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Abstract
In its actions as a global actor, the European Union (EU) implements a series of policies in several fields to strengthen its relations with the non-EU partner. In this setting, a special attention is given to the closest region to the EU, the area of the “Western Balkans”. The Western Balkans are, indeed, the countries most integrated within the European Union in term of trade but also access to EU programme and funding. The EU gives increasing importance in strengthening Research and Development (R&D) co-operation with its neighbouring countries, especially those that might join the Union in the near or mid-term future (such as Serbia, which has now the status of “potential candidate country”). In this framework, the development of Science and Technology (S&T) collaboration provides important opportunities to all sectors of economy and it might be a first step to even further political co-operation within the wider context of the European integration. Moreover, the current 2007-2013 EU programming period focuses much more than in the past on supporting investments in innovation, research and entrepreneurship strategies .This paper will first present the small and medium sized enterprises (SMEs) sector in Serbia  as well as the national policies related to SMEs development. This sector has a major importance in the Serbian economy and in the last years the government in making substantial efforts to implement a more coherent and coordinated policy to improve the business environment and boost SMEs and regional development. Complementary to this, also the Research, Development and Innovation policies have an increasing importance in the Serbian policy making. Indeed, the Serbian government has recently launched a series of initiatives to enhance competitiveness and innovation, involving also the business community. Among them, the Serbian Government launched two comprehensive laws in the field of Research and Development and Innovation. Then the paper will present the European Union funding instruments and programmes for Science & Technology and Innovation accessible to Serbian enterprises. A focus will be dedicated to the automotive cluster of Serbia, one of the traditional industries of the country since the time of the Yugoslavian Republic. The aim of the research is to analyse the above mentioned policies and the Serbian participation in EU instruments for Research, Development and Innovation and suggest some policy recommendations to increase the level of innovation in the Serbian industries and small and medium sized enterprises.
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1.Introduction
With a series of key decisions, the European Union (EU) has given emphasis to strengthening Research and Development (R&D) co-operation with neighbouring countries, especially those that may join the Union in the near or mid-term future (such as Serbia, which has now the status of “potential candidate country”).

The development of Science and Technology (S&T) collaboration provides important opportunities to all sectors of economy and may serve as a first step to political co-operation within a wider context of European integration. It is now necessary to undertake coherent actions for the reinforcement of the Research and Technology Development (RTD) capacity in each country and in the region as a whole.

The new 2007-2013 EU programming period focuses much more than in the past on supporting investment in innovation, research and entrepreneurship strategies. Table 1 summarises the opportunities available in the Western Balkans in S&T and Innovation. These actions took place in accordance also with the so-called Ljubljana Process
 and the Thessaloniki Declaration
.
Table 1. Science & Technology and Innovation funding opportunities available in the Western Balkans
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This paper will analyse the involvement of Serbian clusters and SMEs in the EU funding Schemes for Science & Technology and Innovation, providing some policy recommendations for a better use of the above mentioned funds.
2. Overview on macroeconomic situation in Serbia

Since 2005 Serbian economy is growing, with a growth annual rate of 5.4% between 2005 and 2008. In 2008 an expansionary fiscal policy and the considerable current account deficit left Serbia particularly vulnerable to the global crisis. Indeed, the growth annual rate felt by 3% in 2009. Next to fiscal and monetary policies, the Serbian government looked for external help to limit the negative impact of the global crisis, negotiating a Stand-by Arrangement with the International Monetary Fund in January 2009. The arrangement was extended in April 2009.

Due to this mix of anti-crisis measures, the Serbian economy recovered in 2010 (1.7%)
. In 2010 the inflation rate was maintained within the target band as the central bank reverted to restrictive monetary policy while the unemployment rate rose until 19.2% in November 2010. In this context, privatisation and enterprise restructuring, which are the structural reforms that Serbia has to undertake, have been delayed due to protracted unfavourable market conditions. 
Foreign direct investments are an important boost in Serbian economy but in 2009 the flow of FDI decreased due to the economic crises. Net FDI in 2009 reached €1.37 billion (fell by almost 25% on the year before), thus bringing the cumulative inflow since 2000 to €12.2 billion. The process of privatization was the main drive force for inward investment, but it is still to be completed. Until now FDI focused on: financial intermediation, manufacturing, and transport and telecommunication.
Serbia remains active in regional organizations with economic scope. Serbia signed free trade agreements such as the Interim Trade Agreement with the EU member states and the Central European Free Trade Agreement
. It co-operates also with the European Free Trade Association and has bi-lateral agreements with the Russian Federation, Belarus and Turkey.
3. Clusters and Small and Medium Sized enterprises (SMEs) in Serbia
According to the last European Commission Serbia Progress Report 2010 (released in November 2010), “Serbia’s preparations in the area of industry and Small and Medium Sized enterprises are well advanced” and the country fulfils European standards. In Serbia the business environment has improved in comparison to few years ago and also the government put into place legislative and policy actions to improve the business environment for SMEs. The Report also states that Serbia continued implementing several measures to improve SMEs' access to finance and more specifically the support of start-up companies.
Indeed, at policy level the Serbia government adopted in October 2008 a key document: the “Strategy for Development of Competitive and Innovative Small and Medium-sized Enterprises 2008 – 2013”. The Strategy sets out the framework for the innovation development of Serbia. Inspired by relevant EU policy documents supporting entrepreneurship, the Strategy is structured around five pillars. The document faces current problems in the fields of legal and regulatory environment, access to finance, support infrastructure, relations between science and industry and development of an innovative culture in education. Its objective is to develop an economy based on knowledge and innovation to create a competitive and export oriented SMEs to improve the living standard of the population of Serbia.
The country is also committed to the implementation of the “Small Business Act for Europe”, which is a document that embodies the EU's commitment to SMEs and entrepreneurship
. Anyway, reduced administrative capacity raises concern for the implementation of these two documents
.

An overview of the SMEs sector is provided by a document published by the Ministry of Economy and Regional Development, the “Annual Report on Small and Medium-sized Enterprises and Entrepreneurship”. According to this publication, in 2008 there were 303,400 economic entities in Serbia (296,100 in 2007), 99.8% of them were SMEs (and around 96% of them were micro-enterprises with less than 10 employees). SMEs generated about 33% of Serbian Gross Domestic Product and 66.7% of overall employment. The majority of SMEs is active in manufacturing, trade, rental and construction. SMEs were responsible for 50.5% of exports and 60.9% of imports.

In the last years Serbia in making substantial efforts to implement a more coherent and coordinated policy to improve the business environment and boost SMEs and regional development. For example, there has been an improved co-operation between the Ministry of Economy and Regional Development, the National Agency for Regional Development, Ministry of Education and Science, Chamber of Commerce and other stakeholders.
An overview of the current key stakeholders for SMEs and regional development in Serbia include:
· Ministry of Economy and Regional Development (MoERD): plans and implements the overall economic development policy, including the regional development policy, the SMEs development strategy, foreign direct investment strategy, tourism policy, employment policy etc. It also harmonises implementation of measures, programmes and projects of state aid, and assessing their performance. MoERD has a specific Department dedicated to SMEs Development
The following bodies established by the Law on Regional Development
:
· National Agency for Regional Development (NARD): established by the new Law on Regional Development in 2009
, it aims at supporting the development and interests of SMEs and contribute to the overall regional and economic development. It is responsible for implementation of regional development and SMEs strategic documents, policies and programmes. The National Agency acts on the Serbian territory through a network of regional development and SMEs agencies and through this network provides financial support to companies (such as loans for start-up companies) and less developed regions through investments and programmes for innovation and clusters development
· National Council for Regional Development: it is a consultative body
 with the aim of monitoring the regional development. It proposes measures for its promotion, gives formal opinion on the proposals of development planning documents, coordinates the work of regional councils, etc.

· Five Regional Development Councils: it has the aim of promoting development of regions. Their members are representatives from public and civil sector, including the government
· District Associations

Other stakeholders involved in SMEs and regional policies are:
· 15 Regional Development Agencies (Belgrade, Vranje, Zajecar, Zrenjanjin, Kraljevo, Kragujevac, Krusevac, Niš, Novi Pazar, Subotica, Užice, Sombor, Leskovac, Šabac, Pozarevac) and three offices of the NARD (Trstenik, Paracin and Kosovska Mitrovica). As the above mentioned bodies, they are also involved in supporting regional development. Anyway, their distinctive characteristic is that they have been mainly created by local self-government units as a bottom up initiative and supported by EU and various donor programmes in Serbia. The Government decided to formally recognise Regional Development Agencies and their involvement in regional policy through an accreditation
· Council for Small and Medium-sized Enterprises: is a mix ministerial/business community body and it has the aim of analysing the SMEs sector and defining SMEs policy. It was involved in designing the above mentioned “Strategy for Development of Competitive and Innovative SMEs 2008-2013. (TO BE CHECKED)
· SMEs Business Council: established in March 2010, it is expression of the business community (it includes around 80 SMEs representatives) and is another bottom up initiative to brings the needs of the business community to the policy makers (TO BE CHECKED)

· It is worth to remember that Serbia is programming the Instrument for Pre-Accession Assistance - Component III - Regional Development, which will be open when Serbia becomes a candidate country

According to different sources, both governmental and from the business community, in Serbia one of the main problems for SMEs is financing. Finance is available through both national and international sources, including credit lines under favourable conditions provided by the Serbian Developing Fund and international donors’ programmes. In Serbia not traditional source of financing such as business angels, venture capital funds and equity financing are still to be developed, therefore loans and debt financing are virtually the only source of funding for companies.
4. Innovation Policy and Schemes for Science & Technology and Innovation in Serbia
The Serbian industrial structure is based on the labour-intensive sub-sectors and, according to internationally recognized criteria, it is characterized by the absence of an organized system for encouragement of innovation activities. Serbian economy, therefore, is characterized by a lack of an innovation development network, technical and non-technical innovation, innovation network, research activities, poor reputation of local products, insufficient financial and infrastructural support, small number of laboratories and low research capabilities. 
To face these problems, the Serbian government has launched a series of initiatives to enhance competitiveness and innovation, involving also the business community. Moreover, a certain rationalization of different programmes and a substantial improvement in co-operation and coordination between various actors has been registered in the last few years. So, it is possible to conclude that the legislative framework for research is improving but there is still big space for better implementation of policies and further connection between them and the business and economic domain. Indeed, according to the European Commission Serbia Progress Report 2010 “Good progress has been made on alignment in science and research. However further efforts are needed to facilitate Serbia’s integration into the European Research Area and to strengthen its national research capacity”.
Two of the most recent and comprehensive laws in the field of Research and Development and Innovation are the following: 
Law on Innovation Activity

This Law encourages the creation of an innovative system that includes education, scientific and development research as well as innovative companies. The Law “regulates basic principles, goals and organization of application of scientific knowledge, technical and technological knowledge, inventive faculties and inventiveness, for the purpose of creation and realization of new and improved products, processes and services as a driving force for the development of the Republic of Serbia, as compared to the currently existing technical and technological base.”

According to Article 11 of the Law, the Ministry shall maintain the “Innovation Activity Registry” and the beneficiaries of the state incentive measures and budgetary funds for the development of the innovation activity can be only the subjects entered into such Registry. The main categories of organizations included in the Law are:

· organisations for the performance of innovation activity (also called “innovation organization”): development and production centres; research and development centres; innovation centres (Articles 15-19 of the Law)
· organisations for rendering infrastructural support to innovation activity: business and technology incubator; science and technology park; organisation for stimulation of innovation activities in the priority field of science and technology; centre for transfer of technologies (Articles 20-26)
· The Law also supports Technology Companies, which are companies that apply or develop the technology as an important component of their business activities and deal with research and development, either their own or ordered from other (Article 13)

Law on Scientific and Research Activity
 

This Law defines the basis by which scientific and research activities are financed from the State budget. The Law foresees budgetary funds for research exclusively through science and research and development projects
. The Law also states special programme to finance some expenditure related to the field of science.
Next to the two above mentioned laws, the Serbian government adopted the “Scientific and Technological development Strategy of the Republic of Serbia for the period from 2010 – 2015”, which is a strategic documents with the aim of strengthening competitiveness improving research and development in Serbia. The Strategy proposes seven national R&D priorities: 

· Biomedicine and human health

· New materials and nanosciences

· Environment protection and climate change

· Agriculture and food

· Energy and energy efficiency

· Information and communication technologies

· Improvement of public policy making processes and affirmation of national identity
An overview of the key stakeholders for Research & Development and Innovation policies in Serbia include:
· Ministry of Education and Science (MoES), Department for innovations: is the governmental policy making body in charge of scientific research and innovative activities –and their coordination- in Serbia. It is the public body responsible for the enforcement of the above mentioned “Law on Scientific and Research Activity” and the “Law on Innovation Activity” as well as for the planning and financing of public R&D activities. The Ministry also monitors and encourages R&D activity in Serbia, allocates budget resources to R&D organisations for the programmes defined in the Law on Scientific and Research Activity
· National Council for Science and Technological Development: is another governmental body with the aim of designing and proposing a strategy for scientific and technological development to the government and monitoring its implementation
· National Council for Competitiveness: is another governmental working body that conducts analysis on competitiveness issues, elaborate policy proposals, monitors policy development with the aim of proposing measures for enhancing competitiveness in the coutry.
· National Science and Research Council: is a new body established in 2010 by the Law on Innovation Activity as a key designer of research policy in Serbia

· Ministry of Culture, Media and Information Society: is the governmental body in charge of telecommunications, postal services and Information Society. It is responsible for developing the information society development strategy and e-Government policy. 
· National Information Technology and Internet Agency: is the governmental body in charge of development of the information system and usage of the internet within state authorities, local governments and public services.
· Serbia Investment and Export Promotion Agency (SIEPA): is the government body in charge of attracting foreign investment and increasing Serbian trade (exports) in the global market. The Agency offers a large spectrum of services to foreign investors as well as local companies, including SMEs. 
Beside the above mentioned national policies and programmes for Science & Technology and Innovation, Serbia can participate in a number of EU programme for development and innovation. 
[Overview of Serbian participation in the following EU funding instruments and programmes: 

· Instrument for Pre-Accession Assistance (IPA)
· European Cooperation in Science and Technology (COST)
· Erasmus Mundus

· Tempus

· Life Long Learning

· LIFE+

· Seventh Framework Programme for research and technological development (FP7)]
· “Competitiveness and Innovation Framework Programme” (CIP), which runs from 2007 to 2013 with an overall budget of € 3,621 million. From 2008 Serbia participates in CIP first operational programme, the “Entrepreneurship and Innovation Programme” (EIP), which has the aim of encouraging the competitiveness of European enterprises, particularly SMEs. This opportunity is only partially exploited by Serbian stakeholders, as Serbian SMEs register a low performance in calls for proposal under EIP and moreover there were no applications from Serbian financial intermediaries for using financial instruments under this programme. 
Since 2010 Serbia can also participate in CIP second operational programme, the “Information Communication Technologies Policy Support Programme” (ICT-PSP).

One example of successful implementation of CIP funded project is the “Enterprise Europe Network”. This network provides SMEs with information about business opportunities in the EU market, funding opportunities, particularly from the EU's Seventh Framework Programme for Research and Technological Development (FP7) etc.
The Enterprise Europe Network in Serbia was established in June 2009 through consortium led by the National Agency for Regional Development and currently has three contact points in the country: in Belgrade, Novi Sad and Nis.
Besides the improvements in the last years, problems still exist. In Serbia there is an insufficient co-operation between the academia (universities, research centres) and the business community (companies, industries). Therefore, there is a need to increase the commercialisation of new and innovative products and services by establishing innovation centres and technology parks is in the early stage of development of the new ideas.
Among others, the following indicators assess the international position in Serbia regarding innovation performance:
· According to the European Innovation Scoreboard
 2009, Serbia is in the group of “catching-up countries”, which are countries whose innovation performance is well below the EU27 average but it is increasing towards the EU27 average over time.
· According to the Global Innovation Index 2011 published by the Insead business school, Serbia ranks 55st overall out of 125 countries assessed. The ranking in 2010 was 101 and this is a demonstration of how the Serbian innovation policy is performing well
· According to the Global Information Technology Report 2010-2011 - Networked Readiness Index released by the World Economic Forum in April 2011, Serbia ranks 93th out of 138 countries assessed
5. Study case: the Automotive Cluster of Serbia
One of the traditional industries of Serbia, since the time of the Yugoslavian Republic, is the automotive. The national factory Zastava was one of the most advanced car-makers in the former Eastern block. After the nineties and the changes of the early 2000, the Serbian industries, and also Zastava, started to look at international markets and foreign partners to recover. Zastava has industrial relations with the Italian car-maker FIAT since 1955 and in the year 2008 the Italian factory entered a joint venture with the Serbian Government to further develop co-operation with its long-time partner. FIAT agreed to delocalize a part of its production in the former Zastava plant (now called FIAT Automobiles Serbia) in the central Serbian city of Kragujevac. The first phase of the co-operation was limited to assembly of up to 20,000 FIAT cars (“Punto” model) a year from imported kits. The second phase, which is still ongoing, foresees the full manufacture of two models from late 2011.
Besides FIAT, which is the biggest foreign investor in the automotive sector, there are several other international companies that have decided to invest and product in Serbia. Foreign direct investment in the automotive sector include investments not only in car assembly and car spare parts, but also in tyre manufacture, truck engine parts, automotive cables, auto electrical systems, automotive and hydraulic components, interior car equipment and automotive seat heating systems. An overview of the foreign investors in the automotive is provided in the following table and image:
Table 2. Major investors in the automotive industry in Serbia

	Company
	Activity
	Country of origin
	Investment type
	Investment value (€m)

	FIAT
	Car assembly
	Italy
	Privatisation
	700

	Cimos
	Car spare parts
	Slovenia
	Privatisation
	100

	Michelin
	Tyre manufacture
	France
	Joint venture
	44

	Brikel
	Tyre manufacture
	Bulgaria
	Privatisation
	37

	Galaxy Tire
	Tyre manufacture
	USA
	Privatisation
	22

	Albon
	Truck engine parts
	UK
	Greenfield
	18

	Leoni
	Automotive cables
	Germany
	Brownfield
	15

	Draexel Meier
	Auto electrical systems
	Germany
	Greenfield
	10

	Lohr
	Car spare parts
	France
	Brownfield
	7

	Streit Group
	Automotive components
	France
	Greenfield
	7

	Tesnila
	Hydraulic components
	Slovenia
	Greenfield
	6

	Grammer
	Interior car equipment
	Germany
	Greenfield
	4

	Bauerhin
	Automotive seat heating systems
	Germany
	Greenfield
	2


Source: SIEPA 
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Figure 1. Largest Foreign Investors in Automotive Industry
Source: SIEPA
Due to its industry specialization and geographical concentration around certain areas (see image 1), a number of companies that produce automotive supply, equipment or services created a network which is named “Automotive Cluster of Serbia – AC Serbia”. The network was founded in 2005 with support of the Serbian Ministry of Economy, the German Organization for Technical Co-operation the United Nations Industrial Development Organization and the United States Agency for International Development. The network has the aim of supporting its members in increasing their competitiveness and position within international automotive supply chain. Currently there are 42 members: 37 companies (8.900 employees, 150 million euro turnover) and 5 R&D Institutes. The network is active in education&training, marketing&promotion, implementation of quality standards, information exchange, establishing regional platform of the Automotive clusters in South-Eastern Europe, communication, and also co-operation and joint R&D projects.
[analysis of the innovation in the automotive sector]
6. Policy recommendations
Serbia should furthermore invest in stakeholders clubs and informal and formal networks aimed at: 
· Analysing and answering the needs of the public in an approach combining demand and supply elements; 
· Increasing public-private partnerships (PPP) both at the strategic planning phase and in the implementation phase through private money leveraging mechanisms; 
· Investing in awareness campaigns in order to better inform all potential beneficiaries of the competitive advantages resulting from networking and clustering activities; 
· Making coaching and investment readiness schemes available in order to ensure that any beneficiary of the support has developed the management capacity allowing him/her to efficiently use the support granted. 
Regarding applied RTD, activities can be implemented in their areas through:
· co-financing of research infrastructures and equipments;
· stimulating partnerships between SMEs and universities or research centres;
· funding a university-enterprise interface;
· opening research facilities to SMEs, for instance by providing “consultancy vouchers” to SMEs to buy services from academics and researchers;
· improving human capacities in universities, research centres and enterprises to be able to produce and use new knowledge which can be transformed into products/services;
· promoting networking and the creation of a critical mass of competences in the field of applied research and exploitation of research results;
· supporting research revenue schemes through an integrated approach including a proof of concept element.
Investment could also focus on a regional skill observatory aimed at:
· detecting the future needs of enterprises; 
· influencing the vocational training offer to the foreseen skills requirements of the regional vision; 
· promoting entrepreneurship education; 
· providing eLearning infrastructure and content; 
· using the EU Life Long Learning Programme (especially the Leonardo da Vinci sub-programme) and Interreg IV to support transnational activities and economic intelligence. 
Finally, it is worth stressing that successful strategies all have in common: efficient governance/rule of law, strong leadership, well-managed support to innovation and research results valorisation, an offer of added-value support services, strong entrepreneurship culture, and “no nonsense” implementation schemes.
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� The Ljubljana Process is an enhanced partnership between the EU Member States, associated countries, stakeholders and the Commission to make European research more effective. It was launched in May 2008 with two clear goals: "Europe now needs to develop a common vision and effective governance of the European Research Area".


� The output of the Ministerial Conference on the adoption of a science and technology Action Plan for the EU-Western Balkan countries hold in Thessaloniki, Greece, on 26-27 June 2003.


� Real Gross Domestic Product growth is forecast to 3% in 2011.


� Serbia held the Chairmanship of CEFTA in 2010.


� This document replaced and improved the previous “European Charter for Small Enterprises”.


� European Commission, Serbia Progress Report 2010, p. 40.


� The same Law defines the seven regions of Serbia.


� NARD is the legal successor of the Serbian Agency for the Development of Small and Medium-sized Enterprises and Entrepreneurship.


� Its members are –among others- relevant ministers and representatives of the regions.


� Official Gazette of the Republic of Serbia, No. 110/2005 and No.18/2010.


� Law on Innovation Activity, Article 1.


� Official Gazette of the Republic of Serbia, No.110/2005, 50/06-correct and No. 18/2010.


� Budget funds devoted to scientific and research activity can only be allocated to science and research organisations which are registered in the Ministry of Education and Science.


� This is an instrument of the European Commission, developed under the Lisbon Strategy to provide a comparative assessment of the innovation performance of EU Member States and other selected countries.
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