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ABSTRACT

Investment funds are gaining importance in recent times,
since they allow small investors to reduce risk, use
financial expertise, facilitate access to the international
capital market and achieve a higher rate of return on
investments compared to banks. The aim of this research
is to show, in accordance with the available data and using
comparative analysis, the similarities and differences in the
operations of investment funds in Bosnia and Herzegovina,
Serbia, Croatia and Montenegro, and to prove that these
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financial institutions, although they have potential, do not
contribute to the economic development of these countries
to the extent that they could. The object of the comparison
is the nature of the origin, the number, the type, the net
asset value and the percentage of the participation of
investment funds in the GDP of the observed countries.
The main hypothesis is that investment funds in analyzed
countries do not represent a significant part of the financial
system and, due to the nature of their creation, do not
make a significant contribution to economic development.

Two auxiliary hypotheses arise from the main hypothesis:
investment funds, created in the process of privatization,
due to the absence of essential market conditions for
their establishment, are not able to achieve a significant
impact on economic growth; the growth of the value of
the investment funds assets does not affect the growth of
the volume of investments in the country. In addition to
the comparative analysis methods, the method of simple
correlation analysis, as well as other scientific methods,
will be used to prove these hypotheses. The results of the
survey confirmed the hypothesis that investment funds do
not represent an important part of the financial system in
the analyzed countries today and, due to the nature of their
creation, and do not make a significant contribution to the
economic development.
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1. INTRODUCTION

Financial markets are one of the most important parts of the financial and total
economic system of every country. They enable the unobstructed functioning
of the national economy. There is great interdependence between the financial
market and the economic development of the country, because economic
development leads to a rise in the income of citizens, which increases savings,
and therefore the financial market. On the other hand, if there are no savings,
there are no investments and no economic growth and development. The basic
task of the financial system is to raise the savings and focus on investments in the
most effective and efficient way.

The function of intermediation was first performed by banks and the development
of'the financial system also brought the development of other financial institutions,
which directed the savings collected towards investors. This process is called
financial intermediation. The growth of financial mediation stimulates economic
development in three ways: it enables new sources of financing and thus fosters
new investment opportunities; it increases the productivity of investments due
to the selection of projects to be financed; it contributes to attracting savers from
other countries and reduces the outflow of domestic savings (Plakalovi¢, 2004).

In the well-known Solow macroeconomic model, savings will affect the level,
but not the steady-state growth rate of production. Hence, the growth of savings
will lead to an increase in output in the short term, but once stability is achieved,
there will be no growth, which means that in the long run, savings will not affect
the growth rate. As equity capital increases, the depreciation will increase, and
hence the need to replace the capital. Thus, in order to maintain a constant stock
of capital, more and more investments will be needed. On the other hand, the
marginal productivity of capital is declining, so investment has no place to grow.
The principle of declining marginal productivity means that more investments
will become less and less payable (Plakalovi¢, 2004).

Investment funds are among the financial institutions that have the character of
a financial intermediary and enable the channeling of investment savings. When
it comes to investment funds in less developed countries, such as former SFRY
members, they are considered to be mostly underdeveloped, regardless of the
fact that, after the break-up of this socialist country, there has been a significant
increase in the volume of operations compared to the previous period. The
different pace of growth in this part of the financial system has led to differences
in the degree of development achieved by individual countries.
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It is evident that for the structural changes in the BiH economy, which should
provide sustainable and continuous growth, it would be necessary to change
the structure of the financial system. Banks did not realize this role, as well as
corporations and insurance companies. Increasing the number and activities of
investment funds could bring a concrete development benefit to this plan as well
(Mayer et al., 2003).

Investment funds have played an important role in the mass privatization process
in many transition economies. Mass voucher privatization (MVP) survey
conducted in Russia and the Czech Republic, the countries where this process
first took place, showed that investment funds did not meet expectations. They
were not able to increase the value of assets and make profits for investors, and
the main reasons were asymmetric information, poor property relations and
lack of an adequate institutional framework to regulate the operations of these
financial institutions. The only success was the privatization of a large number
of companies in a short period of time (Pistor & Spicer, 1997).

2. LITERATURE REVIEW

Investment funds have played an important role in the mass privatization process
in many transition economies. Mass voucher privatization (MVP) survey
conducted in Russia and the Czech Republic, where this process first took place,
showed that investment funds did not meet expectations. They were not able to
increase the value of assets and make profits for investors, and the main reasons
were asymmetric information, poor property relations and lack of an adequate
institutional framework to regulate the operations of these financial institutions.
The only success was the privatization of a large number of companies in a short
period of time (Pistor & Spicer, 1997).

Different authors have defined investment funds in different ways. According to
Soski¢ (2001), an investment fund is a financial institution that withdraws funds
from smaller individual investors and emits shares or stakes in return. According
to the Croatian author Leko (2012), investment funds are institutional investors
who collect cash from the general public and place them on long-term and short-
term financial instruments. According to American authors, investment funds
are financial intermediaries that collect individual investor assets and invest
in a potentially wide range of securities or other assets. Pooling of the funds
is the key to the idea which investment funds are based on. Each investor has
a portfolio receivable in proportion to the amount he has invested. This offers
small investors the opportunity to combine and draw on the benefits of large-
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scale investments (Bodie, Kane & Marcus, 2009). Taking into account all the
above definitions, it can be said that the concept of an investment fund always
refers to raising funds from smaller investors and investing them in different
types of financial instruments.

Open-ended funds are specific because they invest in liquid securities, whose
market value is determined on a daily basis, and investors are allowed to
invest and withdraw funds on a daily basis. The market value of all securities
constituting the investment portfolio is called the net asset value (NAV), which
is determined according to the following formula:

TVA,~ P
NAY, = ————t

t

where:

TVA,— the market value of the assets of the fund at time ¢, which is determined
as the sum of the prices of each individual security multiplied by the total
number of the securities in the fund plus the amount of cash the fund holds;

P — the amount of liabilities that must be deducted from the total market
value of asset;

N, — the number of issued shares of the fund at the moment ¢.

The shares prices of open investment fund are quoted on the stock exchange,
with the necessary price and the required price. At the offered (bid) price, the
fund is ready to purchase the securities from investors. At the asking price, the
fund offers its securities to the public for sale and it is equal to the net asset value
increased by the amount of commission charged by the fund. Some open-end
funds do not charge this commission and then they are called unencumbered
funds (Eri¢, 2003, p. 217). Closed-end investment funds operate as well as all the
other stock companies, raising funds by selling shares through a public offering.

The second criterion of division is the investment objectives, by which they
differ: investment funds that invest in shares, those that invest in debt securities
and those that invest in short-term financial instruments of the money market.
Funds that invest in debt instruments aim to preserve the value of capital and
generate returns in the future.

Money market funds invest in short-term money market instruments, such as
treasury bills, deposit certificates, etc. They are different from other types of
funds in exceptional liquidity and the ability to issue checks and credit cards to
shareholders. Funds can also be managed or unmanaged. For managed funds,
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shares are constantly bought and sold, while for unmanaged fund, cash assets are
merged and invested in a portfolio of securities that is constant for the duration
of the fund (Bodie, Kane & Marcus, 2009).

Country fund is a special type of closed-end investment fund, which is
predetermined for investment in security-specific countries. A special type of
closed-end fund is a fund that invests in various types of real estate or mortgage
loans (REITs - real estate investment trusts). Hedge funds are not legally regulated
as other investment funds (Mishkin & Eakins, 2018).

The economy of each country consists of two key sectors - real and financial.
They are in an interdependent position, so without a strong first - there is no
strong second sector. Investment funds are becoming increasingly important
participants in the global financial market. This is proved by the fact that the
total global assets they managed at the end of 2017 amounted to 49.3 trillion
US dollars, which is 18.25% more than in the previous year. As can be seen
in Figure 1, in this property the share of USA funds is 45%, European 36%,
while investment funds of the rest of the world account for 19% of total assets.
Considering that in 2014 this ratio was 59%:29%:12%, it can easily be concluded
that there has been progress in the operations of investment funds in the rest of
the world, which has increased their significance (ICI, 2018).

REST OF THE
WORLD, 19%

EUROPE, 36%

USA, 45%

Figure 1: Percentage of total net assets managed by investment funds in 2017
Source: Adapted from (ICI, 2018)

After the establishment of efficient portfolio, it should be periodically monitored
and reviewed, because incorrectly selecting investments can sometimes give
worse results than keeping the money “under the mattress”. Investment funds
help to overcome this problem (Soski¢, 2001, p. 228).
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Investment funds are favorable for smaller investors as well as for all other
companies. Since they are mainly minority shareholders, they are not interested
in management, but most often only in capital gains or dividends. It is investing
in profitable projects that, by increasing the value of the company’s shares, will
ultimately lead to capital gain. That is why companies need to represent their
projects to investment funds as one of the possible financiers in the best possible
way, but also to strive to become as profitable as possible in order to be attractive
for investment in the future.

2.1. Savings in investment funds as a generator
of economic growth and development

Savings, as an economic phenomenon, is the basis of investment and development,
which is why all owners of income (households, enterprises, the state) need to be
economical. Analysis of national savings, as a key source of financing economic
development, must take into account differences in the development of countries.
For example, developed market economies have a favorable savings structure,
because the domestic currency is convertible and there is practically no difference
between domestic savings and foreign currency savings. In these countries, there
is a network of financial institutions capable of efficient allocation of domestic
savings in the country and abroad. On the other hand, developing countries are
characterized by extremely low savings, non-convertible domestic currency
and underdeveloped financial markets (Dragutinovi¢, Filipovi¢ & Cvetanovic,
2004, p. 517). The marginal propensity to save is higher in developed than in
underdeveloped economies. The lower a country’s national income per capita,
the lower its savings potential (Marseni¢, 1996, p. 112).

As a form of deferred consumption, savings can be influenced by different
motives. One group consists of material motives, such as increasing property
value, improving life in the future, meeting certain economic goals. Intangible
motives, which make up the second group, relate to the providing social security,
education of children, etc. (Eri¢, 2003, p. 434).
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Table 1: Changes in savings and investments in the target countries for the period
2008-2017

Bosnia and . .
. Serbia Croatia Montenegro
Herzegovina
Year Gross Gross Gross Gross Gross Gross Gross Gross

savings  investment savings investment savings investment savings investment
(% of GDP) (% of GDP) (% of GDP) (% of GDP) (% of GDP) (% of GDP) (% of GDP) (% of GDP)

2008 10.73 27.07 10.11 30.34 22.90 31.45 -8.30 41.18
2009 8.69 19.78 13.42 19.42 20.44 25.13 -0.75 26.95
2010 7.66 16.34 12.48 18.47 20.55 21.42 1.16 21.76
2011 6.95 18.74 11.60 20.10 20.13 20.67 4.27 19.33
2012 5.46 19.22 10.19 21.01 19.43 19.18 5.15 20.59
2013 7.40 18.17 12.04 17.65 20.44 19.42 8.21 19.60
2014 8.14 19.12 11.62 17.49 20.76 18.77 7.80 20.21
2015 9.33 18.66 14.16 18.85 24.56 20.01 9.13 20.08
2016 11.14 19.62 14.91 19.08 23.28 20.76 9.85 26.10
2017 12.87 21.07 14.84 21.00 25.01 20.93 14.45 29.03

Source: Adapted from (WB, retrieved 20/01/2020, https://databank.worldbank.org/data/source/
world-development-indicators/preview/on#)

Based on the data presented in Table 1 it can be concluded that there is no
consistent relationship between the level of savings and investments, measured
by their share in the GDP of the observed countries - the savings growth is not
accompanied by investments growth. This conclusion points to the problem of
conversion of savings into investments, through which the transfer to economic
growth would be achieved. One of the reasons for disparities between savings
and investment, which in macroeconomic terms is one of the basic relations
for the establishment of macroeconomic balance, shows that savings-investment
complex containing inhibiting factors.

The negative effects of this imbalance are manifested in the form of potential
factors of economic stagnation and recession. If investments are absent, the
volume of production activity will decrease, with the potential recession
threatening. For these reasons, it is crucial for economic development to identify
key factors that hinder the transformation of savings into investment.

Financial institutions that directly link the savings and investment process through
their work are investment funds. Therefore, their formation and participation in
the financial market is important from the point of view of economic growth
and economic development. Unlike banks, they have competent staffing base
that analyzes investment opportunities and, thanks to the achieved returns on
investments, provides income to its shareholders. With the growth of their
business volume and the growth of their participation in the financial market, the
speed and scope of the transforming savings into investments increases.
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2.2. Comparison with other financial institutions

An individual investment in the capital market implies that every individual
investing in securities must have a good knowledge of the market and monitor
market trends to make a profit. When the capital is invested in an investment
fund, all liabilities are borne by the management of the fund. Management
is composed of experts who create a diversified portfolio of investments,
continuously monitor market developments and thus minimize risk. Achieving
the diversification effect is, in fact, a key asset of investment funds in relation
to other financial institutions, available to small shareholders, not just large
investors.

Another significant advantage is the transparency of investment. This is achieved
by daily disclosure of the value of the shares, which makes it easier to decide
if securities will be sold immediately or whether to wait for a more appropriate
moment for the action.

An important advantage of investment funds compared to other financial
institutions are the transaction costs of investment, which are generally lower
than in other institutions.

One of the main drawbacks of investment funds in relation to banks is the
absence of state guarantees. Namely, in the banking sector there is a state-owned
institution that provides certain guarantees on deposits of individuals and legal
entities, while there are no such guarantees in the investment fund sector. This
means that the collapse of the fund on the market automatically means the collapse
of money invested in investment funds. In particular, there is an institution
in Bosnia and Herzegovina that guarantees deposits by individuals and legal
entities under the name of The State Deposit Insurance Agency. For individuals,
the guarantee is up to the amount of BAM 50,000, which proved to be extremely
important in the event of the collapse of Bobar bank, when The State Deposit
Insurance Agency paid all depositors’ amounts up to the aforementioned limit.
In the case of investment funds, the entire loss would be borne by the investor.

Even though investment funds also have the stated shortcomings, they represent
an important segment of the financial market, primarily because they enable the
placement of small investors’ savings and thus contribute to its faster and easier
transformation into investments.
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3. MATERIALS AND METHODS

After detailed analysis of the operations of investment funds in Bosnia and
Herzegovina (RS and FBiH), Serbia, Croatia and Montenegro, in accordance
with the available data, it is necessary to compare them. For this purpose, a
comparative method will be used first and then a simple correlation analysis
method.

According to Zelenika (2000), a comparative method is a process of comparing
the same or related facts, phenomena, processes and relationships that determine
their similarity in behavior and intensity and the difference between them.

3.1. Simple linear correlation

Unlike regression, in simple correlation both observed phenomena have the
same status and are treated as random variables, i.e. no distinction is made
between the dependent and the independent variable. Pearson simple linear
correlation coefficient was used to test the hypothesis that the growth in the
value of investment fund assets does not affect the growth of investment volume
in the country. Pearson simple linear correlation coefficient “r* shows the degree
of linear agreement of variations between two numeric variables. The following
formula is used to calculate this coefficient:

where:

C, - covariance (average deviation of the values of two characteristics from
their arithmetic means);

0,0~ standard deviations of variables x and y (positive value of square root
from variance) (Dragovic¢, 2008, p. 384).

The correlation coefficient measures whether the values of some variables
are moving in the same direction (positive correlation, both phenomena show
dichotomies), opposite direction (negative correlation, one phenomenon
increases, the other decreases and vice versa) or move independently. It ranges
-1 < r < 1. The closer, by absolute value, coefficient is to one, the stronger the
correlation between observed phenomena. The closer coefficient is to zero, the
weaker linear connection.
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4. RESULTS

In Table no. 2, a comparison was made according to the number and type of
investment funds operating in 2017 in the observed countries. As can be seen,
Croatia has many more funds than other countries, exactly three times as much
as BiH, seven times as much as Serbia and as much as thirteen times more than
Montenegro. The reason for this is certainly the more developed capital market
in Croatia and the earlier establishment of the investment funds sector.

Table 2: Comparison of the number and structure of the IF in 2017

Number of IF
TYPE BiH Serbia Croatia Montenegro
Closed IF 25 1 3 5
Open-ended IF 12 16 97 5
Private IF 0 2 34 0
TOTAL 37 19 134 10

Source: Author’s research results

In terms of structure, BiH is dominated by closed funds, Serbia and Croatia
by opened funds, while in Montenegro both types are equally represented. The
dominance of open-ended funds shows that investors in these two countries
place great importance on the liquidity of securities. In recent years, the number
of open-ended funds has increased in other countries.

Another object of comparison is the value of IF assets over a 10-year period. As
can be seen in Table 3, Croatian investment funds had a higher value over the
whole observed period than other countries. Thus, e.g. in 2017, according to this
indicator, the IF sector was almost seven times larger than in BiH, 14 times in
comparison with Serbia and 55 times in comparison with Montenegro. However,
in the last few years, the value of IF Croatia’s assets has grown at a relatively
lower rate compared to Serbia, where in the last five years this parameter has
achieved an average upward trend of 62.25% annually, which is a positive
indicator of the development of this part of the financial market, regardless
of the still small absolute value of the property. When it comes to Bosnia and
Herzegovina, regardless of the increase in the number of funds, the value of the
assets is fairly constant.
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Table 3: Comparison of the value of IF assets in the period 2008-2017

YEAR VALUE OF IF ASSETS (million EUR)
BiH Serbia Croatia Montenegro

2008 626.33 19.38 1,603.51 130.34
2009 445.34 11.84 1,900.78 280.49
2010 454.03 11.24 2,115.58 268.07
2011 414.15 16.35 1,808.47 196.60
2012 406.48 21.42 1,930.63 123.70
2013 389.60 47.11 1,980.48 108.83
2014 401.87 76.80 2,033.05 135.64
2015 421.30 140.65 2,192.25 106.66
2016 410.06 169.90 2,910.24 73.93
2017 433.06 211.30 2,951.83 52.87

Source: Author’s research results

Due to the lack of data on the participation of the investment funds sector in the
structure of the total turnover realized on the stock exchanges, a comparison of
the participation of the investment funds sector in the gross domestic product
(GDP) of the countries was made. This gives a clear picture of the significance
of this sector for the economies of the analyzed countries.

Table 4: Comparison of the share of investment funds in the GDP of the observed
countries in the period 2008-2017

Bosnia and Herzegovina Serbia Croatia Montenegro
Share Share Share . Share
Y GDP I‘?L‘ze‘g of I GDP I\;a!;:;: of I GDP I\;ai:e‘g of I GDP l\;azze‘iz of IF
(m.EUR) gy i GDP (m BUR)  orpin GDP (n. EUR) - ol in GDP (m. EUR) 5 in GDP

(%) (%) (%) ()
08 13,039.99 626.33 4.80 30,980.61 19.38  0.06 48,135.00 1,603.51 3.33 3,085.60 130.34 4.22
09 12,669.81 44534 3.51 30,035.41 11.84  0.04 45,093.00 1,900.78 4.21 2,981.00 280.49 9.41
10 12,959.20 454.03 3.50 29,073.58 1124 0.04 45,022.00 2,115.58 4.70 3,125.10 268.07  8.58
11 13,400.96 414.15 3.09 32,56435 1635 0.05 44,737.00 1,808.47 4.04 3,264.80 196.60  6.02
12 13,392.27 406.48 3.04 3151855 2142  0.07 43959.00 1,930.63 439 3,181.50 123.70  3.89
13 13,673.48 389.60 2.85 33,813.08 47.11 0.14 43,516.00 1,980.48 4.55 3,362.50 108.83  3.24
14 13,960.31 401.87 2.88 32,312.54 76.80  0.24 43,002.00 2,033.05 4.73 3,45790 135.64 3.92
15 14,391.84 409.54 2.85 3324507 140.65 042 43.870.00 2,192.25 5.00 3,624.70 106.66  2.94
16 15,289.66 410.06 2.68 36,723.05 16990  0.46 46,640.00 2,910.24 6.24 3,95421 73.93 1.87
17 16,042.28 433.06 2.70 39,183.27 211.30  0.54 49,118.00 2,951.83 6.01 4,299.09 5287 123

Source: Author’s analysis according to data by the Central Bank of BiH, National Bank of Serbia,
Croatian National Bank, Central Bank of Montenegro

The table above shows that the investment funds sector is of the highest
importance for the economy of Croatia and Montenegro, since it has the highest
share in GDP in these countries (4.72% and 4.53% on average respectively). In
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Montenegro, this indicator tends to decline. This result was logical to expect,
given that the whole comparative analysis indicated a better position for Croatia.
In the case of BiH, the share of IF in GDP is fairly constant, at about 3%. Serbia’s
investment funds have the convincingly lowest share (0.21% on average), but it
should not be overlooked that this share, although small, is increasing year by
year.

Table S: Simple linear correlation - the relation between the growth in the value of IF
and growth in investment volume

Bosnia and Herzegovina Serbia Croatia Montenegro
The value The value The value The value
Year  of assets . Gross of assets . Gross of assets . Gross of assets . Gross
(million 10nvestment (million 10nvestment (million 10nvestment (million 10nvestment
EUR) (% of GDP) EUR) (% of GDP) EUR) (% of GDP) EUR) (% of GDP)
2008  626.33 26.66 19.38 30.33 1,603.51 31.43 130.34 40.67
2009  445.34 19.35 11.84 19.42 1,900.78 25.04 280.49 27.12
2010  454.03 15.91 11.24 18.47 2,115.58 21.35 268.07 21.77
2011  414.15 18.35 16.35 20.10 1,808.47 20.63 196.60 19.33
2012  406.48 18.83 21.42 21.01 1,930.63 19.27 123.70 20.59
2013 389.60 17.84 47.11 17.65 1,980.48 19.10 108.83 19.61
2014  401.87 18.38 76.80 17.49 2,033.05 18.19 135.64 20.22
2015  409.54 18.65 140.65 18.56 2,192.25 20.62 106.66 20.09
2016  410.06 19.62 169.90 17.91 2,910.24 21.03 73.93 26.10
2017  433.06 21.04 211.30 19.59 2,951.83 21.77 52.87 30.22

Source: Author’s research results

In accordance with the available data, Table 5 gives an overview of the evolution
of the value of investment fund assets in the observed countries over a ten year
period, as well as the movement of gross investment in those countries, expressed
as a percentage of gross domestic product. Using this data, a simple linear
correlation analysis was made, the result of which is a simple linear correlation
coefficient between the two observed variables at the level:

rxy =-0.0148.

It is a very weak correlation, or there is no connection between the observed
variables. The analysis statistically confirmed what was assumed — the growth in
the value of investment fund assets is not correlated with the growth in investment
volume in any country.
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S. DISCUSSIONS

There are two key sectors in the economic development of the whole country,
including investment funds — the financial and real sectors. Within the financial
sector, state action is needed. The state should create adequate legal regulation
for the functioning of all financial institutions, where there are no privileged and
where the market is the only measure of success. Consequently, it will increase
competitiveness in the financial sector, which will have positive effects on the
economy.

Regardless of the sophistication of the financial sector, if there are problems
in the real sector and there are no strong firms - there is no investment in the
financial sector. The key role in bringing the real sector to a satisfactory level
is played by the state that creates the business environment. When there is a
favorable business environment, a favorable investment climate will also be
created. Investment funds, that include investing in company shares in the
investment structure, would have more expedient effect in terms of stimulating
economic activity.

From the current situation on the financial market of the observed countries, it is
possible to draw some basic recommendations for the development of investment
funds in the future:

- increasing investor confidence in the financial system in general by pre-
serving general monetary stability;

- improving the legal framework in this area and adjusting operations of in-
vestment funds to the standards applicable in the European Union, which
would attract more foreign capital and encourage domestic investors;

- education of individual investors and companies through seminars, cours-
es and various publications about investment opportunities;

- economic growth and development of the country that would lead to lower
energy and food prices, and then increase the disposable income for in-
vestment.

Given that investment funds play an important role in the financial markets of
developed countries, it is expected that, given the above assumptions, the growth
of their share in the total turnover on the observed stock exchanges could give a
significant boost to the development of capital market.

Investment funds represent a stable financial institution that can provide quick
and easy access to liquid assets, on the one hand, and fairly secure savings with
a satisfactory rate of return, on the other hand.
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Nothing is universal, even investment funds cannot be observed in the same
way in different environments. In the case of developed countries, such as the
USA, it is clear that they operate on a well-established system and therefore
play an important role in the financial sector, but in general in the economy of
those countries. According to the latest available OECD data, the value of USA
investment fund assets in 2017 was 110.7% of GDP (OECD, 2018, p. 14). There
is a clear separation between commercial and investment banking. The stock
market is organized so that, in the event of a fall in the share price of a company,
shareholders can change the management team of the company. This ability to
take over a company in the market causes management teams to strive for the
best possible financial performance.

In other countries, investment funds operate, but they are not at the very top of
the financial sector - a typical example is Germany and Japan. According to the
German model, the importance of banks in comparison to the American model
is emphasized and they are the main institutional investors of companies. The
so-called universal banks, which represent a combination of commercial and
investment bank, can participate in the equity capital of companies in the real
sector of economy. The role of stock exchanges has traditionally been limited,
with the aim of limiting the impact of stock market oscillations on the functioning
of companies (Cirovi¢, 2001, p. 279-280). More recently, there has been a more
intense development of with 61.1% (OECD, 2018). The Japanese model is close
to German, with differences in state control of the financial sector and bank
specialization. Namely, commercial banks deal with short-term deposit-credit
operations, while specialized financial institutions approve long-term loans from
long-term deposit certificates, not from deposits. Relations between companies
and financial institutions highlight confidence in the forefront. The financial
institution provides financing, with a guarantee from the funded company that
it will achieve a certain level of return. If this guarantee is not respected, the
financial institution is in a position to replace the company’s management. Today
banks play an increasingly smaller role in the Japanese market, because part of
the savings is diverted to the capital market (Cirovi¢, 2001, pp. 281-283). The
share of investment funds sector in GDP in 2008 was 16.6%, while today it is
38% (OECD, 2018).

When it comes to developing countries and countries in transition, they rely
on banks, because there are not enough companies that qualify for the issue of
securities on the stock exchange. Countries that have undergone the transition
process, such as Slovakia, the Czech Republic or Hungary, have used investment
funds in the best possible way. The Czechoslovakia started the process of mass
privatization in 1991, when the Government’s primary goal was to take over the
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state-owned companies. In just four years, 70% of enterprises were privatized in
two waves. Given that 80% of citizens had vouchers, the problem of ownership
dispersion arose. Therefore, the Government allowed privatization investment
funds to participate in privatization, with the main goal of restructuring firms
and creating an active capital market. This makes the funds a major actor in
the privatization process. They could not hold more than 20% of an individual
company’s shares, and one company’s shares could not account for more than
10% of the portfolio’s value. The number of registered PIFs increased from 437
in the first wave of privatization to 633 in the second. PIFs collected 72% of the
total vouchers. At the time of privatization, the rates of return on securities under
investment funds were between 20% and 40% annually. Due to such a scenario,
the companies did not borrow on the foreign market and domestic investors in the
securities made acceptable profits. In the end, the Czech privatization program
proved successful because of its speed of implementation, mass character,
establishment of capital markets and the revival of the stock exchange. The final
results were the development of the domestic economy, successful privatization
and the increase in the number of jobs (Jovovi¢, 2015, p. 137-144).

Relevant research on investment fund management best practices has shown
that the European Union, through certain regulations, seeks to channel foreign
investment outside strategic sectors, such as energy. This would, through the
regulatory framework, direct foreign investment beyond the natural resource
based sectors (Mitchell, Piggott & Kumru, 2008).

The basic conclusion of the analysis of the above models, as well as the models
considered in empirical research, is that they are determined by the financial
system existing in the country. The more developed the capital market in the
country - the smaller role of the banking system. The main role of the state
is, through regulation and control, to mobilize savings for productive purposes
and thus to accelerate economic growth. Development strategy, as well as the
country’s economic policies, should move in this direction (Vladusic, 2010, p.
244).

The remaining countries that are stuck “halfway” through the transition process
should learn on the example of the mentioned countries. These countries include
Bosnia and Herzegovina, which is characterized by unsatisfactory privatization
process, low economic growth rate, high unemployment rate and low standard
of living. Investment funds exist in this country, but their capacities have not
been adequately used. Such a thing requires the complete synchronization of all
sectors in order to stimulate the economic development of the country, which can
lead to the final goal, which is a better standard of living.
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6. CONCLUSIONS

Regarding the general picture of the investment funds market, it can be said
that all four analyzed countries are significantly behind the developed countries,
which is confirmed by the low participation of this sector in the gross domestic
product of the countries. The main reasons for this are: underdeveloped capital
market, a bank-centric market that shifts investment into securities, aversion of
potential investors to risk, poor awareness of the investment public about the
possibility of placing surplus funds, etc.

These financial institutions in all observed countries, except for Serbia, were not
created due to the needs of the market, but because of the need to complete the
privatization process quickly, as they are transition countries. Thus, privatization
investment funds were formed, whose primary role was to channel citizens’
vouchers into the shares of privatized companies. The absence of the essential
preconditions of establishing investment funds — raising the funds of smaller
investors and investing them in securities - from the very beginning complicates
their proper functioning.

The study used the simple correlation analysis method, which statistically
confirmed the hypothesis that the growth of the value of investment funds assets
in any observed country is not correlated with the growth of investment volume.
In other words, investing in investment funds is not channeled in the best way to
investments that would contribute to GDP growth. In order to achieve this effect,
more activities to develop the IF sector are needed.

Based on the comparative analysis, it can be concluded that, although
underdeveloped, the Croatian investment funds sector is the most developed in
comparison to other countries. There are several basic indicators that confirm
this:

- the early establishment of this sector in the financial market (10 years be-
fore Serbia and about five years before Montenegro and BiH) and a more
developed capital market, given that it is a member state of the European
Union;

- a larger number of investment funds (134:37:19:10);

- the diversity of the investment fund structure, which provides a wider
choice to potential investors;

- higher value of IF assets than other countries;

- significantly higher share of the net asset value in the country’s GDP.

Judging by the most relevant indicators, it could be said that the worst position
among the observed countries is achieved by Serbia. The reason is the global
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financial crisis that plagued the country’s investment fund market in the first
years of its existence. However, since the funds were created solely because of
the market’s need to find an alternative to savings in banks, their recovery is
recorded year after year. Thus, there is a constant upward trend in the number
of these funds, the value of their assets, the value of shares, as well as their
importance as measured by their share in GDP.

The overall results of the research confirmed the hypothesis that investment
funds in the analyzed countries do not represent a significant part of the financial
system and, due to the nature of their creation, they do not make a significant
contribution to economic development of the country.

From the experience of other countries that have successfully undergone the
transition process, such as the Czech Republic, Slovakia and Hungary, it is
possible to draw lessons for the development of the investment fund sector. Based
on the improvement of the aforementioned sector, these countries managed to
successfully complete the privatization process, stimulate the development of
the domestic economy and achieve a number of positive effects. The experience
of the Czech Republic, for example, shows that the privatization process through
investment funds did not initially produce the desired results. The funds did not
increase the value of the assets and thus made a profit for investors. However,
in the end, this privatization program proved to be successful — in a short period
of time a large number of companies were privatized, the rates of return on
securities within investment funds were between 20% and 40% annually, so the
investor securities made acceptable profit. This led to the revival of the entire
capital market, and thus the growth and development of the Czech economy.

The future of the investment fund market in Bosnia and Herzegovina, Serbia,
Croatia and Montenegro is determined by the development of capital market,
better information to the investment public, the development of internal
regulations and, most importantly, the achievement of macroeconomic stability.
The regulatory framework needs to be gradually adapted to EU legislation in
this area, which firstly involves opening funds, liberalizing their operations
and identifying strategic areas for their activities with state support. Only in a
package with reforms of the financial and overall economic system, investment
funds can make their full contribution to the prosperity of the national economies
of the analyzed countries.
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KOMITAPATUBHA AHAJIM3A ITOCJIOBAIBA
MHBECTUIIMOHUX ®OHAOBA Y OJABPAHUM
3EMJ/bAMA 3AIIAJTHOT" BAJIKAHA

1 Munuua bojat, Exonomcku dakynret, Yausep3uret y Mctounom Capajesy,
Bbocna u Xepuerosuna

CAKETAK

WuBectuimonn (GhoHIOBY y MOCIbEAKHE BpUjeMe CBE BUIIe 100Wjajy Ha 3HAYA]y,
jep MamHUM WHBECTUTOpHMa OMOTYhaBajy CMameme pH3HKa, KOpuIIheme
3Hamba (PUHAHCHjCKUX CTPYYH-aKa, OJaKIIaH IPUCTYH MeyHapOAHOM TPKHUIITY
KanuTajga ¥ Belly CTOmy IpHHOCAa Ha YJIOXEHa CPEACTBA y OAHOCY Ha OaHKe.
Lup oBOr MCTpakuBama jecTe Aa ce y CKIaay ca JOCTYIHHMM IOAalMa,
KpO3 KOMIIApaTHUBHY aHAJIN3Y, YKKE HA CIMYHOCTH M PA3IHUKE y IOCIOBaBY
nHBecTuonnx ¢GouHgoBa bocue n Xepuerosune, Cpbuje, Xpparcke u LlpHe
Iope, Te ma ce Ha OCHOBY TOora JoKaxke Ia oBe (hPMHAHCHjCKE HMHCTUTYLH]E,
HaKo UMajy HOTEHLMjall, HEe Oajy JOIPUHOC IIPUBPEIHOM Pa3BOjy MOMEHYTHX
3eMaljba y Mjepu y Kojoj Om Tpebamo. Ilpeamer kommapanuje cy mpupona
HacTaHka, Opoj, BpCTe, HETO BPHUjEAHOCT UMOBHHE, KaOo M IpoueHar ydemrha
nHBectuionnx (onmosa y b/III-y mocmarpanux 3emaspa. [71aBHa xwmoTtesa
[V1acCH J1a UHBECTHLIMOHHU (POHIOBH y aHATU3UPAHUM 3€MJbaMa HE IPEACTaBIbajy
3HauajaH Auo (PMHAHCHjCKOT CHCTEMa, Te 300T IPUpPOJe HUXOBOI HACTAHKA, HE
Jlajy 3HauyajaH JOIPHUHOC MPUBPEIHOM Pa3Bojy. M3 1aBHEe XuIloTe3e Mpousiiase
U ABMje NOMONHE XWIOTEe3€: MHBECTUIMOHM ()OHIOBM HACTANIU Yy IPOLECY
[pUBaTH3alMje, YCJbEH OACYCTBAa CYIITUHCKMX TPXKHUIIHUX MPETHIOCTaBKU
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HBUXOBOT OCHUBAMha, HUCY Y CTaby Jla 0CTBApE 3HAUajHHUjU YTHIIA] HA IPUBPEIHU
pacT; pacT BpHjeHOCTH MMOBHUHE MHBECTUIIMOHUX (DOHIOBA HE yTHYE HA PacT
obuma MHBecTHIHja y 3eMJbH. llopen Mmeroga KOMIapaTHBHE aHajiu3e, 3a
JIOKa3MBakhe HABEJCHUX XHUIIOTE3a KOPUCTHIIA C€ METOAA MPOCTe KOpeialuoHe
aHayM3e, Kao U Apyre HaydyHe MeToze. Pe3ynraru ncTpaxkuBama IOTBPAWIH CY
NOCTaBJbEHY XHUIIOTE3y [la MHBECTUIMOHM (OHIOBH NaHAC Yy aHAIM3UPAHHM
3eMJbaMa HE NPEJCTaBJbajy 3Ha4YajaH IO (PMHAHCHUJCKOT CHCTEMa U Ja, 300T
NpUpPOJIE FUXOBOT HACTaHKA, HE Jajy 3Ha4ajaH JOIPUHOC IPUBPEIHOM Pa3Bojy.

Kbyune pujeum: ¢uuancujcko mporcuwme, ungecmuyuonu @oHoosu,
wmeorba, NPUBPEOHU pA360j, KOPENayuoHa aHAIU3d, KOMHApamueHa
ananusda.
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