. which are run almost
commerciallyhavefrequenttransactionsaind keepwritten records,someproperly
andsomepartially. Again, Bangladestagricultureexperience notablegrowth of
farm basednonfarm occupationsover the past decadewhich also helpedin
bringing commercialnaturein Bangladeshagriculture. Moreover, many of the
rural householdsirethe stakeholdersf the NGOswheretheyhaveto keeprecords
of their operationsSo, it canbe saidthatrecordkeepingthoughnot completely,is
being done in rural Bangladeshpartially. With this partial recordsand strong
memory recall of the farm owners,the dearth of recordsfor making financial
statementsanbe fulfilled andfinancialanalysiscanbe donefor the farmsin rural
BangladeshThis type of analysisbearsimportanceto realizethe real situationof
our farming communityand is expectedto contributein making policy for their
developmenin nationalandlocal levels.

FINANCIAL ANALYSIS - MEANING AND IMPORTANCE

Financial analysisis the processof evaluatingbusinessesprojects,budgets
and other financerelated entities to determinetheir suitability for investment.
Typically, financial analysisis usedto analyzewhetheran entity is stable,solvent,
liquid, or profitable enoughto be investedin. Generallythree major financial
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analysesredonein busines®r agribusinessvorld to evaluatethe performanceof

a firm which are balancesheetanalysis,income statementanalysis and ratio

analysis Whenlooking at a specificfirm, the financial analystwill oftenfocuson

theincomestatementbalancesheetandcashflow statementin addition,onekey

areaof financial analyss involves extrapolatingthe company'spastperformance
into an estimateof the company'sfuture performanceBy financial analysisone
can evaluatefinancial and other information for decisionmaking. It is usedfor

assessmentf the effectivenesswith which funds (investmentand deb) are
employedin a firm, efficiency and profitability of its operations and value and
safety of debtor$ claims againstthe firm's assets(Anthony, 2003). It employs
techniquessuch as funds flow analysisand financial ratios to understandthe

problemsand opportunitiesinherentin an investrrent or financing decision The

main objective of financial analysisis to know f i r finé&nsial status,its debt,

revenue,expenditure,equity, share price, segmentalrevenue/expenditurestc.

With Financial analysisone can know the presentstatusof a firm and we can
expectaboutits future.

Financial analystsprovide guidanceto businessesand individuals making
investmentdecisionsThey assesshe performancenf stocks,bonds,commaodities,
and other types of investments.They are also called as security analystsand
investmentanalysts and they work for banks,insurancecompaniesmutual and
pensionfunds, securityfirms, the businesanedia,and other businessnstitutions,
making investment decisions or recommendationsFinancial analysts study
companyor firm financial statement@and analyzecommodityprices,sales,costs,
expensesandtax ratesto deternine a firm's valueby projectingits future earnings.
They often meetwith companyofficials to gain a betterinsight into the firms'
prospecindmanagement.

BALANCE SHEET IN FINANCIAL ANALYSIS

The balancesheetof a firm presentshe financial position of the firm at a
given point of time. The majoritemsin the balancesheetareassetsliabilities, and
s h ar e hemuity Assetsare economicresourcesith the potentialto provide
future benefitto a firm. Liabilities arec r e d iclainsorsthie assetsof the firm.
S h ar e h eqlitg showstlee amountof fundsthe ownershaveprovidedto the
firm which is alsotheir claim on the assetf the firm. Claimson assetssoming
froms h ar e haxglitgaeethe éxcessof assetdbeyondthoserequiredto meet
c r e d iclairast As & firm must invest somewherethe resourcest getsfrom
financing,the balancesheetshowsthe obviousidentity that total assetsnustequal

A

to the sumof total liabilitiesands h ar e hegudityd e r s 6

For householdsthe balancesheetconsistsof three major itemsd household
assetshouseholdiabilities, andhouseholdvealth (White et al. 1998). Examples
of householdassetare cashin hand,financial claims suchasdepositsat financial
institutionsor informal lending, varioustypesof inventories andfixed assetsuch
as land and equipment. Household liabilities are debts borrowed from both
financial institutions and people,formally and informally. The residualclaim of
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the householdnembersover householdassetsn excessof liabilities is the wealth
of the household.The wealth of the householdchangesover time due to either
savingsout of h o u s e met inmmesor other transactionssuch as gifts and
transfers.Thesecould be positiveor negative.

The balancesheetshowswhatthe firm businesdas(assetspndwhatit owes
againstthoseassetgliabilities). The differencebetweerthe assetsandthe liabilities
showsthe networth of the businessThe networth of the businesss importantin
thatit is a measurementf the time the businesss expectedto stayin financial
power.The balancesheetalsoprovidesthe businessvith informationon how bestit
is ableto pay its debts.Underwritersalso usethe informationin the balancesheet
(working capital)to assesghe businessability to financeits operationsThebalance
sheetassistehe managersf businessem makingdecisiongegardingourchasingf
equipmentsfor the businessBusinessmanagersdependon the balancesheetto
analyzewhetherbuying certainequipnenton debtis the right movefor the business
atthattime. Businessnanagersieedthebalancesheesoasto decidethebestsource
of creditfor the businesat thattime. It showsthe accountingequationin a physical
representationThe balancesheetalso showsthe owner'sequity for example, it
showsthe value of the stock and the numberof sharesoutstanding.The balance
sheetis also usedby the governmentagencieso make sure that the businesss
complyingwith the setlaws. It alsoprovidesinformationto any potentiallendersof
thebusines®n the creditworthinessof the business

INCOME STATEMENT IN FINANCIAL ANALYSIS

The incomestatements the statemenbf revenuesgosts,gainsandlossesover
a period of time, ending with net income during the period. Net incomeis total
revenueminus total costs.Revenuesare from the net assetsflowing into a firm
whenit sellsgoodsor providesservicesCostsstemfrom the netassetsitilized by a
firm in the processof generatingevenue.The incomestatementhereforepresents
theperformancef theoperatingactivitiesof afirm overaspecifiedperiodof time.

Thereare two approachego the income statementTheseare cashbasisof
accountingthat looks at the revenuesandthe expense®f a firm asit receivesor
spendscash,respectively(Pandey,1988). This approachis acceptablevhena
firm hassmall changesn inventories,andthe purchaseof inputs,the production,
andthe saleof outputsoccurredin the sameperiod. Otherwisecashinflows from
salesin onegiven periodcouldrelateto the productionandthe useof inputs,with
consequentash outflows, in precedingperiods.An alternativeapproachis the
accrualbasisof accountingrevenuesand costsare realized (charged)when the
firm sells the output. As the revenuesand the costsof one period relate to the
output from the sameactivity or asset,the accrualbasisincome statementtells
more accuratelythe performanceand profitability of the firm, better than the
possiblymorevolatile cashbasisincomestatement.

Householdsengagedin activities that take several months or years to
complete, especially in developing countries where cultivation and livestock
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raising are common practices.Also, inventoriescould play an important role,
particularly for agricultural production,which hashigh fluctuationsof input and
outputpricesovertheyear.

RATIO ANALYSIS IN FINANCIAL ANALYSIS

A ratio is a quantitative relationshipbetweentwo related variables. Ratio
analysisis a widely usedtod of financial analysis.It canbe usedto comparethe
risk and return relationship of firms of different sizes. Ratio analysisis a
systematiaiseof ratiosto interpret/assegbie performancesndstatusof the firms
(Khan et al., 2012). Usesof ratio to interpretthe financial statementso that the
strengthsandweaknessesf a firm aswell asits historicalperformancendcurrent
financialconditioncanbe determined.

As a tool of financial managementratios are of crucial significance.The
importarce of ratio analysislies in the fact thatit presentdactson a comparative
basisand enableghe drawing of inferencesregardingthe performanceof a firm.
By usingthe ratio analysisone caneasilyidentify the strengthsandweaknessesf
afirm ataglance.

UTILITY OF RATIO ANALYSIS

As atool of financial managementratios are of crucial significance.Ratio
analysisbearsimportanceby presentingfacts on comparativebasisby drawing
inferencesregardingthe performanceof firm businesslt is relevant in assessing
the performanceof a firm in respecbf the aspectf liquidity position,long-term
solvency, operating efficiency, overall profitability, inter-firm comparisonand
trend analysis.With the help of ratio analysisconclusionsanbe drawnregarding
the liquidity position of a firm. The liquidity position of a firm would be
satisfactoryif it is able to meetits currentobligationswhen they becomedue.
Ratio analysisis equally usefulfor assessinghe long term financial viability of a
firm (Khanetal., 2012). Anotherdimensionof the usefulnes®f theratio analysis,
relevantfrom the viewpointof managemenis thatit throwslight on the degreeof
efficiency in the managemenand utilization of its assetsThis analysisnot only
throwslight on the financial positionof a firm but alsoservesasa steppingstone
to remedial measuresFinally, ratio analysisenablesa firm to take the time
dimensioninto account.ln otherwords, it is usedto know whetherthe financial
positionof afirm is improvingor deterioratingoveryearsunderanalysis.

JUSTIFICATION OF THE STUDY

The agriculture of Bangladeshis characterizedby farms of different
categories Every categoriesof farm householdplays an importantrole for the
socioeconomicdevelopmat of the country. Thoughthesefarm householdsrethe
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main baseof agriculturaleconomyaswell asrural economybut they fail to draw
proper attention in many types of research.Financial analysiswhich is very
importantfor anyeconomicunit is very rarely foundin caseof farm households.

Severalstructuralchangesavebeentakenplacein Bangladestagriculturesince
1960s.Now it startsits move from traditional subsistencagricultureto commercial
one.Severalfinancial analysesrefoundin the case of commercialor industrialfirms
but they are scantin the caseof agriculturalfarms. Moreover,financial analysesof
differentcategorie®f farm householdsarealmostabsentn Bangladesh

An effort is made to explore the financial condition of different farm
households$n Bangladestalongwith their socioeconomiconditions. The present
study reviews and finds out the exact financial condition of root level farm
householdslt will alsohelpto identify potentialsin termsof financial strengthof
farm householdsontributingto the Bangladeshagriculturaleconomy. The result
of this study may be helpful to the policy makersand developmentworkersin
formulatingplansfor nationalagriculturaldevelopment.

OBJECTIVES OF THE STUDY

to documenthe socioeconomigrofile of thefarmsunderstudy

. to prepareandanalyzethe balancesheetof different categorieof farmsof
thestudyarea

3. to prepareandstudytheincomestatemenof the farmsunderstudy

4. to examine the strengthsand weaknessof the farms by calculating
differentfinancialratios.

N e

OUTLINE OF THE STUDY

The study consistsof eight chaptersChapterl explainedintroductionof the
study.Relevantreview of literaturebriefly describesn Chapter2. Methodologyof
the studyis presentedn Chapter3. Chapterd dealswith sociceconomicprofile of
the respondenthouseholdsChapter5 dealswith balancesheetanalysisof the
farmsunderstudyand Chapter6 with the incomestatementinalysisof the farms
understudy. Chapter7 dealswith the ratio analysisof the farmsunderstudy and
lastly summary conclusion and recommendationof the present study are
highlightedin the Chapter8.

LIMITATIONS OF THE STUDY

In conductingthe field work of this researcha numberof problemswere
faced,someof which arementionedelow.
1. Most of the respondenttiaveno clearideaaboutpresentype of research
work, for thisreasonijt seemedlifficult to explainthe purposeof the study
to convincethem.
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2. Most of the farmersinitially hesitatedo makea favorabk environmentor
the investigatorto collect dataasthey thoughtthat the investigatormight
usetheinformationagainstheirinterest.

3. Dueto illiteracy somerespondentsvereinitially unableto understandhe
guestionsaskedby the interviewer,andin somecasesrrelevantanswers
weregiven.

4. Most of the respondentslid not keepproperwritten recordsand accounts
of their activities.

5. Dueto lack of properknowledge the respondentsvereindifferent to the
objectivesof thestudyandansweredjuestionsn carelessnanner.

In spiteof all thedifficulties pointedout above theresearchetried his bestto
collectreliable informationfrom the respondentdlt is hopedthat the study could
fulfill its objectives by the constantpersuasionand untiring patience of the
researchethroughouthe studyperiod.

REVIEW OF LITERATURE - CHAPTER Il

Reviewof relatedliteraturein anyresearchs very essentialn the sensehatit
providesan opportunityfor reviewingthe stock of knowledgeandinformationto
the proposedresearch.These knowledge and information give a guideline in
designing the future researchproblem and validating the new findings. The
purposeof this chapteris to reviewthe previousresearchworks which arerelated
to the presenstudy. It is worth mentioningthat sucha studylike financial analysis
of differentcategorie®f farm householdén selectedareasof Bangladeslis a new
and important study as no systematicresearchhas yet beencarried out in this
regard.As a resultno exactliteratureon similar study could be found. Impact of
different developmenprogramsand projectsat homeand abroadrelevantto this
studyarehighlightedto the presenteane.

Astrida and Jurat (2014) madea studyon the assessmenif methodologiedo
deternine the strengthsand weaknessesf farm businessThe studyfound that farm
economicviability assessmertiffers from countryto countrythatis determinedoy
differencesin the natural environment,a different supportpolicy, return on equity,
labour productivity andland productivity. Methodologiegelied on 23 financial ratios
and 10 nonfinancialindicators,including 5 recurringindicators,namely, return on
equity, expenseao incomeratio, debtratio, netreturn,andoutputto economicsizeunit
ratio. After anempiriccomparativeanalysisof economicviability in Lithuanianfarms,
theobtainedresultswerecomparedo similar resultsfrom farmsin the EU statesandit
was found that there is no best methodologyof the assessmentf the economic
viability of agriculturalholdingsfor Lithuania

Cloete and Spies(2013)madea studyto providevaluableinformationnot only
to new entrants(farmers)that wishedto convertfrom livestockto wildlife but also
for establishedancherghatwantedto expandheir practicesor thosewho wantedto
diversify for remainingfinancially sustainablén the currenteconomicenvironment.
The study concludedthat the economicpressurein some spheresof the wildlife
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industry was also evidentin the financial performance of operationswith results
that indicated consumptiveutilization of plains wildlife, especiallyin terms of
harvestingandbiltong hunting,thatwasnotyielding the desiredfinancialreturns

Sarkar et al. (2011) attemptedo determinethe contractgro w e co8tsand
returnsof the openpollinatedtomatoseedproductionand resourceuseefficiency
under different categoriesof farmersin someselectedareasof greaterRangpur
district. In total 60 openpollinatedtomatoseedcontractgrowerswere purpaively
selectedn consultationwith BADC personneht the categorie®f marginal,small
andmediumfarmers.Total cost,grossmargin,grossreturn,netreturnand benefit
cost ratio (undiscounted)were estimatedfor financial analysis. The results
reveald@ that per hectaretotal cost, grossreturnand net returnof openpollinated
tomato seed production were estimatedat Tk 220313, 384000 and 163687,
respectively. T h e rben@fi cost ratios cameout to be 1.64,1.74 and 1.83 for
marginal,small and mediumf a r mrespedtts/elywhich was found a bit higher
for the mediumopenpollinatedtomatoseedcontractgrowers.

Horhota (2009) showedthat the use of financial ratios and margins in
assessingyenchmarkingandmonitoringfarm performanceéoecamanore comman
over the past few years. This complementedproducers'efforts to define the
economicof producingfarm commoditiesandtying economicperformanceat the
enterpriselevel to financial performanceat farm level. The study provided
definitionsandinterpreationsof the morecommonfinancial ratiosandtechniques
employedin agriculture.It was found that many new enterprisesand products
actually operatedat a loss (at a point below breakeven)in the early stagesof
developmentHis studysuggestedhat breakevenanalysisalsovery helpful in the
evaluationof anewventure.

Wilson et al. (2007) studieda farm financial analysisprogramalong with four
featuresthat facilitated its useby farm managersThe four featuresthat appearedo
increasdfarm man a g énter@stin the programwere performanceaccrualadjusted
incomestatementfinancialanalysissystemandeasyuseof theresultsof theanalysis

Akcaoz et al. (2006) studied financial characteristicsof farmers for risk
attitudesin agriculturd productionin Antalya Province. Results showed that
farmers were the key personsin making decisionsregardingfarm expansion,
marketingandproductionpatternandoff-farm employment Approximately55.2%
of the studiedfarmsdid not keepproductionrecads, 25.9%availedcredit, 24.5%
hadsavingsand37.1%hadotherinvestment.

Hasan (2006) madea financial performanceanalysison the contribution of
differentnoninstitutionalsourcesof creditandthe factorsaffectingthe repayment
behavior of the borowers. The study showed that there were four types of
interlinkages:creditproduct,creditcash creditlabourandcreditlandin the study
area. Among the interlinkagescredit with labour was the highest performance
linkageandthe moneylenderswerethe mostimportantinformal financial source.

Rasul, Thapa (2003) conducted a study on financial viability are
sustainability analysis of ecological and conventional systemsin Bangladesh.
Their studywas basedon environmentakoundnessfinancial viability and social
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acceptability. Significant differences were found in crop diversification, soil
fertility, pestsanddiseasemanagemenanduseof agrochemicalsNo remarkable
variationswere found in land use pattern,crop yield and stability, financial and
economicreturns,risk anduncertaintiesandfood security. The findings suggested
that ecological agriculture was relatively more sustainable,and it could be
financially and environmentallyviable alternativeto the conventionalagricultural
system.Ecdogical agriculturecould becomean alternativeif marketdistortions
createdby subsidieswere removed, and financial benefits were provided to
resourceconserving farmers along with necessarysupport through extension,
credit,researclandmarketing.

Lestina, Bednarova (2001)madean effect on strategyof agricultureandrisk
managementincluding financial performancein a South Bohemian (Czech
Republic) farm enterprisewith 3420 ha of agricultural land and 140 workers.
Evaluationof the capability of the enterpriseio managerisk showedthatinternal
risk factors were the most easily influenced. External risk factors createda
complicatedsituationfor the companyto makeits financialreturns.

Kerutagi et al. (2000) calculated ratio of beneficial cost along with
profitability of turmeric productionin Belgaumdistrict of Karnatake.A survey
wasconductedselectinga samplesize of 60 turmericgrowersfrom 2 villageseach
in Athani (Koralii andElihadalagi)andRabibag(HidakalandHarugeri),Belgaum,
Karnatake,India. This study revealsthat sampledfarmersmainly grew turmeric
cultivars Salemand Cuddapalwith no variationin cultivation costs.The physical
inputs used (human and bullock labour, seed materials, farmyard manures,
fertilizers, gypsum,plant protectionandirrigation) andthe output(yield in terms
of the main andthe byproduct)obtainedin turmericcultivation wasanalyzed The
grossreturn were Rs 208428/hawith Rs 183975coming from the main product
and Rs 24453 from the by-product. The net returnswere Rs 132846/haand the
benefit:costratiowas2.76.

Jabber et al. (1997)exploredon rice, risk, rationality andsupplyresponsén
Bangladesh.lt was found that rational responseof rice producersin less
developmentountriegLDCs) assumedisk-neutrality. Therole of riskinf ar mer 6 s
decision making was recognizedas an important determinantof production. If
farmers were rational and risk aversein LDCs they should considernot only
expectedutputpricesandyields whenallocatingresoucesbut alsoexpectedisk
in output pricesand yields. The extentto which price and yield risk did in fact
affectp r o d udedisioriwvasanimportantempiricalquestion.n this paperthey
reviewed the literature on risk and supply responsein agricultue of LDCs
incorporatingssuelike fertilizer-priceratio for farm decisionmaking.

Das (1996) in his financial analysisof credit receiving was favorable to
comparedo small and mediumones.Creditswere obtainedmostly for producing
rice. A | i oghdeof loanedmoneywas productively utilized by the sampled
borrowers.Family expenditureseemedo be expectedlylow. The large farmers
werethe majorbeneficiariedollowed by the mediumandsmallones.

Rahman (1992)dealtwith resourceallocationefficiency, which wasbasically
aratio of outputandinput of HYV boro productionin Brahmanbarial i st Hei ct 0 .



Serbian road to the EU: Finance, Insurance and Monetary Policy 240

statedthatthe relationshipbetweernfarm sizeandefficiencyis neitherpositivenor
negative.To investigatethe effect of farm size on productivity of inputsa Coblb
Douglas productionfunction comprisingsix independentariablesand a partial
CobbDouglasproductionfunctionin which farm sizeis only independentariable
were fitted to the data obtainedfrom one hundredfarmersby direct interview
method. A significant positive relationship was found betweenthe farm size
groupswho achievedifferentlevelsof efficiency.

Duncan (1980) reportedon commodityprice risk managemenand financial
markets. This paper discussedthe various price stabilization measuresand
introducedthe role of the financial marketsin hedgingsomeof the price risk. It
illustratedthe importanceof suchproblemfor the developingcountries discussed
someof the limitations of price stabilizationschemesnd showedhow somenew
financial innovations including different financial analysis could be used by
developingcountriesto manageheir commoditypricerisk moreeffectively.

Theabovereviewedstudieswerefoundonly the studiesrelevantto the present
study. The present study tried to add some new information in financial
managemenbdf farm businessincluding its decision making in which is very
important in the field of modern agriculture specially the agriculture of
Bangladesh.

METHODOLOGY OF THE STUDY- CHAPTER I/

Every kind of researchinvolves certain methodologicalshortcomingsto
provideanunderstandin@f socialphenomenarhe reliability of aresearctdepends
on the proper methodology.So methodologyis very important for any research
processand has to be chosen carefully to fulfill the purpose of the study.
Methodologyshouldbe suchthatit would enablethe researcheto collectvalid and
reliable informationandto analyzethosedatato arrive at correctdecision.For the
presentstudy primary datawere collectedto meetthe objectivesof the study. The
primary dataconsistedof both qualitativeand quantitativedataand were collected
throughinterviewswith selectedespondentaskedkey informantsusingstructured
and semistructuredschedule casestudies and observationwere also usedin data
collection.Foranalysisandpresentatiof datadifferenttoolswereused

The various aspectsconcerningthe methodologyof the presentstudy are
describedunderthefollowing heads:

1. Selectionof thestudyarea

2. Samplingtechniqueandselectionof samplesize
Preparatiorandpre-testingof interviewschedule
Periodof survey

Processingndanalysisof data.

ok w
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SELECTION OF THE STUDY AREA

Selectionof the studyareais animportantstepandlargely dependsuponthe
objectivesset for the study. The areain which a farm businesssurveyis to be
conductedrelies on the particular purpose of the survey and the possible
cooperationfrom the respondentskor selectionof the study areathe researcher
visited severalvillages of Mymensinghdistrict and finally two villages namely
Bhabkhali and Narayanpur from Bhabkali union under Sadar upazilla of
Mymensinghdistrict were purposivelyselected.The selectionof the study area
basedn thefollowing maincharacteristics:

1. Prderredareais suitableto the objectivesof the study.

2. Availability of suitablefarmhouseholds.

3. Good transportationfacilities with town which helped the survey to
becomdessexpensivaandlesstime consuming.

4. Expectedcooperationof the respondentso that reliable data might be
obtained

5. Thistypeof studywasnot conductedeforein this area.
SAMPLING TECHNIQUE

In a completeenumerationthe requiredinformation is collectedfrom each
andeveryelemenwof the populationwhichis very costlyandtime consumingThe
normal practiceis to selecta sampleof representativdnouseholdswhich could
representeasonabhatrue pictureof entirepopulation.Consideringhe objectives,
time andavailability of fund and man power,two villages mentionedabove were
selectedpurposively.The selectionof the respondentvas done accordingto the
following consideration:

1. Smallhousehold$iavingalower annualincomelessthanTk 55,000.

2. Mediumhousehold$iavinga mediumannualincomerangingbetweenTk
55,000to 100,000.

3. Largehousehold$avingannualincomemorethanTk 100,000.

Consideringall of theseaspectsl00 samplefarm householdsvere randomly
selectedin order to meet the objectives of the study. The allocation of the
respondentss shownin Table 1., 45 percentof the farmswere small, 35 percent
weremediumandtherest20 percentwereof largefarm households.
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Tablel: Distribution of SamplesuinderStudy

Samplesize
Nameof thevillage Small Medium Large Total
No. % No. | % | No. | % | No. %
Bhabkhail 25 25 12 | 12| 10 | 10 | 47 | 47
20 20 23 | 23| 10 | 10 | 53 | 53
Narayanpur
Total 45 45 35 [ 35| 20 | 20 | 100 | 100

Source:Field Survey(2014)
PERIOD OF INVESTIGATION

The presentstudyis basedon primary dataof the financial year201213. The
researchehimself collectedrequiredinformationduringfirst quarterof 2014.The
periodof studywasJuly 2012to June,2013andthe periodof surveywasJanuary
to March2014.

PREPARATION OF SURVEY SCHEDULE

Theinterview schedulewas carefully preparedo recordthe requireddataon
variousaspect®of the study.Keepingconformitywith the objectivesof thestudy,a
draftinterview schedulevaspreparedn orderto collectrelevantinformation.The
draft was first pretestedwith somefarmer in the study area. Then interview
schedut were improved, rearrangedand modified in the light of the field
experiencegatheredn pretesting.The questionsn the interview schedulewere
arrangeddevelopedin logical sequenceso that the respondentgould give the
accurateinformation sequerially without any confusion. The questionswere
properlystructured so thatthe mostrelevantinformationcould haveobtainedand
even the most reluctantinformant could have no hesitationin passingon the
necessarinformation.

Thefinal scheduléncluded questiononthefollowing items:
1. Identificationof therespondentandfamily composition.

2. General information of the r e s p o nhbesehbldsslong with the
informationon educationpccupationagegroup,incomeetc.

3. Descriptionof the different types of activities performedby the selected
farmersalongwith their cashinflow, outflow etc.

4. Informationon differenttypesof assetsliabilities, inventoryetc.
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METHOD OF DATA COLLECTION

Collection of reasonableand reliable datafrom the field is not an easytask.
Mainly, survey method was followed in the presentstudy as the method is
comparatively less costly, less time consuming, easierto employ and most
appropriatefor the farm enterprisesworking in the country. In order to obtain
reliable data, the researcheffirst visited the study area.For collecting data, he
stayedin the selectedvillages so that the farmers could respondat their own
conveniencesAt the time of interview he askedquestionssystematicallyand
explained whenever necessary.To supplementprimary data, some secondary
sourcedike loan bank of NGOs, receipts,vouchersetc. were also collectedand
usedfor thestudy.

COLLECTION OFDATA

The researchetried his bestto collect datasincethe succesof the survey
dependedn the reliability of collecteddata.After the schedulevasfinalized, the
researcherhimself collected necessarydata through personal interview with
individual respondentsBefore beginninginterview eachrespondentvas given a
brief descriptionabout the nature and the purposeof the study it was purely
academichaving no adverseeffect on them. Thenthe questionswere askedin a
simple mannerwith explanatiorwherevernecessaryThe respondentsvere given
sufficient time for strongmemoryrecall and were required to give information
with write giving. The information suppliedby the farmerswas recordeddirectly
on the interview schedules.Intervieweeswere requestedto provide correct
information as far as possible. The information was checkedcarefully before
leaving the study areaand the confusionswere rationalizedby comparingthose
with local and nationalstandardsln orderto minimize errors,datawere collected
in local units. Theseweresubsequentlgonvertednto appropriatestandardinits.

ANALYSIS OF DATA

After completionof pretabulationtasks,the datawere computedin master
sheetfor analysis.Thentheywereclassified tabulatedandanalyzedo accomplish
the specificobjectivesof the study.Descriptivemethodwith simple statisticaltool
wasfollowed in analysisthe collecteddata.Dataentry wasmadein computerand
analysesveredoneusingthe concernedsoftwareMicrosoft Excel.

Report from balance sheet and income statement (Pandey1988) were
followedin the study.In the caseof balancesheet

NW=TAT TL
Where,NW = networth, TA = totalasset@andTL = total liabilities
In the caseof incomestatement,
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NCI=TCRi TCE
and,NP=NCI + NCV
=TCRT TCE+ NCV
Where,

NCI = netcashincome, TCR = total cashreceipts,TCE = total cashexpenss, NP
= netprofit andNCV = netchangdn inventory

Again,NCV =EV'i BV
Where,
EV = endingvalueof existingstockandBV = beginningvalueof existingstock

Thereareseveralratiosperformedby the expertsto judgethe financial strengthof
thefirm businessin this studymajornineratios(Singh,1988)wereaccomplished
to achievethe objectivesof the study.Theseare:

Current assets

() Currentratio = Current liabilities

Current and intermediate assets

(i) Working capitalratio= : : —
Current and intermediate liabilities

Fixed or long term assets

iif) Fixedratio =
(i) Fixed or long term liabilities

Total assets

(iv) Net capitalratio = ———
Total liabilities

MNet worth

v) Equity ratio=
(v) Equity Total liabilities

) ) . Net worth
(vi) Equity-to-assetvalueratio=———
Total assets

Total expenses

(vii)  Grossratio= :
Gross income

Total operating expenses

viii) Operatingratio =
( ) P g Gross income
Gross income
Total assets

All theaboveratiosareexplainedelaboratelywith their resultsin ChapterViIl.

(iX) Rateof capitalturn over=

SOCIOECONOMIC PROFILE OF THE FARM HOUSEHOLDS-
CHAPTER IV

Socioeconomibackgroundandcharacteristicof the samplehousehold$iave
avital role in farm businesgo a greaterextent.lt is reflectionof af a r poéitive
andnegativeconditions.A farm differsfrom oneanotherin manyrespectandits
successand failure dependon its socioeconomiccharacteristics. A number of



245 Serbian road to the EU: Finance, Insurance and Monetary Policy

socioeconomi@spectf the selectedhouseholdsvere consideredn the present

study. Theseare family size and composition,agedistribution, occupationof the

family members.educationlevel of the respondentand their family me mber 6 s,
land ownership, annual householdincome etc. which have been discussedin
subsequergections.

FAMILY COMPOSITION

Family compositionin this study has beendefined as the total number of
personsliving together and taking meals from the same kitchen under the
administrationof the samehead.The family includeswife, son,daughter father,
mother, younger brother, etc. The family memberswere classifed into four
different age groups,i.e., (i) below 15 years,(ii) 10 to 60 years,(iii) above60
years.Age andsexdistributionof family membersarepresentedn Table4.1. The
averagesize was found to be 4.50 for small households,6.4 for medium
houséolds and 6.5 for large householdgTable 2). Thus the averagenumberof
personsper family amongall householdswas 5.80. Family size maintaineda
positiverelationshipwith sizeof thehouseholdsinderstudy.

Table2: Family Sizeand Compositiorof Housédnold Members

Sex Family size All
Small Medium Large (no.)
(no.) (no.) (no.)

Male 2.50 3.40 3.70 3.20
(55.55) (53.12) (56.92) (55.17)

Female 2.00 3.00 2.80 2.60
(44.44) (46.80) (43.80) (44.82)

Total 4.50 6.40 6.50 5.80

(100) (100) (100) (100)

Figuresin the parenthesemdicatepercentagesf total
Source:Field Survey(2014)

Age distributionof the family membersof the selectechouseholdss givenin
Table3. Thetableshowsthat26.66and28.12per centof the total membersf the
small and mediumfarms belongedo the agegroup of below 15 yearswhich was
lower thanthat of large householdof 30.76 per cent. Consideringall households
together65.51percentof the memberdelongedo working agegroup,i.e. above
15to 60years.
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LEVEL OFLITERAC Y

It is well recognizedhat the problemof literacy in Bangladeshs moreacute
for femalememberghan male membersof the family. Literacy is definedasthe
ability of an individual to read and write. The governmentand various
organizationglacedue emphasison educationand provide specialfacilities (like
freeeducationstipend etc.)for increasingherateof literacy.

Table3: AgeDistribution of the HouseholddMembers

Age groups Small Medium Large All

(years) (no.) (no.) (no.) (no.)
1.20 1.80 2.00 1.66

Below 15 (26.66) (28.12) (30.76) (28.62)
2.95 4.30 4.15 3.80

Above1510 60 (65.55) (67.18) (63.84) | (65.51)
0.35 0.30 0.35 0.33

Above 60 (7.77) (4.68) (3.44) (5.68)
Total 3.40 6.41 6.50 5.80
(100) (100) (100) (100)

Figuresin the parenthessindicatepercentagesf total
Source:Field Survey(2014)

Table4: Distribution of Family Membersoy Levelof Education

Educationevel Small Medium Large All

(no.) (no.) (no.) (no.)

Preschool 0.80 0.45 0.70 0.65
(10.66) (9.89) (11.66) (10.81)

lliterate 3.10 1.50 1.80 2.10
(41.33) (32.96) (30) (34.94)

Primary 2.35 2.10 2.60 2.35
(31.33) (46.15) (43.33) (39.10)

Secondary 1.35 0.50 0.70 0.85
(18) (10.98) (11.66) (14.14)

Graduatiorandabove - - (ggg) (888)
Total 7.50 4.55 6.00 6.01
(100) (100) (100) (100)

Figuresin the parenthesesdicatepercentagesf total
Source:Field Survey(2014)
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Table 4. showsthat 41.33 per cent of family membersof small households
wereilliterate. The correspondindiguresfor mediumand large househals were
32.96 and 30.00 percentrespectively.The highestper cent of householdnember
having primary educationbelongedto mediumhouseholdg46.15 per cent). The
percentageof personshaving secondaryeducationin small householdsvas the
highest(18 per cent). About 3.33 per centof the large household$ad graduation
and postgraduation level education, while none of the small and medium
householdsvasgraduate.

LAND HOLDINGS

Land holdings of the respondentswere classified into the categoriesof
homestead, own land, pond, garden, etc. Table 5. shows that the average
homesteadsvere 0.05 ha, for small households.06 ha for mediumhouseholds
and 0.07 ha for large householdsIn the caseof small householdspwn land was
0.05 ha, while the correspondig figures for mediumand large householdsvere
0.1and0.2ha.A limited amountof land wasdevotedto homesteadjardeningand
pond. The medium and large householdsrented out and mortgagedout some
amountof land but it wasnil in the caseof small houselld. It may be concluded
thatthe memberof large householdsvereengagedn farmingactivitiesmorethan
thatof the mediumandsmallincomefamilies.

Table 5: Ownership Pattern of Land and Tenurial Arrangement of the Farm
Households. (in ha.)

Homestead. | Poid | Garden Owm Rented | Rented Mortgage | Mortgage Total cultivated Total

Households Omes on cultivated n out in out otal cuttvate land
category 1 2 3 4 5 6 7 8 9(4+3+7)-(6+8) 10
0.05 0.05 0.05 0.10 0.15

Sl (33.33) - - (33.33) (33.33) - - - (66.67) (100)
Medium 0.06 0.02 0.01 0.10 0.05 0.01 0.04 0.01 0.17 025
[e) ® | @ (40) @ | @ (16) @ ©8) (100)

L 0.07 0.04 0.02 0.20 0.04 0.03 0.06 0.02 025 041
arge (34.39) (9.75) (4.87) (48.78) (9.75) (7.31) (14.61) 4.87) (60.97) (100)
All 0.06 0.03 0.01 0.11 0.05 0.01 0.03 0.01 0.17 027
& (22.22) a1in | 3.70) (40.74) (18.51) (3.70) Ly (3.70) (62.98) (100)

Figuresin the parentheses indicate percentages of total
Source: Field Survey (2014)
INDEBTEDNESS

The study also shows that the percentage of credit recipient was higher for
large households (95.00 per cent) than that for medium households (77.14 percent)
and snall households (55.55 percent). It was reported that 71.00 per cent of the
families borrowed money for purchasing consumer goods. The loan was also
received for purchasing agricultural inputs and others tangible and intangible
assets of households (Table. 6
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Table6: Causeof Borrowingin DifferentFarm Households

: Small Medium Large Total
Causes of borrowing
(no.) (no.) (no.) (no.)
Purchasing input for agricultural 4.00 6.00 4.00 14.00
production (8.89) (17.14) (20.00) (14.00)
: 2.00 2.00 4.00
Purchasing of cow and bullock - (571) (10.00) (4.00)
. . 1.00 2.00 4.00
Purchasing of agricultural land - (2.53) (10.00) (4.00)
. 12.00 7.00 3.00 20.00
Femchain ok constns = oo (26.67) (20.00) (15.00) | (20.00)
g 1.00 1.00
Medical treatment (2.22) = - (1.00)
: 3.00 3.00 2.00 7.00
Meeting expenses of health care (6.67) (8.57) (10.00) (7.00)
Meeting expenses of marriage 200 200 00 00
& ope B (6.67) (5.71) (1500) | (s.00)
Business o568 2.00 2.00 3.00 9.00
sl (4.44) (5.71) (15.00) | (9.00)
25.00 27.00 19.00 71.00
ot fuic) (55.55) (77.14) (95.00) | (71.00)

Figuresin the parenthesemdicatepercentagesf total
Source:Field Survey(2014)

ASSETPOSITION

Table7. showsthatthetotal valueof assetsvereTk. 42700,127500and211800
for small, mediumandlarge householdsespectively.The value of land was higher
for largehousehold$Tk 75123.47hanthatfor smallhousehold$Tk 24609.74)and
mediumhouseholdgTk 49304.78).The value of agriculturalequipmentlivestock
and poultry, modernamenities,etc. was also higher for large families than that of
other householdsThe assetgposition suggestghat the standardof living of large
familieswasbetterthanthatof smallandmediumfamilies

Table7: Assetdositionof the Respondentiouselolds

Average value of different assets (Tk)
Household ; =3 3 ; Buildings + Total
category Land aacenlaal: (L eStOdL, Mogem Household Others assets
equipment | and poultry | amenities Py
Small 24609.74 6050.75 44927 087.88 7593.26 3187.88 42700
= (57.63) (14.17) (1.05) (2.31) (17.78) (747) (100)
Medi 49304.78 12178.45 1041234 501039 25295.22 25298.82 127500
ecum (38.67) (9.55) (8.16) (3.93) (19.83) (19.84) (100)
L 75123.47 18132.67 1556434 7936.64 30376.53 64646.33 211800
BIES (35.47) (8.36) (7.35) (3.76) (13.34) (30.52) (100)

Figuresin the parenthesesdicatepercentagesf total
Source:Field Survey(2014)
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ANNUAL INCOME OF THE HOUSEHOLDS

In this study, annual family income was consideredas the summationof
incomeearnedoby all family memberdrom differentfarm and non-farm activities.
The averagdamily incomesof small, mediumandlargefarm householdsvere Tk
54878,96279and 147260respectivelywhich waspositively relatedwith farm size
(Table8.). But, althoughfarm incomewaspositively relatedwith farm size,it was
negativefor nonfarm income.It might be dueto the more dependencyf smaller
farm householdson farm basednonfarm occupationscomparedto the larger
householdén thestudyarea.

Table8: Annuallncomeof the SampleHouseholds

Types Total income
Households Farm income Non-farm (TK)
(TK) income (Tk)
Small 14025(25.56) 40853(74.44) 54878(100)
Medium 30279(31.45) 66000(68.55) 96279(100)
Large 75000(50.93) 66000(49.07) 147260(100)

Figuresin the parenthesemdicatepercentagesf total
Source:Field Survey(2014)

ANNUAL EXPENDITURE OF THE HOUSEHOLDS

All kinds of expenditureéncluding variableandfixed madefor family andfarm
areconsideredn the studyunderannualexpenditureof the householdsThe average
family expenditureof small,mediumandlargefarmhouseholdsvere Tk 48490,81250
and112200respectivelywhichwaspositivelyrelatedwith farmsize(Table9).

Table9: AnnualExpenditureof the SampleHouseholds

Households Types Total expenditure
Fixed expenditure Operating expenditure (Tk)
(Tk) (Tk)

Small 39550.00 8940.00 48490.00
(81.56) (18.44) (100)

Medium 55550.00 96279.00 81250.00
(68.37) (31.63) (100)

Large 68900.00 147260.00 112200.00
(61.41) (38.59) (100)

Source:Field Survey(2014)

Figuresin the parenthesesdicatepercentagesf total
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ANNUAL SAVINGS OF THE HOUSEHOLDS

Averageannualsavingswasdeterminedy deductingannualexpenditurgrom
annualincome.The averagesavingsof small, mediumandlargefarm households
were Tk 6388,15029 and 35060respetively which was positively relatedwith
farmuse(Table10).

Table10: AnnualSavingsf the SampleHouseholds

Households | Annual income (Tk) | Annual expenditure (TKk) | Annual savings (Tk)
Small 54878 48490.00 6388
Medium 96279 81250.00 15029
Large 147260 112200.00 35060
Source:Field Survey(2014)

BALANCE SHEET ANALYSIS OF THE FARMS UNDER STUDY-
CHAPTER

Balancesheetis alsoknown asnetworth statementlt is a summaryof assets,
liabilities ando w n eequitys(net worth) at a given point of time. This statement
showsthe value of assetghatwould remain,if the farm businesss liquidatedand
all the outside claims againstthe businessare paid. A businessis considered
solvent,if the value of assetsexceedsdebtlevel. It is very useful for both and
borrowerfor dealingwith creditproposal.

ASSET

Assetis somethingthatis valuableandis owned.It canbe definedasanything
of valuein the possessionf thefarm busines®r a claim for anythingof valuein the
possessiorof others(Khan et al. 2012). Farm inventory, farm cashand accounts
constitutethe assetsFarmassetsanbroadlybe classifiedinto threemain categories
currentassetsjntermediateassetsand fixed asses. The balancesheetin Table 11.
showsthat the total assetsamountedto Tk 42700,127500and 211800for small,
medium and large farms respectively. So, total assetsmaintained a positive
relationshipwith farmsize ,whichis alsoa commonphenomenoin anyeconomy

CURRENT ASSETS

Cashin handor cashat bankand otheras®tsin the possessiomf the farm,
which may beliquidatedin the normaloperationof the businesdike productsheld
for salesandsupplies,are called currentassetsTheseassethavea life time less
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than one year. The liquidation of theseitems will have the least effect on the
businesdo continueits operation.

It is evidentfrom Table 11. that small farm had no cashat bank and farm
suppliesTheir currentassepositionalsovery low comparedo othertwo categories
of farm. Total currentassetstood at TK 2200,23400and62320for small, medium
andlargefarmrespectiveljkeepingpositiverelationshipwith farmsize.

INTERMEDIATE ASSETS

Assetswhich arenormally usedup duringthelife of the businessuchasfarm
equipmentand machinery,breedng and producinglivestock can be categorized
under this category. They have the life of more than one to ten years. The
liquidation of theseassetsvould havea significantinfluenceon businessactivity.
Theseasset@aresomewhamoredifficult to liquidatethancurrentassets.

Table 11. depicts that different types of farm equipmentwere the major
intermediateassetirrespectiveof farm categoriesThe total value of intermediate
assetwas found to be TK 6000, 29500and 44000for small, medium,and large
farmsrespectivelywith a positiverelationto farmsize.

FIXED ASSETS

Assetslike land, building, house and land improvementsare difficult to
convertinto cash.They arelongterm permanentissetdhavingtime morethan 10
years.Thesearenot likely to beliquidated.If a major portion of theseassetavere
liquidated,the businessvould alsobeterminatedn mostcases.

Land wasthe highestvaluedfixed assetfollowed by householdurniture and
buildings/housedrrespectiveof farm categoriesn the study area.Total value of
fixed assetwas positively relatedwith farm size andit was Tk 32500for small
farm householdsTk 127500for mediumfarm householdendTk 211800for large
farm householdsespectivelyTable11.).

LIABILITIES

A liability is defined as a claim by others againstthe farm business,like
mortgagesand accountspayable.Like assetsliabilities are classifiedinto. Three
categories,i.e., current, intermediateand fixed liabilities. Taking all liabilities
togethertotalliabilities stoodat Tk 27100,95100and126500for small, mediumand
largefarmrespectivelydepictinga positiverelaionshipwith farmsize(Table11).

CURRENT LIABILITIES

Liabilities, which call for immediatepayment,generallywithin one yearand
which cannotbe deferred,are called the currentliabilities. They include rents,
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taxesandinterest plusthatportion of principal onintermediateandlong-termdebt
duewithin the nexttwelve months.

It is shownin Table11. that credit purchasdaccountpayables)vasthe largest
currentliability followed by interestdueandunpaidrentfor all thefarmunderstudy.
Moreoversmallfarmswereout of tax burdenalthoughothersarein suchobligation.
Total currentliabilities amountedbf Tk 13500,19500and32100for small, medium
andlargefarmrespectivelyhavingpositiverelationwith farmsize

INTERMEDIATE LIABILITIES

They are alsoknown as mediumterm liabilities, which can be deferredfrom
the presenttime. They are not of immediateconcernbut haveto be paid between
oneandtenyearperiod.

Only unpaid balanceof intermediateloan, i.e., due of loan beyond1 to 10
yearswasthe intermediatdiabilities of the farm understudy. Table 11. indicates
that intermediateliabilities were amountedto be Tk 3600, 32000 and 33400for
small,mediumandlargefarmrespectivelyith positiverelationwith farmsize.

LONG-TERM LIABILITIES

Any deferrediability, which hasto be metaftertenyearsandgenerallyupto 20
yearsjs calledthelongtermliability. Theyconsistof mortgagesandlandcontracts

Loanon mortgagedf landandpurchasef shallowtubewell (STW)werethe
long-term liabilities of the farmersunder study althoughthe latter one was not
foundin the caseof smallfarms. Like others,total liabilities were also positively
relatedwith farm size andit was Tk 10000,43600and 61000for small, medium
andlargefarmsrespectivelyTablel1l).

NET WORTH

Net worth was estimatedby subtractingtotal liabilities from total assetslt
reflectsthe o w n eequityan the businessandin other personalproperty.The net
worth statementis one of the primary documentsused by lending agenciesin
evaluatingrequestdor newloansor extensiorof existingloans.lt is alsousefulfor
calculatingfinancialratiosof the farm business.

It is evidentfrom Table11. thatnetworth amountto Tk 15600for smallfarm,
Tk 32400 for medium farm and Tk 85300 for large farm with corresponding
percentagef total assetof 36.53,25.41and40.27respectivelySo, it canbe said
tha althoughalmostall asset&andliability itemsincreasedvith theincreasan farm
size,small farm exceedednediumfarm in termsof assetsaccumulatiorat end of
theinvestigationperiod.
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Tablel1: BalanceSheefor Farm Householdsison 30 June, 2013

Assets Amount (Tk)

Items Small Medium Large

I. Current assets

1. Cashin hand 1175.25 10525.76 20598.23

2. Cashatbank - 8645.34 27312.36

3. Farmsupplies - 1797.11 5945.12

4. Crops and livestock held 1024.75 2431.79 8444.29
for sale

Total CurrentAssets 2200.00 23400.00 62300.00

I. Intermediate assets

1. Farmequipment 6050.75 12178.45 18132.67

2. Livestockandpoultry 449.27 10412.34 15564.34

3. Modernamenities 987.88 5010.39 7956.64

4. Others 512.10 1898.82 2346.35

Total IntermediateAssets 8000.00 29500.00 44000.00

lll. Fixed assets

1. Land 24906.74 49304.78 75123.47

2. Buildings/houses 5156.21 8567.72 9523.87

3. Householdurniture 2437.05 16727.50 20852.66

Total Fixedassets 32500.00 74600.00 105500.00

Total assetql + Il +lII) 42700.00 1275@®.00 211800.00

Liabilities

I.  Current Liabilities

1. Credit purchase of seeds, 8230.65 13123.56 22325.57
feedsfertilizers,repairsgetc

2. Interestonintermediateand 2678.25 2978.23 5056.21
long termliabilities.

3. Taxes - 512.67 1397.24

4, Rent 259110 2885.54 3320.98

Total CurrentLiabilities 13500.00 19500.00 32100.00

Il. Intermediate Liabilities

1. Intermediateor mediumterm 3600.00 32000.00 33400.00
loan(1 yearto 10year)

Total IntermediateLiabilities 3600.00 32000.00 33400.00

lll. Fixed Liabil ities

1. Mortgageonland 10000.00 25475.24 32624.66

2. Loanfor STW 18124.76 28375.34

Total Fixed Liabilities 10000.00 43600.00 61000.00

Total Liabilities (I + 11 +I11) 27100.00 95100.00 126500.00

Net worth 15600.00(36.53) | 32400.0025.41) | 85300.0040.27)

Total liabilities and networth 42700.00 127500.00 211800.00

Figurein the parenthesesdicatepercentagef total assets
Source:Field Survey(2014)
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INCOME STATEMENT ANALYSIS OF THE FARMS UNDER
STUDY- CHAPTER VI

Incomestatemenindicateshow well the farm businesshasperformedduring
the accountingperiod. From this, anidea of the returnsto variousresourcesfter
deductingthe expensesndalsoaboutoverall earningsof the farm canget. This is
an important financial record becauseit measires the financial progressand
profitability over a period of time. It is a summaryof both cashand noncash
transaction®f the farm businesgMetcalf etal. 1976).Incomestatements divided
into two major categories,viz., income and expenses Income includes cash
receipts,salesof businessand changesn inventory value of items of the farm.
Expensedncludeoperatingandfixed expenses.

CASH RECEIPTS

Therecordwhena cashpaymenthasbeenallocatedfor the saleof a product.
CashReceiptsimply meansreceivingcashfrom somesources. The sourcecould
be anything,a customerpayingfor the credit purchasesa personpaying rent for
using equipment,nterestreceivedon investmentsadditionalfunds broughtin by
the ownerto expandthe businessetc. The income statemenin Table 12. shows
that the total cashreceiptsamountedto Tk 54878,96279and 147260for small,
medium and large farm respectively. So, cash receipts maintaineda positive
relationshipwith farm size,whichis alsoa commonphenonenonin anyeconomy.

CASH EXPENSES

Cashexpenseare the coststhat are matchedwith revenueson the income
statementFor example costof goodssoldis anexpens&ausedy saleslnsurance
expenseswagesexpenseadvertisingexpenseinterestexpenseredifferent types
of expensesThoseare occurredduring the period of incomestatementUnderthe
accrualbasisof accountingthe matchingis not basedon the datethatthe expenses
arepaid. Expensesssociatedvith the main activity of the businessre referredto
as operatingexpensesExpensesassociatedwvith a peripheralactivity are non
operatingor other expensesFor example,ar e t a interestexpenses a non
operatingexpenseA bank'sinterestexpensés anoperatingexpense.

OPERATING EXPENSES

A categoryof expenditurethat a businessncursasa resultof performingits
normal businessoperationsis called operating expenses.One of the typical
responsibilitiesthat managementmust contend with is determining how low
operatingexpenseganbe reducedwithout significantly affectingthe firm's ability
to competewith its competitors.
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It is evidentfrom Table 12. that, operatingexpensestoodat TK 8940,25700
and 43300 for small, medium and large farm respectively keeping positive
relaionshipwith farmsize.

FIXED EXPENSES

Fixed expensess a costthat doesnot changewith anincreaseor decreasén
the amountof goodsor servicegproducedFixed costsareexpenseshathaveto be
paid by a farm, independenbf any businessactivity. It is one of the two broad
component®f total costof a businesentity.

Total valueof fixed expensesvaspositively relatedwith farm sizeandit was
Tk 39550for small farm householdsTk 55550for mediumfarm householdsnd
Tk 68900for largefarm householdgTable12).

TOTAL CASH EXPENSES

Total cashexpensesre the sum of operatingexpensesand fixed expenses.
Operatingexpensegenerallyary with the sizeof the busines®peration put fixed
expenseslo notdo soduringthe periodof operation

Taking all expensegogether,total cashexpensestoodat Tk 48490,81250
and 112200for small, medium and large farm respectivelywhich maintainsa
positiverelationshipwith farmsize(Table12).

NET CASH INCOME

Thegrosscashincomelessall cashexpenss,is callednetcashincome.

Net cashincomeamountedf Tk 6388,15029and 35060for small, medium
andlargefarmrespectivelyith positiverelationwith farmsize(Table12).

NET CHANGE IN INVENTORY

Inventorygenerallymeansexistingstock.In makingadjustmentor changesn
inventory value, both changesin price and quantity should be taken into
considerationlf the endinginventoryvalueis greaterthanthe beginninginventory
value, it shouldbe treatedas a form of positive income.If oppositeholds true it
shouldbe consideredisnegativeincome.

Table 12. indicatesnet changein inventory was amountedto be Tk 2800,
7500 and 17600 for small, medium and large farm respectivelywith positive
relationwith farmsize
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NET INCOME

Netincomeis calalatedby taking revenuesandadjustingfor the costof doing
businessgdepreciationjnterest taxesandotherexpensesThis numberis foundon a
farm'sincomestatementindis animportantmeasuref how profitablethe company
is overaperiodof time. The measurés alsousedto calculatesarninggershare

It is evidentfrom Table12.thatnetincomeamountedo Tk 9188for smallfarm,
Tk 22529for mediumfarm and Tk 52660for largefarm with respectivepercentage
of total cashexpensesf 18.95,27.73 and46.93respectivelySo,largefarm wasthe
mostprofitablefollowed by mediumandsmallfarmsin thestudyarea

Tablel12 IncomeStatementfthe Farm Households(01/07/201:230/06/2013)

Items Amount(Tk)
A. CashReceipts Small Medium Large
1. Cropsales 8429.43 29707.57 58809.66
2. Livestocksales 1056.07 3857.43 10850.34
3. Vegetablesandfruits sales 2702.50 6120.69 12350.46
4. Business 6637.93 26939.31 30496.54
5. Services 30250.07 21717.80 28253.92
6. Daily labor 3520.51 - -
7. Miscellaneouseceipts 2280.49 4188.20 6499.08
Total cashreceipts 54878.00 96279.00 147260.00

B. CashExpenses

I.  Operating expenses

1. Hiredlabor 1398.33 8394.89 16468.78
2. Seedsfertilizers, pesticides, 360141 | 6642.32 12567.87
insecticidesetc.
3. Veterinaryexpenses. 109.32 3921.67 7135.67
4. Fuelandrepairsfor machineries 899.01 1855.13 3912.32
5. Intereston operatingoan 891.39 1850.09 1891.53
6. Miscellaneous 1050.54 3035.90 1323.83
Total operatingexpenses 8940.00 25700.00 43300.00

Il Fixed expenses

1. Depreciatdn,intereston capital,

. ! 8399.56 14397.32 27390.12
working family labor, etc.
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2. Familyexpenses 31150.44 41152.68 41509.88

Total fixedexpenses 39550.00 55550.00 68900.00

Total cashexpensefl+ll) 48490.00 81250.00 112200.00

C. Netcashincome(A-B) 6383.00 15029.00 35060.00
Netchangein inventory 2800.00 7500.00 17600.00

D Netincome 9188.00 22529.00 52660.00
) (18.95) (27.73) (46.93)

Figurein the parenthesesdicatepercentagesf total cashexpenses
Source:Field Survey(2014).

RATIO ANALYSIS OF THE FARMS UNDER STUDY- CHAPTER Vi/

The networth is only the absoluteamountby which total assetgliffers from total
liabilities at a point of time. This may not give the correct picture of the financial
positionof the borrowerfarms.Hence it would be usefulto furtheranalysigto find out
financial ratios. The lending agenciesusetheseratiosin determiningthe solvencyof
thebusinessindtheability of theborrowergo repaytheloan

With the help of the balancesheet,a numberof ratios can be worked out to
evaluatethe capitalpositionof farmers.Financialratio analysesreusefulto assess
the performancef thefarmsunderstudy. Theseratiosare:

1. Currentcapitalratio

2. Working capitalratio
Fixedcapitalratio

Net capitalratio

Equity ratio and

Equity to assetvalueratio
Grossratio
Operatingratio and
Rateof capitalturn over.

© 0o NOo kW

Current assets

CURRENT RATIO =

Current liabilities

It measureghe ability of the farm to meetits currentliabilities. Higher the
currentratio, the greaterthe short term solvency (Khan et al. 2012). A good
currentratio would be indicatedby 2:1. Lesserare alwaysin favour of higher
currentratio while the borrowersalwaystry to keepit minimum becausdiquid
assetloesnot earnanythingfor thefarm.
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Table13. showsthatthe currentratio of small, mediumandlargefarm households
is 0.163,1.20 and 1.94 respectively.lt indicatesthat the shortterm solvencyof the
smallhouseholds$s very lower comparedo mediumandlarge householdsThe large
householdaverelatively greate shortterm solvencythan others.But no farm has
sufficientshorttermsolvencyto meetthe currentdebtobligation

Current and intermediate assets

WORKING CAPITAL RATIO =

Current and intermediate liabilities

This is a measureof degreeof financial safety over a period of time by
comparingthe presentpostion of the businesswith that on somepreviousdate.
Highertheratio saferwill bethe positionof the farmer(Khanetal. 2012).A ratio
of 2:1is usuallyconsideredufficientfor thefinancial safetyof the farm business.

The respectiveworking capitd ratios for small, medium and large farm
householdsverefoundto be 0.596,1.027and1.623. Theratio is lower for small
householdsand higher for large householdslt indicatesthat, the cashderive for
small householdwwill not be adequateo coverthe liabilities of the sameperiod.
The large householdsvere more capableto cover their liabilities with the cash
derivedin the sameperiod.

Fixed or long term assets

FIXED RATIO =

Fixed or long term liabilities

Thisis calculatedoy dividing the total fixed assetdy the total fixed liabilities.
This ratio measureghe financial safety of the businessover a longer period of
time. A fixed ratio of 2:1 usuallyindicatesa fair financial positionfrom the stand
point of fixed assetgKhan et al. 2012). The lower the ratio, generallymore debt
hasto berepresentetdy longtermobligations

It is evidentfrom Table 13. that the fixed ratio for small, mediumandlarge
farm householdswas 3.25, 1.711 and 1.729 respectively.Fixed ratio for small
householdss 3.25 which indicate a fair financial posiion. On the other hand
mediumandlargehouseholdfiavemoredebtthanotherhouseholds.

Total assets

Total liabilities

NET CAPITAL RATIO =

This ratio measureghe degreeof financial safety over a specific period of
time. It indicatesthe long liquidity positionof thefarm businessA netcapitalratio
of 2:1 meanghatall theasset®f the farmerwould producesufficientcashto cover
all hisliabilities duringtheyear.
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The respectivenet capital ratios of small, mediumandlarge farm households
stoodat 1.576, 1.341and 1.674. Table 13. showsthe long liquidity position for
medium householddgs lower than small and large householdsMoreover, all the
assetof thelargehouseholdproducedmore cashto coverall his liabilities during
theyearthanotherhouseholds.

Net worth
Total liabilities

EQUITY RATIO =

Theequityratiois a conceptsimilar to the netcapitalratio. An equityratio of 1:1
meansthat, the lenderowns as much of the businessas doesborrower (Khan et al.
2012).Thustheratiorepresentthec r e d cohtributan sf capitalto thatof thefarm.

It is recordedin Table 13. that equity ratio was 0.176for small farm while it
has 0.341 for medium and 0.674 for large farm. It meansthatthecr edi t or 6 s
contribution of capital to that of the householdss higher in the caseof large
householdsandlowerin caseof the mediumhouseholds.

Net worth
EQUITY -TO-ASSETSVALUE RATIO=

Total assets

This ratio measureshe overall financial positionof the farm businessHigher
theratio betterwill bethefinancialpositionof the farm business.

Table 13. showsthat equity-to-assetvalueratio appearedo be the highestfor
large farmsfollowed by small and mediumfarms. It implies that the capability of
producingnet worth from 1 unit of assetsis higher (0.403 unit) for large farm
householdsandlower (0.254unit) for mediumfarm households.

Total expenses

GROSSRATIO =

Gross income

This ratio expresse¢he percentag®f grossincomeabsorbedy thetotal costs.
The grossratio for largefarm householdvas0.760while it was0.884for smalland
0.844 for mediumfarm householdgTable 13). It indicatesthat about88 percentof
the grossincomeof small farmswasabsorbedy total expensesThe percentagef
expensesvaslower for largehouseholdandothershavesamepercentage
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Total operating expenses

OPERATING RATIO =

Gross income

It representghe proportionabsorbedoy operatingexpensesut of the gross
income.The operatingratio stoodat 0.163,0.267and0.386for small, mediumand
large farm householdgespectively.lt saysthat in the caseof small households
about 16 percentof the grossincome was absorbedby operatingexpensesThe
percentagef operatingexpensesvas lower for small householdand was higher
for largehouseholds.

Gross income

RATE OF CAPITAL TURN OVER =

Total assets

This measureshowshow efficiently the farm hasusedits capital resourceto
generateoutput. A large turnover ratio meansone shouldtry to use the capital
assetsnorefully or sellsomeof them(Higgins2001).

Table 13. depict that capital turnover rate was the highestfor small farm
(1.285)andwasfollowed by medium(0.755)andlargefarm (0.530).It impliesthat
small farm householdsusedits capital resourcemore efficiently than othersto
generateutput.A largeturnoverratio meansoneis trying to usethe capitalassets
morefully oris selling somepartsof them.

FINANCIAL STRENGTH AND WEAKNESS OF THE FARM UNDER
STUDY

Abovediscussiorof ratiosclearlymentionsthatnoneof thefarmsachievedall
roundingperformancen their operation becaussoneof themprovedto be good
in termsof eachof the givenratios.But largefarmh o u s e Wwerdcampagatively
in betterpositionbecausanaximumof sevenratios (currentratio, working capital
ratio, net capital ratio, equity ratio, equity to assetvalue ratio, grossratio and
operatingratio) were favourableto it. It was followed by small farm households
and medium farm households(Table 13). So, financial strengthof large farm
householdsvascomparativelybetterthanotherfarm householdsn the studyarea.
Moreover,small farm householdsshowed better performancethan mediumones
thoughtheir resourcebasewassmaller.
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Table13: Ratiosfor differentcategoriesof farm households

Small Medium Large

Diseof the ratios Calculation | Ratio | Calculation | Ratio | Calculation | Ratio
2200 23400 62300

: 0.163 1.20 194
Current ratio 13500 19500 32100
. ; 10200 " 52900 - 106300

Working capital 0.396 1.027 1.623
ratio 17100 51500 65500
32500 74600 105500

2 . . 325 1.711 1.729
Fixed capital ratio 10000 43600 61000
42700 127500 211800

y : . 1.576 1.341 1.674
Net capital ratio 27100 95100 126500
15600 32400 85300

i 0.576 0.341 0.674
Equity ratio 27100 95100 126500
; 15600 y 32400 : 85300

Equity to asset- 0.363 0254 = 0.403
value ratio 42700 127500 211800
48490 81250 85300

< 0.884 0.844 0.760
Gross ratio 54878 96279 112200
8940 25700 43300

: : 0.163 0.267 0.386
Operating ratio 54878 96279 112200
54878 96279 112200

Rate of capital 1.285 = 0.755 = 0.530
AR 42700 127500 211800

SUMMARY

Bangladestagricultureis characterizedby different categorieof farmswhere
both structuralandtednologicalchangesare occurringday by day. Modernseed
fertilizer-watertechnologyis profitable but capitalintensivewhich makesexternal
financing necessanffor many of the farms under operation.Due to shortageof
capital and technologicaladvancemetn merger, acquisition, liquidation etc. are
beingdoneby the farm ownersand Bangladeshagriculturehaschangedits trend
from subsistencéo commerciako someextent.

Severalfinancial analysesare found in the caseof commercialor industrial
firms. But they arescantin the caseof agriculturalfarmsof BangladeshFinancial
analyse®f differentcategorie®f farm householdsrealmostabsent.

Underthesecircumstancesan effort is madeto explorethe financial condition
of different farm household along with their socioeconomicconditions. The
presentstudy reviewsandfind out the exactfinancial condition of the root level
farm householdslt also helpsto identify the problems,potentialsand financial
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strengthof farm householdgontributingto agriculturaleconomy.The focusof the
presentesearclwasto satisfythefollowing objectives:
1. To documenthe socioeconomi@rofile of thefarmsunderstudy;

2. To prepareandanalyzethe balancesheetof differentcategorie®f farmsof
thestudyarea;

3. To prepareandstudytheincomestatemenbf thefarmsunderstudy;

4. To examine the strengthsand weaknessof the farms by calculating
differentfinancialratios.

In order to reachthe objectives,the presentstudy was conductedin two
villages under MymensinghSadarupazila of Mymensinghdistrict to collect the
reliable data.The villageswere selectecconsideringeasycommunicatiorfacilities
andaccessibilityto the village. In all 100 samplehouseholdsvere selectedvhere
farmerswereparticipatingin differentfarm activities. The periodof studywasJuly
2012to June,2013andthe periodof surveywas Januaryto March 2014.Tabular
andstatisticattechniquesvereusedfor theanalysisof thedata

Results of the socioeconomic analysis suggest that sociceconomic
characteristicof the selectedfarm householdswvere not different from those of
otherpartsof the country.Averagefamily sizewasfoundto be5.80personsvhere
male and femalewas 3.20 and 2.60 respectively.About 34.95 percentof family
memberswereilliterate, 10.81per centcould write their name,39.10per centhad
academioqualification of primary level, and 14.14 per cent had educationabove
secondaryevel.

Fromthe balancesheetit is evidentthat althoughalmostall assetandliability
itemsincreasedvith the increasan farm size,small farm exceedednediumfarm
in termsof assetaccumulatiorat end of the investigationperiod. Again from the
incomestatementt is evidentthat large farm wasthe mostprofitable followed by
medum andsmallfarmsin the studyarea.

Fromtheresultof the differentratiosit is clearthatnoneof the farmsachieved
all roundingperformancen their operationspecausenoneof them provedto be
good in terms of each of the given ratios. But large farm householdswere
comparativelyof betterpositionbecausenaximumof sevenratioswerefavorable
to thanit wasfollowed by small farm householdsand mediumfarm households.
So, financial strengthof largefarm householdsvascomparativelybetterthanother
farm householdén the studyarea.

CONCLUSION

Socioeconomidevelopmenbdf anagriculturebasedeconomymainly depends
on the developmenbf socioeconomicstatusof the farmers.So, plans, programs
and strategiesfor bettermentof farmers should be made consideringtheir real
situationlike assetand liabilities position, solvency,efficiency, profitability, etc.
Financialanalysisis an analysisthat providessuchinformation that is useful for
the managemendf managersgreditors,investorsandothersto judgethe operating
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performanceand financial position of the farms accurately.This analysisgives
better insight about the financial strengthand weaknessof the farm properly.
Financial analysis is the starting point for making plans, before using any
sophisticatedforecastingand budgeting procedures.Thus financial analysis of
different categoriesof farm bearsimportancefor the socioeconomiaevelopment
of thefarmersaswell asof the countryasa whole. The presentstudyreviewsand
find out the exactfinancial conditionof our root level farm householdslt will also
help to identify the problems potentialsandfinancial strengthof farm households
contributingto our agriculturaleconomy. The resultof this study may be helpful
to the policy makersand developmentworkersin formulating plansfor national
agriculturaldevelopment.

RECOMMENDATION

Onthe basisof the findings of the study,somerecommendationsanbe made

which areasfollows.

1. Farm financial analysis should be done in all types of agricultural
enterprisesmaking specific size, level of technology and mode of
financing. It certainly mitigate the dearth of written record of farm
operations.

2. Resultsof financial analysisshouldbe consideredn decisionmaking for
makingagicultural enterprises successfubne.

3. Modification of available techniquesand innovation of new techniques
shouldbe doneby theresearchersothatappropriatesoolscanbe possible
foe farmfinancialanalysis.

4. A national project can be undertakenby the governmentso that some
bench marks or standardscan be set with which the researchersan
compareheir outputs.

5. The presentsstudyis confinedto a very little area.So, severalstudiesof
this nature are recommendedto be undertakenin different parts of
Bangladeshwith requiredtime, manpowemndfinancial support.
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ABSTRACT

The aim of paper is to highlight the importanceof developinginnovative
tourist facilities for the developmendf rural tourismandrural entrepreneurshijn
the Republicof Serbia.Thedevelopmenof rural tourismhasa doubleeffecton the
developmenof rural entrepreneurshipOn the onehand,the developmentf rural
tourism is the result of the growth of entrepreneurial activity, where is the
developmenbf innovativetourism facilities of great importance.On the other
hand, the developmentf rural tourism can initiate the developmenif rural
entrepreneurshipn order to meetdifferentated needof tourists.Authorsconsider
that in the previousperiod despitepotential resourcestourist facilities were not
adequateplacedand valuedin rural tourism. Also, the authorsconsiderthat an
innovativetourist facilities shouldbasedon tourism resourcesto affirm thetypical
local ethnocharacteristics,especiallyethnographicand gastronomiceventsthat
take placein rural areas.In order to developtourist facilities it is necessaryto
define the potential modalities of their financing. The modalities of financing
tourist facilities are of vital importancefor the developmeniof rural tourism
becausehe majority subjectsof rural tourism,dueto the small tourist turnover,
withoutfinancial meandor seltfinancing.
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Financing, TheRepublicof Serbia
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INTRODUCTION

Rural tourismis a type of tourismthat includesall tourist activities that can
taking placein rural areasand which canbe includedin the tourist offer of these
areaslt is clearthatthe basicconditionsfor the developmenof rural tourismrural
areasand tourist activities, ie tourist facilities. Rural tourismcan be definedasa
form of rural entrepreneurshipwhich can initiate the developmentof rural
economyandincreasahe employmentateof therural population.Theimportance
of rural tourism for the developmentof rural economyis derived from the
multiplying the impactof tourismon economicdevelopmentAlso, rural tourismis
a laborintensive activity, which has the important influence to increasethe
employmentateof therural population.

Characteristicof rural tourismin termsof its economicimportance are: (a)
theimpacton the economicdevelopmenbf the local economiccommunityandthe
region;( b) theimpacton the growth of living standard®f thelocal population;(c)
theimpacton socialchangen the daily life of thelocal population(Boyne,2005)
The developmentof rural tourism provides: (a) the stabilizationof the regional
development(b) a completevalorizationnaturalandanthropogeniwaluesof rural
areas;(c) preservationof traditions, culture and recognizableidentity of rural
communities;(d) the optimization of the rural and urbanareasof the region; (e)
increasingthe competitivecapacitythe regionasa tourist destination;(f) createa
balancebetweenall economicactivitiesin the region. A | the economicsphere,
tourismis a factorin stoppingthe migration, affectsthe raisingof the educational
and cultural level in the village areas,on the politicization and urbanizationof
farmer$i ( P e j a 80d3) iAécording to the position of the World Tourism
Organizatiorthe greateseconomicimportanceof rural tourismis thatthis activity
helpsthe eliminationof poverty( A t ssnbelpspovertye | i mi rJang,20@6n i

Developmenbdf rurd tourism"can not be seenonly aseconomicgrowth, also
in termsof emlogical andsocialdevelopment(Georgeet al., 2009) Accordingto
( Ku g 2087) rural tourism, a particularly the agritourism becomes an
increasinglyimportantparticipantin sustanabledevelopmentof rural areas.The
developmentof tourism in the countryside preventing disruption of natural
ambience,affect the preservationof traditional folk architecture,ethnographic
elementsdistinctivewaysof life andwork, andoften providesanincentivefor the
developmentof infrastructure,which contributesto the growth other economic
activities, ie rural entrepreneurship.Basedon the analysis,the author considers
thata specialbenefitfrom the developmentf rural tourismcanbe "increasinghe
numberof opportunitiesfor social interactionof local people,who often live in
relativeisolationin rural communitie$ ( K o @012) Accordingto (Ciani, 2003)
rural tourism,ie agritourism,provideimprovingthe quality of life onfarms.

In orderto developrural tourism, economicand noneconomichbenefits,it is
necessaryo continuouslydeveloprural tourist facilities. Today tourists seeking
quality stayin rural areasand tourist facilities areimportantsegmentf the rural
tourismoffer. Touristfacilities encompasall activitiesthattouristscanrealizeon-
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farmandaround.Accordingto ( K u g2@0)touristsafter satisfyingtheir primary
life needshavefree 10 to 14 hoursa day for tourist activities. It is necessaryo
createnewrural touristproductswith quality touristfacilities.

Ruraltourismis developingin the Republicof Serbiaof 70-ies of 20. century,
whenin this type of tourismhad threethousandbeds(Muhi, 2009) Todaythere
areno official dataon the total numberof participantanvolvedin the this form of
rural entrepreneurshidccordingto the assessmerdf local tourismorganizations,
the Republicof Serbiaat the end of first decadeof 21. centuryhad 10,567bedsin
rural houselblds (MasterPlan for SustainableDevelopmentof Rural Tourismin
the Republicof Serbia,2011)

The aim of paper is to highlight the importanceof developinginnovative
touristfacilities for the developmenof rural tourismandrural entrepreneurshim
the Republic of Serbia. The developmentof rural entrepreneurshignablethe
developmenbf rural economyandincreasingemploymentof the rural population.
The paperdealswith useshe methodsof analysisandsynthesis.

TOURIST FACILITIES ASA FACTOR DEVELOPMENT OF RURAL
TOURISM

Accordingto the positionof the World TourismOrganizationWTO), the most
importantfactorsfor developmenbf rural tourismare (a) a segmentednarket;(b)
touristic demandis focusedon active vacations,educationand experience;c) an
increasen the numberof trips to their own arrangementgd) the tendencytowards
more short breaks; (e) the need for higher security levels in closed tourist
destinations(f) rapid growth of rural tourismoffer; (g) the growth of awarenessf
the populationaboutthe needfor environmentaprotection(Bartlet,2006)

Factorsaffecting the developmentof rural tourism can be divided into: (1)
factors affecting the increasein tourist offer; (2) factors affecting the growth of
tourismdemand Factorsaffectingthe growth of rural tourismoffer is complexand
accordingto someauthors,'the developmenof rural tourismis along-termproject”
andits elementsare: (a) people(expert)and the naturalenvironment(clean);(b) a
multi-sectoralapproachto developmentjc) to engagethe local populationin the
drafting of developmenplansbecauséthe local populationhasa bettervision for
thedevelopmentof their regionthanof the stateauthoritie§i( K o § 1995k

According (Maier et al., 2005) an importantrole in the developmenof rural
tourismandtourismin generalhavea local economiccommunitythatmusthavea
vision of developmentindto look at its consequences.ocal communitiesshould
participateactivelyin the developmenprocessbut alsoto havea control function.
More specifically, the developmentof rural tourism should be basedon good
managemenprocess,becauseit will be the only way to ensureits longterm
viability. Also, accordingto cited authors,animportantrole in the developmenbf
rural tourismhasa local populationthat areincreasinglyacceptthis activity asan
opportunityprosperity.
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According( P e j g 2003ydevielopmenbf rural tourismcanbe seenin two
ways "on the one hand,the developmentis the resultof entrepreneuriahctivities
aimedat attractingtourists,on the otherhandanincreasen the numberof tourists
in rural areadeadsto the generatiorof demandfor touristserviceswhich leadsto
anincreasen entrepreneurigctivity atthelocal level."

Entrepreneurshipactivities are necessaryand for the purposeof creating
innovative tourist facilities due to the fact that they are a key factor of the
developmentand rural tourism offer and rural tourism demand.Tourist facilities
are basedon tourism resourcesin rural areasand the need to provide their
maximumvalorisationof thetourismmarket.Rural areasn the Republicof Serbia
arelargely retainedtraditional archtecture,possessaluableethnocharacteristics,
unpolluted environment,rich cultural heritage and different gastronomicoffer,
residentscharacterizedoy traditional hospitality. Basedon the aboveit can be
concluded that the Republic of Serbia has comparative advantagesfor the
developmenbf rural tourism However,the averageoccupancyf accommodation
capacitiesn rural tourismis only 4%, andit variesconsiderablyduringtheyear In
the Programof devdopmentof sustainableural tourismin the Republicof Serbia
were identified numerousshortcomingsof rural tourism offer, within which is a
lack of touristfacilities, respectively'lack of activity which allow enjoythe natural
andculturalresource®f rural areas'(Progranrazvojao d r ¢ furalmogturizmau
RepubliciSrbiji, S| u ¢ dlasnikRepublikeSrbijebr.85/2011)

Entrepreneuriaactivity andinnovationis, also,neededor the developmenof
rural tourism facilities. Subjectsof rural tourism should be createdtourism
fadlities independentlyor in cooperationwith tourism organizationsand travel
agencieskor exampleatravelagencyin the Republicof Croatiaarevery activein
this segmeniof the rural tourism offer. The Ministry of Tourismorganizesevery
year a seletion on which rewards travel agency that has createdthe most
innovativetouristfacilities within rural tourism.

Travel agenciesin the Republic of Serbiain the previous period were not
sufficiently activein this segmenbf therural tourismoffer. Sonetimes,despitethe
existenceof tourism facilities are not usedfor the developmenof rural tourism.
Certainly that is the reason,no agility, inadequateorganizationand insufficient
coordinationof tourisminstitutions,but also many otherfactorsthatinfluencethe
insufficient developmentf rural tourismin the Republicof Serbia "Thoseare
primarily, political, economic, social, legal and regulatory, institutional,
organizationalandmanagemerfactors ( Ra d @045) 1

There are many possibilities for creating innovative tourist facilities. For
examplejn AP Vojvodinacouldcreatea tourismproductthatwould includea visit
to the monasterieof FruskaGora, a tour of the authenticPerkovogfarms in
Neradin and tourist accommodationn rural householdsn Vrdniku and Cerevic.
Tourists can be offered togetherwith the hostsparticipatein the preparationof
food, which would allow it to meetandadopttraditionalrecipes.This couldbethe
first step towards the creation of tourist facilities on the farm. Organizing
innovative tourism facilities would increasethe occupancyof accommodation
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facilities, as well as the income rural households,that could provide the
developmenof ruraltourismin the Repultic of Serbia.

Innovativetourist facilities could be organizedin protectednaturalareasthat
are locatedin rural areas.Within them, and for the sustainabledevelopmenif
rural tourism, it is necessaryo pay attentionto the formationand developmenbf
ecotourismfacilities. Touristfacilities could be basedon the observatiorof typical
bird species,and the developmentof ornithological, as a specialform of rural
tourism. Also, the tourist facilities in the protectedareasof naturecould be basel
on the education,ie of organizingclassedor elementaryschool studentswhich
would allow the developmenbdf botanicaland educationaforms of rural tourism.
It is necessaryo thatwithin the protectechaturalareas'build aneducationatenter
for visitors, whosemain function wasthe promotionof protectedareasgducation,
and exchangeof information and experience Also, within thesecenterstourists
would be able to obtaininformation on accommodatiorcapacitiesn agricultural
householdsn theimmediateenvironmenrit ( R a d etal.j2011)

In order to develop tourism facilities in agritourism could be organized
training in agriculturalhouseholdsn the preparationof homemadérandy,juices
andfood for winter accordingto traditional recipes.Thesetraining sessionsould
to lastandseveraldays,andto organizeaccommodatiorior touristsin rural tourist
householdsAlso, tourists should be offered and to buy thesespecialties,which
would enableadditional earningsfrom tourism and rural householdsthat do not
haveaccommodatiorfacilities. In orderto developrural tourismin centralSerbia
could be organizedadventurousactivities suchas rafting, hiking, skiing, in rural
areas.Within the developmentof farm tourism, respectively developnent of
tourism facilities, could be be organizedtraining in the productionof domestic
productsandtraditional crafts,asis alreadythe caseat Dida Hornjaovfarmin the
vicinity of Sombor.

In order to develop other forms of rural tourism, such as manifestation,
hunting,archaeologicalhistorical,rural - congressfishing, sports- recreationjt is
necessaryto developtourist facilities interestingfor this segmentof tourists, as
well as to provide accommodatiorfacilities in rural tourist household in the
immediatevicinity.

EVENTS ASA FACTOR OF DEVELOPMENT TOURIST FACILITIES

Theemergencef of rural tourismin theworld tourismmarketis relatedto the
specificrequirementf tourists,which in contrastto the experienceshat canbe
acquiredin masstourism, they want throughthis type of tourismto seedifferent
cultures,customshabits,ways of life anddiet Thesedifferencescanbestbe seen
in therural areasconsideringhatthey arethe guardiansof tradition,aswell asthe
peculiaritesthe characteristic®f individual peoplesandnations.The guardianof
traditionsandethnographi@ndgastronomicvents. Ethnographieventsare kept
from oblivion the traditionalmodeof agricutural production,old crafts,wealth of
folklore, folk costumescustoms peliefsandfolk joy. Gastronomiceventsarethe
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"exhibition” of individual segmentsof the national cuisine, as well as relevant
characteristicef eachnation.

Tablel: Ethnographicand GastronomicEventsin theareaofBa | k a

LOCAL
MUNICIPALITIES COMMUNITY / EVENT
VILLAGE
SOUTHB A L KBISTRICT
Bal Sel enl a B a | kka t IFeéstivaltradicionalnihjela
Etnog oA A vademkolodai g r &mfr fest;]l a
B a | Ramanka Silbag Dunavskibal
Bostanijada
B a | Fefiovac O_b'rovac,Kulpin Festivalkulena;Ov | a dasi;kJskrsuKu |l pi nu;
' Sirig prelo
. . .| Sajamstarihzanatajestivaletnos t v a r -&thos;g t
Bel e] Ba| Goadi g Me L un ap aoldanfest.n k a
. Festivalmeda; Dani mladogvina-portugizer;Festivalfolklora; Interfestfestival
Novi Sad vina:
Futog, Sirig Fut okdpksgadaSi r prélk o
RumenkaKovilj Ru me n pilitijlkda;Koviliskar aki j ad aARa
Danikulturnetradicije; FestivalA Mu zn & @irhe d a
Srbobran AZ| atina ah
Turija, Nadalj TurijskakobasicijadaPetrovdanskiani
. . Festivalnacionalnirk o | aFestvalkuglofa;
SremskiKarlovci Kar | oberigh o gL a
T ) J u ¢ n ofbstivalkidaje;Januarskme L u n asajand
emerin L
vina; Pasuljijada
Titel 'I:radicional_r)'a" zl o (‘I‘}I‘kb me\hi;_Et_m mi_anifestacija
A P o kdatiap o k a gkeontipodtitelskim bregom
Gaj kak g, Gaj kraaykBlumdlijada;Pe| ur ki j ada
Gabalj Gk e mb iZlataikl @t Ga b a tahis k i
NORTH B A L KBISTRICT
B a | Fopola Sajampoljoprivrede,industrijé v a ganaaAT e pofl;
’ EtnomanifestacijgA Na gredwip ot omst v u fi
Baj ga [Baj g orels k o
Subotica AUk ti s adiASivji e ;d B oT diksrkii §j e b pule ar¢ akorg e n
gi ARi BuWigi jAlnnctagr et noi
ABer baharsAkBiut ki ci | avidskei; fi P 4
Pal il svel ad®amldddgy i nRestivalkulturesveta;
AEt noARrsvt dimajasikaik A
Hajdukovo ABer bdammKaj dukovuh
Gupljak Festivalbelogluka
Donji Tavankut Pasuljijada
Bajmok Festivab unj eykl| ki h
WEST B AL KBISTRICT
Apatin Apatinskeribarskes v el anost i
Odgaci Lal il Rakijada;A N o gbnaj | af
Sombor Festivalvinai hraneA R a \gmdWineF e s Sofnborskk ot | i |
BalMdnogt [ ABodfreogt i
Sonta | z | ctgribzanata

Source:www.srbija.travel/kalendadogadjaja

Ethnographicand gastronomiceventsrepresent quality andinterestingrural
touristfacilities. It is estimatedhatyearlyin the Republicof Serbiaorganizesnore
than 1,200 of suchevents In order to increasethe capacity utilization in rural
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tourismandproviding continuousvisits of touristsit is necessaryo createa special
tourism product. He's supposedo link the visit to one of the ethnographicor
gastronomiceventswith accommodabn in rural tourist householdsin order to

promote ethnographicvalue it is necessaryto build museumswith ethno the
setting wherethe touristshavethe opportunityto becomemore familiar with the
culture, customs,folklore, folk costumesand old crafts. In the ethno museum
shouldbe locatedand exhibition of local gastronomyaswell asa souvenirshop,
wherethe touristscould buy traditionally preparedyastronomicand producefood

for the winter, aswell as souvenirs.In orderto build the ethnomusumis need
financial supportof the local economiccommunity."The investedresourcesvould

be returnedmany times throughticket sales thatis today alreadythe practicein

ethnovillagein Sirogojnoandin Trsicd (Radovi etal.2019.

The bestknown and mostvisited ethnographi@and gastronomiceventsin the
areaof Backa,respectivelyin the South Backa,the North B a | &nd the West
B a | districtsarepresentedn Tablel. Basedon thesedatawe canconcludethat
most of the eventsorganizedin the city of Subotica,mostly in Palic. The most
famouseventisDu gi j anc a.

Table2: Ethnographicand GastronomicEventsin theareaof Srem

LOCAL
MUNICIPALITIES COMMUNITY / EVENT
VILLAGE
SREMSKI DISTRICT
I nlij a Pudarskidani; Danimeda;Sajamv o0 j v o livina; Btikofestival
ASr e me § kEtnonfanifestacijigATr adi ci on
Kr | edi n | graditeljstvokaosrpskip r o i zA/Noadj filvimalpgd a
jednimk r o v o mfi
Begka Zlatnik ot | i |
Maradik EtnomanifestacigA Mar apgdée s Ena i
Irig Gatri nci| PudarskdaniAG gl evi j adah
3 Etnomanifestacijad J e isleddmnjomoja,kukuruziv esu
azak S
zrelid
Rivica Danivina; Bostanijada
Neradin APatlidginijadabo
Ruma ASr e ke k hsfionomskamanifestacijal kadap r oslaveostajek o | a
Gid Berkasovo ASrehkiblasi cAPrdméihaj adahf
Erdevik ASremskanijadah
SremskaMitrovica Gaginci Bostanijada
Zasavica GastromanifestacijfA K ot | i ¥ & j ja@Bawrmo p u

Source:www.srbija.travelkalendardogadjaja

Du ¢ i jisaftradiionalethnographi@vent.lt is the largestcultural eventof
Bunjevciin SuboticaEventis organizing markthe completionof the harvest and
showingtraditions,customsyeligion andculture of this nation. The main eventof
the eventis the surrendebread bakedfrom newflour, mayorof Subotica.
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Themostfamousethnographi@andgastronomieventsn theareaof Sremdistrict
arepresentedn Table2. Someeventsaretraditional (Bostanijadan Rivica, Pudarski
days),andsomehaveonly recentlybeenestablished Pia t | i d inp Nevadif).a d a 0

Theevent"Pudarskidays"in Irigu the mostfamoustouristeventin Srem.lt is
dedicatedo A p u dguardianof the vineyard,andthe vineyard,grapesandwine.
Theeventhasbeenheldsince1993

The most famousand most visited ethnographicand gastronomiceventsin
Banat, respectivelythe North, the South and the Central Banat districts are
presentedn Table3.

Table3: Ethnographicand GastronomicEventsin the areaof Banat

LOCAL
MUNICIPALITIES COMMUNITY / EVENT
VILLAGE
NORTH BANAT DISTRICT
Kikinda ADalnidaj e
Ruskoselo Festivalgu |l a g a
Mokrin AGusanijadahf
I Log Danivinai vinogradaSaborf r u AG Rt iep ia m
Sai Danijeseniu korpi; Severnobanatskge t v e n e
ajan -
svel anosti
Novi Kozarci Pitjadak r ompi r ug a
Ada DanstarihzanataVelikogospojinskiv a g a r
Kanjiga Svetostefanskianinovoghleba
Senta Gomji breg MeLunat @kimiodse rrji ayaca kuvanju
perkelta
CENTRAL BANAT DISRICT
NovaCrnja SrpskaCrnja Liparskev e | ZeDdamudea k gi | aif
Gitigte Pilefest
RavniTopolovac Pasuljijjada
Srpskiltebej Banatskaestijada

Banat skoekoar|] AKar aloprlelvaika
ABan atedndr a1 k Mdi Ll u n afestivdlfolklora

Zrenjanin Lukino selo

AlLal ah
Aradac Festivalljubavii vina
Melenci Svetskgprvenstvau kuvanjul o b a npsakporgi k §
Novi Be | ej Velikogospojinskes vel anosti
SOUTH BANAT DISTRICT
Alibunar Janogi k Danivi gnj e
BelaCrkva Belocrkvanskidanijabuke
Kovalica |Debeljal a AKovaokt akbhAGUWl,agijadai
Idvor, Padina Bostanijada;A A P a ddamiksuklit ur e A
Deli Etnomanif.A O p u god® m aRihfijgda;EtnobazarA Nlemitemib a g r e n
eliblato c
Berbagr og L a
Kal arevo Slaninijada
Omoljica Gul agGymldaf est
Vojlovica,B.Brestovac | Ge t e HaaijP&prikijada
Opovo Sakule Ov | adarmiki
Panl evo Zlatnik ot T a Kk mi Ulevajjueiblie] or b e
Dolovo Gt r u d Dd |j cavdamihnina; VinarijadaDolovo
Vrgac Daniberbeg r o Pl @ ;z i ia k o &inofes ;

Zlatnik o tKovink; Danima L a kuhikjes

Kovin Skorenovac Skorenvoehé ki

Source.www.srbip.travel/kalendardogadjaja
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Slaninijadau K a | auyvidlage nearPancevojs held from Februaryl988as
aneventthatrepresentshe traditionalgastronomyandgastronomicustomsof the
populationof the southerrBanat.Slaninijadan K a | a is theotilestgastronomic
eventin Vojvodina, which is basedon productson meat.Themost important
emphasigs placedon the commercialnatureof the event,as evidencedby sales
about150tonsof baconand meatproductsduring the event.In this way, provide
subgantial revenue for the local population, which engagedin agricultural
activities. If the activity spreadto rural tourism, providing accommodation
capacitiesin K a | a ramdguorounding,the benefit of this eventcould be even
higher.In orderto developrural tourism,it is necessaryo createinnovativetourist
facilities. New tourist facilities could be visits Deliblato Sandsart gallery Naive
Artin K o v a [Birtlt Houseof Mihajlo Pupinin Idvor, numerouscastlesn Banat
andthelike. The developmenbf innovativetourist attractionsenableghe tourists
extendtheir stay in the areaand after of the event. This would contributeto the
achievemenbf higherrevenuefrom rural tourismto the local population,aswell
aslocally-economiccommunity.

In thetable4. arepresentedhe mostsignificantethnographi@ndgastronomic
eventsin the areaof the northeasterneasterrandsoutheastererbia respectively
in BranicevskiBorski,Z a j e |andPisotskidistricts.

Table4: Ethnographicand Gastronomideventsin theareain the North, Eastand

SouthSerbia
LOCAL
MUNICIPALITIES COMMUNITY / EVENT
VILLAGE
BRANI L E\DSKRICT
Golubac SajamDunava
Kul evo AHmoljskimot i vi f
MaloCr ni i e GastromanifestacijaA St ip g le &tnofiestivalhrane
i folklora
PetrovamaMlavi APra si $abqrp§ ced Fnonaanifestacija
ABalijadah
Pogar evac | PolanaKl i | e\ Us k r féstival;i Smotrafolklornih ansabalada Srbije
VelkoGr adi g { Topolovnik Alaskev el er i
Gabari Leterege AlLet epredglkomh
Gagubica Osanica SabowreIaHomoILa; Saborf rul aga
Laznica,Krepoljin Danlzdravehrane_A Pr i Danibifa, gljiva;
Spasovdansldani

BORSKI DISTRICT

Bor Rajac Etnosusretiselao p g Bor;KesidbanaRajcu
Kladovo Etnofestival
Majdanpek Crnajka,Rudna Igtnomanifestqci_j:_;ﬁ Bi ) Sebijefi;
glava ASal uwgadpistareigreodz abor avah
Donji Milanovac APorledtklii [ A
Negotin AS v Hituni vinarskas | a v a i

ZAJEL ARBIRTRICT
. . - A Cr n oupeshijieg rAiJi;r govanfest
\'Yilrl r tirjo, Krivi v r e Bmofranarodnogs t v ar AT & i thhnéna
izvorucrnogT i mo k a i
BaltaBerkovac, AGpr i c®moffaeasuindys t var AMalt tf
Novo Korito podMi d g o rAoGmip;ur i j adah

Boljevac

Knjagevac
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Zajelar Veliki izvor SajamsuveniraA Z | aturké&Riq t wdas au d e
Vr agogr nal Etnomanifestaciidi Vr agogohalk ki
Sokobanja AZ| askeBom kobanjeh
PIROTSKI DISTRICT
BelaPalanka | ADanibaniceit a k mi Upeprejnanjup i t a i
Dimitrovgrad AVe l i kRermas &kamifatkanskoggrobiodiverziteta seoskog a s |
Pirot Svetskoprvenstvau pripremanjupirotskepeglanekobasiceAPi r ot s k 4
jagnjijadaif;
SeloTemska | Festivalstaropaninskihjela

Source:www.srbija.travel/kalendadogadjaja

Kosidbana Rajcuis a traditionalethnographi@vent.Thefirst this eventtook
placein 1892, whenit held andthe first National Fair. This eventhasbecomea
tourist event since 1965. The event symbolically representsmobu and festive
endingof mowing mountainmeadows.The eventhasan internationalcharacter.
This eventeveryyearvisit tensof thousand®sf tourists.

The most famous ethnographicand gastronomiceventsin the West Serbia,
respectivelyin Zlatiborski, Kolubarskiand Ma | v a distri&ts are presentedn
Table5.

Table5: Ethnographicand Gastronomideventsin the WestSerbia

LOCAL
MUNICIPALITIES COMMUNITY / EVENT
VILLAGE
ZLATIBORSKI DISTRICT
Arilje Brekovo Sajammeda; A Br e k opvrael | koof
Lajetina Mal kat Sabort r u hhsmbtanarodnogs t v a r aAl Par ggt uvt ai
Gljivovi|Glji vsajanidlokniadkigARaki j adah
Jablanica EtnomanifestacijaA S e ovs kji@ b o j
Sjenica ADasjienpiiltRéeigar i
. s . D e | dagtrofestivalAV ar j & b b b iénk Dani
Kosjeril Skakavci seoskogurizma

AZ| aturkMdil unadelddsialALi ci decd
AZ| atsarrsikadai

Priboj Pribojskabanja EtnomanifestacijgA Z a v i H lag didofi i ndamisik
Prijepolje A ZPRrijepolieuc v e | AuLfi; ndsrkvii Zet ovi j a

Me L unadeltBsjialALi ci d ecleRapvi | a

NovaVar og

Ugice Mokragora daniMokreg o r e i
KOLUBARSKI DISTRICT
Ljig BanjaVrujci Sajamzdravehranei p i Istarihzanata narodnog
stvaral agtva
Valjevo Etnomanifestacij@ Z | a p a n Bektifial|duvanl v ar ak a
Brankovina Danimaline
DonjaToplica APriglos el aif
Medvednik Danigljiva
Stave Danikupine
MAL VANSBSTRICT
Bogatil ABogDu b | AHldij, dwd | keoh
Koceljeva Festivalzimnice
Krupanj DanikrompirauR a I' e WanigivauRal e MKnk ugi j adai
Dobri potok EtnomanifestacijaA Na d i g raal w & mjt é ;

Ma | kkamen Danime L a g a
Loznica BanjaK ovial | ALazaAPelimezi j adah
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Trgil
GomnjaKo v i |

Me L unair oldglgdig | j i v aSmorjarmrddngy;
stvar ADadoVvah

AMi h odarjisedskog ur i Emanfanif.AMo b a f ;
ASavipmsl o i

Sajamvinai starihzanata

Me L uadradrinski gastrofestivalAMal i ni j ada
AGur manijadah

AJ esRadarskobanj i f

Ljubovija Drl al e
Mali Zvornik
Gabac

Radarské&anja

Source:www.srbija.travel/kalendadogadjaja

ZlatiborskaP r g u tis$ g traddi@nal gastronomiceventwhich is held every
Januaryin the village Ma | koa Zlatibor. In this areathe climate is dueto the
impact of "wind rose" suitablefor the productionof high-quality hams. At this
eventis organizedevery year by the selectionof the bestpork and beef smoked
ham,athe eventvisit severakhousad tourists.

The mostfamousethnographi@and gastronomiceventsin the territory of the
(_:entralSerbia,respectivelyin Rasinski,Mo r a v PobukavskiPomoravskiand
G u ma d distristkaswell asin rural areaghe City of Belgrade are presentedn
Table6.

Op | e nkeidb&gar o dsladraditional ethnographicand gastronomicevent,
which is held since1958.In parallelwith this event,is held Saborpopularcreativity,
which contributeghatto preservehe culturalheritageof regionfrom oblivion.

Table6: Ethnographicand GastronomicEventsin the Central Serbia

LOCAL
COMMUNITY /
VILLAGE

RASINSKI DISTRICT
A Gu phs & ralSajainyina
Etnomanifestacijagd Z | aukeBe u s a fi
Etnomanifestacijdd Etbahgo | ABar a p ah$S § ladradigzarevpre
gradun

MUNICIPALITIES EVENT

Aleksandrovac
Brus

Krugevac

ATr s naMoir la Ranifinarai vinogradara;

Trstenik Rujignik ADakiipi nef

MORA VKILDISTRICT
Lal ak Evropskasmotrasrpskodfolklora dijaspore Srbau
- a regionu

Mr | a j Reislonida,
BanjaGornjaT r e p |

AKu p u s Babafdrauibraijgfa0Bt bi j o
Izborn a j |rakipd &u ma kirjadlya c a

Gornji Milanovac

Ozrem

AMud(r)ijadao

Ivanjica EtnomanifestacijaA Z v (Golije, Javorai Mu | n j
Prilike Festivali;vornesrpskqoesmeFestivald elije
folkloraASvenaboegul j kuf;
Kugili Etnomanif.A J a v eabasdkvio j nistdrila r a
mu z i Indtruntenata
Smotramu z i sk egr ARagpeaano
Lul ani Gul a Dragal evoi
Dr agalsaetsrku bal a
PODUNAVSKI DISTRICT
Velika Plana AKar aldamidwervinan!l uk ahf

POMORAVSKI DISTRICT

Luprija

| ManastirRavanica

| Etnomanifestacijdh Mo r agjemo r e fi
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Despotovac Beljajka Festivaletnohrane
Jagodina PetrovdanskétnosajamATor t i j adaif
Paraiin TregnjeviCaANajtEInomamﬁestABumtupoznaJ

P ar a Ddniwiffia;

Etnomanifestacij@d P r olleovhp t o L 0 h

Gumadij uh

Svilajnac GastronomskananifestacijgdA Re s &wg K ii |
GUMADI J BIRTRICT

AGu | a gEtrjomasitestacijgh Gu ma ap g rs &/klikogospojinskiv a g

Etnobazar;Susretip r o i z VljoHitejd vima

EtnomanifestacijgA Obr edebovi f

Rekovac ManastirK al eni |

Aranlel ov{

Batol|lina

Brzan Sabomarodnogs t v ar ABamdroklal i j a
Kragujevac Etnomanifestacijdd Z | amaGar madi j e
Lapovo Etnomanif. A D aMoravskihg a r e mAiSw Frilun, vinogradarska | a v a i

Anur L e wahwinas ik a k iSabenfafodnogst var ADp e mal
Topola b oo

ethagr ogl ahn

Bukulja, Stragari | Prvomajskiuranak; A Gu ma dlanjg$ ki v e

CITY OF BELGRADE

Lazaevac Perul ac Festivalsrpskihvina; Festivalposnehrane
Mladenovac Jagnjilo Me L' u n afestivdlfolklora;AJ agnj i j ad
Zemun EtnomanifestacijgA Bo gpd @i ni ci f
ﬁgzglc(e;evska Azanja DaniAzanjskep ogal e

Source:www.srbija.travel/kalendadogadjaja

Gu p dérlbmu Aleksandrovcus a traditional ethnographiand gastronomic
eventheld since1963andhasgrowninto oneof the mostimportanttourist events
in the Balkans.The eventis marking ascelebratiornof the grapeharvest.The event
is everyyearvisit by more than 400 thousandouristsand could be an important
basisfor the developmentof rural tourism. For this purposeneedis to provide
adequateccommodatiorapacitiesn rurd touristhouseholdsaswell asto create
additionaltouristfacilities.

Table7: Ehnographicand GastonomicEventsin the South, Southwesterand
Southeaster@erbia

LOCAL

MUNICIPALITIES COMMUNITY / EVENT
VILLAGE

KOSOVSKI DISTRICT

D e | smjoteafolklora Kosovai

Gtrpce Metohije
PLI NJ ®KTRICT
. Etnomanifestacijad Z | auken e
Bujanovac . =
Buj anovcaihp

Surdulica Vlasina AZ| aturk&ldsinskik ot | i I
VI adHahi n Vidovdanskidani
Vranje Etnomanifestacijad S t daar niEtndsajam;Snotrafolklora

Vranjskabanja | ADakndr anfil ahf
TOPL I LXSTRICT
Kurgumlij a APrglasTopl i ce
Prokuplje Sajamv i g nAjDaamna gnj e i

KOSOVSKO-MI T ROV A DISTRICT

Etnomanifestacijgd Go s p osj ai bnos
AZ| drtlakd MA

V uifrn Prilugje EtnomanifestacijgA St ar o I v D §

Leposavi i Sol anica
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R A G KDISTRICT
Kraljevo AP as ul DanineddSmbtrad e | ifolklerayi ansabal&rbije
Rati APr ojSidtranarpdnogs t var a
atina .
deceSrbije
Kopaonik ADamdr ovni ceh
Vrnj bahik a S_motrangrodnogs tv ar AZbhagt
nitiprelaipos el an
JABL ANI DIKTRICT
Bojnik | EtnomanifestacighPust daei A
Lebane | z | stgribzmnataEtnomanifestacijgh K u | tletopulneb a n |
Leskovac ARogtiljijadan
Maravac Etnomanif. A D afrule u _ ]
Medvela Sijarinsl»a’banja Me dv el i fi;naVKaorsoivdcbuan
AGej zrea IsAAd; &b hdeijlz
Vlasotince AVi rbsaM if
NI GAV BIBTRICT
Aleksinac Pekarskidani; A N Bloravi vodenicas t a r a fi
Rugevac Sabormpaprikara
Eredetin Danijagoda
Ni g Etnosajam;Danibureka;Rakijabrend,;Daniinai meraka;Salon
vinail ok oARadNi &€ ahi
Ni gbamga APi htijadah
Svrljig ABel mugi jadah

Source:www.srbija.travel/kalendadogadjaja

The most famous ethnographicand gastronomiceventsin the southernand
southwesterrSerbia, respectivelyin Nisava,J a b | anRad klodnpp | i | k o m,
Pl i nj kokowskomandKosovskeMi t r o v distridt arepresentedn Table
7. In this areathereis a Sijarinskaspaswith healinghot water. Therefore,in this
areashouldtakeadvantagef the opportunitiesor developmenbf the spatourism,
asaspecialform of ruraltourism

MODALITIES FINANCING THE TOURIST FACILITIES

According to the survey (Radovi¢g 2015 it was concludedthat the self
financing had a dominantrole in the structureof sourcesfinancing, that used
subjectsof rural tourismin the Republicof Serbiain the previousperiod.Bearing
in mind, that the current state of developmentof rural tourism in Serbiais
characterizedy a very low occupancyrate (about4%), are necessarygourcesof
external financing the innovative tourist facilities. Also, favorable external
financing sourcesare neededor residentsof rural areaswho primarily relying on
agriculturein orderto their reorientationto rural tourism. For example,according
to the World Bankstudyii R u vulnérabilityin Serbia"in rural areaswherethere
is no natural conditionsfor agricultural production,"abouta million peoplelive
below the poverty with two dollars a day, so that these subjectsrely almost
exclusivelyon agricultureie for 68% of householdsgricultureis the mainsource
of incom® ( nor EME M iolgMivli d v, a 2002y Thérefore,in particularin
theseareasrequiredthe developmenbf rural entrepreneurshifn the contextof
nontagriculturalactivities.
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Table8: Potentialmodalities financingthe innovativetouristfacilities

Modalities financing

(1) Subsidies stateincentives

(2) Seltfinancing

(3) Internationaldonations

(4) Jointventures

(5) securitiesaction,corporatebonds

(6) Investmenfunds

(7) Leasing

(8) Microcreditorganizations

(9) i Bu s iamgelss s

(10) SavingsandCreditCooperatives

(11) ForeignDirect Investment
(12) Bankloans

(13) Publicprivatepartnerships

SourceR a d 02015]p.193.

Potentialmodalitiesfinancing the developmenbf rural tourismfacilities, are
shownin Table8, canbe groupednto:
the modeof financingbasedon the financial support of the state;
themodeof financingbasedon bankingproducts;
themodeof financingbasedon foreign sourcef financing;
themodeof financingbasedn marketinstruments;
the modeof financingbasedon their own source®f financing;
the modeof financingbasedn a combinationof public andprivatefunds;
the modeof financingbasedn acombinatiorof domesticandforeignfunds;
theinovativemodalitiesfinancing.

ONoO G~ WNE

Themodeof financingbasedon thefinancial supportof the statearesubsidies,
ie premiums. State financial supportfor the developmentof tourism facilities
should be a key modality of financingin the currentinitial stageof organized
developmentof rural tourism in the Republic of Serbia. Subsidies ie state
premiumscould be introducedprimarily to stimulatetravel agenciesto actively
createtourist facilities within rural tourism. The selectionthe most innovative
travel agenciesould organizethe Ministry and/ or the RegionalSecretariaon an
annualor monthlybasis(Radovic,2015.

The mode of financing basedon banking products are loans and financial
leasing. Credit is the potential modalities financing the developmentof rural
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tourismfacilities, bearingin mind thattheinsolvencyof a commonfeatureof rural
tourism subjcts Application possibilitiesof financial leasingin order to create
innovativetourist facilities and organizationactive stay of touristsin rural areas,
for example,the purposeof procurementof the necessaryequipment(bicycles,
boats,boats busescars,etc.)(Radovic,2015)

Themodeof financingbasedon foreign sourcesof financingare international
grants and foreign direct investment. International donations, as well as the
modalities financing tourist facilities, could be implementedto finance, for
example, the constructionof swimming pools, rehabilitationcenters,parks and
playgroundsandin the attractivetourist villages. Foreigndirectinvestmentcould
be used as a potential modality of financing for the developmentof tourist
facilities that have securesalesin the tourism market. In this way would be
implementedinvestmentdn the spacomplexes(spas,which are locatedin rural
areas),and in order to build facilities that would be usedfor treatmentor for
prevention(spacenter¥ (Radovic,2015)

The modeof financingbasedon marketinstrumentsare securitiesandinvestment
funds. Securitiesand investmentfunds are a suitable modality of financing rural
tourismsubjectsvho operateaslegal entities(hotels),which would in this way be able
to financethe constructiorof sportscomplex,spacentersandthelike.

Selffinancingis oneof the potentialmodalitiesfinancingof rural tourism.

Bearingin mind that this economicactivity is mainly basedon agriculture,
internal source of self-financing, in the initial phaserepresentghe accumulated
netincomefrom agriculturalproduction.

In the developedstageof an internal sourceof financing canbe realizedand
the net income from rural tourism. Self-financing has the potential modalities
financingtouristfacilities in the subjectswhich arealreadysignificantly developed
its own touristbusiness

Themodeof financingbasedon a combinationof public and private fundsare
public-private partnershipsPublicprivate partnership, as well as the modalities
financing tourist facilities, could be implementedto ensurethe conditions for
cycling, runningor walking, wherethe group (associationyural tourist households
financedthe purchaseof the necessargquipmentbikes),a muricipality providing
the necessary conditions (bicycle path (Radovic, 2015) Publicprivate
partnershipgould be appliedto financeorganizationethnographi®r gastronomic
eventsfestivalsor constructiorof the museundedicatedo folk creativity.

Themodeof financingbasedon a combinationof domesticand foreign funds
are joint ventures.Joint venturescan be realizedin cooperationof local rural
tourism entities (rural tourism householdsrural hotels or ethno village) with
foreign investors,which will jointly be able to finance the developmenttourist
facilities in a particulararea.In this way, financing could be actively involved as
representative®f the diaspora,originating from the municipality in which the
plannedinvestmentsTo this end we could finance,for example aquapark within
the municipalitythathas beendevelopedural tourism.
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The inovative modalities financing are i b u s iannegsesl nsicdo;credit
organizationsand savingsand credit cooperatives."Businesmgels"in addition to
the financingcancanbeinvolvedin the developmentourist facilities, usingtheir
businesgontactscould provide,"customers'abroad For exampleijt is possibleto
investin the constructionof conventioncenterwherethey can organizevarious
professionalgatheringsin the field where "businessangels" could mediatethe
arrival of scientsts, professionals,ie tourists (Radovic, 2015) Micro-credit
organizationsand savings and credit unions, as well as innovative financial
institutionsin the domesticfinancial systemcould by useto finance investment
smalleramountsand in order to developtourist facilities in rural areas,suchas
parksandchildren'splayground

CONCLUSION

In the Republicof Serbiathereis significantpotentialfor the developmentof
rural tourism,but they arenot adequatelexploitedandvaluedon the domesticand
internationaltourismmarket. Availability accommodatiorcapacityis only about
4%, andthe tourist seasoris very short.In orderto developrural tourismandto
attract moderntourists necessanare innovative, diverseand high-quality tourist
facilities, which should be the result of entrepreneurialactivity of the rural
population.For this purpose we could take advantageof the tourist potential of
numeros ethnographi@andgastronomieventsthatareheldthroughouthe yearin
the Republicof Serbia.ln ordertheir adequatevalorizationin therural tourism,it is
necessaryo highlight the originality of the tourist events.Also, it is necessaryo
creae tourism products,which would include the tourist accommodationn rural
householdsln orderneedare the entrepreneuriahctivitiesof the rural population
createinnovativetourist facilities, which ensurelonger staystouristand additional
employment of therural populations.

Subjectsof rural tourismin the Republicof Serbia,dueto low occupancyof
accommodationcapacities, have limited options of self-financing develop of
tourismfacilities. For this purposeare necessargxternalsourcesof financing,ie
needto define the modalities of financing the developmentof potential tourist
attractions.The developmentof innovative tourism facilities would enablethe
developmenbf rural tourism and rural entrepreneurshipConsideringsignificant
multiplicative effectof tourismon the developmenbf rural economy rural tourism
developmentould havea significantimpacton rural, andregionaldevelopmenin
the Republicof Serbia.
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ABSTRACT

Throughouthistory, the statekepton spreadingitself andin that way it wasspreading
its jurisdiction, functionsand all of that requireslarge financial resourcesTherefore the
tax administrationis the onewhich shouldprovidethosefinancial resourcesThatis really
hard to pull off in practice, hencethere are frequentreformsof the tax systemFrequent
changesa r e goédfor the economicand tax stability. The main reform in Serbiais the
tax reform,whosegoalis to providetax payerswith a job, salaryandto paytheir taxes.On
the other side, the increaseof tax revenues requiredto decreasehe deficit of the budget,
decreasethe debt of the stateand to provide requirementdor encouragingthe industrial
growth. It is a fact that the majority of tax payers,if not all of them,would like to have
lower taxes.Taxeshavealwayspresentedh load for the oneswho pay themand that will
always stay that way. Frequentchangesof tax regulations,changingthe rates of taxes,
large tax debts frequentreprogrammingopf debts public costswhich are larger thanpublic
revenuesindicate the instability of our ¢ o u n ttax gystesn.Primary goals of the tax
systemreform in our state haveto be: adjustingto the Europeanregulation, collecting
larger taxes taxationin accordancewith the economicstrengthof thetax payers.

This paperdealtwith the analysisof excisecrediting in the Republicof Serbiain the
periodfrom 2005,up to 2015with a projectionuntil 2030.

Ttheresultsof this studyshouldbe usefulfor the understandingpf the importanceof a large
numbetrof tax payersof excisgaxestaxeson products)pothin thepresenaindin thefuture

Theaim of the papershouldbe to showusandindicatethe necessityf: adoptingthe Law
on Excise Tax which would be in effect for decadeswithout requiring any changesand
amendmentsand with the previousanalysisof the efficiencyor inefficiencyof earlier fiscal
policy in our country; the Law se preventstax evasion.Thereis the necessityof harmony
betweereconomicfinancial andtax policy, the needto adoptmeasureshat would be aimedat:
increasingexciserevenuegenerationin the budgetof the Republicof Serbia,the equality of
everybodyn front of the Law, reducinggray economythe eliminationof reprogramming
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JEL Classification:H25,H27
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INTRODUCTION

Taxesarethemainform or instrumentof forming public revenuego coverbudget
expendituresand public needsln orderto emphasizehe importane of taxesfor the
state,many financial theoreticianscall a modernstate"a tax state".As a historical
category,the tax changedparallel to changesn political, socioceconomicand other
relations,in all periods.They area directreflectionof theserelationshipor systems.
The placeandnatureof the tax andits role in the total socialincomechangeswith the
developmenof the state jts institutionsandinterventionism

Taxesarenot aform of voluntary,but mandatorycharacterTaxationis asold
asgovernmentTaxationof nationalincomeis a very complexeconomic financial,
socialandpolitical problem.The main objectiveof taxationis to ensuresufficient
fundsto carryoutvariousfunctionsof the state(Softic, 2013,p. 152).

In financial theory, the public revenuesand public expenditures are
constituentf the tax system,i.e. the systemof financing public spendingin the
broadestsenseof the word (Kumalic, 2012,p. 32).

The tax systemin Serbiatoday consiss of seventax forms: (Karadivic et al.,

2013,cit., p. 31)

Corporatéancometax

Personaincometax

PropertyTax

Excise

Valueaddedax

Taxon Use,PossessioandCarryingof Goods
Taxonnonlife insurancegpremiums.

Two mainleverageghatthe governmentmplementsarethetax (fiscal) policy
and monetaryand credit policies. Tax policy is a significant sphereof actionand
componenbf economigpolicy which contributego achievingthe setgoals.

Tax policy as part of economicand social policies, should ensurethe efficient
functioning of stateinstitutionsthroughthe collectionof public revenuesn accordance
with socially acceptableaims and objectives.To achievethe objectivesand tasksof
economic policy, tax policy usesa number of tax forms. Tax policy should be
subordingedto theeconomigolicy of thecountry(Petrovic,1988,cit., p. 20)

E N R I )

EXCISE REGULATIONS

Excise taxesare consideredio be the oldestform of consumptiontax. The
emergenceof excise can be seenin the ancient times and they were also
widespreadin the Middle Ages Excise tax systemshave always played an
importantrole. Their importanceis still large althoughthey are,to someextent
suppressedbefore the expansionof value addedtax. Taxeson consumptionor
indirecttaxesareoneof the mostimportart categorieof revenuan the budgetsof
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modern states.There is no tax systemwhere thereis not at least one form of
consumptiortax. The objectof taxationfor thesetaxesis the sale of producs and
services(Djordjevic,2015,p 39).
Positivereasos for the introductionof the excisetax systemare: (Stojkovic,
2014,p. 4
1. Fiscal(excisetaxis a majorsourceof tax revenue);
2. easeof collection;
3. asmallnumberof taxpayers;
4. progressivaaxationof consumersf luxury products;
5. EnvironmentalGoals (lower price of unleadedpetrol comparedto
ordinarygasoline...).
Negativereasons(Stojkovic, 2014.pp. 4-5)
1. they are regressivebecausethey tax mass consumptionin which
individualswith low earninggakepart

2. they violate the principle of ecanomy, becausethe systemof excise
collectionandcontrolis quite expensive;

3. theyareveryunpopulamwith thetax payersanddestinates;
4. theycanimpairthesaleof domestiexciseproductgtobaccdndustry).

However,in theoryandin practice,economistshavedifferent views wheniit
comesto the advantagesand disadvantage®f excises According to professor
Popovic"In modernliterature we don't neglectthe disadvantagesf excise,but
now the emphasids placedon noncompliancewith the economictax principles,
especiallythe principle of efficiency of taxation:theintroductionof a selectivetax
on consumption,in fact, violates the neutrality in the choice of produers and
consumers(Popovic,2010p. 424)

Excise duties belongto the group of indirect taxes, which are often called
deceptivataxes,andthey arethuscharacterizedy beingdeceptiveandby the fact
thata taxpayertransfershe tax burdento anotherperson.Charateristicsof excise
duties:(Stevanovi¢c2012,p. 146-147)
theoldesttax on praducts;
regularincomefor the state;
abundance;
they are unfair becausehey do not respectthe principle of payingtaxes
accordingo thetaxpayer'sncome;
asimplesystemof billing andcollection;
it refersto massproductionproducts
fiscal nature;
excisetaxpayeris a producer but the actualeconomictaxpayeris thefinal
consumer.

According to ProfessorBingulac "Today, to a certain extent, excisesare
suppressedefore the expansionof the value addedtax, but their significance
remainshigho (Bingulac,2006, p. 150). Exciseswere distinguishedrom general
salestaxin 2001,andregulatedby a speciallaw. An excisetax is a form of surtax

= =8 —a 9
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or excisedutiesandit appliesto specific productswhosecirculationis contwolled
by the State(Gajicetal., 2012,p. 90).

In the periodfrom 2001,the ExciseTax laws havebeenadoptedandamended
severaltimes which is a weaknes®f our c 0 u n tax sysbesa The new Law on
Excise Duties which was adoptedin the context of tax reform in 2001, has
undergonenine amendmentsHaving isolatedit from salestax in 2001,the excise
tax is now regulatedby a specificlaw. Frequentchangeof tax laws are not good
for economicandfiscal stability.

Consumptionof certain, mostly monopolistic, product / products of mass
consumptionis taxed by excisetax. Productstaxed by excise:tobaccoproducts,
petroleumproducts coffee,alcoholicbeveragesglectricity.... The excisetax liability
commencesvhenexciseproductsare (Law on Excise): 1. producedn the Republic
of Serbia;2. importedin the Republicof Serbia ExciseLaw regulatedhe amounton
whichtheexciseis paidonoil derivativespiofuelsandbioliquids of excise
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Graph1: Excisedutyon oil derivatives biofulesandbioliquids
Source:authorshasedonthe Law on Excise
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Tablel: Theamounton whichthereducedexcisetaxis paid accordingto the
customerpurposes thefinal userof petroleumproducts biofuelsandbioliquids

1 for gasoil referredto in paragrapt., item 3) of this
' Article whichis used:
asmotorfuel for transportpurposedor thetransport
of peopleandgoods,including:
| - since01/01/2016 45 50din/l
Forheating 2.50din/!
energyasfuel in the productionof electricityandheat 0 din/l
for industrialpurposes 0 din/l
kerosendrom paragrapH, item4) of this Article 0 din/l
whichis usedfor industrialpurposes
liquefied petroleumgasreferredto in paragrapi,
item 5) of this articlewhichis used:
asmotorfuel for transpet purposedor thetransport
of peopleandgoods,including:
‘ - since01/01/2016 23.00din/ kg
For heating 4.40din/ kg
for industrialpurposes 0din/ kg
otherpetroleumproductsthatareobtainedfrom 0din/ kg
petroleum fractionshavinga distillation rangeof 380
AC usedfor industrialpurposes
Biofuel from paragraph., item 7) of this Article 39 50din/I
whichis usedasmotorfuel for transporfpurposedor '
thetransportof peopleandgoods
bioliquids from paragraptL, item 7) of this Article
whichareused:
Forheating 2.50din!
energyasfuel in the productionof electricityandheat 0 din/l

Source:authorsbasedon the Law on Excise

The law which regulateghe energysectordefinesthe following: 1. biofuels-
liquid or gaseouduel for transport producedfrom biomass;2. bioliquids - liquid
fuels for electricity and heat production and energy for heating and cooling,
producedrom biomassapartfrom traffic.

Tobaccoproductsthat are producedand marketedn accordancevith the law
governingthe productionand marketingof tobaccoand tobaccoproductsinclude
cigarettescigars,cigarillos, smokingtobaccoandothertobaccoproducts.Tobacco
productghatwarmup duringuseandd o rcdmbustrepresentireprooftobacco.
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If the calculatedexcisetax on cigarettessmokingtobaccoand othertobacco
productss lower thanthe minimum excisedefinedby law on excise the minimum
exciseduty is paid.

Table2: EU rulesonthe minimumexciseburdenon tobaccoproductsotherthan

cigarettes

1/1/2011 1/1/2013 1/1/12015 1/1/2018 1/1/2020
Product
Nice cut 40% ppc 43% ppc 46% ppc 48% ppc 50% ppc
smoking tobacco or 2L or or or

40eur/kg 47 eur/kg 54 eur/kg 60 eur/kg 60 eur/kg
Cigars and 5% mpc
cigarillos or 12eur/kg
Other tobacco 20% mpc

or 22 eur/kg

Sourcewww.clds.rs/newsite/Akcizna%20politika%20u%20Srbijigumess
02/06/2016

Minimum excisetaxis, on: (Law on Excis€

1. Cigaettes- 100% of the total exciseduty establishedor the categoryof
theweightedaverageetail selling price of cigarettes;

2. Smokingtobaccoand other tobaccoproducts(cut tobacco,pipe tobacco,
chewing tobacco and snuff) - 100% excise duty establishedfor the
categoryof the weightedaverageretail selling price of smokingtobacco
andothertobaccaproducts put notlessthan:

1 70%of the minimum excisetax on 1,000cigarettesestablishedor the
categoryof the weightedaverageetail selling price of cigarettesfrom
1 January?2016.

Table3: Calculationof theweightedaverageretail sellingprice

Putting aratio between

Cigarettes the total value of all cigarettesthat are placedon the marketat
retail prices/ total quantity of cigarettesreleasednto circulation
in theRSin the previoussix months

smoking the total value of tobacco,tobacco products releasedon the

tobaccoand marketat retail prices/ total amountof tobaccotobaccoproducts
other tobacco | releasednto circulationin the RSin the previoussix months

products

Source:authorsbasedon the dataof the Law on Excise

Excisetax on fire safetobaccais paid per kilogram of tobaccomixture, in the
amountof 40% of the minimumexcisetax on 1,000cigarettesvhichis established
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for the categoryof theweightedaverageetail sellingprice of cigarettesBeverages
which are, dependingon the raw materialsusedfor productionand contentof
ethanol, placed on the market as such kind of drinks in accordancewith the
regulatiors on quality andotherrequirementgor alcoholicbeveragereconsidered
alcoholicbeverages

Table4: Typesof alcoholicbeveragesinderthe Law on ExciseTax

Alcoholic beveragetypes FEATURES

By regulationsin the field of strong alcoholc

beverages

Containingmore than 1.2% alcohol by volume, a

maximumof 15% by volumeof alcohol; produced
from fruit juices or nonalcoholic beverageavith

the addition of refined ethyl alcohol; alcoholic
beverages,herbal extracts, alcoholic beverages
obtainedby fermentation)

All types exceptnontalcoholic beer (up to 0.5%
alcohol)

Strong alcoholic drinks

Low alcoholicdrinks

Beer

Source:authorsbasedon the dataof the Law on Excise
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Graph2: Theamountof excisedutyto be paid per liter onalcoholicbheverages
Source:authorsbasedon thedataof the Law on Excise

Coffeg accordingo thelaw on exciseduties shallbe (Law on Excis@

1. unroastedoffeefrom tariff nomenclatureCT: 090111 00 00 and090112
0000;

2. roastedcoffeefrom tariff nomenclatureCT code:090121 00 00 and 0901
220000;
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3. husksandskinsof coffeefrom tariff nomenclatureCT 090190 1000;

4. extracts,essenceand concentrate®f coffee from tariff nomenclatureCT
210111 0000;

5. coffeesubstitutescontainingcoffee undertariff nomenclatureCT 090190
9000;

6. The mixture of extracts,essenceand concentrate®f coffee with roasted
chicory and other roastedcoffee substitutes and extracts, essenceand
concentratesf theseproductsfrom the tariff nomenclatureCT code:2101
110000210130110021013019002101309100and2101309000;

7. Productsbasedon extracts,essence®r concentrate®f coffee or coffee
basedfrom nomenclatureof the tariff codesCT: 210112 92 00 ard 2101
12 98 00 and products containing coffee extracts, essencesand
concentrgesof coffeefrom tariff nomenclaturéCT 180690 70 00;

8. drinks and nonalcoholic beveragescontaining coffee extracts,essences
andconcentratesf coffeefrom CT 2202

EXCISE AMOUNT FOR COFFEE
® din/kg
u:r::;;ecj roasted o
coffee USKS an

skins of Extract,

coffee essencesand

congentrates

of coffee

Graph 3: Theamountof excisetax on coffee
Source:authorsbasedon the dataof the Law on Excise

Liquid filling for electroniccigarettesare those productswhich, when using
electroniccigarettesasintended generatesteanfor inhalation,aswell astheliquid
filling of electroniccigarettescontainedn otherproducts(Law on Excise) Excise
taxfor theliquid filling in electroniccigaretteis 4.00din per milliliter.

According to data of the republic authority in charge of statistics,
harmonizatiorof dinar amountof exciseduty is carriedout with annualconsumer
price index in the calendaryear precedingthe year in which the adjustmentis
performed.The basisfor the harmonizationof dinar amountof excisetaxeson
petroleum products with annual consume price index representpreviously
publishedand aligned, i.e. reducedor increasedexcise taxes on mentionedoil
derivatives In the productionof, or prior to importationof cigarettesandalcoholic
beveragesthe manufacture or importeris obliged to have and excisestampon
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eachof theseproductsindividually, exceptbeerandcigaretteghat are usedto test
thequality of the product.Control excisestampdoesn'thaveto beon cigarettesand
alcoholicbeverageshatareimportedin orderto be soldto diplomaticandconsular
representatives Ministry approvedthe issuanceof excisestamps,andit keeps
recordson theissuedcontrolexcisestamps(Law on Excise

Table5: Excisetax payment

DEADLINE PERIOD
Last day of the month i the theamountof excisetax accountedor the
latest periodfrom the 1stto the 15thdayof the month

the amountof excisetax accountedor the
periodfrom the 16thto theendof the previous
month.

15" of the month i the
latest

Source:authorsbasedon the dataof the Law on Excise

EXCISE DUTIES REVENUE GENERATION IN THE BUDGET OF
THE REPUBLIC OF SERBIA IN THE PERIOD FROM 200570 2015

In 2015 comparedto the previousyear, the revenuesfrom excise duties were
nominallyhigherby 11%,while therewasarealgrowthof 9.3%in thatperiod.(Public
FinanceBulletin, No. 136, December2015). The following figure showsthe basic
indicatorsof excisedutiesin theobservederiodin 2014andcomparedo 2015.

Table6: Excise2014/2015

Revenues from excise taxes on oil derivatives were nominallv hicher bv 5% but the real

Revenues from excise taxes on tobacco products were higher by 14.7%, with nominal
growth of 14.4%, while revenues from excise taxes on alcoholic beverages were higher by
8.8%

Revenue from excise rose by 116.9%, due to the excise tax on electricity consumption

Source:Authorsbasedon datafrom "Public FinanceBulletin" No.136,December,
2015.
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DISTRIBUTED EXCISE DUTIES OF THE BUDGET OF THE
REPUBLIC OF SERBIA IN THE PERIOD 20052015

Revenudrom excisedutiesin the EU is 3.2%, Serbia5.5%, Germany2.5% of
GDP. Thereasorshouldbe soughtin the simplicity of administrationandthe fact
thatthis is aform of taxation,which is characterizedby simplicity. Also, it is to be
noted that the excise tax is a "good" source of income primarily for under
developedtountries.

Serbia
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Spain
Belgium
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Graph4: Exciseincome(%GDP)
Saurce:www.ekof.bg.ac.rs/wpontent/uploads/2014/.../17Rorezina-potrosnju
u-Srbiji.ppt. Acces€$2/06/2016

The following graphshowsmovementsof all threetypesof excisedutiesin
thetotal incomeof the Republicof Serbiaandit is expressedh percentagefor the
periodfrom 2005to 2015.
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m total revenue m oil excise duty m excise duty on tovacco products W remaning excise

Graph5: Exciseduty movements total incomeof the Republicof Serbiain the
periodfrom 2005to 2015
Source: Authors

By analyzingthe shareof exciseduties(on oil derivativestobaccaderivativesand
other)in total incomeof the Republicof Serbia,we cannoticean increasean excise
dutieson oil derivativesfrom 8% (baseyear)to 11% (in 2015),soanincreaseof 3%,
excisedutieson tobaccoderivativeshad anincreaseof 4% in 2015in comparisorno
2005,while otherexcisedutiesin theobservegeriodvary from 1%to 2%.
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Graph6: Graphicdisplayof total exciseandtotal revenudn the budgetof RSfor
theperiod20052015
Source:Authors

Shareof excisedutiesin totalincomeof RS budgetin the periodfrom 2005to
2015showedanincreaseTotal excisein 2015amountedo 20%in total incomein
comparisorto baseyear(2005)whentheyreachedl4%.
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STATISTICAL DATA PROCESSINGOF THE RESULTS OBTAINED
BY EMPIRICAL RESEARCH

The following table providesa summaryview of revenuegeneratiorthrough
selectedypesof excisetax for the periodfrom 2005to 2015. Basedon the data,
below will be given time series analysis, linear growth trend for the selected

period.

Table7: Summaryiew of revenuegeneratiorthrougha certaintypeof excisetax

in the budgetof the RSin the periodfrom 2005t0 2015
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OIL TOBACCO
YEAR DERIVATIVES PRODUCTS OTHER
2005 44.044,80 19.044,50 8.185,90
2006 45.915,70 26.147,00 9.556,60
2007 49.107,80 34.371,90 9.732,00
2008 50.996,80 39.339,90 10.290,00
2009 59.382,80 50.604,00 9.833,30
2010 63.798,20 60.770,60 11.020,10
2011 70.524,60 69.185,80 12.714,80
2012 90.233,00 76.42380 13.971,00
2013 107.176,20 83.752,30 13.832,40
2014 121.331,50 77.569,00 13.573,00
2015 127.371,00 90.268,60 18.141,10
Source:authorsbasedon www.mfin.gov.rs
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Graph7: Timeseriesanda line of linear trend of the excisetax on petroleum

products
Source:Authors
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R | time dependencys the coefficient of determination;the closerit is to
numberone(1), the strongerthe connection

Y=bx+a

a=30802 intercepton the Y axisis the expectedvalue basedon the given
information,sothe excisetax on oil derivativesshouldbe roughlyaround30802

b =18928.3 theslopeof the curveis positiveandspeaksn favor of increasing
the excisetaxto anaverageof 8928.3peryear.

The annualrate = b/averagen *100 11.83%for the observedperiod,the
exciseincomeon oil derivativesincreasedor 11.83%peryear.

Table8: Coefficientof exciseon oil derivatves.

Parameter Estimate Standard Error | T- Statistic | P-Value

Intercept a 30802,3 5403,86 5,70006 0,0003

Slopeb 8928,31 913,419 9,7746 0,0000
Source:Authors

The table shows the statistical parametersof a linear trend analysis and
assessmenf statisticalsignificance.Interceptand the slope of the linear trend
were statisticallysignificantcomparedo the period.Basedon the above,it can be
said with certaintythat the valuesof excisetax on oil productswill grow in the
following period.

Basal on theformula and calculated data, we can see a growth trend of
revenuefrom excisetaxes on petroleum products in thedgetof the Republicof
Serbiain the periodfrom 2016to 203Q

Table9: Projectionof revenueggenerationthroughexcisetaxeson petroleum
productsin the RSbudgetfor the periodfrom 2016to 2030

YEARS Xt Y
Modified years Oil derivatives excise
2016 11 129013,6873
2017 12 137941,9927
2018 13 146870,2982
2019 14 155798,6036
2020 15 164726,9091
2021 16 178700,4661
2022 17 187046,4288
2023 18 193749,7671
2024 19 201193,2959
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2025 20 209701,9497
2026 21 219522,2524
2027 22 229520,8861
2028 23 238517,2262
2029 24 247413,0786
2030 25 256168,1912
Source:Authors
100.000,00
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Graph8: Timeseriesanda line of linear trend of the excisetax on tobacco
products
Source:Authors

R |time dependencyis the coefficient of determination;the closerit is to
numberone(1), the strongerthe connection

Y =bx +aa= 20557 interceptontheY axisis theexpectedraluebasedn
theinformation sothe excisetax ontobaccaproductsshouldbe about20557

b = 7297.3the slopeof the curve is positiveand speaksn favor of increasing
the excisetax on tobaccoproductsandto anaverageof 7297.3perannum.

Theamualrate= b/ averagein * 100 12.79%for the observedperiod,
incomeexcisetax ontobaccaoproductsincreasedo 12.79%perannum.

Table10: Coefficientsof exciseduty ontobaccoproducts

Parameter Estimate Standard Error | T- Statistic | P-Value
Intercept a 20557,1 2560,04 8,02997 | 0,0000
Slope b 7297,27 432,726 16,8635 | 0,0000

Source:Authors
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Thetableshowsthe statisticalparameter®f alineartrendanalysisandasgssment
of statistical significance. Intercept and the slope of the linear trend were
statisticallysignificantcomparedo the period.Basedon the aboveit canbe said
with certaintythat the valuesof the excisetax in the following period on tobacco
productswill grow.

Tablel11l: Projectionof revenuegeneratiorthroughexciseon tobaccoproductsin
the budgetof the RSfor the periodfrom 2016to 2030

Years Xt Y
Modified years Tobaccoproduct excise
2016 11 100826,9982
2017 12 108124,2645
2018 13 115421,5309
2019 14 122718,7973
2020 15 130016,0636
2021 16 134971,8555
2022 17 141957,7037
2023 18 149425,5663
2024 19 157350,4387
2025 20 165907,3593
2026 21 172099,9362
2027 22 178727,627
2028 23 185797,481
2029 24 192913,8743
2030 25 2001061345
Source:Author

Basedon the given formula and calculateddata,we canseea growth trend of
revenue generationthrough excise on tobacco productsin the budget of the
Republicof Serbiafor the periodfrom 2016to 2030
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Graph9: Timeseriesanda line of linear trend of otherexcise
Source:Authors

R Jtime dependencys the coefficient of determination;the closerit is to
numberone(1), the strongerthe connection

Y =bx+a

a = 7877.9 intercepton the Y axis is the expectedvalue basedon the
information sothe excisetax on otherproductsshouldbeabout7877.9

b = 803.51the slopeof the curve is positiveand speaksn favor of increasing
the excisetax on tobaccoproductsandto anaverageof 803.51perannum.

The annualrate= b /averagein *100 for the observedoeriod,incomefrom
the excisetax on otherproductsincreasedo 6.73%6 perannum.

Tale 12: Coefficientof otherexcise

Parameter Estimate | Standard Error | T- Statistic | P-Value
Intercept - a 7877,91 624,787 12,609 0,000
Slope- b 803,512 105,608 7,60842 0,000
Source:Authors

The table shows the statistical parametersof a linear trend analysis and
assessmentf statisticalsignificance.Interceptand the slope of the linear trend
were statisticallysignificantcomparedo the period.Basedon the aboveit canbe
saidwith certaintythatthevaluesin thecomingperiodwill grow.
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Tablel13: Projectedrevenuggenerationfrom otherexcisetaxesin the budgetof the
RSfor the periodfrom 2016to 2030

Year Xt Y
Modified years Other excise
2016 11 16716,54364
2017 12 17520,05545
2018 13 18323,56727
2019 14 19127,07909
2020 15 19930,59091
2021 16 21012,46479
2022 17 21719,73546
2023 18 22539,72284
2024 19 23463,62915
2025 20 24223,3565
2026 21 24672,69585
2027 22 25784,3552
2028 23 26606,98925
2029 24 27424,24574
2030 25 28232,95646
Source:Authors

Basedon thegivenformulaandcalculateddata,we canseean upwardtrendof
other exciserevenuegenerationin the budgetof the Republic of Serbiain the
observederiad, i.e. from 2016to 2030.

CONCLUSION

The researcthasprovedthe following: strengtherthe confidenceof citizensin
theimplementatiorof economicpolicies,which shouldhavea goodbasein tax and
socialpolicy; preventfrequentchangesn thelaw, in orderto increasehe efficiency
and effectivenessof tax administrationand equitable taxation of legal entities,
implement effective control of taxpayersin order to prevent evasion;increase
revenuegenerationfrom excisedutiesin the budgetof the Republic of Serbiaby
increasinghe numberof taxpayersandconsistenapplicationof legal provisions

Theobjectivesof tax policy shouldbe alignedwith the economicpolicy of the
stateso that the tax systemwould resultin a higherrevenuegenerationfrom all
typesof taxes.
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Consistentmplementatiorof the prindple of fairnessin the collectionof taxes
would ultimatelyresultin havinga reducedgray economy andtaxpayersvould be
equalin front of thelaw.

If a countrywould take a seriesof preventve measurego raisethe level of
tax ethicsandtax discipline,taxpayerswould settletheir obligationsin time and
in accordancewith the law, and that would result in having a greaterexcise
revenuegeneration
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