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PREFACE

Aspiring to establish continuous joint effort, collaboration and distinct path 
to support the ideology and practice of sustainable development notions 
and policies, the two social science institutes in North Macedonia and Serbia 
- the Institute for  Sociological, Political and Juridical Research (ISPJR) at Ss. 
Cyril at Methodius University in Skopje and the Institute of Social Sciences 
in Belgrade (ISS), in cooperation with the Faculty of Law at the University of 
Zenica, organized the international scientific conference The Impact of the 
Quality of Institutions on Sustainable Development, generously hosted by the 
ISS – Belgrade on 23-24 May 2024. 

The Conference contributed greatly to the scientific and public discourse on the 
pressing governmental, environmental, economic and political challenges and 
overall issues concerning Western Balkans and the European Union, as well as 
to the networking of various experts in the fields of social sciences. Therefore 
the Editors are honoured to present the Proceedings which successfully 
conclude the entire collective endeavour. 

The essential drive to gather the relevant expertise in said area was the fact that 
the levels of economic development largely depend on the level of development, 
quality and efficiency of institutional arrangements. Sustainable policy 
solutions and inclusive institutions contribute to the rule of law, maximization 
of efficiency and social well-being, lead to higher rates of economic growth 
and represent a key factor of economic freedom. One of the phenomena that 
deserves special attention in this context, is the corruption due to its significant 
negative effects on sustainable development, undermining non-discrimination, 
transparency and economic growth, while raising poverty, social insecurity and 
social injustice.

Namely, functional economic and political mechanisms as well as social 
resilience are extremely important citizens’ protectors in the face of crises and 
polycrises. Therefore, the Conference aimed to consider the possible advances 
of and towards sustainable development and the role of institutions in the 
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newly created circumstances when, in addition to the dangers due to climate 
change and pollution, other forms of crises occur. 

By addressing these issues, each of the papers provides a unique perspective 
which would hopefully enrich the scientific and professional thought and 
actions, for which the Editors are immensely grateful. This heartfelt gratitude 
extends not only to the authors, but to the dedicated reviewers, all conference 
participants and organization assisting persons, as well.  

These Conference Proceedings entail 13 papers, divided into two sections: 
Institutions, Governance and Corruption, and Green Transition and Policies, 
although all papers possess interdisciplinary features and shed a light on 
aspects of sustainable development. All papers have undergone two double-
blind field-related peer reviews, while the linguistic accuracy was formally 
guaranteed by the authors’ confirmation of professional proof-reading.  

The Editors hope that this issue would actively contribute to the individual 
and collective scientific work, to the end of its utilization for governmental, 
economic and societal consolidation and development. 

The Editors
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Original scientific paper

THE INFLUENCE OF THE FINANCIAL SYSTEM EFFICIENCY AND 
DIVERSITY ON THE SUSTAINABLE DEVELOPMENT OF THE 

REPUBLIC OF SERBIA

Ivana Ostojić1, Ph.D., Predrag Petrović2, Ph.D.

1 Institute of Social Sciences, Centre for Economic Research, Belgrade, SERBIA,  
ivanaostojic27@yahoo.com; iostojic@idn.org.rs

2 Institute of Social Sciences, Centre for Economic Research, Belgrade, SERBIA,  
ppetrovic@idn.org.rs

Abstract 

The paper analyzes the degree of bank-centricity of the domestic financial system, 
as well as the negative consequences for sustainable growth and development 
resulting from the focus of the financial system on banks. The subject of the 
research is the concentration level in the domestic banking sector and determining 
the dominant position of banks. Also, the achieved levels of development of the 
financial systems of the transition countries in the neighborhood, their structure 
and diversity will be analyzed and compared with the Serbian financial system. 
The results of empirical research examining the opinions of experts in the field 
of economics and finance and representatives of the banking and private sector 
will be presented and analyzed, which should provide answers to the research 
questions that were raised in the paper, which concern the analysis of the 
financial system of Serbia and its bank-centricity, the sustainability of the current 
structure of financial institutions and giving specific recommendations for the 
improvement of the financial system of Serbia.

Keywords: bank-centricity, financial system, sustainable development, microfi-
nance, Serbia 
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1. Introduction 

Financial institutions represent significant development factors through their 
role as financial intermediaries. Also, financial institutions provide financial 
resources to support projects that result in better developmental outcomes 
for society (Rajan & Zingales, 2003). Financial institutions operating in a 
stable financial system contribute to achieving sustainable development 
goals. Consequently, a developed financial system contributes to sustainable 
development, especially for underdeveloped countries. According to Silva, 
Kimura & Sobreiro (2017) financial stability is crucial because it “instills 
confidence in the financial system and encourages investors, depositors, 
and savers to supply the funds that would be channeled to deficit units”. 
Agglomeration of capital, which is achieved through the mobilization of 
savings, provision of information for the improvement of resource allocation, 
monitoring of investment projects and influence on the improvement of 
corporate management, diversification, and risk management, facilitated 
exchange of goods and services, are some of the indicators of the development 
of the financial system and its contribution to economic growth, through the 
development of the private and public sector (Claessens & Feijen, 2006: 25).

According to the available data from the National Bank of Serbia, financial 
institutions in the domestic financial system are banks, insurance companies, 
leasing companies, pension funds and payment institutions, and electronic 
money institutions. The banking sector of Serbia consists of 26 banks, with an 
organizational network of 1,598 business units, total net balance sheet assets 
of 4,084.1 billion dinars, and total balance sheet capital of 705.7 billion dinars 
(NBS, 2020).

The banking sector of Serbia is highly concentrated, taking into account that 
the concentration ratio of the first 5 banks is over 50% in all categories: total 
assets, total loans, total deposits, and total income (NBS, 2020). The first 10 
banks cover almost 80% of the market in all the mentioned categories. For the 
rest of the market (20%), there is a competitive battle between the remaining 
16 banks. As concentration indicates competition in the banking sector, the 
analysis of concentration indicators leads to the conclusion that competition 
between banks in Serbia is threatened, since a few banks with a large market 
share prevail.

In 2000, the financial system of Serbia consisted of 108 banks. The number of 
banks in the domestic banking sector is decreasing over time and, according to 
expectations, this trend will continue in the future, followed by the consolidation 
of the banking sector, through mergers and acquisitions (Barjaktarović and 
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Ječmenica, 2011). In this way, the problem of saturation of the banking sector 
would be overcome, and the number of banks would be adapted to the number 
of clients and the size of the market. A further reduction in the number of banks 
will certainly be reflected in the growth of concentration in the banking sector. 
Globalization processes and adjustments of the bank’s operations toward 
new business models represent one of the main features in the contemporary 
banking industry (Mirković, Lukić, Martin, 2019: 31). The development of 
the financial system and the banking sector requires constant improvement 
and innovation of banking products and services, which requires significant 
investments that small banks lack. According to estimates, in the coming years, 
the number of banks is expected to decrease to 15-20 (Dugalić, 2018). 

This is supported by data on financial inclusion which significantly contributes 
to poverty reduction and sustainable development. According to World Bank 
data (World Bank, 2022), the share of the population with accounts in banks and 
other financial institutions is almost 90% and has increased compared to 2017 
(71%). The percentage of residents who do not have an account because they 
do not have enough money to use it is 46%, while 26% of the population does 
not have an account in banks or other financial institutions because they do not 
need their services. The share of the population that owns credit cards is only 
18%. In developed countries, almost 94% of the population has open accounts 
in banks or other financial institutions, including the poor and residents of 
rural areas (over 90%). Almost 55% of the population in high-income countries 
own credit cards. By comparison with developed countries, it can be noted that 
Serbia is significantly lagging. The young, the poorly educated, the poor, as well 
as the population in rural areas use financial services the least. It is necessary 
to increase financial inclusion and access of all categories of society, especially 
vulnerable ones, to financial products and services. The application of new 
technologies, raising the awareness of the population about the ease of using 
financial services, as well as financial education, are of key importance.

The dominant share of financial sector assets is concentrated in the banking 
sector of Serbia. How much the domestic financial system is dominated by 
banks is shown by the bank participation in financial services of 92%, which 
is not in the function of sustainable development and does not contribute to 
the development of the financial system. Also, according to the latest data, 
the banking sector participates in the total assets of the financial sector with 
91% (NBS, 2023:56). Other financial institutions participate in the assets of 
the financial sector with less than 10%. At the end of 2021, the share of net 
assets of the banking sector in gross domestic product amounted to over 81% 
(European Banking Federation, 2022). Although it is in second place, right after 
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the banking sector, the insurance sector in Serbia is underdeveloped and lags 
behind the neighboring countries, as well as the countries of the European 
Union. The insurance premium per capita in Serbia is only $176, while in the 
European Union is $2,374. The share of insurance premiums in Serbia’s gross 
domestic product is 2%, while in the European Union is 7% (NBS, 2023: 76).

Graph 1: The movement of interest rates on loans to the private sector in Serbia

Source: CEIC Data, 2021; NBS, 2021.

Since 2000 and the adopted legal solutions, the financial system of Serbia has 
been extremely bank-centric. Such a structure of the financial system does not 
support sustainable development. It is important to point out that the dominant 
position in the banking sector is held by foreign banks, whose participation in 
the ownership structure is 86% and whose share in the assets of the financial 
sector is around 80%. Excessive reliance on foreign banks in the conditions of 
the global economic crisis in 2009 had an unfavorable effect on the stability 
of the domestic financial system when funds were withdrawn to the parent 
banks. The biggest consequences were borne by domestic companies that 
were left without sources of financing. The data from the Graph 1 on interest 
rate movements in Serbia indicate that domestic companies pay high prices 
for borrowed funds, which has an unfavorable effect on their operations, but 
also on sustainable development. In addition, a large number of micro, small 
and medium-sized enterprises and entrepreneurs are not able to secure the 
necessary financial resources because, compared to large companies, they 
are not always desirable clients for commercial banks. On the other hand, the 
insufficiently dispersed structure of the domestic financial system does not 
provide them with the opportunity to satisfy the need for liquidity by borrowing 
from microcredit financial institutions (Ostojić, 2023: 91).
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The paper analyzes the degree of bank-centricity of the domestic financial system, 
as well as the negative consequences that the focus of the financial system on 
banks has on sustainable growth and development. The subject of the research 
is the concentration level in the domestic banking sector and determining the 
dominant position of banks. Also, the achieved levels of development of the 
financial systems of the transition countries in the neighborhood, their structure 
and diversity will be analyzed and compared with the Serbian financial system. 
The results of empirical research examining the opinions of experts in the field 
of economics and finance and representatives of the banking and private sector 
will be presented and analyzed, which should provide answers to the research 
questions that were raised in the paper, which concern the analysis of the 
financial system of Serbia and its bank-centricity, the sustainability of the current 
structure of financial institutions and giving specific recommendations for the 
improvement of the financial system of Serbia.

2. Literature overview

Financial institutions, institutional arrangements, and mechanisms of 
development represent the important factors for explaining the differences 
in growth rates and development trends between developed and developing 
countries (Ostojić and Petrović, 2019). Therefore, it is important to address the 
issues of stability and efficiency of financial systems in developing countries 
and how to overcome existing institutional bottlenecks.

Financial institutions are a very important factor in financing the realization 
of sustainable development goals. As early as 1994, Stiglitz pointed out that 
access to finance is very important for development (Stiglitz, 1994). Feil (2021) 
argues that economic development is made possible by stable financial systems 
that can finance production and that the instability inherent in the financial 
system can limit the ability of investors to promote sustainable growth.

Cernavskis (2012) states that the enterprise financial stability concept is a 
mandatory condition for ensuring long-term and sustainable development. 
According to Ozili and Iorember (2024) financial stability has a positive effect 
on SDG3 (Ensure healthy lives and promote well-being for all at all ages) and 
SDG7 (Ensure access to affordable, reliable, sustainable and modern energy for 
all) in countries where the banking system have a high capital buffer. Adam 
(2022) also confirmed the complementary relationship between sustainable 
economic growth and financial development and trade openness in the short 
run. 
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Pisano, Martinuzzi and Bruckner (2012) analyze the relationships, linkages, 
and differences between the financial sector and the sustainable development 
discourse. Authors point out that „an efficient financial sector is essential to 
a well-functioning economy because it helps to allocate capital and manage 
risks, and when this is done in an efficient way, the financial sector provides, 
therefore, a decisive service to the economy“. Safi et al. (2021) investigate the 
relationship between financial stability, renewable energy, international trade, 
national income, and consumption-based carbon emissions with structural 
breaks. They conclude that „policymakers in G-7 countries should focus more 
on financial sector stability and encourage firms to use renewable energy. 
Any policy that targets financial stability, exports, and renewable energy will 
significantly reduce carbon emissions“.

Weber (2014) analyzing case studies, concludes that incorporating the concept 
of sustainability in the banking sector represents a strategy that results in 
multiple gains for both business and sustainable development. Ahmed et 
al. (2015) identified five tracks through which financial systems support 
sustainable development: financial stability, financial inclusion, reducing 
vulnerability, social and environmental activities, and infrastructure finance.

A study by Anton and Nucu (2020) investigates the role of financial sector 
development in promoting the application of green technology in the energy 
sector on panel data of 28 EU countries for the period 1990–2015. According 
to the obtained results, all three different dimensions of financial development 
(banking sector, bond market, and capital market) have a positive effect on 
the share of renewable energy consumption and financial development can 
promote the application of green technologies.

Koirala and Pradhan (2020) examine the factors that determine sustainable 
development, using panel data for 12 Asian countries for the period 1990–2014. 
The research confirmed that income per capita and financial development have 
a positive and significant impact on sustainable development, while on the 
other hand, they found negative and significant effects of the inflation rate and 
natural resources rent on sustainable development.

3. Research

To conduct research on the bank-centricity of the Serbian financial system and 
test the hypothesis „The high degree of bank-centricity of the Serbian financial 
system has a limiting effect on sustainable development“, the paper will present 
the structure of the domestic financial system, the participation of banks in 
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financial services, measures of competition and concentration in the domestic 
banking industry, as well as the share of the banking sector in the total assets 
of the financial system and the gross domestic product. A comparative method 
will be used to analyze the concentration level in the banking sector, as well as 
the share of bank assets in the gross domestic product in neighboring transition 
countries and developed economies of the European Union. Also, the results of 
empirical research on the views of experts on the development of the domestic 
financial system will be presented.

If we consider developed European countries such as Austria, Germany, France 
and Switzerland, then neighboring transition countries such as Slovenia, the 
Czech Republic, Slovakia, Poland and Hungary, we can see that they also once 
had a similar structure of the financial system, but these countries went a 
step further and improved their financial system by building and developing 
various financial institutions. In contrast, the financial system of Serbia is 
mainly represented by banks and insurance funds, which is a feature of a poor 
financial system.

Graph 2: Banking sector assets to gross domestic product (%), 2000-2021.

Source: World Bank Data, 2021; NBS, 2021.  

The ratio of the total assets of the banking sector to gross domestic product 
supports the previous statement (Graph 2). Hungary and Slovenia are glaring 
examples of countries that reduced the share of banking sector assets in 
the gross domestic product by introducing and developing various financial 
institutions. Slovenia reached a level of as much as 95.6% of the gross domestic 
product until 2012. After that, the share of banking sector assets gradually 
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decreased every year by almost 10% on an annual basis, and in 2021 it was 
reduced to less than 50% of the gross domestic product. The situation is 
similar in the Hungarian financial system. After achieving a level of 84% of the 
gross domestic product in 2008, the share of assets of the banking sector has 
been declining year by year and in 2021 was around 50%. Slovakia and the 
Czech Republic have been maintaining the ratio at the level of 60%-70% of 
the gross domestic product for years and do not record large fluctuations in 
this indicator. When analyzing data for Serbia, a constant growth in the share 
of banking sector assets is noticeable from 27% in 2000 to 86% in 2021. The 
recorded results are significantly higher than in neighboring countries in 
transition, especially Slovenia and Hungary.

Graph 3: Bank capital to assets ratio (%), 2021.

Source: World Bank Data, 2021a; NBS, 2021.

The ratio of the total assets of the banking sector to gross domestic product 
supports the previous statement (Graph 2). Hungary and Slovenia are glaring 
examples of countries that reduced the share of banking sector assets in 
the gross domestic product by introducing and developing various financial 
institutions. Slovenia reached a level of as much as 95.6% of the gross domestic 
product until 2012. After that, the share of banking sector assets gradually 
decreased every year by almost 10% on an annual basis, and in 2021 it was 
reduced to less than 50% of the gross domestic product. The situation is 
similar in the Hungarian financial system. After achieving a level of 84% of the 
gross domestic product in 2008, the share of assets of the banking sector has 
been declining year by year and in 2021 was around 50%. Slovakia and the 
Czech Republic have been maintaining the ratio at the level of 60%-70% of 
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the gross domestic product for years and do not record large fluctuations in 
this indicator. When analyzing data for Serbia, a constant growth in the share 
of banking sector assets is noticeable from 27% in 2000 to 86% in 2021. The 
recorded results are significantly higher than in neighboring countries in 
transition, especially Slovenia and Hungary.

Analysis of the data on the share of banks’ capital in the total assets of the financial 
sector speaks of the expressed bank-centricity of the domestic financial system 
and the underdevelopment of non-banking financial institutions. Serbia leads 
among developed neighboring countries, as well as among developed European 
economies, achieving a bank capital to assets ratio of over 20%, which is twice 
as much as Slovenia, Slovakia and Poland, three times as much as the Czech 
Republic and Hungary and four times as much as Germany (Graph 3).

To analyze the bank-centric nature of the domestic financial system and the 
impact of such a structure on the sustainable development of Serbia, empirical 
research was conducted through a questionnaire survey. Representatives of 
micro, small and medium enterprises and entrepreneurs, representatives of 
the banking sector, as well as economic experts, participated in the research. 
Statistical data processing is performed using the statistical software package 
IBM SPSS Statistics 21 (The Statistical Package for the Social Sciences).

The survey collected 150 responses. The number of participants in the research 
who are employed in the banking sector was 30, the number of entrepreneurs 
and employees in micro, small and medium enterprises was 65, while the 
number of respondents belonging to the group of economic experts was 55. 
The questionnaire with closed questions was sent to 155 addresses, whereas 
a response was sent from 150 addresses, which indicates a high response rate 
of 96.8%.

A 5-point Likert scale was used to collect the respondents’ attitudes: 1) Strongly 
agree; 2) Agree; 3) Undecided; 4) Disagree and 5) Strongly disagree. Data was 
collected from respondents from different organizations - banks, companies 
and scientific institutions,  in one period of time.  The survey was conducted 
through a questionnaire to examine the views of respondents on the degree of 
bank-centricity of the domestic financial system, the consequences of such a 
structure of financial institutions on development and possible directions for 
further improvement of the financial system and overcoming the problem of 
bank-centricity. 
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Graph 4: The financial system of Serbia is underdeveloped and poor

Source: Author's research

In addition to the questionnaire, banking and economic experts and company 
representatives were also directly interviewed for more detailed analysis. A 
semi-structured interview was used to test the hypothesis about the bank-
centricity of the domestic financial system and its limiting effect on sustainable 
development and to additionally investigate aspects of the dominant position 
of banks as financial service providers. For the financing and therefore the 
sustainable development of micro, small and medium-sized enterprises and 
entrepreneurs, it is important that, in addition to banks, there are also non-
banking financial institutions in the financial system. Therefore, the following 
variables were defined in the research: bank-centricity, micro, small and 
medium enterprises and entrepreneurs, and sustainable development.
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Graph 5: The financial system of Serbia is bank-centric

Source: Author's research

The financial system is more developed if a larger number of different financial 
institutions prevail in its structure. According to the results, 56% of respondents 
agreed with the statement that the financial system of Serbia is insufficiently 
developed and poor and that there is no diversity of financial institutions. The 
share of respondents who do not agree with the mentioned opinion is 36% 
(Chart 4). Also, the analysis of the results of the conducted research confirmed 
that 78% of the respondents expressed their agreement with the view that the 
domestic financial system is bank-centric (Chart 5).
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Graph 6: Bank-centricity of the financial system does not stimulate the development 
of micro, small and medium enterprises and entrepreneurs

Source: Author's research

A share of 68% of respondents agree with the statement that the insufficiently 
dispersed structure of the financial system inhibits the development of micro, 
small and medium enterprises and entrepreneurs (Graph 6). The share of 
respondents who agreed with the view that the bank-centric structure of the 
domestic financial system does not support Serbia on the way to sustainable 
development is 76% (Graph 7),

Graph 7. Bank-centricity of the financial system has a limiting effect on sustainable 
development

Source: Author's research
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According to the results, 66% of respondents point out that banks have a 
dominant position in the domestic financial system (Graph 8). Banks in Serbia 
represent over 90% of all sources of financing for micro, small and medium 
enterprises and entrepreneurs. Consequently, it can be concluded that the 
participation of non-banking financial institutions is negligible and the supply 
of alternative sources of financing is insufficient (USAID, 2017). Commercial 
banks charge high interest rates on loans to micro, small and medium 
enterprises due to the lack of collateral of sufficient value and the perceived 
high risk of the investment.

Graph 8. Banks have a dominant position in the financial system of Serbia

Source: Author's research

The current situation dictates that only banks can provide micro-financing to 
the sector of micro, small and medium enterprises, while no other non-banking 
credit institution is allowed to perform this activity (Beraha and Đuričin, 2015). 
The development and diversification of the domestic financial system would 
lead to an increase in competition among financial institutions and banks 
would no longer feel secure in their current position because they would lose 
their long-standing dominant position.
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4. Discussion

Non-banking financial institutions include 1. Depository financial institutions 
(savings and credit cooperatives, credit unions); 2. Contractual savings 
institutions (pension funds and insurance companies); 3. Institutional financial 
organization (mixed funds, trust funds, closed-end funds); 4. Financial 
companies and 5. Mixed financial institutions (insurance and export financing 
agencies, broker-dealer companies) (Ristić, Komazec and Ristić, 2014). The 
Serbian financial system is dominated by banks that have a dominant position. 
Representation of non-banking financial institutions is very important for 
the development of micro, small, and medium enterprises and entrepreneurs 
because in this way their financing is enabled. 

In the literature, considerable attention is paid to the influence of the 
development of the financial system on the growth of companies and it is 
emphasized that more developed financial systems ensure faster growth of 
companies based on innovation and export growth (Leitner, 2016). Bank loans 
are the most frequently used source of external financing, which many small 
and medium-sized companies and entrepreneurs rely on, as a traditional 
form of borrowing to meet financial needs. However, despite the undoubtedly 
significant role of bank loans in financial support, these companies should use 
a wide range of financial instruments at their disposal to fulfill investment and 
innovation activities and stimulate growth and employment. Alternatives to 
traditional financing are important for companies that intend to improve their 
capital structure and reduce their debt burden. The global financial crisis has 
shown the vulnerability of small and medium-sized companies to changes in 
the credit activity of the banking sector. By mutually strengthening financial 
stability and financial inclusion, long-term sustainable development is achieved 
(OECD, 2015).

The Law on Banks from 2005 made impossible further establishment of 
savings banks, savings and credit cooperatives and other savings and credit 
organizations. In addition to the change in legislation, other factors also 
contributed to the closure of savings and credit cooperatives. One of them 
relates to the significantly greater popularity of banks and savings banks during 
the nineties of the twentieth century in Serbia, which offered extremely high 
interest rates on savings and made other financial institutions unattractive. On 
the other hand, after the loss of savings, depositors lost confidence in all other 
institutions that were engaged in savings and loan activities (Nikolić, Zakić and 
Tasić, 2018).
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One of the reasons for the closure of savings and credit cooperatives was 
reflected in their business results, which were weakened by hyperinflation, 
the loss of the value of deposited funds, but also the impossibility of saving 
in the circumstances of a general decline in the standard of living of citizens 
and the growth of poverty. Also, cooperatives are exempt from the privatization 
process. Namely, in addition to the fact that the property and legal issues of 
these institutions were not resolved, which was considered a significant 
problem, savings and credit cooperatives were also characterized by a small 
number of employees, which is why they were not seen as institutions with 
development potential that are important for the domestic financial system 
(Nikolić, Zakić and Tasić, 2018).

The Development Fund of the Republic of Serbia is the only non-banking 
financial institution that can directly lend financial resources to legal entities 
and entrepreneurs. Non-bank financial institutions that have the status of 
limited liability companies cannot directly grant loans to enterprises but can 
represent partners to banks in microcredit activities. Banks approve loans and 
disburse financial resources, while the role of non-banking financial institutions 
is limited to the preparation of loan documentation (European Microfinance 
Network, 2021a). 

The currently represented microfinance model is expensive for companies and 
inhibits their sustainable development, whereby a potential solution is found 
in the definition of a regulatory framework for microfinance. In this way, the 
problem of the extremely bank-centric structure of the domestic financial 
system, in which banks have a dominant position, would be overcome. Also, 
the domestic financial system does not include support funds for the approval 
of microcredits, which are an important stimulating factor for the growth 
and development of the sector of micro, small and medium enterprises and 
entrepreneurs, as well as tax incentives for organizations that support the 
development of microcredit financial institutions (European Microfinance 
Network, 2021a).

In Croatia, in addition to banks, the possibility of granting loans to micro, small 
and medium-sized enterprises and entrepreneurs is also available to credit 
unions, which are legally allowed to lend commercially. The Croatian Law on 
Consumer Lending also leaves it possible for limited liability companies to 
pay out loans, with certain limiting conditions, such as granting loans without 
charging interest and other fees and returning borrowed funds within three 
months, which makes this financing represented only in theory, but not in 
practice (European Microfinance Network, 2021b).
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By 2008, over 120 savings and loan cooperatives in Croatia had been 
transformed into credit unions and savings banks by applying new legal 
provisions. The minimum prescribed capital for the establishment of credit 
unions was around 68,500 euros, while for savings banks the capital was set 
at around one million euros. It is interesting to note that all the requests of 
savings and credit cooperatives for transformation into savings banks were 
rejected and that there was a possibility to either stop working or reorganize 
into credit unions (European Microfinance Network, 2021b).

The rate of entrepreneurship in Serbia, which represents the number of new 
limited liability companies per 1000 able-bodied population, is 1.8%, while in 
Bosnia and Herzegovina it is 1.1%, North Macedonia 3.9% and Montenegro 
6.7% (Culkin & Simmons, 2018). A critical number of small and medium-sized 
enterprises, which is necessary for the achievement of sustainable development 
of the entrepreneurial sector of Serbia, has not been achieved, which has a 
negative impact on the development of the entrepreneurial ecosystem. The 
importance of non-banking financial institutions for the improvement of the 
entrepreneurial ecosystem in Serbia is reflected in overcoming the financial 
problems of companies that limit their development. The improvement of the 
business environment, in addition to better access to finance, is achieved by 
reducing bureaucratic procedures and the tax burden (Hadžić and Pavlović, 
2018).

5. Conclusions

Based on the analyzed structure of the domestic financial system, the 
participation of banks in financial services, the degree of concentration in 
the domestic banking sector, the share of the banking sector in the total 
assets of the financial system and the gross domestic product, the degree of 
concentration of the banking sector and the participation of banks and other 
financial institutions in the gross domestic product in transitional neighboring 
countries and developed economies of the European Union, presented results 
of empirical research on respondents’ views on the development and bank-
centricity of the domestic financial system, as well as the dominant position 
of banks and the limiting influence on sustainable development, it can be 
concluded that the hypothesis „The high degree of bank-centricity of the Serbian 
financial system has a limiting effect on sustainable development“ was confirmed 
by research.

A financial system that is bank-centric with banks as the main providers of 
financial services does not encourage the sustainable development of Serbia. 
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This is supported by the practice of developed countries, while international 
financial institutions point to similar conclusions. Any change in the banking 
sector will directly affect the operations of micro, small and medium enterprises 
and entrepreneurs since they are completely dependent on the banking sector. 
Of all the surrounding countries, Serbia stands out due to the highest unsatisfied 
demand for microloans. More than half of the sustainable development goals 
are addressed by financial instruments related to microfinance. In Serbia, 
microfinance is not regulated by law. Analyzing the surrounding countries, 
microfinance is regulated by law in Romania, Albania, Montenegro, and 
Bosnia and Herzegovina. In North Macedonia, Slovenia, Slovakia, Hungary, 
Bulgaria and Croatia, microfinance is also not legally regulated, but lending to 
the sector of micro, small and medium enterprises and entrepreneurs is not 
limited to banks (European Microfinance Network, 2022). Microfinance in 
Serbia would lead to the diversification of the offer of financial instruments 
and the introduction of alternative sources of financing. Savings and credit 
cooperatives or microfinance institutions would contribute to reducing the 
financial exclusion of small and medium-sized enterprises and entrepreneurs 
from the financial system.
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