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This paper focuses on the analysis of the key aspects regarding the development level, quality
and efficiency of economic institutions in Serbia and their influence on the economic growth and
development of the country. The comparative analysis of institutional infrastructure in Serbia and
other former Yugoslav republics, as well as the movement of per capita income in the mentioned
countries results in a more realistic assessment of the quality of institutions in Serbia and facilitates
the derivation of a conclusion on their interaction with economic growth and development dynam-
ics.
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Baacrimip JlekoBuu
IHCTUTYTU K ®PAKTOP EKOHOMIYHOI'O POCTY

TA PO3BUTKY: 3A IAHUMU CEPBI{

Y cmammi npoananizoeano karouo6i HuHHUKU pO36UMKY, AKOCMI ma egeKkmuenHocmi
exonomiunux incmumymie y CepG6ii, a maxoxyc ix 6niué Ha eKOHOMIMHUII PO3GUMOK KpaiHu.
Ilopiensavnuii anaaiz incmumyuionaavnoi ingppacmpyxmypu Cep6ii ma inwmux pecnybaix
Koauwnvoi FOzocaasii y cniesionowenni 0o ounamixu 3min 00x00ieé 00CAi0HCYBaHUX Kpain Ha
Odyuwy HaceaenHs 003604ué npoeecmu 00 €KmueHe OUIHIOBAHHA AKOCMI IHCMUMYUIOHAALHO20
possumky Cep0ii ma ii020 énaugy Ha eKOHOMIYHE 3pOCMAHHA Ma OUHAMIKY PO3GUMK).

Karouogi caosa: incmumymu, incmumyuyionarvha iHgpacmpykmypa, eKoHOMIYHe 3POCMAHHSL,
eKOHOMIYHUT PO36UMOK.
Taba. 5. Jlim. 13.

Baactumup JlekoBuyu
MHCTUTYTbI KAK ®PAKTOP DKOHOMMYECKOI'O POCTA

N PA3BUTHUA: 110 JAHHBIM CEPBN

B cmamve npoanaauzuposamnvt Kawuesvle (axkmopvl pazeumus, Kavecmea u
appexmuenocmu sxonomuneckux uncmumymos ¢ Cepbuu, a maxxice ux 6AusHue HA
IKOHOMUYecKoe pazeumue cmpanvl. CPAGHUMEAbHOLE AHAAU3 UHCHUMYUUOHAALHOU
ungppacmpyxmypot Cep6uu u opyzux pecnybaux Gviewei FOzocaaeuu ¢ coomuowenuu x
Junamure uzmeHeHuli 00x0008 UCCACOYeMbIX CIMPAH HA OYULY HACEACHUS NO0360AUA NPOGecHiu
006eKmueHoe OUeHUBAHIE KA1eCMEa UHCMUMYUUOHAAbHO20 pazeumust Cepouu u e2o 6AUAHUA HA
IKOHOMUHMECKUT POCM U OUHAMUKY PA3GUMUSL.

Karouesvle cao6a: uncmumymot, UHCMUMYUUOHAAbHAS UHGPACMPYKMYPA, IKOHOMUHECKUT pocm,
SKOHOMUYECKOe pazgumue.

Introduction

The research of the economic growth and development includes the examina-
tion of all relevant issues of these fundamental elements of every economic system,
which means that the economy must be considered in a broader perspective compar-
ing to the established views of the traditional economic science. The analysis of the
above elements is central in the context of the overall social system, which involves
the relations between economic and non-economic factors. Non-economic factors
imply, among other things, an organizational system and rules under which a partic-
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ular economy operates, since economic efficiency, personal motivation and initiative
are determined by the applicable rules. Thus, it is important to give the answer to the
question: which particular institutional characteristics, due to their impact on the
effectiveness of the market system, determine economic success?

This paper analyzes the system of economic institutions in Serbia, with the aim of
emphasizing the importance of building a consistent, high quality and efficient insti-
tutions, given that the economy itself represents the institutional system within which
the market operates. In this respect, the hypothesis that developed institutional infra-
structure is necessary for the achievement of steady growth and development will be
tested, since an inadequate institutional framework definitely leads to economic lag-
ging of a country. The methodological procedure of a comparative analysis was used to
determine the correlation between institutional development and economic growth
and development, as well as to compare the level of development of basic institutions
and GDP per capita movement in Serbia and other former Yugoslav republics.

1. A survey of the relevant research

Institutional environment, as a set of formal and informal institutions, decisive-
ly influences the successful functioning of the economy; therefore, institutions have
an undeniable role in initiating economic growth and sustainable economic develop-
ment. Namely, if institutional environment provides favorable conditions for eco-
nomic agents, particularly those that affect the level of investment in physical and
human capital, technology and organization of production, then it is evident that
institutions make an important factor of economic growth. At the same time, the
quality of institutions determines the intensity and spread of technological progress,
which increases the efficiency of investments, directs the potentials in terms of eco-
nomic growth of a country and improves other economic elements, such as the allo-
cation of resources.

Following North (1990) institutions, as humanly devised constraints that shape
human interaction, by reducing the level of uncertainty create conditions for the for-
mation of stable structures of human exchange. Depending on how the particular
structure evolves, it shapes the direction of economic trends towards growth, stagna-
tion or decline. Rodrik (2000) warns that in an environment of underdeveloped insti-
tutions, economy is not able to achieve lasting development results. When consistent
institutions are established and when they function effectively, macroeconomic poli-
cies and other incentives related to economic growth may be relatively easy to imple-
ment, and this results in better economic outputs.

The influence of institutions on the economic incentive structure is very impor-
tant. According to North (1990) this is a significant role of institutions, given that
incentives are a key determinant of economic success of each and every economic
entity, as well as the economy itself. Acemoglu, Johnson and Robinson (2005) point
out that economic institutions determine the incentives of and the constraints on eco-
nomic actors, thus shaping the economic outcomes. By creating appropriate incen-
tives of economic actors and conditions that make their behavior predictable, institu-
tions enable the effects of their actions to become more easily anticipated. At the
same time, by influencing the transaction and production costs, institutions affect the
profitability of economic arrangements. Therefore, the explanation for differences in
performance levels, as well as for the long lasting periods of stagnation or decline of
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economic well-being of particular societies, are most commonly found in the differ-
ences in the nature and quality of institutions.

In terms of analyzing the institutional factors of economic growth and develop-
ment, the protection of property rights and enforcement of contracts are especially
emphasized. Acemoglu, Johnson and Robinson (2005) consider that economic insti-
tutions encourage economic growth under the following circumstances: when they
allocate power to the groups with interests in property rights enforcement; when they
create effective constraints on power-holders; when there are relatively few rents to be
captured by those in power. On the other hand, in terms of their regulative role, insti-
tutions influence economic growth by enforcing norms and rules of behavior on eco-
nomic entities, specifying and diversifying property rights and affecting the reduction
of transaction costs and efficient resource allocation (Radygin and Entov, 2008).

Furubotn and Pejovich (1972), Cutter (1998) and other authors point to the
dominant impact of the property rights structure on the outputs of an economy. This
influence stems from the fact that ownership represents an institution in its own right
which regulates the right of choice regarding the utilization of limited resources.
Radygin and Entov (2005) argue that the significance of a clear determination and
effective protection of property rights is reflected in the fact that owners of produc-
tion factors are willing to invest only if they believe in the sanctity of their rights over
these factors. Owners understand this as the granting of established rights, and, at the
same time, the prohibition to others to interfere in the exercise of their rights.
Therefore, ownership relations are defined as the system of exclusivity in terms of
access to material and non-material resources in society, which means that exclusive-
ly the owner collects all positive results of his/her activity, but at the same time he/she
is the only risk bearer of possible negative results. This is a key element underlying the
motivation that determines the efficiency of business operations, because it ensures
efficient allocation of resources, which is a condition of the overall economic effi-
ciency and which thereby stimulates economic growth and development.

Since property rights are a crucial determinant of a rational allocation of
resources, it is only logical that a consistent institutional regulation of property rights
makes a key pillar of the transition process. According to Kuter (1998) one cannot
count on the increase in investments in production, economy modernization and,
accordingly, the transition from depression to economic growth, unless the ownership
rights are clearly defined, i.e. until the situation of "undermined" ownership rights is
overcome — which is typical for the majority of transition economies.

Another important precondition for establishing an enabling business environ-
ment is full and effective protection of contractual rights. North (1990) suggests that
the inability of societies to ensure efficient enforcement of contracts is the most impor-
tant source of stagnation and underdevelopment, considering the fact that adequate
business environment for effective and efficient functioning of economic agents and
the economy as a whole cannot be established under such conditions. Hence, it is only
when property rights and enforcement of contracts are regulated in a consistent man-
ner, that the incentive conditions for investors can be created, because the adequate
protection and granting of property rights and contractual relationships are the critical
preconditions for more intensive investments, which are, again, a condition of dynam-
ic growth and development. On the other hand, the lack of security regarding proper-
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ty and contract rights introduces the possibility of arbitrary interpretation of norms,
which makes a fertile ground for corruption and crime. In this way investors get dis-
couraged, making it impossible to raise the level of economic dynamics and opening
of new jobs, without which there is no economic growth and development.

The manner in which property rights are regulated also influences the level of
development of market mechanisms, especially financial markets. Rodrik (2008) sug-
gests that the efficiency of investment utilization depends on the differences in the
quality of national financial systems. In addition, development of financial markets
has a positive effect on competition, which is a crucial factor in improving business
environment and promoting economic growth. On the other hand, the weakness of
market structure generates investment crisis and therefore economic growth is impos-
sible unless such crisis is surpassed.

With reference to the research of economic growth, significant attention is paid
to the quality of social infrastructure, as social stability makes an important condition
for the stability of institutions. In particular, the countries that are characterized by a
high degree of social stability, under the same other conditions, have more developed
and stable institutions and thus better prospects for economic growth. In this context,
Easterly, Ritzan and Woolcock (2006) consider the degree of social unity, i.e. social
cohesion, a key factor in the development of efficient institutions. Considering that
the implementation of institutional reforms is determined by the level of social sta-
bility, the positive correlation between social infrastructure and the level of per capita
income is only logical.

2. Indicators for state of institutions and economic growth in Serbia

The analysis of the development, quality and efficiency of the institutional
framework of an economic system is generally based on the following indicators: the
protection of property rights; legal safety and certainty; efficiency of state and its
share in GDP; indicators of economic freedom; corruption perception index; as well
as other relevant indices. Bearing in mind the strong causal link between better insti-
tutions and better development results, as pointed out by Acemoglu, Johnson and
Robinson (2005), the establishment of quality institutions and, above all, the protec-
tion of property rights and contractual relations, is one of the main preoccupations of
economic policy-makers and creators of economic system in each country.
Furthermore, in terms of assessing the level of competitiveness of an economy, the
institutional quality indicators are considered as the key indicators. In light of the
aforementioned facts, the Government of the Republic of Serbia adopted the
National Strategy for Economic Development of Serbia 2006—2012, which, inter
alia, emphasizes the necessity for improving key indicators of institutional environ-
ment.

The first pillar of the Global Competitiveness Index (GCI) — public institu-
tions — is used for the assessment of institutional quality and institutional effective-
ness in Serbia. At the time when the aforementioned National Strategy for Economic
Development of Serbia 2006—2012 was drafted, according to the public institutions
index, Serbia was on the 99th place on the list with the score of 3.37, and in 2012,
when the strategy should have been fully implemented, Serbia found itself on the
130th place, with the score of 3.16. Instead of the expected improvement, the condi-
tion of public institutions deteriorated as a result of many unsolved problems faced by
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public administration, inadequately defined and insufficiently protected property
rights, low levels of legal bodies' independence, burden of government regulation etc.
Thus, much desired institutional environment that would be favorable for greater
economic efficiency and triggering of economic growth was not achieved. The com-
parative analysis of the Global Competitiveness Index (GCI) and state institutions
showed that the value of GCI and the values referring to state of institutions were rel-
atively constant, however, the ranking of Serbian public institutions continuously
deteriorated, therefore Serbia got the worst ranking among the neighboring countries.
The outline of the movements in competitiveness index and the Serbian public insti-
tutions index in the period 2007—2012 is given in Table 1.

Table 1. Indicators of the Competitiveness Index and Serbian institutions in the
period 2007-2012

Year Competitiveness Index Public institutions
Rank Score Rank Score
2007 91 3.78 99 3.37
2008 85 3.90 108 3.40
2009 93 3.77 110 3.24
2010 96 3.80 120 3.20
2011 95 3.88 121 3.15
2012 95 3.87 130 3.16

Source: The Global Competitiveness Report (the 20082012 editions).

The values of the indicators relevant for assessing the quality and effectiveness of
the institutional framework in Serbia, such as the protection of property rights, legal
bodies' independence and contract enforcement, transparency of government policy-
making, the level of organized crime, are well below the overall average of the same
indicators for other countries in transition. According to the key indicators referring
to the quality of institutions, in terms of the neighboring countries, only Bosnia and
Herzegovina had poorer rankings than Serbia and even this was the case only until
2010. Table 2 shows the values of particular indicators whose ranks and scores illus-
trate the state of institutions in Serbia in the period 2008—2012.

Table 2. State of Serbian institutions in the period 2008-2012

Indicat 2008 2009 2010 2011 2012
ndicator Rank| Score| Rank| Score| Rank| Score| Rank| Score| Rank | Score
Property rights 108 3.6 | 111 | 3.4 | 122 | 3.2 | 126 | 3.1 | 130| 3.1
Intellectual property protection| 105| 2.8 | 101 | 2.8 | 111 | 2.6 | 107 | 2.7 | 116 | 2.8
Legal bodies independence 106 | 3.0 | 110 | 2.8 | 124 | 2.5 | 128 | 2.4 | 129 | 2.4
Burden of government 132 1.9 | 129| 22| 131 | 2.2 | 134| 2.3 | 136 24
regulation
Transparency of government
policymaking 82 | 39| 86| 40| 97 | 40| 102| 3.9 | 111 | 38
Organized crime 97 | 4.5 | 109 4.2 | 111 | 43 | 107 | 4.3 | 118 | 41

Source: The Global Competitiveness Report (editions 2008-2012).

Movement of the key indicators referring to the state of institutions in Serbia in
the observed period shows a continuous decline. According to the Global
Competitiveness Report (GCR) 2011—-2012, Serbia has the lowest ranking among
former Yugoslav republics. The analysis of subindicators under the pillar public insti-
tutions in Serbia shows that such unfavorable situation is particularly evident regard-
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ing the definition and protection of property rights, intellectual property protection,
legal independence, the burden of state regulation and the presence of organized
crime, although other subindicators did not received favorable scores either.

A significant indicator of the institutional environment in which economic
activities take place is the state of economic freedom, which is one of the most impor-
tant development factors. Higher level of economic freedom, especially the part that
relates to the improvement of legal bodies independence and certainty and granting
of property rights, market openness, free exchange and free disposal of assets, make
an important precondition for successful performance of economic activities, there-
by enhancing economic growth and development. On the other hand, a low level of
economic freedom is primarily a result of inadequate institutional framework of an
economic system.

The Cumulative Economic Freedom Index integrates the indicators on the sta-
tus of the following components of both economic system and economic policy: busi-
ness freedom; trade freedom,; fiscal freedom, government spending; monetary free-
dom; investment freedom; financial freedom; property rights; freedom from corrup-
tion; labour freedom.

Serbia's economic freedom score in 2012 was 58.6, putting its economy on the
94th place in the 2012 Index (out of 179 ranked countries). Thus, Serbia is ranked
among the mostly unfree economies. Table 3 provides an overview of the scores of
individual components (i.e., economic measurements) of the 2012 HF's Index of
Economic Freedom for Serbia.

Table 3. 2012 HF's Index of Economic Freedom for Serbia

Index Components Score Rank
Index of economic freedom 58.0 98
Business freedom 56.5 128
Trade freedom 77.9 87
Fiscal freedom 84.1 52
Government spending 39.3 140
Monetary freedom 68.0 153
Investment freedom 60.0 64
Financial freedom 50.0 72
Property rights 40.0 72
Freedom from corruption 35.0 80
Index of economic freedom 68.7 62

Source: 2012 Index of Economic Freedom.

If we look at the components of the 2012 Index of Economic Freedom for
Serbia, we can see that Serbia got slightly better scores for the components: fiscal
freedom, monetary freedom and trade freedom, while it recorded the lowest scores in
terms of freedom from corruption (35.0) and the protection of property rights (40.0).
These scores are the result of the lack of legal bodies independence, which is also the
reason why the system is corrupted and inefficient. When it comes to protecting the
rights of ownership, it is evident that the legal framework is significantly improved;
however, the enforcement of the relevant laws and regulations is still unsatisfactory.
Due to the high share of government spending in GDP and government's control of
prices, the component of government spending also received unsatisfactory score.
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Table 4. State of Institutions in Serbia and in other former Yugoslav republics in
the period 2007-2012

Country 2007 2008 2009 2010 2011 2012
Slovenia 44 49 46 50 55 58
Croatia 65 74 85 86 90 98
Serbia 99 108 110 120 121 130
Bosnia and Herzegovina 113 123 128 126 109 85
Mont enegro 78 59 52 45 42 44
FYR Macedonia 102 90 83 80 81 78

Source: The Global Competitiveness Report (the 20072012 editions).

Realistic position on the quality of institutions in Serbia can be formed on the
basis of the comparison between the state of institutions and movements of GDP per
capita in Serbia and in other former Yugoslav republics in the period 2007—2012,
according to the data provided by the Global Competitiveness Report. Table 4 shows
the data on this.

Table 5 demonstrates the movement of GDP per capita in Serbia and other for-
mer Yugoslav republics in the period 2007—2011.

Table 5. GDP per capita in former the Yugoslav republics (in USD)

Country 2007 2008 2009 2010 2011
Bosnia and Herzegovina 3,721.1 4,625 .4 4,279.0 4,319.0 4,618.0
Croatia 11,576.0 15,268.1 14,243.0 13,720.0 14,457.0
FYR Macedonia 3,659.0 4,656.6 4,482.0 4,431.0 5,016.0
Mont enegro 4,088.3 6,509.0 7,300.0 6,589.0 7,317.0
Slovenia 22,932.7 27,148.6 24,417.0 23,706.0 24,533.0
Serbia 5,595.9 6,718.9 5,809.0 5,233.0 6,081.0

Source: The Global Competitiveness Report (the 20082012 editions).

A comparative analysis of the key indicators of the state institutions and the
achieved GDP per capita in Serbia and other former Yugoslav republics in the period
2007—-2012 points to their mutual dependence. Based on the indicators of institution-
al quality, Serbia is on the 130 place out of 144 countries ranked in the 2012 Global
Competitiveness Report, which clearly shows that Serbia has the poorest ranking
among the former Yugoslav republics. If we focus on the 4 former Yugoslav republics,
namely, Bosnia and Herzegovina, FYR Macedonia, Montenegro and Serbia that have
the lowest GDP per capita, we can also see that the slowest growth rate of GDP per
capita is recorded in Serbia. Furthermore, in the observed five-year period, GDP per
capita increased in Bosnia and Herzegovina for $ 897, in FYR Macedonia for $ 1,387
in Montenegro for $ 3,230, and in Serbia for rather modest $ 486. It is also important
to mention the advance of these countries in terms of state institutions development.
During 2007—2012 Montenegro made a progress and climbed up the list from the 78th
to the 44th place, FYR Macedonia — from the 102th place to the 78th, Bosnia and
Herzegovina — from the 113th to the 85th, while Serbia managed to fall from the 99th
place to the 130th. This analysis confirmed the existence of a positive correlation
between the development of key institutions and the dynamics of economic growth.
The position that inadequate institutions and policies cannot produce the desired
growth proved right. In this way, the hypothesis that the institutions have a crucial
impact on business environment (which determines the economic performance of
economic entities) and enhances economic growth and development was confirmed.
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The research shows that the differences in the development levels between the
countries under study are largely the result of differences in the development of qual-
ity of their institutions, and the causes of economic backwardness could be traced
back to the inadequate institutional framework within which economic activities are
taking place. Namely, if property rights are not properly regulated in a country and if
the protection of both property and contractual rights are not granted by its legal sys-
tem, then the economy of such country cannot be efficient and is unable to produce
the necessary growth and development.

3. Factors of efficiency of institutions in Serbia

Bearing in mind that incomplete and dysfunctional institutional system in Serbia
represents a serious obstacle to the development, the essential task that this country
has to get down to is to create an enabling institutional environment and grant its suc-
cessful functioning in order to achieve the successful long-term and short-term eco-
nomic dynamics, as a precondition for sustainable economic development.

Various forms of limitations, such as those that result from insufficiently developed
market and failures of the government, threaten the stability and efficiency of the eco-
nomic system and reduce its appropriateness. This study takes into account the govern-
ment failures manifested through higher business risks both at the micro- and macro-
levels. Microrisks are manifested through companies facing weak protection of proper-
ty rights, high corruption and high taxes. Macrolevel risks are the result of the unfavor-
able financial situation of the country, as well as the present monetary and fiscal insta-
bility. Institutional environment characterized by the abovementioned conditions does
not attract investors since their property rights are not protected. Indeed, when trans-
actions are not guaranteed and when there is no freedom in terms of property rights
transfer, the market is not able to stimulate dynamic growth and development.

The empirical data show that the components relevant for assessing the quality
and effectiveness of the institutional framework in Serbia, such as the protection of
property rights and their free transfer, as well as enforcement of contracts, which are
the basic institutions of the market system, are below the regional averages and those
of other transition countries in the world. Differences between countries in terms of
security of property rights are the result of the nature of national laws and the effi-
ciency of the judiciary system. In order to maximize economic effects, it is necessary
to adopt adequate laws and regulations which will support the achievement of the
desired economic results. Furthermore, the judiciary system should be independent
and function effectively and impartially. When a state fails to establish the rule of law,
the absence of adequate protection and enforcement of contracts and property rights,
economic entities will turn to rent seeking instead of seeking profit.

Inadequate protection of property rights by the state is one of the most serious
issues related to microrisks. Among more specific problems of property rights is the
issue of restitution, which is one of the basic legal principles that grants the rights per-
taining to the continuity of ownership. However, inadequate protection of property
rights was also identified related to the irregularities in privatization, in which the
Commercial Court was involved regardless the fact that this institution should provide
legal certainty in this area.

Given that the security of property rights is one of the most important factors of suc-
cessful development of economic activities, determining the dynamics of growth and
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development of a country, this research considers the issue of property rights in Serbia as
very important. Furthermore, the incompleteness of the process of ownership transfor-
mation is also taken into account. The ownership transformation, mainly the privatiza-
tion of state and public property, should result in the establishment of the ownership
structure that is the basis for market system. The aim of this complex and comprehen-
sive process is not questionable, however the manner of its implementation is. Namely,
the privatization of the state and public ownership in Serbia took place in the environ-
ment of inefficient regulatory institutions, which were supposed to protect social objec-
tives and long-term social and economic interests. However, the privatization process
generated property owners, rather that entrepreneurs and thus establishing the econom-
ic system dominated by monopolies instead of competitive companies. Such concept of
privatization resulted in the deindustrialization of the country. One of the reasons for this
is the lack of effective and independent judicial system, which underpins the system of
property rights and facilitates the enforcement of contracts and property rights.

A key task for Serbia is to establish a high quality and efficient institutional infra-
structure, which would allow the allocation and use of resources to be realized in a
predictable way. It follows that a set of property rights over resources affects decision-
makers, and, therefore, the change in the property relations system will affect peo-
ple's behavior, which essentially determines the allocation of resources which in turn
determines the efficiency of production. It is therefore important that the institution-
al environment in which economic activity takes place should be defined in a consis-
tent manner and that the full enforcement of the relevant rules is implemented.

Given the socioeconomic reality of Serbia, it is necessary to make institutional
reforms one of the main goals of the new economic strategy. This implies the neces-
sity of transforming the basic institutional conditions of economic activities in the
country — the system of court proceedings and legal guarantees for the enforcement
of contracts, the mechanism of court decisions enforcement, the system of intercon-
nectedness of businesses and administrative bodies, especially those regulating eco-
nomic activities, tax system, determination of competences and shared responsibili-
ties in terms of the public sector functioning, the status of state monopolies and the
framework for their activities, the financial and economic sector stakeholders etc. In
all the abovementioned areas there are many unresolved essential issues that cannot
be ignored in the process of creating the conditions for dynamic economic growth
and successful modernization of the country.

In order to make institutional changes successful, it is essential to keep them in
a strong correlation with the changes in the general economic paradigm. In terms of
the national economy, this means that the state should take the responsibility and the
initiative to create the enabling conditions for enterprises and companies whose
activities provide employment growth, income growth, increase of exports and better
taxation. On the other hand, a business that does not provide benefits to the society
in the form of revenue from taxes and opening new jobs is a "black hole" devouring
the national resources. The state is expected to show high interest in the implemen-
tation of any specific project that would produce reliable economic, budgetary and
social effects. To achieve this goal it is necessary to use all available instruments of the
national economic policy (fiscal leverage, credit lines, administrative control over the
use of available state resources) along with the institutions.
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4. Conclusion

The conclusion is that the economic system of Serbia is characterized by under-
development or even absence of key market institutions, which is the main reason
why this system is unable to produce steady economic growth. Therefore, it is neces-
sary to implement a set of reforms in all the spheres of the institutional framework,
especially the legal system, in order to make this important sphere of society inde-
pendent of power-holders. Higher level of the judiciary system independence will
ensure a significant institutional support for both greater economic freedom and
other relevant indicators of the institutional environment quality. By establishing the
rule of law as a condition for the property rights advocacy and enforcement of con-
tracts, the pursuit of profit instead of rent-seeking would represent the dominant
behavior of economic actors. It is a requirement that must be fulfilled in order to
make the economy revive from the economic decline by encouraging economic activ-
ities and directing them towards growth and development. The quality and function-
al institutional framework is imperative, as weak institutions impair the efficiency of
the projected economic measures. Lasting development results can only be achieved
in the environment of consistent and effective institutions, the creation of which rep-
resents great challenges for future researches.
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