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Seemingly trivial crisis in the mortgage market in the USA has spread its effects far above financial markets. In just a few months it dragged industrialized countries into recession, and with a short delay virtually all emerging and developing countries. Governments and central banks reacted promptly and aggressively. Preliminary assessment of implemented measures, aimed at mitigating crisis effects, has been given in this paper together with explaining roots of crisis. Also, special attention has been given to Serbia case. 
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Introduction
A culmination of world financial crisis started in August 2008. Its initial signals were observed exactly year earlier in August 2007. The place where these gloomy events took place has not come with the surprise. The biggest, the most developed and the most prominent financial market in the world, that one in the USA, has again come under attack of ruthless financial storm. But, this time the financial storm has been stronger and more pronounced than many before, and some contemporaries even stated that this financial turmoil was more severe than the economic and financial crisis of 1930s.
Every concern comes from possible consequences, and the whole world has now been concerned about recent financial turmoil. The people of USA are not the only one who will experience tough times ahead of us, they even will not be among those who will suffer the most or for the longest time. Those will be some others. 
1. Path to crisis
How did this all occur and whom should we blame for? Some part of public and some critics find in very human nature the main guilty for emerging crisis. Greed, negligence, never enough satisfied human aspiration to increasing and hoarding wealth make people to find out newer and innovative ways and instruments to fulfill requirements of their very nature. Experts in finance developed a wide array of exotic financial instruments and arrangements in the last decade that were, according to them, focused on satisfying existing financial needs of their clients and investors. That claim is being put under question today. However, the seeds of problems do not rest in this state of the art financial products. They only multiplied problems that were already in place. The birth of the problems is more trivial, since it confirms the rule by which only small things lead to big consequences.    
How can we name a practice in which a bank extensively grants loans to borrowers who have not paid some other loan back some time ago, or borrowers who have just got a first job, or borrowers that have loan payments to income ratio of over 70%? Fearless entrance into hazard lending business of this type is unimaginable for traditional conservative banking, but today’s bankers seem to have more liberal views concerning this matter. In the period of conservative banking all of these risky borrowers would be smoothly turned down by the bank, and it would be even more likely that they would not have applied for the loan at the beginning, knowing the outcome of loan application in advance. But, the times have changed. These risky borrowers have intensively been getting loans from banks, the most of which were mortgage loans. Like in the rest of the world, and may be even more in the USA, the cult of family home is deeply established. There is no place like home, the place where all family members are gathering and talking together, sharing their problems and thoughts, where they all plan for the better future, or place where you can always find support and sympathy, the place that is your last resort
. It is common belief that citizens who own a home, either an apartment or a house, are more loyal and more faithful to their country. US authorities obey to this common belief. In order to promote this fundamental value, whatever their political orientation is, they have consistently pleaded for enforcing measures that would make housing affordable to vast majority of people. 
Different measures could be traced back for decades. Those measures encompassed adopting programs and establishing agencies that were intended to promoting allocation of funds and credit to mortgage financing. The oldest agency is Federal Housing Administration (FHA) that has been created in 1934. It does not issue any loan, but it guarantees mortgage creditors timely pay off of the loan in the case original borrower stops with payments, under terms and conditions it prescribes. In the same way operates Veterans Administration (VA) created in 1944. It guarantees mortgage loans given to current or former members of US army. The biggest advance in mortgage financing has been done by establishing agencies that were to support development of secondary mortgage market. Those include: Federal National Mortgage Association (FNMA-Fannie Mae), established in 1938; Government National Mortgage Association (GNMA-Ginnie Mae), established in 1968. and Federal Home Loan Mortgage Corporation (FHLMC-Freddie Mac), established in 1970. Their primary task is to participate in forming a pool of mortgages and issuing securities (bonds) covered by that pool, that means mortgages are pledged as collateral for these securities. This process is referred to as securitization and securities as mortgage-backed securities (MBS). MBS created in the process of securitization represent secondary mortgage market instruments, and servicing obligations stemming from these securities is guaranteed by agencies mentioned above, in the same way FHA and VA guarantee for mortgages. Fannie Mae and Freddie Mac buy mortgages directly from mortgage originators and than make a pool of them, while Ginnie Mae operates in a way that does not include any purchase of mortgages from mortgage originators. Together Fannie Mae and Freddie Mac guaranteed $4,5 trillion in MBS according to data from the end of 2006 [1]. Also, it is estimated that mortgage market in the USA is worth $12 trillion [2], and unfortunately, as it appeared recently, that potential was faulty allocated.          
However, general tendency upon easier way for anyone to become homeowner should not be misinterpreted and understood as politics of expanding homeownership at any price. Imprudent banking practice in the USA came widely into existence when USA found their way out of recession, which had started after terrorist attack on World Trade Center on September 11, 2001 FED pursued easy monetary policy followed by low interest rates. That policy was beneficial for the economy and revived economic activity. It was especially noticeable in the construction sector that was the main driver of growth. Low interest rates on loans to firms, coupled with low interest rates on loans to households, could have only one outcome on real estate market: parallel and above-average rise of supply and demand in the market followed by rapid rise in real estate prices. Common attitude regarding perspectives of real estate market broke into euphoria in the short course of time. Annual rise of real estate prices was expressed in two digits number, while in the certain regions of the USA real estate prices rose 50% [3]. The majority of participants in the market expected further rise of prices. It could be very dangerous if banks shared this sentiment.        
Normally, banks base a decision, whether to grant a loan or not, on a set of credit standards. Primary importance in final decision lies on creditworthiness of borrower. Value of collateral has only secondary importance in that decision. If bank swifts rang of importance between creditworthiness and value of collateral, it is on the best road to making wrong and fatal credit decisions. If banks believe home prices are to go up, they will be more inclined to loaning out money for house purchase, even to people with weak creditworthiness. When government praises this practice it could be even worse, as it has been the case then. The natural extension of this has been developing special segment of mortgage market that was referred to as subprime mortgage market. It consists of all mortgage borrowers that have bad and problematic credit history or that do not fulfill basic credit standards. There is very little chance that these borrowers will be able to meet mortgage payments consistently in time. Actually, the only warrant that bank will recover loan amount in full is the “speculative belief/expectation” that home prices will continue to go up. In that case, bank would sell pledged home, whose purchase it originally financed. The selling price would be sufficient as to recover loan amount not being paid off. As a result bank would not need to bear any credit loss.         
2. Mortgage sale and getting financial market into crisis
It seems that the most critical year was 2006 in which close to 40% of securitized mortgage loans belonged to subprime class [1]. This fact reflects the boom of the subprime mortgage market at that time. Securitization of mortgages is a good device by which one can effectively change source of financing for mortgages. At the start, originating bank takes its resources to fund a mortgage, but that funding is not permanent. Mortgage rests in the bank balance sheet only for short period of time. Bank eventually transfers mortgage to a pool with other mortgages, issues MBS and sells it to investors. Mortgages leave the originating bank balance sheet and investors accept the role of the source of financing for all mortgages in the pool. It is simple technique employed by banks to boost their earnings and deliver financial market funding role.    
The USA banks were determined not to hold loans they originated in their balance sheet. Instead, they stood ready to sell them quickly. This was radical change in bank strategy. The old paradigm postulated that bank should originate loan and hold it in credit portfolio until maturity. According to new paradigm, bank should behave differently. New paradigm could be described in two words: originate and distribute. Distribution should be executed through the means of financial market. The wide range of loans, from consumer loans and credit card loans to different business loans and commercial real estate loans, qualify for pursuing new business model of banks.  
However, mere fact that loans leave bank balance sheet does not mean credit risk embedded in loans is transferred too. Prudent investors in asset-backed securities have demanded from loan originators to keep some part of credit risk. This has been done in two ways. First, originators could buy MBS covered by loans they originated. This was indirect way to bring loans back to bank balance sheet. Second, originators could guarantee to cover credit losses stemming from pool of securitized loans, since it was reasonable to expect some bad loans, but to some specified amount and never fully. This ensures that all payments on MBS will be met with more certainty.
In order to make MBS more attractive to investors (buyers of securities), which they can be only if they bear less risk of loss, new participants take part in the process of securitization. In the first place these are investment banks. Traditionally, investment banks arrange technical and consulting services related to the new issue of securities. Besides this classical engagement, they also provide guarantee on MBS payments. This guarantee additionally confirms “low-risk” nature of MBS, making them perfect investment for risk averse investors.    
This was the perfect time for proliferation of new exotic financial products that aimed at improved dispersion of credit risk arising from pool of securitized loans. But, once introduced they complicated credit risk structure. It was very hard to tell where the credit risk resided, or put it in the other form: “Who will bear the losses?”. The structure was remarkably opaque and nontransparent. It fed rising lack of confidence in the money market, when it became apparent that many mortgages would not be paid off.       
Users of subprime mortgages were persons to whom servicing mortgage payments was endeavor above their regular capabilities, right from the moment of obtaining them. Little change of economic circumstances could trigger bankruptcy. Users would leave the home to bank and try to settle at some other place. But when this scenario realized, question arose as to who would bear the losses. Banks have already sold mortgages in the financial market. That meant investors in MBS issued against subprime mortgages would bear the risk, but only after all guarantees involved with MBS have been used. Nontransparent structure of credit risk reallocation ought to be interpreted in this case and that has not been an easy task.  
Derived effect of growing number of bankruptcies on subprime mortgages was panic sale of MBS issued against them and dramatic drop in its prices. As a result, new issue of MBS issued against mortgages became mission impossible. If new issue of MBS were not to be issued that would mean new mortgages could not be issued too, because source of financing for them broke down. If we assumed that purchases of homes were made predominantly through loans and not with cash, which was very reasonable, that it would automatically cause fall in demand for houses.    
This chain of events explains the spiral of crisis in mortgage market and the way by which it reproduces itself. We can expect that drop in home prices will affect prime mortgages, and growing number bankruptcies in this segment of market is likely to occur too. In November 2008 one of five subprime mortgages had a delinquent status or was in the foreclosure. Delinquent status means that borrower is 6o days or more past due with payments.
Also, some estimates in late 2008 stated that losses arising from subprime mortgage market mounted to over $500 billion [4]. Those losses were related not only to commercial and investment banks, but with insurance companies, hedge funds and other institutional investors.
3. Closing the vicious cycle with recession
Line of events in the mortgage market made strong impact on the financial system as a whole. It encountered difficulties in smooth channeling funds from savers to borrowers, especially in the mortgage market segment where this channeling at one time has been blocked entirely. Not surprisingly, it was only question of time to see spilling over the crisis to the real economy, and it would also mean economic crisis and negative repercussions for all economic subjects. Due to the shortage of funds in financial markets, firms and households were unable to obtain funds necessary and keep personal and investment consumption at the level before the breakdown of mortgage market. This phenomenon is known as credit crunch. Fall in personal and investment consumption, in macroeconomics more frequently called as decrease in aggregate demand, would be passed on to the fall in production. It could be mild but also severe, depending on the crisis deepness. Fall in production was accompanied with fall in employment and it would additionally make downward pressure on personal and investment
 consumption of households. It was not only effect of falling production on consumption and employed people. Those who kept their jobs might be at risk of wage cuts that could cut their expenses and consequently lower consumption. At the end, things were getting back to the start and vicious circle closed. People out of job were unable to meet mortgage payments in the timely manner. Since we do not know who will be laid off in advance, users of prime mortgages or subprime mortgages, we could count on worsening situations with prime mortgages. In the worst scenario, prime mortgages default would mean more foreclosures and more supply of homes in the market that would push home prices down. Banks would be caught in huge losses and their liquidity would be depleted almost completely. Financial market crash would continue along with recession in the economy.             
It is possible to develop relation between household wealth and its consumption that could be useful in determining effects of falling home prices on consumption. This relation is empirically derived and it suggests that decrease of wealth for one dollar leads to fall in consumption equal to 5,5 cents. If the value of real estate owned by US households were something about $17 trillion, decrease in real estate value by 10% would cause consumption to fall approximately $100 billion [3]. Property of households does not consist only of real estate. It includes other forms of assets as well. Many households keep financial instruments like shares and bonds in their possession, perspectives of which are far from promising taking into account financial market turmoil. For example, stock index Dow Jones Industrial Average (DJIA) was worth slightly below 12 000 points in August 2008. On June 12, 2009 DJIA was worth 8800 points [5], which was a fall of close to 27%.
Every financial crisis reconfirms interdependence between financial system and the real economy. Of course, this interdependence is equally true when we experience periods of strong growth and boom of economic activity, which is always accompanied with vigorous financial development.   
4. Response of US government on crisis
Government rarely stays aside in a moment like this. Besides, it is the government from whom it is expected to prevent such crisis, and when crisis occurs to make prompt actions and pursue necessary measures. Two months after the escalation of crisis, on October 3, 2008 The Emergency Economic Stabilization Act was signed into law. Its core part was Troubled Asset Relief Program (TARP). Through TARP government provided up to $700 billion for cleaning banks balance sheets from troubled (toxic) assets. The starting idea was to purchase toxic assets from banks. Shortly after the adoption of TARP, it has been realized that TARP could not function in that way due to problem of discovering truth market value of toxic assets. Uncertainty that surrounded both future home prices and some characteristics of toxic assets set ground for possible overpricing of toxic assets in the act of purchase. Government intention was not to take on itself banks losses, but rather to prevent underpricing of toxic assets by offering the right price for it. Toxic assets taken out from banks balance sheet would free banks from public suspicions and doubts concerning their financial health. If government were to overpay toxic assets, banks would come out as winners from this transaction and the other side in transaction as looser. Since government only uses tax payer’s money, the loss falls on their backs.       
This obstacle prompted TARP revision, and as result new program was promoted. It was called Capital Purchase Program (CPP). CPP has been created with the aim of purchasing preferred shares in healthy banks. That would persuade market participants not to be worried and suspicious about banks financial standing, in turn banks would preserve their solvency. Preferred shares were to yield 5% in the first five years and 9% in the years after. All banks were required to accept certain terms and conditions to qualify for CPP that acted as restrictions on doing business. For example, executive compensation was totally forbidden as well as other restrictions. As of April 2009 the total of $198,8 billion has been distributed to banks through CPP, exempting funds allocated to Citigroup and Bank of America [6]. Since the launch of CPP, more than 600 banks have participated in it [7], from which some have already repaid received TARP funds. Summary of those banks is given in Table 1. 
Table 1. The summary of repaid TARP funds
	Returned TARP funds in June 2009
	Returned TARP funds

	
	from November 2008 to January 2009

	JP Morgan 
	$25 billion
	TCF Financial  
	$361 million

	Morgan Stanley 
	$10 billion
	Washington Federal 
	$200 million

	Goldman Sachs 
	$10 billion
	First Niagara 
	$184 million

	US Bancorp 
	$6.6 billion
	Sterling Bancshares  
	$125 million

	Capital One 
	$3.55 billion
	FirstMerit  
	$125 million

	American Express  
	$3.39 billion
	Signature Bank  
	$120 million

	BB&T 
	$3.134 billion
	Old National Bancorp  
	$100 million

	Bank of New York Mellon  
	$2.9 billion
	Iberiabank  
	$90 million

	State Street  
	$2 billion
	Sun Bancorp  
	$89 million

	Northern Trust 
	$1.576 billion
	Independent Bank  
	$78 million


About 20 relatively smaller banks returned approximately $2billion TARP funds from November 2008 to January 2009, from which the top 10 repayments are given in Table 1. However, the biggest round of repayment by now was seen on June 9, 2009 when 10 of the largest US banks returned total sum of $68 billion. Surprisingly or not, among them were not either Citigroup or Bank of America, two financial institutions that received the biggest portion of TARP funds through preferred shares sale, $50 billion and $45billion respectively. The reason for that is condition put in place by government for all participating banks under which received funds are to be returned when bank successfully runs through stress test. Obviously it was not the case with above mentioned banks. Based on the same condition, another big US bank Wells Fargo was excluded from the list of banks that were allowed to return TARP funds. Opposite to other banks, Citigroup has received government guarantee regarding $5 billion worth of assets it retained in its portfolio, that meant government will cover all the losses in relation to this assets.    
Because significant part of TARP funds remained unused, even after implementation of CPP, in February 2009 TARP revision was under way. The aim was to conceive new ways of allocating the funds. Especially interesting was proposition to involve private sector in cleaning up banking system from troubled or illiquid assets and securities issued against that assets. The private sector was supposed to invest own funds in the new scheme. The program obtained official name - Public-Private Investment Program (PPIP). Joining together funds from public and private resources has its advantages. One of them is sharing credit losses stemming from target assets. However, in order to motivate private sector to take part in PPIP it has been designed that larger part of losses should be borne by government. According to PPIP, Federal Deposit Insurance Corporation (FDIC) should take on itself 85% of potential losses, while the rest should be split equally between US Treasury and private investors (sector). The other advantage should be avoiding overpricing of assets in question, since private sector is more capable in determining the “right” price for it.    
Based on listed actions of US government, we can conclude that it reacted aggressively and quickly on crisis, but only when its culmination has already been started. It sustained the same course of action since then, which has been strongly confirmed by testimony of Timothy Geithner before The Committee of US Congress in February 2009, when he stated: “There is more risk and greater costs in gradualism than in aggressive action”. The Serbian government reaction is described in the chapter below.
5. Fed’s response to crisis

The basic monetary policy tool the Fed employs is the changes in federal funds rate. This is the rate banks pay for each other when they are borrowing overnight money. It further serves as the base for setting interest rates for bank credits, so changes in federal funds rate influence private sector borrowing and spending decisions and assets prices. Fed’s first response to crisis was aggressive reduction of this rate. As the crises intensified further deteriorating economic conditions it was clear that conventional monetary policy tools were not enough.  
In US financial system, there are three channels through which money is transferred from savers and investors to borrowers.  First is the traditional banking system that raises funds from depositors and lend to borrowers. Second is securities funded lending that has two parts. Lenders can make loans and sell them as securities. They can also hold loans n portfolio and fund them by issuing debt in the securities market. Standing companies can directly raise capital by issuing debt in the securities markets, which is the third channel.  Interest rates form in these flows of money and reflect underlying risks and profit expectations.  Crisis blocked all three channels due to high risk aversion of money holders and week conditions of many financial institutions. Without money fueling economic activity started to lag. 

Fed’s reaction had three major components. First it tried to offset the effects of the crisis on credit conditions and the economy by easing monetary policy. First cut in federal funds rate was in September 2007, and than again at the end of the year for 100 basis points. Next spring was a new cut for additionally 225 basis points and than again for 100 basis points in October. This rate came practically to zero. Unfortunately, financial conditions continued to deteriorate. Many traditionally funding sources for financial institutions and markets disappeared. Banks and other lenders were not able any more to securitize mortgages, credit card receivables, student loans and other credits. That’s why the second component of Fed’s reaction was the support of credit markets and providing liquidity to the private sector by its lending.  It reduced the spread of primary credit rate from 100 to 25 basis points, extended maturity for discount window up to 90 days and developed the Term Auction Facility (TAF) under which a given amounts of credit are auctioned to depository institutions up to 84 days. Liquidity programs were also extended to primary dealers that have no access to traditionally discount windows.  After the bankruptcy of the Primary Reserve Fund, Fed made credit available to money market mutual funds and to borrowers in the commercial paper markets.  The third component was the promotion of financial stability. Fed helped in solving problems of major financial institutions whose bankruptcy would have domino effect on the global financial market. Together with Treasury it facilitated the acquisition of the investment bank Bear Stearns by JPMorgan Chase, and helped to stabilize American International Group- a major insurance company.  With Treasury and Federal Deposit Insurance Corporation (FDIC), it created a package of guarantees, liquidity access and capital for Citigroup. Fed took part in solving Wachovia, Fannie Mae and Freddie Mac problems. It did some efforts to strengthen the financial infrastructure through improvements of regulation as well.  

At the end of 2008 Fed purchased a large amount of mortgage backed securities, agency debt and long term Treasury debt in order to decrease intermediate and long term interest rates. Lower rates will increase the demand for durable consumer goods, real estates and business capital. 

6. Serbia in the light of global crisis 

Unfortunately, data on how is performing Serbian economy is not encouraging. The trend laid down in fourth quarter of 2008 continues. It is represented by fall in economic activity. In the first quarter of 2009 GDP was down by 6,5% compared to the same quarter in 2008. Unemployment rate in April 2009 stood at 16,4%, which is 1,7 percentage point above unemployment rate registered in October 2008. Based on this preliminary data it is possible to put in question optimistic estimates of slight GDP growth in 2009 that dominated in different projections published at the end of 2008. 
If the economic activity falls in two successive quarters, it is enough to declare that country is in a recession. This criterion applies to Serbia too, and if we look at the data we can see that this criterion is fulfilled in the case of Serbia. The situation in Serbia is no different than situation in other developed countries which are also in a recession. Nevertheless, position of Serbia is somehow different comparing to that set of countries. The main difference concerns the absence of parallel financial and economic crisis in Serbia. Also, it can not be unquestionably said that it would not happen. All developed countries are forced to solve dual problem of falling production and huge financial sector losses in the same time. Serbia needs only to cope with falling production which makes crisis management easier. Government adopted a set of measures under comprehensive Program for Sustaining Economic Stability (PSES). The PSES reflects how government intend to deal with threats coming from global economic crisis, and it is largely aimed at helping real economy to pass through this burdensome period of time.
The important part of PSES is a scheme of subsidizing interest rates on loans, which will allow borrowers to effectively pay lower interest rates. This measure is being realized by Republic of Serbia Development Fund (RSDF). Both firms and households can apply for this measure and enjoy subsidized interest rates. The firms can apply for short-term and long-term loans. On short-term loans interest rate paid by borrower is 3% annually, while the lenders (banks) will effectively collect 8% annually on loaned funds. The difference of 5 percentage points is covered by RSDF. For long-term loans, structure is something different, because RSDF funds 30% of loan amount, and remaining 70% of loan amount funds participating bank. The maximum weighted interest rate on long-term loans is set at Euribor 3M (3 months) + 4% annually. RSDF collects 1% annually on its funds. If on June 15, 2009 Euribor 3M was 1,26% it would imply bank could collect 7,08% on its funds at most. It is hardly to believe that this level of interest rate represents strong stimulus for banks to actively participate in granting long-term loans based on this scheme. Reason for that is market interest rate that is fairly above targeted level of interest rate in this scheme.     
Firms have shown the highest interest for using short-term loans and total outstanding balance of these loans as of June 10, 2009 has been €390 million. On the other side, firms’ interest for using long-term loans was poor and disappointing. Firms applied for only €28 million worth of long-term loans, and just 3 loans have been granted in total amount of something over €500 000. But poor interest for these loans has reasonable explanation. Managers in firms are very pessimistic regarding future business conditions and that sentiment is translated into their long-term plans. Managers are to much worried about preserving current level of activity and do not count on expanding their business in a near term. 
When loans to households are in question, the results are far from impressive. The outstanding amount of these loans is €29,3 million. The idea behind subsidizing interest rates on loans to households is helping domestic producers of goods and services, since only purchase of domestically produced goods and services can be financed by subsidized loans. The largest part of €29,3 million outstanding loan balance has been used for purchase of Punto car, and only €9 million loan balance has been used for purchase of other domestically produced goods and services. Explanation for so small outstanding loan balance might be found in weak supply of domestically produced goods and services and preferences of domestic consumers toward foreign goods and services. 
The first assessment of positive effects of subsidizing interest rates scheme may be given. The first results do not match government expectations, when taking into account GDP data in 2009. By subsidizing interest rates government wanted to lower costs for firms, in terms of costs of financing, and enable firms to service debt in an easier way. The same intention in developed countries is being pursued with central bank measures, and government mostly stays aside. Central bank simply varies its key interest rate, which is automatically passed onto interest rates on loans to firms and households. If it is cheaper for bank to borrow on the money market or from central bank, it must be cheaper for other borrowers to borrow from bank as well. Because of this mechanism, governments of developed countries do not engage in subsidizing interest rates. So, it is the central bank that affects general level of interest rates and costs of financing for firms, not the government. In Serbia this mechanism does not hold for two reasons. First, loans in Serbia are not denominated in domestic currency but in euro, and interest rates on them more closely follow the change in European Central Bank (ECB) key interest rate. Second, until the January 2009 NBS was raising its key interest rate to the level of 17,75%, and easing of monetary policy started in April 2009. If Serbian banks invested in repo (repurchase operations) stock about €1 billion, the main effect of decreasing NBS key interest rate should be taking funds out of repo stock and rising motivation for granting loans to firms. Essentially, we should expect reverse reaction of banks, because they reacted on high NBS key interest rate by channeling funds to repo stock. Now, when key interest rate is relatively low, loans look more attractive and profitable. This consideration relates to loans in domestic currency. However, decreasing NBS key interest rate has not yet made influence on loan interest rates in domestic currency. It seems likely to expect that change in loan interest rates will be more responsive to exchange rate stability and inflation rate, rather than key NBS interest rate.      
Contraction in real economy may act as a trigger for scenario of dual crisis, in which financial sector faces contraction of activity and losses too. In effect, weak liquidity in real economy threatens soundness of financial sector, as firms do not have enough liquidity to service debt. Despite this threat, banking sector in Serbia has been showing outstanding solvency, as capital adequacy ratio mounted to excellent 21,9% at the end of 2008. This level of capital serves as a reliable cushion against any bad scenario in the future. As regards profitability in banking sector, it is very strong. The largest banks in Serbia have been making a profit, while some banks in which government has the largest stake and some privately owned banks do have problem with profitability, but they account for only small market share.          
At the end, we must point at adverse swift with bank loan delinquencies. Association of Serbian Banks (ASB) announced that delinquency rate on loans to firms on December 31, 2008 was 6,3%, it raised to 7,6% in the first three months of 2009, and on April 30, 2009 it again raised to 9,2%. This does not come with a surprise if we keep in mind performances of real economy. But question to consider should be whether this bad real economy performance could infect sound banking sector. Loans to households’ delinquency rate were not alarming. Delinquency rate at the end of April stood at 2,2% and showed signs of stabilization, opposite to accelerating pace of growth in delinquencies with loans to firms.     
Saving economy from a deep recession and preserving soundness of financial system seem to be the most challenging tasks of government and NBS at the moment. Both institutions were expected to pursue crisis management and minimize crisis consequences. It should be expected from NBS to further ease monetary policy and from government to run a deficit that should be based on large investment and infrastructure projects. Of course, government behavior and actions must adhere to signed memorandum with IMF, which is good for economic policy credibility, but is not optimal for the real economy at the moment. 
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SLOM HIPOTEKARNOG TRŽIŠTA,GLOBALNA RECESIJA 

I ODGOVOR EKONOMSKE POLITIKE

Naizgled beznačajna kriza na hipotekarnom tržištu u SAD je uspela da svoje efekte ispolji i preko granica finansijskog tržišta. Za samo nekoliko meseci svojim negativnim delovanjem izazvala je recesiju u razvijenim zemljama, a vrlo brzo su u recesiju ušle i manje razvijene zemlje. Vlade i centralne banke su brzo i energično reagovale. Prva procena primenjenih mera, usmerenih na ublažavanje posledica krize, je izložena u radu zajedno sa opisom korena globalne krize. Takođe, posebna pažnja je posvećena analizi uticaja globalne krize na Srbiju 
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� Most economists oriented toward monetary economics and central banking will probably find this term analogous to the role of central bank as a lender of last resort for banks. In effect, when any bank is abandoned and turned down by other banks, in terms of obtaining a loan from them, than the central bank stands firmly close the  bank being abandoned and supports it by issuing it a loan.


� If we decompose aggregate output in the way typically used in macroeconomics, we see that home purchase is treated as part of investment consumption, and not as part of personal consumption.





