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1. INTRODUCTION

1.1 GENERAL



The Serbian financial services market started to be regulated in the early 1990s indicating the general trend of liberalization during very early stages of transition towards a market economy. The initial positive developments were followed by the political and social disturbance and the economic downturn caused by hyperinflation, war and isolation from Eastern Europe and the rest of the world.

The development processes that followed the political changes in 2000 further enhanced the necessity for thorough legislative development capable of satisfying the needs of a growing financial services industry. 

The privatization of the former so-called socially owned companies and the recent issuance of state bonds to owners of foreign currency savings seized in the early 1990’s resulted in the interest of the general public in trading with marketable securities. As a result of privatization and distribution of state bonds, many individuals became actual and potential participants in the capital market. It is however a notable fact that despite the growing interest of the public for the securities trading, the stock exchange is still not the part of average citizens’ everyday life and a serious effort has to be made to educate the general public in these issues.

1.2 RECENT DEVELOPMENTS

In the past decade, although the planned economy concept was abandoned, a true capital market was not established. Apart from some cosmetic changes during that period, no significant changes were made towards the free functioning of the capital market. 

However, after the Milosevic regime was overthrown in October 2000, significant efforts were made to improve the financial institutions and the capital markets on the whole. 

Several laws relating to the financial institutions and capital market were passed and there are several laws in this area to be passed in near future. In this review we shall, firstly, outline the significant recent developments in the area and comment on some of the regulations, namely the Law on Securities and the Capital Market passed late last year, being the most important one. Further we will discuss the regulations to be passed within the forthcoming few months and other factors relevant for the proper functioning of the capital market.

1.2.1 What has been done to improve the capital market ?

There were four key changes, recently performed, which constitute the institutional framework of the capital market. They are as follows:

(i) The Law on Securities and Capital Market

(ii) Regulations regarding long-standing foreign currency savings

(iii) Changes to the tax system

(iv) Accounting and Audit Law 

The Law on Securities and Capital Market. The new Law on Securities and the Capital Market was passed by the Chamber of Citizens of the Federal Assembly on November 27, 2002. It entered into effect on December 2002 and was to take effect on June 1, 2003. However, the participants in the capital market are still not prepared for the implementation of the new law, hence the Assembly postponed the implementation of the Law until October 1, 2003.

According to this Law, securities are defined to include shares, debt securities, warrants and certificates of deposit. The currency of issuing all types of securities, with the exception of debt securities, is the YU dinar. Certificates of deposits (bonds, state notes, treasurer notes, commercial notes, and certificates of deposits) may be in foreign currency. Securities can be issued by legal persons, the federal state, the National Bank of Yugoslavia (now the National Bank of Serbia), a member republic, an autonomous province or a city. A foreign legal person is entitled to issue securities on the Serbian market in the same manner as a local legal person, on  the condition of reciprocity.
The Law defines the following legal persons as authorized to deal with securities: broker-dealer association, stock exchange, off-exchange market, the central registry and authorized bank, which has an appropriate permit issued by the Securities and Exchange Commission. Authorized dealers of securities are the following physical persons: brokers, portfolio-managers, investment consultants and financial analysts. The Law also defines the prospectus content, what a legal person, i.e. securities issuer, is obliged to supply before an initial public offering of securities. The prospectus must contain information on the issuer and the emission, the issuer's legal position, his property and liabilities, financial situation, business and development policy and perspectives on the financial market, as well as other information that will enable investors to gain insight into the rights that originate from the securities they buy. The Securities and Exchange Commission is entitled to demand the issuer to particularly emphasize certain information in the prospectus, but it is not responsible for the accuracy and completeness of that information. In the case where incorrect or incomplete information is contained in the prospectus the issuer of the securities is obliged to compensate for any damage incurred by the investor. 


Furthermore, the Law does not mention anything relating to the eventual role or participation of foreign brokerage companies on the securities market. 

There is no doubt that the Law represents a break-through in the area of financial instruments and capital markets. Nevertheless, it is clear that some provisions need to be amended such as those regarding the transformation into the joint stock company from other types of companies and the incorporation of the central registry and the privatization registry into one registry. Namely, the central registry will be transferred from the National Bank of Serbia (the NBS) to the Belgrade Stock Exchange (BSE) and will be joined with the privatization registry.

Naturally, some issues are controversial and are still to be determined, such as:

(i) the issue of open and closed corporate entities. For example, it is not effective for an open company to go through the BSE every time when a change of status is  in question, but nor is it effective either that closed companies change their capital or  ownership structure without the knowledge of  third parties

(ii) obligatory trade of securities on the BSE
(iii) the issue of mutually affiliated companies
(iv) the question of supervision; there are tendencies that the supervision of the capital market will be joined with the supervision of  insurance companies and pension funds. Namely, it is almost certain that the supervision of insurance and pension funds will be joined in one Agency, and it is still disputable whether to include the Securities and Exchange Commission in such monitoring Agency.

Regulations regarding long-standing foreign currency savings. In the early   1990’s the state seized all the citizens’ foreign currency savings that were deposited in banks. For the past decade, citizens were unable to use their seized savings in any way. In 2002, the state passed the Law on Regulating the Public Debt of FRY (now Serbia and Montenegro) based on the Foreign Currency Savings. The law regulates in detail modus by which the state will return the citizens’ foreign currency savings, seized in the 1990’s. It was determined, by the Law, that the actual public debt of Serbia and Montenegro, regarding the foreign currency savings, amounts to € 4.2 billion. As Serbia and Montenegro does not posses such amount, the state issued bonds to the owners of foreign currency savings, with  due dates between 2002 and 2016. The issuance of these bonds advanced the interest of the general public for trading with marketable securities, and improved the functioning of the capital market. The value of the bonds on the market varies, depending on the due date of the respective bond. For example, the value of the bond with its due date in 2004 may be up to 95% of the nominal value, while those bonds with its due date in 2016 may value around 32-35%.
Tax. New tax regulations were laid down by the Assembly on 26.11.2002, to carry out the second stage of tax reform. These regulations have a significant impact on doing business in Serbia and Montenegro for both domestic and foreign companies.

· Amendment Law to the Corporate Income Tax Law

The purpose of the amendments to this law is to stimulate investments, employment and create employment. Key changes are as follows: 

1. the corporate income tax rate is reduced from 20% to 14%; this provision took effect commencing from 1st January 2003; 

2. in the case of investment in fixed assets within the scope of registered activities (except for cars, furniture, carpets, paintings and the like), a taxpayer is entitled to an investment tax credit of 20% (previously 10%) of the investment made in the current tax year, but not exceeding 50% of the taxpayer’s tax liability before the credit; moreover, the unused share of the tax credit can be transferred within the subsequent  10 years (5 years according to the old Corporate Income Tax Law).
3. a reduction of corporate income tax of 100% (previously 40%) of gross salary is foreseen,  for each newly employed person (who is employed for an indefinite period of time); in addition, the condition of downsizing is now interpreted only as  dismissal of the employee by the employer. Therefore, a company can use this kind of tax credit within the period of 2 years, only if it did not terminate the employment of the within 12 months, and in the amount of 100% of gross salary of every new employee.

4. There are nine new provisions under the title Investment Incentives, which provide new tax relief, but articles 50a and 50b are the most important ones.
Art.50a provides that if a taxpayer invests more than 600 million YUD in its own fixed assets (or if any other person invests in the taxpayer’s fixed assets), and employs at least 100 persons within an indefinite period of time, they will be entitled to a corporate income tax holiday for the next ten years. 
Art.50b. provides income tax relief for a period of 5 years, if a taxpayer performs registered activities within a region of special interest to the Republic of Serbia, under certain conditions. For example (Art.50b 1.) a taxpayer should invest more than 6 million YUD in fixed assets, or should exploit at least 80% of its fixed assets within a region of special interest (2), or should employ at least 5 employees within the time frame of investments (3), or that at least 80% of its employees are resident within the region of special interest.

· Amendment Law to the Property Tax Law

1. Article 12. of the Property Tax Law has been amended and today the basis for property tax relief is broader, and includes  shares, which have been acquired in the process of privatization. Therefore, for these shares, tax relief has been foreseen for a period of 5 years from the date of acquisition.

2. Furthermore, according to the amended articles 21. and 31 of the Law, tax relief is provided for the transfer of shares, without compensation, and in the process of privatization (art.21) and transfer of securities in the process of privatization (art.31).

· Law on Tax Procedure and Tax Administration 

In this Law a unique tax identification number is assigned to every entity, both legal and natural, who is subject to tax payment, hence the taxpayer. An entity maintains its number even in the case of re-location. It is for the purposes of the creating a single database of taxpayers.

These new provision on tax issues are aimed to improve the tax system, and at the same time to bring tax system in line with EU standards.

Accounting and Audit Law. The new Accounting and Audit Law was enacted by the Chamber of Citizens of the Federal Assembly on December 26, 2002 and entered into effect on January 1, 2003. The Law determines the terms and forms of accounting, financial reports, bookkeeping, transparency of financial books, as well as audit techniques. The provisions of the law refer to companies, banks and other financial institutions, insurance companies, stock exchanges and brokers, as well as to others who may be considered a legal entity. 

The Law introduces EU standard audit and accounting methods so that the business of domestic entities may be understandable to foreign investors.  

2. REGULATORY FRAMEWORK

2.1 REGULATORY AND SUPERVISORY BODIES

2.1.1 The Securities and Exchange Commission 

The Securities and Exchange Commission is an independent governmental agency established in the form of a separate legal entity. The Commission  consists of the chairman and the four members appointed by the Government. The Commission has a secretary entrusted with coordinating the administrative functions and an Expert Department responsible for actually carrying out the work on particular cases. 

The task of the Commission is to approve securities issues/prospectuses, to secure financial discipline in securities trading, to control legal entities engaged in securities trading, to issue licenses to establish of financial exchanges, to issue licenses to establish  broker-dealer firms and to inspect their operations, to adopt a curriculum for training  brokers and  organizing exams and to participate in the work of international organizations concerned with securities issues and trading.

The Commissions has regulatory powers. By its regulation the Commission enacts the following:

· Requirements for the securities issue/prospectus approval;

· The content of the prospectus for different types of issuers;

· Requirements for the license for establishment of broker-dealer firms and financial exchanges;

· Requirements for the approval of change to the corporate status of the financial exchange, on corporate by-laws of the exchange and on appointing the general manager of the stock exchange;

· Procedure for performing the supervisory function of the Commission;

· The content of the shareholders registry;

· The registry of short-term and long-term securities;

· The curriculum for the broker’s professional exam;

· Requirements for registration of short-term securities;

· Requirements for registration of securities for which the Commission does not issue approval.

The Commission is an administrative body and resolutions adopted within the area of its competence are final in administrative instance, while subject to a judicial review by the Supreme Court.

The Commission is financed from its own proceeds for charges and fees. Any surplus income is transferred to the budget, while in the event that the own proceeds of the Commission are insufficient; the state budget must cover the necessary funds.

2.1.2 The National Bank of Serbia

The recently adopted Law on National Bank of Serbia of 2003 regulates the existence and operations of National Bank of Serbia. Its main roles are the conduct of monetary and currency policy and supervision and licensing of credit institutions.

The bodies of the National Bank of Serbia are: the Monetary Board, the Governor and the Council. 

The Monetary Board consists of the Governor and Vice Governors of the National Bank of Serbia. Its responsibilities include monetary, currency and credit policy and management of foreign currency reserves. The Governor  chairs the meetings of the Monetary Board. The Minister of Finance attends the meetings of the Monetary Board but without voting rights.

The Governor is appointed by the Parliament of Serbia for a five-year term with the possibility of reappointment. His or her responsibilities include the daily management of the National Bank’s operations, implementation of decisions passed by the Monetary Board and the Council, adopting decisions and by-laws that are not within the competence of the Monetary Board and the Council and preparation of draft decisions and by-laws that are within the competence of the Monetary Board and the Council. The National Bank has three to five Vice Governors appointed by the Bank’s Council for a five-year term with the possibility of reappointment. The responsibilities of the Vice Governors are set out in the Bank’s Statute.

The Council of the National Bank of Serbia consists of the Chairman and four members appointed by the Parliament of Serbia for a five-year term and with the right of reappointment. Its responsibilities include approving the annual financial plan, closing the accounts and also the appointment of the Vice Governors. 

The National Bank has the following regulatory and supervisory powers over the establishment and operations of credit institutions:

· It issues and terminates licenses to banks and other credit institutions;

· It adopts rules governing prudential standards of banks’ operations

· It supervises the banks’ adherence to prudential standards and the legality of their operations;

· It adopts regulations governing its licensing and supervision activities;

· It regulates the mandatory reserves of the banks;

· It regulates and supervises the payment operations system;

· It collaborates with foreign institutions for banks’ supervision and exchanges information;

· It regulates the issuance and issues licenses for the banks’ international credit and payment operations.

The National Bank’s resolutions issued in the course of its licensing and supervising activities are of an administrative nature and are final in administrative instance. The legality of the National Bank’s resolutions is subject to the review by the Supreme Court.

2.1.3 The Ministry of Finance

The Ministry of Finance is the main regulatory body in the insurance sector. Under the provisions of Insurance Law of 1996, as amended, it has licensing, regulatory and supervisory powers over the insurance companies. 

Its responsibilities include adopting regulations for implementation of Insurance Law, issuing, amending and terminating licenses for the insurance companies, supervision of legality of insurance companies operations and their adherence to prudential rules, control of the by-laws of insurance companies and the approval of changes to corporate status of insurance companies.

2.1.4 The Belgrade Stock Exchange

Although the relevant regulations permit the establishment of  several stock exchanges, currently there is only one financial exchange in Serbia – the Belgrade Stock Exchange. It was originally established in 1894 and in 1989 it was re-established again after nearly half century of inactivity during the socialist era.

The Belgrade Stock Exchange is established in the form of a joint stock company and licensed by the Securities and Exchange Commission and the former National Bank of Yugoslavia. It is governed by the Shareholder’s Assembly, the Managing Board, the General Manager and the Supervisory Board.

The Belgrade Stock Exchange is responsible for enacting listing, trading, clearing and settlement rules governing its operations, as well as disciplinary rules that govern the conduct of its members.

2.1.5 Self-regulatory Bodies/Trade Associations

The Financial industry in Serbia is characterized by a majority of licensed financial institutions being members of self-regulatory or trade associations for the respective industry sub-sector. The Association of Banks undertakes measures to protect  the common interests of its members, professional training activities, harmonize  banking practices and performing activities for technical cooperation among the credit institutions. The Stock Exchange Intermediaries Association is engaged in the training and registration of licensed brokers as well as in setting the ethical code for its members. Apart from this, the Association of Insurance Companies performs not only activities of common interest of its members but it is also vested with public authorities such as administering the international motor vehicles insurance and administering the guarantee fund for mandatory third-party liability motor vehicle insurances.

2.2 NATURE AND SCOPE OF REGULATION

2.2.1 Financial Intermediaries 

Under the Law on Exchanges and Exchange Intermediaries of 1994, the types of financial market intermediaries are banks and insurance companies licensed by the National Bank of Serbia, broker-dealer companies, discount companies, gyro companies, currency exchange offices, pawn shops, underwriting companies. The most important among these are banks and insurance companies as well as classical broker-dealer companies.

Broker-dealer companies must be founded in the legal form of a joint stock company by three legal entities, or, if the company is engaged only in brokerage services, the founders may be two individual founders. The foreign entities may be the founders subject to the condition of reciprocity. Cross shareholdings between  broker-dealer companies are not permitted.

In order to be granted a license by the Securities and Exchange Commission the founders must secure a minimal initial capital, as well as adequate technical, organizational and human resources.

Apart from brokerage and dealing activities, licensed intermediaries may perform the following activities:

· Advisory services in connection with the issue or trade in securities;

· Safekeeping  securities;

· Portfolio management on the client’s behalf;

· Other activities related to trade in securities.

The broker-dealer firms are subject to semiannual inspections by the Securities and Exchange Commission. If the inspection discovers any breach of the provisions governing the conduct of intermediary business the Commission will order remedial actions. Failure of the broker-dealer firm to remedy the deficiencies is sanctioned by the termination of the license. 

2.2.2 Credit Institutions 

Credit institutions regulated by the Law on Banks and Other Financial Institutions of 1993, as amended, are the banks, savings banks, savings and credit organizations and saving and credit cooperatives.

Banks are defined as legal entities established in the form of a joint stock company undertaking specific business activities within the full range of banking business for the purpose of gaining profit. Savings banks may gather deposits only from individuals as well as extend credits only to individuals. Exceptionally, they may extend credits to legal entities but only through banks.  Savings and credit organizations primarily serve the financial purposes of its founders companies. It may gather deposits from the founders and their employees and extend credits to the same target group. Savings and credit cooperatives are dedicated exclusively to servicing the financial needs of the founders - physical persons.

Banks may be founded by at least two legal or physical persons. Founders of the bank may be foreign persons subject to the condition of reciprocity. In order to be granted a banking license, the founders have to secure the necessary preconditions to commence operations: the minimal initial capital, technical, human and organizational, as well as IT resources.

Banks may engaged in deposit, credit and other banking transactions, domestically or abroad, more specifically: 

· Taking all kinds of deposits;

· Taking and extending loans;

· Foreign currency exchange operations;

· Issuing the securities and payment cards;

· Safekeeping assets and securities and management of the same;

· Trading in securities and intermediation;

· Issuing guarantees;

· Payment operations;

· Purchase and sale of debts;

· Providing other financial services.

The above-mentioned activities must not be undertaken by entities not established in the form of a bank. A bank cannot extend credit to its shareholders one year following the incorporation. Subject to the National Bank’s special licenses, the bank may engage in foreign payment and credit operations, foreign currency transactions and currency exchange.

The banks’ operations are under the supervision of the National Bank of Serbia.

2.2.3 Insurance 

The conduct of insurance business is subject to licensing by the Ministry of Finance pursuant to the Insurance Law of 1996 as amended. The Law provides for three types of entities, which are related to insurance business: insurance companies, mutual societies and agencies for other insurance services. Having in mind the specific nature of mutual societies and agencies for other insurance services, their significance is considerably lower than for insurance companies. With respect to pension funds, the Law stipulates providing pension insurance as one of insurances offered by insurance companies. The Law does not require establishment of pension funds as separate legal entities. The Law as it stands now allows the same company to perform life and non-life insurance.

The minimum amount of the initial capital depends on the type of insurance:

· Life insurance




250,000 USD

· Health and pension insurance 


500,000 USD

· Third-party liability insurance


1,000,000 USD

· Other property and accident insurance

1,000,000 USD

· Insurance of the savings deposits of citizens
1.500.000. USD

· Reinsurance




1,500,000 USD

The initial fund must be secured and paid-in into a temporary account before applying for the license.

Foreigners may be founders of companies in Serbia subject to the reciprocity. Insurance companies may be founded as a joint stock companies only. Since the statutory minimum is two shareholders, foreigners may found an insurance company with at least one Serbian co-founder.  As an exemption to this rule, foreigners may be the sole founders of insurance companies registered in Serbia limited to offering and providing insurance for its founders abroad (captive insurance).

Insurance companies registered in Serbia are not permitted to provide insurance abroad and foreign insurance companies could not directly provide insurance services in Serbia although there are some exceptions specified by the law. These exceptions are limited to specific cases such as insurance of overseas vessels, building constructing projects abroad, companies founded by domestic entities or individuals abroad and types of insurance not available in Serbia. In addition, insurance company founded by foreign founder may not provide reinsurance service abroad.

Insurance companies are supervised by the Ministry of Finance. Their failure to adhere to the provisions of the Law or the regulations issued by the Ministry of Finance may be sanctioned by termination of the license.

2.2.4 Stock Exchange 

A financial exchange may be established in the form of a joint stock company by at least eight founders who have to secure the necessary preconditions for the commencement of financial exchange operations: minimal initial capital, technical, human and organizational, as well as IT resources. Under the current legislation, the founders of the financial exchange may be only federal state, Republic of Serbia, banks and insurance companies. Following the effectiveness of the new Law on Securities and Capital Market, due to take effect from October 2003, all entities permitted to engage in broker-dealer activities will be entitled to establish a financial exchange.

The establishment of the financial exchange is conditional upon obtaining the license from the Securities and Exchange Commission. In deciding whether to issue the license the Commission considers the effect of the exchange establishment on the development of the financial sector, achieving economic policy goals and increasing competition. If the financial exchange organizes trading with short-term securities a separate license from the National Bank of Serbia is needed.

The operation of the financial exchange is under the supervision of both the Government appointed Commissioner and the licensing authority (Securities and Exchange Commission and/or the National Bank of Serbia). The Commissioner is responsible for the day-to-day supervision of the legality of operations and has to inform the licensing authority about illegalities observed. The licensing authority is required carry out an investigation immediately and to order remedial action to the financial exchange management. The exchange’s failure to observe the remedial order is sanctioned by termination of the license.  

2.2.5 Special Regime for Take-Over Bids 

The newly introduced Law on Securities and Capital Market, due to take effect from October 2003 introduces significant changes in the regime of take-over bids. It provides that those who want to achieve over 25% shareholding in the capital of a joint stock company have to do so only through a public offer to the existing shareholders, the offer being approved by the Securities and Exchange Commission. The acquirer failing to adhere to this procedure cannot vote the shares acquired. The potential acquirer is obliged to secure a bank deposit or  bank guarantee to cover the amount payable for the price and amount of shares it seeks to acquire. The shareholders interested in selling the shares have to deposit their shares in the special securities account within the period of validity of the public offer. In the case that more shareholders decide to deposit their shares then stated in the offer, the acquirer must purchase the pro rata amount of shares from each interested shareholder. 

2.2.6 Money Laundering 

The regulation on prevention of money laundering in Serbia is contained in the Law on Prevention of Money Laundering enacted on the federal level in 2001. Money laundering is defined as depositing illegally acquired cash to the accounts opened with banks, financial or other institutions or including  illegally acquired cash in legal financial streams used by legal and physical entities in conducting permitted commercial or financial businesses. 

Entities dealing with cash transactions such as banks and other financial institutions, post offices, exchanges and brokerage and dealer firms, insurance companies, as well as currency exchange offices, antique and jewelry dealers, casinos, lotteries, entities involved in real estate transactions, debt trading and asset management, are obliged to request evidence of identity of their regular customers or customers performing cash transactions in excess of 10,000 EUR. The same entities are also required to report large cash transactions to the Anti - Money Laundering Commission, as well as all transactions where the suspicion of money laundering arises. The named entities are required to appoint the person responsible for prevention of money laundering and implement internal control mechanisms aimed at prevention of money laundering. In case of suspicion, the entities above are authorized to temporarily suspend the transaction and to inform the Anti - Money Laundering Commission that may undertake measures within its competence.

The Anti - Money Laundering Commission is an independent governmental agency established in the form of a separate legal entity. The Commission  consists of the chairman and the four members appointed by the Government. Its task is to gather, analyze, process and archive information and documents received from the required institutions, as well as to assist governmental entities vested with powers in combating money laundering (police, inspections, judiciary bodies and prosecutors). 

The anti - money laundering system is faced with burden inherited from the previous times when cash transactions were dominant as a consequence of the gray economy and low confidence in the banking sector caused by hyperinflation and pyramid schemes in the early 1990s, and therefore, it is still early for assessments of its effectiveness. 

3. FUTURE DEVELOPMENTS

New regulations and directives relevant for the financial markets are continuously proposed and adopted, in order to maintain a reliable and well functioning financial market in Serbia and Montenegro.  In particular, there are 5 laws to be adopted in the near future:

(i) Insurance Law

(ii) Company Law – by the end of the year

(iii) Law on investment funds

(iv) Law on mortgage and Serbian agency for the insurance of the housing loans

(v) Law on the fulfillment of the obligation undertook for the economic recovery of the Republic of Serbia

Insurance Law. For past 2 years there was much discussion regarding  insurance in Serbia and Montenegro. Several drafts were prepared, but at the time of writing this text, the new Insurance Law has not been passed. Nevertheless, the Ministry of Economy and Finance of the Republic of Serbia is louder and louder in its claim that the new Insurance Law will be promulgated in September 2003.

The new Law would be different from the old one in many ways. One of the most important changes is the minimum of the security fund which an insurance company must have to operate. According to the new Law it would amount between € 600.000 for life insurance up to € 2.500.000 for non-life insurance. This would drastically decrease the number of insurance companies in Serbia. For example, in this moment there are around 40 insurance companies in Serbia, while the population is 8 million citizens. It is clear that the number of insurance companies is too high for such a small insurance market. The new law would decrease the number of insurance companies to 7 or 8, which is reasonable, bearing in mind the size of the insurance market. 

Secondly, it is foreseen by the draft that insurance companies may not be engaged in both life and non-life insurance activities. This represents an enormous change, since almost all insurance companies now existing are engaged in both life and non-life insurance.

Thirdly, the draft provides a supervisory mechanism. Namely, it foresees the formation of the Insurance Agency, which would be independent in its work. However, there are some disputes regarding the Agency. For example, it is not clear whether the Agency would be within the Ministry of Economy and Finance or not. Furthermore, it is not clear which are the funding sources of the Agency, will it be financed from the budget or the insurance companies will have to finance it.

Nevertheless, the draft was prepared according to the instructions of the World Bank and according to the EU directives. Certainly, the draft encompasses international principles regarding the insurance area.

Law on the fulfillment of the obligation undertaken for the economic recovery of the Republic of Serbia. In the beginning of the 1990s citizens credited the Republic of Serbia, upon its public request, for its economic recovery. In return, the Republic of Serbia issued bonds to the citizens, which at the time of hyperinflation lost their value. Similarly to the foreign currency savings, the state plans to pass the Law on the fulfillment of the obligation undertaken for the economic recovery of the Republic of Serbia, by which it would issue bonds to the citizens, which due date will vary in the next couple of years. Certainly, this fact would improve the frequency of trading in the BSE.  

Law on mortgage and Serbian agency for the insurance of  housing loans. The promulgation of this Law would have an enormous impact on the Serbian financing market. Before we briefly put down the underlying reasoning for these positive expectations, it would be advisable to elaborate on the current status. Article 64 of the governing federal law, regulating the basics of ownership title, provides as follows: “Based on a legal deed or a court decision, a mortgage is instituted by an inscription in a public book or in another appropriate manner as defined by the law. Therefore, a precondition for granting a loan secured by a mortgage is, hence, present in the positive legislation. However, it is well known that approximately 80% of real estate in Serbia is not appropriately registered in public books. Even in the case that real estate is registered, it is not unusual that there is a discrepancy between the real facts and the data contained in the public books. Such a situation represents the basic obstacle for the further development of the market. Namely, without clear ownership, there is no clarity with regard to claims. The absence of clarity on these issues makes it riskier and more costly for lenders and investors, especially banks to assume exposure in housing or commercial real estate development.

Therefore, there is no doubt that the Law would regulate this matter in a way suitable for the investors to decrease the risk of the exposure, hence to boost the investment and housing loans.
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