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Abstract: In the first part of the paper we analyze core fing factor for sustainable
development in Serbia — delay of transition procassl unused experience of countries
that had been in transition. Even one decade la®erbia is not acknowledged post-
Washington consensus recommendations based oxplkdences of some countries in
Central and Eastern Europe. If sustainable develapnis understood as a country's
ability to function in the given capacity, it isselr why in that second part of the paper
we analyze the external imbalance of the Serbian@ny. In the third part of the paper
we analyze the recommendations for a new stratéggustainable development. The
economic development today is based on three sedipancial intermediation, retail
and wholesale trade, transportation, and telecomuations - that belong to non-
exchangeable sector of the economy. Serbia neestsetigthen exchangeable sector in
order to have export-stimulated growth instead erhdnd-stimulated growth.

Keywords: corporate managing, privatization, export structusector of exchangable
and non-exchangable goods, foreign debt.

1. INTRODUCTORY REMARKSAND LITERATURE REVIEW

Economic growth model's proposed by Harward ecostsni
Roderick and Hausman (2008) starting point is ineft simple
diagnostic framework for defining and overcomingy keevelopment
limitations. On the one hand low yield in real eoory reasons are
observed (such as: infrastructure and workforce litguamarket
imperfections and state intervention). On the otand, attention is on
causes of high costs of financing, both from domestd foreign sources.
In utilization of such approach main responsibiliys on experts and
decision-makers, who need to have deep understanafintheory in
practice in order to valuate both public and hiddgarmation to be able
to define real economic growth limitation. Appliat of aforementioned
model of growth diagnostics to Serbia would foresueveal following
results: cost non-effective, and massive role efdtate in economy that
create inefficient and expensive and non-competitibusiness
environment. In addition, unit workforce costs anggh, i.e. low
productivity make obstacles to foreign direct imfo and erode firms’
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price competitiveness. High level of Serbian curraccount, as a
consequence of high deficit in foreign trade wissss that aggregate
consumption in Serbia is mainly covered by impaodther than by
domestic production. Since it is more and moreaalift to get sources for
financing abroad, limited availability of loans ahdge costs of financing
becoming main limitations for Serbian economic glgwwvhich is this
paper hypothesis. Aforementioned limitation reggiipeand new strategy
of sustainable development if the Republic of Serhihich is discussed
in the third chapter of this paper.

Following Lay (1998, p. 35, cited: Cimlesa, 2010, 15)
sustainable development is a process of improvimgan life quality,
that takes place in a scope of available capaagyasable eco-systems.
If we do not living in a scope of available ecoisys capacity — we are
not sustainable for future generation neither for generation, nor for
ourselves. It is under question mark how to provisigstainable
development, and improve quality of living presegvi available
capacities.

2. INEFFICIENT CORPORATE MANAGEMENT ASA KEY
LIMITATING FACTOR OF THE SUSTAINABLE
DEVELOPMENT IN THE REPUBLIC OF SERBIA

In 2001 in Serbia/FR Yugoslavia was adopted aesigasimilar to
other transition countries in Central-Eastern Earoglthough a decade
later, based on the neo-liberal model. A key rolaswgiven to
liberalization, macroeconomic stabilization andvgtization, provided in
accordance with the recommendations of the soecdW®ashington”
consensus. Lessons from "Post-Washington" consetmsed on the
experience of some Central-Eastern European cesrdfier decades of
transition, are not carefully taken into accountefuate conditions to
create and prosperity of newly formed private erises should be
highlighted not only privatization of existing onesmportance of
corporate management efficient system should behemspd, not only
privatization-driven ownership  structure; importancof active
competition policy that happened to be even mor@omant than
privatization itself; importance of active statetde, not only the role of
the capital market; and finally, negative implioats of too-restrictive
both monetary, and fiscal policy (Kolodko G.W. & tNuD.M., 1997,
cited by: Uval¢, 2011, in Bajec & Jaksic (Red.), 2011, p. 63).b&ers
neither a country in transition or post-transitiah,is a country in
transitionalism (Djuricin, 2008). There are manynhsequences of the
transition that is taking too long. The two mostportant are: (a) the
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transitional recession (a dramatic fall in economativity and inflation)
and (b) low competitiveness. Another local econoanisis caused by an
incomplete transition has led to increased ris&xgfosure to Serbia vis-a-
vis the global economic crisis. Serbian economy,fant, is in the
combined crisis, transitional crisis and the globabnomic crisis that
reinforce each other. When the economy reaches-drgnsition GDP
level, the transition will be completed. Then begihe catch-up process
to reach developed capitalist countries level ofvettgpment.
Consequently, the typical transition curve has iHetter shape. In the
case of Serbia, the double transition J-curve neeaches its pre-
transition level. At the end of 2009 Serbian GDPsw&8% of the pre-
transition level of 1989 The global economic crigiat began in 2008
launched the third J-curve cycle, pushing Serbiaht third strategic
turning point (Djuricin & Vuksanovic, 2010, p. 23).

Complex, as it is, transition process have to ¢orat dimensions
of economic, social, political, judical, and soeicenomic repositioning
of the society in all its levels. To overcome swdnditions are long-
lasting process, where innovativeness forces artteeneurs have
major roles, able to take a chance of broad resistand failures, in order
to achieve necessary social changes and modeamz&intrepreneurial
economy and entrepreneurship development could rbeapgpropriate
answer on transition crises, as well as economisiscrin Serbia
(Grahovac, V., Karavidic, S. & Cukanovic KaravidM,, 2012, pp. 117-
118).

The importance of corporate governance, not jushange of
ownership through privatization; importance of askq conditions for
the establishment and growth of new firms, not jhst privatization of
existing ones; the importance of active policemention that proved to
be even more important for improving efficiencypoivatization of firms.
The share of the state sector in the formation exbi@'s GDP is still
relatively significant and is estimated to be ab&@%o. It is necessary to
improve corporate governance as a key step neededaise the
competitiveness of enterprises in which are pdytialvned by the state.
These companies need to be able to provide bedteicss, to be more
efficient, and able to compete internationally.

State sector participation in overall GDP in Serlsa still
relatively high; it is estimated to be as high 8%e4of GDP. According to
Serbian National Bank data, as of the beginningQif2 there were 716
state-owned companies. As in any state in the w8&edbian Government
should stay out of influencing economy. Rather ttreat it should create
favorable institutional framework. When acting dse towner, the
Government often acts opposite to good practiamgdorate governance.
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The biggest issues and challenges which publierpnses face in
Serbia are as follows (Eric, Stosic, Redzepagif120. 4-5):

- Extremely high political influence - relating toetrelection of
members of administrative and executive bodies.ti@n other
hand, this results in very weak corporate govereanco
disclosure, sometimes no transparency;

- Very low effectiveness and efficiency - as a resoilt poor
management and in many cases total lack of leagerBEs in
Serbia are seen as "prey" gained by political esrafter the
elections, and leadership positions are often givathe obedient,
and not capable human resources;

- Extremely poor financial results — many years oprofitable
operations of the five large public enterprises lecttic Power
Industry of Serbia (EPS), Serbian Railways, Yugosdways
JAT, PEU Resavica and Roads of Serbia have notowegr for
years(...) Losses in this sector of the Serbiann@ty are
socialized, i.e. ultimately paid by tax payers;

- The financial imbalance - Public companies are aj®y in
insolvency (below-average quality and low liquiditgtios) and
debt;

- Big possible sources of corruption - especiallytie field of
Public Procurement;

- Excess in the number of employees and inadequatiication
and age structure;

- Above-average salaries — constantly higher netiregsrof public
companies compared to the average earnings in d¢paldiRc of
Serbia,

- Limited use of Public-Private Partnership (PPP).

The corporate governance framework should pronratesparent
and efficient markets, be consistent with the rofelaw and clearly
articulate the division of responsibilities amonifedent supervisory,
regulatory and enforcement authorities. Main pples of efficient
corporate governance, according to the OECD (20029-31) are:

- The corporate governance framework should be dpedlavith a
view to its impact on overall economic performanocegarket
integrity and the incentives it creates for margatticipants and
the promotion of transparent and efficient markgts30)

- The legal and regulatory requirements that affectparate
governance practices in a jurisdiction should besstent with
the rule of law, transparent and enforceable. @p. 3
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- The division of responsibilities among differenttlaarities in a
jurisdiction should be clearly articulated and eedhat the public
interest is served.

- Supervisory, regulatory and enforcement authorgiesuld have
the authority, integrity and resources to fulfikeith duties in a
professional and objective manner. Moreover, thdings should
be timely, transparent and fully explained.

3. EXTERNAL IMBALANCE OF SERBIAN ECONOMY

Social development in the 20th century had beeenafientified
with the economic development only, while other eatp of social
development were neglected. Nevertheless sincel#®s, especially
since the famous Club of Rome foundation, attengftsiew theory
economic development had been recorded. That thedegrated all
elements that makes social development (economigials and
institutional). Sustainable development actuallgieselopment that meets
present needs without endangering future genegmtfoom satisfying
their needs.

The new era requires a new aproach to the econbeniglopment
that would be based on real sources, primarily @ving and
competitiveness. One that does not save and comgetd not be
successful in global economy. The savings ratbeniSA after the Great
Depression was over 30%, while today it is less th@%. The Chinese
savings rate is presently nearly 50%. Isn't it @fi¢he major causes of
crash and prosperity of the USA and China? We caivel a similar
conclusion by comparing their twin deficits (budgkficit and current
account deficit). If we observe budget deficitsyptdSA'sis 10.5% of the
GDP, while China’'s is only 3.2% of the GDP, whicls ian
incomprehensible gap between desires and possijlite., practice of
the permanent predominance of consumption over ustamh. Such
practice became the rule both in market-based ec@soand in state
intervention economies that undisputedly led to ¢hesh of economic
regime (Sukovic, 2011, in Bajec & Jaksic (Ed. 8911, pp. 115-116).

Before the crisis outbreak, aggregate demand afidtiam of
assets; i.e., an investment-balloon situation Wed inevitable to burst,
had been associated with massive foreign tradecitlefif many
economies, especially that of the USA. (Sukovid, 120n Bajec & Jaksic
(Ed. by), 2011, p. 115) (see Table 1). Table 1 sheWwy China and other
developing countries are less affected by the wedohomic crisis then
that of America and Europe. But, speaking of otteareloping economies
it should be borne in mind that they are less #&tdy crisis due to the
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fact that their financial sectors are not highlyegrated in the global
market. Therefore crisis effects were muensivelytransmitted to their
economies as to developing economies. This alsdieappo Serbia.
Nevertheless, the financial crisis had negativeat$f on those economies
too. This was due to both a decrease of foreigastments as well as due
to adecrease of aggregate demand of developed econof8igsovic,
2011, in Bajec & Jaksic (Ed. by), 2011, pp. 1173118

Table 1.: Balance of current account (asa % of world GDP)

COUNTRIES 1999 2001 | 2003 | 2005 | 2007 | 2009 | 2010
USA -0.96 121 | -1.41| -1.62| -133 -0.72 -0.71
EU -0.04 -0.08 | -0.05| -0.03| -0.19 -0.37 -0.33
China 0.05 0.05 0.12 0.35 0.67 0.65 0.75
Japan 0.37 028 | 037 | 037| 038 0.17 0.17
Germany -0.09 0.00 | 012 | 0.32| 046| 0.13 0.13
CIE -0.7 -0.3 -0.08| -0.12| -0.22 -0.11] -0.09
Middle East 0.05 0.13 0.15 0.45 0.46 -0.02 0.10
Mlddle_lncome 0.05 005 | 012 | 035| 0.67| 0.65 0.75
Countries

Source:IMF, World Economic Outlook, and author’s calcubais

Since the beginning of Serbia's economic transitigrowth is
relatively moderate. From 2000 until 2008 the agergrowth rate of the
Serbian GDP is 5.4%, which places Serbia into dalihg position in
comparison to other Central, Eastern and SoutheaskEuropean
economies. Unfortunately, economic growth in thatiged had been
unbalanced, and mainly based on just a few nomadsectors. In
addition, economic growth in Serbia was also acamgua by a serious
current account deficit, which proves that Serl@aonomy expenditures
are way over its own resources. In the period @02R008; i.e., until the
outbreak of the world financial and economic crisie Serbian current
account deficit was smoothly financed by surplustte financial and
capital accounts. Since the first quarter of 200%ad been gradually
much more difficult and more uncertain obtainingefgn sources of
financing. Therefore the main focus is on attragtioreign investments
as a source that does not require payback asusreddy foreign loans.
Investments in general should be directed by measamd instruments of
monetary and fiscal policies toward more impacifaustry sectors, and
should be used to create much broader positiveratteffects. From the
sustainable economic development’s point of viewyestments in
general should be directed towards the so-callddarnc productive
industries” (or ,green industries”), and not to geators of so-called
.gray technologies®. Being involved in developmeptograms of
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transnational companies would positively charfgerbian production
structure from ,low" and ,middle-low" technology tensive industries —
industries that are technology intensive and relyeatracting natural
resources, as it is today, toward advanced tecggalblization.

Equilibrium model, where considerably faster grovathinternal
demand and consumption in comparison with GDP dromwt Serbia,
based on a large amount of foreign capital inflovil wo longer be
available (growth in domestic demand in 2008 w&a$86/.while GDP rate
was 5.4%). Although Serbia's economic growth irenég/ears has been
relatively high, it is primarily based on only teresectors (financial
services, wholesale and retaill trade, transportatioand
telecommunications), which are responsible for albtee-quarters of
economic growth in the period 2002-2008. Threeeaf@ntioned sectors
covers non-exchangeable part of the economy (grentucts mainly can
not be exported), i.e. it rely primarily on the argion of domestic
demand. In near past demand growth was not accoetpdyy an
appropriate expansion of production, especially the sectors of
exchangeable part of the economy. Therefore, tbaagmic growth was
accompanied by a relatively high trade deficit andent account deficit.
A new model of economic growth will have to be imach larger extent
based on the non-exchangeable sectors of the egororeign capital
inflows, which in previous years were heavily fudddomestic demand,
due to global economic crisis will not be returntih@ previous volume
when crisis finally finish. Also, the sectors thetve so far been growth
drivers, already reached a level that can be cermidrelatively high
(about 15% per year), and their increase in theirngiyears will certainly
be slower. As the rest of the economy in previoeary grew at a
relatively modest rate of 2% per year, it is neagsd0o increase the
productivity of these sectors in the future.

Thus, economic growth in Serbia since the beginoinigansition
process was based on the expansion of domesticndieiimanced by high
foreign capital inflows and strong growth of norckangeable sectors of
the economy. Such increase in demand was accontpame a
corresponding expansion of the production and dgveént of the real
sector. However, this growth model is not sustdmab the medium
term, at least for two reasons. Firstly, foreigpita inflows after the
economic crisis and its severe downturn is unlikelyreturn to the
previous level in the near future. Secondly, thetas that have so far
fueled through overall economic growth (financiarsces, wholesale
and retail trade, transportation, and telecommtioicg) have already
reached a relatively high level of participationtive GDP, and its further
expansion in the future will certainly be slowearthso far. All other
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sectors in the period 2002-2008 was rising at veoglest rate rose (just
over 2% per year). Logically, it is under questwinether after the crisis
will be any significant economic growth. The nevoygth model should

relying to a much greater extent on tradable sseabthe economy, i.e.
the sectors that export its products and servigedifectly compete with

imported products and services in the domestic etark

Graph 1.: Main foreign-trade macr oeconomic indicatiors of Serbian
economy, 2000-2008
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Source: National Bank of Serbia & EBRD

4. RECOMMENDATIONSFOR A NEW DEVELOPMENT
STRATEGY

One of the possible interpretations of sustainal@eelopment is
that the essence of the concept of preservingrdiifetypes of capital
(economic, ecological and sociological) for preseand future
generations. The concept of the ,weak” sustaingbikllows the
possibility of capital substitution under termsttbaerall capital quantity
remains This means that environmental degradation costddcbe
compensated by economic capital creation. Therdfoseconcept of so-
called ,weak® role of sustainability does not negatnvironmental
aspects, but assumis monetaryvaluation. Regarding this issue, Serbia
does not satisfy “weak” sustainability, not to ment “strong”
sustainability principle, according to which it sid support itself on
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dividends on available resources. The fulfillmerittioe principle of
“strong” sustainability means that future generadi should be able to
live lives as quality as the present generatiorthBRerbian sustainable
production and consumption are not as developedshasuld be.
Production structure of Serbian economy, that as@ine its export
structure, is consisted mainly of agriculture prad(grains, fruit and
vegetable), low-skilled products and low-technolggyducts. Energy
efficiency in Serbia is at the very low level, altlyh Serbia has energy
deficiency. It implies both low national competéivess, as well as
environmental pollution accompanied with energyteas
Serbian transition model of economic developmerdwsh that
Serbia did not use enough examples of transitiom@&mies that finished
their transition process by accession to the Ewmopenion. Former
Central-European socialistic countries had statteeir transition to
market economy in relative abundance of agricultanel, row-materials
and both qualified and non-qualified workforce. Arer heritage of
socialistic period in aforementioned economies was obsolete
technology. According to Heckscher-Ohlin-Samuelsdimeory of
exchange of goods, it was expected that labor$mntenproducts and
natural resources-intensive products would be pneclEnt in their
exports. However, one research paper (Zaghini, 2p03/ed opposite.
According to this research labor-intensive prodaetd natural resources-
intensive products were predominant only in eargngition phase.
Central-European post-transition economies’ expanésmainly based on
industrial products, and a few high-tech produBispropriate strategy of
attracting inward foreign direct investments, amasifive heritage of
centrally-planned economies (highly educated anidledkworkforce)
influenced positive export-structure upheaval aramentioned Central-
European economies. Inward foreign direct investnflenvs are much
more than simple capital inflow to the national mmay: it also includes
technology transfer and management practice. Thev Nerbian
development strategy should be oriented toward attvacting inward
foreign investments into the exchangeable sectorsuch way Serbian
economy would generate more dynamic economic groahwould be
export-driven (instead of demand-driven). The newrat8gy of
sustainable development of Serbia, which shouldadéepted in near
future, should be grounded on knowledge-based espnS8erbia should
follow positive experiences of knowledge based bnmaald open
economies — nations up to ten million inhabitanithwsDP/capita of
approximately USD 5,000 with export/GDP share ¢%50
Begovic and authors (2008) states as good exarcpkes of the
Republic of Ireland and Portugal. The main diffeen between those
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two economies are in salary policy andpalicy of attracting foreign
capital inflow. Massive inflow of foreign capitalo tthe sector of
processing industry in the Republic of Ireland cidnted to the higher
rate of growth in the sector of tradable goodsgxport expansion and to
the fast growth of factor productivity. As salariéeagged behind
productivity, real effective exchange ratessed on the unit costs of labor
fell sharply, increasing profitability of the expiog sectorand causing
massive cost savings in the economy. Savings rosge nthan
investments, and current accobmadance turned from deficit into surplus.
The case of Portugal was different: massive foraigpital inflows —
mainly in the non-tradable sector, and much lessh® processing
industry — caused expansion of aggregate domestimadd and
expansion of import. As stated, Ireland and Poithgd different models
of economic development triggered by inflow of igrecapital. Ireland’s
model was based on expansion of supply (mainlyutimotradable
sector), while Portugal’'s model was based on expansf demand
(mainly through non-tradable sector). The rate afary increase
overcame productivityincrease and negatively affected the exporting
sector When the inflow of capital stopped in 2001, Poaluigund itself
trapped into a long-term high current account defnd appreciated
national currency. The processing industry wascooipetitive enough
to reignite economic growth, and with the membgrshi the eurozone
adjusting the exchange rate of national currency m@longer possible.
Unfortunately, economic performances of Serbia m@e similar to
Portugal than Ireland (Begovic B. and authors, 203 28-29).

At this moment Serbian coefficient of export cortcation is at the
low level due to exporting large number of low-nmetrkhare products.
Therefore export concentration is low, but not tuéigh and diversified
export level (as it is the case with developed enums), but due to
exporting many different products of small exporhaant. Central-
European post-transition economies’ experience gwothat higher
inward foreign direct investments are — lower coefht of export
concentration level is, which is the way Serbiapakorientation should
take. The factor that contributes to poor resuftSerbian economy is
enormous and non-efficient state consumption, adl \we poor
redistribution of income, that was not aimed taateebetter conditions for
economic growth. With aforementioned weakness,i&avas not able to
generate more dynamic economic growth that wouldeXxjort-driven
(instead of demand-driven). Expectations that tteus of the EU-
candidate member would attract inward foreign itwesits had not been
fulfilled. Serbia was facing capital outflow, a @eeecession, and
combined — triple fiscal-debt-financial crisis.
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CONCLUSION

Our brief analysis emphasize following recomme rutesti

» Serbian transition model of economic developmemwivshthat
Serbia did not use enough examples of transiti@me@mies that
finished their transition process by accession lte European
Union.

* The New Development strategy in Serbia should bseck to
knowledge-oriented economy, as a long-term goal.

* Main limiting factors of more advanced economica&epment in
Serbia are structural weaknesses of its economy Bréate start
of transition, as well as not using, as a role mdtle experiences
of most advanced economies of Central and SoudreaBurope
that finished their transition process; (2) inadgqumodel of
economic growth that is based on external defigt,on more-
than-average growth of non-exchangeable goods amces
sector. Exchangeable sector industries were todk vaea not
reformed enough to be internationally competitiviel ancrease
export.
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