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1. Introduction

Foreign direct investments (FDI) play an importesie in the
economies of transitioning countries since theyngprithe
necessary capital for growth and development. Wdbital,
countries gain access to new markets, technologied

organizational and marketing expertise.

In the region of South East Europe, during the pastyears,
the FDI inflow is increasing. This region has beeoattractive
for investors for many reasons: economic and palitstability
of the countries in the region, low productionstspkw labor

costs, access to the new markets etc.

As many transition countries, Serbia has triedaféong period
of time to attract FDI. After economic reforms 20Bé&rbia has
grown into one of the most preferred location forastment in
South East Europe. Economic stability and fast grgunarket
was the main reasons for that. In 2001 in Serbi, iRflow

has exceeded USD 18.Bn, more than in past years.

The purpose of this thesis is to give an overviéwhe foreign
direct investments in Serbia, especially in theqaeafter the
democratic changes that took place in 2000. Thiepwill try
to explain how important FDI is, why foreign invest invest
in Serbia, what are advantages Serbia has comparether

countries. The second part of this paper is rel&dedustrian

! See Serbia Investment and Export Promotion AgéBtFPA)
WWW.Ssiepa.gov.rs



FDI in Serbia. On the list of the top-investorsSerbia, Austria

is on first place.

The paper will begin with theoretical aspects ofl FDefinition
and the types of FDI. Furthermore, some economéoribs
about FDI will be introduced. The second part offtler 2 is
related to the important determinants, motives &uch

investments and finally to the benefits and cos&d.

Chapter 3 gives information about Serbia. The draptarts
with general information about the country; themlais the
political and economic situation and the developmaeanthe

past few years.

Chapter 4 presents foreign trade data between é&ara two
important trading partners, European Union and Rugsso,
separately from European Union, foreign trade daith

Austria will be presented.

Chapter 5 is dealing with the process of privatoratn Serbia.
In this chapter data about the privatization durihg period
2002 to 2009 are shown.

Chapter 6 provides legislative framework for foreidirect
investments in Serbia, law on Business Companylawdon

foreign direct investment.

Chapter 7 deals with question how to start a bgsime Serbia
and which position Serbia has in global rankingsiarting a

business.



Chapter 8 gives us reasons for investments in &elthiries to
explain why Serbia is the most preferred locatioisouth East
Europe for FDI. The chapter will focus on the intpot
determinants for investments in Serbia.

Finally, chapter 9 and chapter 10 are related teidgo direct
investment. Chapter 9 gives us an overview of Ridfly in
the region of South East Europe, and secondly rbi&esince
2000. It shows statistical data about countrie whe biggest
investments in Serbia, data about the number of iRDthe
different industries and at end of this chaptemghthe leading

investors.

Chapter 10 discusses Austria’s outward foreign ctlire
investment. First, it discusses Austria’s investopgErformance
in South East Europe and then follows FDI in SerBiatistical
data demonstrate that more than 28strian firms have
chosen Serbia for their businesses. But in thesithonly
companies with the largest investments will be wmBred.
Two major investments in the past few years arestments of
Mobilkom Austria in sector of telecommunication @énfield
investment) and OMV AG in energy sector. This cbaptill
mainly focus on the benefits resulting from Mobitks and
OMV’s entrance considering employment, future depaient
and the enlargement of supply. The discussiorased on the

annual reports of the companies.

Finally, personal comments and a conclusion willgbesn in

the chapter 11.

2 See Serbian Chamber of Commerce, www.pks.rs



2. Foreign direct investment

2.1 Definition of FDI

In the beginning of this paper, it is importantiefine “Foreign
direct investments”. The simple definition of FDlowd be:
“foreign direct investment (FDI) occurs when a fiimvests

directly in production or other facilities in foggi country.®

International Monetary Fund defines foreign direstestment
as: “the acquisition of at least ten percent ofdrainary shares
or voting power in a public or private enterprigertonresident
investors. Direct investment involves a lastingeiast in the
management of an enterprise and includes reinvestoke

profits”. 4

The Organization for Economic Cooperation and Dewalent
(OECD) gives the following definition of FDI:

“Foreign direct investment reflects the objectifeobtaining a
lasting interest by a resident entity in one econdfiirect

investor”) in an entity resident in an economy @thhan that
of the investor (“direct investment enterprise”Jhe lasting
interest implies the existence of a long-term refehip
between the direct investor and the enterpriseaasignificant
degree of influence on the management of the engerfirect
investment involves both the initial transactiotveen the two

entities and all subsequent capital transactionsd®n them

3 Shenkar /Yadong Luo (2008), p.60
* International Monetary Fund, www.imf.org
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and among affiliated enterprises both incorporataad

unincorporated.®

For better understanding of the FDI it is necess&oy
distinguish it from foreign portfolio investmenighe following

definition best describes foreign portfolio investmts.

“Foreign portfolio investment refers to the pursbaf foreign
stocks, bonds or other securities in the antiaymatif returns in
the form of dividends, interest or capital gaif® investors are
usually not interested in establishing any controt

management interest through the investmént.”

From the above mentioned definition of FDI and igne
portfolio investment it can be concluded that thenagement
control is the first difference between two fornisnvestments.
With direct investments the foreign investor aspite direct
management control, which he would like to exeréisea long

period of time. Through portfolio investment, tmyeéstor does
not seek management control because his inter@stegtment
is often for a short period of time. The main mesvfor

Portfolio investment are the maximization of inves

portfolio and risk diversification. The second dince
between the two forms of investments is based ams&ction
costs. The portfolio investors transfer capitainal in another

country. On the other hand, with FDI the foreigrvastor

® Organisation folEconomicCo-operatiorDevelopment (1996), pp.7-8
® Punnett / Ricks (1997), p.111
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transfers not only the capital, but also the aseétthe firm

(technology, management, know-how) to another aglnt

2.2 Types of the FDI

There are many classifications of foreign directestments,
but for the purpose of this work only two will beepented.
First, FDI can be classified as horizontal, vettiand

conglomerate FDf.

Horizontal FDI occurs when the investor produces the same
products abroad as in the domestic markeiccording to
Protsenko, there are two factors which are importan the
appearance of horizontal FDI: presence of positigde costs
and firm-level scale economies. Horizontal FDI giwevestors
strategic access to a foreign market, reduces poatagion

costs and delivery tim¥.

Vertical FDI occurs when the company wants to use benefit
from price differentiation between countries. Thempany
allocates different parts of production into thasmintries in
which production costs are lower. There are twoupgso of
vertical FDI: backward and forward vertical FDI. dkavard
vertical FDI is an investment when a company presithputs
from abroad for the production process in the haoentry.

Forward vertical FDI is an investment when the campsells

" Haas / Neumair (2006), pp.215- 216
8 Braun (1988), p.18

° Braun (1988), p.19

19 protsenko (2003), p.16
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outputs (products) abroad which are a product efdttivities

of domestic company?

Conglomerate FDI involves both horizontal and vertical FDI.
They are used for consideration of diversificatamtivities of

the company?

According to Moos¥ there are three forms of FDI: Greenfield
investments, cross-border mergers and acquisitants joint

ventures.

Greenfield investmentis an investment in new facilities or the
expansion of existing facilities in the host coyniGreenfield
investments create new production capacities amd nd
provide transfer of technology and know-how. Beeaofthat
they are the primary target of a host nation’s ptomal
efforts. When we speak about Greenfield investmentmust
mention the term Brownfield investment. Brownfield
investment is an investment in existing plants emahpanies in
the host country, acquired by taking control. Tieisn has been
used in explaining acquisitions in transition ecornes. In the
Serbian economic practice the term Brownfield itvest is

often used.

Cross-border mergersand acquisitions (M&A) occur when
the foreign company takes over the control of @ssambd
operations from a local firm, with the local compdrecoming an

affiliate of the foreign company.

" Haas/Neumair (2006), p.217
2 Haas/Neumair (2006), p.217
13 Moosa (2002), pp.13-16
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FDI can be realized through the formjoint ventures either
as collaboration with a host country firm or a goweent
institution, as well as with a foreign company ime thost
country. On one hand, Joint ventures provide tegni
expertise and necessary capital and on the othed hecal

knowledge of the bureaucracy and local laws andlatigns.

2.3 Different theories of FDI

In economic theory, since the 1960s, several thesodre
developed for the explanation of foreign directestments.
Each of these theories tries to explain why andeurndhich
conditions a company invests in a foreign coun8gme of
these theories will be shortly presented.

Theory of the monopolistic advantage
(Hymer, Kindleberger 1969)

The authors tried with this theory to explain thetivation for
control in direct investment. They state that a dstig firm,
which invests in a foreign country, has disadvaesagpmpared
to a local foreign firm. Hymer called that “liaibyl of
foreignness”. These advantages are: discriminatioforeign
companies from government, consumers and supplies,
geographical distance between parent and foreigph ilacrease
communication and coordination costs, exchangerisits by
transfer of earnings and increasing informationtc@sd risk.
To overcome those disadvantages a company mustereae

monopolistic advantages. These advantages are:-knowin

14



technology and management, efficient organizatiwacture,

positive product image eté.

Theory of oligopolistic reaction (Knickerbocker 193)

The theory explains a certain investment in a fpretountry
first as disturbance of oligopolistic equilibriunThe other
competitors, in order to set primary equilibriumasy take
direct investment. We can differentiate two typicases:
“Follow-the-Leader these” and “Cross-Investment-Sdie In
the first case “Follow-the-Leader-These” compesitotvest in
a country in which the market leader already ine@sin the
second case, “Cross-Investment-These”, compeiigest in a

country from which the market leader is from.

Product Life-Cycle Theory (Vernon 1966)

The theory is based on product life cycle. A newedpict

progresses through different stages: introductignowth,

maturity and decline stage. The theory describa the

location of production depends on this stage of ghaeduct
cycle. When a product reaches maturity, productiecomes
more standardized and price competition more intens
Because of that, the production of products sluftgher in less
developed countries, where costs of production laveer.

Vernon’s theory helps to understand “why produaiofv

particular pattern of production and FOf".

1 Haas/Neumair (2006), pp.221-222
15 Kutscher / Schmid (2008), pp.417-420
1% Harrison (2000), pp.263-264
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Dunning’s Eclectic Theory

The eclectic theory offers a general framework doalyzing

and explaining the extent and pattern of intermatio
production. According to Dunnidgthree conditions must be
fulfilled for undertaken foreign direct investmenthese three

conditions are summarized in the so-called OLI &gra.

OLI Paradigm includes:
* Ownership — specific advantages
* Location — specific advantages

* Internalization advantages

Ownership specific advantagesgive us answers on the
following question “Why companies undertake FDI'lf a
foreign company wants to compete with other comgmim the
home market, it must have own unique competitiveaathges
compared to its competitors. Those advantages&4n b
- Property rights and/or intangible asset advantageb
as product innovations, managerial, marketing and
organizational skills, human capital, ability todoee
intra and/or inter firm transactional costs
- Advantages of common governance, which arise from
multinationality. Multinationality gives companies
access to better knowledge about international etgrk
flexibility by offering opportunities for global swcing
of inputs, ability to take advantage of geographica
differences in e.g. government interventions, migrke

" Dunning (1993), pp. 79-81
18 Dunning (1993), p.81
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Location specific advantages explain “where” to start
international production. Those advantages are itappbwhen
a company makes a decision to favour productiotiménhome
country or host country. Different factor can beidire, such
as existence of natural resources, existence obpmt and
communications infrastructures, law labour cogtecsl taxes
and other incentives. The lower cost of raw maleaad lower
wages of labour are one of the most important restifor a
company to invest in a country. The detail explamatof

motives for FDI will be given in the next part biet paper.

The internalization advantages(The “how” of involvement)
explain how to go abroad. The company must haveemor
advantages in using property rights in foreign ¢oes than in
using a licensing. According to Dunning typical
internationalization advantages lie in avoidingigaction costs
and negotiations costs, to avoid or exploit govesnim
intervention, control distributions channels, sugnsl market

and quality standards.

¥ Dunning (1993), p.81

17



Table 1: Forms of market entry according to eclect
paradigm

Source Dunning Categories of advantages
Ownership Internationalization| Location
advantages | advantages advantages

Forms | Licensing Yes No No

of
market| Export Yes Yes No

entry
FDI Yes Yes Yes

Source: Dunning J. (1981), p.105

The companies may select among several forms okehar
entry. Each of them has advantages and disadves)téagit
only FDI brings the company those three advantageish
already have been discussed.

2.4 Motives for FDI

There are a wide range of motives of foreign dineeéstments.
The companies invest outside their countries toageess to
markets or to acquire natural resources. Thesevastmnay
also change thought the time. According to Dunffhg
companies can be divided into:

1. The natural resource seekers

2. The market seekers

3. The efficiency seekers, and

4. The strategic asset seekers

2 Dunning (1993), pp. 68-74
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The natural resource seekers

These companies invest abroad in order to acquateral
resources at a lower cost than would be obtainedh&ir
country. There are three types of resource seekers.

» The first type of resource seekers are the compaha
seeking physical recourses: raw materials, minenads
agricultural products.

* The second type of resource seekers seeks cheap and
well motivated unskilled or semi-skilled labour.

* The third type resource seekers are the onesthatra
technological capability, management or marketing
expertise and organizational skiffs.

The market seekers

The motives for FDI are access to the foreign ntarks well
as general arguments of the customer nearnessenthgrise
would like to demonstrate presence at the placethef

consumerg?

The market seekers are the companies which invesa i
particular country or region to supply goods orvems to
market in these countries. Mostly big part of afl these
markets will have been serviced previously by etgptrom the
investing company which, either because of tanifbther cost

raising barriers imposed by host countries or beeathe size

2 Dunning (1993), p. 68
22 See Riibel (2004), pp. 153-154
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of the markets now justified local production, are longer

best supplied by this rout&

Efficiency seekers

The companies with investments will increase tlediiciency
by exploiting the benefits of the economies of esaatd scope
and of risk diversification. The “efficiency seeg&eértry to
realize advantage of different factor endowmerttserocultural
and institutional arrangements as well as econeystems and

policies that can be achievét.

Strategic-Asset-Seeking

Especially in the 1990s strategic motives playetbminating
role for direct investment decision$® Strategic direct
investments are directed to promote the long-tetrategic
aims of an enterprise, in particular the protectoincrease of

the international competitivene%s.

The strategic asset seekeasquire the assets of foreign
companies in order to realize their international
competitiveness. Like the “efficiency seekers”, tbteategic-
asset-seekers want to capitalize the different fitenef the
common ownership of diversified activiti€sThe motive for

investment is less to reduction of costs or enguwh the

% Dunning (1993), p.70
2 Dunning (1993), p.72
% Riibel (2004), p. 155

% Cluse (1999), p. 64

2" Dunning (1993), p. 70
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market and more to increase strategic strengthetompany

by purchasing important asséfs.

2.5 Determinants of the FDI

Before making an investment in a foreign country plotential
investor will consider a wade range of factors. éding to
Harrisor?®, two groups of factors are involved in the FDI
decision. Those two groups are overarching fa@oosspecific
factors.

Overarching factors in the FDI decision are:

* General motivessuch as profitability, expansion of the
company, gaining competitive advantage over italyiv
market power, world reputation and global presearee
the reasons for undertaken of the FDI.

* The business environment and business culturethe
term business environment include government psici
as well as the general political and economic
environment. The stable political situation is calic
factor in the FDI decision. Also, foreign invest@ase
concerned about bureaucracy and corruption in ¢isé h
country and may represent negative factors in e F
decision. The influence on business culture hasrgén
culture and traditions of a country.

e Supportive Government Policies are important
because they provide a supportive business envenhm
The policies include macroeconomic stability and

2 Fychs / Apfelthaler (2002), p.27
2 Harrison (2000), pp. 255-262
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market liberalization. Also may include financiahda
tax incentives.

A Country’s Stock of “Created Asset$- Created
assets are country’'s assets which have been dedelop
over time and may be tangible assets such as
infrastructure and distribution networks of the coies

or intangible assets such as skills, technology,
innovation, intellectual property, organizational

relationships and business culture.

Specific factors in the FDI decision are:

22

Access to Resourcesnay affect on FDI decisions in
following falls: where large quantities of resowscare
needed, where specialized resources are immobile or
where access to resources are core business of the
company, e.g. mining and petroleum

Market Advantages - access to large and growing
markets can attract FDI. Employing of local laband
using of local supplies are some of the advantages
being located close to the market. The company gets
access to local knowledge and understanding ofl loca
culture.

Cost Reduction — for many companies costs are
important motive in the FDI decision. The companies
sometimes transfer a production of products to ¢ost
countries in order to reduce their overall costee T
costs can be reduced thought cost incentives ssch a
low corporate tax rates and low employers social

security contributions.



Overcoming trade barriers can be natural barriers
such as culture or language; trade barriers sutériéis,
guotas and non-tariff barriers like product staddand

testing procedures.

2.6 Benefits and costs of FDI

Foreign direct investments are equally importantofath sides:

the host country and foreign investor (home coyntiDI

bring capital, technology, management resourcethénhost

country. Also, FDI creates new jobs, accelerates thed

economic growth and development of the country., Boe

benefits for one side are not necessary the benigiit other

side. Because of that FDI must be viewed from thiatpf the

host country as well as from the point of the haoentry.

Benefits and costs to host countries

According to Pen there are four primary benefits to host

countries:

Capital inflow can improve a host country’s balate
payments.

Advanced technology from abroad can create
technology spillovers (the foreign technology dsiéa
domestically that benefits domestic firms and
industries).

The host countries through FDI get access to new

managerial resources.

% peng (2009), pp.166-168
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* FDI can bring jobs to the host country.

Costs of FDI to host countries are:

» The first concern of the host governmentthis lossof
some economisovereignty.

* Adverse effects on competition large multinational
companies can monopolize the local markets antdan t
process drive some domestic firms out of business.

» Capital outflow — the company makes profit in the host
country and repatriates earnings in headquartethen
home country. Because of that, the host countries
experience a net outflow in the capital accounthiir

balance of payments.

Benefits and costs to home countries

There are three benefits of FDI to home countries:
* Repatriated earnings from profits from FDI
* Increased exports of components and services tb hos
countries

* Learning via FDI from operations abroad

Costs of FDI:
» Capital loss — the home countries suffer from eapit
loss because the investments go to the host ceuntie
 Job loss — many companies move the bulk of its
production abroad which resulting in laying off

employees in domestic production.

24



2.7 Spillover effects

Technology spillovers have been identified as thestm
beneficial aspects of FDI to host countries. Theg also

considered to be very important mechanisms throwgkch

FDI can promote growth in domestic firms.

Spillover effects may occur due to the existence aof
technology gap between foreign and domestic fifRmhtoura
31 recognizes five main channels through which FDi lbanefit
domestic firms in host countries: demonstratiortétnon, labor
mobility, exports, competition and backward andwerd

linkages with domestic firms.

Demonstration/imitation is the first and the modivious
spillover channel. It arises from differences ire tlevels of
technology between multinational enterprises (MNEs)d
domestic firms. MNEs enter a domestic market widkisaced
and expensive technologies. Therefore, domestmosfimay
watch and imitate these technologies in order i more

productive.

The second channel refers to the fact that doméstis may
employ workers who have worked for MNEs. These wosk
have gained the knowledge of advanced technologlyranv
they are ready to use it in domestic firms. Howeteere is a
negative influence appearing through this chanimelesMNESs
can attract a group of workers from domestic fitmgsoffering

higher salaries. It is not easy to investigate thgllover

31 Fontoura (2005), pp.2-3
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channel because it includes finding that particlesup of

workers who can explain the effects of productivity

The third channel is exports. MNEs in many ways ehav
positive influence on the export activity of domegtrms. This
positive influence is closely connected with thestso of
distribution, transport infrastructures and knowied of
consumers’ tastes in foreign markets. Moreover, tost
reduction of entry into foreign market and the @ased
production are now possible for domestic firms. ytman

simply achieve this by imitating the export actvif MNES.

The fourth channel is competition. Even though detmdirms
use their resources more efficiently than MNEs aredable to
adopt new technologies, the competition itself rretst
domestic market. Domestic firms are unfortunatelycéd to

operate on a less efficient scale with a significarst increase.

The fifth channel consists of backward and forwknétages.
The former refers to the relationship between doimdsms
and MNEs as their suppliers, and the latter refersthe
relationship between domestic firms and MNEs asir the

customers on the local market.

Backward linkages - domestic firms may benefit from MNEs
because MNEs provide support for the improvementhef
guality of goods, support for the creation of nesdvastructures,
support for acquisition of raw materials and suppfor

organization and management itself. Moreover, timapetition

26



among domestic firms to become MNE suppliers resulithe

increase of efficiency and productivity of domesiims.

Forward linkages - the most evident connection is that of
MNEs’ supply of quality inputs at a low price to rdestic
market. The increase of quality leads to the irs@ea prices.
Domestic firms must be able to benefit from thisvaty so as
not to suffer the negative effects. There are sgweays for
domestic firms to avoid these negative effects. Bstim firms
may just watch and adopt the operations of MNEthey may
employ workers from MNEs. The last resort is to g@he kind
of subsidy.

According to Fontour¥, spillover effects to domestic firms
depend on various factors which operate in oppaBreztions
and are closely connected with the FDI mode, witie t
characteristics of MNEs and domestic firms. The ieicyd
evidence highlights the absorptive capacity of dstingirms.
This capacity enables domestic firms to capturessary FDI
benefits. It also emphasizes that spillover effects greater in
developed countries, but it does not exclude tloe tfaat the
increased productivity of domestic firms may in somvays
lead to the appearance of inequalities in one ecgunthat is
why it is difficult to draw a definite conclusionbaut the

influence of spillover effects.

%2 Fontoura (2005), p.17
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3. Information about Serbia

3.1 General information

Serbia is located in the central part of the BalR&minsula, in
South East Europe. Serbia borders with Bulgarigheo East,
with Romania to the North East, with Hungary to therth,
with Croatia and Bosnia and Herzegovina to the Weth
Montenegro to the South East and with Albania artédonia
to the South. The length of Serbia's border is £21km.
Serbia has an important geopolitical position, heeait is
located on the cross-roads of Europe. The internakiroads
passing through the Serbian river valleys and mafethe
shortest link between Western and Central Europehe one
side, and the Middle East, Asia and Africa, ondtieer side.

The country has a territory of 88,361 km2 and topytation is
approximately 7.498.00% million (excluding Kosovo). The
capital city of Serbia is Belgrade with a populatiof 1 576
124 people. The other three major cities are Ngadl (299
294), Nis (250 518) and Kragujevac (175 802). Thmate is

continental with warm summers and snowy winters.

Serbia is Democratic Republic. The Main ReligiorCisristian
Orthodox and other religions are Roman Catholitantsc,
Jewish and Protestant. The majority of the poputetiare
Serbs (82.86%); the other ethic groups are Hungsyri@roats,

Slovaks, and Romanians etc.

3 According to census from 2002
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The official language in Serbia is Serbian. Thecadf alphabet
is Cyrillic but the Latin alphabet is widely useabt National

currency is Serbian Dinar (RSD)

3.2 Political structure

Serbia is a republic with unicameral parliament. heT
parliament of Serbia consists of 250 proportionadlgcted
deputies. Deputies are elected during the gen&elien for a

four year term.

The head of the state is the President, electethgluhe
presidential election for a five years term wittmaximum of
two terms. The President represents the countrgbadd
National Assembly and Government, call for electicemd

declare state of emergendy.

3.3 Political Situation since 2000

Until the year 2000 Serbian president was Slobddaosevic
and Serbia was a socialist country. His rule ende@ctober
the 9" 2000, when Vojislav Kostunica won the election for
President of Federal Republic of Yugoslavia. Seld@aame a

democratic country and a new government with Z&andjic

34 Serbian Government (20@9, http://www.srbija.gov.rs/
% Serbian Government (20@9, http://www.srbija.gov.rs/
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as a Prime Minister proclaimed joining the Europ&Bmon as

a long term goal.

In February 2003, the Federal Republic of Yugosiastopped
to exist and Serbia and Montenegro created a loose
confederation under the name — State Union of Sednid

Montenegro.

The State Union lasted to May the®21006 when Montenegro
held a referendum to seek full independence. Thmdby
existence of Union came to an end on Jufe2806 when
Montenegro declared her independence. Serbia ftymal

declared independence on Jufile2B06.

In February 2008 presidential election was hel@enbia. The
leader of Democratic Party, Boris Tadic, has wothv&0.5%

majority in the second round of this election. Ny 2008

parliamentary election were held. The Coalitionr‘Enropean
Union”, led by President Boris Tadic, has clamettony. But,

the coalition has not won absolute majority. Thegatiated

with Socialist Party and parties of national mitied to make
up a new government. An agreement was reached anaiva
government was formed on Jufy2008. Mirko Cvetkovic was
elected as a Prime Ministér

3 Serbian Government (20@9, www.srbija.gov.rs
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3.4 The economy of Serbia

In the past decade, the economic development masgst
suffered under the regime of Slobodan MilosevicatTivas a
period of political isolation, economically conwet in
embargoes by United Nations and European Union. The
consequences of economic embargo were high unemplaty
and a loss of the sales markets. The economictisituen this
period of time was characterized with hyperinflatio
insolvency of bank and enterprise sector and bf&dsitmucture

equipment®’

The macro-economic situation in Serbia improveaificantly
after democratic changes in October 2000. Sinc®,28@rbia
has made major political and economic changes evithmain
goal — to catch a last train of transition. Thendes happened
in all areas of society life. Some of them werdoma of the
institutional framework, the trade liberalizatiomprovement
of business environment, social security, new egmpknt
policy etc. In the next section the main econonmdidators

will be presented.

37 Bank Austria Creditanstalt (2005), p.10
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3.4.1 Gross Domestic Products (GDP)

Table 2: GDP growth in Serbia, 2000-2007

Year GDP (USD GDP growth GDP per
million) rate (%) capita (USD)
2000 23429.8 5.3 3117.2
2001 11484.7 5.6 1530.6
2002 15107.6 3.9 2014.3
2003 19675.6 2.4 2630.2
2004 23710.5 8.3 3177.0
2005 25299.6 5.6 3400.1
2006 29491.6 5.2 3979.1
2007 40422.7 6.9 5476.2
2008 48813.0 5.4 6627.0

Table self-provided; Source: Statistical Officetled Republic of Serbia
(31.03.2010),_www.webrzs.stat.gov.rs

Since 2000, Serbian economy has experienced stabveth.
Over the past nine years, average annual gronehwas 5.2%.
The largest contribution to the GDP growth rateenactivities
from the service sector such as communications,tail,re
transport and financial intermediation serviddso, local food,

beverage and construction industries expandedlyapfd

At the beginning of the transition, in a periodre$tructuring in
the Serbian economy, decrease in total productes recorded.
That was reflected growth rate of the real GDP frad91 to
2003.

% Serbia Investment and Export Promotion Agency@48), p.8

32



According to the Statistical Office of the RepulicSerbia, in
2009, the total value of GDP, compared to 2008 wsha
decrease of 3%. Particularly, the largest increaseéDP was
recorded in the transport sector 8.1% and financial

intermediation sector 3.7%

3.4.2 Inflation

Figure 1: Total and core inflation, 2001-2008 in (%

45 1407

O Total inflation

@ Core inflation

2001 2002 2003 2004 2005 2006 2007 2008

Source: Serbian Chamber of Commerce (2009), p. 9

In transition countries, the reduction of inflatienthe primary
goal of economic reforms. All countries try to wed it on a
satisfactory level. The beginnig of the reform mexin Serbia
is characherized with high inflation. In 2001, ih#aton rate
was amounted 40.7%. In the past eight years, fiteion rate
is significantly reduced. The lowest total rateirffation was

% statistical Office of Republic of Serbia (2010\ww.webrzs.stat.gov.rs
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recorded in 2006 (6.6 %). The lowest core inflatieas 5.9 %
in 2002.

According to the National Bank of Serbia, the itifia rate in
2009 stayed below the projected level and amoutatekd.1%
(total inflation rate) and the core inflation wast%. The
reasons for low level of inflation ware: lower thampected
growth in agricultural product price, a decline pnocessed
food prices and slower regulated price growth. The
slowdown in total and core inflation continues egay 2010. In

January 2010 the inflation rate amounted to 4.8 %.

3.4.3 Labor market

Unemployment

The labor market in Serbia is faced with problerhgansition
which have accumulated during the past eight vyears.
Unemployment is high across all age groups. Acogydo the
National Employment Service, by the end of Decenf8
were 727.621 unemployed persons. Officially unerymplent
rate was 23.999%.

The following table describes the situation on léi®r market
by age at the end year 2008. As we can see ungmeid
affects the mostly the middle age population (31ydars). As

regards education, the largest share of total ufment in

“0 National Bank of Serbia (2009), p.9
“! National Bank of Serbia (2009), p.9
2 National Employment Service (December 2008), p.2
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Serbia has persons with completed high school, wimake up
53.49 % of the total number of unemplo$&d

Figure 2: Unemployment in Serbia by age, Decembe0R8

22.20% 1.20% 15.70% @ Under 18
m19-25
026-30
031-40
4150
24.40% @ Above 50

12.70%

23.70%

Figure self-provided,;
Source: National Employment Service of Serbia 80p.2

At the end of December 2009, there were 812.350
unemployment persons of which 54.11% or 439.545ewer
women. The officially registered unemployment raite
November was 25.70%

The latest data on unemployment, in the end of algn2010,
shows that the number of unemployed people inciease
amount 835.350 unemployed. The unemployment rate in

January was 26.50%

“3 See National Employment Service (December 2008), p
*4 National Employment Service of Republic of Ser{2a09), p.6
> National Employment service of Republic of Ser2010), p.6
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Earningsin Serbia

Average salaries in Serbia are low and ensure grosluctive
production. Total costs for employers amount 53%me level
in the CEE countrie§® The following figure gives us the
overview about average monthly salaries in theope#002-
2008.

Figure 3: Average net salaries per year in EUR

2008

402.7

2007

2006

2005

2004

2003

2002

Source: Serbia Investment and Export Promotion Agéh(2010), p.12

In the last seven years, the average net salargioag from
EUR 152 to EUR 402.7 in 2008 (salaries were in@danore
than 2.5 times)

“*Serbian Import and Export Promotion Agency (20p8R4
“" NOTE: Average salary for 2008 is taken from Braehwf Serbian
Chamber of Commerce (2009), p.9
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Industrial productivity

Figure 4: Industrial productivity growth rate, 2004-2008

2008

2007

2006

2005

2004

Industrial productivity grow th rate

9.10%

| 11.30%

| 10.20%

| 10.70%

| 12.50%

Source: Serbia Investment and Export Promotion 8g¢2009a), p.6

The skill level of the labor force in Serbia isleeted in high

increase of industrial productivity, average inseandustrial
productivity is 10.7% in the period 2004-2008.
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4. Foreign trade

Foreign trade is an important determinant of FOL0AFDI has
big impact on foreign trade. That is one circlettban be not
broken. Free trade with some countries definitetiraats
foreign investors. This means that the investassnfthe host
country can easily to export their products onettéght markets.
Serbia has a free trade agreement with Russiarrdtemdeand
through this agreement the foreign investors geegx to one

of the largest market.

Table 3: Trade turnover in USD million, 2001- 2008

YEAR EXPORT IMPORT
2001 1721 4261
2002 2075 5614
2003 2756 7477
2004 3879 10 935
2005 4 898 10 617
2006 6 428 13172
2007 8 825 18 350
2008 10 973 22 999

Table self-provided; Source: Serbian Chamber of @erce (2009),
p.11

After the democratic changes in Serbia in year 2@08trong
increase can be seen in Serbian foreign trade.rdogpto data,
showed in the Table 3, in the period 2001-2008&l t8erbian
foreign trade was increased by 5.7 times. The valuxport in

2008 was increased 6.4 times in comparison to 200y
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USD 1.7 billion to USD 10.9 billion. The value ahport
increased 5.3 times, from USD 4.2 billion to USD2Aillion.
Trade balance in year 2008 was negative and anubunte
USD.11902 million In the future, the main goal b&tSerbian

government will be to decrease a negative tradaniel

The following two tables give us an overview of I3an most

important partners in imports and exports.

Table 4: The major trading partners (Exports in 20(B)

Country Export in USD %
million

Bosnia and Herzegovina 1338.7 12.2
Montenegro 1287.3 11.7
Germany 1142.0 104
Italy 1128.5 10.3
Russia Federation 551.0 5.0
Others 5525.5 50.4

Table self-provided; Source: Serbian Chamber of @erce (2009),

p.11

Table 5: The major trading partners (Import in 2008)

Country Import in %
USD million

Russia Federation 3492.6 15.2
Germany 2704.4 11.8
Italy 2184.4 9.5
China 1829.2 7.9
Hungary 815.3 3.5
Others 11973.1 52.1

Table self-provided; Source: Serbian Chamber of @erce (2009),

p.11




According to data, presented in the Table 4, we =@ that
Bosnia and Herzegovina and Republic of Montenegeotlae
major partners in export of Serbia. That is expkdiecause
these countries are Serbian nearest neighborsexbth$as the
long tradition of trading with those countries. Théllow
Germany, ltaly and Russia with 10.4%, 10.3%, and &%
Serbian exports respectively. Other important etsppartners
are Slovenia, FYR of Macedonia, Austria, Croatiapfania etc.
This observation is contained in the gravity moadletrade. In
the gravity theory, the basic assumption is that dstance
influences foreign trade. If the distance betwwade partners
is enormous then the expected trade flows is lowr. the

countries it is cheaper to have trade with neaduntrie$®.

There is a different situation with import, Table Bussian
Federation is the most important import Serbiantnaar
Germany, on the second place, participates witB%1n total
import. Then follow Italy, China and Hungary wittb%, 7.9%
and 3.5% respectively in total import. Other impattimports
partners are France, Bulgaria, Ukraine, Bosnia and

Herzegovina, Romania etc.

8 Paas (2000), p.25
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Figure 5: The structure of exports according to pralucts
destination in 2008

Equipment,
9.20%

Consumer
goods, 26.20%

Reproduction
products,
64.60%

Figure self-provided; Source: Statistical officeS#rbia (2009)
www.webrzs.stat.gov.rs

Figure 6: The structure of imports according to pralucts
destination in 2008

Equipment,
16.80%

Consumer

goods, 22.20% eproduction

products,
61.00%

Figure self-provided; Source: Statistical officeS#rbia (2009)
www.webrzs.stat.gov.rs
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Table 6: Leading industries in the Serbian exportn 2008

Industry In percentage (%)
Rubber and Plastics 6.3%
Machinery and Appliances 6.8%
Chemical industry 9.5%
Food processing industry 14, 0%
Base metals 20.7%
Other 42.7%

Table self-provided;
Source: Serbian Chamber of Commerce (2009), p. 11

4.1 Foreign trade between Serbia and European
Union

The European Union is the main trading partneresb®&. The
EU participates with 54.3% in the Serbian’s totap@t and
with 53% in total import?

The Table 7 shows Serbian exports and imports ényiar
2007 and 2008 by geographical regions.

49 See Table 7
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Table 7: Serbian export and import by geographicafegion

Share in Share in
Exports in | Imports in USD total total
Region USD million million exports imports
(%) (%)
2007 | 2008| 2007 2008 2002008|2007|2008
Total 8824.810972.818553.622875.3100.0100.0 100.0100.0
EUROPE |8510.110523.315439.218900.3 96.4| 95.9| 83.2| 82.6
European UnioT4935.1 5953.5/10220.112188.6 55.9| 54.9| 55.1| 53.3
Other European, s c | 4560 8| 5210.1| 6711.7| 40.5| 41.6| 28.1| 20.3
countries
AFRICA 544 | 867 | 101.00 3191 0.6 088 o5 1.4
North Africa | 40.7| 66.0| 418/ 24783 0k o0l 02 11
Other African | 1571 507 | 592 718 01 o0p 03 03
countries
AMERICA |101.0| 833 | 640.3| 8230 11 08 34 36
North 87.3| 737 | 3993 5366 1.0 07 21 23
America
Central America, , o | 45 | 236| 315 04 00 oL o1
Caribbean
South 92 | 54 | 2173 2549 01 op 12 11
America
ASIA 153.1| 272.1 | 2359.9 28203 1.7 | 25| 12.712.3
Near and
Middle Eas; | 900 | 2016 77.5| 1176 1p 18 04 05
Other Asian | o3 | 705 | 2282.427027.9 0.7 | 0.6| 12.311.8
countries
OCEANIA
Polar 63| 73| 131| 125/ 01 01 o4 00
Regions
Australia, | g5 | 74 | 930| 125/ 01 o1 of oo
New Zealand
Other
countries 0.0 0.0 0.1 0.0 0.0 0.¢ 0p 00
of Oceania

Source: Statistical office of the Republic of Sar{fi4.7.2009),
www.webrzs.stat.gov.rs
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Serbian export in 2008 into the European Union W&D
5953.5 million and it recorded increase of 20.6%amparison
to the previous year (2007). Import from the Euarp&nion to
Serbia in 2008 was USD 12201.8 million and it alscorded
increase of 19.4 % when we compare it with year7200is
obvious that the total balance of Serbian tradéh wlie EU
countries was negative; we import more than we gxdde

reason for that is a lack of new products to affethis market.

4.2 Foreign trade between Serbia and Russia

As can been seen from the previous tables, Rusdiaei first
partner of Serbia in imports with the participatioh 15.2%,
and the fifth in exports with the participation 6f0%. The
economic cooperation between Russia and Serbiolhasing
characteristic¥-
* Agreement on free trade between Russia and Serbia
» Constantly deficit on our side
» Constant growth of exports and imports, inclusio@@
(in the first four months 2009 we can seen deangas
of exports and imports)
» Participation of energy with 80% in Serbian import

from Russia

% Serbian Chamber of Commera®, ( http://ino.komora.net
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Table 8: Trade turnover between Serbia and Russid{SD

million)
Year Export Import Total Balance
turnover

1990. 1197.1 1063.4 2260.5 +133.7
1991. 823.0 675.7 1498.7 +147.3
1996. 156.3 214.8 371.1 -58.5
1997. 176.3 439.5 615.8 -263.2
1998. 152.1 520.8 672.9 -368.7
1999. 72.9 211.2 284.1 -138.3
2000. 85.7 304.7 390.4 -219.0
2001. 79.5 664.9 744.4 -5685.4
2002. 90.7 777.2 867.9 -686.5
2003. 126.6 1023.3 1149.9 -896.7
2004. 157.7 1401.1 1558.8 -1243.4
2005. 225.8 1655.7 1881.5 -1429.9
2006. 314.1 2142.8 2456.9 -1828.7
2007 451.5 2625.9 3077.4 -2174.4

2008/04 194.4 1289.5 1483.9 -1095.1
2008 553.0 3488.7 4041.7 -2935.7

2009/04 95.6 727.0 822.6 -631.4

Source: Serbian Chamber of Commeltzg www.ino.komora.net

The total trade turnover in 2008 was USD 4.041,lfioniand

the amount has increased by 31% compared to ydarebe
The Serbian export to Russian Federation also dedomln

increase about 22% and it amount USD 553.0 millidhe

import also records an increase of about 31% andaithed
USD 3488.7 million. Despite the increase in impoatsd

exports, Serbia still has a negative balance thetraith Russia
and this amount was USD 2935.7 million 2008.

In the first four month of 2009, a total trade towver between
Serbia and Russia was USD 822.6 million and was #&hér
in comparison to the same period in 2008. ExpamfiSerbia

recorded a decrease of about 51% as compared foghiur
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months of last year and amounted to USD 95.6 milllmport
from Russia is USD 727.0 million and it also reeud
reduction of 44%.

The global economic crisis is the main reason Hierreduction
of trade turnover. Besides that, the decrease poita is the
consequence of the gas crisis in January thisgmait reduced
delivery of the coal and oil in the previous periodlhe
following tables give overview of the products thate

exported to Russia and imported from Russia.

Table 9: The most exported products to Russia

Product In percentage
floor covering and wallpaper 13.64%
composite floor slabs 11.64%
drugs for retalil 9.93%
paper, cardboard, coated, covered or plastic magse  6.33%
external pneumatic tires, for new passenger cars 42%.
crane on the fixed posts 2.39%
medicines containing other antibiotics, for resaile 2.39%
double maize hybrids and top cross "hybrid 2.36%
medicines containing the active substances 1.95%
bars and sections of copper 1.56%

Table self-provided; Source: Serbian Chamber of @erce (b)
www.ino.komora.net
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Table 10: The most imported products from Russia

Product In percentage
natural gas in gaseous state 50.74%
Crude oil, other 29.90%
urea 3.25%
aluminum raw unalloyed 2.05%
easy oil for processing in specific processes 1.58%
porous ammonium nitrate for explosives, othe 1.54%
propane, liquefied, other 0.98%
copper wire of cross section through a 6 mm 0.95%
carbon 0.58%

Table self provided; Source: Serbian Chamber of @erne (b)

www.ino.komora.net

4.3 Foreign trade between Serbia and Austria

In the previous period, Austria is seen as a on¢hefmost

engaged trading partner. In total trade with wontdterms of

imports Austria is on the eighth place (participatiwith 6%)

and in terms of export on the seventh place (ppdion with

5%)>" The development of trade turnover thought thes/ea

shown in the following Table.

*1 Statistical Office of the Republic of Serbia, wwyebrzs.gov.rs
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Table 11: Trade turnover between Serbia and AustrigUSD

million)
Year Export Import Total Balance
turnover

2001 33.56 125.81 159.37 - 92.25
2002 64.70 159.98 224.68 - 95.28
2003 88.27 226.79 315.06 - 138.52
2004 102.10 292.50 394.60 - 190.40
2005 118.50 253.70 372.20 - 135.20
2006 184.90 227.30 412.20 - 42.40
2007 301.40 601.80 903.20 - 300.40

Source: Serbian Chamber of Commeg)e (vww.ino.komora.net

The foreign trade between Serbia and Austria isadterized
by a constant growth imports and exports of gots,by a
constantly negative balance. In 2007, the totaderturnover
was USD 903.20 million, and compared with year 2006
increase was shown. Serbia imported more goods than
exported to Austria. The import value of USD 601n&@lion in
2007 was 110% higher in comparison to 2006. Theonnim
the same year was 57% of the total turnover, apoex3%:2
The main goal of the Ministry of Economy in Serl&to
decrease this negative trade balance by introduciew

products in Austria’s market.

2 Serbian Chamber of Commera {ww.ino.komora.net
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Table 12: The leading products in export and importn
2007

Export Import

Methanol (Methyl Alcohol) News paper
Copper products Ski lifts

Fuses Antibiotics
Machine parts Plywood panels
Cathodes and cathode parts Tram rails
Raspberries Processed plates
Electricity Copper wire
Constructions, construction parts Machine parts
Products of alloyed steel Rigips plates

Source: Serbian Chamber of Commei@aenww.ino.komora.net




5. Privatization in Serbia

Depending on the size and strategic importanceoofpanies,
the law provides different models of privatizatidhis either
public tender or public auction. The privatizatiah large
companies will be carried out by the PrivatizatAgency on a
public tender as a method. On the other hand, seradl

medium size companies will be privatized on auctfon

The institutions, authorized for process on prietion in the
Republic of Serbia are:

- The Ministry of Economy and Privatization

- The Privatization Agency

- Share Fund

The Ministry of Economy and Privatization defineglifical
framework for privatization in Serbia. The Privation
Agency is charged for promoting, initiating, cangi out,
safeguarding and controlling the process of praaion. “The
Share Fund is a separate legal entity to whicheshare
transferred and which performs the sale of thosaesh in
accordance with this law and the law that regul@itesShare
Fund of the Republic of Serbia®.

According to the Privatization Agency, in Serbiay@ar 2001
7.500 socially owned companies existed. In thisr ydee

privatization process began. The first results veeren in 2002,

3 The Privatization Agency of Serbia, http://wwwprs
** The Privatization Agency of Serbia, http://www\prs
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when are 212 companies sold (153 companies on qubli
auction, 11 companies by public tender and 48 comepaon
capital market). The realized selling price was.329 million
EUR. The amount of investment was 320.194 millicwREand

for social welfare 145.786 million EUR.

Also, in January 2002 a major investment tender tfoee
Serbian cement plants was completed: “Novi PopoGerhent,
“Beocin” Cement and “Kosjeric” cement plant. Thdesprice
for each cement plant was USD 52.5 million, USD890.
million and USD 35.5 million respectively. The buyeare
committed for additional investment in the amourDJ 85
million, USD 32.3 million and USD 29.7 million resgtively.
These were also the three largest foreign invedsneaugh

privatization in year 2002

The largest foreign investment in 2003 was priaion of
tobacco factory “Duvanska Industrija Nis”. The safgice was
EUR 387 million. The buyer “Philip Morris” (Hollandis
committed for investment in the amount of EUR 64n@8ion.
In the same year the major Greenfield investmeearbia was
realized. That was the investment of the Austriamgany,

OMV, in the sector of oil productior’

%5 See The Privatization Agency (2002) and Serbiaanitier of Commerce

(d), www.pks.rs
*% See Privatization Agency of Republic of Serbia0{2)) (2002a), (2002b),

WWW.Priv.rs
>" Privatization Agency of Republic of Serbia (2P08ww.priv.rs/
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Table 13: Privatization in Serbia, 2002-2009 (EUR
thousand)

Privatization |Summary|Summary|Success Selling Social
. Investment
method offered sold rate price program
Tenders 218 108 49.54 1.213.02R145.501| 276.689
Auction 2413 1716 71.11 1.098.028 229.4
Capital Market 653 545 83.46| 522.795 5.902
Total 3284 2369 72.13 1.454.054813.112 | 276.689

Source: The Privatization Agency Republic of Seraw.priv.rs

The table overviews the process of privatizatianrdy 2002-
2009 and shows that 2369 out of 3284 companies s@ck
through auction, tender and capital market with am® to
successful rate of 72.13%.

Figure 7: Number of foreign buyers in percentage

Number of foreign buyersin privatization process

0% 20% 40% 60% 80% 100%

u Foreign buyers fromSerbia and Montenegro

Source: The Privatization Agency Republic of Se(BR05),
WWW.priv.rs
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We can see from this diagram that a public tensiéhe most
attractive to foreign strategic investors. Foreiguyers are
mostly multinational companies. So far, more theh 1
multinationals companies invested in Serbia: PhMprris,
British American Tobacco, Titan, Lukoil, Galaxy, [mic

Sugar Industry, Holcim, Henkel, Lafarge etc.

The Privatization of social owned companies is he final
stage. The next stage is the privatization of lapydblic
companies. The first company which is sold to thesgtan

company “Lukoil” is “NIS” (NaftnaindustrijaSrbije).
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6. Legislative framework for investment

In the past few years, Serbia is rapidly improvesal
environment for FDI. The fact is that many lawdjieh are
related to the business environment, have beeregasace
2000.

The legal framework relevant for foreign investnsent
includes®:
* Law on Foreign Investment (enacted in January 2002,
amended in January 2003)
* Law on Free Zones (enacted in 1994, amended in 1996
and 2005)
« Law on Foreign Exchange Transactions (new law
enacted in July 2006)
* Law on Foreign Trade Transactions (enacted in
November 2005)
* Customs Law (enacted in 2003, amended in 2005)
» Set of privatization laws:
- Privatization Law (enacted in 2001, amended in
2003 and 2005)
- Law on the Agency for Privatization (enacted in
2001, amended in 2004)
- Share Fund Law (enacted in 2001, amended in
2005)
 Company Law (enacted in 2004)

8 Serbian Chamber of Commera} (www.pks.rs
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New Law on Securities and other Financial Instrutsien
Market (enacted in June 2006)

Law on Takeover of Joint Stock Companies (enaated i
June 2006)

Law on Registration of Commercial Entities (enadted
2004, amended in 2005)

Law on Concessions (enacted in 2003)

Insurance Law (enacted in 2004, amended in 2005)
Law on Value Added Tax (enacted in 2004, amended in
2005)

Bankruptcy Law (enacted in 2004, amended in 2005)
Law on Games of Chance (enacted in 2004, amended in
2005)

Energy Law (enacted in 2004)

6.1 Law on business companies

According to the “Law on business companiéshe following

forms of companies are allowed:

Corporation — general partnership
Limited company
Limited liability company

Joint stock company (public or private)

%9 Law on business company (2004), p.2
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General partnership (0.df°

According to the Law on business compaffi¢articles 53 —
89) the main characteristics of general partnerarep

* It is a partnership of two or more legal entitiewl/@r
natural persons

e Minimum Capital: No minimum equity requirement.

» Contributions in a General Partnership: partnery ma
contribute in money or in kind, including past ature
labor and services.

» Liability of partners: all partners are unlimitadhle for

the obligations of the general partnership.
Limited partnership (k.d) ®

According to the Law on business compaffi¢articles 90 —
103) the main characteristics of limited partngrsdme:
* It is a partnership of two or more legal entitiew/@r
natural persons
e Minimum Capital: No minimum equity requirements.
» Liability of partners: “general partner” is unlited
liable for all obligation of a partnership, whilérited
partner” is limited liable for the obligations onlg the

loss of his agreed contribution

®'In Serbian law o.d = general partnership

®1 Law on business company (2004), pp.21-32
®2|n Serbian law k.d=limited partnership

%3 Law on business company (2004), pp.32-35
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Limited liability Company (d.0.0)%*

According to the Law on business compaffiéarticles 104 —
183) the main characteristics of Limited Liabil@®pmpany are:
* It is a partnership of two or more legal entitiewl/r
natural persons as members of the company- maximum
50 members.
* Minimum Capital — basic capital may not be lesstha
EUR 500 in the RS equivalence
e Contributions in a Limited Liability Company:
members may contribute in money or in kind, inahgdi
past but not future labor and services.
* A member acquire share in the initial capital oé th
company in proportion of his contribution.
e The shares of the company may be transferred to
another member of the company or to a third part, i
which case other members of the company have pre-

emptive rights to acquire these shares.
Joint stock company (a.df’

According to the Law on business compaffiéarticles 184 —
346) the main characteristics of Joint Stock Corye:
» Setting up: One or more legal entities and/or rahtur

persons as shareholders of the company

® |n Serbian Law d.o.o=limited liability company

85 Law on business company (2004), pp.36-68

% RSD (Republic of Serbia Dinar) — Serbian DinaKational currency of
Serbia.

®"In Serbian Law a.d=join stock company

®_aw on business company (2004), pp.68-147
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* A Joint Stock Company may be closed or open (public
company.

* A closed company — a maximum of 100 shareholders.

* Minimum basic capital - EUR 10,000 in RSD counter
value for a closed Joint Stock Company and EUR
25,000 for a public Joint Stock Company

» Share Requirements — the nominal value of the share
may not be less than EUR 5 in RSD.

» Contribution of a shareholder's: shareholders can
contribute in money or in kind, but not in labor or
services.

* A public Joint Stock Company must have a Board of
Directors, while a closed Joint Stock Company must
have a single Director or a Board of Directors.

In Serbia, the most common company type is Limitedbility
Company. For starting such kind of company the ath&WUR
500 in RSD equivalence is required. Also, in additto these
types of companies, businesses can be registereBaas,
Insurance companies, Leasing companies, Representat

offices and Branches.

Banks

According to the Law on Banks of the Republic ofrife
(Articles 1-12):%°
* Bank must be founded as a joint stock company A ope

or closed.

% Law on Banks (2005), pp.1-7
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Bank founders may be one or more domestic and
foreign legal and natural entities, which provideds

for the equity capital of the bank.

Equity capital of the bank may take pecuniary aad-n
pecuniary form (assets and rights that are indhetfon

of bank’s operations).

Minimum capital requirement (pecuniary form): EUR
10.000.000 in the RSD equivalent value, as at the

official middle exchange rate on the day of itsipant.

Insurance companies

According to the Insurance Law (articles 1-49):

Insurance company must be registered as a Joink Sto
Company.
Setting up: two or more legal entities and/or reltur
persons
Minimum capital requirements:
- Life insurance— EUR 2 million in RSD
- Voluntary pension insurance — EUR 3 million in
RSD
- All types of life insurance — EUR 4 million in
RSD
- Non-life insurance
- Accident and voluntary health insurance — EUR
1 million in RSD
- Motor and railway vehicles total insurance and

obligatory insurance — EUR 2 million in RSD

% Insurance law (2007), pp.1-8
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- Other forms of asset insurance, risk insurance,
and other types of non-life insurance — EUR 2
million in RSD

- All types of non-life insurance — EUR 4 million
in national currency of Serbia (RSD)

- Reinsurance — EUR 4 million in national

currency of Serbia (RSD)

Leasing companies

According to the Law on financial leasing and Law o
Amendments and Supplements to the Law on Finaheeding
(articles 1-10)"*
* Leasing companies can be registered as A Limited
Liability or a Joint Stock Company
* The National Bank of Serbia issues an operatirenge
that is submitted to the Business Registration Agen
with other necessary documentation.
* Minimum capital requirements: EUR 100.000 in

national currency of Serbia

Representative Offices

This type of business can also be setting up ibi&ett is a
separate but legally dependent entity. A Repreteat®ffice
is an organizational part of “Mother Company” angerates
according to directives received from “Mother Comyga The

representative office has restricted activities aodhe of them

! Law on financial leasing (2003), pp.1-3
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are: activities of this representing the foundenpany, market
research, finding business partners and connetiemg to the
founder company. The representative office mustelgestered
to the Business Registration Agenty.

Company Branches

A company branch is an organizational part of theaganies,
domestic or foreign; but does not have a separagal |
personality. This business entity conducts busiaessities in
the name and on the behalf of the founder compamy.
accordance with the “Law on Registration of BusmEstities”

a branch is a registered entifyThe registration of each type of
the company is required in the Agency for Busirfeegistries.

6.2 Law on foreign investment

“Law on foreign investment” regulates foreign intreents in
Serbia. This law is adopted January' 02. Due to the fact
that the law was passed in thederal Republic of Yugoslavfa
and which does not exist any longer, the Serbiave@Gunent is
preparing a new law with main goal to improve ecuoim legal

and political environment for FDI.

2 Serbia’s expatriate site, www.expat.rs

3 Serbia Investment and Export Promotion Agera)y .siepa.gov.rs
" Federal Republic of Yugoslavia was State UnioSerbia and
Montenegro
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According to the Law on Foreign Investméntdrticle 2, the
foreign investor is a:

* Foreign entity located abroad

» Foreign natural person

* Local citizen with permanent residence or temporary

residence abroad for more than one year

Basic forms for FDI in Serbia, according to Artideand 5:

» A foreign investor can establish a new companyt@up
100% ownership);

A foreign investor can buy the shares of existing
companies;

* Obtain a license (concession) for the use of nhtura
resources, goods in general use or carry out gk taf
general interest, in accordance with the law

» Gets approval to build, exploit and transfer (BOUH&
Operate and Transfer) the building, plant or fagilas

well as infrastructure and communication facilitfes

According to the Law on foreign investment, Artic a
foreign investor is guaranteed national treatm&he foreign
company that invests in Serbia enjoins equal |st@tus and
operates under equal term as a domestic comparso, Al
according to the law, Article 9, a foreign inveshas full legal
security and protection under law in respect toritjets gained

by investment/

S Law on foreign investment (2002), p.1
® Law on foreign investment (2002), p.1-2
" Law on foreign investment (2002), pp.2-3
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7. Business in Serbia

The World Bank International Financial Corporati@gularly
publishes report called “Doing BusinesReforming through
Difficult Times”, in which the regulations that edfice
business activity are investigated. The reporteresindicators
on business regulations and property rights acrib88
economies that can be compared over time. Econoares
ranked from rank 1 to rank 183 on their ease ohgltiusiness.

Of course, rank 1 is the best rank for economy.

The report investigates regulation of several &smctivities:
Easy of Doing Business, Starting a Business, Degaliith
Construction Permits, Employing Workers, Registgrin
Property, Getting credit, Protecting investors, iRgyTaxes,
Trading across Borders, Enforcing contracts andsiGtp a

Business’®

The following table shows Serbian’s ranking among3 1

economies.

8 World Bank (2009), p.1
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Table 14: Serbian rank (Doing Business 2010)

Rank Doing Business 2010

Ease of Doing Business 88
Starting a Business 73
Dealing with Construction Permits 174
Employing Workers 94
Registering Property 105
Getting Credit 4
Protecting Investors 73
Paying Taxes 137
Trading Across Borders 69
Enforcing Contracts 97
Closing a Business 102

Source: Doing Business 2010, p.2

How to start a Business in Serbia?

The first step of business life is setting up a pany. In Serbia,

there are 7 procedures and it takes 13 days.

List of Procedures?°

1. Notarize the memorandum of association and leas&ract
at the Basic Court

2. Open a temporary bank account; pay founding slepo its
part and all other fees

3. Apply and obtain the registration certificateax t
identification number, pension fund (PIO Fund) addalth
Fund certificates, certify the signatures (threepies) for
opening bank account and register the employmentracts
with the Employment Organization at Business Reggst
Agency (SBRA)

9 See Table 15
8 World Bank (2009), p.7

64



4. Open a permanent business account with the cocrahe
bank

5. Make Stamp and seal

6. Register with local tax authority

7. Register the employment contracts with the Emmpknt

Organization/Fund

In the past three years, the government signifigantproved
the procedures of starting a business. The sigmific
improvements have occurred in a number of procedthat
firms go thought and in time required for a setting a
company in Serbia. The table below illustrates ehes

improvements.

Table 15: Starting a Business data

Doing Doing Doing
Starting a Business data| Business | Business | Business

2008 2009 2010
Rank / 108 73
Procedures (humber) 11 11 7
Time (days) 23 23 13
Cost (% of income per 8.9 7.6 7.1
capita)
Min. capital (% of income 8.0 6.9 6.1
per capita)

Source: World Bank, Doing Business 2010, p. 6
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Figure 8: Starting a business - global rank
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Source: World Bank (2010), p.8

According to this report, Serbia is ranked 73 &8 &conomies
for “Starting a Business”. New Zealand is the bestked
economy in this survey. Setting up a company is tdauntry
requires only 1 procedure and takes atay.

From the figure above can be seen that Bulgariayddda and
Hungary have better ranking in starting a busin@ss
comparison to Serbia. The company in Bulgaria nastplete
4 procedures for starting a business and it la8tsldys. In
Romania, starting a business requires 6 procedungsakes 10

days. Hungary has 4 procedures and it takes 4 tfays.

Djankov and authors are investigated the regulatfoentry by
start up companies in 85 countries. The main figdiras

showed that “even aside from the costs associatgd w

8 wWorld Bank (2009), p.9
82 World Bank (2009), p.9
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corruption and bureaucratic delay, business estgxiremely
expensive, especially in the countries outsidedpequartile of
the income distribution”. They also find that thée&vier
regulation of entry is generally associated witheager
corruption and a larger unofficial economy, but with better
quality of private or public goods”. The countriesth less
democratic and more interventionist governmentsuletg

entry more heavily’

8 Djankov et. (2001), p.26
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8. Investment environment

The answer on main question “Why invest in Serbid@l be
given in this section. A great help in writing dnst subject was
given me by SIEPA agency and their official wele sivhere
the reasons are presented and described in datad, the
agency provides all information’s about Serbian key
determinants for investments in their brochureschviare also

used for writing this part of the paper.

Serbialnvestment ané&xport PromotionAgency (SIEPA) is a
government agency and it was founded in year 208&.aim
of agency is to “support foreign companies forekseg to set
up or expand in Serbia and Serbian companies wieedang
business worldwide® As a central institution in the field of
foreign direct investment, the main task of the Ageis to
promote Serbia’s rapid improvement of businessati@rand to

enhance the FDI inflow in the country.

Some of the services offered by SIEPA

* SIEPA provide relevant information about investine
environment, investment incentives, investmentlated legal
framework

* Finding for the companies appropriate Greenfigldd
Brownfield site options;

* Assists in obtaining permits and licenses requbrg national

and local authorities

8 Serbian Import and Export Promotion Agenby, fvww.siepa.gov.vs
8 Serbian Import and Export Promotion Agency,(www.siepa.gov./s
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* Linking with local supplier companies and potahpartners

* Presentation of business opportunities etc.

8.1 Strategic position benefits

The location of a companies and production faesitbecomes
more important in the process of globalization. Tduack
delivery and competitive transport costs are tlasaas why a

company chooses the right country for their busines

In South East Europe, Serbia has a good geo-@blpiasition

because it is located on the cross-roads of Eurbpeught its

history Serbia has been a regional centre of basiaad trade,
the success mostly being due to its position atbegeast-west
and south—north trade roufs.

Serbia has a position on the intersection of the twery
important pan-European corridors No.10 and No.7 iafidks
Western Europe and the Middle East. Because ofithata
perfect place for companies which want to offeiirtipeoducts
in EU, SEE and Middle Eastern countries. Serbiarsfa great

transport potential, via River Danube, via railwaiy,or road¥’.

By using road connections from Serbia it is possiiol reach
the remotest parts of Europe, in less than 72 hdtre road
network of Serbia is 40.845 km long and the lergjthailway
network is 3.809 knf®

8 SRB invest , www.srbinvest.com
87 Serbian Import and Export Promotion Agency (2609.7
8 Serbia Investment and Export Promotion Ager@ywWww.siepa.gov.rs
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The road network and the railway system of Senbiprevious
years suffered due to low investments, but the Gowuent of
Serbia has been made a great effort to restructure
modernize road and railway network in the couniny2008,
public company “Serbian Railways” invested 200 imiileuros
into the repair of transport means. This company $igned
contracts with 43 international forwarding companiér
transport of shuttle container through pan-Europearidor®®

Serbia reaches other destination by air using ohdwo
international airports: Nikola Tesla Airport and sNi
International Airport.

Serbia has potential in area of the river trangpian. The
transport is possible on three rivers (Danube, aisd Sava)
giving a total of 959 km of safe navigable roufBlse length of
588 km of the River Danube represents the most tigedfor
transportation through the year. The internatia@alal Rhine-
Main-Danube allows barge traffic between the N@t#a and
the Black Sea but domestic canal Danube-Tisa-Danube
provides access to all Danube basin countries.Sdwa River
links following countries: Slovenia, Croatia, Bosniand

Herzegovina and Serbid.

8.2 Investment incentives

Many host countries have offered a set of investimaentives

to encourage the foreign investors to invest, faaneple

8 Serbian Import and Export Promotion Agency (2098)3
% Serbian Import and Export Promotion Agen(3008), p.13
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location, a specific industry, or simply to increasvestment
flow in general. The potential investors, who wamtset their
businesses abroad, consider the availability dédiht factors

such as financial incentives and takes rates.

Financial incentives

The Serbian Government adopted a “decree on terth an
conditions for attracting direct investment” in 20t permint
cash grants for Greenfield and Brownfield invesimia all
industries, except for trade, tourism, hospitaditg agriculture.
According to Article 3 “Sources and Purposes of daurfior
Attracting Direct Investment” the financial nonuetiable fund
may be used for projects in manufacturing sectsearch and
development sector and international servicies.-Mdmndable
funds are determined according to the type of itmest, the
number of new employees hired in three years peaiutl the

total score that a candidate makes for a projéct.

Investments in manufacturing sector:
* Available funds: starting at EUR 2.000, up to EUR
5.000 for each new employee,
* Minimum investment: between EUR 1 million and EUR
5 million, depending on the unemployment rate ie th
local municipality,

e Minimum number of new jobs created: 50.

1 Serbian Government (2006), pp.2-3
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Investments in international services:
* Available funds: starting at EUR 2.000, up to EUR
10.000 per new employee,
*  Minimum investment: EUR 0.5 million

e Minimum number of new jobs created: 10.

Investments in the R&D sector:
* Available funds: starting at EUR 5.000 up to EUR
10.000 per new employee,
e Minimum investment: EUR 0.25 million,

«  Minimum number of new jobs created: 1.

So far, with the financial incentives, the govermtnds
provided 10.756 new jobs and 38 foreign and locahganies

have already been approved for these non-refundadis®>

Tax incentives

From the investor's perspective, tax rate may heciat in
selecting countries for investment. Serbian corgopaofit tax
rate amount is 10% and is one of the lowest in @mg with
other countries in the CEE region. The followiable gives us

corporate tax rate overview in particular countries

92 Serbian Investment and Export Promotion (2008)3 p.
9 Serbian Investment and Export Promotion Ageriywww.siepa.gov.rs
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Figure 9: Corporate profit tax rate

Corporate Profit Tax Rate

Czech Republic ] ] 24%
Croatia | 1 20%
Hungary | 1 20%
Poland | ] 19%
Slovakia | ] 19%

Romania ] 16%

Bulgaria ] 10%
Serbia [T 10%

Source: Serbia Investment and Export Promotion Ag¢2009b), p.10

Tax Holiday

If a company invests in fixed assets approximaieby million

€ and it employs at least 100 employees duringrtiestment
period, then the company is exempt from corporatditptax
for a period ofl0 years, starting from the first year in which it

report taxable profit*

Tax Credits

The amount of tax due can be reduced by 20% oaitheunt
invested in fixed assets for the respective taxoperThis
reduction cannot exceed 50% of the total tax ligbibf a

current year. If not used entirely in the cours®é year, this

% Serbian Investment and Export Promotion Agenc§0@b), p.12
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tax credit can be carried forward for a maximumiqeeiof 10

years”

Personal Income Tax

Depending on different income sources personalnmectax is
payable by individuals: 12% for salaries, 20% futher
personal income. Non-residents employees pay tdx fon

income generated in Serbia. Serbia has lowestysedée in
comparison to its neighbor's countri8s The example for
salary tax rate in other surrounding countrieshisws in the

following table.

Table 16: Salary tax rate

Country Salary Tax Rate
Serbia 12%

Bulgaria 12% - 24%
Croatia 15% - 45%
Romania 16%

Slovakia 19%

Source: Serbia Investment and Export Promotion Ag¢R009), p.16

There are a few exemptions from salary tax. Formpte, if an

employer hires new workers on a permanent basis, th

% Serbian Investment and Export Promotion Agenc§0@ ), p.12
%Serbian Investment and Export Promotion Agency 9260 pp.16-17
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employer is exempt from paying salary tax over ftiiwing
period:*’
- 3 years salary tax exemptions
* For disabled persons
 For apprentices aged under 30 and registered as
unemployed with the National Employment Service
- 2 years salary tax exemptions
* For persons aged under 30 who have been regisasred
unemployed with the National Employment Service for
more than 3 months
* For persons aged 45 or older who have been regjster
as unemployed with the National Employment Service
for more than 6 months and receive salary

compensations.

Avoiding double taxation

The taxpayer is exempt from paying a corporatarneerbia if
he has already paid tax on the profit generatedaabrThe
same right has the taxpayer who earns revenue agyd p
personal income tax in another country, providedDwuble

Taxation Treaty with that country?

" Serbia Investment and Export Promotion Agency 8260 p.17
% Serbia Investment and Export Promotion Agency $260p.15
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Table 17: Double taxation treaties

Country In Effects as Country In Effects as

of of
Albania 2005 Latvia 2006
Belgium 1981 Kuwait 2003
Belarus 1998 Malaysia 1990
Bulgaria 2000 Moldova 2006
China 1997 Netherlands 1982
Croatia 2004 Norway 1985
Cyprus 1986 Poland 1998
Czech Republic| 2005 Romania 1996
Denmark 1981 Russia 1995
Finland 1987 Slovakia 2001
France 1975 Slovenia 2003
Germany 1988 Sri Lanka 1982
Great Britain 1982 Sweden 1981
Hungary 2001 Switzerland 2005
India 2007 Turkey 2006
Iran 2005 Ukraine 2001
Italy 1983

Source: Serbia Investment and Export Promotion Ag¢€n008), p.19

8.3 Trade benefits

One of the reason for choosing Serbia as an inwsgtm
destination can be its beneficial status that $dnbs in foreign
trade with other countries. The companies, whicimtwa do
business in Serbia, get access to all major mark8mme of
these agreements that Serbia signed with othertiwesimvill be

briefly described.
CEFTA AGREEMENT
The Central European Free Trade Agreement (CEFSAQ i

free trade agreement between non EU countries intréle
Europe and South-Eastern Europe. This agreemeidcesp
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bilateral agreements between individual countietheregion.
This agreement started from May 2007 and includes t
following countries: Albania, Bosnia and Herzeg@a/iCroatia,
FYR of Macedonia, Moldova, Montenegro, Serbia ahd t
United Nations Interim Administration Mission in Kavo. The
agreement creates a possibility for companies é&xepltheir
products in the free market of 30 millions peopBEFTA
membership ended when the country joined the EOmFL
May 2010, the companies which have their officeang of the
CEFTA countries will have the status of a domestimpany

with equal treatment for their product.

Free trade agreement (FTA) with Russia

Serbia signed a free trade agreement with Russi@ugust

2000 and it is unique out side of Cf8. This agreement
provided duty free trade of 85% of products listedCustoms
Nomenclature. The list of products is not covergd-hA and

it updates annually. Recently, (March 2009), a disproducts

was shorted and some products were excluded freentfade
regime. The current list includes meat, white suggmcose

syrup, sparkling wine, ethyl alcohol, cigars, cottgarns and
fabrics, certain types of furniture, motor vehickexl few other
products:®*

% Wien International (10.9.2007), www.wieninternati.at
190 The Commonwealth of Independent State (CIS)
101 Serbian Investment and Export Promotion Agef)y

WWW.Siepa.gov.rs
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SAA between Serbia and European Union

The Stabilization and Association Agreement (SAA} lbeen
signed year 2008. The implementation of this agergnis
important for Serbia since the free trade zone betwSerbia
and EU has been established. SAA has enable Serbigport
of all products from Serbia without customs andeotfees,
except baby beef and wine. The European Union bayet
started with formal implementation of this Agreermbercause
one of the EU members (Holland) opposes to usinghisf
agreement. Despite the opposition, Serbian prodietge
privileged treatment on the European marfet.

FTA with Turkey

Serbia signed a free trade agreement with Turkeyuwne 1,
2009 which is implemented from January 1, 2010. RWiRA

enable customs free export from Serbia to Turkisinket with
a population of 75 million. The liberalization wille achieved
in three phases until 2018

FTA with Belarus

Serbia and Belarus signed FTA on March' 2009 in Minsk.
The document signed by Minister of Economy and Bweai
Development Mladjan Dinkic and Foreign Minister Bélarus
Sergei Martynov. This document is an opportunitydoty free
export of products from Serbia to Belarus and fidetarus to

192 serpian Investment and Export Promotion Agermyww.siepa.gov.rs
193 serbian Investment and Export Promotion Agemgynvw.siepa.gov.rs
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Serbia except for some type of products such ashalc
cigarettes, used cars, and buses which will béaduarsubject of

taxation 1%

United States (U.S)

The trade between Serbia and the United Stateenducted
under the Generalized System of Preferences (GSWyre
than 4.650 products have preferential duty fretustacluding
most manufactured and intermediate goods, also apyim
industrial products and selected agricultural potsluCertain
sensitive goods, which include the most of texpleducts,
leather goods and footwear, are not eligible fotydu free
entry under GSP. The list of these goods is adjusstece per
year with input from U.S. industrié&

World Trade Organization (WTO)

Serbia is not yet member of the World Trade Orgaion
(WTO) but it is trying to become. Negotiations witNTO
started at the beginning of year 2005, and accgrtirDeputy
Prime Minister and Minister of Economy and Regional
Development Mladjan Dinkic Serbia expect the mersiigrin
early 2010. The membership in this institutionngortant for
EU accession?®

104 Serbian Investment and Export Promotion Agerg)yww.siepa.gov.rs
195 Serbian Investment and Export Promotion Age(2808), p.15
1% SEE biz (15.4.2009), www.seebiz.eu
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8.4 Human resources

Unique combination of high-quality and low-costIsket are
Serbian major competitive advantages in the globafket.
Serbia has highly educated, fast learning, mudfiled and IT
(information technology) literate people. The numbef
university graduates increase almost 15% annualtgraging
16.500 people yearf’

Attracting foreign direct investment (FDI) is oné tbe ways
that increases employment and accelerate the rafooountry.
The Serbian government has adopted the first raltion
employment strategy with three main goals: full eyment,
increase of labor productivity and social cohesion and
inclusion in the market work. As a part of thisaségy, the
National Employment Service has provided for poédnt
employers attractive incentive package, from subsitbr new
employment in underdeveloped regions to sharingpirehg
Costs.

197 Serbian Investment and Export promotion Agencp@4), p.67
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9. Foreign direct investments in Serbia

9.1 FDI in South East Europe (SEE)

In the past few years, the region of South Eastofeif®
became more attractive for foreign investors. Téason is a
geographical nearness to the core of Europe andoeuo

progress, which reduces risk of investment.

The SEE countries have made significant improvenmetgrms
of reforms, economic progress and foreign diregestments.
Main challenges in future period for these coustaee related
to further improvement of investment and businelssate
especially for multinational companies. The SEEHae@ffers
to the new investor's significant size of their kety good
infrastructure, highly skilled and qualify labor rée, and

competitive costs->°

In the following table will be present FDI inflow ithe SEE
region in the period 2002-2006.

198 SEE countries: Albania, Bulgaria, Bosnia and ldgmwina, Croatia,
FYR of Macedonia, Romania and Serbia.
199 5outheast European Investment Guide (2006), p.1
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Table 18: FDI inflows in SEE countries in USD millon,
2002-2006

Country 2002 | 2003 2004 2005 2006
Albania 135 178 334 26p 325
Bosnia and 265 381 606 394 428
Herzegovina
Bulgaria 905 2097 3448 2223 51712
Croatia 1213 2113 126p 1695 35p6
FYR of Macedonia 78 9% 15[ 1do 351
Romania 1144 2218 6517 6388 11394
Serbia 475 136 96p 1550 544

Source: United State Agency-International Developinie SAID)
(2010), p.25

In the region of Southeast Europe, in the grough Wdtoatia,
Bulgaria and Romania, Serbia is quoted as an imegst
destination, while Bosnia-Herzegovina, Albania, KEdania
and Montenegro are far behind. In addition, Serbgstered a
significant growth of investment since 2000. Fro®02 to
2006 the growth rate amounted to even 350%. Astdb&
shows, the foreign direct investments flowed intmfania and
Bulgaria which is due to the fact that in the okedr period
those countries were candidates for the entrytimoEuropean

Union. Albania and FYR of Macedonia have a low Hidlow.
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9.2 FDI in Serbia in Period since 2000

Serbia was not able to attract foreign investorsafeery long
period of time. The main reasons were unpredictaiid
unstable political and economic situation. But, cein2000
Serbia has developed into a stable democratic poumth
market economy and achieved rapid growth. The 8erbi
Government is fully committed to build an attraetibusiness
environment for foreign investors. For this purpoB®Il
regimes are liberalized and reforms in the legmhahave been
made. The table below gives overview of FDI in fhexiod
between 2000 and 2008 in Serbia.

Table 19: FDI in Serbia, 2000-2008

Year FDI (USD 000)
2000 50.252
2001 165.338
2002 475.454
2003 1.360.410
2004 965.690
2005 1.515.439
2006 4.264.380
2007 2.295.297
2008* 2.320.836
Total 13.348.146

Source: Serbia Investment and Export Promotion Agéin)
WwWw.siepa.gov.rs

* For 2008, only the first seven months, from Jagua July are
calculated.

As can we see, since 2000, Serbia recorded groimibre&ign
direct investments. In year 2000, Serbia has atda¢JSD
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50.25 million of FDI. In the following year, thatmount was
tripled (USD 165.338 million). The biggest infloaf FDI
occurred in 2006, when is Norwegian company “Tetépaid
USD 1.513 billion for “Mobi 63” (a domestic compaity area
of telecommunication)!® Then the amount of FDI was USD
4.264 million.

FDI by countries

During 2000-2007, a bulk of FDI came from Europé&amon.

Austria, Greece and Germany are on the top ofishe |

Table 20: Net FDI in cash by countries, 2000-2007

Country Investment Country Investment
Value (USD Value (USD
000) 000)
Austria 2.157.972 Italy 268.058
Greece 1.368.981 Switzerland 223.390
Norway 1.550.565 Montenegro 209.288
Germany 1.389.108 Croatia 153.259
Netherlands 553.357 Bulgaria 112.013
Slovenia 543.250 USA 78.073
France 425.273 Slovakia 66.221
Luxembourg 369.507 Latvia 52.920
Hungary 322.449 Israel 48.867
Great Britain 280.485 Belgium 47.701

Source: Serbia Investment and Export Promotion Agd¢m)

WWW.Siepa.gov.rs

Austria and Greece were the major investors ini8erer the
past seven years. FDI inflow from Austria accourdedr USD

110 see Privatization in Serbia” Bhapter of this paper
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2 billion and from Greece more than USD 1.3 billiénlarge
part of Austrian investments flows into the servieector:
construction,  trade,  accommodation, transport and
communications, credit and insurance, real estatdgjng and
business servicés! Greece’s companies invested mostly in the

banking sector.

FDI by industries

Table 21: Inward FDI by industries, 2004-2007

Industry Total Investment
(USD 000)

Financial Intermediation 3.850.600
Transport and telecommunications 2,284,276
Manufacturing 2.111.239
Wholesale, retails, repairs 1.454.873
Real estate, renting 1.255.575
Construction 248.943
Hotels and restaurants 66.537
Agriculture 53.342
Mining and quarrying 38.049
Electricity, gas and water 2.970

Source: Serbia Investment and Export Promotion &gd¢m),
WwWw.siepa.gov.rs

Analyzing foreign direct investments by industrigs, the
period of 2004-2007, the investors are mostly egerd to
invest in the service sector. The financial se¢Banking and

Insurance) recorded the largest growth, over USEB Billion

11 Sjeber (2006), p.619
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were invested, followed by transport and telecomigation
with investments of USD 2.28 billion and USD 2.1illidn in

manufacturing. Generally speaking, the Serbiankatars
interesting for foreign investors because it cow@rs markets
of the countries in the region — Bosnia and Herzeawg

Croatia, and FYR of Macedonia.

Some of the biggest foreign investors in bankingtemeare
Banca Intesa (ltaly), Credit Agricole and Societen€rale
(France), HVB Bank (Germany), Erste Bank and Barik o
Austria (Austria), Eurobank EFG and Pireus Bankegee) and
others. The Ilargest investments in the sector of
telecommunications are investments from Telenorniidy)
and Mobilkom (Austria).
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9.3 Leading investors

Table 22: Leading foreign investors in Serbia, 2062009

Investment Investment
Company Country Industry tvpe amount
yp (EUR mn)
Telenor Norway Telecommunicatiofrivatizatior] 1.602
Galt\fgfrtom Russia Energy Privatization 947
Ph|I|_p USA Tobacco Privatization 611
Morris
Mobilkom Austria TelecommunicationsGreenfield 570
Intesa . L
Sanpaolo Italy Banking Acquisition 508
Stada Germany Pharmaceutical Acquisition 475
AB InBev Belgium Food Acquisition 427
National
Bank of Greece Banking Privatization 425
Greece
Mercator Slovenia Retail Greenfield 240
Fog(illarla Italy Insurance Privatizatign 220
Lukoil Russia Energy Privatization 210
Airport City Israel Real Estate Greenfield 200
Belgrade
Blok 6 ! Austria&Serbig Real Estate Greenfield 180
Associates|
Holcim Switzerland Construction Privatization 170
OTP Bank Hungary Banking Privatizatipn 166
Carlsberg Denmark Food Acquisition 152
U.S. Steel USA Metal Privatization 150
METRO )
Cash&Carny Germany Wholesale Greenfield 150
Coca - Colg USA Food Acquisition 142
Lafarge France Construction Privatization 141

Source: Serbia Investment and Export Promotion Agd¢m)
WWWw.Ssiepa.gov.rs
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The largest foreign investor in Serbia is the Naiap
company Telenor, which bought mobile operator “M6BB”
in the process of privatization. The total investineas EUR
1.602 billion.

Gazprom Neft (Russia), the second largest invesiought
51% in state owned Petroleum Industry of SerbiaS™Nfor
EUR 947 million. Of that amount EUR 400 million wiascash
and rest in investments. As a part of this deap@ km (248
mile) long South Stream gas pipeline will be bulitough
Serbia. This investment amounts another 2 billiors.**?

Philip Morris (USA) invested in Serbian tobaccoustty. This
company bought “Duvanska Industrija Nis” for EUR 161
million through a process of privatization.

The Austrian company “Mobilkom” invested in the rthi
mobile operator in Serbia with amount of EUR 570liam.

Also this is the largest Greenfield investment anlfa to date.

Intesa Sanpaolo has entered in banking sectornyuyerbian

Bank “Delta banka®*®

12 The Privatization Agency, www.priv.rs
3 The Privatization Agency, WWw.priv.rs
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10. Austrian foreign direct investment

10.1 Austrian FDI in South East Europe

Austria plays an active role as an investor in SieHntries.
The Austrian companies invested more and more meaei
year in this region. The activities of Austrianniis can be
explained by geography but also by cultural antbhisal ties.
The recent investments in Croatia, Bulgaria and &uenare
concentrated in finance and oil processing. Alni&o of all

Austrian investments in this region are allocatefiiance!**

Austrian’s active FDIM®increased in recent years. The total
value of Outward FDI in 2004 was EUR 49.6 billiondain
year 2005 it reached EUR 7.5 billion. Up to 200% targest
part of FDI was invested in the countries MOELE'%At the
same time, Austria began to invest in South easbpgaan
countries, especially in Romania and Bulgaria. Ha period
2003-2005, Outward FDI increased in these countrfiesn
EUR 0.2 billion in 2003 to EUR 1.3 billion in yeap05*’

114 Altzinger, W. (June 2008), p.3

115 Active FDI is investment in foreign country.

16 MOEL 5: Poland, Slovakia, Slovenia, Czech Repultliengary,
17 Sjeber S.(6/2006), p.614

89



Figure 10: Austian FDI (1992-2005)
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Source: Altzinger, W. (2008), p.2

As shown in Figure 10, Austrian FDI increased ggipnn
CEE!®In 1992, the total amount of investment was EUR 1.
billion and has increased up EUR 24.4 billion irD20which
accounts for 43.6% of total investment. The shdrAuwstrian
FDI in the EU countries is considerably high 33.8%total

investments!*®

The survey of motives for Austria’s FDI in Centeald Eastern
Europe has showed the dominance of market-drivetora Of
the all factors the Austrian companies have higiked just a
few factors: “market potential’, “customer proxigiit and

“export base”. The mentioned factors are of paldicu

18 entral and East Europe (CEE): Poland, Hunganyesiia, Slovak
Republic, Czech Republic, Albania, Bosnia and Hgozéna, Bulgaria,
Estonia, Croatia, Latvia, Lithuania, Moldavia, Ramizg Russia, Serbia,
Montenegro, Slovakia, Ukraine and

Belarus.

19 Altzinger, W.(June 2008), p.2
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importance for the following industries: financedansurance,

trade and petroleum and chemickfs.

10.2 Mobilkom Austria

Mobilkom Austria is part of the Telecom Austria @m The
company is founded in year 1996 and since therbbas the
driving force on Austria mobile market. The coresimgss of
the company includes all aspects of mobile comnatimn:
from telephoning to data transmission with broadbemernet
access. Also the company is active in the markeMe
commerce: the easier and convenient purchase oflenaid
payment for goods and services. Therefore theydedithe A1
Bank and became shareholders of paybox Adétria

Three things that have made Mobilkom Austria as ohée
leaders on Austrian market &

» Excellent service

* No compromise in quality

« Permanent innovation

The strategy in future would té
» To secure position as market leader
* Value enhancement thought acquisition
» Cost structure optimization

* To increase efficiency

120 Alzinger W. (1998), pp.11-12

121 Mobilkom Austria ) www.mobilkom.at
122 Mobikom Austria b) www.mobilkom.at
123 Mobikom Austria b) www.mobilkom.at
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VIP MOBILE, Austria

Vip mobile is a member of Mobilkom Austria grouphieh has
18.9 million satisfied customers in eight countiieshe region
and is known as a leader in innovations for it surlly
develops new technologies and services and the fos

introduce them into the markét?

The following mobile communications providers arbet
members of Mobilkom Austrt&>

* Mobilkom Austria (Austria),

* Vipnet (Croatia),

* Si.mobil (Slovenia),

* Mobilkom Liechtenstein (Liechtenstein),

* Mobiltel (Bulgaria),

* Vip mobile (Serbia),

* Vip operator (Macedonia) and

* Velcom (Belarus)

“The common goal of the group is a better mobilkure, in
which technology gives time for the important thenig life!
The key principle, however, is that the market desi This
strategy is pursued out of respect for the groulferent
markets. The companies in the Mobilkom Austria gralo
what the markets suggest will best meet local enete' needs.

This is why Mobilkom Austria group has decided {iken our

124\/|P Mobile (@) www.vipmobile.rs
125VIP Mobile (@) www.vipmobile.rs
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major competitors - to keep each country's stroogall

brand.*?®

Table 23: Revenue of Mobilkom Austria, 2007-2009

?’é%bgkr%mi gr:‘)sma group 2009 | 2008 | 2007
Revenues 3,205.5 3,390.9 3,0351
Adjusted EBITDA 1,246.3 1,340.6 1,177.6
Operating income 255.1 689.3 637.5
Customers (in thousands) 18,745.4 17,8083.4 15,449.0

Source: VIP Mobilelf), www.vipmobile.rs

Partnership between VIP mobile and Vodafone

At the beginning of 2003, the Mobilkom Austria Gpwhose
VIP is the member, has signed partnership contveith

Vodafone. The companies operate independently thet
portfolio of the products and services has beearedf jointly
to the customers. In that way the customers gebéise of both
companies. Due to this strategic partnership withdafone,
VIP was the first mobile operator in Serbia thataduced the

Blackberry telephone from Vodafone at the end @728’

126v/IP Mobile (@) www.vipmobile.rs
127yIP Mobile () www.vipmobile.rs
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Why Serbia?

The Mobilkom Austria decided to move into Serbidgeaf
serious research of the Serbian telecommunicatroasket.
Their findings concluded that the market had anebewt
potential. In December 2006, the Mobilkom Austoecame
the owner of the third mobile telephone licens&erbia. The
company paid EUR 320 million plus one euro for tise and

that was the biggest Greenfield investment in Sesbifat®®
Until 2007, in Serbia were only two mobile operatand Vip
mobile has seen a chance by offering to the custmere
choices and lower prices to get the large parteobi@n market.
On June 8 2007 “Vip mobile” started with work. The sales of
the first SIM cards began a few days later, on Jife2007 in
16 Vip own stores in the biggest cities of Serfra.

| nvestments

“Vip mobile” invested EUR 264.3 million in three aes of

operations:
* Inyear 2007 99.4 million EUR
* Inyear 2008 92.8 million EUR
* Inyear 2009 72.1 million EUR

The investment was in network expansion, purchaseé a

implementation of sophisticated equipment, operh&yr own

128\/|P Mobile d) www.vipmobile.rs
129/IP Mobile (d) www.vipmobile.rs
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shops across Serbia, education of employees anketimay
activities. Offering a real alternative to the amsers in terms
of prices and quality service, after 20 months pérations,
“Vip mobile” had overone million active subscribers and more
than 10% market share. This is the stand for tlleagrMarch
2009."%°

VIP mobile employs 445 people directly in the compand
1.500 people are indirectly employed through lopattner

companies®*

10.3 OMV

About OMV

OMV was founded in year 1956 and it is Austria'sgést
industrial company and the largest oil and gas giauCentral
Europe. The company operates in 13 Central European
countries and Turkey in the Refining & Marketinggseent,

and in 20 countries on five continents in segmemt o
Exploration & Production. The company has overfp2trol
stations in 13 countries of the region.

OMV has an interest in leading chemical and petoubal
plants - 50% AMI Agrolinz International GmbH and%5of
Borealis A / S, one of the world's largest manufest
poliolefina. Also, OMV owns 51% of the leading Ramen oil
and gas company Petrom SA, 45 % BAYERNOIL

130v/IP Mobile d) www.vipmobile.rs
131VIP Mobile (d) www.vipmobile.rs
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Raddineriegesellschaft mbH, 10% in the Hungarian
petrochemical group MOL, 50% in EconGas and 41.58%

Petrol office’®?
OMYV Serbia

OMV was established the Serbian company “OMV Sedbia’
in 2001. In 2002, the first OMV petrol station wagened in
Serbia. The main activity of “OMV Serbia doo” istrade with
oil and oil products through its 55 petrol statiamsSerbia with
a market share of 10%. The main competitor at thddnevel
is SHELL and competitors in Serbia are “NIS Petrdlukoil”,

"Hellenic Petroleum" and "Mol*33
I nvestments and future plans

Since 2001, OMV has invested more than 50 milli&wREand
plans in future to invest additional 200 million RWvhich will
create more than 4.000 new jobs. The future plar@erbia are
to have between 80 and 100 petrol stations by nideoé year
2010 and to capture 20% share of the Serbian m&tket

1320MV (a), www.omv.rs
133 See Biznis novine (25.3.2008), www.biznisnovineaco
134 See Biznis novine (25.3.2008), www.biznisnovineaco
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Table 24:Turnover results in EUR million

Year 2004 | 2005 | 2006 2007 | 2008
Revenue| 9.829 | 15.580 | 18.970| 20.042| 25.543
EBIT 975 1.958 | 2.061 | 2.184 | 2.340

Source: OMV (2008), www.omv.rs

OMV Serbia directly employs 33 people and 1.200 pteo
indirectly in the OMV petrol stations in the countrThe

average investment with the land and the constmuaif each

petrol station is approximately worth EUR 2 milliodMV is

the largest greenfield investitor in Serra

1350MV (2008a), www.omv.rs
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11. Conclusion

Foreign investments can complement capital formatio all
countries. In transition, the countries reportedclaronic
shortage of own capital, managerial skills, modechnology
and export channel. These countries do not haveldhgestic
savings from which they could finance own developtme

The President of the Serbian Chamber of CommeragsM
Bugarin, said that economic development of Serhramot be
achieved without foreign direct investments. He haked that
direct foreign investments do not increase Serhil@bt to
foreign countries, and contributing to the growttprduction,
exports, employment, living standards and competiiess of
the domestic economy, as well as developing of rikee

companie§®

Since 2000, FDI in Serbia has noted a big expandiba peak
was in 2006 when the inflow of investment has aultesf
investment the major companies such as “TelendPhilip

Morris” and “Mobilkom Austria”.

Although Serbia has recorded increase of foreigrecti
investment its potential is still untapped. Serisidhe biggest
market of all countries of the former Yugoslavias Already
stated, Serbia offers a good business environngadgd tax
system compared to the other countries and a dhdleor force.
Of course, there is enough space for further imgmoents. The

136 B92 portal (1.4.2010), www.b92.net
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critical points are the low credit rating of Serbéabad image,

the bureaucracy and corruption.

The goal of this work is to describe investmentiemmment in
Serbia and to give overview of foreign direct invesnt in this
country in the past few years. The largest paRDF flow into
Serbia through privatization process. The investans the
multinational companies. They are primary motivatéh
skilled labor, low operating costs, saving on tporgation

costs, trade benefits etc.

Serbia has experienced an accelerated economidigtbanks
to the high level of FDI. Mostly the service sectorSerbia
attracted the foreign investors, especially bankiagd
insurance sector. The banking system, before ye@f,2had
crashed with hipper inflation; people had littlenidence in
the banks. Since 2000, the banking sector in Sédsachanged.
The new banks and insurance companies have appaarthe
Serbian market such as Bank Austria, Erste Bankfeisen
Bank, Eurobank EFG etc.

The future plans of the Serbian government is é&ater strong
economy, further improvements in business and inwverst
environment, full employment, higher living standlaof
Serbian citizens and further economic growth. Mwisall, the
primary strategic goal of the Republic of Serbiafui EU
membership and that is something that Serbia antig®e
society still aiming. Serbia is officially appliedor EU
membership on December™2009. “I welcome this historical

step for Serbia. It reflects the Serbian governisestrong
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determination and the broad popular for EU membersh
Serbian membership is important not just for Sertig for the
region as a whole. This is an important additionthe EU
family”, said Fredrik Reinfeldt at a press conferefl’.

137 Swedish Government Offices (22.12.2009), www.s8260
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V Abstract in German

Direktinvestitionen  spielen eine wichtige Rolle in
Transitionslandern, da sie das notwendige Kapitat f
Wachstum und Entwicklung mitbringen. Im Gebiet des
sudostlichen Europas, hat der Zustrom der auslémelis
Direktinvestitionen in den letzten Jahren eine B
erfahren. Dieses Gebiet ist fur Kapitalanleger aislen
Grinden attraktiv geworden: wirtschaftliche und itmsxhe
Stabilitat der Lander, niedrige Produktionskostenedrige
Arbeitskosten, Zugang zu neuen Markten usw.

Das Ziel dieser Arbeit ist einen Uberblick tbeslkindische
Direktinvestitionen in Serbien zu geben. Die Artbeginnt mit
den theoretischen Aspekten von Direktinvestitionenden
Definitionen und die Typen der direkten Auslandsstitionen.
AulBerdem werden einige  Wirtschaftstheorien  Uber
Direktinvestitionen vorgestellt. Der zweite Teil sdeweiten
Kapitels beschéftigt sich mit den wichtigen Detgramten der
Direktinvestitionen, den Motiven fir solche Invésinen und

schliefRlich den Vorteilen und Kosten von Direktiatrionen.

Das Kapitel 3 gibt Information Uber Serbien. Dapkea fangt
mit den allgemeinen Informationen Uber das Land dann
werden die politische und wirtschaftliche Lage sowdlie

Entwicklungen in den letzten paar Jahren erlautert

Kapitel 4 prasentiert die Aul3enhandelsdaten zweisc®erbien

und zwei wichtigen Handelspartnern, der Européaisdideion
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und Russland. Daten Uber den AuRenhandel mit @sgtbrr

werden separat prasentiert.

Kapitel 5 befasst sich mit dem Privatisierungspsszen
Serbien. In diesem werden Daten Uber die Privatisg im
Zeitraum 2002-2009 dargestellt.

Kapitel 6 stellt die gesetzlichen Rahmenbedingungim

auslandische Direktinvestitionen in Serbien dar.

Kapitel 7 befasst sich mit der Prozedur der
Unternehmensgrindung in  Serbien und welche Position
Serbien im globalen Ranking in Bezug auf den Aufavear

Unternehmensgrindung einnimmt.

Kapitel 8 stellt die Grinde fiur Investitionen inrBien dar.
Dieses Kapitel versucht zu erklaren, warum Serbias
erfolgreichste Land in Studosteuropa in Bezug asfaadische

Direktinvestitionen ist.

Im Kapitel 9 wird ein Uberblick uber auslandische
Direktinvestitionen in Serbien gegeben. Es zeigtigtische
Daten der Lander mit den gréf3ten InvestitionerSerbien,
Daten uber die Zahl von auslandischen Direktintiesten in
den verschiedenen Industrien und schlie3lich diehtigsten

Investoren.
Kapitel 10 behandelt Osterreichs Direktinvestiéion Erstens

werden Osterreichs Investitionsleistungen in Stedospa und

folglich die in Serbien dargestellt.
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Schlief3lich werden persdnliche Anmerkungen und=eaixit im

Kapitel 11 gegeben.
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