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По указаној потреби, Одбор за статутарна питања, на седници 
одржаној 26.1.2015. године, утврдио је пречишћени текст Критеријума 
за стицање звања наставника на Универзитету у Београду.

Пречишћени текст садржи основни текст Критеријума за 
стицање звања наставника на Универзитету у Београду, као и измене и 
допуне Критеријума („Гласник Универзитета у Београду“, бр. 140/08, 
144/08, 160/11, 161/11, 165/11, 179/14 – званично тумачење и одлука 
број 06-1803/11-14 од 16.4.2014. године).

КРИТЕРИЈУМИ ЗА СТИЦАЊЕ ЗВАЊА НАСТАВНИКА 
НА УНИВЕРЗИТЕТУ У БЕОГРАДУ

(Пречишћени текст)

I ОПШТЕ ОДРЕДБЕ

Члан 1.

Овим критеријумима уређују се јединствени минимални услови 
за стицање звања наставника на Универзитету у Београду (у даљем 
тексту: Универзитет).

Члан 2.
Звања наставника на Универзитету јесу: доцент, ванредни 

професор и редовни професор.

Члан 3.
У звање наставника може бити изабрано лице које испуњава 

услове прописане Законом о високом образовању, Статутом 
Универзитета у Београду, овим критеријумима и општим актом 
факултета.

II КРИТЕРИЈУМИ ЗА ИЗБОР У ЗВАЊЕ НАСТАВНИКА

Члан 4.
Минимални критеријуми за избор у звање наставника 

Универзитета јесу:
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А) ГРУПАЦИЈА ПРИРОДНО МАТЕМАТИЧКИХ НАУКА

 Услови утврђени законом Ближи критеријуми

Д
оц

ен
т

– Докторат наука, 
– способност за наставни рад,

– Научни степен доктора наука
– Позитивна оцена педагошког рада 
добијена у студентској анкети;
– Позитивна оцена приступног 
предавања (за кандидате који немају 
педагошког искуства)

– научни, односно стручни 
радови објављени у научним 
часописима или зборницима, са 
рецензијама.

– Најмање један рад објављен у научном 
часопису са SCI или AHCI листе и
– Најмање један рад објављен у домаћем 
научном односно стручном часопису и
– Учешће на научним и стручним 
семинарима , учешће на научним и 
стручним конференцијама, чланство у 
организационим одборима научних и 
стручних скупова.

В
ан

ре
дн

и 
пр

оф
ес

ор

поред услова за доцента и: поред услова за доцента и:
– више научних радова од 
значаја за развој науке, односно 
уметности у ужој научној, 
односно уметничкој области 
објављених у међународним или 
водећим домаћим часописима, са 
рецензијама,

– Најмање два рада објављена након 
избора у звање доцента у научним 
часописима са SCI листе, односно у 
часописима са SSCI или AHCI листе и 
– Најмање један рад објављен након 
избора у звање доцента у домаћим 
научним односно стручним часописима

– оригинално стручно 
остварење(пројекат, студија, 
патент, оригинални метод, нова 
сорта и сл.) односно руковођење 
ил учешће у научним 
пројектима,

– оригинално стручно остварење 
(пројекат, студија, патент, оригинални 
метод, нова сорта и сл.) односно 
руковођење или учешће у научним 
пројектима,

– објављен уџбеник, монографија, 
практикум или збирка задатака за 
ужу научну, односно уметни– чку 
област за коју се бира.,

– Објављена збирка задатака или 
практикум из области за коју се 
бира или мултимедијални садржаји 
намењени студентима са рецензијом

Више радова саопштених на 
међународним или домаћима 
јавним скуповима.

– Најмање три рада сопштена на 
међународним или домаћим научним 
скуповима
– Чланство у уређивачким одборима 
домаћих часописа, чланство и функције 
у међународним и домаћим научним и 
струковним организацијама
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Ре
до

вн
и 

пр
оф

ес
ор

– поред услова за ванредног 
професора и:

– поред услова за ванредног професора 
и:

– већи број научних радова који 
утичу на развој научне мисли 
у ужој области објављених у 
међународним или водећим 
домаћим часописима, са 
рецензијама,

– Најмање два рада објављена после 
избора у звање ванредног професора у 
научним часописима са SSCI или AHCI 
листе и
– Најмање један рад објављен након 
избора у звање ванредног професора у 
домаћим научним односно стручним 
часописима

– већи број научних радова 
и саопштења изнетих на 
међународним или домаћим 
научним скуповима,

Најмање пет научних радова и 
сопштења изнетих на међународним 
или домаћим научним скуповима 

– објављен уџбеник, 
монографија или оригинално 
стручно остварење,

Објављен уџбеник или научна 
монографија или оригинално стручно 
остварење

– остварени резултати у развоју 
научно-наставног подмлатка на 
факултету,

Менторство односно чланство у 
комисијама

– учешће у завршним радовима 
на специјалистичким и 
дипломским академским 
студијама.

Менторство односно чланство у 
комисијама

Б) ГРУПАЦИЈА МЕДИЦИНСКИХ НАУКА
Услови утврђени законом Ближи критеријуми

Д
оц

ен
т

– Докторат наука – Научни степен доктора наука
– способност за наставни рад – Позитивна оцена педагошког рада 

добијена у студентској анкети;
– Позитивна оцена приступног 
предавања (за кандидате који немају 
педагошког искуства)

– научни, односно стручни 
радови објављени у научним 
часописима или зборницима, са 
рецензијама

– Најмање један рад објављен и 
научном часопису са SCI листе, односно 
у часопису са SSCI или AHCI листе и 
– Најмање један рад објављен у 
домаћем односно стручном часопису 
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В
ан

ре
дн

и 
пр

оф
ес

ор

поред услова за доцента и поред услова за доцента и
– више научних радова од 
значаја за развој науке, односно 
уметности у ужој научној, 
односно уметничкој области 
објављених у међународним или 
водећим домаћим часописима, са 
рецензијама,

– Најмање два рада објављена после 
избора у звање доцента у науним 
часописима са SCI листе, односно у 
часописима са SSCI или AHCI листе и 
– Најмање један рад објављен у 
домаћим научним односно стручним 
часописима

– оригинално стручно остварење 
(пројекат, студија, патент, 
оригинални метод, нова сорта 
и сл.) односно руковођење или 
учешће у научним пројектима,

– Оригинално стручно остварење 
(пројекат, студија, патент, оригинални 
метод, нова сорта и сл.) односно 
руковођење или учешће у научним 
пројектима.

– објављен уџбеник, монографија, 
практикум или збирка задатака за 
ужу научну, односно уметничку 
област за коју се бира

– Објављена збирка задатака из области 
за коју се бира или мултимедијални 
садржаји намењени студентима са 
рецензијом 

– више радова саопштених на 
међународним или домаћим 
научним скуповима.

Најмање три рада саопштена на 
међународним или домаћим научним 
скуповима

– Учешће у научним и стручним 
семинарима, учешће у научним и 
стручним конференцијама, чланство у 
опрганизационим одборима научних 
стручних скупова

Ре
до

вн
и 

пр
оф

ес
ор

– поред услова за ванредног 
професора и:

– поред услова за ванредног професора 
и:

– већи број научних радова који 
утичу на развој научне мислиу 
ужој научној области објављених 
у међународним или водећим 
домаћима часописима, са 
рецензијама,

– Најмање два рада објављена после 
избора у звање ванредног професора 
у научним часописима са SCI листе, 
односно у часописима са SSCI или 
AHCI листе и
– Најмање један рад објављен након 
избора у звање ванредног професора у 
домаћим научним односно стручним 
часописима

– већи број научних радова 
и саопштења изнетих на 
међународним или домаћим 
научним скуповима,

Најмање пет научних радова и 
саопштења изнетих на међународним 
или домаћим научним скуповима
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Ре
до

вн
и 

пр
оф

ес
ор

– објављен уџбеник, монографија 
или оригинално стручно 
остварење,

Објављен уџбеник или научна 
монографија или оригинално стручно 
остварење

– остварени резултати у развоју 
научно-наставног подмлатка на 
факултету,

Менторство односно чланство у 
комисијама

учешће у завршнимрадовима на 
специјалистичким и дипломским 
академским студијама.

Менторство односно чланство у 
комисијама

Чланство у уређивачким одборима 
домаћих часописа, чланство и функције 
у међународним и домаћим научним и 
струковним организацијама

В) ГРУПАЦИЈА ТЕХНИЧКО ТЕХНОЛОШКИХ НАУКА

Услови утврђени законом Ближи критеријуми

Д
оц

ен
т

– Докторат наука – Научни степен доктора наука
– способност за наставни рад – Позитивна оцена педагошког рада 

добијена у студентској анкети;
– Позитивна оцена приступног 
предавања (за кандидате који немају 
педагошког искуства)

– научни, односно стручни 
радови објављени у научним 
часописима или зборницима, са 
рецензијама

– Најмање један рад објављен и 
научном часопису са SCI листе, односно 
у часопису са SSCI или AHCI листе и 
– Најмање један рад објављен у 
домаћем односно стручном часопису 
– Учешће у научним и стручним 
семинарима, учешће на научним и 
стручним конференцијама, чланство у 
организационим одборима научних и 
стручних скупова

В
ан

ре
дн

и 
пр

оф
ес

ор

Поред услова за доцента и: поред услова за доцента и:
– више научних радова од 
значаја за развој науке, односно 
уметности у ужој научној, 
односно уметничкој области 
објављених у међународним или 
водећим домаћим часописима, са 
рецензијама,

– Најмање два рада објављена после 
избора у звање доцента у науним 
часописима са SCI листе, односно у 
часописима са SSCI или AHCI листе и 
– Најмање један рад објављен у 
домаћим научним односно стручним 
часописима
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В
ан

ре
дн

и 
пр

оф
ес

ор

– оригинално стручно остварење 
(пројекат, студија, патент, 
оригинални метод, нова сорта 
и сл.) односно руковођење или 
учешће у научним пројектима,

– Оригинално стручно остварење 
(пројекат, студија, патент, оригинални 
метод, нова сорта и сл.) односно 
руковођење или учешће у научним 
пројектима.

– објављен уџбеник, моно-
графија, практикум или збирка 
задатака за ужу научну, односно 
уметничку област за коју се бира

– Објављена збирка задатака из области 
за коју се бира или мултимедијални 
садржаји намењени студентима са 
рецензијом 

– више радова саопштених на 
међународним или домаћим 
научним скуповима.

Најмање три рада саопштена на 
међународним или домаћим научним 
скуповима
– Чланство у уређивачким одборима 
домаћих часописа, чланство и функције 
у међународними домаћим научним и 
струковним организацијама

Ре
до

вн
и 

пр
оф

ес
ор

– Поред услова за ванредног 
професора и:
– Већи број научних радова 
који утичу на развој научне 
мисли у ужој научној области 
објављених у међународним или 
водећим домаћим часописима, са 
рецензијама,

– Најмање два рада објављена после 
избора у звање ванредног професора 
у научним часописима са SCI листе, 
односно у часописима са SSCI или 
AHCI листе и
– Најмање један рад објављен након 
избора у звање ванредног професора у 
домаћим научним односно стручним 
часописима

– Већи број научних радова 
и саопштења изнетих на 
међународним или домаћим 
научним скуповима,

Најмање пет научних радова и 
саопштења изнетих на међународним 
или домаћим научним скуповима

– Објављен уџбеник, 
монографија или оригинално 
стручно остварење,

Објављен уџбеник или научна 
монографија или оригинално стручно 
остварење

– Остварени резултати у развоју 
научно-наставног подмлатка на 
факултету,

Менторство односно чланство у 
комисијама

– Учешће у завршним радовима 
на специјалистичким и 
дипломским студијама.

Менторство односно чланство у 
комисијама
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Г) ГРУПАЦИЈА ДРУШТВЕНО-ХУМАНИСТИЧКИХ НАУКА
Услови предвиђени законом Ближи критеријуми

Д
оц

ен
т

– Докторат наука,
– способност за наставни рад,
– научни, односно стручни 
радови објављени у научним 
часописима или зборницима, са 
рецензијама.

– Научни степен доктора наука 
– Позитивна оцена педагошког рада 
добијена у студентској анкети;
– Позитивна оцена приступног 
предавања (за кандидате који немају 
педагошко искуство)
– Најмање један рад објављен у научном 
часопису са SCI листе, односно у 
часописима са SSCI, AHCI, ERIH или 
листе престижних светских часописа за 
поједине научне области коју утврђује 
Универзитет на предлог факултета, или 
најмање два рада објављена у часопису 
међународног значаја верификованог 
посебном одлуком 
– Најмање један рад објављен у часопису 
водећег националног значаја, или 
поглавље у научној књизи/монографији, 
или рад у тематском зборнику са 
рацензијом, или превод изворног текста 
у облику студије, поглавља или чланка, 
односно превод или стручна редакција 
превода научне монографије/књиге 
или методичка публикација у области 
образовања и наставе. 
– Један рад са научног скупа објављен у 
целини.
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Услови предвиђени 
законом

Ближи критеријуми

В
ан
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– поред услова за доцента 
и:
– Више научних 
радова од значаја за 
развој науке, односно 
уметности у ужој научној, 
односно уметничкој 
области објављених 
у међународним или 
водећим домаћим 
часописима, са 
рецензијама, 
– Оригинално стручно 
остварење (пројекат, 
студија, патент, 
оригинални метод, нова 
сорта и сл.), односно 
руковођење или учешће у 
научним пројектима, 
– Објављен уџбеник, 
монографија, практикум 
или збирка задатака за 
ужу научну, односно 
уметничку област за коју 
се бира,
– Више радова 
саопштених на 
међународним или 
домаћим научним 
скуповима.

– Поред услова за доцента и:
– Најмање два рада објављена после избора 
у звање доцента у научним часописима са 
SCI листе, односно у часописима са SSCI, 
AHCI, ERIH или листе престижних светских 
часописа за поједине научне области коју 
утврђује Универзитет на предлог факултета, 
или најмање три рада објављена у часопису 
међународног значаја верификованог посебном 
одлуком. Кандидат је такође испунио овај 
услов ако је објавио један рад у часопису са 
SCI листе, односно у часопису са SSCI, AHCI, 
ERIH или листе престижних светских часописа 
за поједине научне области коју утврђује 
Универзитет на предлог факултета и два рада 
објављена у часопису међународног значаја 
верификованог посебном одлуком.
– Научна монографија/књига односно уџбеник 
из научне области за коју се кандидат бира.
– Најмање један рад објављен након избора у 
звање доцента у водећем часопису националног 
значаја у одређеној научној области, или 
најмање два поглавља у научној књизи/
монографији односно критичкој монографској 
публикацији из научне области за коју се 
кандидат бира, или два рада у тематском 
зборнику са рецензијом, или превод изворног 
текста у облику студије, поглавља или чланка, 
односно превод или стручна редакција превода 
научне монографије/књиге из научне области 
за коју се кандидат бира или методичка 
публикација у области образовања и наставе.
– Најмање један рад са међународног научног 
скупа објављен у целини
– Најмање један рад са научног скупа 
националног значаја објављен у целини
– Менторство односно чланство у комисијама 
за израду завршног рада на специјалистичким и 
дипломским академским студијама

̛̟̠̘̞̓ 5 - ̰̰̲̰̺̽́͂



Година	LIII,	број	183,	12.	фебруар	2015. 9

Услови предвиђени 
законом

Ближи критеријуми

Ре
до

вн
и 

пр
оф

ес
ор

– поред услова за 
ванредног професора и:
– Већи број научних 
радова који утичу на 
развој научне мисли у 
ужој области објављених 
у међународним или 
водећим домаћим 
часописима, са 
рецензијама, 
– Већи број научних 
радова и саопштења 
изнетих на међународним 
или домаћим научним 
скуповима, 
– Објављен уџбеник, 
монографија или 
оригинално стручно 
остварење, 
– Остварени резултати у 
развоју научно-наставног 
подмлатка на факултету,
– Учешће у завршним 
радовима на 
специјалистичким и 
дипломским академским 
студијама.

– Поред услова за ванредног професора и : 
– Најмање два рада објављена после избора 
у звање ванредног професора у научним 
часописима са SCI, AHCI, ERIH или листе 
престижних светских часописа за поједине 
научне области коју утврђује Универзитет 
на предлог факултета, или најмање три рада 
објављена у часопису међународног значаја 
верификованог посебном одлуком. Кандидат је 
такође испунио овај услов ако је објавио један 
рад у часопису са SCI листе, односно у часопису 
са SSCI, AHCI, ERIH или листе престижних 
светских часописа за поједине научне области 
коју утврђује Универзитет на предлог факултета 
и два рада објављена у часопису међународног 
значаја верификованог посебном одлуком. 
– Научна монографија/књига односно уџбеник 
или критичка монографска публикација.
– Најмање два рада објављена након избора у 
звање ванредног професора у водећем часопису 
националног значаја у одређеној научној 
области,
– Најмање два рада са међународног научног 
скупа објављена у целини
– Најмање два рада са научног скупа 
националног значаја објављена у целини, или 
један рад са научног скупа националног значаја 
објављена у целини и уређивање тематског 
зборника радова односно часописа.
– Уређивање тематских зборника радова/
часописа
– Чланство у уређивачким одборима домаћих и 
међународних часописа, скупова и струковних 
удружења, или предавање по позиву на 
универзитетима у иностранству,
– Менторство односно чланство у комисијама за 
израду докторског рада
– Менторство односно чланство у комисијама 
за израду завршног рада на специјалистичким и 
дипломским академским студијама
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Члан 5.

Факултет може да у складу са особеностима области за коју 
обавља наставу уведе и додатне, строжије критеријуме који не могу да 
замене или битно измене критеријуме из члана 4.

Члан 6.

За избор у звање наставника на Архитектонском факултету у 
пољу уметности, односно у ужој уметничкој области, радови објављени 
у часописима са SCI, SSCI или АНСI листе могу да буду замењени сле-
дећим достигнућима: изведени објекат међународног значаја, објављен 
или приказан; награда на међународном конкурсу; учешће на међуна-
родној изложби (са међународном селекцијом и каталогом штампаним 
на једном од светских језика); учешће у жирију међународног конкурса; 
награда за дело у међународној или националној селкцији.

III ПРЕЛАЗНЕ И ЗАВРШНЕ ОДРЕДБЕ

Члан 7.

Овај пречишћени текст Критеријума примењује се од дана 
објављивања у „Гласнику Универзитета у Београду“.

ОДРЕДБЕ КРИТЕРИЈУМА КОЈЕ НИСУ УНЕТЕ  
У ПРЕЧИШЋЕНИ ТЕКСТ

Члан 7.

Члан је престао да важи истеком времена, а гласио је:

„Наставници који су, на дан ступања на снагу ових критеријума, 
у звању доцента или ванредног професора, испуњавају услове за по-
новни избор у исто звање.

Приликом избора у више звање, када је у питању вредновање на-
учних резултата, потребно је да наставник из става 1 овог члана објави 
најмање два рада у часописима са SCI, SSCI или АНСI листе у перио-
ду од последњег избора у звање. 
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Наставник у пољу друштвено хуманистичких наука, приликом 
избора у више звање, потребно је да оствари минимум квантитативно 
исказаних резултата за звање за које се бира који је наведен у Табели 1.“

Сенат Универзитета у Београду, на седници одржаној 19.3.2014. 
године, донео је 

Званично тумачење одредаба члана 7. Критеријума за стицање 
звања наставника на Универзитету у Београду 

Одредбе члана 7. Критеријума за стицање звања наставника на 
Универзитету у Београду гласе:

„Наставници који су, на дан ступања на снагу ових критеријума, 
у звању доцента или ванредног професора, испуњавају услове за по-
новни избор у исто звање.

Приликом избора у више звање, када је у питању вредновање на-
учних резултата, потребно је да наставник из става 1 овог члана објави 
најмање два рада у часописима са SCI, SSCI или АНСI листе у перио-
ду од последњег избора у звање. 

Наставник у пољу друштвено-хуманистичких наука, приликом 
избора у више звање, потребно је да оствари минимум квантитативно 
исказаних резултата за звање за које се бира који је наведен у Табели 1.“

Ове одредбе треба разумети тако да су се примењивале на 
наставнике који су 5. априла 2008. године, као дана ступања на снагу 
ових критеријума, били у звању доцента или ванредног професора 
и могли су након тога ово право користити само једном, било да су 
поново бирани у исто звање или су бирани у више звање. 

Примена критеријума одложена је за 6 месеци да би се 
универзитетска јавност упознала са новим условима за избор у звања 
наставника, а прелазне одредбе члана 7. донете су да би се заштитили 
наставници који су се затекли у звању доцента или ванредног професора 
на дан ступања на снагу ових критеријума и да би имали времена да 
испуне нове услове за избор у звања наставника који нису важили у 
моменту када су бирани у затечено звање. С обзиром на то да изборни 
период траје 5 година, ови наставници приликом следећег избора у 
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звање треба да испуне ближе услове прописане Критеријумима за 
стицање звања наставника на Универзитету у Београду.

Ово званично тумачење објавити у „Гласнику Универзитета у 
Београду“.

Члан 8.

Члан није унет у пречишћени текст јер је временски превазиђен, 
а гласио је: 

„Ови критеријуми ће се примењивати од 1. октобра 2008. године.“

Напомена:
Табела 1. и Табела 2. престале су да важе 1. јула 2012. године, 

даном почетка примене Одлуке о изменама и допунама Критеријума 
за стицање звања наставника на Универзитету у Београду („Гласник 
Универзитета“, број 165/11).

(26. јануар 2015. године; Број: 06230/4-15)

	 ПРЕДСЕДНИК ОДБОРА 

	 ЗА СТАТУТАРНА ПИТАЊА

	 Проф. др Зоран Мирковић, с.р.
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Global Financial Reform Since 
2008: Achievements and 
Shortcomings 

 
Summary: The global financial crisis that started in the U.S. had an immediate
spillover to the rest of the world financial markets. Next, a decrease in real
economic output throughout the developed world occurred simultaneously with
high bailout costs for the salvaging of banks and other financial institutions.
This vicious combination was at the core of the bank-sovereign interdepen-
dence and the sovereign debt crisis of the eurozone. As early as 2008, the G20
announced a thorough global reform agenda with an aim to tackle the root 
causes of the crises and to transform the system of global financial regulation.
Some important reform steps have been made; still, more than six years on,
the job is not finished. Where are we in terms of global financial reform, and are 
we close to creating a more secure global financial system significantly less
prone to crisis and bailouts with taxpayers� money?

Key words: Financial crisis, G20, Financial stability, Financial reform. 
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The global financial crisis of 2007/2008 originated in U.S. mortgage markets but had 

a relatively standard and easily recognizable crisis structure. There was a relatively 

vivid external shock (low interest rates), with clearly visible subsequent episodes in 

crisis evolvement: boom, euphoria, profit-taking and panic. However, the crisis has 

spread throughout global financial markets almost simultaneously with an immediate 

substantial decrease in confidence and liquidity. The spillover into real-sector reces-

sion was widespread in almost all developed nations and highly correlated emerging 

markets (Dimitris Kenourgios and Dimitrios Dimitriou 2014). The following episode 

of bailouts of financial institutions in periods of recession has triggered the bank-

sovereign interdependence relationship1 and subsequent sovereign debt crisis in the 

eurozone (Mikhail Stolbov 2014). Still, almost eight years after the inception of the 

crisis, its negative impact is far from being overcome. Economic growth has not fully 

recovered in most of the developed economies (especially the eurozone), and some 

of the emerging economies initially resilient to recession are now facing low or nega-

tive rates of growth (Latin America, Russia). Something that started as a conse-

quence of inadequate regulation, and less-than-effective supervision, creating a po-

                                                        
1
 When bad bank assets raise the issue of potential losses that would need to be covered by governments, 

and that consequently deteriorates the fiscal position and raises sovereign rates, which in turn deteriorates 

bank assets due to their sovereign exposure.  
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tential for mispricing or risk and allowing excessive risk-taking in a relatively small 

part of the financial markets in the U.S. (Barry Eichengreen et al. 2012), has spread 

almost immediately throughout the global markets with unforeseen negative side 

effects in terms of loss of GDP and employment. The total cost of the crisis in terms 

of taxpayers� money, loss of wealth and decrease in GDP on a global scale is immea-

surable. Even now, in 2015, the negative consequences are still present and most 

probably far from over.   

The initial response to the crisis was immediate and ambitious (The Group of 

Twenty (G20) 2009a) with a long list of potential improvements to be made, and 

with the internationally wide and relevant institutional backing of the G202. The in-

tent of this initiative was to implement �sweeping reforms to tackle the root causes of 

the crises and to transform the system for global financial regulation� (G20 2009b, 

p.7). Such an ambitious endeavor was set to eliminate the possibility that a financial 

crisis of the severity and magnitude of 2007/2008 would emerge ever again. The Fi-

nancial Stability Forum (FSF) was expanded into a Financial Stability Board (FSB) 

with a broader mandate and institutional capacity to organize and initiate a reform 

process and to regularly report to the G20 on reform results achieved.  

A lot of enthusiasm and political backing was given to the reform process in 

its first years. Expert discussions, research and media backing supported the process. 

The reform agenda has evolved through time, with the addition of some new tasks or 

more emphasis on certain existing tasks, and with certain reform elements being 

moved down the priorities list, or eventually almost excluded from the reforms list 

completely. 

In the beginning the national support for international cooperation, establish-

ment of standards, and cross-border cooperation was nominally high. As time passed, 

it became clearer that certain differences in national financial systems, in terms of 

development and regulatory and supervisory structure, were starting to hamper the 

reform process. Strong existing international institutions were producing more 

reform results (like the Basel Committee for Bank Supervision - Basel III standards) 

compared to non-unified nationally biased international organizations (like the Inter-

national Accounting Standards Board (IASB) and Financial Accounting Standards 

Board (FASB) tasked to conduct a convergence project on accounting standards and 

still not completing the job).  

Despite the inspiring initial rhetoric that a �global crisis requires a global solu-

tion�, six years on it is hard to see a consistent G20 vision and emergence of ade-

quate institutional infrastructure. Meanwhile, in the absence of a new financial crisis, 

the political momentum coming from the G20 seems to be fading.     

How far have we moved ahead with the global financial reform agenda, and 

are we close to saying that the system now does not allow for a financial crisis of 

2007/2008 severity and magnitude to happen again? 

 

                                                        
2
 Comprised of major world economies: Argentina, Australia, Brazil, Canada, China, France, Germany, 

India, Indonesia, Italy, Japan, Mexico, Russia, Saudi Arabia, South Africa, South Korea, Turkey, the 

United Kingdom, the United States, and the European Union (represented by the European Commission 

and by the European Central Bank).  
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1. Literature Overview 
 

The research literature on post-financial crisis global financial reform is fairly recent 

and dynamic. The reform agenda itself was announced in 2009 and has been molded 

through international discussions and initiatives in the years that have followed. 

Therefore, literature is still not numerous and often is based on original documents 

produced by the G20 and FSB.  

For the purpose of this research, of particular importance is the following lite-

rature. Papers by John C. Hull (2009) and Eichengreen et al. (2012) are representa-

tive of the literature on the causes and development of the 2007/2008 financial crisis. 

Essential for this research are a large number of official G20 Summit communiqués 

and leaders� declarations (G20 2009a, b, 2013), as well as FSB progress reports, re-

ports to the G20 and consultation documents (Financial Stability Board (FSB) 2014a, 

b, c, d; International Organization of Securities Commissions (IOSCO) 2014a, b). 

Also relevant is literature on the EU Banking Union. A paper by Jean Pisani-Ferry 

(2012) has clearly underlined the necessity of the creation of the EU Banking Union 

if eurozone bank-sovereign interdependency is to be dismantled. Pisani-Ferry et al. 

(2012) thoroughly analyze seven open issues in the creation of the Banking Union. 

Franziska Bremus and Claudia Lambert (2014) have analyzed EU Banking Union 

accomplishments so far, but also stress the need to do more in order to disentangle 

bank-sovereign interdependence. Niamh Moloney (2014) estimates the robustness of 

the Banking Union given the complex political, institutional and EU Treaty environ-

ment. Official EU regulation enacted as part of the realization of the global reform 

agenda are an additional important source (European Parliament and European 

Council 2013, 2014a, b). A paper by Mark Carney (2013) discusses progress in the 

area of over-the-counter (OTC) derivatives market regulation, and a paper by Nicolas 

Véron (2014) analyzes the achievements of the G20 agenda five years on.  

The contribution of this paper to the literature is to provide an overview of 

causes and consequences of the 2007/2008 financial crisis and to compare what has 

been promised and what has been achieved in global financial regulation so far. In 

addition, this paper focuses on open issues and further steps in the global financial 

reform agenda.  

We will start with an overview of basic problems and causes of the global fi-

nancial crisis. Next, we will give an overview of the G20 reform agenda and compare 

it with the global financial reform results as of 2015. In the conclusion we will assess 

the accomplishments so far and the remaining risks in the global financial system.  

 

2. Basic Problems of the 2007/2008 Crisis 
 

Literature on the causes of the latest financial crisis has been growing and was wide-

ly available as soon as the crisis unfolded and even more so after the initial crisis 

impact and financial meltdown in the U.S. It was widely recognized that the origins 

of the crisis was in mortgage lending (Michel G. Crouhy, Robert A. Jarrow, and 

Stuart M. Turnbull 2008). Widespread defaults on mortgage-backed securities and 

collateralized debt obligations issued through securitization on pools of subprime 

mortgages were at the core of the problem. Literature has predominantly pointed to 
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certain �facts of life� in modern mortgage finance that have proven to be vehicles of 

mispricing of risk, excessive financial leverage and contagion.  

Excessive financial leverage without adequate regulation and supervision has 

commonly been used as a broad description of the problems that lead to the financial 

crisis. And, as ever, in almost every crisis, if the perception of the investment public 

is that financial risks are not contained by prudential regulation and supervision, con-

fidence in the financial system is prone to deteriorate. As a rule, crisis emerges as 

confidence plummets. Deflation of assets, counterparty risks and complex exposures 

and interdependence of financial institutions have fueled the contagion with a nega-

tive spillover into recession in the real sector. All of this has more or less simulta-

neously become global in the context of the global nature of the modern financial 

system.      

But let us look closer into some of the important shortcomings of modern 

mortgage financial practices, and how they may have contributed to an increase of 

uncontrolled risks and the inception of the crisis. 

 

2.1 Problem Set 1: Origination and Subcontracting 
 

Traditional banking was relatively simple. The bank would chose a client and the 

loan would, as a rule, stay in bank assets until maturity. Therefore, the bank was in-

clined to choose well and the loan was a visible risky exposure in bank assets, subject 

to capital requirements and loan loss provisioning. However, modern banking has 

introduced at least two potentially hazardous innovations.  

The first was the separation of origination, ownership and servicing of loans. 

Origination was the initial work done by a bank, from application for a loan up to 

loan disbursement and including the very important step of analyzing the creditwor-

thiness of a potential borrower. By separating origination from ownership of a loan, 

it was possible to sell or securitize a loan before its maturity, but also to avoid the 

long-term consequences of a bad choice of borrowers. This is an obvious moral ha-

zard situation that can generate incentives for credit growth based on the deteriorat-

ing quality of borrowers. Once the repayment capacity of borrowers deteriorates, if 

not earlier, the bank is in a position to use a liquidity vehicle (such as loan sale or 

securitization) to shift bad assets and associated risks from a highly regulated and 

supervised environment of the banking sector into less regulated and supervised ele-

ments of the local or international financial system, where the loss-absorbing capaci-

ty of bank capital and loan loss provisions most probably will not be available or as-

sociated with these assets. Therefore, separation of origination from ownership of a 

bank loan increases bank moral hazard, may contribute to uncontrolled generation of 

credit risks in the financial system, and should have been adequately addressed.     

The second potentially hazardous innovation was the possibility to outsource 

such a vital banking role as mortgage loan origination. Namely, mortgage brokers 

could be engaged as a subcontracting agent for a bank, taking over loan origination 

activities in the bank�s name for a fee. The majority of mortgage loans in the U.S. 

were extended in this way, rather than through the regular channel of a loan officer 

employed by the bank. Despite state-level regulation of mortgage brokers in most of 

the U.S., they are not financial institutions supervised by a bank supervisory agency 

̛̟̠̘̞̓ 11 - ̰̰̲̰̺̽́͂



 

389 Global Financial Reform Since 2008: Achievements and Shortcomings 

PANOECONOMICUS, 2015, Vol. 62, Issue 3, pp. 385-400

and they do not share the responsibility of a bad choice of borrowers, but rather work 

for a fee. Therefore, their incentive is based on a number, not quality of borrowers. 

This is an additional moral hazard point in the system that should have been ad-

dressed. Literature has shown that mortgage brokers have been most profitable with 

loans that have proved to be riskier ex post (Antje Berndt, Burton Hollifield, and Pa-

trik Sandås 2010). 

Both of these practices have increased moral hazard in bank lending and con-

tributed to an increase in bad assets as one of the core causes of the crisis.   

   

2.2 Problem Set 2: Securitization 
 

The creation of bad financial assets in mortgage markets would not necessarily lead 

to insurmountable financial difficulties if adequate risk assessments were conducted, 

loan loss provisions set aside and adequate monitoring and supervision continuously 

practiced. However, loans, as a rule, were not there in the balance sheets of origina-

tors; their ownership had commonly already been transferred via securitization. One 

could argue that if the banks had not had the alternative of securitization, many of the 

bad loans would most probably not have been created in the first place. Loans would 

most likely have been granted only to creditworthy individuals, with proper and more 

precise valuation of collateral and a more conservative LTV3 (loan-to-value) ratio. 

All of this would have decreased the risk of substantial build-up of bad mortgage 

assets and the potential of relatively high bank loss given default. But modern mort-

gage lending practices, with the possibility of securitizing pools of mortgage loans, 

effectively taking them out of bank balance sheets and their responsibilities, has in-

centivized excessive risk-taking and leverage.  

Let us for a moment analyze securitization a little bit more. Traditionally it 

was a useful means to provide liquidity for otherwise less liquid assets. Modern 

mortgage practices in some instances, however, have converted securitization into a 

mechanism of contagion and spread of mispriced risky securities issued on a dubious 

pool of mortgage assets, making them available to global investors as a security with 

an adequate rating provided by a credit rating agency. Credit rating has contributed to 

the liquidity of these securitized issues, but failed to convey clear and fair informa-

tion on their riskiness to global investors.   

And the tale of securitization does not end here. This mechanism also dimi-

nishes the effectiveness of traditional tools of credit growth control: reserve require-

ments, bank capital in proportion to bank assets, and loan loss provisioning. The 

transfer of assets in exchange for cash from banks to special purpose legal entities for 

securitization purposes (SPVs - special purpose vehicles) can potentially indefinitely 

replenish bank credit capacity without the need for additional bank capital, loan loss 

provisions or additional reserve requirements to be deposited within a central bank. 

All of these tools not only keep risks under control in traditional mortgage lending, 

but also put a lid on excessive credit growth. Furthermore, all of these tools almost 

                                                        
3
 LTV is a measure of the value of a loan compared to the value of a collateral (a house or condominium 

in most mortgage loans). A higher LTV ratio means more risk to the borrower in the case that the value 

of the collateral goes down.  
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have no effect on credit growth based on securitization. Therefore it is fair to say that 

securitization overrides the classic defense mechanisms of a banking system not to 

take on excessive risks and excessive lending.       

 

2.3 Problem Set 3: Liberalization 
 

The exit of mortgage loans from the banking sector via securitization into securities 

markets is at the same time an exit from a relatively stricter into a relatively looser 

financial environment. Securities markets are less associated with public interests 

and public safety and more prone to relatively free market forces, where financial 

innovations, as a rule, are ahead of financial regulation. In such an environment, fi-

nancial liberalization has strong advocates among market participants and even regu-

lators4 in the sense that some practices, instruments and institutions have been left to 

the markets to shape and control.  

Lack of regulation and supervision in several important market segments 

clearly contributed to the crisis of 2007/2008. 

First, credit risk insurance as an area was under-regulated in terms of both in-

stitutions (monoline insurers) and instruments (credit default swaps). Monoline (or 

bond) insurers are a type of insurance company specialized in providing credit guar-

antees to securities issuers. At first they provided insurance for municipal bonds, and 

later for mortgage-backed securities (MBS) and collateral debt obligations (CDOs). 

Monoline insurance provided credit enhancement for bonds that as a rule contributed 

to a better credit rating. These institutions have been regulated on the state level in 

the U.S., i.e. never under federal supervision and regulation. One of the ways for 

monoline insurers to provide credit risk guarantees was to issue a credit default swap 

(CDS). These instruments were in essence insurance policies on credit risk of a third 

party. However, they have been issued not just by the monoline insurers, but also by 

normal insurance companies, hedge funds, investment banks, etc. They have not 

been effectively regulated nor supervised and are by nature off-balance-sheet instru-

ments. The magnitude of the potential problem with such an instrument becomes 

clear when we take into consideration the fact that in midst of the crisis, in the 

second part of 2007, the total notional amount of outstanding CDSs was USD 58 bil-

lion (Bank of International Settlements (BIS) 2008, p. 5).  

Second, SPVs established to serve as legal entities with pools of assets on 

their asset side and issuing bonds on their liabilities side in a process of securitiza-

tion, as a rule, were registered in offshore jurisdictions. This would mean that issuers 

of infamous MBS and CDOs were registered as legal entities in jurisdictions other 

than the country of origin of the assets, other than the country of origin of the inves-

tors and other than the country of origin of the regulators of the market in which 

these bonds were traded. This was justified by the necessity for avoidance of double 

taxation, which is important for securitization, but effective supervision of SPVs was 

almost impossible, especially in the case of so-called non-cooperative jurisdictions.      

                                                        
4
 As was clear from the now-famous statement given by former Federal Reserve Chairman Alan Green-

span to the U.S. House of Representatives Committee on Oversight and Government Control on October 

23
rd

 2008, where he acknowledged he was partially wrong in his belief that some trading instruments, 

specifically credit default swaps, did not need regulation.   

̛̟̠̘̞̓ 11 - ̰̰̲̰̺̽́͂



 

391 Global Financial Reform Since 2008: Achievements and Shortcomings 

PANOECONOMICUS, 2015, Vol. 62, Issue 3, pp. 385-400

Third, credit rating agencies (CRAs) have played a crucial role in the securiti-

zation and mispricing of risk and subsequent large losses incurred on MBS and 

CDOs. They have served the purpose of assigning a credit rating to securities offered 

on the market based on a pool of mortgages. In doing so, it turned out that their focus 

was more on structuring the SPV assets in a way to fulfill the criteria for a certain 

credit rating assignment than to provide a realistic rating based on effective credit 

risk. Also, it turned out that they were ready and willing to assign a credit rating to a 

security based on a rating of a credit enhancer (e.g. monoline insurer) without prior 

verification of their credit rating. Both practices had the consequence of giving a 

higher than appropriate credit rating to MBS and CDOs. This led to mispricing of 

risk and distortion in valuation of these securities.  

In addition to their initial role in 2007/2008 in the U.S., in subsequent years 

credit rating agencies have downgraded several European sovereigns, initiating bank-

sovereign interdependence and sovereign debt crisis in the eurozone. Despite direct 

involvement in two important financial crisis episodes, credit rating agencies have 

not taken on any direct responsibility for the consequences of the events with their 

direct involvement.  

Hedge funds did not have a prominent and direct role in the creation of the cri-

sis, but since they are loosely regulated and heavily invested in MBS and CDOs, they 

did have a contagion role in the aftermath of the initial crisis impact. Subsequent 

large hedge funds bankruptcies have led to the argument that these institutions need 

to be more regulated and supervised.  

 

2.4 Other Related Problems 
 

The crisis has revealed some other actual problems in global finance. Most of the 

financial institutions that have collapsed or have been under severe financial pressure 

had enjoyed a very good reputation for years.  

They regularly paid high bonuses to executives on various levels of the corpo-

rate structure. Yet, the financial meltdown and demise of these institutions was sur-

prisingly sudden and severe. The justification of such bonuses paid had to come un-

der question.  

In the good years, and for quite some time before then, profits were generous-

ly dispersed via bonuses on various levels; yet when solvency was suddenly under 

threat, taxpayers� money had to be drawn upon and in previously unseen amounts. 

This has driven some countries into sovereign debt crisis (Karmen M. Reinhart and 

Kenneth S. Rogoff 2011). The use of taxpayers� money to salvage the so-called too 

big to fail (TBTF) financial institutions had to come under question.  

When asset meltdown and lack of confidence began to run rampant, it turned 

out that the required capital was not available in the expected amounts and that li-

quidity was more severe than one would expect. Therefore, raising the quality and 

availability of capital and liquidity came to be a priority of future financial reforms.  

As the crisis unfolded, it soon became obvious that cross-border activities in 

jurisdictions with different accounting standards (International Financial Reporting 

Standards (IFRS) as opposed to Generally Accepted Accounting Principles (GAAP)) 

were slowing down and complicating valuations and supervision of assets and insti-
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tutions. Renewed initiative for standardization in this field was obviously very much 

needed.  

Credit default swaps have opened two important wider issues: capital adequa-

cy for off-balance-sheet items, and monitoring of exposures and decreasing of risks 

from OTC derivatives trading.  

Finally, the fragility of banks and excessive leverage has reiterated the need to 

use more and develop further macroprudential tools such as LTV, debt-payment-to-

income (DTI), margin requirements, etc.    

So has the initial global reform agenda of the G20 tackled these problems that 

were revealed and emphasized by the financial crisis?  

 

3. G20 Reform Agenda 
 

From the first meeting of the G20 in November 2008 in Washington, it was clear that 

there was a political momentum throughout the major world economies for global 

financial reform. It seemed obvious that immediate global action was needed to pre-

vent the reoccurrence of such a crisis in the future.   

In April 2009 in London, the G20 issued a declaration on strengthening the fi-

nancial system. It was a common global financial reform agenda of major world 

economies. It was clear that there was a high level of nominal consensus on the need 

to make substantial progress and to cooperate in this field. There were several major 

elements comprising the G20 reform agenda of 2009. 

 

3.1 Financial Stability Board and International Cooperation 
 

The Financial Stability Forum as a G7 consultative body was enhanced in capacity 

and representation to serve the G20 global financial reform agenda and was renamed 

as the Financial Stability Board.  

The FSB was given a variety of tasks in the areas of advising, overseeing and 

coordination. It was delegated several important responsibilities: 
 

 to identify and assess the problems in the global financial system; 

 to undertake joint strategic reviews with standard-setting bodies; 

 to promote information-sharing among supervisors; 

 to set and monitor actions taken to address problems; 

 to promote activities of supervisory colleges for most important cross-

border firms and support contingency planning for cross-border crisis 

management; 

 to collaborate with the IMF on an early warning system to detect potential 

build-up of financial and macroeconomic risks; 

 to conduct peer reviews as financial stability country assessments.  
 

The FSB was to regularly report to the G20 and to the wider public with 

progress reports on the G20 financial reform agenda. The G20 agreed to set relatively 

high goals for international cooperation, especially in the areas of supervisory colleg-

es and cross-border crisis management. International cooperation was envisaged to 

be most intensive between the IMF, FSB, World Bank and Basel Committee on 

Banking Supervision (BCBS).   
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3.2 Prudential Regulation and Bankers� Compensations 
 

The intention of the G20 was to significantly strengthen prudential regulation global-
ly. In this area there was solid institutional backing in the form of the BCBS, to 
which the G20 delegated most of the necessary work to be done. The main points of 
the reforms were: 
 

 an increase in capital buffers; 

 an increase in quality of capital; 

 an increase in liquidity buffers; 

 to mitigate procyclicality in the behavior of financial institutions; 

 to introduce a simple universal leverage measure that would include off-

balance-sheet exposures;  

 to regulate incentives for risk management of securitization. 
 

Special attention was given to systemic risk. In this context systemically im-
portant financial institutions (SIFIs) and the need for their more careful and joint su-
pervision was underlined as most important. But systemic institutions were defined 
beyond banks, and included shadow banks and private pools of capital that could 
prove to have systemic importance. But in addition to that, systemic importance was 
broadened to markets and instruments with systemic importance, and the FSB and 
IMF were tasked with producing guidelines for national authorities to assess system-
ic importance of institutions, markets or instruments. Hedge funds and credit deriva-
tives markets have been singled out as in need of better regulation and supervision to 
insure their resilience.  

In this context, the compensation schemes in the financial industry have been 
addressed. This was done in a broad way and in line with previous FSF principles for 
salaries and compensation in significant financial institutions. Proposed guidelines 
include the involvement of boards of directors in the design of compensation 
schemes, and that they should adequately reflect performance, risks and timing with 
avoidance of short-term payments for long-term exposures. Stakeholders� right to be 
adequately and timely informed about compensation policies has been underlined.  

 

3.3 Tax Havens, Non-Cooperative Jurisdictions and Accounting 
Standards 
 

A relatively significant position in the overall G20 reform agenda was given to ad-
dressing the issues of tax havens and non-cooperative jurisdictions, especially con-
cerning anti-money laundering and combating the financing of terrorism 
(AML/CFT). Mutual goodwill to take action against countries that do not allow tax 
transparency was also underlined. This was done with a comprehensive list of poten-
tial measures that could be initiated against non-cooperative jurisdictions. 

Accounting standards were also mentioned as an important reform area. Em-
phasis was given to simplification of accounting standards for financial instruments, 
and improvements in the areas of loan-loss provisioning, off-balance-sheet exposures 
and valuation uncertainties. A plea was made for progress towards a single set of 
high quality global accounting standards and for cooperation with supervisors, 
emerging markets, and other stakeholders in the process of establishing such stan-
dards.    
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3.4 Credit Rating Agencies   
 

At the end of the G20 reform agenda, credit rating agencies were addressed. They 

were confirmed as essential market participants and it was proposed that more effec-

tive oversight be conducted by national regulators. CRAs that provide rating used for 

regulatory purposes should be registered and subject to regulatory oversight. Practic-

es and procedures of CRAs should be in accordance with the IOSCO Code of Con-

duct Fundamentals for CRAs (IOSCO 2014b) and national authorities were tasked to 

enforce compliance. BCBS was called to review the role of CRAs in prudential regu-

lation and to address the potential adverse incentives.    

 

4. What Has Been Done so Far? 
 

Initial G20 summits and inspiring rhetoric on those occasions suggested the potential 

for supranational decision-making in the reform process and future regulation and 

supervision of global financial markets. However, soon after it was obvious that 

global financial reforms were going to be conducted in a less ambitious, i.e. coordi-

nated, way and that decision-making was going to be left to individual national juris-

dictions.   

What was missing from the start of the global financial reform effort was a 

genuine consensus on the main drivers of the crisis and a clear reform agenda in 

terms of a policy vision for global financial markets. 

The G20 agenda itself has never aspired to be a reform process towards a pre-

cisely defined vision of the future global financial system. Rather, it is fair to de-

scribe it as a relatively long list of individual initiatives with sometimes unclear 

priorities in terms of importance and connectedness to the core of the 2007/2008 cri-

sis. Comparing the G20 documents on the subject of global financial reform from 

2009 to 2015, it is obvious that some initiatives have been declining in importance 

(e.g. rating agencies), some initiatives have been altered (e.g. regulating CDS mar-

kets gradually evolved into regulating all OTC derivatives), some initiatives have 

been prolonged (e.g. the merging of accounting standards or derivatives market re-

forms), and some initiatives have been added that had no significant importance for 

the crisis (e.g. the prevention of fraudulent activities under AML/CFT or reform and 

strengthening of Foreign Exchange (FX) benchmarks and interest rate benchmarks: 

LIBOR, EURIBOR, TIBOR).    

However, despite the shortcomings, since the initiation of the G20 global 

reform agenda, some important results have been achieved. 

 

4.1 Basel III  
 

Basel III can surely be perceived as a crucial step forward in global banking pruden-

tial regulation. It has already been introduced in the EU via the Capital Requirements 

Directive IV and in many other jurisdictions as well. Full implementation, however, 

is going to take several more years. Despite that, banks preparing for the full imple-

mentation of Basel III are already becoming safer and gradually are implementing 

new regulatory standards. It introduces very important safeguards into the system. 
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It is not ease to achieve unified capital regulation even within countries with a 

common legal and regulatory framework but the Basel framework has precisely that 

ambition, and on a global scale. At a glance, capital is substantially increased both in 

quality and quantity. Common equity tier 1 capital (CET1) with the most loss absorb-

ing capacity has been increased (from 2%) to 4.5% of risk weighted assets. In addi-

tion, a capital conservation buffer and countercyclical capital buffers may be intro-

duced. Additional capital will be required for SIFIs and if required by the supervisor 

according to Pillar 2 of Basel III. As for leverage, it introduces a very simple leve-

rage ratio (CET1/Total Exposure). In terms of liquidity, it introduces a liquidity cov-

erage ratio and net stable fund ratio. New rules assign more capital to securitization 

exposures (both in trading and in banking books) and de-stimulate OTC derivatives 

trading without a central counterparty (BCBS 2014). Supervision of banks is called 

to enforce sound corporate governance, risk management and management compen-

sation practices.  

As is clear from this very brief overview, Basel III has addressed a wide range 

of very relevant issues for financial stability. The only visible disadvantage of the 

framework is its rather gradual implementation by the end of this decade in major 

jurisdictions.  

 

4.2 OTC Derivatives 
 

It has been clear from the crisis that trading in CDSs has proven to be excessively 

risky (Ping Wang and Tomoe Moore 2012). The risk itself came from various 

sources: first, from the nature of the instrument; then, from the fact that it is a deriva-

tive instrument that is an off-balance-sheet exposure; third, that it was traded as an 

OTC instrument. This would suggest that there is no clear centralized evidence of the 

trades capable of producing the vital information of overall exposures and maturities 

of contracts taken by specific institutions. In addition to that, OTC trades are as a rule 

conducted directly and not through so-called central counterparties (clearing houses), 

which would provide margin accounts as an important element of leverage and over-

all risk control of these trades.   

That is why the reform initiative in this area started from CDS but was broa-

dened to all OTC derivative trades. There are several important aspects of this 

reform: 
 

 that all trades be done in the standardized forms of derivatives contracts 

and operational processes; 

 that all trades be reported to trade repositories so as to identify shifts and 

concentration of risks if repositories are obliged to share this information 

with not just local but cross-border supervisors; 

 that all trades be done through central counterparties, so as to reduce the 

risks; 

 that all trades are at least done on trading platforms (if not on exchanges), 

so as to increase transparency;  

 that all these derivative trades require higher capital and margin 

requirements.    
 

̛̟̠̘̞̓ 11 - ̰̰̲̰̺̽́͂



 

396 Dejan �o�kić 

PANOECONOMICUS, 2015, Vol. 62, Issue 3, pp. 385-400 

These reform elements are envisaged to improve transparency, protect against 

market abuse and decrease systemic risk.   

Work in this area is not complete due to the complexity of these markets, un-

resolved cross-border issues, and a variety of derivatives contracts that cannot easily 

be standardized or traded on a trading platform. Still, much has been done, especially 

concerning capital requirements for counterparty credit risk for non-centrally cleared 

derivatives according to Basel III. Guidelines for trade reporting, suitability for cen-

tral clearing, margin requirements and standardization of derivative products are al-

ready in place. A substantial improvement in this area will be the launch of a global 

legal entity identifier, for entities connected to OTC derivatives transactions.  

  

4.3 Other Important Issues 
 

Ending �too big to fail� was one of the important goals of the reforms. Early in the 

reform process, there was a strong motivation that financial sector should �pay for 

any burdens associated with government interventions to repair the banking system� 

(G20 2009b, p. 10). As the G20 backed off from the proposition to introduce a spe-

cific �bank tax� to fund the incurred public expenditures, focus was given to limiting 

future public losses in case of bank resolution. There were several aspects to this is-

sue. One was to provide additional capital requirements and stricter supervision for 

the systemically important financial institutions (SIFIs), so as to decrease the possi-

bility of failure. Another was to provide for more loss absorbing capacity of banking 

capital and debt on which loss may be imposed to creditors in case of resolution. This 

was obviously intended for limiting the impact of bank resolution on taxpayers� 

money. Basel III has addressed these issues to a certain extent.  

In the EU Banking Union, the Single Resolution Fund is scheduled to be oper-

ational from 1
st
 January 2016, and it should be funded by the banks themselves. 

Thus, if the bank runs into financial problems, it should rely on more of its capital 

and loss absorbing creditors (a so-called bail-in instead of bailout) and in the EU 

Banking Union the Single Resolution Fund may support the process, avoiding tap-

ping to taxpayers� money. However, the effectiveness of these elements of the sys-

tem remains to be tested in the future.  

The FSB has produced, and regularly updated, lists of global SIFIs. It has also 

produced a regulatory framework for systemically important banks, insurers, asset 

managers, financial infrastructures and shadow banking institutions, which should 

serve as guidelines for national regulators.   

Some useful work has been done in financial data gathering, standardization 

and availability, which is useful for better future regulation and supervision, especial-

ly for cross-border financial activities. 

Convergence in accounting standards remains an unfinished job. The G20 has 

failed to exert authority over independent accounting standard setters.  

 

4.4 EU Banking Union  
 

Despite not officially being part of the G20 reform agenda, the EU Banking Union 

can be seen as a product of the global financial reform effort. Essentially, Europeans 
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have done most of the things initially recommended by the G20. But this project has 

a substantial advantage over the G20 endeavor: the unified institutional backing of 

the EU. The Banking Union in the EU has been introduced not just as a consequence 

of the 2007/2008 financial crisis, but also as a consequence of the eurozone sove-

reign debt crisis of 2010 characterized with high level of bank-sovereign interdepen-

dence (Adrian Alter and Yves S. Schuler 2012).  

Unified financial regulation was a strong basis for the creation of the Banking 

Union. The so-called Single Rulebook, i.e. legal acts that all banks in the EU must 

comply with, includes: the Capital Requirements Regulation (CRR) and Capital Re-

quirements Directive (CRD) IV, the Directive on Deposit Guarantee Schemes 

(DGS), and the Bank Recovery Resolution Directive (BRRD). These new rules are 

designed to make banks much safer and resistant to crises, and to protect deposits of 

EU citizens up to EUR 100,000 in all member states.  

Besides the Single Rulebook, there are two essential elements of the Banking 

Union: the Single Supervisory Mechanism (SSM) and Single Resolution Mechanism 

(SRM). The Banking Union can operate only if supervision and resolution are carried 

out on the eurozone level, so as to eliminate potential different approaches to super-

vision and implementation of the Single Rulebook, and to avoid different national 

approaches to dealing with ailing banks. In addition, adequate supranational financial 

backing is vital so as to dismantle the bank-sovereign vicious circle and financial 

market segmentation.  

However, if the Single Rulebook requires better capitalization, better liquidity 

and better risk control on the side of the banks (in accordance with Basel III), and if 

there is unified high quality supervision led by the ECB and national supervisors in 

an integrated system within the SSM, risks for bank insolvencies should be far lower 

in the future. Even if they materialize, troubled banks should be dealt with by a uni-

fied, truly European resolution mechanism - the SRM. Potential financial assistance 

for troubled banks should come in the following order: the writing of certain liabili-

ties and/or their conversion into equity (the so-called bail-in), tapping to funds that 

the banks themselves pay into and finally, as a last resort, use of public (taxpayers�) 

funds but with neutral mid-term fiscal effect. Therefore, protection of taxpayers is at 

the core of the Banking Union. 

Other EU countries outside of the eurozone are eligible to join the EU Bank-

ing Union. The spirit of the G20 reform agenda is obvious.  

  

5. Prospects and Conclusions 
 

The G20 initiative to reform the global financial system has practically been con-

ducted without the formation of any new institutions. The Financial Stability Forum 

has evolved into the Financial Stability Board, but other than that, no major interna-

tional institution has been created. This brings us to the source of the obvious weak-

ness in the G20 global financial reform. None of the existing international institu-

tions (the IMF, World Bank, BIS, etc.) has an enforceable regulatory mandate for 

global financial markets. If no new global regulatory institutions have been created 

by the G20, what we have is an ambitious global agenda with an almost endless 

number of national regulators and supervisors with very diverse institutional capaci-
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ties operating in different jurisdictions. And, as time passes by, that proves to be the 

major weakness of the global financial reform.      

Still, at least two accomplishments stand out: Basel III and the EU Banking 

Union. Both are not yet fully implemented, but are already improving financial sta-

bility. If the work on derivatives is soon completed and implemented in major juris-

dictions, we will, most probably relatively soon, have substantial improvements in 

the stability of the global financial system. Still, a lot of work remains unfinished and 

without clear prospects concerning deadlines.   

Ideally, global financial reform would try to effectively reconcile the facts of 

modern financial markets: namely, that financial institutions, instruments issuers and 

investors operate globally, and that the framework in which the markets operate is 

not global. It is neither global in terms of regulation, nor in terms of supervision, nor 

in terms of business operating standards5. Yet when problems arise, everyone seems 

to be surprised that cross-border financial institutions are very much global in their 

life, and very much local in their demise and death.  

Therefore, effective global financial reform in an ideal world would call for 

global regulation, global supervisory institutions, global business operating standards 

and global financial institution resolution mechanisms. A less ambitious alternative 

to this would be to have, at least in major jurisdictions, full standardization of regula-

tion, a high level of convergence in business operating standards and effective conti-

nuous cooperation of regulators and resolution authorities. Currently, unfortunately, 

we have neither. 

So are we now, six years after the G20 agenda, living in a safer financial 

world? We could say yes. Several years of ongoing deleveraging and business con-

servatism as a natural response to the crisis has created somewhat more robust finan-

cial institutions, but at the same time has prolonged economic recovery. As for the 

global financial reform, Basel III and the EU Banking Union, when fully imple-

mented, will certainly decrease global financial risks. Significant benefit would also 

come from more global regulation of OTC derivatives trading. In addition to that, 

other activities coordinated by the FSB will probably increase standardization and 

transparency, which are important for financial stability.  

But, can all of this be treated as �sweeping reforms to tackle the root causes of 

the crisis and transform the system for global financial regulation� (G20 2009b, p. 

7)?  

Probably not.     

It would be fair to say that global financial reform had a brave and promising 

beginning. The progress was in some areas effective, but in many others difficult and 

diluted. Meanwhile, the initial political momentum has been lost. Perhaps more was 

not possible in the current world. But if there are no signs that in the future financial 

markets will be less global, the question is: do we need the impetus of another finan-

cial crisis to adequately regulate and supervise the global financial market? 

 

 

                                                        
5
 Accounting standards, taxes, corporate laws, licensing of professionals, etc.  
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Година 2002. 

Место Berkeley, California, САД 

Институција Haas School of Business, University of California, Berkeley 
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месец годишње проводи у овој институцији, предаје на 
последипломским студијама из Финансијске економије и ради 
истраживања са колегама. Такође, учествује у организацији њихове 
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(Real Estate Finance and Economics) 

2013-данас Члан (Affiliate) CESIfo Research Network, LMU, Munich, Немачка. Сваке 
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University. Радио као истраживач-сарадник и као асистент за светски 
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КРАТКА СТРУЧНА БИОГРАФИЈА (остали подаци)      
Др Бранко Урошевић је докторирао теоријску физику на Brown University, Providence, САД (1995) као 
и економске науке (смер финансије) на Haas School of Business, University of California, Berkeley, САД 
(2002).  У звање доцента прво је биран на Department of Economics and Business, Universitat Pompeu 
Fabra, Barcelona, Шпанија (2002.), једном од водећих факултета за економију у Европи, а касније и на 
Економском факултету Универзитета у Београду (2005). У ванредног професора на Економском 
факултету Универзитета у Београду је биран 2009. а у редовног, на истом факултету, 2013.  Предаје 
предмет Операциона истраживања на редовним студијама као и низ предмета из области 
Квантитативних финансија и финансијске економије на мастер и докторским студијама. Креирао је и 
руководи Међународним мастер програмом из квантитативних финансија (IMQF) на Економском 
факултету Универзитета у Београду. За време рада у Барселони, помогао је стварање мастер 
програма из финансија (био је први ко-руководилац програма).  

 
Бави се истраживањима из области применa метода оптимизације у економији и финансијама. Од 
2011. гостујући је професор водећег руског државног универзитета из области економије, Higher 
School of Economics, где учествује на заједничим истраживачким пројектима и предаје на њиховим 
престижним мастер студијама на енглеском.  Члан је престижне међународне мреже истраживача из 
области економије CESIfo Research Network, на Ludwig-Maximilians University у Минхену, Немачка 
(2013).  
 
Oбјавио је преко 20 радова у часописима нa SSCI i SCI листи укључујући ту и радове у 
најпрестижнијим часописима из области економије као што су Journal of Political Economy и 
Management Science као и рад у Proceedings of the American Academy of Sciences (PNAS), једном од 
часописа са највишим импакт фактором. Објавио је 2 главе у престижној међународној монографији 
у издању Wiley, као и више монографија и један уџбеник на српском језику. Одржао је преко 40 
предавања по позиву на водећим светским и европским универзитетима укључујући, између осталих, 
California Institute of Technology, Harvard Business School, UCLA, Wharton School, Duke University, 
London Business School, London School of Economics, и тд. Резултате својих истраживања представио 
је на преко 40 водећих међународних конференција укључујући ту и American Finance Association 
Meeting, American Real Estate and Finance Association Meeting, Bachelier Society Congress in 
Mathematical Finance, Western Finance Association Meeting, World Congress in Game Theory и многим 
другим. Повремени је рецензент најистакнутијих часописа из области економије и финансија, као што 
су American Economic Review, Econometrica, Journal of Political Economy, Review of Economics Studies, 
Journal of the Economic Theory, Journal of Economic Dynamics and Control, Management Science, 
European Economic Review, Journal of Corporate Finance, Journal of Real Estate Finance and Economics, 
Journal of Risk and Insurance, i  Review of Finance. Члан је редакције 3 водећа домаћа часописа из 
области економије, а у периоду од 2006-2009 био је и члан редакције Journal of Economic Dynamics 
and Control (M21).  

 

Руководи пројектом “Ризици финансијских институција и тржишта у Србији – микроекономска и 
макроекономска анализа"  који финансира Министраство за просвету и науку Републике Србије (од 
2011.), а руководио је и пројектом “Развој институција и инструмената хипотекарног и финансијског 
тржишта у Србији”, који је финансирало Министарство за науку и заштиту животне средине 
Републике Србије  (2006-2010.). Руководио је, такође, и београдским чвором RICAFE2 пројекта 
Европске Комисије (у оквиру Framework 6 програма) (2006.-2009). У овом пројекту су учествовали још 
и London School of Economics, University of Tilburg, University of Torino, Hebrew University, HEC Paris, и 
још 7 других веома престижних институција.  
 
Др Бранко Урошевић био је ментор 4 одбрањене докторске дисертације у Барселони, и једне на 
Економском факултету Универзитета у Београду. Поред тога, био је члан комисије за израду 2 
доктората на Економском факултету Университата у Београду и једног у Барселони. Руководио је 
израдом 23 мастер тезе из области квантитативних финансија. Члан је Комисије за економске науке 
САНУ, саветник гувернера Народне банке Србије за истраживања, члан International Advisory Board 
Dilijan Research Center Централне банке Јерменије, као и представник источне и југоисточне Европе 
у Научном комитету престижне UniCredit and Universities фондације у Милану, Италија, која подстиче 
развој истраживања из области економије и финансија у 16 европских земаља укључујући и Србију.  
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ИНДЕКС НАУЧНЕ КОМПЕТЕНЦИЈЕ 255 

 

ИНДЕКС ЦИТИРАНОСТ НАУЧНИХ РАДОВА (без аутоцитата) 365 

 
РЕЗУЛТАТИ НАУЧНОИСТРАЖИВАЧКОГ РАДА                         
Списак резултата М11 

Истакнута научна књига и монографија међународног значаја – научна 
дела рецензована од стране познатих иностраних научних радника, објављена 
од стране издавача међународног реномеа, штампана на једном од светских 
језика. 

Број  
2 

Укупан 
М11 

1.  "The Housing Market in Serbia in the Past Decade" u Global Housing Markets: Crises, Policies, and 
Institutions, ed.: Ashok Bardhan, Robert Edelstein and Cynthia Kroll, John Wiley & Sons, pp. 247–267, 
2011. (koautori: Dejan Šoškić, Boško Živković, Miloš Božović). Poglavlje u istaknutoj međunarodnoj 
monografiji. 
2. "The Housing market and housing finance in Russia and its regions – a quantitative analysis" u Global 
Housing Markets: Crises, Policies, and Institutions, ed.: Ashok Bardhan, Robert Edelstein and Cynthia Kroll, 
John Wiley & Sons, pp. 229–246, 2011. (koautor: Carsten Sprenger). Poglavlje u istaknutoj međunarodnoj 
monografiji 

 

Списак резултата М12 

Научна књига и монографија међународног значаја  - научна дела која су  
рецензована у међународним разменама, штампана на једном од светских језика 
и издата од стране реномираног издавача. 

Број  Укупан М 

1. 

 

Списак резултата М41 и М42 
Научна књига и монографија националног значаја – научна дела која су јавно 
позитивно оцењена од стране признатих научних радника једне земље. 

Број 
4  

Укупан 
М41 

1. „Квантитативне методе у корпоративним финансијама“, монографија, Центар за издавачку 
делатност Економског факултета Универзитета у Београду, 2009.  

2. „Финансијска економија“, монографија, Центар за издавачку делатност Економског факултета 
Универзитета у Београду, 2008. 

3. „Динамичка оптимизација власничке структуре корпорација“, монографија, Центар за 
издавачку делатност Економског факултета Унивезитета у Београду, Beograd, 2007. 

4. „Информациона асиметрија, морални хазард и финансијска криза”, поглавље у монографији 
„Светска финансијска криза – изазови и стратегија“, редактор Оскар Ковач, Научно друштво 
Србије, 2011 (коаутор: Бошко Живковић), стр. 59-108 

 

 

Списак резултата М21 и М22- Рад у водећем часопису међународног значаја. 
Водећи међународни часопис је онај који се налази у првих 50% часописа са Листе СЦИ 
по категоријама наука/области. Преосталих 50% часописа са Листе СЦИ, као и нови 
часописи (основани пре 3-5 година), односно часопис који се издаје у земљи и који има 
међународну редакцију састављену од научника из најмање пет земаља и има 
међународну рецензију, а издаје га међународна научна институција или водећа 
национална институција и припада категорији М21Им22. 

Број  
19  

Укупан 
М21 
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1. „Noise and aggregation of information in large markets“, Journal of Financial Markets, 2013 (koautor 
Diego Garcia), Vol 16 (3), August 2013, pp. 526-549    

2. "European Bond ETFs: Tracking Error and the Sovereign Debt Crisis", European Financial 
Management, 2012. (koautori Mikica Drenovak i Ranko Jelic), elektronsko izdanje: 
DOI:10.1111/j.1468-036X.2012.00649.x.  

3. "Zipf rank approach and cross-country convergence of incomes", Europhysics Letters, 2011, 94, 
48001 (pp. 48001-p1 - 48001-p6). (koautori: Jia Shao, Plamen Ch Ivanov, H.Eugene Stanley, Boris 
Podobnik),    

4. “Bankruptcy risk model and empirical tests” (koautori: Boris Podobnik, Davor Horvatic, Alexander 
Petersen, Eugene Stanley), Proceedings of the National Academy of Sciences of the United States 
(PNAS), 2010, 107(43), 18325-18330.  

5. “Ownership Dynamics with Multiple Insiders: The Case of REITs“ (koautori: Antoni Sureda, Robert 
Edelstein and Nicholas Wonder). Real Estate Economics, November, 38(1), 57-90, 2009.  

6. “Overconfidence and market efficiency with heterogeneous agents” (koautori: Diego Garcia i 
Francesco Sangiorgi). Economic Theory, 2007, 30 (2), 313-336. 

7. “ Optimal Ownership Policy by a ‘Large Shareholder’” (koautori: Peter DeMarzo). Journal of Political 
Economy, 2006, 114(4), 774-815. 

8. “Static Mean-Variance Analysis with Uncertain Time Horizon” (koautori: Lionel Martellini), 
Management Science, 2006, 52(6), p. 955-964. 

9. “Valuing Mortgage Insurance Contracts in Emerging Market Economies” (koautori: A. Bardhan and 
R. Karapandža), Journal of Real Estate Finance and Economics, 2006, vol. 32 (1), 9-20. 

10. “Ownership Dynamics of REITs” (sa R. Edelstein i N. Wonder), Journal of Real Estate Finance and 
Economics, 2005, vol. 30 (4), 447-466. 

11. “Optimal Loan Interest Rate Contract Design” (sa Robert Edelstein), Journal of Real Estate Finance 
and Economics, vol. 26 (2/3), February 2003.  

12. “Perturbative Calculations in the Effective Lagrangian and 2d Closed String Field Theory”, (koautor: 
Julian Lee), 1995, Nucl.Phys. B 446, 119-143. 

13. “Off-Shell Amplitudes in Two Dimensional Open String Field Theory”, 1994, Phys. Rev. D 50,  4075-
4078. 

14. “Scattering of Discrete States in Two Dimensional Open String Field Theory”, 1993, Phys. Rev. D 48,  
5827-5837. 

15. “Perturbation Theory in Two Dimensional Open String Field Theory”, 1993, Phys. Rev. D 47, 5460-
5469. 

16. “Quantum Oscillators: On Applications in Statistic Mechanics” (sa Predrag Neskovic), 1992, Int. J. 
Mod. Phys. A 7, 3379-3388. 

17. “On the Component Analysis of Modified Superstring Field Theory” (sa Alex Zubarev), 1990, Phys. 
Lett. B 246, 391-398. 

18. “Classical p-adic Space-Time” (co-authored with Branko Dragovic i Paul Frampton), 1990, Mod. 
Phys. Lett.. A 5, 1521-1528. 

19. “BRST Cohomology and Generalized Bosonization of the Superconformal Ghosts” (sa Irina Arefeva, 
Peter Medvedev, i Alex Zubarev), 1989, Phys. Lett. B 225, 240-245. 

 Број  
4 

Укупан 
М23 

1. "Jackknife Model Averaging of the Current Account Determinants", Panoeconomicus, 2012, 3, 267-
281. (koautori Milan Nedeljković i Emir Zildžović). SSCI lista 

2. "Determinants of the Dinar-Euro Nominal Exchange Rate", Romanian Journal of Economic 
Forecasting, 2012, 3, 121-141. (koautor Milan Nedeljković). 

3. ’Credit Rating Agencies and Moral Hazard’ (koautori: Miloš Božović i Boško Živković), 
Panoeconomicus, 58 (2), 219–227, 2011 

4. “Ex-Ante Valuation of Cash Bonuses” (koautor: L. Martellini). Managerial Finance, 2005, vol. 31 (7), 
p. 27-53. 
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Списак резултата М24 - Рад у часопису међународног значаја.  
Међународне часописе и друге наводе рангирати (коефицијент Р) (према Science 
Citation *Index-u (Journal Citation Report) односно према категоризацији радова, 
верификованих од стране одбора Министарства. 

Број  
5 

Укупан 
М24 

1. “Market Risk Stress Testing for Internationally Active Financial Institutions” (koautor: Petar Marković, 
Economic Annals,188, 62-90, 2011. 

2. “Exchange-traded funds of the euro zone sovereign debt” (koautor: Mikica Drenovak), Economic 

Annals,187, 31-60, 2010. 

3. “Option-Based Valuation of Mortgage Backed Securities” (koautor: Ana Manola), Economic Annals,186, 

42-66, 2010. 

4. “Modelling the Benchmark Spot Curve for the Serbian Market“ (koautor: Mikica Drenovak), Economic 

Annals, 184, 29-57, 2010 

5. ’On the Spillover of Exchange Rate Risk into Default Risk’ (koautori: Miloš Božović i Boško Živković), 
Economic Annals, 183, 32–55, 2009. 

 

Списак резултата M31 - Пленарно предавање по позиву на скупу 
међународног значаја штампано у целини  

Број 
2  

Укупан 
M31 

1. Međunarodne bankarske grupacije i sistematski rizici za banke na evropskim tržištima u nastajanju (na 
ruskom), u materijalima sa međunarodne konferencije Finansijsko-ekonomski problemi procesa globalizacije, 
Univerzitet u Njižnjem Novgorodu, Nižni Novgorod, Rusija, 18.-19. Maja 2010, str. 81-89 
 
2. “Optimal Ownership Dynamics of a Controlling Ownerships Stake under Conditions of High an Low 
Investor Protection” (koautor sa B. Živkovićem), International Conference Contemporary Challenges of 
Theory  and Practice in Economics, Quantitative Economic an d Finance, pp 230-238, Ekonomski fakultet, 
Univerzitet u Beogradu, Beograd, 2007. 

 

НАПОМЕНА: Међународни научни скуп је онај који организује регистровано научно 
удружење или регистрована научна институција, има међународну селекцију и 
рецензију одабраних радова и један од светских језика за саопштавање и публиковање 
радова. Ово важи како за скупове у земљи, тако и за скупове ван земље. 
 

Уџбеници  Број 1 
 

1. „Operaciona istraživanja i kvantitativne metode investicija“ (koautor: Miloš Božović), monografija u obimu 
od 346 stranica, Centar za izdavačku delatnost Ekonomskog fakulteta u Beogradu. Decembar 2009.  
 

Списак резултата M33 - Рад саопштен на скупу међународног значаја 
штампан у целини.  

Број  
3 
 

Укупан 
M33 
 

1. "Practical considerations in optimal selection of investment portfolio" in: Product Specifics on the 
Markets of Insurance and Reinsurance, pp. 371-385, zbornik radova sa međunarodne konferencije 
Ekonomskog fakulteta Univerziteta u Beogradu i Udruženja aktuara Srbije, Vrnjačka Banja, jun 2013. Editori: 
J. Kočović, B. Jovanović Gavrilović and M. Radović Marković.  (koautor: Miloš Božović). 
2"Creating the environment for more efficient investment portfolios of insurance companies in Serbia" pp. 
267-278 in Achieved Resulsts and Prospects of Insurance Market Development in Modern World, zbornik 
radova sa međunarodne konferencije Ekonomskog fakulteta Univerziteta u Beogradu i Udruženja aktuara 
Srbije, Beograd, jun 2012. Editori: Kočović, J., Jovanović Gavrilović, B., Jakovčević, D. (koautor: Miloš 
Božović). 
3."Stabilizing public debt in frontier markets", XXXVIII Simpozijum o operacionim istraživanjima, Zlatibor, 4-7 
oktobara 2011. Centar za izdavačku delatnost Ekonomskog fakulteta Univerziteta u Beogradu, str., 154-158. 
(koautori: Irena Janković i Boško Živković) 
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Списак резултата M51 - Рад у водећем часопису националног значаја, који 
издаје национално научно удружење или институција. Редакција је састављена од 
познатих научних радника, редовно излази, има размену са 10 земаља у свету, 
има рецензију од 2 (два) еминентна рецензента и испуњава стандарде прописане 
условима Народне библиотеке Србије (извод и кључне речи на једном од светских 
језика, резиме на једном од светских језика ISBN и UDC број, категорију рада). 
Свака област науке дефинише 1 (један), евентуално 2 (два) часописа категорије 
»водећи национални часопис«  

Број  
3 

Укупан 
M51 

1. “Ekonomisti Nobelovci za 2007.” (koautor: B. Stojanović), Ekonomski anali, 2007., 174-175, str 209-
219. 

2. “Sekundarna hipotekarna tržišta”(koautor: D. Šoškić) (na srpskom), 2002, Ekonomski Anali 147, 1-
23. 

3.  “Valuing Executive Compensation Packages”, 2000, Ekonomski Anali 145, 239-258. 

 

Списак резултата M52 - Рад у часопису националног значаја Број 
1  

Укупан 
M52 
 

1. ’Утицај финансијског сектора на реални сектор привреде’ (коаутори: Милош Божовић и Бошко 
Живковић), Ekonomika preduzeća, 59 (1-2), 34–44, 2011 

 
 

Списак резултата M25 и M26 - Научна критика и полемика (односи се на 
међународне часописе) 

Број  
 

Укупан M 
 

1.  

 

Преводи  Број  
 

1.  

 
УЧЕШЋЕ НА ПРОЈЕКТИМА МЕЂУНАРОДНОГ ЗНАЧАЈА И НА ВИШЕГОДИШЊИМ 
ПРОЈЕКТИМА 

Списак пројеката        
 

Број 6 
 

Руковођење пројектима 

1. “Ризици финансијских институција и тржишта у Србији – микроекономска и макроекономска 
анализа", rukovodilac tekućeg projekta finansiranog od strane руководилац текућег пројекта који 
финансира Министраство за просвету и науку Републике Србије (од 2011.) 

2. RICAFE2 пројекат Европске Комисије (у оквиру Framework 6 програма). Od 2006.-2009. Руководио 
је београдским чвором пројекта који је финансирала Европска Унија и у коме су учествовали London 
School of Economics, University of Tilburg, University of Torino, Hebrew University, HEC Paris, и 7 других 
институција. 

3. “Развој институција и инструмената хипотекарног и финансијског тржишта у Србији”, 
Министарство за науку и заштиту животне средине (2006-2010.). Руководилац пројекта 

Учешће на међународним пројектима 

1. „Методи одлучивања у условима информационе асиметрије”, пројекат Министарства за науку и 
технологију Краљевине Шпаније (2008-2011.). 

2. „Асиметрична информација и економска теорија”, пројекат Министарства за науку и технологију 
Краљевине Шпаније (2002-2007). 

3. „Европе и САД: разлике у динамици власничке структуре корпорација”, пројекат BBVA фондације, 
Шпанија (2005-2007). 
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ВОЂЕЊЕ ДОКТОРСКИХ ДИСЕРТАЦИЈА        
Списак докторских дисертација  Број 5 

 

Ментор израде доктората 
 

1. Докторска дисертација Микице Дреновка, дисертација одбрањена на Економском факултету 
Универзитета у Београду, 2012. Тренутно је доцент на Економском факултету Универзитета 
у Крагујевцу. 

2. Докторска дисертација Милоша Божовић, одбрањена на Department of Economics and 
Business, Universitat Pompeu Fabra, 2009.  Тренутно је доцент на Економском факултету 
Универзитета у Београду.  

3. Докторска дисертација Раше Карапанџе, одбрањена на Department of Economics and 
Business, Universitat Pompeu Fabra, 2009. Тренутно је доцент на European Business School, 
Frankfurt, Nemačka. 

4. Докторска дисертација Orhan Erdem, Universitat Autonoma Barcelona, Španija (докторирао 
2008.). Тренутно је доцент на Bilgi University, Istanbul, Турска и главни економиста Istanbul 
Stock Exchange.  

5. Доктрорска дисертација Carsten Sprenger, Universitat Pompeu Fabra (докторирао 2007.). 
Тренутно је доцент на International Center for Economics and Finance (ICEF), Higher School of 
Economics, Москва, Русија 

 
РЕЦЕНЗИЈА РАДОВА У МЕЂУНАРОДНИМ ЧАСОПИСИМА 

Списак рецензија Број 
рецензија 
 24 

1. American Economic Review (1) 

2. Econometrica (1) 

3. European Economic Review (1) 

4. Journal of Economic Dynamics and Control (3) 

5. Journal of the Economic Theory (3) 

6. Journal of Finance (4) 

7. Journal of Risk and Insurance (1) 

8. Journal of Political Economy (2) 

9. Journal of Real Estate Finance and Economics (1) 

10. Management Science (3) 

11. Review of Economics Studies (1) 

12. Review of Finance (3) 
 
УРЕЂИВАЊЕ ЧАСОПИСА                         

Списак уређивања часописа Број 5 

1. Гост-уредник броја 188 часописа Economic Annals (2011).  
2. Члан редакције часописа  Economic Annals (од 2010.) 
3. Члан редакције часописа  Panoeconomicus (од 2011.).  
4. Члан редакције часописа  Yugoslav journal of operations research (Yujor) (од 2011.) 
5.  Члан редакције часописа  Journal of Economic Dynamics and Control (од 2006. до 2009.) 

НАПОМЕНА: Назив часописа,Улога (уредник, коуредник, члан уређивачког одбора, 
рецензент), Године од-до, Класа часописа (међународни или домаћи) 
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РЕЗУЛТАТИ УМЕТНИЧКОГ СТВАРАЛАШТВА  
Најзначајнији уметнички пројекти/радови Година 

1.   

 

Изложбе индивидуалне / групне Година 

1.   

 

Признања за уметничка / стручно уметничка остварења Година 

1.   
 
РЕЗУЛТАТИ ПЕДАГОШКОГ РАДА                
Предавања  Наставни предмети - курсеви  Година 

На матичном факултету:  

Економски факултет 
Универзитета у Београду 

Операциона истраживања (редовне студије) 2005-данас 

Економски факултет 
Универзитета у Београду 

Финансијска економија (редовне студије) 2005-2012 

Економски факултет 
Универзитета у Београду 

Квантитативне финансије (редовне студије) 2005-2012 

Економски факултет 
Универзитета у Београду 

Financial Economics and Mathematics of Financial 
Markets (Финансијска економија и математички 
модели финансијских тржишта) (Мастер студије 
IMQF), на енглеском 

2003-данас 

Економски факултет 
Универзитета у Београду 

Financial Derivatives and Fixed Income Securities 
(Финансијски деривати и хартије са фиксним 
приходом)  (Мастер студије IMQF), на енглеском 

2003-данас 

Економски факултет 
Универзитета у Београду 

Financial Risk Management (Управљање 
финансијским ризицима) (Мастер студије IMQF), 
на енглеском 

2003-данас 

Економски факултет 
Универзитета у Београду 

Финансијска математика (докторске студије) 2009-данас 

На страном универзитету 
(назив и седиште 
институције) 

 

ICEF, Higher School of 
Economics, Москва, Русијa 

Robust Portfolio Optimization and Management 
(Робусни методи оптимизације и управљања 
финансијским портфељима) (Мастер студије) ), на 
енглеском 

2011- данас 

Department of Economics 
and Business, Universitat 
Pompeu Fabra, Barcelona, 
Шпанија 

Real Estate Finance and Investments 
(Финансирање и инвестиције у некретнине)  
(Мастер студије) ), на енглеском 

2006 

Department of Economics 
and Business, Universitat 
Pompeu Fabra, Barcelona, 
Шпанија 

Financial Economics (Финансијска економија) 
(Мастер студије), на енглеском 

2002-2005 

Department of Economics 
and Business, Universitat 
Pompeu Fabra, Barcelona, 
Шпанија 

Advanced Corporate Finance (Напредни модели 
корпоративних финансија) (редовне студије), на 
енглеском 

2002-2005 
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Haas School of Business, 
University of California, 
Berkeley,  

Financial Management (Финансијски менаџмент) 
(редовне студије), на енглеском 

1999-2000 

Остало  Креирао International Master in Quantitative Finance 
(IMQF) на енглеском, уз учешће водећих 
међународних предавача, на Економском 
факултету Универзитета у Београду. IMQF je 
најпрестижнији програм из области финансија и 
економије у југоисточној Европи 

2002-2003 

 Креирао Master in Finance Program на Department 
of Economics and Business, Universitat Pompeu 
Fabra, Barcelona, Шпанија 

2004 

 
 

УЧЕШЋЕ У РАЗВОЈУ ДЕЛАТНОСТИ ВИСОКОГ ОБРАЗОВАЊА, 
НАУЧНОИСТРАЖИВАЧКОГ, ОДНОСНО, УМЕТНИЧКОГ СТВАРАЛАШТВА И 
РАДУ ПОСЛОВОДНИХ И СТРУЧНИХ ОРГАНА И ОРГАНИЗАЦИЈА 
                                                                                                                       

   Назив органа или тела 

На матичном 
факултету 

1. Руководи с International Master in Quantitative Finance (IMQF) програмом 
(од 2003-данас). Конципирао садржај 3 нова предмета на мастер нивоу 
на тим студијама 

2. Члан Комисије за мастер студије  (од 2006) 

3. Покретач и председник организационог комитета Конференције 
младих економиста која окупља најбоље младе економисте из целе 
Европе (2014) 

4. Креирао на редовним студијама опцију Квантитативне финансије и два 
нова предмета (Квантитативне финансије и Финансијска економија) 

На универзитету  1. 

На нивоу 
Републике, 
територијалне 
аутономије или 
локалне 
самоуправе 

1. Саветник гувернера Народне банке Србије (за истраживања) (од 2010) 

2.  Креатор и ко-руководилац врхунских међународних истраживачких 
семинара из економије и финансија Народне банке Србије (од 2010) 

3.    Покретач и председник организационог комитета НБС Конференције 
младих економиста која окупља најбоље младе економисте из целе 
Европе (2011, 2012) 

4.    Члан Комисије за економске науке САНУ (од 2009) 

 5. Предавач и испитивач на програму обуке и сертификације за 
Инвестиционе саветнике и Порфолио менаџере Комисије за хартије од 
вредности Републике Србије 

На дужности  
органа 
пословођења  

1. Члан Управног одбора Института економских наука у Београду (2010-
2014) 

 
2. Председник Управног одбора Дунав добровољни пензијски фонд 

(2008-2010) 

 
3. Председник управног одбора Јужноевропског центра за савремене 

финансија (SECCF), оорганизације посвећене развоју врхунског 
образовања из области финансија у југоисточној Европи (2002-2010) 

 
4. Партнер и један од оснивача Центра за инвестиције и финансије 

(ЦИФ). Руководио центром за развој модела за ризике (2003-2009). 
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Остало 

У иностранству 

1. Ко-руководилац Мастер програма из финансија на Универзитету 
Помпеу Фабра у Барселони (2004-2005) 

2. Члан Financial Fragility Research Group (групе за истраживања у 
области финансијске стабилности), Birmingham Business School, 
Birmingham, Велика Британија (од 2014) 

3. Члан International Advisory Board, Dilijan Research Center, институције 
за врхунска економска истраживања створене од Central Bank of 
Armenia (од 2013) 

4. Представник за источну и југоисточну Европу у Научном комитету 
UniCredit and Universities Foundation, Милан, Италија, угледне 
међународне фондације која финансира истраживања из области 
економије и финансија у 16 европских земаља 

Chicago, САД 5. Менаџмент консултант, McKinsey & Co, Chicago Office (1995-1997) 

Chicago, САД 6. Менаџер за стратешки консалтинг, KPMG, Chicago (1997) 

Berkeley, California, 
САД 

7. Правно-економски консултант, Medenomics (1998-2000) 

Sunnyvale, 
California, САД 

8. Консултант за фирму @Wealth.com (2000-2002) 

Колочеп, Хрватска 9. Ко-директор Dubrovnik Lectures in Banking and Finance, серије 
предавања за обуку вишег менаџмента компанија региона из области 
финансија уз учешће предавача са водећих светских пословних школа. 
Настава се одвијала у тродневник циклусима на Колочепу код 
Дубровника, Сплиту и Загребу (2007-2009). 

 
 
         П о т п и с 

 
 

10 .сеп 2014.                                                                                
 ________________                                                           _____________________ 
 
 
 
 
Напомена: 
Образац се доставља се у писаној и електронској форми. 
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Abstract: Eurozone has gone through turmoil of sovereign debt crisis just 
after the detrimental effect of global financial crises of 2007/2008. Sovereign 
debt crisis of the eurozone was caused by bank-sovereign interdependence 
and lack of fiscal union in the eurozone. Financial fragmentation in the 
eurozone financial markets was an immediate outcome. Banking union of the 
EU is a regulatory and institutional remedy for main financial problems of the 
eurozone post global financial crisis. It is clear signal that lessons have been 
learned from the two crises. Stricter regulation (single rule book) aims to 
increase the quality of banks. Single Supervisory Mechanism (SRM), and 
Single Resolution Mechanism (SRM) aim to unify and better the standards of 
supervision and resolution in the EU. With emphasis on bail-ins, and EU level 
backstops, bank-sovereign interdependence should be dismantled and 
chances of financial crisis reoccurrence with huge costs for taxpayers should 
be significantly lower. There are important elements of Banking Union that 
could be introduced in non-eurozone transition countries both members and 
nonmembers of the EU. 

Keywords: Banking Union, EU, Sovereign debt crises, non-eurozone 
countries. 
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Bankarska unija EU: pouke za zemlje u tranziciji van 
eurozone 

Apstrakt: Evrozona je odmah nakon negativnog uticaja globalne finansijske 
krize 2007./2008. prošla kroz izrazitu nestabilnost krize suverenog duga. Kriza 
suverenog duga unutar evrozone izazvana je međuzavisnošću bankarske i 
državne finansijske stabilnosti i nepostojanja fiskalne unije unutar evrozone. 
Neposredni ishod ove krize bila je finansijska fragmentacija unutar finansijskih 
tržišta evrozone. Bakarska unija je regulatorni i institucionalni odgovor EU na 
glavne finansijske probleme eurozone nakon globalne finansijske krize. Ona 
je jasan signal da su lekcije naučene iz dve krize koje su se desile. Strožija 
regulacija (single rule book) ima za cilj podizanje kvaliteta banaka. Jeinstveni 
mehanizam regulacije (SRM), i Jedinstveni mehanizam sanacije i likvidacije 
(SRM) imaju za cilj da ujedine i podignu na viši nivo standarde supervizije i 
sanacije i likvidacije banaka u EU. Sa naglaskom na internom podnošenju 
troškova gubitaka (bail-ins), i finansijskom podrškom na nivou EU, 
međuzavisnost bankarske i državne finansijske stabilnosti bi trebalo da se 
razgradi, a verovatnoća ponovnog izbijanja krize sa visokim troškovima za 
poreske obveznike bi trebalo da je znatno manja. Postoje značajni elementi 
Bankarske unije koji se mogu primeniti u tranzicionim zemljama van eurozone 
i to kako članicama tako i nečlanicama EU.  

Ključne reči: Bankarska unija, EU, kriza suverenog duga, zemlje van 
eurozone 

1. Introduction 

Spillover of US financial crises into EU financial markets at the end of 2007 
and beginning of 2008 has provoked two waves of financial turmoil and 
adequate policy responses within the EU.  

First wave of financial crises has primarily adversely influenced the quality of 
bank assets and has deteriorated capital adequacy, creating uncertainty and 
the necessity for government support of banking industry. It has also clearly 
emphasized the contradiction between nationally based supervision and 
international and cross boarder nature of banking and other financial 
institutions’ operations. Policy response to this adverse influence was mainly 
in the area of new stricter regulation (CRD IV based on Basel III) and the 
creation of new supervisory EU level institutions: European Banking Authority 
(EBA), European Insurance and Occupational Pensions Authority (EIOPA), 
and European Securities and Markets Authority (ESMA). Also, European 
Systemic Risk Board (ESRB) was created to monitor potential threats to 
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financial stability. In addition, European Stability Mechanism (ESM) was 
created as a permanent mechanism of financial stability support

3
. 

Second wave of financial crises started with the rising concerns about fiscal 
sustainability of certain eurozone countries. Perception of the markets was 
starting to be that not all Eurozone sovereigns

4
 are low risk. It was a concern, 

more and above the Greek sovereign debt crises, and dealing with an issue 
whether certain countries have the fiscal capacity to bear the costs of bank 
resolutions under their jurisdictions, since bank balance sheets have 
deteriorated since the crises. Banks in the EU were still “European in life and 
national in death“. This was putting an additional pressure to borrowing costs 
not just for sovereign but also for corporate sectors. Since banks are holding 
exposures to both sectors in their balance sheets (with direct holdings of 
financial assets, but also with off balance sheet products such as guarantees 
and/or credit default swaps), any deterioration in the quality of sovereign and 
corporate sectors would produce further deterioration in the quality of bank 
assets. This on the other hand, increases the risks of higher resolution costs, 
further deteriorating the quality of government bonds. This vicious circle 
between banks and sovereigns and financial market segmentation within the 
eurozone, had to be dealt with. At one point in time Credit rating agencies 
were perceived as a main cause of this problem, and that the solution would 
be to try to dismantle the link between the credit ratings of traditional rating 
agencies and the sovereign cost of borrowing. However, soon it was realized 
that solution to this problem has to be a fundamental and comprehensive step 
forward in the direction of further integration of eurozone financial markets: 
creation of the Banking Union.  

1.1. Literature overview 

The research literature on EU Banking Union is fairly recent and dynamic, The 
structure itself has been announced in 2012 and has been moulded through 
discussions and in the following years. Therefore, literature is still not 
numerous and often is based on original documents produced by EU and 
ECB.  

For the purpose of this research of particular importance is the following 
literature. Paper by Paper by Freixas (2010), prior to EU sovereign-debt crisis, 
has underlined the necessity of bail-in instruments in post crisis bank 
regulation. Pisani-Ferry (2012a) has clearly underlined the necessity of 
creation of EU Banking Union if eurozone bank-sovereign interdependency is 
to be dismantled. Pisani-Ferry, Sapir, Véron & Wolff (2012b) thoroughly 

                                                 
3
Following two temporary institutions: European Financial Stability Mechanism (EFSM), and 

European Financial Stability Facility (EFSF). 
4
 We will be using the term “sovereign” in the meaning of national, government (debt). 
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analyze seven open issues in creation of the Banking Union. Pisani-Ferry & 
Wolff (2012c) clearly state that banking crises goes with fiscal costs and 
propose several models of fiscal backstop for the EU Banking Union. Elliot 
(2012) gives a complete overview of a Banking Union structure with various 
options, but also discusses the implications of potential eurozone exit, and 
interaction of non-eurozone U.K. and the Banking Union. Weidmann (2013) 
argues that Banking Union is vital for Monetary Union but raises issues that 
need to be resolved if Banking Union is to succeed. Moloney (2014) estimates 
the robustness of Banking Union given the complex political, institutional and 
EU Treaty environment. Bremus & Lambert (2014) are analyzing 
accomplished so far, but also stress the need to do more in order to 
disentangle bank-sovereign interdependence.  

Contribution of this paper to the literature should be to provide an overview of 
causes and consequences of creation of the EU Banking union with an 
emphasis on the effects it can have on non-eurozone transition countries, 
both the ones that are in the EU and the ones that are not EU members.  

2. Prelude to EU Banking Union: Financial fragmentation 
and Bank-sovereign interdependence 

Financial crisis of 2007/2008 came within the EU that had 27 different 
regulatory systems for banks, no tools to deal with large cross-border banks 
and a single backstop for banking losses with national budgets. No other EU 
backstop facility was available. Banks were “European in life and national in 
death“. Entirely national perspective concerning bank regulation, supervision, 
and resolution were not sufficient for the posed challenge. No eurozone crises 
management framework had been put in place to support national resolution 
capacities. Such a framework was prone to large fiscal burdens on national 
government levels

5
 (European Commission, 2013), and vicious circles 

between banks and national finances. As an aftermath, it was not a surprise 
to go through sovereign debt crises and financial fragmentation within a 
eurozone. 

2.1. Financial fragmentation 

When markets started to perceive sovereign debt risks differently among the 
countries of the eurozone, financial market segmentation was in motion. 
Fragmentation of financial markets within the eurozone was taking the form of 

                                                 
5
 Approved state aid in the EU (recapitalization and asset relief measures) between October 2008 

and December 2012 amounted to 591,9 billion Euros or 4,6% of EU 2012 GDP. With guarantees 
the figure rises to 1.600 billion Euros or 13 % of EU GDP for the period 2008-2010 only. 
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increased influence of country specific effects on financial market conditions 
both on sovereign debt markets (Figure 1) and on corporate debt markets 
(Figure 2). It was a complete contrast to the 1999-2008 period in which euro 
as a single currency has integrated the eurozone money market and has led 
to almost complete convergence of borrowing costs for corporate and 
sovereign borrowers. Financial crises, however, has proved that this financial 
convergence was fragile in a not completely integrated eurozone i.e. lacking 
fiscal union. 

Figure 1. Divergence in sovereign borrowing costs in five largest eurozone 
economies: yields on 10 year government bonds (% lhs) and coefficient of 

variation (rhs). 
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Source: ECB statistical data warehouse (EBRD, 2012).  

Deterioration in borrowing costs of eurozone periphery did not just emphasize 
the questionable fiscal sustainability of these countries in light of new, higher 
sovereign borrowing costs, but has decreased economic growth both as a 
result of declining government financed consumption and investments, and 
decreased real private sector growth due to deteriorating corporate borrowing 
costs. Decreasing economic growth in eurozone periphery has additionally 
pressured their fiscal sustainability since most often in new circumstances the 
growth rate was below current sovereign interest rate, exerting additional 
pressure on debt level in relative terms to GDP.  

Lack in economic growth in eurozone periphery has initiated disinflationary 
and deflationary pressures, additionally raising the real cost of borrowing both 
for sovereigns and for corporates in these countries.  
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Figure 2. Divergence in corporate borrowing costs in five largest eurozone 
economies: interest rate on short term loans to corporates (% lhs) and 

coefficient of variation (rhs). 
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Source: ECB statistical data warehouse (EBRD, 2012).  

2.2. Bank-sovereign interdependence 

The problem of financial fragmentation and sovereign debt crises in eurozone 
was predominantly influenced by bank-sovereign interdependence. Whenever 
you have significant leverage and/or non-performing loans (NPLs) alongside a 
substantial exposure of banks to sovereigns, economic contraction can 
produce a negative spiral between worsening bank balance sheets and 
erosion of national government financial position (Figure 3.) which in turn 
again negatively influences the bank balance sheets. This is reliant on a 
premise that the central bank is not allowed to finance the government (or 
provide equity financing for the failing banks) and that the national 
government is the only backstop for failing systemic banks. And that has been 
the case, as we know, in all eurozone countries.  

However, there are only several possible remedies to this problem. The first is 
to allow the ECB to lend to sovereigns. This solution is in clear breach of the 
no-monetary financing of the EU Treaty. The second option is to have co-
responsibility for public debt in the eurozone i.e. a Fiscal union. This solution 
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is not yet politically available. The third remaining option is to have a Financial 
union, and in the case of eurozone finance, where the bank credit is a 
predominant financial instrument, that meant the creation of the Banking 
union. In other words, it is not possible to have no co-responsibility for public 
debt, strict no-monetary financing, and no bank-sovereign interdependence. 

Figure 3. Vicious circle between banks and national finances 

Crisis 
deepens

Banks need 
support by 

national 
government

Fiscal position of 
government 
weakened

Refinancing costs 
rise; higher debt 

yields

Weaker bank 
balance sheets 

 

Source: European Commission 2014. 

The current eurozone structure (Figure 4.) had to change towards the creation 
of the BU in order to disentangle the vicious circle of bad bank balance sheets 
and bad public finance. One can see that this as an available move in a 
necessary direction, which can be implemented even before the Fiscal union 
can be constructed in a way that is politically acceptable for all the eurozone 
countries. Despite the fact that BU is a project specifically designed for EMU 
and EU countries, there are several very important elements of this project 
that could be important for, and implemented within the countries outside of 
eurozone.   
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Figure 4. The new trilemma
6
 

Bank-sovereign interdependence

No co-
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for public debt 

Strict no-

monetary 
financing

Financial union

 

 Source: Pisani-Ferry, 2012a, pp.8. 

3. Structure of the Banking Union 

EU heads of states committed to EU banking Union in June 2012. The 
Banking Union (BU) is a natural step forward in development of Economic and 
Monetary Union (EMU). One could argue that the BU is a crucial pillar of EMU 
alongside Economic Union, Fiscal Union, and Political Union (Draghi, 2012), 
and that its development, in the eyes of many, was long overdue.  

A strong basis for creation of the Banking union was a well-developed so-
called single rule book i.e. legal acts that all banks in the EU must comply 
with. These include: Capital Requirements Regulation (CRR) and Capital 
Requirements Directive IV (CRD IV), Directive on deposit guarantee schemes 
(DGS), and Bank recovery and resolution directive (BRRD). These new rules 
are designed to make banks much safer, resilient to crises, and to protect 
deposits of EU citizens up to 100.000 euros in all member states.  

Besides a single rule book, there are two essential elements of the Banking 
union: Single Supervisory Mechanism (SSM), and Single Resolution 
Mechanism (SRM). Banking union can operate only if supervision and 
resolution are done on the eurozone level, so to eliminate potential different 
approaches to supervision and implementation of a single rule book, and to 
avoid different national approaches to dealing with ailing banks. In addition, 

                                                 
6Refereeing to the old trilemma of Mundell-Fleming model that you cannot have a flexible 
exchange rate, free capital flows, and independent monetary policy at the same time.  
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adequate supranational financial backing is vital so to dismantle the bank-
sovereign vicious circle and financial market segmentation.  

However, if single rulebook requires better capitalization
7
, better liquidity and 

better risk control on the side of the banks, and if there is unified high quality 
supervision led by ECB and national supervisors in an integrated system 
within SSM, risks for bank insolvencies should be far lower in the future. Even 
if they materialize, troubled banks should be dealt by a unified truly European 
SRM. Potential financial assistance for troubled banks should come in the 
following order: writing of certain liabilities and/or converting them into equity 
(so-called bail-in), tapping to funds that the banks themselves pay in to, and 
finally as a last resort, use of public (taxpayers funds) but with neutral mid-
term fiscal effect

8
. Therefore, protection of tax-payers is in the core of Banking 

union. 

Countries outside of eurozone are eligible to join the EU Banking union. 

3.1. Single Supervisory Mechanism 

As with any regulation, without good supervision, regulation can be worthless. 
The main component of Banking Union is establishment of a single supervisor 
for eurozone credit institutions. That role has been designated to the 
European Central Bank (ECB) and it has assumed that responsibility on 
November 4

th
 2014 (ECB, 2014b). ECB supervises directly 120 significant 

banking groups whose assets represent 82% of the euro area bank assets. 
Remaining less significant 3,500 banks will be supervised by national 
supervisors but with ECB setting and monitoring the supervisory standards 
(ECB, 2014a).  

Prior to taking over the responsibilities of a single eurozone supervisor, a 
year-long assessment of the banking system was conducted by the ECB, so 
called “comprehensive assessment“. It was a financial health check of 130 
banks (baking groups) in the euro area

9
. Comprehensive assessment 

covered around 82% of total bank assets, and it was conducted by ECB and 
national supervisors between November 2013 and October 2014. 
Comprehensive assessment was consisted of two components: 

                                                 
7 Under CRD IV (based on Basel III), additional better loss absorbing capitalization (Common 
Equity Tier 1 capital –CET1) is envisaged for all banks (2% - Basel II, 4,5% - Basel III), with 
additional requirements for CET1 in the form of capital conservation buffer (2,5%), and 
Countercyclical capital buffer (0-2,5%). In addition to that,  Systemically important financial 
institutions (SIFIs) should hold additional CET1 capital (1-2,5%), and individual banks if their risk 
profile requires stronger capitalization (under Pillar II of Basel III). (CRD IV, 2013). 
8 Whatever public funds were used should be paid back.  
9Including Lithuania which at the time was not a member of Eurozone, but was scheduled to 
become on January 1st 2015. 
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 Asset quality review of selected banks 
 Stress test, testing the resilience of banks’ balance sheets to two 

adverse scenarios.  

That was a precondition for the Single Supervisory Mechanism to start 
operating. Report of the exercise was presented in October 2014 (ECB, 
2014c) with twenty five banks with the capital shortfall in adverse scenario 
stress testing in the amount of 25 billion euros.  

The Single Supervisory Mechanism (SSM) is based on the activities of the 
ECB and the national supervisors – so called national competent authorities 
(NCAs) of specific eurozone countries. There are three main objectives of 
SSM (ECB, 2014d): 

 ensure the safety and soundness of the European banking system; 
 increase financial integration and stability; 
 ensure consistent supervision. 

Among the member states participating in SSM, credit institutions are 
categorized as significant and less significant. The ECB is supposed to 
directly supervise the significant credit institutions. The national supervisors 
are entitled to supervise the less significant banks. But direct and continual 
cooperation between the ECB and the National supervisors needs to exist at 
all times.  

Supervisors are given extended powers to intervene early within the 
distressed banks (dismissal of managers, adoption of urgent reforms by 
shareholders, prohibiting dividends, bonuses, reducing exposures, increase of 
capital, imposition of changes to legal and corporate structures) even before 
the bank is in breach of regulatory capital requirements.  

3.2. Single Resolution Mechanism 

The Single Resolution Mechanism (SRM) is a second major component of the 
banking union. SRM is designed to unify vital competences and resources for 
managing the failure of banks on EU level. If SSM detects a failing bank and 
is unable to improve its situation with means at its disposal, resolution of the 
bank is to be delegated to SRM so to manage it efficiently and with minimal 
costs in terms of taxpayers’ money and growth of the real economy. Intensive 
cooperation between SSM and SRM, including reviewing of resolution plans, 
are of key importance for this process to be effective. Information sharing and 
coordination in supportive actions are essential for prevention of untimely 
actions and duplications of tasks.  

Almost all credit institutions (about 6000) in countries of the banking union will 
be under direct responsibility of SRM. The SRM is comprised of a Single 

̛̟̠̘̞̓ 17 - ̰̰̲̰̺̽́͂



Šoškić D.: EU Banking Union: Lessons for non-eurozone Transition countries 

Industrija, Vol.43, No.2, 2015 175 

Resolution Board and a Single Resolution Fund, financed by the banking 
sector. 

Single Resolution Board is the main decision making authority of SRM and 
will closely cooperate with the national resolution authorities of countries 
within a banking union. The Board is established in August 2014 and is an 
independent EU agency financed by bank contributions. When being notified 
by the ECB that a bank is failing or about to fail, the Board will design a 
resolution structure with set of tools and potential usage of financial resources 
from a Single Resolution Fund. Available resolution tools are the following 
(SRM Regulation, 2014):  

 the sale of business tool;  

 the bridge institution tool;  

 the asset separation tool;  

 the bail-in tool. 

Resolution process closely involves national authorities responsible for bank 
resolution, with the Board supervising their activities and directly intervening in 
failing banks if necessary. Single resolution fund is controlled by the Board 
and with a task to support resolution with medium-term funds. The Fund will 
be gradually developed to the size of 1% of covered deposits in the banks of 
the Banking union from 2016 to 2024 (with a possibility to extend this period 
for additional four years). In terms of the size of bank balance sheets of 2011, 
fully funded Single Resolution Fund should equal around 55 billion euros.  

The Board may use the Fund only to support resolution tools and for the 
following purposes (SRM Regulation, 2014): 

 to guarantee the assets or the liabilities of failing bank, a bridge 
institution or an asset management legal entity;  

 to make loans to the failing bank, a bridge institution or an asset 
management legal entity;  

 to purchase assets of the failing bank;  
 to make contributions to a bridge institution and an asset 

management legal entity;  
 to pay certain compensation to shareholders in specific 

circumstances if they incurred greater losses then in winding down of 
a failing bank;  

  to make a contribution to the failing bank when the bail-in tool is 
applied and the decision is made to exclude certain creditors from 
the scope of bail-in.  
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3.3. Other important aspects of the Banking Union 

Despite initial intentions to create a Single Depositary Guarantee Scheme 
(DGS) on Banking union level, a pan - EU DGS is not currently under 
discussion. There is a relatively high level of harmonization of DGS across 
Europe since a new DGS Directive was enacted in 2014. Current legislation 
(DGS Directive, 2014) allows only for a voluntary mechanism of mutual 
borrowing between national DGS from different countries of the EU. This is 
the final level of mutualisation at this time and for the near future. Once the 
Banking union with all of its element is fully operational, a discussion on pan 
– EU DGS may potentially re-emerge.  

Despite being founded to support sovereign states of the eurozone, 
European Stability Mechanism (ESM) within the Banking Union is eligible to 
provide assistance i.e. to recapitalize significant credit institutions directly 
circumventing the governments. In other words, this recapitalization would 
take place without official increase of government debt of a Member State. 
This recapitalization tool relies on full cooperation between ECB (SSM), ESM 
and national resolution authorities. The ECB needs to be involved in any 
negotiations between the ailing bank and the ESM concerning the terms and 
condition of the recapitalization. This direct involvement of the ESM is 
important, again, for the dismantlement of the bank-sovereign 
interdependence.  

Table 1. Banking Union important dates 

Date BU Milestone 

June 29
th
  2012 Euro-area leaders commit to the Banking 

Union.  

September 12
th

 2012 European Commission releases 
proposals for SSM to make ECB 
supervisor of all eurozone banks. 

October 8
th

 2012 ESM becomes operational 

April 18
th

 2013 EU approves law to turn ECB into 
eurozone bank supervisor 

June 20
th
 2013 Euro area agrees that ESM can 

recapitalize banks directly  

July 14
th
 2104 EU governments approve SRM 

November 4
th

 2014 SSM starts: ECB takes over eurozone 
bank supervision 

January 1
st
 2015 SRM starts and banks start paying levies 

into national resolution funds.  
January 1

st
 2016 Single Resolution Fund starts and  

BU is fully operational 

January 1
st
 2024 Deadline for SRF to have resources 

equivalent to 1% of covered deposits  
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Prior to ESM Direct recapitalization instrument, ailing bank would need to tap 
into bail-in of private investors, and national and/or Single Resolution Funds. 
Even the DGS funds may be used for resolution purposes. Therefore, public 
funds are last in line of available supporting financial instruments, after private 
and banking funded resources have been used.  

All of the components of the Banking union are set to become fully operational 
from January 1

st
 2016.  

4. Lessons for non-eurozone transition countries 

Banking Union is very relevant for non-eurozone transition countries. Fact is 
that on average foreign-owned banks hold 72% of banking assets in Eastern 
Europe and just 14% of banking assets in Western Europe (EBRD, 2012), 
and that that most of these foreign-owned banks in the East are owned by 
banks from eurozone. Therefore, Banking Union, and its regulation, 
supervision and resolution will be indirectly present in non eurozone transition 
countries as well.  

Figure 5. Asset share of foreign/owned banks in national banking systems in % 
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However, let us focus on the sovereign debt crises in Europe, creation of BU, 
and the valuable lessons and guidelines for non-eurozone countries.  

The creation of the BU relies on the will to make banks stronger and more 
immune to shocks. This is a basic principle of creation of a more sound 
financial system, less prone to be exposed to losses it cannot sustain. This 
point has a regulatory and a supervisory aspect and both are applicable in 
non-eurozone transition countries.  

First, regulatory aspect relates to implementation of Basel III standards (which 
are already implemented in the EU through CRD4). Implementation of these 
standards will provide more quality capital base and liquidity for the banks and 
insure their strength and immunity to shocks, especially for systemically 
important banks. This also includes possibilities under pillar II, which are very 
important but seldom used

10
. This is a very important element in providing 

more loss absorption capacity on the side of the banks, and less risk of 
additional government i.e. taxpayers’ expenditures in case of further bank 
insolvencies. Non-eurozone transition countries very often are lagging behind 
in Basel III implementation and have an extended period of regulatory 
adjustment in this field. Since the banking sectors of transition countries are 
frequently burdened with relatively high levels of NPLs, and since some 
recent bank failures have caused substantial burden for an already fragile 
fiscal position of some of the transition countries, it might be wise to consider 
earlier adoption of Basel III standards among non-eurozone transition 
countries. These standards, as we have seen, represent a significant portion 
of the so-called Single rule book of the BU.      

Second, supervisory aspect relies on increasing the supervisory capacity of 
an existing regulator. In case of BU it includes the conduct of Asset Quality 
Review (AQR) of the bank balance sheets and implementing stress tests that 
are realistic for the banks to endure in case of severe financial crises. As in 
the case of BU, where prior to the ECB engagement as a single supervisor for 
the whole EMU, thorough screening and stress testing has been done to 
expose the strengths and weaknesses of the banking sector, non eurozone 
transition countries should submit their banking sectors to the similar process 
to create a realistic vision of the risks and weaknesses to be addressed pre-
emptively. Therefore, increasing the institutional capacity and realistic fact 
finding going on in the process of BU creation are needed and desirable in the 
non-eurozone transition countries as well.   

Third, very important aspect of the BU framework is creation of a more 
effective early intervention system on the side of a supervisor. The same is 
direly needed most of the non-eurozone transition countries. Hand in hand 
with the need to increase the capacity of central banks to detect problems in 

                                                 
10 Pillar II of Basel standards allows for additional capital buffers required for bank specific risks.   
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the banking sector early, the supervisor needs to have powers to react to 
these findings without delay i.e. significantly before capital and liquidity 
parameters are below the required levels, and sometimes, beyond realistic 
and swift repair. As in the case of BU, these may include demanding recovery 
plans from the banks, dismissal of the management and appointment of 
special manager, waiver of distribution of dividends and bonuses, forceful 
reduction of certain exposures, increase in capital, and mandatory changes to 
legal or corporate structures of the bank. All of these measures foreseen by 
the BU to be delegated to the supervisor are eligible to be potentially 
implemented in non-eurozone transition countries as well. 

Fourth, bank-sovereign interdependence is not solely a eurozone problem. 
This loop is a potential problem of any other non-eurozone transition country 
and should consider policies to reduce this risk. If public debt monetization is 
not allowed i.e. a central bank is not allowed to serve as a lender of last resort 
to sovereigns, a vicious circle of bank-sovereign interconnectedness has to be 
contained otherwise. One of the possible ways available for non-eurozone 
transition countries is to potentially limit bank exposure do local government 
debt. At the same time, from a point of view of bank-sovereign 
interdependence, re-evaluation of monetary policy instruments and collaterals 
acceptable by central banks could be in place. 

Fifth, corporate governance and information asymmetry between owners and 
executives could be part of a supervision process and pre-emptive measures 
of a bank supervisor. This can prove to be important, since failing banks 
frequently, had low corporate governance efficiency.  Since ECB now has 
powers to impose mandatory changes to legal or corporate structures of the 
bank, similar authorities by the supervisors in non-eurozone transition 
countries designed to improve corporate governance efficiency of banks could 
prove useful.   

Finally, BU introduces a very important principal of significantly reducing the 
possibility of using tax payers' money to finance bank bailouts. Especially if 
the fiscal position of the country is relatively fragile, this principal deserves to 
be thoroughly analyzed and implemented as much as possible. The “too big 
to fail“ and excessive bail-outs should be the thing of the past. Alongside 
stricter regulation, better supervision and pre-emptive measures, bail-ins and 
orderly resolution of insolvent banks should be the final important element of 
the BU principles that could be implemented in non-eurozone transition 
countries. The clear system of private bail-ins, and bank funded resolution 
fund is a very much needed improvement of the banking system for many 
transition countries, especially the ones with fiscal challenges. For the banks 
which prove to be unviable, winding down of their operations and orderly 
resolution without stress implications to the rest of financial system is vital. In 
most transition countries there is still substantial room to improve the 
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resolution process to be much less expensive for the taxpayers and yet 
without financial stability consequences.  

 

As we can see, Banking Union has been enacted as a project designed to 
help overcome the problems of dual financial crises in the EU, and with a goal 
to establish a more robust financial system capable of substantially 
decreasing the risk of future taxpayers' money involvement in banking 
bailouts. However, despite the fact that such a project has been developed to 
address the specific problems and issues in the eurozone, it has also 
developed universal principles and ideas for improvements in national and 
regional financial systems throughout the world. Non-eurozone transition 
countries, as we have seen, also have a number of very useful guidelines and 
specific measures that can be drawn from the principles and the mechanisms 
of the EU Banking Union. 
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Summary

Food prices traditionally have an impact on inÀation around the world. Movements in these 
prices are coming more from the supply side, then from the demand side.  If treated as a 

supply shock, monetary policy should not react.  However, food prices are part of headline 

inÀation that is an of¿cial target for most central banks. Serbia conducts InÀation targeting 
and faces serious challenges with food price volatility. Food price volatility in Serbia hampers 

inÀation forecasting, and may have a negative inÀuence on inÀationary expectations and 
public con¿dence in (i.e. credibility of) the Central bank, all of crucial importance for success 
of InÀation targeting. There are several important possible improvements that may decrease 
volatility of food prices but also limit negative impact of food price volatility on Consumer 

Price Index (CPI) as a measure of inÀation. These improvements are very important for 
success of InÀation targeting in Serbia. 

Key words: food prices, InÀation targeting, price volatility, Serbia.

JEL: Q13, Q11, E31, E52

Introduction

Food prices have increased during the past decade on a global level. That has inÀuenced 
inÀation around the world since food is an important element of Consumer Price Index 
(CPI) which is most commonly used as a measure of inÀation. However, it is important to 
note that impact of food prices on inÀation can be very diverse.

Firstly, it is important to note that on average inÀation in emerging market economies is 
going to be differently affected by food price changes compared to inÀation in developed 
economies. The inÀuence of these prices is directly related to the level of wealth or economic 
development of the economy, since the share of income spent on food declines as the level of 
income rises. And this is reÀected in the structure of CPI i.e. the weights attributed to speci¿c 

1	 This paper is a result of a project - “Risks of Financial Institutions and Markets in Serbia – 
Microeconomic and Macroeconomic approach” (project code179005), funded by Ministry of 
Education, Science and Technological Development of Republic of Serbia.

2	 Dejan Šoškić, Ph.D., Associate Professor, Faculty of Economics, University of Belgrade, 
Kamenička Street no. 6, 11000 Belgrade, Serbia, Phone: +381 11 30 21 100, E-mail:  
soskic@ekof.bg.ac.rs
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elements of consumption within the CPI. Emerging market countries have a weight of food 
prices in CPI around 30% on average. Developed economies are more resistant to food price 
movements since weight of these prices in CPI of these countries is on average about 13% 
according to some estimates (Cecchetti, Moessner, 2008). Therefore, the same global food 
price movement, as a rule, has a higher direct effect on inÀation in lower income countries, 
then on inÀation in higher income countries.

Secondly, food inÀation may be coming from the demand side if the increase in income of 
households is fueling demand and pushes the food prices up. Since food prices are relatively 
Àexible, their upward movement may be an indication of general rise in demand that can fuel 
inÀationary pressures across the board. If this is the case, increase in food prices should be an 
early warning signal for the central bank to tighten its monetary stance.

Also important is that if the food price shock is a transitory one, with relatively quick reversal 
to the previous level of these prices, it would be adequate not to react with monetary policy 
to these shocks. The inÀuence of this price shock will in any case gradually exit the inÀation 
measure (Aoki, 2001). However, if the central bank would want to eliminate this short term 
impact on inÀation, it would be very hard to achieve this effectively. Namely, food price 
movements are sometimes very sudden and monetary policy produces results with a time lag, 
so called transmission lag of monetary policy. On the other hand, even if the food price shock 
is expected, restrictive monetary policy reaction with ambition to decrease the price shock 
coming from food prices, and swiftly revert prices back to the previous level, would most 
probably have to be excessive and almost certainly would cause a substantial overall drop in 
economic output and employment.

However, despite this possible one-time effect of food prices on inÀation, it is important 
not to ignore possible postponed second-round effects on salaries and inÀation expectations. 
These effects should be taken into account by monetary authorities in formulating an adequate 
policy response, since they can inÀuence future inÀation. Making a distinction between these 
one-of and second-round inÀationary effects, is the reason why central banks also follow 
inÀation without the prices of food and energy, commonly known as core inÀation3 to reveal 
and track the underlying more persistent inÀation components. However, core inÀation is 
not commonly used as inÀation target, since it can sometimes be detached from the inÀation 
directly observed by consumers, and therefore, targeting core inÀation by the central bank 
may adversely affect its credibility (Cecchetti, 2007). Having said that core inÀation should 
not be kept undisclosed. As a rule, it is less volatile then headline inÀation, and can contribute 
to keeping inÀation expectations close to inÀation target (OECD, 2005). Measuring its 
persistence is also very important (Bilke, Stracca, 2008).

It is not always easy to determine the nature of a food price shock. Weather it is a transitory 
(supply) or permanent (demand) price movement, nor is it ease to be certain whether a 
food price movement is going to generate second-round effects on inÀation. And all of 
this is important for formulating an adequate and effective monetary policy response. It is 

3	 There is large number of various de¿nitions of core inÀation, but this is the most common one.
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important to try to decrease the volatility of food prices, and employ adequate statistical 
methodologies in creation of CPI as a measure of inÀation. This is especially important 
in emerging market transition countries (like Serbia) where food price impact on CPI is 
relatively high. Therefore, decreasing unnecessary volatility in food prices is not just good 
for the farmers and consumers. Lower food price volatility and its lower impact on CPI is 
very important for InÀation targeting conducted by a central bank as well.

Literature overview

Numerous studies of food price impact on inÀation have been conducted for developed and 
emerging market countries, especially in the past two decades. However, literature on food 
price impact on inÀation in Serbia is very scarce with several internal analyses conducted by 
the central bank.

For the purpose of this research of particular importance is the following literature. Bryan and 
Cecchetti (1994), and Bryan and associates (1997) investigate various measures of inÀation. 
Mohanty and Klau (2004) investigate monetary policy rules in emerging economies. Paper 
by OECD (2005) de¿nes various types of core inÀation and tests their predictive power 
for future inÀation on a sample of industrial countries (US, Canada, Japan, Euro area and 
U.K.). Cecchetti and Moessner (2008) investigate the impact of rise in food and energy prices 
on dynamics of headline inÀation in emerging market countries and developed countries. 
Richards and Pofahl (2009) analyze the pass-through of commodities prices into food 
inÀation and ¿nd that it is not constant. Catão and Chang (2010), explore in their paper how 
small open economies should react on imported inÀationary pressures, mainly coming from 
commodities prices. Walsh (2011) ¿nds that food price impact on inÀation is signi¿cant 
especially in lower income countries and that core inÀation may be misleading. Gómez and 
associates (2012) are exploring models for food inÀation forecasting to be used by developing 
countries conducting InÀation targeting. Anand and associates (2014) estimate the second-
round effects of food inÀation in India and ¿nd that it is relatively high due to high share 
of food expenditures in household incomes and since food inÀation inÀuences inÀationary 
expectations and future wage settings.

Contribution of this paper to the literature is that it analyses the recent food price impact on 
inÀation in Serbia and adequacy of monetary policy response. This article also aims to identify 
potential improvements that could lead to decrease in volatility of food prices, and potential 
improvements in methodology that could decrease the impact of food price movements on 
CPI as a measure of inÀation in Serbia.

Impact of food prices on inÀation

There are several important ways food prices may inÀuence headline inÀation. To measure 
this inÀuence, it is important to have an adequate measure of core inÀation4 so to determine 
the relationship of core to headline inÀation. The nature of a food price shock is very 
important and initially it is not easy to conclude what type of shock it is, and what kind of 

4	 Cecchetti and Moessner (2008) use core inÀation measure excluding food and energy prices. 
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monetary policy stance would be correct to undertake.

If there is an increase in demand coming from continuous signi¿cant growth rates in an 
economy, we might be faced with continuously increasing demand for food, especially in 
developing countries. This can lead to a persistent inÀationary pressure and lesser degree of 
reversion of headline inÀation to core. So demand driven food price shock may persistently 
push up headline inÀation and would not lead to headline inÀation reverting to core.

Second possibility is that increase in food prices has happened because of an adverse supply 
shock. In that situation, impact on inÀation is most probably just a transitory one. If that is so, 
headline inÀation would be reverting to core, and this is the situation we have mentioned in 
which adequate monetary policy response would be to ignore the food price shock.

Alternative to this would be if these shocks repeat or if they lead to second-round effects 
on inÀation. This could be con¿rmed if core inÀation reverts to headline inÀation. That is 
the situation in which, despite supply nature of food price shock, monetary policy response 
has to be adequately structured to control inÀationary expectations and increase in future 
wage settings.  

If we want to study whether CPI (headline inÀation) reverts to core inÀation, i.e. whether 
the supply shock is temporary, without the necessity for monetary policy intervention, we 
should consider the following regression:

Where:

πh labels headline inÀation, and πc labels core inÀation. If coef¿cient β1 is negative, that means 
that headline inÀation reverts to core. In most of developed countries, research has shown 
(OECD, 2005; Cecchetti, Moessner, 2008) β1 coef¿cient tends to be negative. Constant term 
α in equation (1) if different from zero implies that core inÀation can predict, to a certain 
extent, headline inÀation. If α equals 0 and β1 coef¿cient equals -1 that would mean that 
headline inÀation would completely revert to core inÀation in a year’s time. If the monetary 
policy stance was not to react to initial food price shock, it was correct.

Similar regression can help us conclude about the possible existence of second-round effects 
of food price supply shock. Namely, if core inÀation reverts to headline inÀation. That would 
mean that second-round effects of an initial food price shock have been pushing the core 
inÀation upward most probably through inÀationary expectations and future wage settings. 
This can be analyzed with the following regression:

If β2 equals 0, that would mean that core does not revert to headline inÀation. If α equals 
0 and β2 coef¿cient equals -1 that would mean that core inÀation would completely 
revert to headline inÀation in a year’s time. 
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Next, since inÀation forecasting is very important for InÀation targeting, it would be 
important to understand whether food price inÀation has any predictive power on future 
headline inÀation i.e. can help in forecasting headline inÀation. For this purpose, a 
following regression could be used: 

Where:

πf stands for food inÀation. This regression should answer the question whether headline 
inÀation is reliant on lagged headline inÀation and lagged food price inÀation. Second term on 
right hand side of equation (3) should take into account potential autocorrelation of headline 
inÀation. Therefore, the sum of regression coef¿cients on lagged food price inÀation γ in third 
term can provide us with a desired answer. If this sum is signi¿cantly different from zero past 
food price inÀation in a country can help predict headline inÀation.

Finally, if we measure the autocorrelation of food price inÀation, we may have an indication 
of persistency of food price inÀation:

5

If the sum of ρ correlation coef¿cient on lagged food inÀation is zero, then conclusion 
could be that food inÀation is not persistent.

Recent food price and InÀation dynamics in Serbia

Food prices represent a very signi¿cant portion of CPI as a measure of inÀation in Serbia 
(Table 1). As we can see from Table 1, food (unprocessed and processed) prices had a 
joint contribution of 38.8% of CPI prior to last major CPI revision at the beginning of 
2013. After the last CPI revision, food prices have a somewhat smaller weight in CPI, but 
still very signi¿cant – 34.5%. It is lower but still above average for advanced emerging 
market countries. Therefore it is obvious that food price inÀation in Serbia is potentially 
very important for overall headline inÀation dynamics.

5	 In this equation food inÀation should be expressed as a monthly change in food prices with 
excluded seasonality.
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Table 1. Comparison of weights for selected CPI categories in Serbia
Old weights New weights Difference

Consumer prices (CPI) 100.0 100.0 0.0

Unprocessed food 13.0 12.6 -0.4

Processed food 25.8 21.9 -3.9

Industrial products excluding food and energy 25.5 29.9 4.4

Energy 17.5 14.8 -2.8

Services 18.2 20.8 2.6

Core inflation indicators

CPI excluding energy, food, alcohol and cigarettes 38.3 42.9 4.6

CPI excluding energy and unprocessed food 69.5 72.6 3.1

CPI excluding energy 82.5 85.2 2.8

Food and non-alcoholic beverages 38.8 34.5 -4.2

Administered prices 22.5 20.4 -2.0

Excise products 11.6 14.1 2.5

Source: NBS InÀation Report, May 2013.

Serbia implements InÀation targeting of¿cially since end of 2008, but unof¿cially since 
2006 (Šoškić, 2015). One of the main reasons for implementation of InÀation targeting 
was that it was expected that this monetary regime will be effective in terms of bringing 
the inÀation down, and stabilizing inÀation within the target corridor, with a potential side 
effect of stabilizing output.

However, if we look at the Figure 1 it is obvious that inÀation path since inception of IT in 
Serbia exhibits substantial volatility. In the initial phase of implementation, it seemed that 
inÀation has been steadily brought down within a target corridor. However, this period is also a 
period of ¿rst wave of recession in Serbia after the global ¿nancial crisis, with GDP dropping 
down around 3.5% in 2009. So, the gradual decline in inÀation within the corridor of inÀation 
targeting was most probably more an outcome of decline in aggregate demand due to severely 
depressed output caused by the global crisis, then by effectiveness of InÀation targeting.

Figure 1. InÀation in Serbia (YoY rate, in %)

Source: National bank of Serbia, www.nbs.rs/internet/cirilica/30/30_9/kretanje_inÀacije.html 
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As it is obvious from Figure 1, inÀation very soon by the end of 2009 slipped below a lower 
bound of inÀation target corridor and has remained out-side of this corridor most of the time 
ever since. InÀation has gone through two huge spikes above the upper band in 2011 and 
2013.In the rest of the period InÀation was mainly bellow the lower band of inÀation target 
corridor but as is widely known (Mishkin, Savastano, 2002) undershooting an inÀation target 
is just as bad and costly as overshooting it.

So what is the main driver of inÀation volatility in Serbia, and has monetary policy response 
been adequate?

Let us go deeper in the structure of inÀation dynamics in Serbia in recent years (Figure 2). 
It is obvious that main drivers of inÀationary and disinÀationary pressures are coming from 
food price movements (both processed and unprocessed). Non-food core inÀation through-
out the period has remained relatively stable. Food price shocks have been treated as supply 
side shocks with temporary effects, and monetary policy response was in a form of modest 
tightening (small and gradual increase in reference rate of NBS). Such policy stance was 
designed to prevent second-round effects on inÀation expectations and future wage settings, 
and to limit long term inÀationary effects of these price shocks. Also worth noting is that main 
drivers of disinÀationary and deÀationary monthly and quarterly inÀation episodes in Serbia 
were again driven by disinÀation and deÀation of food prices.  

Figure 2. Contribution to CPI growth in Serbia (YoY, in %)
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Therefore it is fair to say that huge spikes of inÀation above the upper band in 2011 and 
2013 are a consequence of a supply shock in food production and increase in food prices. 
Subsequent disinÀation is again driven by food prices. Obviously, food prices are very 
volatile in Serbia.

Serbian CPI is oversensitive to prices of unprocessed and processed food. In addition, 
according to an internal central bank of Serbia regional food price analyses for South East 
Europe, volatility of food prices in Serbia proved to be highest in the SEE region. 
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Let us now analyse the inÀuence of food prices on inÀation in Serbia, and the adequacy of 
monetary policy response. It is obvious that after initial food price shock, headline inÀation 
is reverting to core inÀation6 in the following period (Figure 1. Also, it is clear from the 
food inÀation movements in Serbia, that there is no food inÀation persistence. Therefore, 
the food price shock was not coming from the demand side (lack of food price persistence, 
equation (4)), and was transitory in its nature since the headline inÀation soon reverted to 
core inÀation (equation 1). So, the central bank has treated the food price shocks of 2011 
and 2013 in a correct way. 

Was there a second-round effect of food inÀation on headline inÀation? If we observe the data 
it is clear that there is no evidence of core inÀation reverting to headline inÀation7. That means 
that there were no signi¿cant second round effects on headline inÀation from initial food 
price shock. Monetary policy stance of modest gradual tightening with a signalling effect to 
prevent increase in inÀationary expectations and future wage setting was adequate.

This over sensitivity of inÀation to food prices makes it very hard to conduct InÀation 
targeting successfully in Serbia. Food price volatility hampers inÀation projections, may 
incorrectly inÀuence inÀationary expectations, and, can adversely affect public con¿dence 
in the central bank. As we know, precise inÀation forecasts, central bank credibility, and 
anchored inÀationary expectations with and inÀation target, are essential prerequisites for 
success in InÀation targeting (Batini, Laxton, 2007). 

Therefore, food price impact on inÀation in Serbia has to be considered seriously if InÀation 
targeting monetary regime is to have a chance of success. 

There are two important domains of potential improvements in the area of food price impact 
on inÀation in Serbia. One is to decrease the volatility of food prices, and the other is to limit 
the inÀuence of food prices and their volatility on CPI. 

Recommendations and conclusions

There are several measures that could contribute to decrease in volatility i.e. stabilization of 
food prices in Serbia. 

Existing Government institution for commodities reserves should consider adjusting its 
operations in line with markets movements. It would be not just pro¿table to buy unprocessed 
foods when their price is low, and sell when their price is high, but it would also contribute to 
stabilization of prices of some major unprocessed food commodities.

If the Government is already conducting subsidies for certain economic activities, then 
subsidies within agricultural production aiming to decrease the output volatility in food 
production, should be considered too. Loans to agricultural producers for hail protection, 
irrigation, Àood protection etc. are not just bene¿cial for agricultural production itself, but 
also for decrease in its output. 

6	 Measured as CPI excluding, food, energy, alcohol and cigarettes. 
7	 This could be con¿rmed with running a regression of equation (2).
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Decrease in tariff and nontariff barriers for import and export of unprocessed and processed 
food could help prevent excess volatility in food prices8.

Special attention in workings of existing Government Antimonopoly commission should 
be given to trading channels with unprocessed and processed food. Measures to increase 
competition in this domain would be welcome for stabilization of food prices.

Government endeavor to initiate and develop derivatives markets for major unprocessed food 
commodities would, again, be good not just for the farmers, but also for decrease in volatility 
of food prices. 

There is room for some methodological improvements concerning the CPI construction, 
as well. These could dampen the impact of food price movements on headline inÀation 
measured by CPI. 

A step in a good direction has already been taken at the beginning of 2013 when food price weight 
in CPI was decreased from 38.8% to 34.5%. It is worth exploring whether there is additional 
room within a statistical framework of Harmonised Index of Consumer Prices (HICP) and 
EU Statistical of¿ce (Eurostat) for additional methodological improvements to decrease the 
sensitivity of CPI to food inÀation. 

Besides, it is worth exploring whether in gathering data on food prices, averaging of observed 
levels of prices for longer periods of time (moving averages) could potentially contribute to 
lower volatility of data on food prices, and therefore decrease the volatility of food inÀation 
and CPI as a headline inÀation measure.

It is important to know more about the nature of food price impact on inÀation in Serbia. 
But it is also important to improve the system of food production and trade. Improvements 
are possible also in the methodology used to compile food prices and CPI. Some of these 
measures aiming for decreasing the volatility of food prices are not just important for InÀation 
targeting of the central bank, but most probably have direct positive implications for farmers 
and food production in the country.

High impact of food prices on CPI, accompanied by food price volatility seriously hampers 
conduct of InÀation targeting of the central bank. In such circumstances it is hard to make 
credible inÀation projections, inÀationary expectations may be adversely biased, and 
con¿dence of general public in the central bank may be compromised. All of this seriously 
deteriorates chances of success of InÀation targeting. Serbia has experienced recently a 
detrimental short term impact of food price shock on inÀation. At the same time there is a 
number of possible improvement concerning food prices, its volatility and impact on headline 
inÀation in Serbia. Successful improvements in these areas would signi¿cantly raise the 
chances of successful implementation of InÀation targeting in the country. 

8	 Tariffs for import of agricultural products from the EU have been lowered starting January 1st 
2014, but for non EU countries remain relatively high according to the Decision on Food import 
tariffs (Of¿cial Gazette of Republic Serbia, no. 113/2013), available at: www.carina.rs/lat/Zakoni/
lat-ODLUKA%20o%20odredjivanju%20pp%20proizoda%20za%20koje%20se%20placa%20
posebna%20dazbina.pdf
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UTICAJ CENA HRENE NA INFLACIJU: SLUČAJ SRBIJE

Dejan Šoškić9

Sažetak

Cene hrane tradicionalno utiču na inÀaciju u čitavom svetu. Promene u ovim cenama 
uglavnom dolaze zbog promena u ponudi, a manje zbog promena u tražnji. Ako se tretiraju 
kao šok ponude, monetarna politika na njih ne treba da reaguje. Ipak, cene hrane su deo 

zvanične inÀacije čiji se nivo zvanično cilja od strane većine centralnih banaka. Srbija 
zvanično sprovodi Ciljanje inÀacije i suočena je sa ozbiljnim izazovima uzrokovanim 
nestabilnošću cena hrane. Nestabilnost cena hrane u Srbiji otežava projekcije buduće 
inÀacije, i može imati negativan uticaj na inÀaciona očekivanja i poverenje javnosti u (tj. 
kredibilitet) centralne banke, a sve to je od izuzetnog značaja za uspeh Ciljanja inÀacije. 
Postoji nekoliko važnih i mogućih poboljšanja koja mogu da smanje nestabilnost cena 
hrane i ograniče negativan uticaj nestabilnih cena hrane na indeks potrošačkih cena (IPC) 
kao meru inÀacije. Ova poboljšanja su vrlo važna za uspeh Ciljanja inÀacije u Srbiji.

Ključne reči: cene hrane, ciljanje inÀacije, cenovna nestabilnost, Srbija.

9	 Prof. dr Dejan Šoškić, vanredni profesor, Ekonomski fakultet, Univerzitet u Beogradu, Kamenička 
6, 11000 Beograd, Srbija, Telefon +381 11 30 21 100, E-mail: soskic@ekof.bg.ac.rs

̛̟̠̘̞̓ 19 - ̛̰̰̲̰̺̟̠̘̞̽́͂̓ 18 - ̰̰̲̰̺̽́͂



7

ECONOMIC ANNALS, Volume LX, No. 204 / January – March 2015

UDC: 3.33  ISSN: 0013-3264

*	 Faculty of Economics, University of Belgrade, Serbia, E-mail: soskic@ekof.bg.ac.rs
**	 �is paper is a result of the project “Risks of Financial Institutions and Markets in Serbia – 

Microeconomic and Macroeconomic Approaches”, (project code179005), funded by Ministry 
of Education, Science and Technological Development of the Republic of Serbia

***	 In this paper the term “emerging market countries” will be used to include the transition and 
post-transition countries of Eastern Europe and the former Soviet Union.

JEL CLASSIFICATION: E42, E52, E58

ABSTRACT:  In the past two decades 
In�ation targeting has been the monetary 
policy framework of choice for many 
developed nations around the world. A 
signi�cant number of emerging market 
countries*** have gradually subscribed 
to the same monetary regime, but 
with di�erent levels of success. Certain 
di�erences among emerging markets 
in terms of overall macroeconomic 
environment, strength of basic monetary 
policy tools, and institutional development 
have had an e�ect on the performance 
of in�ation targeting. �is paper focuses 
on the ful�lment of basic preconditions 
for implementation of in�ation targeting 
in emerging market countries, and on 

results and challenges of in�ation targeting 
implementation in Serbia more than six 
years a�er its introduction. Special attention 
is paid to high dollarization (euroization), 
which poses a serious challenge for 
in�ation targeting, and to modi�cation of 
the Taylor rule for dollarized economies. 
For in�ation targeting in Serbia to be more 
e�ective, a (gradual) decrease in overall 
dollarization (euroization), �scal discipline 
and sustainability, and an increase in the 
independence and capacity of the central 
bank are needed, among other things.

KEY WORDS:  in�ation targeting, emerg-
ing market countries, Serbia, monetary 
policy

DOI:10.2298/EKA1504007S

Dejan Šoškić*

INFLATION TARGETING CHALLENGES 
IN EMERGING MARKET COUNTRIES: 
THE CASE OF SERBIA**

̛̟̠̘̞̓ 20̛̟̠̘̞̓ 19



8

Economic Annals, Volume LX, No. 204 / January – March 2015

1. INTRODUCTION

In�ation targeting (IT) has o�cially existed globally for more than two decades. 
It was introduced in 1990 by the Reserve Bank of New Zealand1.Since then it 
has spread throughout the world in developed and emerging markets. It has 
prevailed as the most widespread monetary regime around the globe. Even for 
the most traditional central banks, which have publicly stated that they conduct 
a di�erent monetary policy rule, in�ation targeting o�en seems to have been 
the implicit monetary policy framework of choice (Bernanke and Mihov 1997).
Before the introduction of in�ation targeting most of the developed nations’ 
central banks were conducting a monetary policy framework that very o�en 
had multiple goals, of which stable and low in�ation was in most cases one of 
the major ones. Other goals have frequently been in con�ict with the goal of a 
low level of in�ation. But despite its fast global spread among the central banks 
in developed and emerging markets, a few very important central banks have 
never explicitly accepted in�ation targeting, the US Federal Reserve (the Fed) 
being one of them. It has traditionally pursued a dual mandate (maximum 
employment and price stability) and kept on doing so even when it was one of 
the last major central banks with multiple goals. However, recently even the Fed 
has declared an in�ation target level of 2% (in January 2012)2, bringing it much 
closer to the in�ation-targeting monetary policy framework. �us even the Fed 
is now commonly believed to be an implicitly in�ation-targeting central bank 
(�ornton, 2012), despite o�cially still having a dual mandate3. 

Proponents of in�ation targeting have sometimes gone to extremes, on occasions 
even being referred to as “in�ation nutters” (King 1997). However, some of the 
countries that were early proponents of strict in�ation targeting have moved 
away from the pure IT model into an area closer to a multiple-goal hierarchical 
mandate. �is is o�en referred to as �exible in�ation targeting (Meyer, 2004)or 
“multiple-goal targeting” (Orphanides 2009), and could be considered as a close 
cousin of the dual mandate o�cially pursued by the Fed, although a hierarchical 
mandate in which price stability is the prime goal still de�nes an in�ation-
targeting country.

1	 Reserve Bank of New Zealand Act of 1989, Section 8, Public Act No. 157, 20. December 1989.
2	 Press release on 25 January 2012: Federal Reserve issues FOMC statement of longer-run goals 

and policy strategy http://www.federalreserve.gov/newsevents/press/monetary/20120125c.
htm. 

3	 Unemployment rate target is subject to change and at the time of setting the in�ation target 
to 2% (January 2012) the normal rate of unemployment was set in the range of 5.2% to 6%. 
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So, what challenges does this monetary policy framework face in developed and 
emerging markets, and how has it fared in transition emerging market country 
like Serbia, where in�ation targeting was o�cially introduced in 2008?

2. LITERATURE OVERVIEW

�ere have been numerous studies of in�ation targeting in developed countries 
in the past two decades. Substantially less analysis has been done on in�ation 
targeting in emerging markets and very few papers on in�ation targeting in 
Serbia. 

For the purpose of this research the literature described below is of particular 
importance. A paper by Mishkin (2000) underlined major challenges of IT 
implementation in emerging market countries, drawing on lessons from 
implementation of ITin Chile. Mishkin and Savastano (2001) debate alternative 
monetary policy strategies for Latin America, but also provide a thorough 
analysis of modi�cation of the Taylor rule for exchange rate �uctuations, as 
dollarization has been singled out as a serious challenge to IT implementation in 
emerging markets. Jonas and Mishkin (2005) have given a detailed analysis of IT 
in the Czech Republic, Poland, and Hungary with particular focus on in�ation 
targeting and EU Exchange Rate Mechanism 2 (ERM2) as a prelude to joining 
the eurozone. Batini and Laxton (2007) focused on the prerequisites and success 
of IT implementation in emerging market countries and �nd encouraging results 
in terms of lower in�ation, lower in�ation expectations, and lower in�ation 
volatility. Auel and Mendonça (2011) show that credit channel works in an 
in�ation-targeting emerging market country in the case of Brazil. Ayres, Ariel, 
Belasen, and Kutan (2014) for a sample of 51 developing countries (17 being 
explicit in�ation targeters) �nd that in�ation targeting has di�erent regional 
e�ects concerning in�ation and output growth and that in�ation targeting only 
reduces in�ation and does not stimulate economic growth. Josi�dis, Beke-Pucar, 
Srdić, and Ivan (2014) have explored the exchange rate pass-through e�ect on 
prices and output of a selected group of developed and emerging market countries 
before and a�er the global �nancial crisis. 

�ere is relatively little relevant literature on IT in Serbia. Fabris (2006) analysed 
(at that time still uno�cial) implementation of IT in Serbia. Dragutinović (2008) 
clearly underlined the dominance of the exchange rate channel of monetary 
transmission in Serbian IT. Aleksić, Đurđević, Palić, and Tasić (2008) �nd that 
the interest rate channel of monetary policy does not work in Serbia due to high 
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dollarization. Kujundžić and Otašević (2012), on sample data from 2008-2011 for 
33 banks in Serbia, �nd only weak evidence of a bank lending channel through 
foreign currency loans.

�e contribution of this paper to the literature is that it provides an overview of 
in�ation targeting prerequisites, functioning, and challenges, focusing on Serbia 
as a transitional emerging market country. �is article aims to identify necessary 
improvements for a more e�cient in�ation-targeting monetary policy framework 
in Serbia and other similar transition emerging economies.

3. INFLATION TARGETING

3.1. The inflation-targeting framework

“In�ation targeting is a framework for monetary policy characterized by the 
public announcement of o�cial quantitative targets (or target ranges) for the 
in�ation rate over one or more time horizons, and by explicit acknowledgement 
that low, stable in�ation is monetary policy’s primary long-run goal” (Bernanke, 
Laubach, Mishkin and Posen 1999, p. 4).

�erefore, declaring the targeted level of in�ation and using it as a nominal anchor 
is the essence of in�ation targeting. In�ation targeting, like some other monetary 
policy frameworks (discretionary monetary policy, monetary targeting, price 
level targeting), allows for independence of the monetary policy and �exibility of 
the exchange rate (Šoškić 2014). 

Today, most of the central banks implementing In�ation targeting do not only 
aim at stabilizing in�ation on and around its target. As a rule, they also to a 
certain extent pursue the aim of stabilizing the real economy. At least uno�cially, 
they also pursue minimizing the output gap, and tend to achieve their goals by 
smooth and gradual monetary policy changes so as not to create unnecessary 
volatility in the �nancial and real sectors.

To illustrate this, let us consider the so-called expectations-augmented Phillips 
curve in the following form (Abel and Bernanke 2001, and Phelps 1967)

π
t+1

=E
t
π

t+1
–β(u

t
–ū

t
)	 (1)

where
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, stands for actual in�ation;
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, stands for expected in�ation;
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t
), stands for cyclical unemployment as the di�erence between the actual 

unemployment rate, u
t
, and the natural unemployment rate, ū

t
4; and

β represents a positive number that measures the relationship between 
unanticipated in�ation and cyclical unemployment. 

It could be argued that central banks committed to in�ation targeting can anchor 
the expected in�ation, E

t
π

t+1
 by announcing an in�ation target. �e credibility of 

this announcement is essential for the success of in�ation targeting, i.e., central 
banks need to deliver in�ation that is close to their announced target. In order 
to achieve this, monetary policy needs to minimize the cyclical unemployment 
component, (u

t
–ū

t
) even if stabilizing the real economy is not the primary 

mandate of in�ation targeting. 

However, most in�ation-targeting proponents advocate that achieving and 
maintaining price stability is the best overall contribution monetary policy can 
make to economic welfare (Orphanides 2009). In�ation targeting should not 
be perceived as a policy rule but rather as a policy framework that allows for 
“constrained discretion” (Bernanke and Mishkin 1997). In�ation targeting is 
forward-looking and focuses on in�ation staying on or around the numerical 
goal (individually de�ned for each country). E�ective in�ation targeting should 
anchor in�ation expectations around the target to allow for additional �exibility 
of monetary policy (Orphanides and Williams 2005).

�e functioning of in�ation targeting relies on �ve basic elements (Mishkin and 
Posen 1997):

First, there needs to be a public announcement of mid-term numerical in�ation 
targets, which serves the purpose of anchoring in�ationary expectations. �is 
should include a level or a range of annual in�ation and an intermediate in�ation 
forecast that serves as a target5. �is nominal anchor is a vital component of the 
monetary framework and should be set in an inclusive decision-making process 
involving the government and other stakeholders. Realistic and attainable 
in�ation targets are vital for building the credibility of central banks. 

4	 NAIRU (non-accelerating in�ation rate of unemployment) could also be used.
5	 �is is why in�ation targeting is sometimes referred to as “in�ation forecast targeting” 

(Svensson 1997).
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Second, central banks’ institutional devotion to price stability should be a primary 
goal to which all other goals are secondary. In�ation-targeting central banks 
may have a single legally de�ned mandate of price stability, or a hierarchical 
in�ation-targeting mandate with the possibility of ful�lling other goals without 
jeopardizing the ful�lment of the primary goal of price stability6. 

�ird, when making decisions concerning monetary policy instruments, 
monetary policy strategy should take into account the movement in monetary 
aggregates, the exchange rate, and other important variables. �us in�ation 
targeting is more �exible, allows more discretion on the part of central banks, 
and does not follow a rigid rule. 

Fourth, transparency of monetary policy and the central bank’s communication 
with �nancial markets and the general public about plans, goals, and decisions is 
a must. �e two vital elements concerning communication are de�nition of the 
in�ation target and periodical evaluations of the in�ation outlook elaborating 
how the target is to be achieved (in�ation report).More communication does not 
necessarily mean better communication (for example, concerning output gap 
projections)and can sometimes even be counterproductive(Dale, Orphanides, 
and Osterholm 2008).

Fi�h, there needs to be an increase in central bank credibility concerning the 
ful�lment of in�ation goals and a mechanism for central bank accountability needs 
to be put in place. �is relies on the institutional independence of the central bank 
and its capacity to deliver the targeted levels of in�ation. Missing the target needs 
to have transparent consequences, such as public explanations, and potentially 
direct personal responsibility of central bank o�cials (Abel and Bernanke 2001), 
as has explicitly been the case in some in�ation-targeting central banks. 

3.2. Pros and Cons of IT

In�ation targeting has some clear advantages. 

Relative to the exchange-rate peg, in�ation targeting allows monetary policy to 
have a certain level of discretion and to focus on domestic issues and respond to 
shocks to the domestic economy. 

6	 �e ECB can be seen as a central bank with modi�ed in�ation targeting that retains the 
role of monetary aggregates (money) targeting (as a consequence of trying to preserve the 
tradition of the Bundesbank). �e Fed, on the other hand, as we have seen, can be treated as 
an implicit In�ation-targeting central bank, despite its o�cial dual mandate.
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Relative to money-growth (monetary aggregates) targeting, in�ation targeting 
has the clear advantage of overcoming the problem of money demand volatility, 
i.e., the velocity of money instability. In other words, a stable relationship 
between in�ation and money is not critical to IT success. If demand for money 
changes, under in�ation targeting there is nothing to prevent the central bank 
from adjusting the money supply to compensate for that change. 

Another advantage of in�ation targeting is that it is easily understood by the 
public. Most people understand that the central bank is trying to achieve a 
certain rate of in�ation. �at is much easier to explain than (under monetary-
aggregates targeting) that the central bank is trying to achieve a certain growth 
rate of, for example, a monetary aggregate of M3. If the central bank is good 
at communicating its goals to the public and the markets it may increase its 
credibility and accountability.

Finally, in�ation targeting calls for transparency of monetary policy - of its 
goals (in�ation targets), projections, and results (in�ation report). �us in�ation 
targeting allows for easier accountability of central banks to the public. 

However, in�ation targeting is not ideal. �e initial criticisms that in�ation 
targeting is too rigid, has the potential to produce too much output volatility, 
allows for too much discretion, and lowers growth are not valid objections if 
the framework is properly conducted (Bernanke et al. 1999). But there are some 
potentially serious disadvantages of in�ation targeting, especially for emerging 
markets. 

When the central bank targets monetary aggregates or the exchange rate itcan 
directly in�uence these variables. A major disadvantage of in�ation targeting is 
that when targeting in�ation the central bank in�uence is indirect and with a 
signi�cant time lag, i.e., with monetary policy transmission lags. �ese lags can 
vary signi�cantly from one country to another (Ehrmann 2000 and Goodhart 
2001). So the conduct of the in�ation-targeting regime is more complex and 
therefore may pose a risk to the credibility of the central bank, especially in 
emerging markets and transition economies. As a result, the central bank cannot 
easily judge which policy actions are needed to achieve the in�ation target and 
the publiccannot instantly determine whether the central bank is living up to its 
promises with its current policy actions. �us in�ation-targeting central banks 
may badly miss their targets and lose credibility as a result. At the same time, 
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the fact that current policies have a delayed e�ect7 on in�ation can produce weak 
central bank accountability. 

Another disadvantage is that in�ation targeting alone cannot override the 
dominance of �scal policy over macroeconomic variables, but this is not a 
shortcoming of only this monetary regime.

In addition, the �exibility of exchange rate movements associated with in�ation 
targeting can cause �nancial stability risks and decrease the stability of the 
country’s business environment. �is is especially the case in the partially 
dollarized (euroized) �nancial systems of emerging and transition countries. 

Finally, recent de�ationary pressures a�er the global �nancial crisis of 2007/2008 
have proven that in�ation targeting may not be an adequate framework for 
dealing with disin�ationary and de�ationary expectations, and that price level 
targeting may potentially be a more adequate approach (Ambler 2009) in the new 
post-crisis environment. 

3.3. Prerequisites for IT

�e implementation of in�ation targeting has proved to be relatively successful 
in developed economies (Bernanke et al. 1999) and emerging market and 
transition countries(Jonas and Mishkin 2005, Batini and Lexton 2007).
However, implementation of an in�ation-targeting framework calls for certain 
preconditions to be ful�lled in emerging and transition countries to improve 
their chances of success. 

Batini and Laxton (2007) advocate four broad preconditions for IT success in 
emerging and transition countries.

First and foremost, the central bank must have full institutional independence. 
�is does not just mean that it must have full legal autonomy it has to be free 
from the �scal and political pressures that con�ict with the goal of achieving 
an in�ation target. In practical terms, the policymaking board of the central 
bank must be insulated from politicians, without government members, and 
with members of the board protected from arbitrary dismissal and appointed to 
long terms. �e central bank should have full and exclusive control of decisions 
concerning monetary policy instruments. �is precondition also includes a strong 

7	 In some countries this may be years ahead.
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�scal position. Lack of �scal discipline is incompatible with in�ation targeting. 
High budget de�cits lead to public debt crises or pressures for monetization of 
public debt, with pressure on the exchange rate and an increase in in�ationary 
expectations. �erefore, an absence of �scal dominance over the macroeconomic 
environment and institutional development to ensure �scal discipline are essential 
for in�ation targeting to have a chance of success (Mishkin and Savastano 2001). 

Second, the central bank must have a strong research capacity, i.e., a well-developed 
technical infrastructure. �e central bank must have in�ation forecasting and 
modelling capacities and the continuously updated and available data needed 
to implement them. �e transmission mechanism between monetary policy 
instruments and in�ation must be fully understood. 

�ird, the country needs to have a solid economic structure. �is means that 
prices must be fully deregulated, and the economy should not be overly sensitive 
to commodity prices (food, energy etc.). �e economy should also not be overly 
sensitive to exchange rates. Speci�cally important for emerging market countries, 
dollarization should be minimal. �is means that the local currency must be 
predominantly in use. �e local currency interest rate is a basic in�ation-targeting 
policy instrument. �is interest rate should in�uence savings, consumption, and 
investments. If an emerging economy uses other currencies (dollars, euros) in a 
signi�cant portion of �nancial transactions the reference rate of the central bank 
loses much of its in�uence over �nancial transactions, and therefore loses much 
of its impact on aggregate demand and in�ation.

Fourth, the country should have a healthy �nancial system. In essence, this 
means that the banking system needs to be sound and capital markets relatively 
well developed. Monetary policy aiming at an in�ation target should not be in 
potential con�ict with �nancial stability goals. In addition, a healthy banking 
system and well developed capital markets are very important for e�ective 
monetary policy transmission. 

In addition to these four broad preconditions, it should be noted that introduction 
of in�ation targeting yields much better results a�er successful in�ation 
reduction to relatively low levels. In other words, in�ation targeting has a much 
better chance of being successful if implemented on relatively stable single digit 
in�ation levels with several years of track record [Bernanke at al.1999). 

�e absence of these prerequisites may lead in�ation targeting to fail, resulting in 
long-run erosion of central bank credibility.
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4. PREREQUISITES FOR IT IN SERBIA

Now we will analyse the ful�lment of the prerequisites for IT implementation 
given by Batini and Laxton (2007) when IT was introduced in Serbia at the 
beginning of 2009, and at the beginning of 2015.

Table 1.  Fulfilment of IT prerequisites in Serbia in 2009 and 201589

Prerequisites/Parameters 2009 2015 Change
Institutional independence

Absence of �scal obligationby CB High High Unchanged
Operational independence Medium Low Negative
In�ation-focused mandate High Medium Negative
Favourable �scal balance Medium Low Negative
Low public debt Medium Low Negative
Central bank independence Medium Low Negative
Central bank Infrastructure 

Data availability Medium Medium Unchanged
Systematic forecasting process Medium Medium Unchanged
Models capable of cond. forecasts Medium Medium Unchanged
Economic Structure

Low exchange rate pass-through. High Medium Positive
Low sensitivity of inf. to comm.prices High High Unchanged
Extent of trade openness Medium Medium Unchanged
Extent of dollarization9 High High Unchanged
Health of the Financial System

Regulatory capital (CAR) High High Unchanged
Stock market capitalization. Low Low Unchanged
Depth of private bond market Low Low Unchanged
Stock market turnover Medium Low Negative
Lack of currency mismatch in banks Medium Medium Unchanged
Maturity of bonds Low Medium Positive

�is approach is chosen to show not just whether the prerequisites were there at 
the introduction of IT in beginning of 2009 but also to evaluate whether there 
was the necessary commitment of the authorities and their ability to plan and 

8	 Author’s estimates based on publicly available o�cial data, assessment of status and changes 
in legal framework and observable policy conduct.

9	 In the case of Serbia, it is euroization.
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drive necessary institutional change a�er introduction of in�ation targeting. As 
in Batini and Laxton (2007), only three reference values are going to be given to 
parameters: low, medium, and high10.

As we can see in Table 1, prerequisites for in�ation targeting were to a large 
extent unful�lled at the beginning of 2009 when it was introduced. However, 
as Batini and Laxton (2007) conclude in their paper, IT in emerging markets 
stands a chance even without full compliance with the above set of prerequisites 
at the introduction of the new monetary framework. For the eventual success 
of IT in emerging markets it is vital to at least broadly ful�l the most important 
prerequisites (institutional independence, CB capacity, stable banking system) at 
the inception of the new monetary regime and for the authorities to exhibit the 
determination to plan and deliver positive institutional changes. However, as we 
have seen in Table 1, in Serbia that was not the case. Instead of having a less-than-
ideal start but with gradual and committed improvements, we observe stagnancy 
and even deterioration in the conduct of some very important conditions for 
successful in�ation targeting (dollarization, institutional independence, the 
capacity of the central bank, etc.)

Fiscal discipline is of utmost importance for the success of in�ation targeting. 
However, in the last several years we have observed a constant increase in budget 
de�cits and public debt-to-GDP ratios in Serbia. 

Institutional independence has also deteriorated since mid-2012 and the 
enactment of the new Law on the National Bank of Serbia, the premature 
dismissal of previous central bank governing structures, and the subsequent 
political appointments. 

Dollarization has been extremely high, and has not decreased, despite the e�orts 
of the central bank in 2010 and 2011 and the signing of a “Memorandum on 
Dinarization” between the central bank and the government in April 2012. �is 
memorandum has been largely ignored ever since, not just by the government 
but by the central bank as well. With high dollarization, the interest rate channel 
as the main transmission channel of In�ation targeting does not work (Aleksić 
at al.2008). High dollarization in Serbia is persistent (Rajković and Urošević 
2014) and adversely a�ects banking sector credit risk and non-performing loans 
(NPLs) (Božović, Urošević,and Živković 2009).

10	 But instead of 1, 0.5, and 0, we will use high, medium, and low. 

̛̟̠̘̞̓ 20 - ̛̰̰̲̰̺̟̠̘̞̽́͂̓ 19 - ̰̰̲̰̺̽́͂



18

Economic Annals, Volume LX, No. 204 / January – March 2015

�e in�uence of commodity (food) prices on in�ation was and still is high, 
with a processed and unprocessed food weight of around 38% in the consumer 
price index (CPI) for most of the past six years11. �ere has been no real e�ort to 
minimize the volatility of these prices and diminish the negative impact they 
may have on the level and volatility of in�ation and in�ationary expectations. 

Obviously, there was a lack of adequate preconditions for implementation of 
in�ation targeting at end of 2008/beginning of 2009 (mentioned in Table 1). But 
in addition, some other conditions were also not supporting the IT e�ort. 

At the beginning of 2009, it was obvious that there was a lack of understanding 
and lack of consensus about in�ation-targeting implementation among the 
government, the real sector, the �nancial sector, and the general public. �ere 
was insu�cient understanding of why it was being implemented, what everyone 
needs to do in order for IT to work, and what are realistic expectations from the 
central bank under the new monetary regime. Flexibility of exchange rate within 
the framework of in�ation targeting was and still is an unacceptable feature for 
most stakeholders. Strong lobbying groups in the corporate and �nancial sectors 
and the government prefer a �xed exchange rate. Without full understanding of 
the central bank’s mandate under in�ation targeting it is all but impossible to 
increase the credibility of the central bank. 

In�ation targeting was o�cially introduced at the beginning of 2009, following 
several years of appreciation of the real and even the nominal exchange rate, mainly 
due to high capital in�ows at that time. Setting a relatively low in�ation target in 
these circumstances hampered the necessity of eventual depreciation of the real 
exchange rate, since a relatively high pass-through would increase in�ation and 
in�ationary expectations and eventually drive in�ation substantially out of the 
targeted in�ation corridor. 

In�ation targeting was introduced a�er several years (2005 to 2008) of credit 
growth based on dollarization (euroization). Dollarization has diminished 
the possibility of depreciation of the real exchange rate without deteriorating 
�nancial stability (through a rise in NPLs). It has also signi�cantly decreased 
the e�ectiveness of the basic in�ation-targeting monetary policy tool, the central 
bank’s reference rate. 

11	 A�er the last CPI revision at the beginning of 2013, food prices have a somewhat smaller 
weight in CPI, but still very signi�cant – 34,5%.
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In�ation targeting was introduced at the beginning of 2009when there was still 
a considerable portion of so-called government-regulated prices (again, contrary 
to preconditions described by Batiniand Laxton (2007)). �ese regulated prices 
(according to the arrangement between the government and the central bank) 
were to have a higher rate of growth compared to the CPI under in�ation 
targeting. �us the cost of the ine�ciency of public corporations that have 
regulated prices was being shi�ed to consumers, while monetary policy needed 
to be more restrictive to achieve an in�ation target, hitting more the tradable 
sectors of the economy, precisely the ones necessary to provide healthy rates of 
economic growth. 

In�ation targeting was introduced in a very transparent framework of daily 
publicly available information on potential interventions in the FX market by the 
central bank. �is transparency, however, was to a certain extent misused by the 
media. Public debate focused on the amount of FX intervention by the central 
bank and the fact that it did not stop the depreciation trend, without explaining 
to the public that the mandate of the central bank under in�ation targeting was 
precisely that: not to reverse the trend but to cut unnecessary volatility. �erefore 
this type of media reporting was creating negative expectations in terms of future 
exchange rate movements and in�ation. It was again a case, this time in Serbia, of 
the well-known phenomenon that despite transparency being a virtue, too much 
transparency can sometimes hamper the stability and e�ciency of �nancial 
markets (Neuenkirch 2013). However, once a central bank allows a higher level of 
transparency it is not easy to revert. 

5. EFFECTIVENESS OF IT IN SERBIA

So, how e�ective has in�ation targeting been in Serbia since 2009?

5.1. Inflation and output

One of the main reasons for the implementation of in�ation targeting was that it 
was expected to be e�ective in bringing down in�ation and stabilizing in�ation 
within the target corridor, with the potential side e�ect of stabilizing output.
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Figure 1.  Inflation in Serbia (YoY rate, in %)
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Source:  National bank of Serbia 
http://www.nbs.rs/internet/cirilica/30/30_9/kretanje_in�acije.html

However, if we look at Figure 1 it is obvious that the in�ation path since the 
inception of IT in Serbia exhibits substantial volatility. In the initial phase of 
implementation it seemed that in�ation has been steadily brought down within 
a target corridor. However, this period was also the period of the �rst wave of 
recession in Serbia a�er the global �nancial crisis, with GDP dropping by around 
3.5% in 2009. �erefore the gradual decline in in�ation within the corridor 
of in�ation targeting was most probably the outcome of decline in aggregate 
demand due to severely depressed output caused by the global crisis than by the 
e�ectiveness of in�ation targeting. 

As is obvious from Figure 1, by the end of 2009 in�ation very soon slipped below 
the lower bound of the in�ation-target corridor, and has remained out-side of 
this corridor most of the time ever since12. Huge spikes of in�ation above the 
upper band in 2011 and 2013 are the consequence of a supply shock in food 
production. Serbian CPI is oversensitive to prices of unprocessed and processed 
food, and volatility of these prices proves to be highest in the SEE region. �is 
over-sensitivity of in�ation to commodity prices makes it very hard to have 
solid in�ation projections, with not much that can be done with the available 
monetary policy instruments. �is is a well-known e�ect that can seriously 
hamper in�ation targeting (see in Prerequisites for IT, Economic Structure), and 
obviously needs to be dealt with for IT to work. 

12	 �e only exception being the �rst half of 2012.
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In the rest of the period in�ation was mainly bellow the lower band of the target 
corridor. �is has even led to comments13 that such low in�ation shows the success 
of monetary policy, which neglects the fact that undershooting an in�ation target 
is just as bad and costly as overshooting it (Mishkin and Savastano 2002). 

If we take a look at in�ationary expectations (Figure 2) we can see that they 
have been declining in recent years, that the �nancial sector as a rule has 
lower in�ationary expectations compared to the corporate sector, and that 
they anchored around the in�ation target in 2014. However, throughout most 
of the period in�ationary expectations closely follow the current in�ation, not 
the in�ation target. And just when current in�ation falls below the lower band 
of the in�ation target, expectations decline to the level of the in�ation target. 
Unfortunately, this in�ation-expectations behaviour can only be explained as a 
lack of con�dence in the in�ation-targeting determination of the central bank in 
the eyes of �nancial and corporate sector representatives. Lack of credibility on 
the part of the central bank can seriously hamper in�ation-targeting prospects 
(see Prerequisites for IT, Institutional Independence).

Figure 2. � Inflation expectations one-year ahead and current inflation 
(y-o-y rates, in %)
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In terms of growth and its volatility (Figure 3) we can observe that since the 
inception of IT in Serbia the country has entered a period of negative, low, and 
volatile economic growth. It would most probably be unsound to argue that these 

13	 Coming from the central bank itself.
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on average lower and more volatile growth rates are due to in�ation targeting, 
since they coincide with the �rst wave of the global �nancial crisis and seizure of 
capital in�ows to the country. But it would certainly be fair to say that it would 
be hard to �nd evidence that in�ation-targeting implementation in Serbia has 
supported growth and decreased output volatility. In other words, in terms of 
growth and output volatility, in�ation targeting in Serbia may not be harmful but 
most probably is not bene�cial either.

Based on the above data, it is obvious that since its inception in Serbia most of 
the time in�ation targeting has missed the in�ation target, has not succeeded 
in reducing in�ation volatility, has been unsuccessful in anchoring in�ationary 
expectations based on the credibility of the commitment and projections of the 
central bank, has not supported growth, and has not decreased output volatility. 

We have seen the lack of ful�lment of preconditions for in�ation targeting in 
Serbia in 2009 and 2015 and we have seen the absence of signi�cant positive 
results of its implementation. 

Figure 3.  Real GDP Growth Rates (in %)
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So, what is the main obstacle for in�ation targeting in Serbia?

5.2. Inflation targeting and dollarization

It is clear that high dollarization poses a serious challenge for in�ation targeting 
(see Prerequisites for IT, Economic Structure).

̛̟̠̘̞̓ 20 - ̛̰̰̲̰̺̟̠̘̞̽́͂̓ 19 - ̰̰̲̰̺̽́͂



INFLATION TARGETING CHALLENGES: CASE OF SERBIA

23

We know that in�ation targeting goes hand in hand with exchange rate �exibility. 
But we also know that high dollarization can seriously hamper in�ation targeting 
(Mishkin and Savastano 2001) by making any substantial exchange rate 
depreciation a shock that deteriorates the balance sheets of banks, corporates, 
individuals, and government, and increases the risks of a �nancial crisis (Mishkin 
1996).

�erefore, in highly dollarized countries, monetary policy needs to take into 
account exchange rate movement not just in terms of exchange rate pass- through 
to in�ation but due to �nancial stability concerns as well.

Let us start with the basic original Taylor rule (Taylor 1993) that states that the 
nominal desired policy instrument of the central bank (short-term interest rate), 
i, has to react to deviations of in�ation and output from their respective targeted 
levels:

i = π+0.02+0.5y+0.5(π-0.02)	 (2)

where

π, stands for actual in�ation in the previous year, and

y = (Y–Y*)/Y*, stands for percentage deviation of output from full-employment 
output.

In this equation, 0.5 is used as a weight (α
1
) i.e., monetary policy reaction 

coe�cient for the output gap, y, but also as a weight (α
2
) for the in�ation gap, 

(π–0.02), i.e., the di�erence between in�ation, π, and the in�ation target, π*, of 
2% (π*=0.02). Since α

1
=α

2
=0.5, it implies that the short-term interest rate as a 

monetary policy tool should be equally sensitive to the output gap and in�ation 
gap. If the output gap is 0 and the in�ation gap is 0 the equation reads as: actual 
in�ation, π, plus real short term interest of 2% (0.02). �is is then an equilibrium-
level interest rate, ī. Taylor has showed that historically this simple rule quite 
accurately describes actual Fed interest rate moves. 

If we expand this basic rule in terms of expectations and forward-looking policies 
(Clarida et al. 1998), we introduce E

t
, as expectations at time t and get:

i
t
 = ī+α

1
E

t
(π

t+k
–π*)+α

2
E

t
(Y

t+k
–Y*)	 (3)
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�e second term on the right hand side of the equation is the expected in�ation 
gap of the k-period ahead. �e third term is the expected output gap of the 
k-period ahead. Again, α

1
and α

2
 are the reaction coe�cients of the monetary 

policy tool of the expected gaps. 

If exchange rate is important in dollarized economies because of a pass-through 
e�ect and possible �nancial stability impact, it has to be taken into account in a 
monetary policy rule. 

We can assume that exchange rate is a function of interest rate and that it can be 
determined by:

e
t+k

–e*=θi
t
+ε

t
	 (4)

where e
t+k

–e* is the log of the real exchange rate expressed as a deviation from 
medium term (normal) exchange rate level, θ, is a function that captures a 
positive relationship between exchange rate and interest rate, and ε

t
 is an error 

term (Mishkin and Sevastano 2001). Now our Taylor-based rule for monetary 
policy in a dollarized economy takes the following form:

i
t 
= ī+α

1
E

t
(π

t+k
–π*)+α

2
E

t
(Y

t+k
–Y*)+α

3
E

t
(e

t+k
–e*)	 (5)

�e third term on the right hand side is the expected exchange rate gap of the 
k-period ahead. Again, α

3
is a reaction coe�cient of the monetary policy tool of 

the expected exchange rate gap. 

In conducting in�ation targeting in emerging markets with highly dollarized 
economies it is very important to understand how large α

3
is. As α

3 
approaches 

1, in�ation targeting approaches exchange-rate targeting. �is is very much 
a possibility in emerging countries like Serbia if the exchange rate channel is 
dominant (Dragutinović 2008) and the interest rate channel does not work due 
to high dollarization (Aleksić, et al.2008). 

Most of the assets and most of the liabilities in Serbia are FX denominated, with 
the highest portion in euros or linked to the euro FX rate. 73.3% of total deposits 
are in FX, 85% of total corporate loans are in FX, and 64% of total household 
loans are in FX (NBS 2013).

So how does this very high dollarization a�ect in�ation targeting in Serbia?
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First, every time a reference rate is raised, the interest rate channel should increase 
the cost of borrowing, stimulate savings, and decrease demand. But when the 
National Bank of Serbia increases the reference rate it mainly in�uences the local 
currency cost of borrowing and local currency denominated loans. Since they are 
only 15% of total corporate loans and 36% of total household loans, the in�uence 
of reference rate on aggregate demand is vastly hampered. At the same time, 
since 89.4% of household savings are FX denominated (NBS 2013), an increase in 
local currency reference rate hardly stimulates additional savings. �erefore the 
reference rate movement has a low aggregate demand impact. 

Second, since the vast majority of loans are denominated in euros or linked to the 
movement in the euro exchange rate, the ECB reference rate and EURIBOR have 
a greater impact on the cost of borrowing in Serbia than the reference rate of the 
National Bank of Serbia.

�ird, the high level of dollarization increases the pass-through of exchange 
rate depreciation into in�ation14. In this way, potentially, there is a decrease of 
manoeuvring space for monetary policy relaxation, since every decrease in the 
local currency interest rate decreases the interest rate di�erential, and can induce 
withdrawal from the local currency, depreciation, and, consequently, substantial 
pass-through in�ation.

Fourth, every increase in the central bank interest rate, without any change in the 
�nancing conditions in euro-denominated loans, increases the cost of borrowing 
for local currency loans. As a consequence it stimulates additional euro-
denominated borrowing. �is in turn increases dollarization (euroization) of the 
system, and a vicious circle begins. An increase in dollarization colludes with the 
interests of �nancial stability15, and additionally decreases the e�ectiveness of the 
central bank reference rate. 

Fi�h, a rising NBS reference rate, without a change in euro interest rates, 
increases the interest rate di�erential between the local currency and the euro, 
and stimulates in�ow of short-term speculative capital – the carry trade. �is 

14	 Since a lot of payments in the country are made in euros or indexed to the euro exchange rate 
(real estate, rents, some salaries, materials, etc.).

15	 As a solution to this problem, the NBS (between 2010 and 2012) put an order in the policy 
instrument of reserve requirements, and used the change in reserve requirements for 
FX sources of funding as a tool to simultaneously increase the cost of borrowing for FX-
denominated loans in line with the increase in the local currency reference rate. �at has 
increased the e�ectiveness of NBS monetary policy.
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capital in�ow can support fundamentally unjusti�ed appreciation of local 
currency, but when exiting can provoke fundamentally unjusti�ed depreciation 
of local currency, thus increasing the instability of the local �nancial system. It 
could be argued that the reference rate can easily be transformed from a mid-
term instrument in�uencing aggregate demand into a short-term instrument 
managing the carry trade and exchange rate. 

In such circumstances, in�ation targeting would have actually been abandoned 
in favour of exchange rate targeting. E�ectively, there would be a change in the 
nominal anchor from targeted in�ation to targeted exchange rate. In the parlance 
of the above-mentioned equation (5), α

3 
would tend to 1. 

Sixth, in the case of negative expectations of exchange rate depreciation, high 
dollarization can provoke a relatively sudden and overemphasized shi� among 
transactors from local currency to foreign currency, which is perceived as a �ight 
to safety. �is can contribute to and overstate depreciation and, through pass-
through, unnecessarily increase in�ation. Higher prices, once achieved through 
pass-through, tend not to come down in the same proportion a�er the subsequent 
appreciation. 

Brie�y, without a gradual and continual decrease in dollarization, in�ation 
targeting in highly dollarized countries lacks a realistic chance of success. 

6. DISCUSSION AND CONCLUSIONS

Serbia has gathered substantial In�ation targeting experience in the environment 
of a �nancially underdeveloped but highly dollarized economic system. In�ation-
targeting results a�er six years of implementation in Serbia are below par 
among emerging markets, and with discouraging trends. �ey are far below the 
expectations from this monetary policy framework at its inception. 

If in�ation targeting remains the monetary framework of choice for Serbia, it is 
vital to create conditions for its success. �is calls for substantial and persistent 
improvements in several areas. 

Decrease dollarization (euroization). Initiate and persistently implement the 
Memorandum on Dinarization signed between the government and the central 
bank in 2012. It is vital to create a consensus on this important issue and generate 
support in the government, �nancial institutions, the real sector, and the general 
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public. �e rule is simple: if the country wants to have and use its monetary 
policy, it needs to use its money more.

Increase institutional independence and central bank capacity. �e central 
bank needs to (re)gain its independence from political in�uence. It also needs to 
signi�cantly increase its know-how, forecasting capacities, and the e�ectiveness 
of its infrastructure and policy tools. Fiscal discipline needs to be established and 
sustainable in the long run.

Decrease the sensitivity of in�ation to commodity (food) prices. It is vital to 
decrease the volatility or food prices in Serbia (at least to the regional average). At 
the same time it is important to explore and use methodological opportunities to 
decrease the sensitivity of the CPI to sudden and short-term price movements of 
unprocessed and processed food. �e aim is to decrease potential methodologically 
avoidable and unnecessary volatility in this measure of in�ation. 

Decrease non-performing loans.�is should be carried out in an organized 
way by the majority of banks in order to strengthen their balance sheets and 
make them more resistant to the �exible exchange rate associated with in�ation 
targeting. 

Optimize the transparency level of central bank FX operations. �is is 
important to avoid creating unnecessary negative market expectations due to 
misinterpretation of information. 

If Serbia and similar emerging market countries arenot prepared to support and 
implement such measures, in�ation targeting will not succeed. If nothing is done 
to create conditions for successful implementation of in�ation targeting and 
none of the alternatives to IT are implemented, the system may gradually slide 
towards an unde�ned discretionary monetary regime with perceived multiple 
implicit goals. �is may be ine�cient not just in terms of in�ation control and 
stable sustainable growth but also in terms of resistance to �nancial crisis. 
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