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Summary

The Deposit Insurance Act has been harmonised successively since 2008,
initially with Directive 94/19/EC, then with Directive 2009/14/EC, and following its
repeal, with Directive 2014/49/EU. The purpose of this paper is to provide the reader
with insight into the harmonisation process of the legal framework governing the
deposit insurance system in Serbia with the corresponding EU legislation. This pro-
cess will be presented chronologically, with an analysis of the immediate triggers
and the objectives the legislator intended to achieve. The paper will focus on the
most important provisions of the European deposit insurance regulations and the
feasibility of their implementation in Serbia, taking into account the actual condi-
tions of the banking market. Finally, the paper will present the concept of possible
future directions for enhancing European regulations on crisis management in the
banking system.
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I Purpose and function of deposit insurance systems

The primary objective of deposit insurance systems is to protect bank account
holders against losses in the event of a bank’s bankruptcy or liquidation? (the insured
event). In various forms, deposit insurance systems exist in all European countries
and the vast majority of countries worldwide. The design and specific features of
each system are determined primarily by the economic and institutional conditions
prevailing in the respective jurisdiction.

In accordance with the provisions of the Deposit Insurance Act,® upon
the occurrence of the insured event, the Deposit Insurance Agency initiates reim-
bursement of insured depositors within seven working days from the date of the
court decision to initiate bankruptcy or liquidation proceedings against the bank.
All licensed banks are included in the deposit insurance system and are required
to pay a quarterly premium for deposit insurance in an amount corresponding to
the prescribed percentage (maximum 0.2% quarterly) of the total insured deposit
amounts in the bank. Premiums collected are allocated to the Deposit Insurance Fund,
whose resources are invested in accordance with the Deposit Insurance Act and the
internal acts of the Deposit Insurance Agency (the Agency). Policyholders (depos-
itors) do not pay premiums, nor do they enter into a contractual relationship with
the Agency. It should be noted that not all bank depositors are protected. Coverage
extends to natural persons, entrepreneurs, and micro, small and medium-sized legal
entities, whereas deposits of large legal entities, as classified under the Accounting
Law,* are non-eligible for coverage. Certain other categories of depositors are also
excluded from the deposit insurance system, such as legal or natural persons related
to the bank, persons whose deposits originate from money laundering or terrorism
financing, and the like. The maximum insured amount for deposits held by a single
clientin one bankis EUR 50,000. In the event of a bank’s bankruptcy or liquidation, if
the depositor’s deposit exceeds that amount, the portion not covered by the deposit
insurance system may be recovered from the distribution of the bank’s bankruptcy/

2 Pursuant to Article 2 of the Law on Insolvency and Liquidation of Banks and Insurance Companies, both
insolvency and liquidation are initiated by a decision of the competent court, based on a decision of the
National Bank of Serbia on the fulfilment of conditions for initiating insolvency or liquidation proceedings,
with the difference that insolvency proceedings may also be conducted at the request of the liquidator if
they determine that the liquidation debtor’s assets are insufficient to satisfy all creditors’ claims. In other
words, in liquidation proceedings it is expected that the liquidation estate will be sufficient to cover
all obligations to creditors, whereas in insolvency proceedings against a bank or insurance company,
creditors are satisfied proportionately and according to payment ranks until the final distribution of the
insolvency estate.

3 Deposit Insurance Act — DIA, Official Gazette of the RS, Nos. 14/15,51/17, 73/19 and 94/24, Articles 3,
4,6,10,12,15-17.

4 Accounting Act, Official Gazette of the RS, Nos. 73/19, 44/21 - other law, Art. 6.
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liquidation estate. Similarly, the Deposit Insurance Fund itself is reimbursed in the
same manner, enjoying absolute priority in recovering claims from a bank under
bankruptcy/liquidation over all other creditors, including covered depositors.

The principle of legal subrogation is inherent to deposit insurance systems
worldwide and in fact constitutes their foundation. Without subrogation, i.e. the
substitution of the protected depositor (in this case, the Agency acts as the creditor
of the insolvent bank in place of the covered depositors, having previously fulfilled
the bank’s obligations towards them, by reimbursing their deposits up to the insured
amount), the deposit insurance system would fail to achieve one of its fundamental
objectives, namely the preservation of financial stability through guaranteeing
protection to covered depositors.

Deposit insurance in Serbia is administered by the Deposit Insurance Agency,
which, in addition to its core function, performs other tasks such as managing the
Investor Protection Fund and acting as a bankruptcy and liquidator in banks and in-
surance companies. The state guarantees the Agency’s obligations towards covered
depositors. According to the classification established by the Core Principles for Effective
Deposit Insurance Systems of the International Association of Deposit Insurers (IADI)
and the Basel Committee on Banking Supervision (BCBS), the Agency, as a deposit
insurer, has a paybox plus mandate.” This means that, in addition to reimbursing
insured deposits, the Agency also participates in the bank restructuring processes,
providing financial support through allocations from the Deposit Insurance Fund.

I Harmonisation of national regulation with EU Directives
on deposit insurance

1. Sources of EU law and legal basis for harmonisation

The process of harmonising national legislation with the acquis of the Eu-
ropean Union was initiated as early as 2004, before the Stabilisation and Association
Agreement (SAA) entered into force (2013), and even before the Republic of Serbia
signed and ratified it in 2008. By signing the SAA, Serbia committed to the gradual
harmonisation of national legislation with EU law.°®

The highest legal act of the European Union governing the functioning of
deposit insurance systems belongs to the body of secondary law and is known as

* International Association of Deposit Insurers (IADI), Core Principles for Effective Deposit Insurance Systems
(Core Principles), November 2014, available at: https://www.iadi.org/uploads/cprevised2014nov.pdf,
accessed:10.7.2025, 19.

© European Integration Office, National Programme for the Adoption of the Acquis of the European Union,
July 2014, available at: https://www.mei.gov.rs/upload/documents/nacionalna_dokumenta/npaa/
npaa_2014_2018.pdf, accessed: 11.7.2025, 1.
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the Deposit Guarantee Schemes Directive. The Directives establish binding objec-
tives for Member States, which must incorporate them into national legislation and
individually determine the way of achieving these objectives.”

In the process of harmonising national legislation with the EU acquis, the
first screening under Negotiating Chapter 9 (now part of Cluster 2 — Internal Market),
which covered financial services, was held in March 2015. The negotiating chapter
itself was opened in June 2019. The Deposit Insurance Agency participates in the
work of Negotiating Group 9 as one of the institutions responsible for monitoring
and aligning national legislation with EU regulations on deposit guarantee schemes.

The transposition of Directive 94/19/EC of the European Parliament and of
the Council of 30 May 19948 into the Deposit Insurance Act began as early as 2008.
That was, in fact, a pivotal moment in the development of the deposit insurance
system in Serbia, as the entry into force of the Law on Amendments to the Deposit
Insurance Act in December 2008 established a modern deposit insurance system,
the credibility of which was reflected, inter alia, in the level of covered deposits and
the scope of protected categories. In early 2009, amendments to the Directive were
adopted (Directive 2009/14/EC of 11 March 2009), which modified the coverage
level and the payout period.? Currently, Directive 2014/49/EU of 16 April 2014, is in
force within the European Union, which may also be subject to amendment in the
coming period following the conclusion of the public consultation on the draft new
framework for banking crisis management and deposit insurance.

According to the Plan for fulfilling key obligations from the EU negotiation
process for the Republic of Serbia’s Accession to the European Union by the end
of 2026 (adopted in April 2025),"" the deadline for adopting amendments to the
Deposit Insurance Act in order to achieve full alignment with the 2014 Directive is
the fourth quarter of 2026.

7 Types of legislation, https://european-union.europa.eu/institutions-law-budget/law/types-legislati-
on_en, accessed: 11.7.2025.

8 Directive 94/19/EC of the European Parliament and of the Council of 30 May 1994 on deposit-guarantee
schemes (EU Directive 1994), available at: https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri-
=CELEX:31994L0019, accessed: 11.7.2025.

° Directive 2009/14/EC of the European Parliament and of the Council of 11 March 2009 amending
Directive 94/19/EC on deposit-guarantee schemes as regards the coverage level and the payout delay
(EU Directive 2009), available at: https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELE-
X:32009L0014, accessed: 11.7.2025.

' Directive 2014/49/EU of the European Parliament and of the Council of 16 April 2014 on deposit gu-
arantee schemes (recast) (EU Directive 2014), available at: https://eur-lex.europa.eu/legal-content/EN/
TXT/PDF/?uri=CELEX:32014L0049, accessed: 11. 7. 2025.

" Available at:
https://www.mei.gov.rs/upload/documents/pristupni_pregovori/plan_spunjavanje_obaveza_pregovo-

ri__2026.pdf, accessed: 24. 7. 2025, 97.
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2. Legal framework and state of the deposit insurance system
at the beginning of the harmonisation process

Although the deposit insurance system in Serbia has nominally existed
since 1989, it was not until 2005 that the legal and operational foundations of a
modern and functional system were established. Under the Deposit Insurance Act
of 2005, coverage extended to deposits of natural persons up to EUR 3,000, and the
payout deadline was limited to 30 days from the date of the court decision initiating
bankruptcy proceedings against the bank. All banks were included in the deposit
insurance system and were required to pay a quarterly premium in advance at a rate
that ensured adequate capitalisation of the Deposit Insurance Fund (the premium
calculation base was 22 times higher than in the previous year). Total deposits of
natural persons in banks increased by 76.7% in the same year."

However, in October 2008 alone, as a consequence of the global financial
crisis, withdrawals of household deposits from banks amounted to approximately
€800 million."* In order to counter this negative trend in deposit movements, the Law
on Amendments to the Deposit Insurance Act (DIA 2008) was adopted at the end
of the year under urgent parliamentary procedure, which changed the key system
parameters and effectively initiated the gradual harmonisation with the provisions
of EU Directive 94/19/EC.

The most important amendments concerned the insured amount and the
scope of coverage. Insured parties were no longer limited to natural persons but
also included entrepreneurs as well as small and medium-sized legal entities. The
insured amount was increased to EUR 50,000.

In the Explanatory Memorandum of DIA 2008, the first reason cited for
adopting the act was “the increase in the insured amount due to the need to har-
monise national legislation with the legislation of neighbouring countries and EU
countries”. According to the assessment stated in the Explanatory Memorandum,
by increasing the insured amount from EUR 3,000 to EUR 50,000 per depositor per
bank, deposit insurance coverage would fully cover more than 99% of all depositors
in all banks in the country. Citing reasons for adopting the law under urgent pro-
cedure, the proposer highlighted the current problems in the financial market and
the“psychologically induced factors” need to ensure depositor security and to align
the deposit insurance system with neighbouring countries and the EU. Although
the reasons for harmonisation are not further explained, particularly with regard to
neighbouring countries, it can be concluded that the legislator’s intention was also
to prevent the occurrence of regulatory arbitrage, i.e. to discourage the transfer of

2 Deposit Insurance Act (DIA 2005), Official Gazette of the RS, No. 61/05, Articles 1-3, 13, 16-17.
'3 Report on the Work of the Deposit Insurance Agency for 2005, March 2006, 12.
' Report on the Work of the Deposit Insurance Agency for 2008, June 2009, 14.
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funds to states offering more favourable deposit insurance conditions, primarily
with higher coverage levels.

Judging by the trends in insured deposits immediately following the adop-
tion of the 2008 DIA, the measure applied was timely and effective, given that by
November of the following year, the total sum of insured deposits in the Serbian
banking system had reached the level from the end of September 2008."

At the time of the adoption of the 2008 DIA, Directive 94/19/EC was in force
in the European Union, which itself would undergo significant amendments the
following year. It prescribed only minimum requirements for harmonisation with
national legislation.

Its preamble recalls that at the end of 1986, the European Commission
issued a recommendation that all EU Member States (there were twelve at the time)
introduce deposit insurance systems, but it is assessed that this recommendation
did not fully achieve the desired result.’® Member States are obliged to establish de-
posit insurance systems on their territory, unless they already have certain schemes
that protect depositors against loss in the event of a credit institution’s insolvency.
The insured amount was set at a minimum of EUR 20,000 per depositor per credit
institution, with the provision that jurisdictions where the amount was lower than
prescribed did not have to increase it as long as it reached at least EUR 15,000 by the
beginning of the second millennium. Depositors as insured parties are not specifically
defined, meaning that the Directive does not automatically exclude any category, but
the preamble emphasises that Member States may exclude certain types of deposits
or depositors if they consider that they should not enjoy protection.

It is also important to note that the prescribed obligation on credit insti-
tutions to provide all depositors with the necessary information about the deposit
guarantee scheme that protects them, as well as about their rights in the event of
an insured case, but they were not permitted to misuse deposit insurance member-
ship for marketing purposes. The payout deadline was three months from the date
depositors were denied access to their funds, with the provision that this deadline
could be extended by additional three months. Article 11 explicitly states that

> Report on the Work of the Deposit Insurance Agency for 2009, May 2010, 12.

'® Many European countries had already introduced deposit insurance before 1986, but there were
significant differences in the core features of these systems. For example, Germany, France, and Italy
operated private, voluntary deposit insurance schemes, while in the UK membership in the state-admi-
nistered scheme was compulsory. The UK system insured GBP 20,000 on a co-insurance basis: the state
system would pay 75% of the insured amount, and the remainder was borne by the depositor. In France,
the insured amount was 400,000 francs (approx. USD 63,000), while in Italy, 200 million lire (approx. USD
150,000) was fully covered, with the remaining amount up to 800 million lire covered at 80%. A compa-
rative overview of European deposit insurance systems and those in Japan and Canada is provided by
the US General Accounting Office (GAO) in a 1991 report commissioned by the US Senate Committee
on Banking, Housing, and Urban Affairs, available at https://www.gao.gov/assets/nsiad-91-104.pdf,
accessed: 7.7.2025, 12-21.
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deposit insurance systems have the right to recover claims from the insolvent debtor
on behalf of depositors under the principle of subrogation.”

3. Legislative reforms in the EU and Serbia prompted
by the global financial crisis

Serious disturbances in the financial and banking market prompted reg-
ulators worldwide, including in the EU and Serbia, to provide stronger and more
credible guarantees to users of banking services that they would not bear losses
due to problems in the operations of credit institutions, either as depositors or as
taxpayers.’® In order to internalise the costs of bank resolution to a greater extent, in
2014 the EU adopted the Bank Recovery and Resolution Directive (BRRD),' providing
for a complex set of tools and measures designed to prevent the transfer of bank
losses onto depositors, the state budget, or other forms of public funding.

Within the domain of deposit insurance, the European Directive from 1994
was amended in March 2009. The preamble to Directive 2009/14/EC on deposit guar-
antee schemes states that the EU Council concluded in October 2008 that restoring
confidence in the financial sector and its proper functioning were priority tasks,
that during the crisis the minimum coverage of EUR 20,000 proved insufficient, and
that it should be temporarily raised to EUR 50,000, with the requirement that by the
end of 2010 the minimum coverage across the EU be set at €100,000. In addition to
the coverage amount, it is very important for depositors to be able to access their
funds relatively quickly following a bank closure. Therefore, the payout deadline was
shortened from three months to 20 working days, with the possibility of extension
under exceptional circumstances by up to 10 working days.

Under Article 12 of the 2009 Directive, the European Commission undertook
to report to the European Parliament and the Council by the end of the year, inter
alia, possible models for introducing risk-based deposit insurance premiums (based
on the assessment of business risk of each member bank of the system), as well as
the potential benefits and costs of establishing a single deposit insurance system
at the European Union level.

7" EU Directive 1994, Preamble and Articles 3,7,9, 10, 11.

'8 According to IMF estimates, losses incurred by European banks between 2007 and 2010 reached eight per-
cent of the EU’s GDP, or nearly one trillion euros. Between 2008 and 2012, the European Commission allocated al-
most six hundred billion euros in support to banks in the form of recapitalisation and other resolution measures.
V. Rowe, James: “IMF Survey: Government Borrowing Is Rising Risk to World Financial System’, April 20,
2010, available at:
https://www.imf.org/en/News/Articles/2015/09/28/04/53/sores042010a#:~:text=The%20report%20
Cut%20its%20estimates,$2.3%20trillion%2C%20the%20IMF%20estimates, accessed: 14. 7. 2025.

1° Directive 2014/59/EU of the European Parliament and of the Council of 15 May 2014 establishing a
framework for the recovery and resolution of credit institutions and investment firms (BRRD), available
at: https://eur-lex.europa.eu/eli/dir/2014/59/0j/eng.
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Risk-based premiums are universally recognised as one of the ways to combat
so-called moral hazard in banking. Moral hazard is a negative consequence of all forms
of insurance, including deposit insurance, affecting both banks and depositors. Thanks
to the protection provided by the deposit insurance system, depositors lose interest in
monitoring the operations of banks where they hold funds, market discipline weakens,
and banks become more inclined towards riskier lending.® Risk-based premiums par-
tially correct this deficiency, as banks are motivated to obtain better risk ratings in order
to pay lower deposit insurance premiums, regardless of their clients’ perceptions. The
obligation to calculate risk-based premiums was introduced as early as 2014, with the
adoption of the new directive on deposit guarantee schemes, which is still in force today.

More will be said about the prospects for introducing a single deposit in-
surance system in the European Union in the concluding part of the paper.

Serbian legislation also responded to the consequences of the global financial
crisis. As early as 2010, the National Assembly adopted the Law on Amendments to
the Deposit Insurance Act (DIA 2010), the primary objective of which was “further
alignment of the deposit insurance system to EU regulations and European stan-
dards’?' as well as correcting certain deficiencies in provisions whose application in
practice proved problematic. The 2010 Law, however, did not introduce fundamentally
important innovations in the deposit insurance system itself, but it foregrounded the
system'’s potential to contribute to financial stability in the country, which is explicitly
stated as one of the objectives of mandatory deposit insurance.

Anticipating the possibility of problems arising in systemically important
banks, which most often cannot be resolved through payout of insured amounts
and bankruptcy proceedings, the legislator provided in this regulation that funds
from the Deposit Insurance Fund could be allocated for financial support to a bank
that takes over or acquires a troubled bank (under administrative management) in
order to cover the difference in the value of its assets and liabilities. In order to enable
a failing bank to remain on the market until final sale (fully or partially) within the
banking sector, the Agency could establish a bridge bank and provide the mandatory
initial capital also drawn from the Deposit Insurance Fund.

The guardians of financial stability (the National Bank of Serbia, the Ministry
of Finance and the Agency) were empowered to assess independently, as necessary,
whether to increase the insured amount or expand the coverage of depositor catego-
ries in order to provide higher protection during specific periods (Article 4, paragraph
2 of DIA 2010). It is also very important that the possibility was introduced for the
Agency to determine the deposit insurance premium independently based on the

20 Krsti¢, B.; Radojicic, J.,,Osiguranje depozita kao ex ante i ex post antikrizni mehanizam u bankarstvu’,
Ekonomske teme br. 4, University of Nis, Faculty of Economics, 2012, 537-538.

2! Draft Law on Amendments and Supplements to the Deposit Insurance Law, Explanatory Memoran-
dum, 2010.
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overall risk position in the bank (Article 9, paragraph 2 of DIA 2010). In order for the
Agency to gain a clearer picture of the deposit portfolio and more accurately assess
the Fund’s exposure, banks have since been required to submit monthly reports on
total and insured deposits, and the Agency may verify their accuracy through direct
inspection of the bank records.

Of particular importance is the provision prescribing mandatory exchange
of information between the Agency and the National Bank of Serbia, as the banking
supervisor, which includes timely notification of measures taken during prudential
supervision and supervision of banks’lawful operations. Finally, the credibility of the
deposit insurance system was further enhanced by establishing sources for procuring
supplementary funding in the event that the Fund does not have sufficient funds
to meet statutory obligations.

In other words, although the 2010 amendments to the DIA did not result
in major modifications to the system, nor in any significant approximation to EU
standards, the new provisions significantly enhanced flexibility in responding to
potential crises, expanded the scope of measures available during the restructuring
phase, and more importantly, enabled the exchange and accumulation of relevant
data on the basis of which the system can prepare in a timely manner for crises.
Among other things, these measures laid the groundwork for the drastic reduction
in the payout period for insured deposits, which was implemented in 2015.

4. Shaping of modern deposit insurance systems from 2014 to the present
a. Deposit Insurance Act of 2015

In 2014, the Serbian economy entered recession for the third time in six
years, partly due to the consequences of catastrophic floods in May of that year.
The unemployment rate reached 18 per cent of the working-age population, and
public debt rose to 70% of GDP. Without comprehensive changes in public policies,
the situation was unsustainable, with prospects for economic stagnation.?

The banking sector was recovering from a serious shock caused by the clo-
sure of five banks between 2012 and 2014, whereby the Deposit Insurance Fund was
depleted and further burdened by obligations to the World Bank and the European
Bank for Reconstruction and Development under loans and precautionary funding
arrangements. Obligations to the State were settled by the end of 2015, when the
collection of extraordinary premiums from banks was also discontinued. More than
EUR 350 million was allocated from the Fund for bank crisis resolution.

2 International Monetary Fund, Republic of Serbia: Letter of Intent, Attachment I. Memorandum of Economic
and Financial Policies, ,Recent Economic Developments and Outlook”, 6 February 2015, 3, available at:
https://www.imf.org/external/np/loi/2015/srb/020615.pdf, accessed: 16. 7. 2025.
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In the same year, a set of financial laws was adopted, including the Deposit
Insurance Act (DIA 2015). Although it did not introduce major innovations in the
regulation of the deposit insurance system, it contributed to the completion of the
institutional and organisational architecture of the future bank resolution framework,
largely aligned with the Bank Recovery and Resolution Directive (Directive 2014/59/
EU or BRRD) in the part relating to banks.* The BRRD Directive laid new foundations
for dealing with failing banks that have systemic importance or are too large for their
covered depositors to be paid out from existing funds.

The bank resolution procedure, described primarily in the Banking Law of
2015, entailed the introduction of a whole range of tools in the event of problems
in systemically important banks or where more would be achieved through the
resolution than through bankruptcy or liquidation proceedings.?* The National Bank
of Serbia is in charge of resolution proceeding, and has at its disposal measures and
tools for timely and efficient action in the event that resolution of a failing bank is
in the public interest. Whereas the Banking Law precisely prescribes the conditions
under which funds from the Deposit Insurance Fund may be allocated for resolution
purposes (primarily in Article 128h), DIA 2015 contained only one provision relating
to the Fund’s obligations in resolution proceedings (Article 6(3)(2)). In short, the Fund
resources may be used for bank resolution provided that covered depositors retain
full access to their deposits. The total amount of such resources may not exceed
the amount that would be paid out from the Fund to settle obligations to covered
depositors in the event of bankruptcy or liquidation proceedings, and certainly may
not exceed half of the target level of the Fund prescribed by the Deposit Insurance
Act (in 2015, it was limited to 5% of covered deposits, and from 2019 to 7.5% of total
covered amounts).” In the event of bankruptcy or liquidation proceedings against
a bank following the resolution, the Deposit Insurance Fund has the right to priority
repayment from the bankruptcy or liquidation estate on account of the resolution
financing it had provided.?® The use of deposit insurance funds for bank resolution
under these conditions is also permitted by the 2014 Directive.

2 The BRRD regulates the resolution of credit institutions and investment firms.

24 Banking Law, Official Gazette of the RS, 14/2015, Article 1282, para. 3.

2 A covered deposit is understood to mean a deposit covered by the deposit insurance system, re-
gardless of the amount of funds in the account, whereas the covered amount is defined as the portion
of a covered deposit up to the coverage level of EUR 50,000. According to the 2014 EU Directive, the
calculation base for premiums and the target level of the Fund consists precisely of covered amounts of
deposits. Alignment with these provisions of the Directive was achieved through amendments to the
Deposit Insurance Actin 2019.

% Law on Bankruptcy and Liquidation of Banks and Insurance Companies, Official Gazette of the RS, No.
14/15, Article 19, para. 1, point 6.
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b. Directive 2014/49/EU

The 2009 Directive was adopted as a response to the financial crisis, correct-
ing some of the fundamental elements of deposit insurance in order to strengthen
depositor confidence and prevent panic bank runs. The new Directive 2014/49/EU
(the 2014 Directive), on the other hand, provided for a comprehensive reform of
deposit guarantee schemes at the EU level in order to create a predictable, highly
harmonised, and functional network of deposit guarantee systems, but without the
ambition of replacing them with a single system for the EU territory.?” Given that
previous directives prescribed only minimum harmonisation, European systems
were highly heterogeneous both in terms of architecture, funding and governance,
as well as in important features such as the coverage level, scope of coverage, types
of covered accounts and the payout deadline.”®

First, under the 2014 Directive, no credit institution in an EU Member State may
accept deposits unless it is part of an officially recognised deposit guarantee scheme.
In order to verify the adequacy and operational readiness of the system to respond in
the event of an insured event, all systems in the EU are subject to mandatory periodic
stress tests, which are organised at least once every three years, starting from mid-2017.

The 2014 Directive did not change the coverage level, which from the
beginning of 2011, has been set at EUR 100,000, including accrued interest. The
covered categories also remained the same, namely natural and legal persons with
certain exceptions, such as financial institutions and government bodies, which are
assumed to have easier access to other sources of funding and to be able to assess
the risk associated with the bank holding their deposits. On the other hand, the
Directive introduced the possibility of temporary higher coverage (for a period of
up to 12 months) in the event of the sale of real estate or some other specific life
event (inheritance, severance payment and the like).

By 1 January 2024, the payout deadline was successively shortened from
20+10 to seven working days. In explaining the technical and organisational changes
that will enable this, the European Commission recalled that in the United States
payout begins and ends within a few days, and in the United Kingdom within a
maximum of one week. In order to make this feasible in other EU Member States,
the 2014 Directive prescribed the obligation of banking supervisory authorities
to give deposit insurers a timely warning of potentially risky situations in banks,
as well as the obligation of the banks themselves to organise their records on the
deposit base and movements in covered deposits in a manner compatible with the

2 Payne, Jennifer:,The Reform of Deposit Guarantee Schemes in Europe’, European Company and Financial
Law Review, Volume 12, Issue 4, De Gruyter, 2015, 553.

2 European Commission, MEMO/14/296, 15 April 2014,

available at: https://ec.europa.eu/commission/presscorner/detail/en/memo_14_296, accessed: 15. 7. 2025.
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information systems of deposit insurers.? The shortening of deadlines will also be
facilitated by the elimination of set-off from the calculation of covered amounts,
which means that the covered amount paid to a depositor will no longer be reduced
by the amount the depositor owes to the bank. All the aforementioned measures
will cumulatively contribute to enhancing the operational readiness of systems to
respond promptly when needed.

Given that the success of deposit insurance in safeguarding financial stability
is directly proportional to the level of public awareness of its benefits and scope of
coverage, the 2014 Directive established the obligation of banks to provide notifica-
tion of the coverage level and information about the competent deposit insurer to
depositors with account statements, as well as to send them information materials
on deposit insurance at least once a year.

The new Directive also defined the method of financing deposit insurance
funds and their target level. Fund resources are accumulated through the collection of
ex ante contributions (before the occurrence of the trigger event), with the possibility,
where necessary, of collecting extraordinary contributions, borrowing from other
European deposit insurers or from third parties (public or private). The minimum
target level of the fund is set at 0.8% of total covered deposits and should be reached
by 2024 (in the event of a payout, it may be extended by a maximum of four years).

The calculation base for banks’ contributions (or premiums) consists of total
covered deposits, but also the degree of risk of each individual bank. Guidelines
for calculating contributions under the Directive are provided by the European
Banking Authority (EBA), including the calculation formula, specific indicators, risk
classification and the like, with the provision that deposit insurers may use a different
methodology in accordance with the rules in their own jurisdictions.

Fund resources are used primarily for the payout of covered deposits, but
may also be used for the application of alternative measures in a bank in order to
prevent its insolvency (if the deposit insurer has competence for their application),
as well as in bank resolution proceedings, subject to appropriate limitations.

Finally, the Directive addresses cooperation among deposit insurers in the
EU in the event of bank failures with branches in other Member States. The basic
rule is that depositors of a foreign branch are paid out by the insurer in the same
state on behalf of the home deposit insurer and according to its instructions. The
home deposit insurer is obliged to transfer the necessary funds before the planned
payout and subsequently settle all other costs related to the payout of insured
amounts.® In order to regulate mutual relations in advance and, in the long term,
save time, deposit insurers in the EU and beyond preventively conclude bilateral
and multilateral agreements.

2 |bid.
30 Directive 2014/49/EU, Preamble and Articles 2, 4, 5,7, and 10-16.
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¢. Non-aligned elements of the systems in the EU and Serbia

Despite the fact that DIA 2015 (particularly with the amendments of 2019)
achieved a high level of alignment with the 2014 Directive, certain discrepancies
have been identified.?' The following section discusses only the most significant
inconsistencies.

1) Coverage level

Article 6 of the 2014 Directive sets the coverage level at EUR 100,000 per
depositor per bank, whereas in Serbia the maximum coverage per depositor per
bank has been limited to EUR 50,000 since 2008.

As the reason for establishing coverage throughout the EU at precisely EUR
100,000, the preamble to the 2014 Directive states that this is a reasonable solution,
taking into account, on the one hand, the need for the largest share of deposits in
national systems to be protected, and on the other hand, the costs of funding de-
posit guarantee scheme funds.>? According to the aforementioned Core Principles
for Effective Deposit Insurance Systems, coverage (in terms of amount and scope)
should be limited and sufficiently credible to simultaneously prevent both panic bank
runs and the weakening of market discipline. Coverage within a deposit guarantee
scheme should be defined in such a way that the vast majority of depositors are fully
protected, while a significant share of the value of deposits remains uncovered.*
More detailed guidance is provided by the Enhanced Guidance for Deposit Insurance
Coverage, also published by IADI, which states, inter alia, that the insured amount
should ensure full protection of 90-95% of depositors, and that this applies only
where there are no substantial outliers in the distribution of deposit sizes within
the banking system.>* With the current coverage level of EUR 50,000, the Serbian
deposit insurance system fully protects more than 99% of individual depositors
and entrepreneurs.?* Accordingly, it could be concluded that the insured amount in
Serbia is adequate and sufficient for the conditions of the domestic banking market.
Therefore, it can be expected that this important system parameter will be changed
only upon Serbia’s accession to the European Union, or by the expiry of the deadline
for full harmonisation of deposit insurance legislation with the EU acquis.

31 Office for European Integration of the Government of the Republic of Serbia, National Program for the
Adoption of the EU Acquis — Second Revision, available at:
https://www.mei.gov.rs/upload/documents/nacionalna_dokumenta/npaa/NPAA_2016_revizija_srp.pdf,
accessed: 7.7.2025, 396-397.

32 EU Directive 2014, Preamble, Recital 21.

3 Core Principles, Principle 8 — Coverage, Essential Criteria 2, 27.

34 |ADI, Enhanced Guidance for Effective Deposit Insurance Systems: Deposit Insurance Coverage, 4,
2013, available at: https://www.iadi.org/uploads/IADI_Coverage_Enhanced_Guidance_Paper.pdf, ac-
cessed: 17.7.2025.

3 Deposit Insurance Agency, Annual Report for 2024, February 2025, 21.
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2) Covered depositor categories

The 2014 Directive defines a depositor as the holder of a deposit (Article 2,
point 6), but deposits of credit and financial institutions, insurance companies, pension
funds, investment firms and government authorities (except local authorities with
an annual budget of less than half a million euros) are excluded from the deposit
insurance scheme, as are deposits connected to money laundering (Article 2(1)(6)
and Article 5). The Preamble (Recital 31) explains that certain categories of depositors
should not enjoy the protection of deposit guarantee schemes, particularly financial
institutions or public authorities, with the exception of local authorities, as already
mentioned. It is emphasised, however, that undertakings not primarily engaged in
financial business should not be excluded from coverage, regardless of their size.

Under DIA 2015, covered deposit categories include deposits of natural
persons, entrepreneurs, micro, small and medium-sized legal entities. Excluded
are deposits of persons connected to the bank, bearer or coded deposits, deposits
arising from money laundering or as a result of terrorist financing, deposits of large
legal entities, government authorities and organisations, bodies of the autonomous
province or local self-government units, small investors and bankruptcy and liqui-
dation estates. Deposits pledged as collateral are also excluded if the amount of
the bank’s secured claims against the depositor is equal to or exceeds the deposit
amount (Article 2(1)(6)).

At the very end of 2015, the total exposure of the Deposit Insurance Fund
to large legal entities, had they been covered by deposit insurance, would have
amounted to EUR 66 million, whereas the Fund’s actual exposure to covered cate-
gories exceeded EUR 9 billion.*® Extending coverage to large legal entities would
therefore not constitute a disproportionate financial burden for the Fund, nor a
significant operational challenge for the Agency or its information systems. This
means that by the time of Serbia’s accession to the EU, the relevant legal provisions
will be amended in order to achieve full harmonisation. At present, however, given
that large legal entities have access to more diverse sources of funding and greater
capacity to independently assess the risk profile of the bank entrusted with their
funds, their exclusion from covered categories is justified as a measure to combat
moral hazard.

3) Risk-based calculation of deposit insurance premiums
The collection of risk-based premiums is also a measure that reduces moral
hazard. According to the 2014 Directive, risk-based premium calculation is fairer
and encourages banks to apply less risky business models (Preamble, Recital 36).
In order to ensure consistent implementation of the risk-based premium systems

3 Deposit Insurance Agency, Annual Report for 2015, April 2016, 39.
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throughout the EU, guidelines for preparing the methodology for risk-based pre-
mium calculation is developed by the European Banking Authority. The guidelines
contain the calculation formula, specific indicators, risk categories, weighting scales,
and similar parameters. The guidelines are reviewed every five years, starting from
2017 (Article 13).

The possibility of introducing risk-based premiums in Serbia was introduced
into the Deposit Insurance Act in 2019, so it could be said that harmonisation has
been carried out in principle. However, it implies not only the transposition of EU
provisions into domestic law, but also their implementation and application. When
it comes to implementation, the Deposit Insurance Agency has adopted a method-
ology for calculating risk-based premiums based on data received from the National
Bank of Serbia, representing an important step towards the final application of the
regulations. Nevertheless, the methodology has not been implemented yet, and
it is expected that this element of harmonisation to be fulfilled in the near future.

4) Temporary high account balance

Pursuant to Article 6(2) of the 2014 EU Directive, deposits arising from the
sale of a private residential property, insurance indemnification, certain types of
compensation claims, or other specific life events (such as marriage, divorce, retire-
ment, inheritance proceedings, job loss, etc.) enjoy a higher level of protection than
EUR 100,000 within a time period of three months to one year.

The Deposit Insurance Act does not provide for such exceptions, and corre-
sponding amendments would need to be incorporated no later than the date when
Serbia becomes a member of the European Union.

Il Contemporary approaches to deposit insurance within the EU

Since the global financial crisis, the possibility of creating a pan-European
deposit insurance system has been under consideration on various platforms in
the European Union. In November 2015, the European Commission proposed the
establishment of such a system - the European Deposit Insurance Scheme (EDIS)
in the euro zone countries, which would effectively complete the Banking Union,
established a year earlier. It was planned to be introduced gradually, in three phases
from 2017 to 2024, with EDIS becoming, alongside the Single Supervisory Mechanism
(SSM) and the Single Resolution Mechanism (SRM), one of the key pillars supporting
the stability of the Economic and Monetary Union. However, no progress has been
made in implementing this initiative over the years.

In the meantime, the banking crisis in the USA during 2023 prompted
further consideration of the renewed discussion of this issue within the EU. In April
of the same year, the European Commission proposed an amendment to the legal
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framework for crisis management in the banking system and deposit insurance within
the EU (the BRRD Directive, the 2014 Deposit Guarantee Schemes Directive and the
Regulation on the Single Resolution Mechanism). The objectives of this proposal
were to increase the level of depositor protection in the event of bank closures, to
harmonise the application of measures in the resolution process across the EU, and to
create the possibility for resolution measures to small and medium-sized banks as well.

At the end of June 2025, the EU Council and the European Parliament
reached an agreement on reforming the crisis management and deposit insurance
(CMDI) framework, which, in their assessment, represents a step towards completing
the Banking Union.*” The greatest innovation in the current draft amendments to
the relevant directives is the possibility for deposit insurance funds to be used to
provide small and medium-sized banks with loss-absorption capacity and recap-
italisation, enabling them to meet the minimum requirement for own funds and
eligible liabilities (MREL). Whereas the current crisis management legal framework
limits the application of resolution measures only to systemically important and
large banks, this means that bankruptcy proceedings are opened against medi-
um-sized and smaller banks, followed by the payout of the covered deposits if they
lack sufficient capacity to absorb losses. Conversely, banks whose liabilities consist
mainly of deposits only and which do not borrow funds on the capital market some-
times find it difficult to meet these conditions. The proposed amendments would
open up new possibilities for small and medium-sized banks, allowing the deposit
insurers to assess the cost-effectiveness of the options available, providing finan-
cial support in resolution or, alternatively, allowing the bank to enter bankruptcy
and payout.

Other proposals mainly relate to clarifying or supplementing existing pro-
visions: expanding the range of government authorities covered by the framework,
including temporarily high balances (up to EUR 2,500,000) arising from real estate
transactions under the scope of the Deposit Guarantee Schemes Directive (DGSD)
(whereas the 2014 Directive only covered such balances if they resulted from a
transaction), limiting the time-frame within which covered amounts may be claimed.

1l Conclusion

The legal framework governing the deposit insurance system in Serbia
is aligned with the 2014 European Directive in spirit, objectives and most specific
provisions. Those areas that remain non-aligned are either difficult to implement at

37 Council of the European Union: “Bank resolution: Council and Parliament strike deal to strengthen the EU
crisis management framework” (press release), 25 June 2025, available at: https://www.consilium.europa.
eu/en/press/press-releases/2025/06/25/bank-resolution-council-and-parliament-strike-deal-to-strengt-
hen-the-eu-crisis-management-framework/, accessed: 18. 7. 2025.
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this stage or do not correspond to the actual situation in the banking market accord-
ing to the assessment of the financial-stability authorities. It is not uncommon for
candidate countries to fully align their regulations in the field of deposit insurance
with European framework only immediately upon accession to the European Union
(e.g. Croatia).

In this paper we have attempted to demonstrate that further alignment is
desirable and necessary, not only for the purpose of fulfilling the objectives defined
in the SAA, but also because the new provisions would represent a step forward in the
development of the domestic system. Nevertheless, it is always necessary to consider
the appropriateness of each planned amendment. This primarily relates to increasing
the coverage level and expanding the scope of protected persons, bearing in mind
other international standards, such as the Core Principles for Effective Deposit Insurance
Systems. Although the perception of the role of deposit insurance systems changed
noticeably after the global financial crisis and subsequent shocks to banking markets
worldwide, it should not be forgotten that shifting the focus to protecting financial
stability at the expense of limiting moral hazard can have serious consequences. In
this regard, Serbia has scope to carefully consider all harmonisation options with
relevant sources of law prior to accession to the European Union, taking into account
the interests and potential benefits of all stakeholders in its domestic market.
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