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1. Introduction

Stable and efficient housing market is the basiednef every moder
society, since it is an important prerequisite tbe life quality of the
community. On one ha, the housing market is a place where people r
their existential needs, but also it lanimportant role in the national econon
financial markets and socioeconomic \-being of individuals Efficient
housing financesysten affects various sectors of the economy and creh&
basis for an incread activity in the construction industry thereates new jot
not only in home indust but also in a number of related industries.

This paper is published within the research onPttigects 179001 and 179015 fundec
the Ministry of Education, Science and Technoldgidavelopment of the Republic
Serbia.



314 Ljumovié, Marinkovié/Economic Themes, 52 (3): 313-331

The housing market and housing finance have stnatignal characteristics
and differ among states. The differences are piiyndormed under the
influence of specific political, historical and Bdactors affecting the supply
and demand for residential real estate, but aleatalthe different conditions in
the housing credit market. For example, in the ddBe of the most important
factors for the development of the housing markeirenweakening of
regulation, high demand for residential real est@eancial innovation, as well
as a keen competition in the financial sector. @igant factors in continental
Europe were a stable economic growth, deregulatfdinancial markets, low
interest rates, consolidation of the banking sedtwe creation of the single
market and the emergence of financial innovatidhg. biggest influence on the
housing market in the former communist bloc had@apolitical system say a
defined system of assignment and later purchas@afments. Evolution from
a transitional to market economy system led to ¢hanges of the basic
structure. The main factors that influenced theettgsment of transitional
markets are intensive economic growth (especialigoiuntries that have joined
the EU), the adoption of legislation in the fieldl lmousing and mortgage
markets, restructuring and development of finandradtitutions, financial
market liberalization, foreign direct investmenttlie banking sector, access to
cheaper sources of capital, as well as a largestaiile demand for residential
units. Until the transformation of the banking sectit was not possible to
develop the market for housing loans in Serbia. ditey of foreign banks and
capital inflows were the basic prerequisite for tevelopment of this market.
Among other factors that have influenced the dewelent of the Serbian
housing market, there is a high demand for housitits (construction of new
dwellings was at very low or null level in the niies), the low purchasing
power of citizens, the lack of proper regulatiorthe field of construction and
property relations and undeveloped financial market

2. Financing the Purchase of Housing Units

One of the most significant expenditure for eachdatold is the cost of
housing that occurs as a result of renting the gntgpthe repayment rate for a
housing loan or the purchase of property and tlyenpat of the purchase price
in cash, so called self-finance. Often expenditiioedousing are more than a
third of total income of a household. Having thismind it is obvious that the
guestion of financing costs is of utmost importafroen socioeconomic aspects
of the individual and the community. This issueeigen more important for
countries in transition with lower levels of inconaad higher demand for
housing units in which there was no market for lrogiinance or there was the
discontinuity of its functioning.

Developed real estate market is an alternativenem€ial savings. Investing
in real estate is one of the safest forms of largitinvestments in which
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inflation does not have direct impact and revenuehat basis are regular and
stable. Some studies (Ibbotson et al., 1985) shHmat tluring the eighties
investing in real estate on a global scale accaoufie57% of total savings of
which 41% was related to the investments in dwgdinComparing the
investments in real estate to investments in catpobonds and stocks, these
authors concluded that investing in real estateshgabater weight.

Housing loan is defined as a long-term loan thgranted for the purchase,
reconstruction or renovation of a residential kindg while a mortgage loan is
also defined as a long-term loan, but this loargranted on the basis of
collateral — mortgage on purchased real estate.nitgage collateral may
serve for the approval of a cash loan and speargigse loans, but most often it
is used for the approval of mortgage loans thatsa®ured by a mortgage.
Subsidized housing loans are those where the sstieipates in the process of
crediting the housing needs of the population.

Purchase of residential units can be done in sewerngs. The first approach
involves the purchase of real estate from own fundsally from a dedicated
savings. This type of buying real estate is usui@iccessible to the younger
population, because they do not have enough savigghase of residential
units can be done with the help of family or frisn@Vithin these relationships
the finance is most commonly provided in the forihgiéts or various types of
formal and informal loans. The third and far thesmaidespread type of
housing finance in the developed countries is trancing from a bank or
other financial institution. If the borrower medtse requirements of credit
worthiness, the bank lands him a mortgage loanmusheftned terms. The fourth
method of housing financing involves financing e tseller of the property.
The real estate seller enables the buyer to payhefforoperty at the agreed
schedule. Collateral for this arrangement is a gam¢ over the subject
property. The state can also have a major effedherhousing finance in two
ways. The state can be involved in the construaifasocial housing whose use
can claim every citizen over 18 years old (as tees case in the former
Yugoslavia and other former socialist countries)bgr providing subsidized
loans which are distributed to households througlemmmercial and state
banks. These subsidized loans have better congliiban the market ones
(lower interest rate and the reduction in the Iparticipation).

3. Factors Affecting the Economy of Housing Finance

Housing finance markets (finance for constructiod purchase of housing
units) are not unigue because they are shapedsby @f factors, primarily the
specific historical, political, regulatory, econarrand financial factors. In this
paper we will try to explain the effect of the aorentioned factors in the
Serbian market.



316 Ljumovié, Marinkovié/Economic Themes, 52 (3): 313-331

3.1 Specific Factors

Certainly the most specific factor is the legacythad former social system.
Numerous authors state that in the countries oftr@eand Eastern Europe,
housing estates built by the state were a predarhitype of housing and that
up to date this type of settlement make up 20-40%ehousing stock (Enyedi,
1998, Tosics, 2004). Comparing to the developedtrims of Western Europe,
this percentage ranges from 3 to 7. In a socististety organized the housing
market almost did not exist because the apartmemst® not treated as a
marketable good but they were considered as alsaghd. The solving of
housing problem has largely been the domain prob&dnstate policies
throughout the social housing construction. In &erine dwellings built by the
state were not private, but social property. Evatizen older than 18 years
claimed the right on these dwellings. The rightatzess social housing had
every member of the society, regardless of whelbleehimself alone could
solve the housing issue. Dwellings were allocatedthe state authority
according to non-market principles. It is clearttimthese circumstances there
is no need for housing loans so this market coatdoe created. In cases where
an individual solved the housing issues himselfngtauction of private
residential units), he could rely on governmentistgsce in the form of
subsidized loan or on a loan provided by the comgdan was employed in.
Government loans were provided by state banks, rdicgp to non-market
conditions, usually with a fixed interest rate dodg repayment period and no
obligation for the collateral.

Residential construction was financed in differargtys. In particular, in
Serbia, all employees were required to set asidelidarity contribution for
housing construction (as a percentage of persocalime) in accordance with
the Law on allocation of funds for housing condgiut and the Law on
financing of housing construction (SRS Official @te no. 4/86). These funds
were used to finance social housing constructiahapartments built this way
were granted according to the use of predefineter@i Users of social
apartments did not have ownership of these apattmen

Privatization of social housing in Serbia came assallt of changes in the
socio-political structure. These changes came @oraance with the Housing
Act of 1990 (Official Gazette SRS, no. 12/90, 47/98/90 and Official Gazette
of RS, no. 3/90 and 7/90) and then under the hguakt of 1992 (Official
Gazette of RS, no. 50/92). This led to significahanges in the ownership
structure in next five years. During this period3%® of dwellings were
privatized (Republic Agency for Spatial Plannin@10). The Housing Act of
1990 abolished the obligation according to whidreaiployees were forced to
set aside a contribution for housing and it wasdégtthat the housing needs
residents must satisfy on their own by the consibac purchase or rent of an
apartment. The government was supposed to prowidsitg needs for socially
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vulnerable persons (Republic Agency for spatiahfilag, 2010). The system
based on the housing funds ceases to exist anihSeqerienced the collapse
of housing construction (Brinkmann, Urosevic, 2001)

The social crisis that has engulfed the countrythe nineties, poor
economic situation, the lack of market housing foamd the absence of
institutions that would qualify for such loans cadgshe housing crisis that has
contributed to the increase in the number of exdédrttbuseholds (Milic, 2004:
324) with a number of unsolved cases in the yowmulation. The reforms of
the banking sector and the import of capital crbdle basis for the formation
of the home loans market. In addition to the basgthod of buying residential
units where the buyer must possess the entire anaduhe purchase price for
the property in cash, the housing loans were affarel commercial banks have
become the dominant institution for providing funfty the purchase of
residential properties.

3.2 Demand Factors

Factors that influence the demand for housing itk housing loans could
be classified into four parts: demographic factqreatural increase of
population, the effects of migration, etc.), maca®mic factors (GDP,
employment, inflation), financial factors (level @fvailability of financial
resources) and customer preferences.

3.2.1 Demographic Factors

In the classical demand analysis, it is typicalsepregate effective or
purchasing power demand and latent demand expressadceed for a certain
good. Satisfaction of the population needs fordesiial space depends on the
relationship between the state of the built anattionally equipped housing in
a particular location and needs which are largeleined by demographic
characteristics of the population that inhabitplans to displace to the specific
area (Marinkovic, 2009, p 83). Key demographic abteristics in this regard
are population trends, its structure and the nunamelr average size of the
household. Below we will analyze the trends in papon and changes in the
population structure.

Population growth, especially growth in the numb&employees usually
creates additional demand for residential units.aBglyzing population and
natural increase in population (Figure 1) we canctade that in the last two
decades in Serbia a negative trend in the populajiowth is present. This
leads to a decrease in demand for housing unigsré&il shows the number of
inhabitants in thousands (left vertical axis) aramtural increase per 1,000
inhabitants on the right vertical axis. Bearingnimd these trends we cannot
expect further increase in the demand for houshig.u



318 Ljumovié, Marinkovié/Economic Themes, 52 (3): 313-331

Figure 1 The Trend of Population in Serbia (population in thousands)
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Analysis of the migration of population from rurd urban areas and
changes in the population structure suggest aneaser in demand for
residential units. Data from the former Ministry the Regional Development
and Local Self Government show that 60.7% of thal tpopulation live in
24.3% of urban areas, (compared to the total d@ré@edrepublic of Serbia). On
the other hand socioeconomic structure of the @t shows (Table 1)
permanent transformation from agricultural to thebam population and
constant migration from rural to urban areas. Thigses additional demand for
residential units in the city areas. The latestlalbbe data from the Statistical
Office of the Republic of Serbia are shown in Tahle

Table 1 Changesin the Socioeconomic Structur e of the Population
1948 1953 1961 1971 1981 1991 1991 2002
Activeltotal popu|at|on 50,9 48,4 47,3 45,7 45,4 42,7 48,2 45,3

Agricultural/total
popu|ation 72,3 66,7 56,1 44,0 25,4 17,3 17,2 10,9

Urban/total popu|ation 225 298 40,6 46,6 50,7 546 56,4
Source:Statistical Office of the Republic of Serbia

As we can see from these two analyses, there avetremds. The total
number of population is decreasing, but the migrafrom rural to urban areas
are increasing the population in urban areas, whitber reduce the number of
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inhabitants in rural. In an analysis of demograghaators, we should not forget
that the need for housing units increased due terakrefugee waves from
neighboring countries and regions affected by w@rogtia, Bosnia and
Herzegovina and Kosovo).

3.2.2 Macroeconomic Factors

Macroeconomic stability is a prerequisite for thevelopment of the
housing market. The most important macroecononutofa that influence the
housing market are level of gross domestic pro(@EP), unemployment rate,
inflation, as well as activities in the informalcser of the economy — black
market. In the period before the economic crisespt recorded positive trends
in most macroeconomic indicators, especially in Gp&wth, inflow of foreign
direct investment and the development of the fir@rmsector, primarily through
the growth of deposits and loans by banks. Howeterspillover of the global
crisis in Serbia induced a negative economic trehith started in the second
half of 2008 and continue up to this day. The affed the crisis were reflected
in all segments of the real sector in Serbia, dsagdn the construction sector.

There is no doubt that economic growth stimulates @&creases the
demand for housing. The connection between thesdautors is multi-layered.
The factors that stimulate demand for residengal estate as an investment
asset should be added to the factors that influémeedemand for residential
space as well as consumer durables, and primasilyhbusing. Buying a
residential property is often motivated by reasiias are not directly related to
the use of property as a direct purpose. Realeegadn investment in which
you can invest in order to protect the real valfiessets (hedging motive),
achieving yields from the rent or presents an afseat whom is expected to
gain profit primarily on the basis of its expectgbwth value (speculative
motive). The last motive can be key in initiatingparticularly dangerous
speculative bubble in the housing market (Marinkp2009, p. 84)

Above mention factors stipulate that the GDP angeesriture for the
purchase of housing units should be in a directualutelationship. GDP
growth enables a higher level of investment in hmysunits because the
purchasing power of the population is growing alevith the growth of GDP.
It should be noted that GDP growth can be exprefsedigh the components
of the real and nominal growth, which still may bea different impact on the
relative importance of demand for housing as aldargood and as assets
suitable for protection against inflation and spation. The effect of the
inflation in the housing market (asset price infla} will be particularly
important and the influence of inflation as meaduog changes in consumer
prices (consumer price inflation). On the otherdahe purchase of housing
affects the GDP in two ways: by the real estateesitment itself and by
maintenance of the property.
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If we analyze the trend of GDP per capita, positoleanges can be
identified until 2008. During this period the grdwof GDP was relatively
stable and ranged from 2.4% (2003) to 8.3% (2004is gives an average of
5.2% for the period 2001-2008 (Figure 2). Positivends and economic
growth, according to this indicator can be chardmte as a stimulant for
consumption of which a portion is invested in thalrestate in order to solve
the housing issue or as an investment. After 20@# (per capita has a
downward trend, with negative sign in 2009 and 20IRese trends were
reflected in the demand for residential units. &e@DP growth in 2001-2008
gave a strong impulse to consumer spending, whachong other things,
manifested through the purchase of residentialgntgs.

Figure 2 Gross Domestic Product in Serbia (1999-2012)
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Analysis of the employment status is important bseathe status of an
employee is an essential precondition for a houdoan. The results of
employment analysis do not indicate favorable peotpfor development of the
market of housing loans. In fact, there is an evideend of downsizing since
2001. The unemployment rate increases, especitly 2008 and in 2012 it
reached a level of 24%. Figure 3 shows the emplayrire the Republic of
Serbia for the period 2001-2013. The left vertiaals shows the number of
employees in the thousands and the right axis showes level of
unemployment. The problem of high unemployment datdis an unstable
economic situation, but also the existence of aadile informal sector of the
economy (black market) and employees without foreglal employment
contract who cannot qualify for the mortgage Idan.the basis of this analysis,
we cannot expect an increase in demand for holséns because the status of
the employee's basic assumption of credit wortisines
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Figure 3 Employment in the Republic of Serbia (2001-2013)
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Population growth and the growth in the numberropleyees are the basis
for growth in demand for housing units. Howeveg thcrease in net earnings
can contribute to an increase in demand. Figuiteows the level of net income
in the Republic of Serbia in the period 2001-2(R&sed on the steady growth
of net earnings, we can expect the growth in demimdhousing units.
However, it should be noted that the problem ocewen the increase in net
earnings was not accompanied by an increase inogmeht levels. In these
cases, there may be significant social stratificatind differentiation in solving
the housing problem.

Figure 4 Net Earningsin the Republic of Serbia (2001-2013)
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It is believed that the existence of the informailtf the economic system
- black market is a major constraint to the houdingnce market The problem
of the black market manifests in two ways. Popatagmployed in the black
market does not have credit worthiness and is diggd for using housing
loans. This part of the population is compelledstdve the housing issue by
renting or buying a real estate in cash. Certaidies show different size of the
black market in Serbia, but they all agree that ldweel of this activity is
extremely high. Krstic and Sanfey (2011) showedt thbong with the
implementation of reforms and rapid economic groththlevel of black market
increased in Serbia. Employment in the black marés¢ from 28% in 2002 to
35% 2007. The authors also conclude that emplaydta black markets earn
significantly less than employees in similar pasis in the relevant sector of
the formal economy. Another study about the shatheoblack market in GDP
shows that the black market accounts for 30.1% @PGn 2010. (Foundation
for the Advancement of Economics, 2013). On theemothand, chaotic
relationships in construction system where a lotirafestors do not have
adequate documentation for the property and cartgiru of apartments
disqualify these apartments for housing loans.

Many authors, including Hegedis (2002, p.5) ardwd tow inflation is
necessary for the development of housing financekets particularly in
developing countries and transition economies. Hewen practice, inflation
has not been confirmed as a significant limitingtéa. In countries with high
level of inflation, revaluation of housing loans applied or loans with a
currency clause. This means that even though @reikdisbursed in domestic
currency its nominal amount is linked to a foretmrency (commonly EUR or
CHF).

The reasons for reduced demand in countries wgh Hevel of inflation is
due to the fact that wages are paid in local cayefin conditions of high
inflation this is often impaired) and the rate loé toan is related to the foreign
currency. In Serbia currency composition of loares ldominant foreign
character with a foreign sub - balance of about #%otal loans (Table 2).
Currency statistics on home loans is not availailéeven a simple analysis of
the housing loans offer shows the practice of cumyéndexation.

Table 1 The Currency Structure of Loans (% of total loans)
2008 2009 2010 2011 2012 20139

EUR 51.4 55 52.6 57 62.9 61.6
ushD 1.9 1.6 15 1.7 1.6 1.7
CHF 11.9 8.9 7.9 7.1 6.8 6.2
TOTAL 65.2 65.5 62 65.8 71.3 69.5

Source NBS, Quarterly Reports
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3.2.3 Financial Factors

A developed financial sector that can support tinehase of housing units
and the construction industry is an important resqaent for both the demand
and the supply of the housing market. Basic finani@ctors that are analyzed
in this paper include the reform of the banking diméncial sector or the
creation of a basis for the development of an ieffic credit market with
emphasis on the housing market and government mgpueand construction
subsidies.

We note that financial factors are usually crudal the development of
cyclical trends in the housing market. Partly, mall dynamics is a
consequence of the subordinated nature of housipgnelitures in consumer
decisions which leads to a natural discontinuitysipending on residential
construction. However, at the level of the econosyistem this discontinuity is
mitigated due to the averaging effect of individdatisions (Marinkovic, 2009,
p. 83). Therefore, the major structural breakshi@ time series that monitor
activity in the property market generally will coide with major changes in the
scope and terms of lending.

Trend of comprehensive economic change and tranat@n of the
banking sector in Serbia started in 2001. The rferture of this change is the
internationalization of the banking sector and desnin the ownership
structure in favor of foreign ownership. Duringgiperiod almost all economic
indicators of the banking sector recorded a faveratend. The scope of the
banking sector represented by the ratio of totaetssto GDP achieved
significant growth and thus point out to the dynandievelopment of the
banking sector. Until recently total assets, capitaposits and loans had a clear
upward trend. From 2001 there was an evident isgngan the volume of retail
loans, including housing loans. However, the categoof housing loans to
citizens in the reports of the National Bank ofts&rare reported for the first
time in 2005 and since then it is possible to arathe trend of this indicator.

In addition to significant reforms in the bankingdafinancial sector banks
are still the dominant lenders in the market ofdiog loans. Currently in Serbia
there are 29 banks that operate of which only figge no offer for housing
loan.

Analysis of the housing loan is possible for theique 2005-2013 because
data are available only for the specified periodtie beginning of the period
the growth rate of housing loans was above 100%uahn(Figure 5). The
particularly dynamic period was 2005-2008. In 2008vel of residential
lending activity slowed significantly, which dirégthreatened the construction
industry that has in the past been one of the inidgswith the fastest growth in
Serbia. Regulation on measures to support the rcahisin industry by
subsidizing interest rates on housing loans ang-term housing loans in 2010
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was one of the solutions that led to the pre-crisi®ls of the construction
industry. The effects of the crisis manifested asdaiction in economic activity
and a decline in GDP had influenced the demantidasing loans. The decline
in foreign direct investment and spillover of thesis of the country of origin

of most of the foreign banks in Serbia, especittig contraction of credit
activity of home banking groups reflected in thiepbf housing loans in Serbia
Thanks to government subsidy programs, a declinending activity was not

recorded.

Figure5 The Extended Amount of Housing L cans (000 RSD)
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Throughout history, we encounter various solutitveg have been applied
by the state in order to help citizens solve thitising problems. Socialist
countries were regularly constructing residentiaildings and ceded them to
the use of the population. A similar practice wppled in capitalist countries
where local administrative units invested in restidg construction usually
rented to vulnerable population under preferenteims. Socioeconomic
changes led to less frequent use of this solubahthe state continued to show
interest to intervene in this area. Modern "welfstates" accept intervention in
this market as their task. Abandoned programs ate stiirect intervention in
housing construction are replaced by state inteimenn the area of housing
loans (Marinkow, 2011, p. 132).

The Government of the Republic of Serbia has repibatinitiated
programs in order to help in solving the housingbfgms of the population.
The first initiative to improve housing loans oftizens happened in 2005
according to the Law on Amendments and Supplentertise Law on Budget
for 2005. The practice of subsidized lending cargth until 2014 (for details,
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see Table 3). During the 2010 the Law on encouggtia construction industry
of the Republic of Serbia in the economic crisidfigtal Gazette of RS, no.

45/2010 and 99/2011) was enforced in order to @reecthe negative effects of
the economic crisis in the Republic of Serbia i field of construction and to
help the local construction industry getting outlud crisis. The goal was also
to encourage the development and employment of émrestruction companies
and ensure liquidity for the sector; encouragedineelopment and employment
of local companies engaged in the production admg materials; maintain the
current level of employment and the creation ofgaaisites for creating jobs and
stimulating economic development in the Republi€erfbia (Article 2).

Table2 List of Legidation That Were Used for Subsidized Programs

Y ear Law Published

2009 Regulation on measures to support the| Official Gazette of RS, no.
construction industry by subsidizing 77/2009, 78/2009, 96/2009
interest on loans to finance housing and 103/2009
construction

2010 Regulation on measures to support hefficial Gazette of RS, no.
construction industry by subsidizirjg2/2010, 4/2010, 50/2010,
interest rates on housing loans and loh@2/2010, 76/2010, 94/2010
term housing loans in 2010. and 98/2010
Regulation on measures to support the| Official Gazette of RS, no.
construction industry by subsidizing 4/2010
interest on loans to finance housing
construction in 2010.

2011 Regulation on measures to support hefficial Gazette of RS, no.
construction industry through long-ternl/2011, 3/2011, 12/2011
housing loans in 2011. and 87/2011
Regulation on measures to support hefficial Gazette of RS, no.
construction industry by subsidizirjgd4/2011, 89/2011 and
interest on loans to finance housing3/2011
construction in 2011.

2012 Regulation on measures to support the| Official Gazette of RS, no.
construction industry through long- 4/2012, 77/12, 98/12,
term housing loans in 2012. 109/12 and 116/
Regulation to establishing supporOfficial Gazette of RS, no.
programs to the construction industry [id/2012, 77/12, 98/12,
2012. 109/12 and 116/12

2013 Regulation on measures to support hefficial Gazette of RS, no.
construction industry through long-ternl24/2012, 2/2013, 71/2013
housing loans in 2013. and 113/2013
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Help for buyers of the apartments and constructicivity was carried out
through two types of programs. The first entailéabsical subsidized housing
loans (Regulation on measures to support to thestaartion industry by
subsidizing interest on loans to finance housingstoiction - 2009 and the
Regulation on the long-term housing loans in 2@@M,1, 2012 and 2013) in
which the borrowers were required to provide a Eigpation and 20% share
was provided from the budget of the Republic ofb&ein the form of long-
term housing loan. The remaining 75% of the prideth® property was
provided by commercial banks under the limitedriege rate. The interest rate
for part of the loan to be funded from the budgetsw%. Priority in the
repayment had a bank and then the borrower wageablio return the funds
from the budget of RS not later than 30 years dfterloan was disbursed. In
2014 there were no subsidized loans for housingesss

Regulations from 2010 and 2011 relating to measuoesupport the
construction industry by subsidizing interest oarlg include giving loans by
commercial banks to the investors in which theestibsidizes part of the
interest. The principle was as follows: the investoncludes a loan contract
with the bank and repay it with interest reduced #g. This subsidy is
compensated by the Republic of Serbia. During 882nd 2014 there was no
regulation on subsidizing interest on loans torice@housing construction.

Along with the general subsidy programs, the dtatedeveloped programs
to help solve the housing problem of the populatbrcertain professions of
public servants. They initiated programs such as ghogram of long-term
housing loans for employees in the health sect@d&p and long-term housing
loan program of professional military personnelgthrogram was carried out
on several occasions).

Unfortunately for 2014 subsidies for housing isswese not planned. The
reason was a lack of funds in the state budges ptoblem is present in all
countries that are facing persistent budget dsficit

3.3 Demand Factors

An individual can solve the housing problem by asing already
constructed property, construction or expansiorexiting property and by
purchasing a new facility. Construction of new liieis is a priority in defining
the national housing policy.

3.3.1 Analysis of Construction Activity

Analysis of construction activity in Serbia was rezat out for the period
2001-2012. As opposite to the pre-transition penmlden construction activity
was carried out by the state-owned enterprisegpitlate sector took an active
role in the analysed period. A significant increasehe number of dwellings
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built is evident in the 2003 when compared to thevipus two years the
number of dwellings built doubled (Figure 6). Gravih construction activity
was accompanied by favourable trends of generat@u indicators. Until
the 2008 steady growth in this area is evident. fféesition of economic crisis
to Serbia has slowed construction activity in teequ after the 2008.

Figure 6 Housing Construction in RS 2001-2012 (apartments)
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Economic stabilization and growth of economic iadies since 2001 were
not the only reasons that led to it. Important edies in the fact that there was
a significant stagnation in the construction indush the period 1990-2000
when organized construction activity ceased totekdgic (2004, p. 324) found
that the housing crisis of the nineties contributedhe increase in the number
of extended households, and a large number of olwvezthousing issues.

Housing prices have a slight tendency to lag agatiser market trends
since the prices peaked in 2010. During this yeardecline of other economic
indicators was already evident. Although at thimeti a slowdown of
construction activity was evident housing pricegewstill rising. In previous
periods the economic conditions in the country titally deteriorated but
official statistics did not record significant died in housing prices (Figure 7).

It is interesting to compare the average wageshanding prices. Thus we
can conclude what is the amount of average wagdede® purchase housing
units compared to the average price. The analys®vs that this ratio
fluctuated in the period 2003-2013. In the earlarge it took more than five
average wages to buy one square meter of housitgyairan average price. By
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the 2008 this ratio has fallen to 3.2 average egsmainly due to significant
earnings growth which was not accompanied by a dtiantise in property

prices. The increase in real estate prices in 2@@3%n raised this ratio to 4 and
it remained at this level until 2010. Decliningrideis evident from 2011 to
2013 and it amounts slightly below 3.

Figure 7 Prices of ApartmentsBuilt in the Republic of Serbia (in RSD)
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4. Conclusion

It is said that the housing market is operatiorait ihas the following
characteristics: it is effective - the interest giaras the difference between the
cost of funds and the cost of credit does not ek@&s, it is available - more
than 60% of the population can afford housing logithout government
subsidies, it is regulated and it is controllederitifies risks and manages them
appropriately. In transition countries, includingr8a, regulatory reforms are
not enough to build an efficient housing market.r&anportant is to build
institutions and mechanisms for effective functimpi Fundamental and
necessary precondition for the development of twesimg market is a stable
macroeconomic situation which will enable the congton of new housing on
the one hand and on the other it will lead to amdase in the purchasing power
of the population. However, demand is also shapeldusing specific factor
like state subsidies, demographic trends of pojmwidagnd other factors
analysed in the paper.
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Looking at demand for housing finance from the grai demographic
factor growth could be expected only due to migratio the cities. There is a
negative trend of the population that shows a rialu®f the demand on this
basis. Macroeconomic factors also do not indicatenarease in demand for
housing loans. There is no significant growth of BSBor is it expected in the
future. Level of employment is falling and the Waoarket is growing. Here
we cannot expect growth in demand for housing lo&malysis of financial
factors showed that the banking sector reform edkahe conditions for
increased level of housing loans. However the atesehsubsidies in 2014 will
considerably reduce demand for these loans. Than@mnalysis included the
construction activity. Slowdown of activities aftdre 2008 is evident with a
significant decline in 2012. However, the averagst of construction did not
follow the decline in activity as well as the gealedecline in economic
indicators in the period after the 2008.
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EKONOMIJA TRZISTA STAMBENIH KREDITA U SRBIJI

Apstrakt: Rad predstavlja faktografsku analizu dostignutog stepena
razvijenosti trzista stambenih kredita i trzista rezidencijalnih nekretnina u
Republici Srbiji. Izvrsena je sistematizacija razlic¢itih faktora koji oblikuju
ponudu 1 traznju i pracen njihov uticaj u poslednjoj deceniji. Kao znacajni
izdvojeni su demografski, makroekonomski i finansijski faktori, a poseban
znacaj dat je i1 analizi specificnih istorijskih 1 drustveno-politickih okolnosti
koje su uticale na razvoj trzista rezidencijalnih nekretnina i trzista stambenih
kredita u periodu analize.

Kljucne reci: trziste stambenih nekretnina, stambeni krediti, gradevinarstvo,
subvencionisani krediti, inflacija



