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Jelena ZvEZDANOvIć LOBANOv, MSc1Anita MAčEK, Ph.D.2Rasto OvIN, Ph.D.3
Institutional setting as a determinant 
of FDI attraction – example of Serbia 

Abstract: South-Eastern European countries (SEE countries) are still netimporters of foreign direct investment (FDI) in the form of cross-border mergersand acquisition. Their companies have not significantly involved in this type ofexpansion on the foreign markets. The main obstacles to entrepreneurship intheir business environment are high levels of corruption and large statebureaucracy. Therefore, their economies are mostly characterized by lowcompetitiveness, high trade deficit and insufficient inflow of FDI necessary tosupport their transition process from centrally planned toward market economy. Design of an efficient, transparent legal and institutional framework is a crucialdeterminant of FDI. Institutional setting in SEE countries has an impact on theentry mode choice as undeveloped institutions drive up the costs of organizingbusiness. Therefore, efforts towards the higher quality of institutional settingmay help them to attract more FDI inflow and catch up more advancedeconomies. To enable an insight into the quality of institutional setting inSerbia, authors will show the most important economic and political eventssince the beginning of the 90s which had direct or indirect influence on thelevel of FDI. 
Key words: institutional setting, transition, reforms, FDI, business climate.
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IntroductionThe increasing volume of international capital flows has broughtnew opportunities to companies that are part of such internationaltransactions; on the other hand it also brought opportunities to hostcountries. There are several studies showing the effects of FDI. Somerelate to horizontal and other to vertical spillover effects of FDI. Thefindings of these studies differ. Some show positive effects (Barro,1991; Barro & Sala-i-Martin, 1995; Lipsey, 2002; Baliamoune-Lutz,2004), other neutral effects (Kokko et al., 1996) and there are alsostudies indicating negative effects of FDI on domestic companies(Aitken & Harrison, 1999; etc.).The earliest statistical analyses of FDI relate to studies by Caves(1974) and Blomström & Persson (1983), who studied the existence ofspillover effects by testing the effect of foreign ownership onproductivity in a domestic firm. They concluded that the effects arepositive, while the same conclusions were later also drawn by Nadiri(1991), Blomström & Wolf (1994) and Liu et al. (2000). Other studies(Estrin et al. (1997), Stephan (2005), Lin (2008) show that FDI affectthe development potential of the economy as well as reduceunemployment, affect transfer of new technologies and knowledge,generate additional tax revenue for the state, support developmentstrategies of individual sectors, affect the development of managerialknowledge, increase engagement of local companies in supplier andsubcontractor networks and generate a better utilisation of the localinfrastructure and service activities. According to Borensztein et al.(1995) and Pain (2001), inward FDI strongly contribute to economicgrowth in the host country, while Alfaro (2003) believes that FDI havea positive effect only if made in manufacturing, while the results of hisstudy show that FDI in the primary sector tend to have a negative effecton growth. On the other hand, certain studies even prove negativeeffects of FDI on economic growth of the host country (Kawai, 1994). The benefits of FDI are not self-evident and greatly differ amongdifferent countries. The results of Lin’s study (2008, 31) show that thebenefits from FDI are enhanced in an open investment environment witha democratic trade and investment regime, active competition policies,macroeconomic stability and privatisation and deregulation. The
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distribution of positive compared to the negative effects depends on theeconomic policy towards these processes and the entrepreneurialenvironment as well as other factors affecting their consequences. Reisen(1999) points out that positive effects of these transactions usually occurwith a time lag. Cantwell (1989) believe that the occurrence and intensityof positive effects of ICF depends on the sector in which the foreigninvestment is entered. It is important to know, that with unfavourable conditions, FDI canbring also negative effects. These are especially evident in the form ofreducing productivity of the host country (Aitken & Harrison,1999;Kokko et al., 1996), reducing employment (Kokko, 2006), diminishedR&D intensity (Hitt et al., 1991; Blonigen & Taylor, 2000), increasedconcentration in the domestic market and the closing of companies(UNCTAD, 2007), shrinking of the domestic stock market because sharesare being transferred to a foreign stock market (Tsang & Hauck, 2007),anti-competitive reactions of the acquired firms (Haller 2005),abnormally low sales prices of companies (UNCTAD, 2000b, 2) oreliminated competition in the domestic market (UNCTAD, 2000a;UNCTAD, 2007, 123). In their studies, Maček & Ovin (2006, 2011) stressthe crowding out of domestic firms, too low prices paid for domesticcompanies and anti-competitive behaviour of foreign affiliates as themost common threats of C-B M&As in European countries. In recentyears, negative effects often include also threats to national sovereigntyand autonomy of the host country and thus losing control of strategicindustries (Lin, 2008), whereby the threat of losing economicindependence is especially emphasised (Kamaraj, 2008).
Data on FDI inflow in SEE The amount of FDI flows between SEE countries variedsignificantly since the beginning of transition process. During the 90s,the highest amounts of FDI were attracted by Romania, Croatia andBulgaria. During the second half of that decade, other countries inregion recorded decline in FDI inflows. This situation can be partlyexplained by the Kosovo conflict, which prompted some investors toput projects on hold. As a reaction on this crisis, some countries
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developed new instruments in order to increase the degree of countryopenness to FDI and accelerated the major privatization deals(UNCTAD, 2000).  FDI experienced growth from 2000 to 2008 when this type ofinvestment achieved   its record level (USD 37 billion). Investmentvolumes declined sharply in 2009 (USD 16 billion) and this negativetrend continued in 2010. FDI in this region started to recover in 2011,prompted by the dynamism of cross-border M&A deals (UNCTAD,2012). Inflows remained concentrated in a few economies, with thetop three destinations (Serbia, Bulgaria and Romania) accounting for65% of the total inflows in SEE region. Despite the economic recovery,the FDI inflows in 2012 were also still below the peak recorded in2008 (UNCTAD, 2013). Recesion in euro zone had negative impact onexternal demand and FDI in 2012. 
Graph 1. FDI inward stock as a percentage of GDP in SEE region 
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Source: UNCTAD Database.



In 2008, the highest FDI inward stock as percentage of GDP wasrecorded for Bulgaria (85%), Montenegro (74%), and Croatia (44%).These three countries were the main destinations for FDI also in 2009and 2010. Since 2008 to 2012 the lowest level of the inward stock wasrecorded in Albania, BIH and Romania. FDI inward stock as percentageof GDP for Serbia increased from 39% in 2008 to 69% in 2012. 
Graph 2. FDI inflows in SEE countries
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Note: Data for Serbia and Montenegro are available from 2006 and onwards. Source: UNCTAD Database.SEE countries are still net importers of FDI. The main obstacles toentrepreneurship in a transition business environment are high levelsof corruption and large state bureaucracy (Hellman et al., 2000).Therefore, their economies are mostly characterized by lowcompetitiveness, high trade deficit and insufficient inflow of FDInecessary to support their transition process from an administrativestate-led economic model toward market economy. Altomonte (2000)



asserts that the design of an efficient, transparent and enforceable legaland institutional framework is a crucial determinant of FDI. Forexample, Meyer (2001) shows that institutional setting in transitioncountries have an impact on the entry mode choice as undevelopedinstitutions drive up the costs of organizing business. Therefore, effortstowards the higher quality of institutions may help transition countriesto attract more FDI inflow and catch up more advanced economies. 
Factors Influencing FDI Flows Discussions on factors influencing FDI flows are very frequent inliterature. Literature often mentions political risk, investmentenvironment, infrastructure, regulatory framework, bureaucratichurdles and red tape, judicial transparency and the extent of corruptionin the host country as factors influencing FDI flows (Mottaleb, 2007, 4).Commonly mentioned factors are also the size of the host country, thecountry risk rating, the availability of skilled labour (Nonnemberg & deMendonça, 2004, 2), the openness of the market and labour costs(Cheng & Kwan, 2000). Bevan & Saul (2000) add gravity factors andChen (1996) additionally stresses transportation infrastructure andresearch and development capability in the host country. The factors shown by these authors are derived from empiricalanalyses that the authors used to check the interdependence of FDIflows and the chosen factors. For this reason, individual authors showonly a set of factors that influenced the increase of FDI in a country ora group of countries in a specific period of time. A complete set offactors influencing the development of FDI can be found in the WorldInvestment Report 1998. According to this source, factors thatdetermine FDI flows are classified in the group of microeconomicfactors (factors related to acquiring new markets, extraction of naturalresources and greater efficiency), economic and political factors (theprivatisation policy, international FDI agreements, the trade policy, thefiscal policy, etc.) and factors that are related to business facilitation(investment incentives, promotion of FDI, location attractiveness, etc.)(UNCTAD, 1998, 91). The economic and political framework for FDIin the host country is an important determinant of FDI flows but
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liberalisation and globalisation have reduced its impact. Businessfacilitation has become more important and according to UNCTAD(1998), microeconomic factors hold the most important role. As mentioned before, factors that determine FDI flows withindifferent forms of FDI do not differ substantially, however, literaturestresses two special factors in the foreign investor’s decision on a“Greenfield” FDI or C-B M&As: speed and access to proprietary assets.In the sense of speed, C-B M&As represent the fastest means of buildingmarket presence, gaining market power, spreading risks or realisingsynergies. In order to increase proprietary assets, C-B M&As can furtherprovide access to assets in the form of R&D, technical know-how, patents,brand names, etc. (UNCTAD, 2000a, 140). 
Institutional setting development in SEE after 1990Features and dynamics of FDI inflow in SEE countries are becomingmore important with the completion of the privatization process andchanging the institutional arrangements. The fall of the Berlin Wall inNovember 1989 was a crucial moment for the beginning of transitionfrom a command (planned) socialist economy to a capitalist system. Theexperience of post-socialist countries shows that the success of thetransition process to a large extent depended on the rule of law, stronginteractions between formal and informal institutions and theintroducing/protection of property rights. Progress in transition of SEE countries was limited by the influenceof inherited institutions. The transitional process was not accompaniedby other changes in society, especially the strengthening of the role of lawand protection of property rights. According to Ovin (2001), only a smallpart of the former institutions could be used and new institutions had tobe established due to the lack of the effective pre-existing rules at thebeginning of the first phase of transition. Pejovich (1997) indicates thatthe conflict between new formal rules and the old ethos has caused therise of nationalism, ethnic disputes, or inflation and high unemploymentin many East European countries. The mismatch between formal andinformal rules has enabled incentives for creation of rent-seekingcoalitions which have had an important role in subverting the transition
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from socialism to capitalism (Pejovich, 1997). Simple adoption of newlegislation cannot be the adequate way to foster institutional reformbecause institutional change is more likely to be induced if it issupplemented by favorable coevolutionary factors (Stahl-Rolf, 2000). The pace of reform was largely depended on the historical legacy andnot only on the economic performance of the country, choice or the‘political will ‘of policy-makers (Magnin, 2002). Not surprisingly, theinteractions between formal and informal institutions are very complexand directions for future development are foreclosed or inhibited bydirections taken in past (Mahoney, 2000). Prevalent transformation paradigm was heavily influenced byWashington Consensus which focuses on structural adjustment policiesof price and trade liberalization, macroeconomic stabilization and fiscaldiscipline, deregulation of entry barriers and privatization of the state-owned enterprises (Turley and Luke, 2010). Transition countrieshighlighted the macroeconomic stabilization as key element of thetransition toward the market economy. Recommended policies (withexception of property rights) overlooked the potential role that institutionscould play in accelerating the economic and social development of thecountries in transition (Fukuyama, 2008). The creators of WashingtonConsensus ignored the fact that the process of transition in many countrieswas not accompanied by other changes in society, in particular thestrengthening of the role of law and protection of property rights, whichare the prerequisite for successful privatization. The creation of anappropriate legal framework and market institutions were also absent. Incontrast to transition economies, building the legal and regulatoryframeworks in the mature market economies lasted over a century and ahalf (Stiglitz, 2002). Transition countries that started reforms to createmarket economy didn’t have to repeat this practice from the start becausethey could learn from the known experiences. By focusing on liberalizationand macroeconomic stabilization, policy-makers tried to create a marketeconomy without the preserving and strengthening strong institutionalcapacity of the state for ensuring good performance (Popov, 2000).Institutional fragility during transformation process has hindered asmooth reallocation of resources and has had a negative effect onperformance at both micro and macroeconomic level (UNECE, 1999). 
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At the beginning of the transition to a market economy, SoutheastEurope consisted of only four countries: Albania, Bulgaria, Romania, andFederal Republic Yugoslavia (FRY). All of them has experienceddevastating crisis that is reflected in the sharp fall in output, consumption,employment, productivity and living standards in general (veselica andvojnić, 2000). Their transition process was accompanied by a number ofadverse events starting from disintegration of the Yugoslav federationinto five independent states: Bosnia and Herzegovina, Croatia, the FormerYugoslav Republic (FYR) of Macedonia, Slovenia and FRY, wars and ethnicconflict, NATO bombing, authoritarian political regimes, the internationalisolation, the unresolved dispute over Macedonia’s name, UN/EUsanctions directed against FRY etc. These shocks have had a negativeimpact on the course of their transition since many important reformshad to be postponed owing to the specific political and economicprocesses (vukotić and Pejovich, 2002). In most countries there has beena social stratification of the population in terms of the rapid enrichmentof minorities and impoverishment of the majority which contributed tothe creation of social tensions, violence, social exclusion anddiscrimination. The economic crisis during the second half of the 1990shad a discouraging effect on FDI inflows. The inflow of foreign capital inthe region was quite different since it was heavily dependent on theinstitutional characteristics of the recipient countries.Each of the country of this region has made missteps during theirtransition that cost them political and economic stability. During the 90s,Romania experienced failure due to the necessity to rapidly establish theinstitutional arrangement for the initiation of privatization process. Paceof liberalization and privatization was not in line with the developmentof the institutional framework which was needed for the normalfunctioning of the market (Constantin et al., 2011). In comparison to theother countries in SEE region, Albania started its transition process asthe most isolated, least developed and poorest country in Europe (Jarvis,1999). From the early to mid 90s, this country had a problem with thepyramid financing by which it was collected high amount of citizens’savings. The collapse of pyramid savings schemes led to the emergenceof a serious financial crisis and severe social tensions.
25
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On the other hand, Bulgaria was faced with the deep currencycrisis in 1996 which emerged as the results of inefficiently managedbudget policy. Macroeconomic disturbances, together with inadequateimplementation of structural reforms in the banking and real sectorand ineffective prudential regulation, favored the occurrence ofbanking and currency crises (Roussenova, 2002). Bosnia andHerzegovina initiated its transition process to a market orientedeconomy in 1996 immediately after the signing of the Dayton PeaceAgreement. Measures of transition were implemented based on therecommendations of the Washington Consensus which completelyneglected the necessity of a clear and well-defined institutionalframework. Since its independence in 1991, Macedonia recordedstagnation of economic activity with a substantial increase in thenumber of unemployed people as a result of mass layoffs and businessclosures. Strong barriers to the recovery of its weakened economyrepresent political crisis, inter-ethnic tensions between Macedoniansand Albanians, long-term name dispute with Greece etc. Croatianmacroeconomic situation is, not surprisingly, similar to most SEEcountries. Several instances of hyperinflation during the 80s andbeginning of 90s accompanied by the War of Independence mademacroeconomic situation much more difficult (Šimurina and Belčić,2010). Due to the war in the former Yugoslavia, Croatia broke offeconomic ties with the other Yugoslav republics, which prompted thecreation of the financial chaos in the Croatian economy. From 2000 until the onset of the global economic crisis, the SEEregion has recorded significant economic growth. However, incomparison to other fast-growing economies, the countries of the SEEregion have achieved lower rates of economic activity while domesticdemand was the main driver of their growth (Handjiski et al., 2010).During this period, there has been significant progress in theimplementation of reforms since some countries have undertakencrucial steps on their path to a market economy, especially in the areasof privatization and liberalization (EBRD, 2000).European integration processes involving post-socialist countriesstarted soon after the breaking up of political systems in Eastern andCentral Europe and the collapse of the Soviet Union. Countries that
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became candidates for EU membership had to accomplish the variousinstitutional requirements, primarily the Copenhagen economicaccession criteria. Requirements were related to stability of institutionsguaranteeing democracy, the rule of law, human rights, and respect forand protection of minorities, functioning market economies, and thecapacity to cope with competition and market forces within the EU(Commission of the European Communities, 2002). Owing to the aimto fulfill institutional criteria posed by EU, some transition countriessucceeded to improve the quality of institutional setting by fosteringinstitution building or improving the existing legal and institutionalframework. Integration with EU had played a role of external anchor forinstitutional changes and the prospect of membership was a powerfulmagnet for the transition process (Roland, 2006). The desire to join theEU has further stimulated the SEE countries to redouble their efforts inorder to adapt of the existing institutional arrangements to theinstitutional development levels seen in EU member states. Bulgaria andRomania joined the EU in January 2007 which practically completed thefifth enlargement process of the EU, while Croatia became member ofthe EU on 1 July 2013. Serbia and Macedonia have a candidate statusfor EU membership while Albania and Bosnia and Herzegovina arepotential candidates for joining the EU.In comparison to the Central Europe and Baltics (CEB) countrieswhich gradually strengthened the performance of their institutions, SEEcountries were faced with numerous challenges and obstacles whichresulted in their lagging behind the mentioned-above countries. Despitethe numerous legislative and regulatory changes, SEE countries wereburdened with low quality and efficiency of their implementation. Theinstitutional framework was characterized by gaps and inconsistenciesbetween the system and the implementation of the law, their arbitraryinterpretation, cumbersome and inefficient administration andcorruption. Given the inability and unwillingness of institutions toundertake appropriate measures to improve the existing situation, thesecountries were burdened with difficulties related to the prevention andelimination of macroeconomic imbalances.As the first comprehensive strategy on conflict prevention,International Community adopted the Stability Pact for South Eastern
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Europe in 1999 in order to strengthen the efforts of the countries in thisregion to foster peace, democracy, respect for human rights andeconomic prosperity. This Pact provided a framework to stimulateregional cooperation and rapid integration of the SEE countries intoEuropean and Euro-Atlantic structures. Process of Stabilization and
Association has contributed to the stabilization of the region since it wasaimed at maintenance of democratic institutions, guarantee the rule oflaw and creation of sustainable, open and prosperous economies. EUpolicy implies conclusion of the Stabilization and Association Agreement(SAA) which will enable countries to get the status of an associatedmember of the European Union. In order to join the EU, SEE countrieshave been encouraged to establish the closer cooperation with the EUmember states and improve the relations in their region. By signing the
Central European Free Trade Agreement (CEFTA), liberalization of tradeand greater co-operation in a number of other trade-related areas suchas investment, services, public procurement, and intellectual propertyrights were achieved.
Table 1. World governance indicators for SEE countries (2012 vs. 1996)
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World Governance Indicators BIH Bulgari
a Croatia Macedo

nia
Monten

egro Roman
ia Serbia

voice andAccountability 2012 0,01 -0,14 0,38 0,48 0,00 -0,23 0,30 -0,171996 -0,76 -0,18 0.37 -0,16 -0,50 - 0,24 -1,32Political Stability andAbsence of violence 2012 -0,16 -0,54 0,33 0,58 -0,44 0,56 0,07 -0,221996 -0,43 -0,64 -0,20 -0,18 -0,63 - 0,49 -1,15GovernmentEffectiveness 2012 -0,28 -0,47 0,14 0,70 -0,07 0,13 -0,31 -0,111996 -0,80 -1,26 -0,31 0,07 -0,62 - -0,51 -0,92
Regulatory Quality 2012 0,17 -0,06 0,54 0,44 0,35 0,01 0,54 -0,081996 -0,42 -0,70 -0,12 -0,16 -0,25 - 0,07 -0,74

Albania



World Governance Indicators BIH Bulgari
a Croatia Macedo

nia
Monten

egro Roman
ia Serbia

Rule of Law 2012 -0,57 -0,23 -0,12 0,21 -0,24 -0,01 0,02 -0,391996 -0,93 -0,26 -0,46 -0,61 -0,41 - -0,02 -1,28
Control of Corruption 2012 -0,72 -0,30 -0,24 -0,04 0,02 0,10 -0,27 -0,311996 -1,09 -0,35 -0,78 -0,82 -0,96 - -0,22 -1,03Note: From 1992 to 2006 FRY was composed of Republic of Serbia and Montenegro.World governance indicators for Serbia are therefore related to Montenegro. Source: World Bank DatabaseThe table 1 shows the World Governance Indicators based onwhich it is possible to assess the institutional environment of the SEEcountries, as well as their evolution in the period between 1996 and2012. The value of these indicators range from -2,5 to 2,5 (the higherthe number, the higher the quality of institutions). Indicator “Controlof corruption” has a negative score for the whole period and all thecountries except Macedonia and Montenegro. Croatia and Bulgariahave relatively good performances compared to the other SEEselected. Based on indicators, it is possible to conclude that the qualityof governance has improved in almost all countries. Only Romania,during the period, has a shift from a higher score to a lower one fortwo indicators: Political Stability and Absence of violence and Controlof corruption. 
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Table 2. Transition indicators for SEE countries (2012 vs. 2000)
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Albania
2012 3,7 4,0 2,3 4,3 4,3 2,32000 2,7 4,0 2,0 4,3 4,3 1,7

BIH
2012 3,0 3,0 2,0 4,0 4,0 2,32000 2,0 2,3 1,7 4,0 3,0 1,0

Bulgaria
2012 4,0 4,0 2,7 4,3 4,3 3,02000 3,7 3,7 2,3 4,0 4,3 2,3

Croatia
2012 3,3 4,3 3,3 4,0 4,3 3,02000 3,0 4,3 2,7 4,0 4,3 2,3

Macedonia
2012 3,3 4,0 2,7 4,3 4,3 2,72000 3,0 4,0 2,3 4,0 4,0 2,0

Montenegro
2012 3,3 3,7 2,3 4,0 4,3 2,02000 1,7 2,0 1,0 3,7 2,3 1,0

Romania
2012 3,7 3,7 2,7 4,3 4,3 3,32000 3,0 3,7 2,0 4,3 4,3 2,3

Serbia
2012 2,7 3,7 2,3 4,0 4,0 2,32000 1,0 3,0 1,0 2,3 1,0 1,0Source: EBRD Database.Progress in the transition countries of SEE countries can be seenfrom the EBRD indicators which are used for monitoring the statusand relative progress of basic reforms starting from 1989 up to date.The achieved results are evaluated based on the standards ofindustrialized market economy with a rating from 1 (little or nochange from a rigid centrally planned economy) to 4 (developedmarket economies). Considering the data from 2000 and 2012, there



is an evident improvement of the SEE countries on their transitionpath. Since some countries have earlier implemented the necessaryinstitutional reforms, there has been a significant progress in someareas while in others more effort is needed to reach the desired goals. 
Challenges of institution development – the case of Serbia The social and economic crisis, which began as far back as the 70’s ofthe twentieth century, caused very serious consequences, which primarilyreflected in a drastic decline in the living standards of the population andan increase of unemployment, but also in causing an ever greater inter-layer differentiation (Popović, 1991). The end of 1989 is associated to thereforms of Ante Marković who initiated the first programme of economicreforms, “Programme of economic reform and measures for its realization”,which included the stabilization of the dinar, as well as implementing theprivatization process by granting shares to the workers. This resulted instopping high inflation, which rose dramatically during the 80’s of thetwentieth century, as well as a fast, but short-termed, increase of livingstandards (György, 2003). The economic transition formally began in thisperiod with the bringing of the Law on Social Capital.The disintegration of Socialist Federal Republic of Yugoslavia (SFRY),caused by ethnic hatred and great historical and political antagonism ofthe Yugoslav nations, led to significant macro-economic instability andan increase of social tensions (Mijatović, 1998). The FRY, composing ofSerbia and Montenegro, was founded on 27th April 1992, after Slovenia,Croatia, Macedonia and Bosnia and Herzegovina declared independence.With a significant delay, FRY started to adjust its institutions to neweconomic conditions and build the open market economy with dominantparticipation of the private property and high level of competition.Previously, immediately after disintegration of SFRY, the Law on

Transforming Socially-owned Property into Private Property was brought,which was based on the model of insider privatization (distributingshares of the companies free of charge to its workers up to 70% while30% went to state funds) (Šuković, 2011). Such a form of companyprivatization was abandoned in 1995 with the argument thathyperinflation contributed to devaluation of instalments to shareholders
31
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who decided to purchase the shares of their companies. Economic andpolitical sanctions were imposed on FRY by the international communityin May of 1992 and were lifted in November of 1995 after signing of theDayton Peace Accords. These sanctions have influenced trade flows, FDI,bank transfers, access to international financial markets, membership ininternational organizations, general inflow of information and free travelabroad (Uvalic, 2007). A sharp decrease of economic activity was markedin 1992 with an inflation rate expressed in thousands of billion indexpoints. With an aim of curbing inflation, stabilizing economic trends andrevitalizing the economy, a second stabilization programme wasimplemented in the beginning of 1994 under the title “Programme ofMonetary Reconstruction and Economic Recovery”.The position of FRY was further worsened by the NATO militaryintervention, from March to June 1999, during which the transport andcommunication infrastructure of the country was considerably damaged.Numerous restrictive measures and sanctions towards FRY, brought bythe EU starting from 1998 because of the crisis which arose in Kosovoand Metohia, were gradually abolished only after political changes inOctober of 2000, which represented a clear signal of support by Westerncountries for the new political course of the country. In 2001, the newauthorities singled out the creation of new institutions and the marketenvironment for the economic and investment activities, as well asharmonization of legal system with the acquis communautaire, as themain direction of institutional adjustment. EU provided financial supportto Serbia which was aimed at institutional strengthening, economicreforms and modernization of the economy and society in general. Onthe way to EU membership, Serbia and Montenegro has made efforts toestablish a legal and institutional infrastructure that already exists inEuropean countries and create favorable environment for strengtheningentrepreneurship and greater investment by domestic and foreigninvestors (Bošnjak, 2002). As a major route restructuring of the realsector, it was determined the privatization and FDI, the rehabilitation ofthe banking sector and the entry of foreign banks. In this period, thequality of governance was improved, price and exchange rates wereliberalized, artificial administrative restrictions on foreign trade wereeliminated and stabilization and healing of banks and financial sectorwere achieved (FEFA, 2008).
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With the overthrowing of the old regime, Serbia was restored, usingemergency procedures, to international institutions, starting from the UN,WB, IMF and others. The state union of Serbia and Montenegro ceased toexist in 2006 based on the results of the referendum on state-legal statusof Montenegro, while Kosovo and Metohia self-proclaimed unilateralindependence from Serbia in 2008. After the political changes in the year2000, conditions for developing more intense relations with the EuropeanUnion were created. With an aim to support the rule of law andimplementation of democratic changes in Serbia, the EU unilaterallyapplied duty-free access to the EU market for products coming from itsmarkets. Serbia submitted a request for EU membership on 22ndDecember 2009. The Agreement on Stabilization and Association withSerbia was signed in April 2008 together with the Interim agreement on
trade and trade related matters, and presently is in the process ofratification. Serbia began implementation of the Interim agreement on 1stJanuary 2009. A significant move towards the EU was realized with theliberalization of the visa regime for citizens of Serbia travelling to the“Schengen” zone on 19th December 2009, approved by the EuropeanCouncil after consultations with the European Parliament. The SerbianGovernment adopted the National Programme for Integration with theEU for the period 2008-2012, in October 2008, with an aim ofcoordinating its legislation with the legal attainments of the EU. Takinginto consideration the significant progress towards fulfilling theCopenhagen criteria, as well as conditions from the Process of Stabilization
and Association, the European Council brought a decision in March 2012that Serbia be awarded candidate status for EU membership (EC, 2011).The current state of the Serbian economy is owed to unsuccessfultransition and privatization. Since the transition models can be definedas roads with no signs which are full of challenges, it is not surprisingthat too much precious time have been lost in their selection andnumerous errors and omissions have appeared (Maksimović, 2009).Many enterprises stopped working due to the disorientation in conditionof increased competition, standardization, and the inevitable changesbrought by the Internet and globalization. The owner of big businesssignificantly contributed to the collapse of Serbian economy. With thesupport of political and legal system of our country they ook on theattractive property and land, incompleting the obligations from their
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sales contracts. Their motive for such step was not an aspiration forimproving economic efficiency of enterprise but stopping the businessprocess and capitalization the property. Another problem were theemployees but the new owners payed off severance pay to them fromthe funds created by selling the profitable parts of enterprise (Sekulić etal., 2009).The global economic crisis caused a decrease of the GDP per capita in2009, bringing about serious consequences in the whole region of thecountry and especially in the south-western, southern and south-easternparts of Serbia (Radovanović, 2010). The recession of the growth ofeconomic activities in Serbia is also in direct connection with allhappenings in the country, which have been previously mentioned. Therelatively low level of overall economic and investment activity, highunemployment, foreign debt and trade deficit, strong social tensions, lowcompetitiveness of the economy are just some of the problems thatimpose restrictions on the economic development of Serbia and justifywhy Serbian economy has not yet managed to reach the level of GDP fromthe early 90s. (Graph 3)In condition of unfinished transition process, economic policy wasfaced with a number of development restrictions, which require new andfast solutions. Since the 2000s, Serbia has applied the inappropriatedevelopment model based on unrealistic assumptions. Strong FDI inflowsprovided the macroeconomic stability of the domestic economy, wheremost of the economic growth in the previous period was based on adisproportionately large share of the service sector. Considering theirshare in GDP and export, industry and agriculture didn’t have a greatimpact on economic growth, while the service sector dominated.According to the annual report “Doing Business 2013” prepared by theWorld Bank, Serbia was ranked 86th out 185 countries in the Ease ofDoing Business rating. This indicates that Serbia is still in the group ofcountries with the unfavorable operating conditions. From the micro- andmacro – economic aspects, a key obstacle to greater economic growth hasbeen a reduced demand, together with low levels of productivity andcompetitiveness, and a high degree of uncertainty about the future courseof events in the international and domestic environment. From the graphit is obvious that Serbia, Montenegro and Macedonia have improved their
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business environment and encouraged the entrepreneurship while theogher countries didn’t manage to keep positive dynamic. 
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Graph 3. Ease of Doing Business in SEE region 
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INSTITUCIONALNO UREđENJE KAO DETERMINANTA PRIvLAčENJA SDI – PRIMER SRBIJE
Apstrakt: Zemlje Jugoistočne Evrope i dalje predstavljaju neto uvoznicestranih direktnih investicija (SDI) u formi prekograničnih merdžera i akvizicija.Kompanije iz ovih zemalja se nisu značajno uključile u ovaj vid ekspanzije nainostrana tržišta. Glavne prepreke razvoju preduzetništva u njihovomposlovnom okruženju predstavljaju visok nivo korupcije i glomazna državna
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administracija. Kao posledica, njihove privrede karakteriše niskakonkurentnost, visoki trgovinski deficit i nedovoljan priliv SDI za podrškunjihovog procesa tranzicije sa centralno planske u tržišnu privredu. Kreiranje efikasnog i transparentnog zakonskog i institucionalnog okvirapredstavlja ključnu determinantu priliva SDI. Institucionalno uređenje uzemljama Jugoistočne Evrope ima uticaj na način ulaska SDI budući danerazvijene institucije doprinose povećanju troškova otpočinjanja poslovanja.Stoga im napori u cilju podizanja kvaliteta institucionalnog uređenja moguobezbediti veći priliv SDI i brži razvoj i sustizanje razvijenih zemalja. Kako biomogućili uvid u značaj institucionalnog uređenja u Srbiji, autori će ukazati nanajznačajnije ekonomske i političke događaje s početka 90-ih godina koji suimali direktan i indirektan uticaj na nivo SDI.
Ključne reči: institucionalno uređenje, tranzicija, reforme, SDI, poslovnookruženje. 
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